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PART  1 - INTRODUCTION 

1. FortisBC Inc. (FBC or the Company) sets out below its reply to the submissions 

of the various Interveners delivered on May 22, 2014.  This submission (the 

FBC Non-PBR Reply) is organized in accordance with the framework set out in 

FBC’s main submission on Non-PBR issues, dated April 25, 2014 (the FBC 
Non-PBR Submission).  Capitalized terms used herein are as defined in the 

FBC Non-PBR Submission. 

2. Generally, where Interveners have either accepted or not expressed opposition 

to elements of the FBC Non-PBR Submission, or where FBC’s response is fully 

set out in the FBC Non-PBR Submission, those elements are not addressed 

herein.   

3. As with the FBC Non-PBR Submission, the FBC Non-PBR Reply addresses 

aspects of the Application other than the methodology of the PBR Plan.  FBC’s 

reply with respect to the methodology of the PBR Plan is addressed in a 

separate submission (the PBR Reply) that is being filed as a joint submission 

by FBC and FEI.  The FBC Non-PBR Reply should be read in conjunction with 

the PBR Reply. 

PART  2 - 2014 REVENUE REQUIREMENTS 

A. O&M Expenses 

(1) The Determination of 2013 Base O&M  

(a) 2013 Approved O&M 

4. The British Columbia Pensioners’ and Seniors’ Organization, Active Support 

Against Poverty, BC Coalition of People with Disabilities, Council of Senior 

Citizens’ Organizations of BC and Tenant Resource and Advisory Centre 

(BCPSO) submits in its Final (FBC-related) Submission on Non-PBR Issues 
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(the BCPSO FBC Non-PBR Submission) that using 2013 Approved O&M as 

the starting point for the determination of 2013 Base O&M “is reasonable in this 

case”.1  FBC agrees with this statement, for the reasons set out in the FBC 

Non-PBR Submission.2 

5. However, BCPSO continues to suggest that a “perhaps preferable” approach 

would be to use the actual O&M expense for 2013 (2013 Actual O&M) as the 

starting point for 2013 Base O&M.3   

6. Similarly, in the CEC Final Submission on FBC Non-PBR Base O&M (the CEC 
FBC Non-PBR O&M Submission), CEC questions the use of 2013 Approved 

O&M as the starting point for the determination of 2013 Base O&M,4 at least 

with respect to certain O&M departments.5  In contrast to BCPSO, CEC 

suggests that it is the 2012 actual O&M expense (2012 Actual O&M) that 

should be given “considerable attention” when developing 2013 Base O&M.6   

7. FBC disagrees with using either 2012 Actual O&M or 2013 Actual O&M as the 

starting point for determining 2013 Base O&M, for the reasons set out below 

and confirms that only the use of 2013 Approved O&M would be appropriate. 

8. In determining the preferable starting point for 2013 Base O&M, it was important 

to the Company to begin with a figure that had been approved by the 

Commission, by way of a recent and thorough regulatory process.7  This 

approach was not only successfully used by the Company for the 2007 PBR 

1  BCPSO Final Submission on Non-PBR Issues (BCPSO FBC Non-PBR Submission), s. 1.1. 
2  FBC Non-PBR Submission, para. 19 and Part 2(D)(1)(a). 
3  BCPSO FBC Non-PBR Submission, s. 1.1. 
4  CEC Final Submission on FBC Non-PBR Base O&M (CEC FBC Non-PBR O&M Submission), para. 

12. 
5  For example, with respect to the Operations Department, CEC looks to 2012 Actual O&M (CEC FBC 

Non-PBR O&M Submission, para. 60), but does not reference 2012 Actual O&M with respect to the 
Communications and External Relations Department (CEC FBC Non-PBR O&M Submission, para. 
77). 

6  CEC FBC Non-PBR O&M Submission, para. 18. 
7  Exhibit B-1 – FBC Application, p. 51. 
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Plan,8 but it was also endorsed by FBC’s expert, B&V, as reasonable.9  With 

this approach in mind, the Company looked to the most recently Commission 

approved figure for O&M expenses, which was set out in the 2012-13 RRA 

Decision for the year 2013.  The suggestions of BCPSO and CEC to look to 

2012 Actual O&M and 2013 Actual O&M are inconsistent with the approach of 

starting with an approved figure.  

9. While CEC critiques the use of 2013 Approved O&M on the basis that it “was 

not approved by the Commission with the intention that it would be used as the 

basis of a subsequent PBR process”,10 this does not alter the fact that 2013 

Approved O&M represents the most recent Commission approved O&M figure 

for the Company, or the fact that the figure was determined following a thorough 

regulatory process.   

10. Ultimately, CEC misconstrues the use of 2013 Approved O&M and the concern 

it raises is irrelevant. 2013 Approved O&M is never used as “the basis of a 

subsequent PBR process”,11 but rather it is only ever used as a Commission 

approved O&M figure that represents an appropriate starting point for 

determining 2013 Base O&M.  The Company has not proposed that 2013 

Approved O&M itself is the appropriate figure to incorporate into the PBR 

formula, but it has instead adjusted the figure to reach an appropriate 2013 

Base O&M.  These adjustments, and the resulting 2013 Base O&M, are being 

scrutinized as a part of this regulatory process.   

11. Further, while CEC implies that a different 2013 Approved O&M would have 

been approved by the Commission if the PBR Plan had been contemplated at 

the time of the 2012-13 RRA Decision,12 it has not provided any evidence to 

8  Ibid. 
9  Ibid. 
10  CEC FBC Non-PBR O&M Submission, para. 13. 
11  Ibid. 
12  Ibid. 
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support this suggestion.  Further, it has not provided any evidence as to how 

the 2013 Approved O&M would have varied.   

12. The Company does not suggest that 2013 Base O&M has somehow already 

been approved by the Commission. Rather, it is in this proceeding that FBC 

seeks to have the Commission approve 2013 Base O&M, with 2013 Approved 

O&M being the appropriate starting point for this determination, for all the 

reasons it has set out in the FBC Non-PBR Submission and this FBC Non-PBR 

Reply.13   

13. As further justification for reliance on 2012 Actual O&M, CEC states that it was 

closely in line with 2011 actual O&M expenses (2011 Actual O&M), as well as  

the projected expenses for 2013 (2013 Projected O&M), when these figures 

are each analyzed on the basis of a per customer O&M cost.14  However, this 

analysis ignores the reason why 2012 Actual O&M was lower than both 2012 

Approved O&M and 2013 Approved O&M and is not sustainable in future years.  

The lower level of 2012 Actual O&M arose as a result of the timing of the 

release of the 2012-13 RRA Decision in August 2012.  With respect to certain of 

the expenses proposed in the 2012-13 RRA, the Company postponed spending 

the funds while it awaited the Commission’s decision on whether the expenses 

would be approved.  As the 2012-13 RRA Decision was released three-quarters 

of the way through 2012, certain expenses that were planned for 2012 (and 

thus included in 2012 Approved O&M) were not incurred.  This resulted in a 

lower level of spending in 2012, though these “savings” incorporated in 2012 

Actual O&M do not represent a sustainable reduction in expenditures.15 

14. While CEC acknowledges FBC’s statement that the unspent 2012 O&M was 

required in 2013 and will be required in future years,16 it ignores the effect of 

13  See FBC Non-PBR Submission, Part 2(D)(1). 
14  CEC FBC Non-PBR O&M Submission, para.16-17. 
15  Exhibit B-7 - FBC Response to BCUC IR 1.98.3. 
16  CEC FBC Non-PBR O&M Submission, para. 14. 
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that statement by suggesting that 2012 Actual O&M represents the “most 

accurate” representation of FBC’s business.17 

15. Unlike 2012 Actual O&M, 2013 Projected O&M was not affected by the timing of 

the 2012-13 RRA Decision, as it was not increased to incorporate the expenses 

planned for 2012.18  However, there are also several issues with the use of 

2013 Actual O&M.  One is that it is not a figure that has been considered 

through this regulatory process; this figure is not on the record in this 

proceeding.  Further, while BCPSO submits that it is “perhaps preferable” to use 

2013 Actual O&M,19 this would not be a simple change to make.  As 2013 Base 

O&M is determined through making several adjustments to 2013 Approved 

O&M, 2013 Actual O&M could not simply be substituted for 2013 Approved 

O&M.  Instead, each of the proposed adjustments would need to be re-analyzed 

and modified for 2013 Actual O&M to be used as the starting point.   

16. In any event, such a substitution of 2013 Actual O&M is completely 

unnecessary, as FBC has already made a “sustainable savings” adjustment to 

2013 Approved O&M. This has a similar effect of updating key information to 

account for the Company’s actual experience during 2013.20  Given all the 

above, the Company disagrees that 2013 Actual O&M would represent a better 

starting point than 2013 Approved O&M, and again emphasizes BCPSO’s 

submission that starting with 2013 Approved O&M is “reasonable”.21   

17. In all of these circumstances, FBC reaffirms its submission that 2013 Approved 

O&M is the appropriate starting point for determining 2013 Base O&M. 

17  Ibid, para. 18. 
18  Exhibit B-7 - FBC Response to BCUC IR 1.101.2. 
19  BCPSO FBC Non-PBR Submission, s. 1.1. 
20  Exhibit B-11 – FBC Response to BCPSO IR 1.36.1. 
21  BCPSO FBC Non-PBR Submission, s. 1.1. 
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(b) Adjustments to Approved O&M 

18. As was described in the FBC Non-PBR Submission, three types of adjustments 

were made to 2013 Approved O&M to arrive at 2013 Base O&M: an adjustment 

to represent net sustainable savings, a re-basing adjustment and an adjustment 

representing incremental O&M.22   

19. Two of the Interveners, CEC and BCPSO, have raised concerns with certain of 

the adjustments proposed by FBC.  Further, CEC has suggested that several 

additional adjustments should be made, particularly with respect to the net 

sustainable savings adjustment.  FBC believes that the adjustments proposed 

in its Application are appropriate to convert 2013 Approved O&M to 2013 Base 

O&M.  This section of the FBC Non-PBR Reply deals with the concerns 

expressed by CEC and BCPSO. 

(i) Net Sustainable Savings Adjustment  

20. As was set out in the FBC Non-PBR Submission, the net sustainable savings 

adjustment accounts for $452,000 in net cost reductions over the 2013 

Approved O&M amount.23  Additionally, each of the savings and costs that 

make up the net savings are expected to be sustainable in future years.24  

These net sustainable savings were realized across various different 

departments at FBC, with certain departments incurring incremental costs over 

the 2013 Approved O&M and other departments realizing savings over the 2013 

Approved O&M.  These departmental savings and costs were combined to 

arrive at the aggregate, net adjustment of $452,000 in savings.25 

21. Both BCPSO and CEC suggest that certain of the costs incorporated by FBC 

into the net sustainable savings adjustment  should be removed, with CEC also 

22  FBC Non-PBR Submission, para. 29.  See Part 2(D)(1)(b) of the FBC Non-PBR Submission for a 
discussion of the  adjustments. 

23  FBC Non-PBR Submission, para. 31. 
24  Exhibit B-1 – FBC Application, p. 51. 
25  See Ex. B-1 – FBC Application, Table C4-2, p. 113 for the Productivity (Sustainable Savings) 

adjustment breakdown by Department. 
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proposing that some additional savings should be incorporated into the 

adjustment. 

22. In total, BCPSO submits that a sustainable savings adjustment of $587,000 

should be made, rather than the adjustment of $452,000 sought by FBC.  

BCSPO states that “the explainable variances represented a reduction in O&M 

of $587 k while increases totalling $135 M [sic] across the various Departments 

were attributed to “No Specific Activity”.26  It is unclear to FBC how BCPSO 

calculated the $587,000 and $135,000 figures incorporated into its proposal.  

The referenced IR lists $107,000 of the adjustment as being attributable to “no 

specific activity”, and ($559,000) as being attributable to specific activities.27  

FBC has assumed that BCPSO has made a calculation error, and that it is 

suggesting that the sustainable savings adjustment proposed by FBC be 

modified from $452,000 to $559,000 (rather than the $587,000 it states).  In any 

event, as is returned to below, FBC disagrees with BCPSO’s recommended 

sustainable savings adjustment, whether it is $559,000 or $587,000. 

23. In the CEC FBC Non-PBR O&M Submission, CEC also addresses the 

sustainable savings adjustment, recommending that the following portions of 

the adjustment be removed: 

a. Generation Department: $64,000;28  

b. Operations Department: $122,000;29 

c. Information Technology (IT) Department: $14,000;30 and 

d. Engineering Services and Project Management (ES&PM) Department: 

$31,000.31 

26  BCPSO FBC Non-PBR Submission, section 1.1. 
27  Exhibit B-7 – FBC Response to BCUC IR 1.96.2. 
28  CEC Non-PBR O&M Submission, para. 34. 
29  Ibid, para. 53. 
30  Ibid, para. 87. 
31  Ibid, para. 98. 
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24. With respect to the Generation Department, under item (a) above, CEC 

suggests that the $64,000 adjustment for sustainable costs proposed by FBC 

be removed.32  It states that this removal is appropriate as “FBC has provided 

two differing explanations for this cost overrun”, specifically that the Company 

attributed the adjustment to additional crane inspections, maintenance and 

documentation required by WorkSafeBC in its Application, but to legislative dam 

safety requirements in an IR response.33  CEC further argues that the 

WorkSafeBC requirements have not been confirmed to be recurring, and that 

thus the expense should be excluded from the sustainable savings 

adjustment.34 

25. These arguments are incorrect for two reasons.  First, the Company has not 

provided inconsistent explanations for the adjustment related to the Generation 

Department, and second, the identified reason is expected to be recurring.   

26. In its Application, the Company indicates that its 2013 Projected O&M for 

Generation is estimated to be slightly higher than 2013 Approved O&M for 

Generation, due to additional WorkSafeBC crane requirements.35  However, the 

Application also references legislative changes, such as the dam safety 

regulations which increased the frequency of dam safety reviews in its 

Application as a reason for increased expenses.36  While each of these 

activities caused additional expenses for the Company in 2013, when FBC was 

asked to provide a breakdown of the activities resulting in the sustainable 

savings adjustment, it was the second change (“increased efforts to meet 

legislative dam safety requirements”) that is described by the Company as 

being the sustainable activity that resulted in the additional expenses beyond 

32  Ibid, para. 34. 
33  Ibid, para. 32. 
34  Ibid, para. 34. 
35  Exhibit B-1 – FBC Application, p. 124. 
36  Ibid, p. 123. 
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2013 Approved O&M.37   Accordingly, the Company has consistently provided 

that the adjustment was made to account for legislative changes made in 2013. 

27. As the Company considers the cost of new legislative dam safety requirements 

to continue into the future (which is described further in Part 2(A)(2)(b) below), 

the $64,000 sustainable cost included in the sustainable savings adjustment for 

the Generation Department is appropriate and should be incorporated in 2013 

Base O&M. 

28. In addition to CEC’s submission on the Generation Department, both BCPSO 

and CEC submit that the full sustainable savings adjustment should not be 

made for the Operations Department, the IT Department and the ES&PM 

Department, on the basis that FBC has not explained or justified these 

numbers.38  FBC disagrees with this reduction, and submits that the net 

sustainable savings adjustment should remain at $452,000 for the following 

reasons. 

29. Ultimately, each of the incremental savings and costs incorporated into the net 

sustainable savings adjustment is considered by the Company to be 

sustainable going forward, regardless of whether or not it may be attributed to 

one single item.  As all of the savings and costs are expected to continue to be 

realized during the PBR Term, they are appropriately embedded into 2013 Base 

O&M.39   

30. Further, one of the fundamental premises of the PBR Plan is that annual O&M 

expenses are to be determined on an aggregate level across all departments, 

by applying the PBR formula to 2013 Base O&M.  2013 Base O&M needs to 

reflect a reasonable starting point, in the aggregate, for the PBR formula.40   

37  Exhibit B-7 – FBC Response to BCUC IR 1.96.2. 
38  BCPSO FBC Non-PBR Submission, section 1.1; CEC Non-PBR O&M Submission, paras. 53, 87 and 

95. 
39  Exhibit B-24 – FBC Response to BCUC IR 2.10.1. 
40  Exhibit B-7 – FBC Response to BCUC IR 1.98.1; Ex. B-24  – FBC Response to BCUC IR 2.21.1. 
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31. By embedding the $452,000 net sustainable savings adjustment in 2013 Base 

O&M, the Company has committed to sustaining these savings over the PBR 

Term.41  However, if the adjustment is increased beyond the required level for 

2013, as has been proposed by CEC and BCPSO, 2013 Base O&M will be 

artificially too low and will no longer reflect a reasonable starting point.  Instead, 

it will impede the Company’s ability to earn a fair return. 

32. Further, CEC is inconsistent in its position, in that it suggests that FBC should 

not be allowed to make an adjustment for the sustainable costs that are not 

directly attributable to a certain activity, but that it should continue to embed all 

proposed sustainable savings into 2013 Base O&M, even where they are not 

directly attributable to an activity.  CEC’s position in this regard is evident from 

the fact that it has not recommended removal of the net sustainable savings 

adjustments made for the Customer Service Department42 or Communications 

and External Relations Department,43 even though these items were described 

by FBC as resulting from “no specific activity”.44 

33. By incorporating those portions of the net sustainable savings adjustment that 

reduce 2013 Base O&M while simultaneously seeking to exclude those portions 

that increase it, CEC is attempting to accept what it likes while rejecting what it 

dislikes.  This approach is both inconsistent and illogical.  The purpose of the 

net sustainable savings adjustment is to recognize all sustainable changes from 

2013 Approved O&M, whether they are a saving or a cost.  While the Company 

agrees with CEC that it is appropriate for the sustainable savings recognized by 

the Customer Service Department and Communications and External Relations 

Department to be incorporated in the adjustment, it disagrees with CEC’s 

suggestion that the corresponding sustainable costs in the Operations, IT and 

ES&PM Departments should be excluded.  For the reasons set out above, the 

41  Exhibit B-24 – FBC Response to BCUC IR 2.10.1. 
42  CEC Non-PBR O&M Submission, para. 68-69. 
43  Ibid, para. 75. 
44  Exhibit B-7 – FBC Response to BCUC IR 1.96.2. 
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Company submits that the full net sustainable savings adjustment of $452,000 

should be made in determining 2013 Base O&M. 

34. In addition to recommending that certain sustainable costs be excluded from the 

net sustainable savings adjustment, CEC has also recommended that the 

adjustment be increased to account for additional savings in the following 

departments: 

a. Generation Department: Add a sustainable savings adjustment of 

$49,000 (in addition to removing FBC’s proposed sustainable costs of 

$64,000, as was discussed above), to “acknowledge that the non-

routine 2013 O&M approved amount is projected to be underspent”;45 

b. Operations Department: Add a sustainable savings adjustment of 

$190,000 (in addition to removing FBC’s proposed sustainable costs of 

$122,000, as was discussed above), as “the Operations Department 

under spent the 2012 approved O&M budget by $190 thousand, or 

1%”;46 

c. Customer Service Department: Increase the sustainable savings 

adjustment by $152,000 (from the $31,000 proposed by FBC, to 

$183,000), to bring the total cost per customer to the amount “originally 

provisioned in the 2013 Approved amount”;47 

d. Environmental, Health and Safety (EH&S) Department: Add a 

sustainable savings adjustment of $31,000 to compensate for short 

term changes to non-labour and temporary labour adjustments included 

in the 2013 projection;48 and 

45  CEC Non-PBR O&M Submission, para. 46. 
46  Ibid, para. 55, 61. 
47  Ibid, para. 69. 
48  Ibid, para. 115. 
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e. Finance and Regulatory (F&R) Department: Increase the sustainable 

savings adjustment by $100,000 (from the $191,000 proposed by FBC 

to $291,000) to “more realistically represent staffing levels identified as 

required”.49 

35. Much like declining to incorporate costs that will be sustainable in future years, 

adding additional savings that are not sustainable will result in a 2013 Base 

O&M that is artificially low and does not reflect an appropriate starting point for 

the Company’s O&M calculations.  The additional adjustments recommended 

by CEC do not represent sustainable savings.  Further, in some instances 

CEC’s proposed adjustments do not represent savings at all, and are merely an 

attempt to reduce the Company’s O&M costs, without any basis.50  Accordingly, 

CEC’s proposed increases should not be incorporated into the sustainable 

savings adjustment or into 2013 Base O&M. 

36. With respect to the Generation Department, CEC proposes that the sustainable 

savings adjustment be increased to reflect the fact that FBC was projected to 

underspend with respect to non-routine O&M when compared to the 2013 O&M 

approved amount for non-routine work.   

37. While this type of O&M work is classified as “non-routine”, it is only non-routine 

to the extent that the frequency is not pre-set but rather is a function of 

equipment age and condition.  When the net effect of varying types of work, 

occurring at different frequencies, on various projects and types of equipment 

are considered together, the result is more “routine” than may be expected from 

the term “non-routine”.  The annual value included for these activities in the 

2013 Base O&M represents an averaged value over a long-term period of 

time.51  As is acknowledged by CEC, “the projected reduction in non-routine 

49  Ibid, para. 128. 
50  For example, with respect to CEC’s proposal to increase the sustainable savings adjustment for the 

Finance and Regulatory Department, which is discussed in more detail below. 
51  Exhibit B-7 – FBC Response to BCUC IR 1.113.1.1. 
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work is be [sic] based on known factors”.52  Overall, while expenses incurred in 

any given year with respect to this “non-routine” work may vary, they are 

averaged over time and the figure included in 2013 Base O&M represents an 

appropriate levelized annual value. 53 

38. As has been previously described, it is the aggregate level of O&M expenses 

that is important,54 rather than individual department expenses.  Reducing the 

amount included in 2013 Base O&M for the Generation Department based on 

one year of lower projected expenditures would inappropriately skew the net 

effect of the levelized expenditures for these “non-routine” activities.   

39. CEC makes a similar argument with respect to FBC’s Operations Department, 

recommending that an additional savings adjustment of $190,000 be made to 

represent that the amount approved for O&M in 2012 was underspent by 1%.55  

For the reasons discussed above, this adjustment does not represent a 

sustainable savings and should not be incorporated into 2013 Base O&M. 

40. As was described above in Part 2(A)(1)(a), as well as in Part 2(D)(1)(a) of the 

FBC Non-PBR Submission, FBC submits that the Commission should 

determine 2013 Base O&M from 2013 Approved O&M and not by reference to 

variances between 2012 Approved O&M and 2012 Actual O&M.  While CEC 

argues that FBC’s underspending of 2012 Approved O&M should be embedded 

into 2013 Base O&M, this unspent O&M was the result of uncertainty while 

awaiting the 2012-13 RRA Decision.   It does not represent savings that will 

continue into the future, and should not be embedded into 2013 Base O&M.56   

41. CEC attempts to refute the Company’s explanation for the lower 2012 Actual 

O&M by pointing to the fact that 2012 Actual O&M was higher than 2011 Actual 

O&M.  While this is correct, it does not change the fact that 2012 Actual O&M 

52  CEC Non-PBR O&M Submission, para. 47. 
53  Exhibit B-7 – FBC Response to BCUC IR 1.113.1.1. 
54  Exhibit B-7 – FBC Response to BCUC IR 1.98.1. 
55  CEC Non-PBR O&M Submission, para. 55, 62. 
56  Exhibit B-7 - FBC Response to BCUC IR 1.98.3. 
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spending would have been even higher, but for the delays which occurred while 

waiting for the 2012-13 RRA Decision, and that it is incorrect for CEC to 

assume that this lower spending is sustainable.  There have been a number of 

factors, including labour cost increases, increased costs to enhance the PLT 

apprenticeship program to attract and retain sufficient PLTs, increased 

substation maintenance expenditures and increased vegetation management 

costs that have driven an increase in O&M costs in recent years.57   

42. The Company submits that the Commission should reject CEC’s argument to 

add additional savings to the net sustainable savings adjustment for the 

Operations Department, as it is not appropriate to make this adjustment to 2013 

Base O&M based on variances in 2012.  

43. With respect to the Customer Service Department, CEC submits that the 

sustainable savings adjustment should be increased from $31,000 to 

$183,000.58  To justify this change, CEC notes that the total number of 

customers for 2013 is projected to be lower than was anticipated when 

determining 2013 Approved O&M, and that O&M should also be reduced to 

keep the projected cost per customer in line with the amount “originally 

provisioned in the 2013 Approved amount”.59 

44. While the number of customers in 2013 was lower than initially projected, the 

costs for the Customer Service Department did not decline commensurately.  

For example, the call volumes actually experienced for the Customer Service 

Department were higher than anticipated for 2012 and 2013, increasing one of 

the main drivers for costs in the department: labour.60  These increased call 

volumes have related to the RCR, increased bill estimates due to the labour 

disruption and several large outages.61  Call volumes are further expected to 

57  Exhibit B.7 – FBC Response to BCUC IR 1.115.3. 
58  CEC Non-PBR O&M Submission, para. 69. 
59  Ibid, para. 69. 
60  Exhibit B-1 – FBC Application, p. 129; Ex. B.7 – FBC Response to BCUC IR 1.118.2. 
61  Exhibit B.7 – FBC Response to BCUC IR 1.118.2. 
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increase during the PBR Term.62  Accordingly, given the increased per-

customer costs incurred in Customer Service, it would be inappropriate to 

artificially adjust 2013 Base O&M in an attempt to keep the Customer Service 

O&M per customer at the 2013 Approved level. 

45. CEC also suggests an adjustment to the O&M for the EH&S Department, to 

account for the fact that 2012 Actual O&M incorporated a short-term increase 

due to making an application for a Certificate of Recognition recognized by 

WorkSafeBC.63  As 2013 Base O&M is based on 2013 Approved O&M, it is a 

flaw in logic for CEC to adjust 2013 Approved O&M on this basis.   

46. Finally, CEC recommends an additional sustainable saving adjustment of 

$100,000 to the F&R Department.64  Again, this adjustment is based on a 

consideration of the difference between 2012 Approved O&M and 2012 Actual 

O&M for the F&R Department.  As FBC’s proposed sustainable savings 

adjustment is based on savings found in 2013, not 2012, it would be 

inappropriate to make this adjustment.   

47. Further, CEC’s calculation of the dollar amount attributable to the remaining 

2012 vacant positions in the F&R Department is incorrect and, as such, CEC’s 

basis for suggesting a reduction in 2013 Base O&M is misinformed.  The 

following explanations and clarifications have been added to the reconciliation 

provided in the CEC Non-PBR O&M Submission65 as follows:  

  
 

62  Exhibit B-1 – FBC Application, p. 130. 
63  CEC Non-PBR O&M Submission, para. 114. 
64  Ibid, para. 128. 
65  Ibid, para. 127. 

Finance dept(a) ($000s) positions
2012 Labour Underspent(b) 465              3.5            
less:
     Transferred to IT department(c) 84                 1.0            
    Position not Filled(d) 124              1.0            
Attributed to Remaining Vacant Positions(e) 257              1.5            
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48. The Company responds as follows to the various headings in this table, based 

on explanations and principles previously provided as part of FBC’s evidence: 

a. CEC has incorrectly stated that the labour amounts attributable to the 

Finance vacant positions are excessive; this criticism has failed to 

acknowledge that when comparing the variances between the Actual, 

Approved and Projected amounts, all such labour expenses include a 

general benefit loading rate applied to the base salary expenses.  This 

general benefit loading rate is applied to all employees and includes 

pension and OPEB expenses, short-term incentives and other 

benefits.66 

b. The $465,000 variance between the 2012 Approved O&M and 2012 

Actual O&M for Finance labour is representative of the base salaries 

plus general benefit loadings attributable to 2.5 vacant positions and the 

reallocation of one position to the IT Department.67 

c. In the CEC FBC Non-PBR Capital Submission, it states that the 

allocation from the Finance department to the IT Department is valued 

at $84,000.68  However the $84,000 ignores the application of general 

benefit loadings and therefore the fully loaded salary transferred from 

the F&R department to the IT department is actually higher than 

$84,000. 

d. Due to the challenges in recruiting candidates with the relevant financial 

skills and experience to address the increasing financial complexities 

arising from accounting guidance and regulatory requirements, the 

Finance department was left with a vacant position, representative of a 

fully loaded salary, during 2012.  After reviewing the resources available 

to meet the evolving business requirements, it was determined that the 

66  Exhibit B-7 – FBC Response to BCUC IR 1.105.1 and 1.144.7. 
67  Exhibit B-7 – FBC Response to BCUC IR 1.134.2. 
68  CEC Non-PBR O&M Submission, para. 126. 
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vacancy was not sustainable over the long-term and the F&R 

Department was successful in recruiting for one of the 2012 vacant 

positions during 2013.69 

e. CEC has incorrectly represented that $257,000 should be attributed to 

1.5 vacant positions in 2012. The fully loaded labour transfer from the 

F&R Department to the IT Department is actually higher than what was 

included in CEC’s table and as such, the remaining fully loaded labour 

should be less than $257,000 attributable to 1.5 vacant positions.  Half 

of a position was attributable, not to a specific position, but rather to the 

turnover in various positions in 2012 and the time lag to fill those 

positions.70  The decrease in fully loaded labour resulting from turnover 

and time lag occurred only during 2012 and therefore was appropriately 

excluded from the 2013 Projected O&M labour costs.  The remaining 

fully loaded vacant position was not filled in 2012 and in 2013 it was 

determined that this one full time position vacancy was an efficiency 

savings that could be included in the 2013 Base O&M and carried over 

into the PBR term.71 

49. Accordingly, if an appropriate calculation were completed (comparing all fully 

loaded amounts), the amount attributed to the remaining 1.5 vacancies would 

be lower, and would be an appropriate figure to attribute to the fully loaded 

labour cost of 1.5 employees.  It is not appropriate to reduce 2013 Base O&M 

on account of a temporary decrease in labour for one year, especially when this 

decrease occurred as a result of recruitment challenges and re-evaluating 

whether all of those vacancies would need to be filled over the long-term while 

meeting FBC’s business requirements.  Instead it should be acknowledged that 

the FBC F&R Department has found long-term efficiencies resulting in the 

elimination of a position and that those avoided costs have been embedded in 

69  Exhibit B-1 – FBC Application, p. 159; Ex. B-7 – FBC Response to BCUC IR 1.134.2. 
70  Exhibit B-7 – FBC Response to BCUC IR 1.135.4 
71  Exhibit B-7 – FBC Response to BCUC IR 1.134.2. 
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2013 Base O&M, through the $191,000 sustainable savings Finance O&M 

adjustment proposed by FBC, over the PBR Term. 

50. The Commission should reject CEC’s proposal that an additional $100,000 be 

deducted from 2013 Base O&M, and should instead adopt the $191,000 

sustainable saving adjustment for the to F&R Department proposed by FBC. 

51. Overall, CEC has proposed its modifications to the sustainable savings 

adjustment by “cherry-picking”.  For example, it recommends making 

adjustments to the 2013 Approved O&M for only certain departments on the 

basis of variances between 2012 Approved O&M and 2012 Actual O&M, but 

does not make similar recommendations for other departments.  For some 

departments, it looks to achieving consistent O&M costs per customer, while 

this is ignored for other departments.  Similarly, it seeks to exclude sustainable 

costs that are not precisely attributed to a certain activity, while submitting it is 

appropriate to include similar sustainable savings.  The Company submits that 

the rationale for CEC’s proposed adjustments is flawed. 

52. CEC’s piecemeal approach is also clear when its proposed adjustments for 

FBC O&M departments are compared with the adjustments proposed for FEI.  

There is no overriding logic behind CEC’s proposals, and they are clearly aimed 

at reducing 2013 Base O&M through any means.  The Company submits that 

CEC’s proposed modifications to the net sustainable savings adjustment should 

be rejected by the Commission in its determination of 2013 Base O&M.   

(ii) Re-Basing Adjustments 

53. In additional to the 2013 sustainable savings adjustment, FBC made three “re-

basing” adjustments to 2013 Approved O&M to account for non-controllable 

expenses related to the MRS program, PST and pension and OPEB expense.72 

72  Exhibit B-1 – FBC Application, p. 52. 
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54. The only Intervener to comment on the re-basing adjustments in its Final 

Submission was BCPSO, which submitted that the re-basing adjustment was 

reasonable.73 

(iii) Incremental O&M 

55. The final adjustment made to 2013 Approved O&M accounts for incremental 

changes to O&M that occurred in 2013.  Specifically, these adjustments relate 

to the lease payment for the Trail office and recurring expenses related to 

maintaining FBC’s generating units.74 

56. BCPSO submitted that both of these incremental O&M adjustments are 

reasonable.75  CEC submitted that the expenses related to the generating units 

were not appropriate, as is discussed in more detail below in Part 2(A)(2)(b).  

No other Interveners made submissions with respect to the incremental O&M 

adjustment. 

(2) Specific O&M Issues  

(a) Impact of AMI 

57. In the CEC Submission on PBR Methodology (the CEC PBR Submission), 

CEC notes that “there is no process to ensure that all AMI O&M benefits are 

captured and excluded” from the PBR formula, possibly creating a misalignment 

with customer interests.76 

58. This concern is unfounded.  The Company believes that it has taken an 

appropriate approach in forecasting the costs and benefits associated with the 

AMI Project, and to ensuring that they will be accurately reflected in the PBR 

formula.  The forecasts utilized in this Application were considered by the 

Commission as part of the AMI CPCN application process, with the Commission 

73  BCPSO FBC Non-PBR Submission, section 1.1. 
74  Exhibit B-1 – FBC Application, p. 52. 
75  BCPSO FBC Non-PBR Submission, section 1.1. 
76  CEC Final Submission on PBR Methodology (CEC PBR Submission), para. 324. 
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recognizing in Order C-7-13 that the level of forecast O&M reductions was 

“[r]easonable over the life of the project”.  The Commission accepted these 

forecasts.77   

59. Further, in that decision, FBC was directed to file an Annual Cost/Benefit 

Tracking Report on the AMI Project for each of the first five years following the 

end or substantial completion of the AMI Project.78  In any event, if the forecast 

O&M changes from the AMI Project change over the course of the PBR term, 

FBC confirms that it will update its forecasts.79 

60. Further, the alleged concern raised by CEC remains the same under either a 

PBR or cost of service approach.  In response to the alleged concern, CEC 

requests only that “the Commission should ensure that all benefits of CPCN 

projects like the AMI project are closely reviewed to ensure that perverse 

consequences are not slipping into the PBR formula”.80  This is an alarmist 

approach, and is unhelpful: CEC does not propose any alternative for how AMI 

O&M should be treated.   

 

(b) Exclusions from the O&M Formula 

61. In the BCPSO FBC Non-PBR Submission, BCPSO submits that FBC’s proposal 

to track Pension and OPEB expense outside of the PBR methodology is 

reasonable and consistent with the fact that this expense varies according to 

factors beyond FBC’s control.81  No other Interveners made submissions with 

respect to the Pension and OPEB exclusion. 

77  Exhibit B-11 – FBC Response to BCPSO IR 1.31.1. 
78  Exhibit B-11 – FBC Response to BCPSO IR 1.39.3. 
79  Exhibit B-11 – FBC Response to BCPSO IR 1.39.1. 
80  CEC PBR Submission, para. 396. 
81  BCPSO FBC Non-PBR Submission, section 1.1. 
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62. In the CEC Non-PBR O&M Submission, CEC submits that Major Unit 

Inspections over $50,000 should be processed via the “flow-through process” 

rather than being determined by way of the PBR methodology.82  This 

submission is based on the argument that they are “non-controllable” items, 

“since the need to complete major inspections is determined by industry 

standards and it is reasonable to expect that the costs of inspections, for the 

most part, are determined by the type and condition of the unit and the work 

required per industry standards”.83   

63. While Major Unit Inspections are required by industry standards, they are 

existing requirements that FBC must meet as part of its mandate to provide safe 

and reliable service to customers.84  The expenditures associated with meeting 

these requirements have been determined based on the Company’s experience 

and knowledge in this area and the costs are, to a certain extent, controllable in 

that they are not unforeseen, incremental expenses.85   

64. In any event, FBC disagrees with CEC’s submission that the expenses of 

completing Major Unit Inspections will vary depending on the type and condition 

of the unit.  The Generation Department at FBC has estimated that the annual 

cost of the Major Unit Inspections will be $350,000.86     

65. CEC has not submitted any evidence, only its own speculation, to suggest that 

the estimate of $350,000 per year for Major Unit Inspections is inaccurate, or to 

demonstrate that the cost per year will fluctuate by any amount.  In any event, 

even if there is some fluctuation in the expense from year to year, O&M 

expenses are determined by the PBR formula on an aggregate level.87  As is 

described in the FBC Non-PBR Submission, while a 15-year inspection 

schedule is anticipated, the maintenance schedule is guided by a condition-

82  CEC Non-PBR O&M Submission, para. 20-21. 
83  CEC Non-PBR O&M Submission, para. 30. 
84  Exhibit B-7 – FBC Response to BCUC IR 1.113.2. 
85  Exhibit B-7 – FBC Response to BCUC IR 1.156.1. 
86  Exhibit B-1 – FBC Application, p. 125. 
87  Exhibit B-7 – FBC Response to BCUC IR 1.98.1. 
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based interval philosophy, pursuant to which the actual schedule will be guided 

by condition, risk and operational priority.88  This will allow the Company to 

prioritize required maintenance.  

66. Further, CEC speculates that the cost of Major Unit Inspections will fluctuate 

based on the “condition” of the equipment.  As the Company has just completed 

a ULE program, upgrades have recently been completed on 11 of the 

Company’s 15 generating units, making the condition of the various units 

relatively consistent.89  Further, the historical cost to maintain the units has 

remained fairly constant in recent years,90 despite the fact that the ULE program 

was occurring with respect to various units.  This demonstrates that the annual 

maintenance costs do not vary significantly between the units, despite potential 

differences in condition or work. 

67. CEC also proposes that Dam Safety Inspections should be tracked outside of 

the PBR methodology as a non-controllable cost, as the need for the 

inspections is determined by regulation, and “the cost of the inspection is 

determined by the work required to comply the regulations and the type of Dam 

to be inspected”.91  However, as with the cost of Major Unit Inspections, CEC 

has not submitted any evidence to support its assertions, and there is nothing 

on the record to suggest that the costs will vary as suggested by CEC. 

68. While Dam Safety Inspections are required by regulation, they are existing 

regulatory requirements that FBC must meet as part of its mandate to provide 

safe and reliable service to customers.92  The expenditures associated with 

meeting these requirements have been determined based on the Company’s 

experience and knowledge in this area and the costs are, to a certain extent, 

88  FBC Non-PBR Submission, para. 48. 
89  FBC Non-PBR Submission, para. 45. 
90  Exhibit B-1 – FBC Application, p. 123. 
91  CEC Non-PBR O&M Submission, para. 40. 
92  Exhibit B-7 – FBC Response to BCUC IR 1.113.2. 

                                                 



 - 23 - 

controllable in that they are not unforeseen, incremental expenses.93  If new, 

unanticipated changes were to come into effect, these changes would be 

treated as exogenous factors and dealt with outside of the PBR formula.94 

69. Accordingly, the Company disagrees with CEC’s suggestion that the Major Unit 

Inspections or Dam Inspections should be excluded from the PBR formula. 

(c) Summary on 2013 Base O&M 

70. As was described above in detail, the submissions by CEC and BCPSO with 

respect to altering the use of 2013 Approved O&M as the starting point, 

changing the adjustments made or modifying the inclusions in 2013 Base O&M 

are not appropriate.  None of the other Interveners made submissions with 

respect to 2013 Base O&M.     

71. In summary, the Company reaffirms its submission that 2013 Base O&M should 

be approved by the Commission, as proposed in the Application. 

B. Capital Expenditures 

(1) The Determination of 2013 Base Capital 

(a) 2013 Approved Capital 

72. Much like the Company’s determination of 2013 Base O&M, the Company has 

used a similar methodology to determine 2013 Base Capital.  More specifically, 

the Company started with 2013 Approved Capital, and then made certain 

adjustments to reach an appropriate figure for 2013 Base Capital.  This process 

is described in more detail in Part 2(E)(2) of the FBC Non-PBR Submission.   

73. Unlike with respect to utilizing 2013 Approved O&M in the determination of 2013 

Base O&M, none of the Interveners questioned FBC’s reliance on 2013 

93  Exhibit B-7 – FBC Response to BCUC IR 1.156.1. 
94  Exhibit B-1 – FBC Application, p. 63. 
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Approved Capital to determine 2013 Base Capital, and the Company submits 

that this methodology should be approved. 

(b) Adjustments to Approved Capital 

(i) Adjustment for Non-Recurring Major Projects  

74. In the Submission of the Industrial Customers Group (ICG) on Both PBR 

Methodology and Non-PBR Issues (the ICG Submission), ICG raises some 

concerns with respect to the Major Project adjustment made to 2013 Approved 

Capital.95  While this submission was raised in the portion of the ICG 

Submission on non-PBR issues, given the nature of that submission, the 

Company has replied to it in the PBR Reply. 

(ii) Adjustments for Non-Controllable Items 

75. None of the Interveners made any submissions with respect to FBC’s 

adjustment to 2013 Approved Capital for non-controllable items.  Accordingly, 

the Company submits that the Commission should accept this adjustment, as 

proposed. 

(2) Specific Capital Issues  

(a) Inclusion of Capital in the PBR Plan 

76. In the CEC Final Submission on FBC Non-PBR Base Capital (the CEC Non-
PBR Capital Submission), CEC submits that all capital expenditures should be 

excluded from the PBR formula.96  The Company has responded to this 

argument in the PBR Reply.  No other Interveners have made this suggestion, 

or raised concerns with respect to the inclusion of Regular Capital in the PBR 

Plan.   

95  Final Submission of ICG on Both PBR Methodology and Non-PBR Issues (the ICG Submission), 
para. 48. 

96  CEC Final Submission on FBC Non-PBR Base Capital (the CEC Non-PBR Capital Submission), 
para. 2. 
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(b) Deferred Capital Expense Account 

77. In the BCPSO FBC Non-PBR Submission, BCPSO suggests that a deferred 

capital expense account should be established to capture capital spending that 

has been carried over, to recognize that ratepayers have already “paid” for this 

deferred spending.  BCPSO recommends that this deferral account then be 

drawn down in 2014 and 2015 to offset the increase in revenue requirements in 

those years.97 

78. With respect to capital expenditures, in its Evidentiary Update FBC proposed an 

additional adjustment of $27,542,000 in 2014 and $9,997,000 in 2015, in order 

to allow the approved 2012 and 2013 capital expenditures to be completed in 

2014 and 2015.98  2013 Base Capital and the PBR formula for capital are not 

changed as a result of this adjustment.99 

79. While BCPSO suggests that the deferred capital spending account should 

incorporate the capital spending that was approved in 2012 but not spent, 

BCPSO has overstated the amount.  It is not the Company’s total capital 

spending that has been “paid” for by ratepayers already, but rather only the cost 

of service (depreciation, debt, equity and the resulting income taxes) associated 

with this spending.100  Any amount captured through a deferral account would 

be considerably less than the $30 million proposed by BCPSO.   

80. BCPSO’s submission, in effect, amounts to unlawful retroactive ratemaking.  

Pursuant to the UCA, the Commission has jurisdiction to set prospective rates.  

This involves only a matching of future costs to future rates.  In Northwestern 

Utilities Ltd. v. The City of Edmonton, [1979] 1 S.C.R. 684, Estey J. (for the 

Supreme Court of Canada) said the following with reference to the equivalent 

Alberta legislation:  

97  BCPSO FBC Non-PBR Submission, s. 1.2. 
98  Exhibit B-1-6 – Evidentiary Update, pp. 57-58. 
99  Exhibit B-24 – FBC Response to BCUC IR 2.90.14. 
100  Exhibit B-1 – FBC Application, p. 277, demonstrates costs included in revenue requirements. 
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The statutory pattern is founded upon the concept of the 
establishment of rates in futuro for the recovery of the total 
forecast revenue requirement as determined by the Board. 
The establishment of the rates is thus a matching process 
whereby forecast revenues under the proposed rates will 
match the total revenue requirement of the utility.  It is 
clear from many provisions of the Gas Utilities Act that the 
Board must act prospectively and may not award rates 
which will recover expenses incurred in the past and not 
recovered under rates established for past periods. There 
are many provisions in the Act which make this clear ….101  

81. An attempt to recoup funds from past periods by adjusting future periods 

effectively amounts to retroactive ratemaking, and the approach suggested by 

BCPSO should be rejected by the Commission.     

C. Load and Resulting Revenues  

82. In the BCPSO FBC Non-PBR Submission, BCPSO raises a concern that the 

calculation used by the Company to forecast load does not accurately account 

for rate-driven savings.   

83. As BCPSO acknowledges, the rate-driven savings estimate of 9.7 GWh for 

2014 is very small relative to the total gross load forecast of 3,519 GWh for the 

same period.102  Total rate-driven savings amount to only 0.27 percent of the 

total gross load forecast.  BCPSO suggests that more consideration should be 

given as to how to appropriately estimate rate-driven savings in the future,103 

but does not propose any changes to the present load forecast for 2014. 

D. Power Purchase Expense 

84. The only Intervener to comment on FBC’s PPE forecast was BCPSO, which 

submitted that the Commission should approve the PPE forecast for 2014.104 

101  At p. 691 [emphasis added].  Available online at: http://scc.lexum.org/en/1978/1979scr1-
684/1979scr1-684.html. 

102  BCPSO FBC Non-PBR Submission, s. 1.3. 
103  Ibid. 
104  Ibid, s. 1.4. 

                                                 



 - 27 - 

E. Other Income  

85. Similarly, BCPSO was the only Intervener to comment on the Company’s Other 

Income forecast, to submit that the Commission should approve the forecast for 

2014. 105 

F. Financing & Return on Equity 

86. BCPSO submitted that the Commission should approve the Company’s 

financing costs (consisting of both debt costs and depreciation) and return on 

equity, as is proposed in the Application, subject to any changes in the 

Company’s forecast rate base.106   

87. No other Interveners made any submissions with respect to the Company’s 

financing or return on equity. 

G. Taxes 

88. Finally, BCPSO was the only Intervener to make submissions with respect to 

taxes.  It submitted that it had no concerns with the Company’s proposed 

approach to calculating forecast income taxes and property taxes, and that they 

should be approved for 2014.107 

89. No other Interveners made any submissions with respect to the Company’s tax 

forecasts. 

105  Ibid, s. 1.5. 
106  Ibid, s. 1.6. 
107  Ibid, s. 1.7. 
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PART  3 - ACCOUNTING POLICIES 

A. Generally Accepted Accounting Principles 

90. In its Application, FBC seeks approval to discontinue the reconciliation of US 

GAAP to Canadian GAAP in future BCUC Annual Reports.108  The justification 

for this request is set out in Part 3(A) of the FBC Non-PBR Submission. 

91. In Final Submissions, BCPSO was the only Intervener to comment on this 

request.  It submitted that it is supportive of FBC’s request, as the reconciliation 

will become less informative each year, while becoming simultaneously more 

expensive to prepare, shifting the cost/benefit ratio of performing it.109  The 

Company agrees and submits the reconciliation should be discontinued. 

B. Net-of-Tax Treatment of Pension/OPEB Funding 

92. Submissions on the Net-of-Tax Treatment of pensions and OPEB expense are 

discussed below in Part 4 on Deferral Accounts. 

C. Sharing of Services 

93. ICG “supports the use of the Massachusetts formula for the allocation of shared 

service costs between FEI and FBC”.110   

94. No other Interveners addressed this approach in Final Submissions, and the 

Company submits that the Commission should approve its request to allocate 

Executive costs between FEI and FBC by way of the Massachusetts Formula, 

consistent with the accepted approach used for the Board of Directors.111   

108  Exhibit B-1 – FBC Application, p. 10. 
109  BCPSO FBC Non-PBR Submission, s. 2. 
110  ICG Submission, para. 63. 
111  Exhbiit B-23 – FBC Response to BCPSO IR 2.8.1. 
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D. Capitalized Overhead 

(1) Continuation of 20 Percent Capitalization Rate 

95. In its Application, FBC seeks approval to continue to utilize a capitalized 

overhead rate of 20 percent of O&M expenses during the PBR Period.112 

96. In the BCPSO FBC Non-PBR Submission, BCPSO submits that 20 percent is 

too high.113  Similarly, ICG raises concerns with FBC’s capitalization policies, 

and recommends that “FBC be directed to capitalize overhead at 8% of capital 

expenditures instead of 20% of O&M during the PBR Plan”.114 

97. The ICG Submission contains a section titled “Capitalization of Overhead” in 

which ICG makes a variety of submissions on both direct overhead and 

capitalized overhead.115  As was described in the FBC Non-PBR Submission, 

these are two distinct concepts: capitalized overhead is the process by which a 

certain portion of total O&M costs that are indirectly related to capital are 

attributed to capital,116 while direct overhead allows the Company to attribute in 

a more efficient manner certain O&M costs that are directly related to capital.117  

In its Application and the FBC Non-PBR Submission, the Company has done its 

best to keep these two concepts distinct, in accordance with the Commission’s 

recognized concern “with respect to the need to differentiate between 

capitalized and direct loadings” in the 2012-13 RRA Decision.118  The related, 

but distinct nature of these two concepts is depicted in the following diagram 

from the KPMG Review:119 

112  Exhibit B-1 – FBC Application, p. 10. 
113  BCPSO FBC Non-PBR Submission, s. 2. 
114  ICG Submission, para. 99. 
115  Ibid, para. 83-99. 
116  FBC Non-PBR Submission, para. 166. 
117  Ibid, para. 191. 
118  2012-13 RRA Decision, p. 72. 
119  Exhibit B-1-1 – FBC Application Appendices, Appendix F3 – KPMG Review, p. 12. 
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98. The Company has done its best to identify when ICG’s submissions relate to 

capitalized overhead, direct overhead, or both. 

99. With respect to capitalized overhead, ICG submits that further scrutiny is 

needed with respect to FBC’s overhead capitalization policy.  In support of this, 

it looks to the increase over the past ten years of both capitalized overhead and 

direct overhead, as a percentage of unloaded gross capital expenditures, as 

well as a comparison with Newfoundland Power Inc.120  The Company refers to 

paragraphs 171 to 175 of the FBC Non-PBR Submission, in which it has 

responded to the concerns outlined by ICG. 

100. Further, while ICG submits that the above concern demonstrates that further 

scrutiny of FBC’s overhead capitalization policy is necessary, “as was directed 

by the Commission Panel in the 2012-2013 RRA Decision”,121 this further 

scrutiny has already been conducted by way of the KPMG Review.  In the 2012-

13 RRA Decision, the Commission directed FBC to “provide an external audit 

opinion on the appropriateness of its capitalized overhead methodology”.122  As 

part of this Application, the Company included the KPMG Review,123 the scope 

120  ICG Submission, para. 88. 
121  Ibid, para. 89. 
122  2012-13 RRA Decision, p. 72. 
123  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review. 
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of which specifically addressed the directives made by the Commission in the 

2012-13 RRA Decision.124 

101. While ICG submits that FBC’s overhead capitalization policy should be changed 

“given that KPMG can only support a capitalization rate of approximately 15% of 

O&M”,125 this is not correct.  Rather, KPMG found that the Company’s overhead 

capitalization policy was a “reasonable basis for capitalization of costs related to 

capital activities that have not been directly charged to projects” that were 

“consistent with internally generated evaluation criteria and practice established 

by the external guidance”.126   

102. While KMPG selected a Survey Model to estimate capitalized overhead at 

approximately 15 percent,127 it acknowledged that “[n]o single regulatory 

guideline, statement or source exists that is universally accepted by utilities and 

regulators as the definitive statement, definition or standard that prescribes the 

types of indirect costs ... that should be considered for capitalization”.128  It also 

considered another mathematical model that suggested a figure of 17 percent 

would be appropriate, and reviewed an industry comparison which 

demonstrated a range of 4 percent to 59.2 percent.129 

103. With the guidance of the KPMG Review, as well as for the reasons described in 

paragraph 168 of the FBC Non-PBR Submission, the Company determined that 

its capitalization rate should remain at its current level of 20 percent of O&M for 

the PBR Period.130   

124  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, p. 7. 
125  ICG Submission, para. 89. 
126  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, p. 5. 
127  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, p. 5. 
128  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, p. 4. 
129  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, pp. 27, 37. 
130  Exhibit B-1 – FBC Application, p. 255. 

                                                 



 - 32 - 

104. While ICG seeks a Commission direction that the Company “implement 

immediate changes to its capitalization policies”,131 FBC submits that there is no 

reason to do so, for the reasons explained below. 

105. First, as was described in more detail in the FBC Non-PBR Submission, using a 

percentage of forecast capital expenditures as an overhead capitalized allocator 

would introduce high variability into customer rates.132  While ICG states that 

this variation only arises when annual capital expenditures are forecast 

incorrectly,133 the fluctuations are not linked to inaccurate forecasts.   As can be 

seen from the following table, rates vary in a range of 3.30% to 3.60% when 

capitalized overhead is calculated as a percentage of O&M, while fluctuating 

between -1.20% to 6.30% when calculated as a percentage of capital 

expenditures:134 

 

106. These fluctuations will occur due to changes in capital expenditure levels, not 

with discrepancies in forecasting. 

107. Further, while ICG suggests that a rate of 8 percent of capital expenditures 

should be used,135 it has provided no support for why this percentage is 

131  ICG Submission, para. 90. 
132  Exhibit C10-7 - ICG Response to BCUC IR 1.6. 
133  ICG Submission, para. 97. 
134  Exhibit B-24 - FBC Response to BCUC IR 2.50.1.2. 
135  ICG Submission, para. 99. 
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appropriate.  While the figure of 8 percent of capital expenditures was derived 

as being equivalent to 13.3 percent of O&M expense,136 Mr. Pullman has 

previously acknowledged that this figure was arrived at by way of an arbitrary 

reduction that is not supported by a calculation.137 

108. With respect to ICG’s contention that FBC has dismissed Mr. Pullman’s 

contention that certain assets such as trucks and furniture should not be 

included in capitalized overhead, the Company refers to its previous submission 

set out in the FBC Non-PBR Submission at paragraph 189. 

109. Given all of the above, the Company reiterates its submission that, based on all 

the circumstances set out in paragraph 168 of the FBC Non-PBR Submission, 

capitalized overhead should continue to be calculated as 20 percent of O&M. 

E. Direct Overhead 

 FBC’s Direct Overhead Methodology 

110. As was described above, as well as in Part 3(E) of the FBC Non-PBR 

Submission, the Company’s use of a direct overhead methodology is distinct 

from its capitalization of indirect overhead.  Direct overhead recovers 

supervisory and administrative costs that are not easily allocated to a specific 

capital project, but that are still directly attributable to T&D capital projects.138  

As can be seen from the above KPMG diagram, direct overhead involves direct 

costs that could be directly charged to capital (though inefficiently), if the direct 

overhead approach were not to be used.  Efficiency gains are the difference 

between using the direct overhead methodology and directly charging the 

costs.139 

136  Exhibit C10-5 – Pullman Evidence, p. 12. 
137  FBC Non-PBR Submission, para. 183; Ex. C10-7 – ICG Response to BCUC IR 1.8.1. 
138  Exhibit B-1 – FBC Application, p. 255. 
139  Ibid, pp. 255-256. 
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111. In the ICG Submission, ICG adopts Mr. Pullman’s recommendation that “the 

Commission Panel accept the [direct loading] methodology pro-tempore and 

direct FBC to review it again prior to the end of the PBR Period”.140  While the 

Company agrees with ICG’s recommendation that its Direct Overhead 

methodology be approved, it disagrees that a further review of the methodology 

is necessary. 

112. In the 2012-13 RRA Decision, the Commission directed FBC to “ensure that the 

direct overhead loading methodology is commented upon as part of the external 

audit opinion” on capitalized overhead and to provide a “more fulsome 

explanation as to the appropriateness of the direct overhead loading 

methodology and to include a full reconciliation and justification”.141  Further, 

FBC was directed to “meet with Commission staff” following the preparation of 

the external audit report to review the report and options.142 

113. This has all been completed, in accordance with the Commission’s directives.  

The Company engaged KPMG to prepare a report with a detailed explanation, 

reconciliation and external audit opinion on the Company’s direct overhead 

methodology.143  Following receipt of drafts of the KPMG Review, the Company 

meet with Commission staff on two occasions to discuss the KPMG Review.144  

Further, the Company included a detailed explanation of its direct overhead 

methodology in the Application,145 through the IR process, and in the FBC Non-

PBR Submission.146 

114. Given the recent nature of the KPMG Review, and that it was prepared 

specifically for the purposes of this Application, in accordance with directives of 

140  ICG Submission, para. 83. 
141  2012-13 RRA Decision, p. 77. 
142  2012-13 RRA Decision, p. 75. 
143  See Ex. B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review. 
144  Exhibit B-1 – FBC Application, p. 254. 
145  See Exhibit B-1 – FBC Application, pp. 255-257. 
146  FBC Non-PBR Submission, Part 3(E). 
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the Commission, it is not necessary for there to be an additional review of the 

Company’s direct overhead policy. 

115. Further the concerns raised by Mr. Pullman and ICG to support the alleged 

necessity for further review of the direct overhead methodology are unfounded.   

116. In the ICG Submission, ICG adopts Mr. Pullman’s statement that “the KPMG 

Review provides only lukewarm support for FBC’s Direct Overhead 

methodology”.147  This is not correct: in the KPMG Review, KPMG found FBC’s 

direct overhead methodology was “a reasonable basis for capitalization of costs 

related to capital activities” and also that “[t]hese methodologies are consistent 

with FBC’s internally generated evaluation criteria and available accounting 

guidance”.148   

117. Further, Mr. Pullman and ICG rely on the following KPMG statement from the 

KPMG Review:149 

That any assignment of indirect costs to a capital project 
should be done based upon some reasonable causal link 
or association which is clearly related to capital activity. 

118. ICG recommends that a more rigorous analysis should be performed to develop 

suitable direct overhead loading rates, as there is evidence that direct overhead 

is not causally linked to capital activity.150 

119. With respect, ICG has again conflated the distinct concepts of direct overhead 

and capitalized overhead.  The KMPG quote relied on speaks of the assignment 

of indirect costs to capital projects, which are the costs allocated by way of a 

capitalized overhead rate.151  In contrast, as previously discussed, the direct 

overhead methodology is used to charge direct costs that are not directly 

147  ICG Submission, para. 84. 
148  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, pp. 5-6. 
149  ICG Submission, para. 84. 
150  ICG Submission, para. 85-86. 
151  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, p. 5. 
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charged to specific capital projects but are directly attributable to T&D capital 

projects”.152   

120. In any event, FBC submits that the direct costs that it allocates by way of its 

direct overhead methodology are appropriately allocated from the direct 

overhead cost pool to specific capital projects.  The direct overhead loading rate 

is determined by a ratio of the total direct overhead cost pool to the total 

unloaded T&D capital costs.153  In the KPMG Review, KPMG summarized 

FBC’s internal criteria for direct overhead as ensuring that:154 

The identified driver, being it work effort or investment, has 
a direct correlation to the cost of the service or goods and 
also have a direct effect on the level of service for that 
capital project. 

121. In its findings, KPMG determined that FBC’s direct overhead methodology was 

“consistent with FBC’s internally generated evaluation criteria”.155  Accordingly, 

ICG’s stated concern is not an appropriate basis to justify further review of the 

direct overhead methodology. 

122. In the ICG Submission, ICG suggests that the Company has somehow 

inaccurately attributed a concern to Mr. Pullman, that it may be inappropriate to 

charge direct overhead to a direct overhead capital loading pool.156  For clarity, 

this section of the argument was in no way attributed to being a response to Mr. 

Pullman.  As was stated in this section, the “enumerated list of why this practice 

should continue”,157 was intended to summarize why the Company has reached 

the view “that its direct overhead loading methodology is appropriate, and ... 

should be continued during the PBR”.158 

152  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, p. 12. 
153  Exhibit B-2 – FBC Application, p. 255. 
154  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, p. 18. 
155  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, pp. 5-6 [emphasis added]. 
156  ICG Submission, para. 86. 
157  ICG Submission, para. 86. 
158  FBC Non-PBR Submission, para. 193. 
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123. The Company accepts and agrees with ICG’s submission that it is appropriate 

to charge direct overhead to a direct overhead capital loading pool.159  

However, it disagrees with Mr. Pullman’s suggestion that the methodology 

should be reviewed “for the reasons related to direct charging of costs that 

should be allocated, and the possibility that the residual costs of the three 

identified departments will be capitalized”.160 

124. With respect to Mr. Pullman’s suggestion that certain costs are being 

inappropriately directly charged when they should be allocated, each 

department estimates the amount of time by position and expenses that should 

be charged to T&D projects via the direct overhead methodology, rather than 

being directly charged to the project.  The direct overhead loading rate is then 

determined as a ratio of the total direct overhead cost pool to the total unloaded 

T&D capital costs.161  These estimates are being made by individuals in each 

department, who are in the best position to know the nature of their work.  The 

data is then compiled by management in order to determine the total direct 

overhead loading pool.162  In contrast, Mr. Pullman’s concern is founded only on 

the suggestion that “the amounts are being directly charged which should really 

be allocated, such as time spent in administration and management”.163  As was 

stated in the FBC Non-PBR Submission, Mr. Pullman has not provided any 

explanation for why such a conclusion would follow.164 

125. The second concern identified by Mr. Pullman as allegedly giving rise to a need 

to further review FBC’s direct overhead methodology is “the possibility that the 

residual costs of the three identified departments will be capitalized”.165  Mr. 

Pullman submits that the three departments (EH&S, Finance and Procurement 

159  ICG Submission, para. 86. 
160  ICG Submission, para. 87. 
161  Exhibit B-1 – FBC Application, p. 255.  
162  Exhibit B-1-1 – FBC Application Appendices, Ex. F3 – KPMG Review, p. 19. 
163  Exhibit C10-5 – Pullman Evidence, pp. 6-7. 
164  FBC Non-PBR Submission, para. 198. 
165  ICG Submission, para. 87. 
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& Material Handlings) are not sufficiently linked to FBC’s T&D function, and that 

this may give rise to a double-counting of expenses in both direct overhead and 

capitalized overhead.166 

126. As was already addressed in the FBC Non-PBR Submission, not only has Mr. 

Pullman failed to properly distinguish between direct overhead and capitalized 

overhead in raising this concern, but the KPMG Review specifically confirmed 

that the Company’s direct overhead methodology does not result in 

duplication.167 

127. For these reasons, the Company submits that the Commission should reject 

ICG’s suggestion that FBC’s direct overhead methodology should be further 

reviewed.   

PART  4 - DEFERRAL ACCOUNTS 

A. Deferral Account Financing 

128. In the Application, FBC seeks Commission approval for changes to the rate 

base treatment and financing of certain deferral accounts, as was described in 

Section D3.2 of the Application.168  This request requires the Commission to 

revisit the decision of the Commission Panel in the 2012-13 RRA Decision, 

which the Company respectfully submits was incorrect with respect to this 

issue.  In the FBC Non-PBR Submission, the Company set out detailed 

submissions in this regard in Part 4(A).169 

129. Two interveners, ICG and BCPSO, have submitted that the approval sought by 

the Company should not be granted, and that the approach used in the 2012-13 

RRA Decision should be maintained.170 

166  Exhibit C10-5 – Pullman Evidence, p. 7. 
167  FBC Non-PBR Submission, para. 200-201. 
168  Exhibit B-1 – FBC Application, pp. 7-10. 
169  FBC Non-PBR Submission, para. 207-234. 
170  ICG Submission, para. 109; BCPSO FBC Non-PBR Submission, s. 3.1. 

                                                 



 - 39 - 

130. In addition to adopting the arguments in Part 4(A) of the FBC Non-PBR 

Submission, the Company responds to certain additional arguments raised by 

ICG and BCPSO in this section of the FBC Non-PBR Reply. 

131. In the ICG Submission, ICG submits that FBC’s request for a change in deferral 

account financing “has a single purpose, that is, to increase returns to the 

shareholder at the expense of an increase to cost of capital and related income 

taxes to be borne by ratepayers”.171  This misstates the Company’s intentions: 

in the FBC Non-PBR Submission, the Company summarizes seven different 

concerns that it has with the financing ordered in the 2012-13 RRA Decision.172  

At the forefront of these concerns is the inconsistency created amongst FBC’s 

deferral accounts.  The Company is not simply seeking to increase returns to 

the shareholder at the expense of ratepayers, but rather to ensure that the way 

that the deferral accounts are treated for regulatory purposes is consistent 

among its various deferral accounts, and with other rate base items.   

132. ICG is incorrect to suggest that excluding the deferred charges from rate base 

would necessarily have the effect of reducing the Company’s revenue 

requirements.  As can be seen from Table 1-B in Part E of the Evidentiary 

Update, the total of the deferred charges that were excluded from rate base by 

virtue of the 2012-13 RRA Decision was a credit of $6.8 million as at December 

31, 2012 (which represents the mid-point of the time period of the 2012-2013 

RRA Decision).173  Inclusion of these amounts in rate base, as proposed by 

FBC, would have the effect of lowering revenue requirements and would serve 

to reduce FBC’s return rather than increase its return. 

133. FBC’s proposal to include the RSDM as a credit to rate base that reduces 

earned return and mitigates rate increases further demonstrates that increasing 

shareholder return is not the motivation behind its proposed treatment of 

deferred accounts.  The RSDM will have a credit balance of $24 million at the 

171  ICG Submission, para. 101.   
172  See FBC Non-PBR Submission, para. 207-234. 
173  Exhibit B-1-6 – Evidentiary Update, p. 286, l. 77. 
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end of 2014,174 which again results in lower revenue requirements over the PBR 

Period than if it were excluded from rate base.  The Company’s proposal for 

deferral account financing seeks a consistent and principled treatment of its 

deferral accounts, which accurately reflects the nature of how these amounts 

are financed, consistent with other rate base items.   

134. Additionally, while ICG acknowledges that FBC has sought approval on the 

basis that the 2012-13 RRA Decision was incorrect,175 it later states that the 

Company is basing its request on the distinction between investments and 

deferred operating costs/current period expenses and states this request should 

be denied on the basis that the 2012-13 RRA has already directly addressed 

the issue.176  The Company acknowledges that this issue was addressed in the 

2012-13 RRA Decision, but reiterates its submission that the decision was 

incorrect.  In any event, section 75 of the UCA states that “[t]he commission 

must make its decision on the merits and justice of the case, and is not bound 

to follow its own decisions”.  The Commission may reach a different decision on 

this issue now, just as it had done prior to the 2012-13 RRA, despite its decision 

in the 2012-13 RRA Decision. 

135. ICG suggests that FBC rejects the distinction between “investments” and 

“deferred operating costs/current period expenses”.  The Company agrees that 

it does, in fact, reject this distinction for the purposes of determining how the 

costs are to be financed, for the reasons set out in section D3.2 of the 

Application.177  Further, the Company also agrees that the Commission must 

conclude that “once an item is placed into a deferral account, it immediately 

ceases to be an operating cost ... and it becomes akin to a capital item”, again 

for the purposes of how it is financed.  As was described in the Application, 

“there is no distinction to be drawn between deferrals and capital in terms of the 

174  Exhibit B-1-6 – Evidentiary Update, p. 287, l. 5. 
175  ICG Submission, para. 102. 
176  ICG Submission, para. 104. 
177  Exhibit B-1 – FBC Application, pp. 246-249. 
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utility’s financing costs or its right to a fair return”.178  This is because the 

entirety of rate base is financed in the same manner, through the combination of 

debt and equity that is reflected in the WACC. 

136. While the Commission Panel in the 2012-13 RRA Decision disagreed, for the 

reasons set out in the Application and the FBC Non-PBR Submission the 

Company submits that this Commission Panel should agree with this principle 

and revisit the issue. 

137. ICG submits that the Company “fails to expressly mention the other electric 

utility”, in discussing deferral rate financing.179  This is incorrect, as the 

Company responded directly to a question posed by ICG in IRs on the 

treatment of deferral accounts for other electric utilities in the province.  The 

Company’s response to this IR included a discussion of BC Hydro.180  ICG also 

submits that the Commission should conclude that the Company’s deferral 

accounts “should be financed in a similar manner to how BC Hydro deferral 

accounts are financed”.181  While ICG states that there is “no reason to provide 

an investor-owned electric utility in British Columbia with WACC to finance all 

deferral accounts, when similar deferral accounts of BC Hydro are financed at 

WACD”,182 the Company strongly disagrees.  For all of the following reasons, 

FBC does not believe that it is appropriate to make a comparison between the 

practices used by FBC and BC Hydro:183 

a. BC Hydro’s status as a Crown corporation, while FBC is an investor-

owned electricity utility; 

b. BC Hydro’s status as a non-taxable entity; 

178  Exhibit B-1 – FBC Application, p. 247.   
179  ICG Submission, para. 105. 
180  Exhibit B-15 - FBC Response to ICG IR 1.41.1. 
181  ICG Submission, para. 105. 
182  ICG Submission, para. 106. 
183  Exhibit B-15 - FBC Response to ICG IR 1.41.1. 
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c. BC Hydro’s access to low-cost financing as a government entity; 

d. BC Hydro’s ROE has at times included a risk premium to the 

benchmark ROE, over and above that allowed to FBC, set at the 

direction of the Provincial government; 

e. BC Hydro’s capital structure is established and revised at the direction 

of the Provincial government, including a deemed equity component 

that is higher than the actual equity in BC Hydro’s books, and at times 

including both a debt and equity return on the difference between the 

deemed and book equity; 

f. BC Hydro’s deferral accounts are recorded and financed on a gross 

basis, while FBC’s and FEI’s deferral accounts are recorded net-of-tax; 

and 

g. the government sets the rate of return it receives from its investment in 

BC Hydro, and there are many ways in which that return can be 

modified or affected.  It is not appropriate to compare to an investor-

owned utility.   

138. For these reasons, looking to BC Hydro’s deferral account practice is less 

informative for FBC than comparing FBC’s practice to other investor-owned 

utilities.  In contrast to BC Hydro, FBC’s proposed treatment changes are 

consistent with the practices used by other investor-owned utilities in this and 

other jurisdictions.  This is described in more detail at Part 4(A)(2)(e) and (f) of 

the FBC Non-PBR Submission. 

139. Overall, while the ICG submits that there is “no compelling reason for the 

Commission to reverse itself” from the 2012-13 RRA Decision,184 the Company 

submits that it has provided numerous compelling reasons in the FBC Non-PBR 

Submission and herein, that demonstrate that deferred expenditures and 

184  ICG Submission, para. 109. 
                                                 



 - 43 - 

revenues should be included in rate base and attract a WACC rate of return, or, 

where timing requires,185 held in non-rate base deferral accounts where they 

attract a rate of return reflective of WACC. 

140. BCPSO also makes submissions with respect to the financing of FBC’s deferral 

accounts.  It suggests that the Company’s request should be denied on the 

basis that the 2012-13 RRA Decision is inconsistent with a methodology 

approved by the Ontario Energy Board in November 2006 (the OEB 
Methodology).186  The Company submits that the Commission should 

disregard the evidence with respect to the OEB Methodology, as this evidence 

is not on the record.  The record in this matter has been closed since April 11, 

2014, and yet the BCPSO Final Non-PBR Submission is the first time that the 

OEB Methodology has been raised in this proceeding.  Further, the OEB 

Methodology itself is still not on the record.  As a result, the parties to the 

proceeding have not had the opportunity to consider the OEB Methodology, or 

to submit evidence to respond to it.  Given that the OEB Methodology dates 

from November 2006, there is no reason why BCPSO could not have submitted 

this evidence in the normal course.  The Commission should refuse to allow this 

additional evidence. 

141. Even if the OEB Methodology operates in the manner suggested by BCPSO, it 

would still be subject to all the same concerns that FBC outlined in Part 4(A) of 

the FBC Non-PBR Submission.   

B. Specific Deferral Accounts 

(1) New Deferral Accounts 

142. BCPSO was the only Intervener to make submissions with respect to the new 

deferral accounts proposed by FBC.  It submits that it has “no particular 

185  As explained in Ex. B-1 – FBC Application, p. 249. 
186  BCPSO FBC Non-PBR Submission, s. 3.1. 
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concerns with the BCUC approving the RSDM or ESM deferral accounts”.187  Of 

the remaining eight new proposed deferral accounts, BCPSO submits it would 

be appropriate for all of them to have a one-year amortization period.188   

143. There are only two of these eight accounts with a proposed amortization period 

of over one year: the Interest Expense Variance deferral account and the 

Property Tax Variance deferral account.  While the Company has selected 

amortization periods that are consistent with the periods approved for FEI, this 

is not the sole or primary rationale for these periods, as is suggested by 

BCPSO.189 

144. With respect to both accounts, the Company believes that the proposed 

amortization period of three years provides a reasonable balance between a 

long enough period to smooth the customer impact for any potential large 

variances that may arise in a given years, with a short enough period in which 

customers are still paying for the true cost of service in a timely manner.190  As 

was recognized by BCPSO, variation from a one-year recovery period may be 

appropriate where “there is a significant balance that is likely to create material 

rate instability”.191  Given the potential for large variances in interest expense 

and property taxes, the Company believes that moving from a one-year period 

to a three-year period is appropriate. 

145. The Company submits that the amortization periods for the proposed new 

deferral accounts should be approved as submitted.   

(2) Changes to Deferral Accounts 

146. The only Intervener to make submissions with respect to the changes in deferral 

accounts proposed by FBC was BCPSO. 

187  BCPSO FBC Non-PBR Submission, s. 3.2. 
188  Ibid. 
189  Ibid. 
190  Exhibit B-7 – FBC Response to BCUC IR 1.190.6 and 1.191.4. 
191  BCPSO FBC Non-PBR Submission, s. 3.2. 
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147. With respect to the six deferral accounts approved by Commission Order G-23-

13 (in which the determination of the applicable financing rate and amortization 

periods was left to this proceeding), BCPSO submits that “the proposed 

amortization periods are reasonable”.  BCPSO also notes that the “two year 

amortization period for the BCUC Generic Cost of Capital Proceeding Account 

is consistent with the termination date of the Automatic Adjustment Mechanism 

approved by the BCUC”.192 

148. BCPSO also supports the approval of changes in the amortization period of the 

DSM Deferral account, On-Bill Financing Pilot Program Deferral account, the 

2014-2018 PBR Application deferral account, the two City of Kelowna 

Acquisition-related deferral accounts, the On-Bill Financing Participant Loans 

deferral account and the 2014 debt issues cost deferral account.193   

149. With respect to the 2014-2018 Capital Expenditure Plan deferral account, 

BCPSO proposes a four year amortization period be used, rather than the two-

year period proposed by the Company.194  The Company has specifically 

addressed why it used a shorter amortization period for this account.  When 

asked about the two year amortization period in IRs,195 the Company adopted 

its response given in another IR response.  In the referenced response, FBC 

confirmed that the amortization period was selected based on:196  

a. the size of the balance in the deferral account; 

b. the nature of the deferral; 

c. any applicable benefit period of the deferral; and 

d. the impact on customer rates. 

192  BCPSO FBC Non-PBR Submission, s. 3.3. 
193  Ibid, s. 3.4. 
194  Ibid, s. 3.4. 
195  Exhibit B-7 – FBC Response to BCUC IR 1.197.1. 
196  Exhibit B-7 – FBC Response to BCUC IR 1.194.2. 
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150. It was in weighing these factors that the Company determined that a two-year 

amortization period was appropriate for the 2014-2018 Capital Expenditure Plan 

deferral account.  The Company submits that its proposed amortization period 

should be approved by the Commission. 

C. Net-of-Tax Treatment 

151. One of the approvals sought by FBC in the Application is to discontinue the net-

of-tax treatment that it utilizes in recording the difference between amounts 

funded by ratepayers for pensions/OPEB and amounts actually paid out by the 

Company in a deferral account.197  This request is described at paragraphs 264-

266 of the FBC Non-PBR Submission. 

152. The only Intervener to make submissions with respect to this request was 

BCPSO, which submitted “that the going-in rate must be adjusted to reflect the 

change from recording the deferral account on a net of tax basis to include the 

income tax impact in tax expenses”.  BCPSO submitted that if this change is 

made, that ratepayers should be indifferent to the change proposed by FBC.198 

153. It is not clear as to what BCPSO refers to as the “going-in rate” since income 

tax is reforecast each year as part of an Annual Review process and is not set 

by the PBR formula.  FBC interprets “going-in” rate as being relevant for cost of 

service components that use a base level and then are adjusted in subsequent 

years by the PBR formula.  This is not what FBC is proposing regarding the 

discontinuation of the net-of-tax treatment for pension and OPEB funding 

differences.199  

154. FBC’s proposed methodology for taxes related to pensions and OPEBs results 

in an estimated $55,000 difference in the determination of 2014 income tax 

expense.200  The primary intent of discontinuing the net-of-tax treatment for 

197  Exhibit B-1 – FBC Application, p. 242. 
198  BCPSO FBC Non-PBR Submission, s. 2. 
199  Exhibit B-1 – FBC Application, p. 242. 
200  Exhibit B-7 – FBC Response to BCUC IR 1.215.2, 1.215.2.1. 
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pension and OPEB funding differences is to address the issue of how pension 

and OPEB balances are not being drawn down in the same manner as other 

deferral accounts and their related net of tax deferral balances.201  Further, this 

proposed treatment will align with FEI,202 as well as a majority of taxable entities 

within the rate-regulated utility industry.203 

PART  5 - DEMAND SIDE MANAGEMENT PROGRAM 

155. Three Interveners filed Final Submissions on the Company’s DSM Plan: ICG, 

B.C. Sustainable Energy Association and Sierra Club British Columbia 

(BCSEA) and BCPSO.  In the BCPSO FBC Non-PBR Submission, BCPSO 

submits that “the BCUC should approve the reduced 2014-2018 DSM 

spending”.204   

156. In contrast, ICG and BCSEA submit that the DSM Plan should not be approved, 

and that the Commission should direct the Company to file revised expenditure 

schedules.205  As it did earlier in the FBC Non-PBR Reply Submission, the 

Company has responded to the concerns raised by ICG and BCSEA using the 

same format as the FBC Non-PBR Submission.  

A. The Proposed DSM Plan 

(1) Expenditures excluded from PBR Formula 

157. As was described in the FBC Non-PBR Submission, while the Company is 

seeking approval of the DSM Plan as part of the PBR Application, the DSM 

program costs are not included within the PBR structure, and all direct DSM 

program costs are to be recovered under cost-of-service principles.206  BCSEA 

was the only Intervener to address this point in its Final Submission, and it 

201  Exhibit B-1 – FBC Application, pp. 242-243. 
202  Exhibit B-1 – FBC Application, pp. 242-243. 
203  Exhibit B-7 – FBC Response to BCUC IR 1.215.1, 1.215.3. 
204  BCPSO FBC Non-PBR Submission, s. 4.1. 
205  ICG Submission, para. 120; Written Argument of BCSEA (BCSEA Submission), para. 11. 
206  FBC Non-PBR Submission, para. 281-286; Ex. B-12 – FBC Response to BCSEA IR 1.33.1.1. 
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indicated that it “support[s] the concept that the DSM program costs should be 

excluded from the PBR structure”.207 

(2) Program Funding Transfer Rules 

158. FBC also seeks approval of program funding transfer rules applicable to the 

DSM Plan, which will provide the Company with the flexibility to respond and 

react to changes in circumstances during the five-year expenditure period 

requested.208   

159. In the BCSEA Submission, BCSEA supports Commission approval of the 

proposed program funding transfer rules.209   

160. BCPSO similarly supports the proposed program funding transfer rules, with 

one caveat.  BCPSO submits that the Company should not be allowed to 

reduce the funding approved for programs that specifically respond to adequacy 

requirements set out in section 3 of the DSM Regulation, without prior approval 

of the Commission.  BCPSO makes this caveat with respect to transfers of 

funds either between program areas, or from existing to new programs within 

the same approved program area.210 

161. As proposed, the program funding transfer rules allow the Company to make 

funding transfers of under 25 percent between approved program areas without 

prior Commission approval, while Commission approval is required for transfers 

of over 25 percent.211  The Company submits that this 25 percent limit is an 

appropriate threshold for Commission involvement in program funding transfers 

and that the proposal to require Commission approval for smaller amounts is 

unwarranted and inefficient.  The program funding transfer rules are intended to 

allow the Company to adequately react to changing market conditions, as well 

207  BCSEA Submission, para. 17. 
208  Exhibit B-1-1 – FBC Application Appendices, Appendix H – Demand Side Management, p. 10. 
209  BCSEA Submission, para. 14(c)-(d). 
210  BCPSO Submission, s. 4.3. 
211  Exhibit B-1-1 – FBC Application Appendices, Appendix H – Demand Side Management, p. 11. 
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as customer responses to programs, input from stakeholders and changes in 

the political environment in which the Company operates.212   

162. Balanced with this flexibility, the current constraints on the Company are more 

than sufficient to ensure that the Commission is aware of any changes being 

made to the DSM portfolio, without the need for a formal review.  These 

constraints include approved budgets, the cost-effectiveness tests, annual 

reporting requirements and the 25 percent limit on transfers between program 

areas.213   

163. Accordingly, allowing the Company to make transfers without the need for a full 

Commission review will allow the Company to take advantage of unforeseen 

opportunities, which, in turn, ensures that cost-effective DSM opportunities are 

initiated within a timely manner.  Given the five year term of the DSM 

expenditure schedules, this flexibility is particularly important.214  The flexibility 

is also balanced with protections to ensure that the Commission remains aware 

of changes.215  Accordingly, the Company submits that its program funding 

transfer rules should be approved as proposed. 

164. In addition, BCPSO submits that expenditure transfers should be included 

within the scope of the Annual Review.216  The Company agrees that 

transparency is important with respect to the use of the program funding 

transfer rules, and it confirms that this will be achieved through including the 

details of any new programs adopted under the program funding transfer rules 

in the year-end Annual DSM Report.217   

212  Exhibit B-1-1 – FBC Application Appendices, Appendix H – Demand Side Management, p. 10. 
213  Exhibit B-24 – FBC Response to BCUC IR 2.114.1. 
214  Exhibit B-1-1 – FBC Application Appendices, Appendix H – Demand Side Management, p. 10-11. 
215  Exhibit B-24 – FBC Response to BCUC IR 2.114.1. 
216  BCPSO Submission, s. 4.3. 
217  Exhibit B-7 – FBC Response to BCUC IR 1.262.1. 
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(3) DSM Reporting Period 

165. Both BCPSO and BCSEA support the Company’s request to discontinue the 

current semi-annual DSM reporting period, and to move to submitting annual 

reports on the DSM program.218   

B. Legal Framework 

(1) British Columbia’s Energy Objectives 

(a) GHG Emissions 

166. Section 44.2(5)(a) of the UCA requires the Commission to consider the 

“applicable of British Columbia’s energy objectives” in determining whether to 

approve FBC’s submitted DSM expenditures.  BCSEA submits that FBC has 

not complied with this GHG energy objective.219 

167. The Company confirms that it has, indeed, considered GHG energy objectives 

in its DSM Plan.  As was summarized in Table H-1 of the Application,220 several 

of the British Columbia energy objectives are being met by the Company’s DSM 

activities.  This includes measures that encourage customers to switch to 

energy sources that decrease GHG emissions (CEA, s. 2(h)), as well as 

measures that encourage communities to reduce their GHG emissions, more 

generally (CEA, s. 2(i)).   

168. Additionally, the Company notes that the Commission must only consider the 

applicable of British Columbia’s energy objectives.221  In the 2012-13 RRA 

Decision, when referencing its requirement to consider the applicable energy 

objectives, the Commission identified several of the energy objectives set out in 

section 2 of the CEA that were “most relevant” to the 2012-13 RRA.  While 

these “most relevant” objectives included section 2(i), encouraging communities 

218  BCSEA Submission, para. 14(b), BCPSO Submission, s. 4.2. 
219  BCSEA Submission, para. 123. 
220  Exhibit B-1-1 – FBC Application Appendices, Appendix H – Demand Side Management, pp. 3-4. 
221  UCA, s. 44.2(5). 
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to reduce GHG emissions and use energy efficiently, it did not include section 

2(g), which refers to reducing GHG emissions by set levels up until 2050.222  In 

contrast, objective 2(g) was discussed by the Commission in the 2012-13 RRA 

Decision as being a relevant objective in the context of considering whether to 

approve the proposed 2012 LTRP.223  FBC confirms that the objective in section 

2(g) of the CEA applies to FBC in the context of its long-term resource planning, 

and that it was considered by the Company in the development of the 2012 

LTRP.224 

169. Consistent with the 2012 LTRP, the Company has confirmed that its proposed 

conservation measures (which include DSM and the RCR) will result in 

offsetting more than 50 percent of annual load growth.  As a result, this will also 

tend to reduce GHG emissions, in accordance with section 2(g) of the CEA.225  

While BCSEA states that reducing load growth is not the appropriate 

consideration, the Company disagrees.   

170. Overall, a key objective of the DSM Plan is to mitigate load growth via DSM 

measures.226  It is within this context of mitigating load growth that the CEA 

energy objectives must be considered.  Accordingly, the Commission should 

look to the effect on load growth when assessing whether the proposed DSM 

measures are in alignment with BC’s energy objectives. 

171. Additionally, in the 2012-13 RRA Decision, the Commission determined that the 

2012 LTRP met the requirements of the UCA, which included the energy 

objective in section 2(g) of the CEA on reducing GHG emissions.227  As the 

proposed DSM Plan is consistent with the 2012 LTRP (as was described in Part 

5(D)(2)(a) of the FBC PBR Submission, and as is set out below in the next 

222  2012-13 RRA, p. 91. 
223  2012-13 RRA Decision, p. 145. 
224  Exhibit B-12 – FBC Response to BCSEA IR 1.21. 
225  Exhibit B-21 – FBC Response to BCSEA IR 2.39.1. 
226  Exhibit B-21 – FBC Response to BCSEA IR 2.45.6. 
227  2012-13 RRA Decision, pp. 148-149. 

                                                 



 - 52 - 

section), the DSM Plan is also consistent with the applicable of British 

Columbia’s energy objectives.   

(2) Long-Term Resource Plan 

172. BCSEA submits that the DSM Plan is not in the public interest, as it is contrary 

to the 2012 LTRP.228  The Company disagrees, and refers to its submissions on 

this point in Part 5(D)(2)(a) of the FBC Non-PBR Submission.   

173. Further, the Company notes that BCSEA has acknowledged both that the 2012 

LTRP “is not legally ‘cast in stone’” and that the “approved resource stack can 

be modified if circumstances change.”229  The Company agrees that its actual 

resource stack can, and should, be modified as circumstances change,230 and 

submits that this has occurred with respect to the change in the Company’s 

LRMC, as is described in detail in Part 5(E) of the FBC Non-PBR Submission 

and Part 5(C) of the FBC Non-PBR Reply.   

174. Despite noting that the 2012 LTRP is not cast in stone, BCSEA seems to 

suggest that it must be strictly followed as the Company did not specifically 

“provide evidence or argument concerning the likelihood or possibility of a 

substantial drop in the LRMC occurring within three years” at the time of 

approval of the 2012 LTRP.231  However, the Company could not have 

predicted future changes in circumstances at the time the 2012 LTRP was 

submitted for approval, nor was it obliged to attempt to gaze into a crystal ball 

and reference every possible change.  Further, such an expectation is not 

consistent with the nature of the 2012 LTRP as a planning document.232 

175. Finally, while the LRMC may have changed since the time of the 2012 LTRP, 

the proposed DSM Plan continues to achieve the approved target in the 2012 

228  BCSEA Submission, para. 112-115. 
229  BCSEA Submission, para. 115. 
230  Exhibit B-12 – FBC Response to BCSEA IR 1.12.7. 
231  BCSEA Submission, para. 114. 
232  Exhibit B-12 – FBC Response to BCSEA IR 1.12.7. 
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LTRP of mitigating 50 percent of annual load growth using DSM and other 

conservation measures.233 

176. The Company submits that the proposed DSM Plan remains consistent with the 

2012 LTRP. 

(3) Cost-Effectiveness of Expenditures 

177. In the BCSEA Submission, BCSEA quotes from the GEEG Evidence234 that “[i]t 

does not appear that FBC actually used the TRC or UCT to design its proposed 

DSM portfolio”.235  The Company submits that this assertion is completely 

unfounded, and notes that it has indicated many times in this proceeding that 

the TRC and mTRC tests formed the basis of the proposed DSM Plan.236  More 

specifically, the Application supported its request for approval of the DSM 

expenditure schedules based on a schedule that demonstrated first and 

foremost that the proposed DSM Plan passed the required cost-effectiveness 

tests.237 

178. BCSEA includes a table in the BCSEA Submission, which lists measures that 

BCSEA suggests should have been included in the proposed DSM Plan.238  

While BCSEA states that previous levels of expenditure from the 2012-13 DSM 

Plan could be included in the DSM Plan, the Company has confirmed that their 

inclusion would not be viable, and would lead to the total mTRC expenditure 

exceeding the 10 percent cap on the mTRC portfolio.239  If the DSM Plan were 

to continue at the previous expenditure levels, it would also not be viable as the 

233  2012-13 RRA Decision, pp. 145, 147; Ex. B-24 – FBC Response to BCUC IR 2.100.1, 2.106.1.1. 
234  Exhibit C8-9 – Direct Testimony of Green Energy Economics Group, Inc (GEEG) and Resource 

Insight, Inc, dated December 20, 2013 (the GEEG Evidence). 
235  BCSEA Submission, para. 125. 
236  See FBC Non-PBR Submission at Part 5(D)(4)(b) and para. 374 and 385; Ex. B-7 – FBC Response to 

BCUC IR 1.236.3.1; Ex. B-21 – FBC Response to BCSEA IR 2.65.2, 2.65.6, 2.66.3 
237  Exhibit B-1-1 – FBC Application Appendices, Attachment H1 – DSM Plan, p. 4 
238  BCSEA Submission, para. 125.  
239  Exhibit B-21 – FBC Response to BCSEA IR 2.64.2.1. 
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residential program would fail the cost-effectiveness test.240  Further, even if all 

programs (including those that pass the TRC but not the mTRC) were included, 

there would only be a modest improvement to the overall portfolio TRC, the 

customer sector TRC, and the DSM target savings.241 

179. While BCSEA submits that FBC designed the DSM Plan “simply to remove 

measures and program components that were not cost-effective until the 

portfolio achieved the minimum level of TRC cost-effectiveness”,242 this is mere 

conjuncture on BCSEA’s part, and is not supported by any evidence.  The 

Company confirms that the proposed DSM Plan includes all DSM measures 

that have been identified by the Company as being cost-effective, with only 

some minor and prudent exceptions.243 

180. BCSEA suggests that the DSM portfolio should be redesigned and rebalanced.  

While BCSEA denies that the GEEG Evidence ignores the topic of equity,244 it 

concludes that there is nothing “inherently unfair about acquiring cost-effective 

efficient resources disproportionately from large customers”.245  While BCSEA 

may not have “ignored” the topic of equity, it has certainly disregarded its 

application.  This is inconsistent with FBC’s stated concern with the disparity in 

the PCT ratios between the commercial and industrial programs versus the 

residential program.  The DSM Plan considers a variety of factors, including 

key-end uses, the cost-effectiveness tests, customer payback period and the 

take-up rate for customers, in determining the appropriate mix of customer DSM 

programs.246 

240  Exhibit B-12 – FBC Response to BCSEA IR 1.21.1. 
241  Exhibit B-21 – FBC Response to BCSEA IR 2.64.2.2. 
242  BCSEA Submission, para. 127. 
243  Exhibit B-21 - FBC Response to BCSEA IR 2.66.4. 
244  BCSEA Submission, para. 133. 
245  Exhibit C8-9 – GEEG Evidence, p. 45. 
246  Exhibit B-42 – FBC Rebuttal Evidence to BCSEA, p. 1. 

                                                 



 - 55 - 

181. BCSEA also states that “FBC justifies the proposed DSM spending reduction in 

part by consideration of rate impacts”.247  The Company has consistently 

confirmed that the RIM Test was one of its considerations when designing the 

DSM portfolio, but that it does not screen DSM measures on the basis of rate 

impact: while rate impacts are important, they are secondary to the cost-

effectiveness tests prescribed in the DSM Regulation.248  The Company does 

not have a “threshold” for what rate impact it considers to be “viable” when 

designing the DSM portfolio;249 this decision is left for the Commission to 

determine, in the context of the entire Application.250  The rate impact of the 

DSM Plan, while important, is a by-product of the individual assessment of DSM 

measures based primarily on TRC cost-effectiveness and secondarily on other 

considerations not related to rate impact.251  

182. The Company re-affirms its position that the proposed DSM Plan is cost-

effective pursuant to the DSM Regulation, and should be approved by the 

Commission. 

C. Long-Run Marginal Cost 

(1) Specific LRMC Issues 

(a) Short-Run versus Long-Run Estimate 

183. BCSEA challenges FBC’s LRMC on the basis that it allegedly “estimates only a 

series of short-run marginal energy costs” rather than being a true long-run 

marginal cost.252  The Company disagrees with this characterization.  

247  BCSEA Submission, para. 136. 
248  Exhibit B-1-4 – FBC Application Appendices, Appendix H – Demand Side Management, p. 14; Ex. B-

21 – FBC Response to BCSEA IR 2.66.3. 
249  Exhibit B-21 – FBC Response to BCSEA IR 2.65.3. 
250  Exhibit B-21 – FBC Response to BCSEA IR 2.65.4. 
251  Exhibit B-21 – FBC Response to BCSEA IR 2.65.6. 
252  BCSEA Submission, para. 36. 

                                                 



 - 56 - 

184. As the Company described in the FBC Non-PBR Submission, the LRMC in the 

Application is not a short-run market price estimate, but is rather based on a 30 

year forecast of market prices delivered to British Columbia.253  While BCSEA 

refers to FBC’s confirmation that the avoided-cost computation is “based on the 

simplifying assumption that the alternative to additional DSM is a series of 

short-term purchases from the Mid-Columbia energy market”,254  these short-

term purchases occur at the estimated 30 year forecast of market prices.  As 

such, an expected cost over the long term is arrived at and a fair comparison 

can be made.  

(b) Exchange Rate 

185. In the BCSEA Submission, BCSEA criticizes the exchange rate utilized to 

convert the Mid-C prices from US dollars to Canadian dollars in the LRMC 

estimate, and suggests that it will result in an underestimation of LRMC.255  

BCSEA suggests that FBC has prioritized using a forecast that is publicly 

available and consistent between gas and electricity price forecasts, rather than 

an assumption that is “actually accurate”.256   

186. In making its submissions, BCSEA misses the important point that it is the 

natural gas forecast price that is the primary driver in FBC’s calculation of the 

Mid-C market price forecast, and therefore the LRMC.  The conversion of the 

Mid-C price forecast from US dollars to Canadian dollars is just one small step 

in the process.257  Given this, it is entirely appropriate that the exchange rate 

assumptions used to convert the Mid-C prices from US dollars to Canadian 

dollars come from the same source and be based on the same information as 

the underlying natural gas market price forecast.  This position is reinforced by 

the fact that since the 2012 LTRP, the principal factor in the reduction of FBC’s 

253  FBC Non-PBR Submission, para. 348; Ex. B-24 – FBC Response to BCUC IR 2.98.3. 
254  BCSEA Submission, para. 37. 
255  Ibid, para. 41, 60. 
256  Ibid, para. 42. 
257  Exhibit B-1-1 – FBC Application Appendices, Attachment H4 – Midgard Memorandum, pp. 1-2. 
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estimate of LRMC has been the major shift downward in the long term natural 

gas price forecast.258 

187. Further, BCSEA is ignoring the fact that forecasts are inherently uncertain.  FBC 

is not claiming that the long-term exchange rate forecasts that it has relied on 

will turn out to be accurate, only that they are reasonable based on the 

interpretation and application of the information available at the time they are 

prepared and for their intended purpose.259  

188. GLJ Petroleum Consultants prepares its quarterly price and market forecasts 

after a comprehensive review of information available to it at the time the 

forecast is prepared from a wide range of sources including government 

agencies, industry publications, Canadian oil refiners and natural gas 

marketers. As GLJ states:260 

The forecasts presented herein are based on an informed 
interpretation of currently available data. While they are 
considered reasonable at this time, users of these 
forecasts should understand the inherent high uncertainty 
in forecasting any commodity or market. These forecasts 
will be revised periodically as market, economic and 
political conditions change.    

189. Again, FBC believes that it is entirely appropriate to use the exchange rate 

assumptions that are based on the same review of market and economic 

information that is incorporated in the commodity price forecast used to 

determine FBC’s avoided cost.261   

190. BCSEA says that FBC was incorrect in concluding that GEEG believes that a 

better forecast would be to use the exchange rate futures.262  However, BCSEA 

then proceeds to use foreign currency future prices as the sole point of 

258  Exhibit B-24 – FBC Response to BCUC IR 2.98.1. 
259  Exhibit B-21 – FBC Response to BCSEA IR 2.48.1. 
260  Exhibit B-21 – FBC Response to BCSEA 2.48.1 [Emphasis Added]. 
261  Exhibit B-42 - Rebuttal of FBC to BCSEA, p. 2. 
262  BCSEA Submission, para. 53. 
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comparison in an attempt to undermine both the GLJ forecasts.263  BCSEA also 

ignored the information FBC provided in response to a BCSEA IR which 

illustrated the sometimes wide disparity between forward exchange rate 

information available at different points in time to actual rates.264   For example, 

on January 2, 2009 the value of the Canadian dollar one year out based on the 

forward rate was 0.8303 USD per CAD while the actual rate on January 4, 2010 

was 0.9636.265   

191. BCSEA states that FBC has retreated from its criticism of using forwards to 

estimate future exchanges rates,266 as in an IR response the Company 

indicated that it had “not made any assertion on the fallibility of forwards” and 

that they remained “a useful tool when used appropriately”.267  FBC stands by 

both of its statements: the forward rate is not a good predictor of long-term 

future exchange rates,268 as is evidenced by the historical information provided 

in the FBC’s responses to BCSEA’s own information requests but this does not 

mean that forwards are fallible in nature or that they are not useful in the 

appropriate application.269     

192. As the Company described in its Rebuttal Evidence to BCSEA, changes in the 

exchange rate forecast will have an impact on the LRMC.270  BCSEA argues 

that the difference between an exchange rate of 1.00 and 0.90 corresponds to 

approximately 22% of the change in the LRMC used in the 2012-13 DSM Plan 

($84.94/MWh) and the LRMC in the DSM Plan ($56.61/MWh).271  BCSEA’s 

assumption of a linear relationship between LRMC and DSM in order to 

determine the effect of exchange rate on DSM savings is less than “only roughly 

263  BCSEA Submission, para. 47.   
264  Exhibit B-49 – FBC Response to BCSEA Rebuttal IR 1.3.4. 
265  Exhibit B-49 – FBC Response to BCSEA Rebuttal IR 1.3.4. 
266  BCSEA Submission, para. 56. 
267  Exhibit B-49 – FBC Response to BCSEA Rebuttal IR 3.1. 
268  Exhibit B-42 - Rebuttal of FBC to BCSEA, p. 2. 
269  Exhibit B-49 – FBC Response to BCSEA Rebuttal IR 1.3.4. 
270  Exhibit B-42 - Rebuttal of FBC to BCSEA, p. 2. 
271  BCSEA Submission, para. 59. 

                                                 



 - 59 - 

illustrative”.272  In addition, the calculated impacts would also have to take into 

account other changes that occurred during the time period, which could have 

offset the effect of changes in the exchange rate.273   

193. FBC is satisfied that the GLJ natural gas commodity forecast and associated 

exchange rate assumptions used in determining LRMC is reasonable and 

appropriate for their intended purpose.274 

(c) Firm vs. Non-Firm Resources 

194. BCSEA argues that the use of non-firm prices to estimate avoided costs is not 

adequate, and that it results in an excessive reduction in avoided cost.275 

195. While BCSEA submits that DSM savings are generally as firm as FBC’s load,276 

this is inconsistent with the Company’s evidence.  The “nuanced” approach that 

the Company suggests needs to be taken when determining whether DSM is 

firm or not, simply recognizes that some DSM is firm, and some is not.  While 

BCSEA states that this is contradictory to the Company’s statement that “broad-

based DSM programs will return reliable energy savings over time”, this 

statement must be read in conjunction with the remainder of the sentence, that 

“... traditional DSM measures are non-firm resources”.277  Together, these 

statements reflect the nuanced approach that FBC proposes. 

196. BCSEA also suggests that “FBC appears to define a ‘firm’ resource as one that 

can be shaped or dispatched, which is incorrect”.  The Company actually stated 

that non-firm resources cannot be shaped or dispatched, and not that firm 

resources can be shaped or dispatched.278 

272  BCSEA Submission, para. 59. 
273  Exhibit B-42 - Rebuttal of FBC to BCSEA, p. 3; Ex. B-49 – FBC Response to BCSEA Rebuttal IR 5.1. 
274  Exhibit B-21 - FBC Response to BCSEA IR 2.49.2. 
275  BCSEA Submission, para. 62, 80. 
276  BCSEA Submission, para. 65. 
277  FBC Non-PBR Submission, para. 355. 
278  FBC Non-PBR Submission, para. 355; Ex. B-7 – FBC Response to BCUC IR 1.241.2.1.1.  
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197. While BCSEA suggests that FBC should adjust the spot-market prices to reflect 

the avoided costs of obtaining firm supply,279 this ignores the fact that the Mid-C 

LRMC forecast is for firm energy.280 

198. Further, the GEEG Evidence suggests that FBC’s approach of “ignoring the 

need for firm supplies until after the 2015 Resource Plan is not prudent”.281  The 

authors of the GEEG Evidence appear to create a false sense of urgency.  

FBC’s after-savings load growth with its proposed DSM plan is 0.5 percent to 

0.7 percent per year.282   The 2012 LTRP states that FBC does not plan to build 

new resources in the short to medium term, and it will re-evaluate is long-term 

needs in future resource plans.283 

(d) Avoided Shaped Load 

199. BCSEA suggests that FBC’s DSM avoided cost estimate is too low, as it is 

based on average energy prices instead of prices at the times of day and year 

that correspond to DSM savings.284 

200. It is correct that FBC uses a LRMC that is based on annual average avoided 

cost, and does not distinguish between seasonal or time of day savings.285  

While this is a simplifying assumption in the calculation of LRMC, the fact that 

the Company does not apply time-of-use shaping factors to its calculation of the 

proxy for avoided cost is consistent with the fact that the Company also does 

not apply time-of-use shaping factors to screen DSM programs to favour winter 

peaks.286  Further, while not applying load shaping is a simplifying assumption, 

it avoids the inefficiencies associated with conducting a detailed and 

complicated analysis.  The GEEG Evidence refers to “weighting the spot energy 

279  BCSEA Submission, para. 70. 
280  Exhibit B-7 – FBC Response to BCUC IR 1.241.2.1. 
281  BCSEA Submission, para. 69. 
282  Exhibit B-1 – FBC Application, p. 80. 
283  Exhibit B-7 – FBC Response to BCUC IR 1.240.4. 
284  BCSEA Submission, para. 86. 
285  Exhibit B-12 - FBC Response to BCSEA IR 1.6.2.2. 
286  Exhibit B-12 – FBC Response to BCSEA IR 1.7.5.2. 
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prices to reflect the pattern of DSM savings over the day, week and year”.287  

This suggestion would require a very detailed analysis, involving a large amount 

of resources and time.  Further, the analysis would require hourly price 

forecasts and hourly DSM forecasts, which are presently not available.288 

Therefore, FBC’s proposed approach is a reasonable one. 

(e) Transmission Costs 

201. As described in the FBC Non-PBR Submission, the LRMC proposed in the 

Application is intended to reflect the cost that FBC would face if it were to 

purchase electricity at Mid-C and wheel the power to the Canada-US border.289  

It is not meant to represent the cost of importing power into British Columbia, 

but rather to represent a proxy for the average price of electricity within British 

Columbia.290 

202. BCSEA suggests that Midgard has understated the transmission charges 

associated with moving the electricity from the Mid-C market to FBC’s service 

territory, as a result of congestion occurring in the BPA system.291  To remedy 

this, the GEEG Evidence suggests that congestion costs on the BPA system 

and the full cost of wheeling should be incorporated into LRMC.  While BCSEA 

suggests that FBC is ignoring all congestion charges “because not all energy 

purchases avoided by DSM would include congestion charges”,292 this is not 

correct.  It is not appropriate for congestion costs to be incorporated into LRMC, 

as there are no congestion costs on the BPA system as BPA does not impose 

congestion charges.293  While congestion can lead to paying higher prices to 

meet peak loads, this risk has justified obtaining new resources, such as WAX.  

287  Exhibit C8-9 - GEEG Evidence, p. 84. 
288  Exhibit B-12 – FBC Response to BCSEA IR 7.0 series. 
289  Exhibit B-1-1 - FBC Application Appendices, Attachment H4 - Midgard Memorandum, p. 2. 
290  Exhibit B-1-1 - FBC Application Appendices, Attachment H4 – Midgard Memorandum, p. 3. 
291  BCSEA Submission, para. 87-89. 
292  BCSEA Submission, para. 89. 
293  Exhibit B-42 - Rebuttal of FBC to BCSEA, p. 4. 
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With WAX, FBC’s peak loads are not at risk at this time or in the near future.294  

Should it become a risk in the future, FBC will deal with this through its future 

resource planning.295   

203. BCSEA also suggests that the LRMC forecast by Midgard contains an 

understatement of the avoided T&D costs, relying on the GEEG Report’s 

estimated load-growth incremental costs of $233/kW-year, compared to 

$35/kW-year figure used by FBC.296 

204. After stating that the NPPC recommended value of $23/kW-year (for avoided 

transmission cost) and $25/kW-year (for avoided distribution cost) referenced 

as a comparable by FBC is “substantially higher” than FBC’s figure of $35/kW-

year,297 BCSEA continues to recommend the figure of $233/kW-year figure put 

forward in the GEEG Evidence.298  While BCSEA attempts to suggest that this 

figure falls into the range of avoided T&D costs calculated by FBC for 2013 

through 2019, it relies on a chart that estimates FBC’s annualized cost of load-

related T&D.  This chart is not comparable to the Company’s avoided T&D 

figure, and should not be relied on in determining FBC’s avoided costs. 

(f) Avoided Cost of GHG Mitigation 

205. BCSEA also argues that it would be prudent for FBC to include a “high” GHG 

cost adder forecast when determining the DSM avoided cost, rather than 

utilizing BC Hydro’s “low” GHG cost adder from the 2011 draft BC Hydro IRP.299 

206. In its utility resource planning, FBC must comply with its legislated GHG 

obligations, currently specified by the CEA and the GHG (Cap and Trade) 

Reporting Regulation.  Neither section 2(c) nor section 6(4) of the CEA directs 

294  Exhibit B-42 - Rebuttal of FBC to BCSEA, p. 4. 
295  Exhibit B-12 – FBC Response to BCSEA IR 1.8.2. 
296  BCSEA Submission, para. 96; Ex. C8-14 – GEEG Evidence, p. 60. 
297  BCSEA Submission, para. 94. 
298  Ibid, para. 95. 
299  Ibid, para. 106 
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FBC to meet long-term firm load growth with long-term firm clean BC energy, 

nor does it prescribe DSM target levels.  However, FBC considers these issues 

in its resource planning, as described in the 2012 LTRP, and it does plan to 

become self-sufficient in the long-term.300 

207. The Company’s use of the BC Hydro “low” GHG cost adder in the determination 

of LRMC was based on Midgard’s opinion that “the low GHG price adder 

scenario is the most plausible scenario”.301  This opinion was reached based on 

a consideration of the precursor documents (such as Technical Advisory 

Committee reports and presentations) to the BC Hydro IRP, which had not yet 

been completed.  Having considered these documents, Midgard determined 

that the low price adder scenario represented the prudent choice of scenarios.  

This opinion has since been corroborated by the release of the BC Hydro 2013 

IRP.302 

208. BCSEA argues that the Company “underestimates the carbon intensity of the 

market purchases it uses as a proxy for DSM avoided costs” by “using the 

average annual PNW CO2e emission rate rather than the marginal CO2e 

emission rate”.303  BCSEA’s suggestion ignores the fact that the Mid-C Trading 

hub is complex and trades surplus energy generated by various resources, 

including hydro with storage, run of river hydro, wind, nuclear, gas and coal.  

The generation mix is impacted by time of day and season.304  Accordingly, the 

LRMC should represent a mix of different types of resources. 

209. Further, the flexibility of FBC’s system enables energy to be purchased at times 

when non-thermal resources, such as wind or water, are often the marginal 

resources.  The Company believes that it is most appropriate to use the 

300  Exhibit B-21 - FBC Response to BCSEA IR 2.45.6. 
301  Exhibit B-1-1 – FBC Application Appendices, Appendix H – Midgard Memo, p. 3. 
302  Exhibit B-12 – FBC Response to BCSEA IR 1.13.3. 
303  BCSEA Submission, para. 101, footnotes omitted. 
304  Exhibit B-12 - FBC Response to BCSEA IR 1.1.2.2, 1.3.6. 
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average CO2e emission rate related to its market purchases.305  While BCSEA 

suggests that a weighting of the marginal emissions rates over the year would 

be more appropriate,306 this is inconsistent with the Greenhouse Gas Cap and 

Trade Reporting Regulation, which requires the Company to report its carbon 

footprint associated with electricity imports based on the average emissions 

factor.307 

(g) Self-Sufficiency  

210. The Company disagrees with BCSEA’s submission regarding the applicability of 

section 6 of the CEA to FBC’s DSM Plan.308   

211. Section 6(4) of the CEA requires a public utility to consider British Columbia’s 

energy objective to achieve electricity self-sufficiency “in planning in accordance 

with section 44.1 of the Utilities Commission Act for the construction or 

extension of generation facilities and energy purchases”.    The language of this 

section is clear: it expressly applies only to “planning in accordance with section 

44.1” of the UCA.  There is no suggestion of it having any “implicit” application 

beyond this section of the UCA, nor to it applying to applications brought under 

section 44.2 of the UCA. 

212. In any event, even if the self-sufficiency requirement were to apply to “implicit” 

proposals, which the Company denies, FBC submits that the DSM Plan, in 

conjunction with other conservation measures, continues to achieve the 

Company’s target for mitigating annual load growth.309 

305  Exhibit B-21 – FBC Response to BCSEA IR 2.45.13. 
306  BCSEA Submission, para. 111. 
307  Exhibit B-21 – FBC Response to BCSEA IR 2.45.13. 
308  BCSEA Submission, para. 109. 
309  Exhibit B-24 – FBC Response to BCUC IR 2.100.1. 
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D. Collaboration with Other Utilities and Government 

213. As was described in the FBC Non-PBR Submission, FBC has worked to 

collaborate with both FEU and BC Hydro with respect to its DSM measures.310  

However, ICG submits that this collaboration is not enough and that “[t]he DSM 

programs offered to similar customers of BC Hydro and FBC should be 

similar”.311 

214. ICG’s suggestion presumes that utilities in British Columbia should have the 

same DSM programs.  This assumption is unfounded.  While the Company 

does integrate and collaborate with other utilities where possible, in accordance 

with the Commission’s encouragement in the 2012-13 RRA Decision,312 there is 

no requirement in the UCA or the DSM Regulation for FBC to integrate or align 

its DSM Plan with BC Hydro.  While the ICG describes the DSM Regulation as 

having the objective of providing “a consistent province-wide standard for 

program design in BC”,313 it does not provide a source for this objective.  The 

Company disagrees that this is a requirement of the DSM Regulation. 

215. Further, ICG’s suggestion is not consistent with the Commission’s finding in the 

2012-13 RRA Decision that it was not prepared to direct FBC to implement the 

same DSM programs as BC Hydro, as they are “different utilities, operating in 

different contexts”.314  That finding is consistent with ICG’s own 

acknowledgement that there are “significant differences between BC Hydro and 

FBC industrial sector load as a percentage of total load”.  While ICG suggests 

that these aggregate differences do not account for the fact that BC Hydro’s 

incentive levels are approximately three times higher than FBC’s for industrial 

customers, it fails to mention that BC Hydro’s average industrial customer sales 

are actually ten times higher than for FBC (78.5 GWh/customer versus 7.5 

310  FBC Non-PBR Submission, para. 362.. 
311  ICG Submission, para. 78.   
312  2012-13 RRA Decision, p. 141. 
313  ICG Submission, para. 79. 
314  2012-13 RRA Decision, p. 139. 
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GWh/customer).  When this is combined with the fact that few jurisdictions have 

as high a percentage of large industrial load as BC Hydro, this skews industrial 

DSM spending, as there are much larger DSM opportunities for BC Hydro 

customers.315  The Company states that this difference more than adequately 

explains the different levels of DSM spending between the companies.   

216. ICG also requested that the Commission provide “further clarification” of the 

finding made in the FBC 2012-2013 RRA Decision.316  The Company submits 

that this is not necessary and would not be helpful.  In the 2012-13 RRA, the 

Commission heard submissions from ICG that are very similar to those put 

forward in this proceeding.317  The Commission did not accept ICG’s requests 

and, clearly concluded that BC Hydro and FBC were “different utilities, 

operating in different contexts”.318  Nothing about this statement requires further 

clarification. 

217. ICG has also requested that FBC be directed by the Commission to provide a 

response to BCUC IR 2.107.3,319 in which FBC “refuses to provide a side by 

side comparison of DSM programs offered by BC Hydro and FBC”.320  As was 

set out in the response to the IR, providing such a side-by-side comparison 

would be resource intensive.321  Further, the exercise would have no utility, 

given the Commission’s recognition in the 2012-13 RRA Decision, of the 

differences between BC Hydro and FBC.322 

218. ICG’s suggestion that FBC should file a DSM Plan that is consistent with BC 

Hydro’s program323 also presumes that BC Hydro’s DSM program is the correct 

315  Exhibit B-24 – FBC Response to BCUC IR 2.107.2. 
316  ICG Submission, para. 78. 
317  2012-13 RRA Decision, p. 137. 
318  2012-13 RRA Decision, p. 139. 
319  Exhibit B-24 – FBC Response to BCUC IR 2.107.3. 
320  ICG Submission, para. 77. 
321  ICG Submission, para. 77. 
322  2012-13 RRA Decision, p. 139. 
323  ICG Submission, para. 79. 
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program, and that the program suggested by FBC is not.  There is no evidence 

to support this assertion.  Further, the Commission previously rejected this 

same suggestion from ICG in the 2012-13 RRA Decision, stating that “we are 

not persuaded that BC Hydro’s level of incentive is necessarily optimal and that 

FBC should move to that level”.324 

E. Interveners Proposed Changes to DSM Expenditures 

(1) Increasing DSM Spending Level 

219. In the BCSEA Submission, BCSEA submits that the DSM Plan is not in the 

public interest, as BCSEA contends that it represents a drastic cutback in DSM 

savings from the 2012-13 DSM Plan.325  BCSEA describes the expenditures 

under the DSM Plan as being “a gutting of the 2012-2013 DSM Plan”.326  

220. BCSEA’s use of the word “gutting” creates a charged impression that does not 

conform to the reality.  While the proposed expenditures under the DSM Plan 

are lower than FBC’s previous DSM spending, the Company has described the 

reasons for this reduction in the Application and the FBC Non-PBR 

Submission.327  As was described above, one of the predominant reasons for 

the reduction in the Company’s proposed DSM expenditures, as compared to 

previously approved expenditure levels, is a decline in LRMC.328   

221. ICG also challenges FBC’s proposed reduction in DSM savings target, 

specifically with respect to Industrial DSM.  ICG states that the Company 

justified its proposed reduction based on “a dramatic decrease in forecast 

savings for 2013”, which ICG suggests did not materialize as forecast.  In 

support of its argument, ICG refers to the 2013 Industrial Sector DSM savings 

forecast of 857 MWh (forecast as of November 2013), and compares it to the 

324  2012-13 RRA Decision, p. 139. 
325  BCSEA Submission, para. 21, 29. 
326  BCSEA Submission, para. 29. 
327  See, for example, FBC Non-PBR Submission at para. 280. 
328  See also FBC Non-PBR Submission,para. 362. 
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actual for 2013 of 2,520 MWh.  ICG proposes that the savings target be 

increased to 2,500 MWh for the Industrial sector. 329 

222. As is acknowledged by ICG,330 it relies on actual 2013 DSM savings from the 

FBC Annual DSM Report for December 2013, filed by FBC with the Company 

on March 31, 2014 (December 2013 DSM Report).  The December 2013 DSM 

Report is not on the record in this proceeding.   

223. The Company submits that ICG should not be able to rely on these figures.  As 

the 2013 DSM Report is not on the record, ICG seeks to introduce the figures 

for industrial sector savings in isolation, without providing any of the surrounding 

context for the figures.  Further, the parties in the proceeding have not had the 

opportunity to place evidence on the record with respect to the figures.  Relying 

on the actual 2013 figures in isolation ignores the specific projects that 

contributed to the savings, and whether the savings were extraordinary or will 

continue into future years. 

224. Instead, the Company states that the 2013 forecast for industrial savings of 857 

MWh, which has been on the record since the November 2013 and has been 

subject to the regulatory process, should be preferred.  The Company submits 

that setting the savings target for the industrial sector at 800 MWh for 2014-

2018 is prudent.  As was acknowledged by ICG, the Company confirms that the 

program funding transfer rules will provide the Company with the flexibility to 

respond to any extraordinary and unexpected opportunities that arise in the 

Industrial sector.  While ICG states that FBC “will not do so for industrial 

customers unless directed to do so by the Panel in this decision”,331 this is 

simply an unfounded assumption.  The Company has indicated that the entire 

purpose of the program funding transfer rules is to allow it to respond, where 

appropriate, to changing opportunities in a timely manner.332   

329  ICG Submission, para. 75. 
330  ICG Submission, footnote 74. 
331  ICG Submission, para. 76. 
332  Exhibit B-1-1 – FBC Application Appendices, Appendix H – Demand Side Management, p. 11. 
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225. Additionally, FBC notes that ICG has based its recommendation on an 

examination of the proposed industrial savings in isolation, rather than 

considering the entire DSM Plan.333  ICG’s approach is inconsistent with the 

approach that the Company has requested that the Commission adopt.  The 

Company has submitted that it is appropriate for the Commission to consider 

the proposed DSM portfolio as a whole, when determining cost-effectiveness.  

This is consistent with section 4(1) of the DSM Regulation, which provides that 

the Commission may compare the costs and benefits of the portfolio as a 

whole, and is consistent with the approach accepted by the Commission in the 

2012-13 RRA Decision.334  The Company’s reasons for determining that a 

portfolio-level analysis is appropriate are described in more detail at paragraphs 

326 to 327 of the FBC Non-PBR Submission. 

(2) Amortization Period 

226. ICG adopts the opinion of Mr. Pullman that, as of the end of 2013, FBC should 

no longer be capitalizing DSM expenses associated with Planning and 

Evaluation Expenditures, and that the amortization period for all remaining DSM 

expenses should remain at 10 years rather than the 15 year period requested 

by FBC.  ICG has not provided any basis for this opinion, other than to suggest 

that BC Hydro’s change to a 15 year amortization period was mandated by the 

government and that it is inconsistent with the US practice of expensing DSM 

expenses immediately.335  The Company refers to Part 5(H) of the FBC Non-

PBR Submission, in which it describes why the proposed 15 year amortization 

period should be approved. 

227. Additionally, the Company notes that BCSEA supports Commission approval of 

the change to a 15 year amortization period, effective January 1, 2014.336 

333  ICG Submission, para. 75.   
334  2012-13 RRA Decision, p. 136. 
335  ICG Submission, para. 100. 
336  BCSEA Submission, para. 14(a). 
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PART  6 - CONCLUSION 

228. In light of all of the above, FBC reaffirms its request for the relief set out in 

paragraph 1 of the FBC Non-PBR Submission. 

ALL OF WHICH IS RESPECTFULLY SUBMITTED. 

Counsel for FortisBC Inc.: 
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