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OPENING STATEMENT OF BOB ELTON

In this Application, its first Revenue Requirement Hearing in a long time,

BC Hydro seeks an 8.9% increase in its rates for F2005 and no increase for F2006.
We did not make this Application lightly. We are very conscious of the
significance of energy costs for all classes of our customers and we are determined
to avoid rate increases where we can. However, we are also conscious of the
importance our customers place on receiving reliable service and we must ensure
that we make the right decisions to ensure we can continue to provide that service.
This Application is intended to demonstrate that to maintain BC Hydro’s ability to
deliver reliable service at low cost over the long term, customers in BC Hydro’s
service area must make a larger contribution to the cost of delivering electricity

than they have been over the past few years.

To provide a backdrop for the Commission’s consideration of the issues raised by
this Application, I wish to talk about where BC Hydro has been, where it is today,

and where I believe it must go in the future.

Where BC Hydro Has Been

Over the past ten years, as the electric industry around it has considered radical
transformation, the Province of BC and BC Hydro have considered a wide
spectrum of futures for BC Hydro. Tentative steps have been taken at various
times in connection with various approaches and if you look at the period 1994 to
2002, you will see that BC Hydro, like most every other utility in North America,
has found that identifying a clear, consistent path was elusive. A significant
exception to this observation is that since the establishment of Powerex in 1989,

BC Hydro and the Province have pursued a strategy of maximizing the value of




BC Hydro's hydroelectric system for ratepayers and citizens of BC by aggressively
pursuing trade opportunities. This strategy has been a spectacular success,
returning hundreds of millions of dollars to the Province and keeping BC Hydro’s

rates lower than they otherwise could have been.

In BC, a new policy emerged in November of 2002 with the publication of the
Energy Plan. It provides a clear mandate for BC Hydro going forward and we are

well on our way to implementing it.

Broadly speaking, the Energy Plan contemplates a future in which BC Hydro will
continue to be vertically integrated and publicly owned. However, BC Hydro will
no longer be the sole or even primary party responsible for expanding generation
capacity in the Province — rather, BC Hydro will be the buyer of energy and will
look for supply from the most economic source and will focus on optimizing the
use and developing the potential of the Heritage Assets it had already developed,
and, with Cabinet approval, expansions of hydroelectric facilities on the Peace. To
recognize BC Hydro’s more limited role in the development of new generation,
the Energy Plan directed various steps be taken to create a climate more conducive
to independent power development. First, the transmission system will be operated
by a separate Crown entity, rather than BC Hydro, to remove any perception that
independent power producers might otherwise have unfair transmission advantages
being conferred upon BC Hydro Generation. Second, BC Hydro will organize

itself so as to permit an unbiased process to be employed to choose future projects.

The Energy Plan also contained two other significant policies affecting BC Hydro.
First, the Government ended the rate freeze, returning BC Hydro to rate regulation.
Second, the Government confirmed its support for demand side management
initiatives by revising the Utilities Commission Act to remove any disincentives to

utility investment in that regard .



Where BC Hydro is Now

The Energy Plan was issued in November 2002, barely 18 months ago. In that
short time, an extraordinary amount of progress has been made as a result of
dedicated efforts of personnel within various institutions. This Commission has
conducted two major inquiries: first, its review of BC Hydro's VIGP proposal,
and, second, the Heritage Contract inquiry. The VIGP review required a major
logistical effort by all of BC Hydro, the principal stakeholders involved in the
process and the Commission. The outcome of that proceeding was a significant
step forward in establishing a transparent, fair process for evaluation of future

projects.

The second major proceeding was the Heritage Contract inquiry, which was
another undertaking contemplated in the Energy Plan and was a necessary step to
provide a basis for this hearing and establish the mechanism by which domestic

customers continue to obtain the benefit of BC Hydro's low-cost assets.

These two major regulatory proceedings occurred during the same period that
BCTC was created. While not a regulatory process, the separation of the personnel
and assets needed to operate the transmission system was a major internal
undertaking for BC Hydro and represented a major milestone in implementing the
Energy Plan. Similarly, the completion of the ABS contracts and the transfer of
employees contemplated by that was also a major corporate undertaking, as was
the creation of the line of business structure. Finally, the filing or our first full IEP
in approximately 10 years was a major step towards transparency and

accountability in energy planning.

I think that accomplishing these major objectives of the Energy Plan in a timely

and effective way has only been possible through the dedicated and cooperative




efforts of all involved. BC Hydro’s focus on the restructuring contemplated by the
Energy Plan was a necessary and important part of achieving the Energy Plan's
goals. We have had to bring a very single-minded approach to our strategic
initiatives over the past 18 months because the agenda set for us by the Energy
Plan was so ambitious. Senior management throughout the corporation has been

dedicated to achieving, first and foremost, these milestones.

Where BC Hydro is Going

The implementation of the Energy Plan is not, of course, complete yet. BCTC will
be filing an OATT Application this summer and a Revenue Requirement
Application late this year. BC Hydro will be bringing applications for stepped
rates, industrial access, as well as a general rate design review, all of which will
take it well into 2005. Going forward, as a matter of principle, I believe BC Hydro
must continue to strike the appropriate balance between its environmental, social
and financial bottom lines. This is not just altruism. It is also good business.
Meeting our responsibilities today in a cost-effective manner within our control
will produce cheaper solutions than neglecting our responsibilities in the short
term, only to have expensive solutions imposed on us in the long term. To strike

this balance appropriately, we must focus on four key areas:
(1) Customer service
(2) Reliability
(3) Financial performance
(4) People

Customer service, to my mind, is a measure of how our customers view the service

they obtain from us. Are we sufficiently responsive to their needs? I believe this




is measured by such objective measures as response time when outages occur, call
centre responsiveness and related objective characteristics. At a subjective level, it
all translates into customer satisfaction, which we do our best to monitor on a

systematic basis.

Reliability requires access to secure dependable sources of the generation and a
strong transmission and distribution infrastructure to ensure we can deliver it. We
believe that we have a highly reliable system, but must keep a strong focus on
maintaining that. For many years, low-cost generation was always there when we
needed it from our Heritage Assets. Now, incremental needs must be met by
acquiring new energy at significantly higher cost. This is leading us to look
carefully at the portfolio of generation assets that we have access to, as well as
ensuring that the steps that are being taken to maintain and, where necessary,
expand our transmission and distribution infrastructure are being taken. In
particular, we are ensuring that the aging infrastructure which we, together with so
many North American utilities, face does not compromise our ability to meet our

obligation to serve our customers.

Financial performance has two primary components. The first is low-cost power
for our customers. When I speak of low-cost power, I very much have in mind
low-cost over time. That is, it is false economy to minimize rates today if the
result is unsatisfactory service and high cost maintenance to restore reliability in
the future. Thus, we must resist pressure to provide rock-bottom prices today if to
do so will mean significant escalation in future. We must also look for new power

sources that help support our environmental bottom line.

The second component of financial performance is return to our shareholder. A
private company would normally wish to maximize the return to its shareholders at

all times. Because our shareholder has itself established low rates as an objective




and speaks in that regard on behalf of all British Columbians, the large majority of
which are also our customers, we find ourselves in a distinct position. Through
Special Direction HC2, government has indicated how much it expects to receive
as a return on its investment in BC Hydro. It has required this Commission to set
rates to allow that to happen. I do not believe that BC Hydro should seek to make
more from rates than is necessary to earn that return. To seek higher rates than that
would be to defeat the government’s objective of maintaining rates that are as low

as possible.

The final key area is people. We are proud of our people. They have
demonstrated technical skill over many years and have served British Columbians
well. As our workforce ages, we are determined to maintain our core of superior
technical skills, while at the same time ensuring that we move forward ina
performance-based culture that recognizes our fundamental responsibility to

deliver low-cost secure reliable power.

By any objective analysis, BC Hydro is today a well-run company with costs for
generation, distribution and transmission that all benchmark very well against
external reference points. Indeed, if we have a concern, it is in the area of
reliability where our overall reliability is in the third quartile. This may not be
satisfactory, although any conclusion in this regard must take into account the
challenging geography BC faces. Thus, I think reliability has to be looked at with
specific reference to the lines of business and the challenges they face in BC We
are doing that in both generation and distribution. In generation, as Ms. Farrell can
elaborate, we are looking at Commercial Performance targets to maximize the
economic value of each asset. In distribution, as Ms. Van Ruyven can elaborate,
we are beginning the process of developing customer-based reliability that is

designed to focus our spending on those areas that provide the type of reliability




that our customers need. This will be an ongoing process that requires

considerable consultation with our customers and is in its infancy at the moment.

The restructuring that we are going through, the initiation of things like reliability
centred maintenance and customer-based reliability and, indeed, even the return to
regulation that brings me before this Commission all costs money. They are all
examples of spending money wisely today to make money or lower costs in the
future. Indeed, short-term cost-slashing is rarely the best way to produce low
long-term rates. I believe that even where the focus is on reducing staffing levels,
natural attrition, particularly with a mature workforce, is preferable to incurring the
significant costs associated with aggressive and overly speedy downsizing. In any
event, I have seen no evidence that radical downsizing on the staffing side is

warranted at BC Hydro.

I can say that we are directing our staff and our dollars to focus on maintenance
reliability and looking for opportunities to reduce administrative costs. As our
restructuring initiatives complete, I expect further opportunities to streamline the
administration of our company. That will become an increasing priority in future
years. I hope to speed this process along by increasingly focusing managerial

incentives on cost minimization in non-maintenance areas.

Regardless, in the short term, few of the significant cost drivers affecting

BC Hydro's revenue requirements are, in fact, controllable. Depreciation and
amortization ($470 million); finance charges ($463 million); domestic cost of
energy ($824 million); and even administration costs, i.e., people ($163 million)
cannot be lowered without reliability impacts. Accordingly, I could see no basis
to arbitrarily reduce the budgets for F2005 and F2006 in the course of preparing
for this Application and I can see no basis for doing so now despite the suggestions

of some intervenors.




Outside of maintenance and reliability, there are a few areas that necessarily will
put upper pressure on costs in the future. Maintaining relationships with a variety
of stakeholders has become ever more expensive. Accepting the responsibility for
maintaining a positive relationship with First Nations and fully recognizing our
responsibility to the environment by minimizing our footprint are part of our triple
bottom line philosophy and we accept these responsibilities willingly. However,
that requires us and our customers to accept the costs associated with meeting
those responsibilities. To the extent that technology can be applied to enhance the
social and environmental components of our bottom line, we are determined to
apply it and we allocate a modest amount of our resources to development of
specific solutions which may help us meet our obligations in an ever more

sustainable fashion.

In summary, I see significant challenges looking ahead, but I also see a corporation
increasingly committed to meeting them in a cost-effective and efficient manner.
The last two years have been very challenging for everyone at BC Hydro and I
believe that we have done what has been asked of us honestly, transparently and
efficiently. Now that the major structural changes are close to complete, I am
confident that we will be able to turn our focus to streamlining the structures we
have developed and, thus, extract further efficiencies from the business

organization that we have put in place.
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Mr. Robert J. Pellatt

Commission Secretary

British Columbia Utilities Commission
PO Box 250

600 - 900 Howe Street

Vancouver, BC V6Z 2N3

Dear Mr. Pellatt:

RE:

Project No. 3698360
2004/05 and 2005/06 Revenue Requirement Application

Further to our earlier letter of today's date, BC Hydro is pleased to file the following
documents in this proceeding:

1.
2.

Direct Testimony of Robert (Bob) Steele.

Supplemental Testimony of Dennis Maniago.

. The final summary of conclusions arising from Field Services' labour and vehicle

utilization benchmarking initiative (leading practice review) referred to in BCUC IR
1.89.1, 1.90.1, and 2.110.4.

The final Non-Integrated Area report referred to in BCUC 2.212.1. Although dated
January 23, 2004 it has been reviewed by senior management only in the last few
weeks.

The Douglas Louth Report referred to in CFPP 1.H3.0. Although dated March 23 it has
been reviewed and revised since then to correct inadvertent factual inaccuracies, and
has only just been completed in the last few weeks. Note that the document filed
contains certain minor redactions, of the same type previously identified in our fetters of
February 20 and March 29. The redactions are on pages 16,17,24,25,26,27,44, 45 and
46.
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The documents referred to in items 3-5 above are lengthy, and so have been put on the
enclosed CD. Note that the hard-copy of this letter, with the CD (22 copies), will be
couriered to the Commission offices tomorrow morning, and copies will be available for
intervenors at the hearing room.

Yours sincerely,

Richard St
Chief Regulatory Officer

Attach.
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Q2.

Q3.

Q4.

Q5.

Q6.

DIRECT TESTIMONY OF ROBERT (BOB) STEELE

Please state your name and present position.

My name is Robert (Bob) Steele. | hold the position of Senior Advisor, Finance &
Business Services, Distribution.

How long have you held that position?

For approximately 5 months.

What were your previous positions with BC Hydro?

| previously have held the positions of Chief Information Officer; President,
Westech Information Systems; and Division Manager, Computer and
Management Systems Division.

What positions did you hold prior to joining BC Hydro and with whom?

| have been an employee of BC Hydro for 36 years.

What are your professional qualifications?

| graduated from the University of British Columbia with a Bachelor of Applied
Science in 1967, and the University of British Columbia with a Masters in
Business Administration in 1970. | am a registered professional engineer in the
Province of British Columbia.

Have you previously testified before this Commission or its predecessors?

No.

BC HYDRO 2004/05 AND 2005/06 REVENUE REQUIREMENT APPLICATION
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Q7.

Q8.

Q9.

What role did you play in the development of this Application?

| was involved with preparing the information related to the Accenture Business
Services transaction, and the Northstar Customer Information System (Northstar)
replacement. | also reviewed a number of the information request responses
regarding information technology.

Are there sections of the Application for which you are responsible?

Yes. | will be speaking to Chapter 9, as it relates to Accenture Business Services
and Northstar.

Does this complete your direct testimony?

Yes.

BC HYDRO 2004/05 AND 2005/06 REVENUE REQUIREMENT APPLICATION



BC Hydro Supplemental Evidence
Direct Testimony of Dennis Maniago

State your full name and position please.

My name is Dennis Maniago, and | am Vice-President, BC Hydro Field Services.

What is the purpose of this direct testimony?

This evidence is supplemental to my direct testimony filed on March 29, 2004,
and is meant to respond to questions raised by intervenors regarding the
participation of the Line Contractors Association (LCA) in this proceeding.

What is the status of LCA participation in this proceeding?

As | understand it, the LCA has withdrawn its evidence and its information
requests in this proceeding, but remains an active intervenor. Their withdrawal of
evidence and information requests follows on an arrangement that Field Services
(on behalf of BC Hydro) came to with the LCA regarding work allocation.

What is the nature of the arrangement referred to?

The arrangement is captured in an agreement attached to this testimony as
Appendix A. The essence of the agreement is that Field Services agrees to put a
ceiling on the number of Power Line Technicians (PLTs) it employs, while the
LCA agrees to maintain capacity sufficient to perform the work Field Services
anticipates requiring. In particular,

e Field Services will keep a core staffing level of 370 regular PLT positions,
and agrees to reduce the number of contingent PLTs from 55 to 40 (over
the past 3 years, Field Services has employed an average of 47
contingent PLTs);

o Field Services is not limited in hiring or developing apprentices;

e The vast majority of work assigned to contractors will continue to be
procured through a tendering process; the remainder of the work (typically
emergent work) will be priced at a negotiated rate with all contractors (the
same rate);

e If contractors are unable to meet the work supply requirements of Field
Services then Field Services may, with three months notice, increase its
staffing above what the agreement provides for;

o The term of the agreement is three years, effective June 1, 2004, subject



to a Commission determination that it is not in the interests of BC Hydro’s
ratepayers; and

e There will be ongoing regular meetings between the LCA and Field
Service representatives to review items of mutual concern and work
allocation—both volumes and cost.

Why did Field Services enter in to this arrangement with the LCA?

Field Services manages three pools of labour resources — internal regular core
staffing, internal contingent (temporary) staffing; and external contractors. |
believe that this strategy allows us to retain sufficient flexibility to respond to
differing work volumes while ensuring costs to our ratepayers are kept as low as
possible over the long term. It does so by creating a healthy competitive tension
amongst the participants for this type of work. The result is that BC Hydro is a
leading North American performer in a number of cost metrics.

The arrangement with the LCA is simply a more formalized continuation of this
strategy. It provides a higher degree of certainty for both the LCA and Field
Services, which | believe will allow Field Services to increase the value of the
pool strategy described in the previous paragraph.

Why has Field Services entered into the arrangement with the LCA at this time?

Field Services and the LCA have for some time been discussing the merits of a
more formalized arrangement. This revenue requirement proceeding, and the
awareness of both parties that contractor allocation issues had taken up
significant time and resources in BC Hydro’s last revenue requirement
proceeding, provided us with an impetus to come to an arrangement that made
good business sense sooner rather than later.

Does this complete your supplementary testimony?

Yes it does.



Agreement Baetween
BC Hydro/Line Contractor's Association of B.C.

This agreement dated and agread 1o on April 19, 2004 is as follows:

¢ BC Hydro's number of active PLT's at CBU will bs no more than 40.

« Core staffing of PLT's will go from 370 in regular ang &5 in CBU to 370 regular and
temporary and 40 in CBU, for a total of 410, from 425.

¢ This agreement is {o be for 3 years and during this 3-year period the above numbers
will not be exceeded with the exception of PLT Apprentices. However, If an
apprentice assigned to CBU acts as a joumeyman they are to be congidered part of
the 40 count.

¢ Minimum 2 PLT's from CBU will be reduced in each of the following areas, Prince
George, Vemon and Vancouver [sland. |

o LCA to withdraw BCUC application and evidenca and may atiend hearings, also BC
Hydro not to proceed with rate hearings as it pertains to this application (e.g. BC
Hydro not to promote CBU or Field Services at LCA's expense),

« BC Hydro agrees to work with the LCA to develop a communication strategy and
meet quarterly to address issues related to work sliocation and or other items of
concem.

The 3-year term will be continued provided that the Contractor community meets BC
Hydro supply needs. if there is a problem with the Line Contractor supply meeting the
needs of BC Hydre and BCTC, BC Hydro will provide written notice to the LCA, three

manths in advance of potential staffing changes. This agreement will be effective Juna 1,

2004. .

This agreament should in no way impede BC Hydro from reducing core and CBU
staffing levels in the event of a reduction of work.

Th ament will be as outlined above subjact to any BC Utikties Commission
terrination that it is not in the interests of BC Hydro's ratepayers.

BC Hydrovics President, Fiéld Services

'Co

(rilzs st _Dpid 23 2004

Date

ctor's Association
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Privileged and Confidential

Statement of Confidentiality

This document contains ideas and information that are privileged and confidential
to BC Hydro and Accenture and shall not be disseminated, distributed, or
otherwise conveyed to any third party without express written consent.

©Accenture 2004 Proprietary and Confidential
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Meeting Objectives

* Review project scope and objectives
» Discuss major findings

* Outline a path forward

©Accenture 2004 Proprietary and Confidential
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Project Context

BC Hydro Field Services commissioned a project to benchmark best-in-
class performance to identify opportunities to improve cost performance
while strengthening service levels.

« BC Hydro is among the leaders in power delivery

*  Continuous improvement is the cornerstone for the
BC Hydro Field Services organization

» Field Services sought to increase operational
learning and identify areas for added improvement
by commissioning an external benchmarking study

* As part of the exercise, Field Services held itself to
a very high standard, benchmarking against
leading high performance companies across the
globe in the utilities, telecom, and services sectors

« Based on this forward thinking approach, Field
Services was able to identify areas for added
improvement so that the company can continue to
outdistance others in the electric utility industry

©Accenture 2004 Proprietary and Confidential
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Benchmark Considerations

Benchmarking is a useful management tool for providing a directional
assessment of current performance. However, care must be exercised in
reaching conclusions due to the inherent difficulties in benchmarking.

Difficulties in Benchmarking

Relevant Peer B BC Hydro has both a unique service area and a T&D structure —
Companies splitting into BCTC, Distribution, Field Services, and Engineering
organizations — that are uncommon to other electric utilities

B BC Hydro must move beyond the Canadian marketplace to obtain
a large enough (i.e., statistically relevant) number of peer
companies to benchmark

valid B Numerous benchmark metrics are available with varying degrees
AB/Ielzghmark of statistical validity; care must be used in choosing metrics
etrics

B Even with valid metrics, benchmark results can vary widely
depending on the metrics selected; use multiple metrics to gain a
more balanced perspective of performance levels

Accurate B Numerous factors make “apples to apples” comparisons difficult
Benchmark = A i treatment
Data ccounting treatments

B Currency exchange rates

B Data is a “snapshot in time” that may reflect unusual or one-time events
©Accenture 2004 Proprietary and Confidential like major storms, non-seasonal weather, or major IT transition period
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Project Overview

The Benchmarking Project is a critical step for BC Hydro Field Services
to achieve its vision of becoming commercially viable.

Project Objectives Expected Benefits
» Provide defined metrics for » Leadership in cost, service levels,
workforce efficiency and and practices

internal client satisfaction
+ High level understanding of current

» Complete directional performance relative to others
benchmarks and expand
through market comparisons » Operational learning of practices
that high performing field service
+ |dentify target areas for organizations employ
improvement

» Fact-based change platform for the
» Focus on operational learning, Field Services organization
not just the numbers

©Accenture 2004 Proprietary and Confidential
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Approach

A three prong approach was used to assess Field Services performance
and to identify target improvement areas using benchmarking analysis,
Accenture diagnostic toolsets, and market comparisons.

Benchmark
Project

Benchmark Accenture

Evaluations Field
Services
Diagnostic

» Past BC Hydro reports * Proprietary diagnostic tool

* Industry and trade associations » Used to assess work
management capability and
field force effectiveness
against leading practices

* Accenture studies and surveys

» Economic Value-Added (EVA)

financial analysis » Conducted 12 interviews

w / Field Services personnel

©Accenture 2004 Proprietary and Confidential

External
Market
Comparisons

« Site visits and / or information
exchanges w / 6 high performing
field service organizations

» Used to identify and validate
leading ideas and practices from
high performance companies

» Focus on operational learning
and target improvement areas
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Key Findings and Conclusions

Our comprehensive approach found Field Services to be a competitive
service provider, but there are major opportunities to improve workforce
efficiency that could generate $18 to $30 million in added value.

Workforce Efficiency

®  Benchmarks suggests BC Hydro has a solid cost position driven by leading practices in Field Services (1Q in
Distribution, Contractor Usage, Vegetation, Vehicles / Worker), low wage rates, and a favorable currency rate

®  However, a closer analysis reveals Field Services lags many in the industry in workforce efficiency (3Q/4Q in
Time on Tools, T&S staff levels, overtime). Fortunately, major opportunities exist that can help improve worker
efficiency and substantially lower Field Services’ cost structure.

® A comparison of Field Services business practices with other companies and industries suggests that up to 60 - 90 minutes of

improvements in job site time exist to move Field Services from a 3Q/4Q ranking to 1Q
Field supervision is a key driver of crew productivity that Field Services can better leverage to improve performance

Based on staffing benchmarks, Field Services may be able to operate with a leaner workforce augmented by contractors in
both the Transmission and Stations areas (3Q/4Q ranking)

®  Preliminary findings suggest Field Services may be able to save $1.5 to $3.2 MM/year by better managing overtime (3Q/4Q)

A financial breakdown found contractor spending is a major value lever — equaling 25% of Field Services’ annual expenses —
which others have been able to manage through procurement efforts for significant cost and service level improvements

Internal Client Satisfaction

®  Market comparisons found crew performance measures help drive worker productivity. However, many high

performers have abandoned or do not use SLAs. As a result, FS should take care in developing detailed SLAs.

®  More important — trouble response is an improvement opportunity for BC Hydro, with the key drivers being
outage to dispatch and dispatch to crew arrival

©Accenture 2004 Proprietary and Confidential 8
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T&D Cost Structure

Benchmark data suggests that BC Hydro has a solid cost position in the
industry driven by leading practices in Field Services, low hourly wage
rates, and a favorable currency exchange rate.

Cost Drivers

T&D Expenditures Per B Field Services’ leading practices
Retail Customers * 1Q Distribution / Field Services Costs
#4307 1Q 2Q 3Q 4Q — Smaller crew sizes (typically)

$400

— Flexible CBU workforce

$350 - — Strong contractor usage

$300 -

— Customer options to perform work
® 1Q T&D Vegetation Mgmt Costs

® Low Fleet Cost (1Q in Fleet Expense as
Percent of Total T&D O&M Expenses)

® Impressive Time & Attendance

$250
$200 -
$150 |
$100 -
850 1 B FS skilled hourly wage rates - 27%
below benchmark survey average

$0 -

B BCH costs based on Canadian dollar
equal to US$0.679 — near 25 year low

Source: 2003 PA Consulting T&D Benchmark Survey, Yahoo! Finance (CDN$=US$0.763), Accenture analysis. 9
©Accenture 2004 Proprietary and Confidential
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Time on Tools

A comparison of Field Services business practices with other companies
and industries suggests that up to 60 - 90 minutes of improvements in job

site time exist. _
Supporting Reasons

B Benchmarks. Data suggests Field

Typical Distribution Lineman’s Day Service§ can increase PLT job site (i.e.,
- Job Site Time - productive) time by 1.2 — 1.8 hrs / day
90%1 1@ 2Q 3Q 4Q

80% W1.8 hrs |1.2 hrs
70% 1

B Field Services Practices. Accenture
diagnostic and market comparisons
found several improvement areas to
realize increased FS “time on tools”

* Field supervision (field time, skills, tools)
» Crew performance metrics

* Work planning and scheduling

» Materials / Vehicles

60% -
50% -
40% -
30% -
20% -
10% A

0%
/1 - FS Distribution PLT

B - FS Weighted Average B Industry Analogs. A number of field

service providers have demonstrated
Source: PA Consulting T&D Benchmark Survey, Accenture Delphi Study with . .. . .
Field Services 1st Line and Area Managers, Accenture analysis. ma_lor prOd UCthlty gaInS are achievable
« Top Decile Electric Utility (4.5 hrs / day =>
5.5 10 6.0 hrs / day)

» Large Telecom Company (3.5 jobs / day

=> 4.5 jobs / day) 10
©Accenture 2004 Proprietary and Confidential
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Field Supervision

Field supervision is a key driver of crew productivity that Field Services
can better leverage to improve overall cost and service level performance.

Span of Control = Field Time

* High performers all reported field presence of
crew supervision is “extremely effective” in
driving crew productivity (scored 5 out of 5)

« Field Service significantly lacks 1%t line
managers’ time managing crews in field
compared with high performing organizations
(FS = 20% vs. High Performers = 50+%)

* Field Services also lags higher performers in
the number of days per week that 15t line

Line Workers Per Field Supervisor managers are in the field — 2.5 vs. 5 days/wk

Urban Co X
Rural Co
BCHFS
Electric Co A
Urban Co Y

Electric Co B
T&D Contractor

Percent of 15t Line Manager’s Time Spent in Field
B Leadership Skills

60% « Common hurdle is promoting supervisors from
trades for job requiring different skills
* Many high performers emphasize better

Telecom

T&D Contractor

Electric Co A . .. . . . .
selecting, training, and investing in supervisors
Urban Co X to help lead, coach and motivate crews
Urban Co Y * FS may be able to establish similar programs
BCHFS ]
R B Supervisor Tools
ural Co i
* Crew performance measures are critical tools
%Time Spent on Crew Management (i.e., coach / manage crew that high performers use to set expectations
performance, visit crews at work sites, complete safety checks, discipline workers) and manage both crews and field supervisors
Source: Accenture 2004 survey and market comparisons with field service e FS 1stline managers can benefit from

organizations, Hal Vatne — Manager of Strategic HR Field Services.

©Accenture 2004 Proprietary and Confidential development of crew performance metrics 11



Privileged and Confidential

Staffing Levels

Based on staff benchmarks, Field Services may be able to operate with a
leaner workforce augmented by contractors in both the Transmission

and Stations areas.

Transmission Company Field FTE’s
per 100k Customers
2Q 3Q

25 A 1Q 4Q

T&D Station Company Field FTE’s
per 100k Customers

45 4 1Q 20 3Q 4Q

0 N
22 - BC Hydro

Source: 2003 PA Consulting T&D Benchmark Survey, Accenture analysis.

©Accenture 2004 Proprietary and Confidential

Comments

Benchmarks. Transmission and Stations
staff levels consistently benchmark in the
3Q/4Q across different metrics (e.g.,
customers, assets, or equipment)

Multi-skilling. Unlike FS, many high
performing companies use multi-skilled
workers (e.g., T&D lineman, Relay and
Communications techs) to increase
worker flexibility and lower staffing needs

Contractor Usage. Transmission and
Stations have opportunities to increase
contractor usage to be more in-line with
industry

12
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Overtime Hours

Preliminary findings suggest Field Services may save $1.5 to $3.1 MM by
reducing overtime for Transmission and Distribution workers.

Transmission Craftsmen Substation Craftsmen
(Hours Per Year) (Hours Pe.r Year)
807 10 ;20 ;  3Q ; 4Q 4507 10 2Q 3Q 1Q
700 +

$15 '?IM Note: Further analysis is

suggested to determine
nature and frequency of
overtime drivers. As an
example, one-time events
like 2003 forest fires may
have caused greater OT
hours than normal in
Transmission.

600 -

500 -

400 -

300 -

200 -

100 4

Distribution Craftsmen

(Hours Per Year)

700 + 1Q 2Q 3Q

1 4Q
1
600 ~ :

500 | '$1.6 MM

1
400 - 1
1

300

—FS Target

200 -

100 A

Source: PA Consulting q:ield Services Benchmarking Study, BCH data taken from Payroll system from December 01, 2002 to November 30, 2003
= - BC Hydro Transmission savings: (690hrs -289hrs)=401hrs*67 IBEW Emp = 26,867hrs*$28*2 = $1,504,552
Clerical savings: 110hrs-88hrs=22hrs*190 OPE Emp = 4,180hrs*$15*2 = $125,400 13
©Accenture 2004 Proprietary and Confidentialransmission, distribution and substation hours per employee are for all IBEW employees in the respective areas
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Fleet Management

BC Hydro is a generally a better than average performer in terms of

relative fleet size and fleet expenses compared to industry peers.
Fleet Expense per Total T&D O&M

Expense
Note: Fleet Expense includes direct labor (foreman, 045 1 1Q 2Q 1 3Q | 4Q
mechanics, admin & support, other), contract labor, 1 1 1
contract services, parts & equipment, fuel, depreciation 0.4 1 1 1 1
(for purchased vehicles), leases for vehicles and 1 1 1
equipment, Mgmt & Admin expenses, and Other 0.35 1 1 1 1
1 1 1
0.3 1 1 1
1 1 1
0.25 - ! ! I
_ 1 1 _
. . J 1 1 .
Vehicles per Field FTE 02 ! ! Fleet Expense per Vehicle
. . . 0.15 - . . .
81 1Q 20 3 7 4Q X X 3500071 19 ;2 P 3Q I 4
1 1 1 0.1 4 1 1 1 1
7 A 1 1 1 I 30000 - 1 1 1
I I I 0.05 4 1 I I I
6 1 1 1 I 1 1 1
1 1 1 0 I 25000 - 1 1 1
1 1 1 1 1 1
5 1 1 1 . . . 1 1 1
) ! ! ! Fleet Expense per Distribution 20000 1 ! ! !
| 1 1 1 T B 1 1 1
! ! ! . Custqmer 15000 ! ! !
3 A 1 1 [ 50 1 1Q 1 2Q 1 3Q 4Q 1 1 1
1 1 1 1 1 1
2] | ] I 45 1 ' ' 10000 | |
1 : 40 1 : : 1
] 5000 -
| {11 NI il
1 1
0 - [ 30 1 1 e R EEE L E N EEELEE s =S TR
1 1
1 1
1 1 -
1 1
1 1
1 1
1
|

Source: Eric Perkins | |

Vehicles include trailers
B -BC Hydl'O Fleet Expense is the sum FS, DLOB, and BCTC fleet allocations annualized from 9 month December 2003 data 14
©Accenture 2004 Proprietary and Confifié&ifldi TEs approximated by adding IBEW employees from FS, BCTC and DLOB (from December Head Count report)
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Contractor Spend

A financial analysis found contractor spending is a major value lever —
representing 25% of Field Services’ annual expenses — that others have
managed through procurement to gain cost and service improvements.

Field Services FY03 Financial Breakdown

$249 MM $62 MM
100% T
1 Misc.2 Other
J Services'
Materials
] Vehicles Vegetation
Contractors
75% +
$28 MM
External ¢ )
Contractors
o L
50% CBU Labour
1 Labour-
7 driven <
{1 Expenses) Non-
i Vegetation
259 1 FS Contractors
5% Era[::g)lfjt:e ($34 MM)
0% -

Expenses External Contractors

' Other Services includes Internal and External Services but excludes Contractors & Outside Services
2 Miscellaneous expenses include Buildings & Equipment ($2.2MM) and BCH charges ($1.7MM)

Source: FY03-09 Consolidated Dec 11-03 Final.xls, Field Services Reporting Cube —
Cognos PowerPlay, Grant Baxter — Field Services, Accenture analysis.

©Accenture 2004 Proprietary and Confidential

Contractor Spending

At $62 million, external contractor
spending represents 25% of the total
annual expenses for Field Services

At $28 million, vegetation management
is the third largest expense item after
FS employee and CBU labour costs

With over 60+ tree trimming contactors,
Field Services may benefit from
consolidating its number of contractors

Accenture procurement engagements
have typically resulted in 5% — 10%
savings on clients’ contractor spending

15
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Performance Management Frameworks

Evidence from market comparisons found crew performance measures
help drive productivity. However, most high performers have either
abandoned or do not use service level agreements.

Crew Performance Measures Service Level Agreements (SLASs)
B Crew performance measures were often cited in B The UK marketplace has experimented with
benchmark studies and market comparisons as a service level agreements early in its deregulated
“practice that makes a difference”. Many high history for electric, gas, and water utilities

performers had strong compatible units program.
B Today, most of these companies have abandoned

B Examples service level agreements
« One peer’s 1% line managers meet w/ crews » Created significant overhead burdens
to review quarterly performance scorecards - Was an artificial exercise in pricing between
measuring safety, attendance, callout internal groups (asset mgr and field services)

availability, and productivity
* Another peer uses metrics for resource

* Introduced and reinforced bad behaviors

SUP?"ViSO"S’ crew supervisors & crews. B Instead, companies have moved to a set of key
Metrics focus on actual man-hours compared performance indicators (KPIs) focused on asset
to estimates, in-service dates met, #work management and field service with each group
requests that failed in auto-close, % pre- accountable to manage to their own set of KPls.
checks done on-time, safety, absenteeism

» Telecom company focus on number of good B As aresult, FS should take care in developing
jobs completed per day per technician with detailed SLAs with internal clients
simple definitions and straightforward - Keep simple, pragmatic and have KPIs driven
calculations for workers to understand into the organization — OR ELSE —

« Abandon in favor of other mechanisms 16

©Accenture 2004 Proprietary and Confidential
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Trouble Response

Field Services could improve its lagging trouble response times by
focusing on outage-to-dispatch and dispatch-to-arrival times and
adopting new staffing practices and employee incentives.

— Distribution Practices to Reduce Response Times —

Current Field Service Practices

New Practices to Consider

Staffing « On-call staff after hours (weekends only)

= 2" shift / overlapping coverage
(Lower Mainland only)

= Redeploy Construction and Maintenance
crews

= 1-man crews take trucks home
(Limited to standby FS personnel)

= 7 Days / Week staffing
(Lower Mainland only)

= On-duty trouble crews <«— Ratedasa

= 24x7 trouble response staffing Distribution
in most areas fl’\;ai(tlce that
akes a
= 24-hours on-duty crews Differonce”

= Flexible shift starts
= 4x10-hour shifts

Employee
Incentives

« Minimum response times
=« Mandatory rotation (driven by OT)
« Use contractors

=« Performance measured by length of time
to respond

= On-call personnel get paid for standby

= Minimum percent of callouts to be met
= Voluntary rotation

« Automated callout system

= Bonuses for callouts

Source: January 30, 2004 conversation with Earl Lockhart, 2003 PA Consulting T&D Benchmarking Study, past Accenture reports, Accenture analysis.

©Accenture 2004 Proprietary and Confidential
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Market Comparisons

Six market comparisons were conducted to identify and validate ideas and
leading practices from the high performance companies around the globe.

Key Findings and Conclusions

v Strong program management with committed executive
sponsorship is critical to drive lasting change and capture
material benefits from business transformation projects

Global Market Comparison Regions

v Investment in field supervision gives these former technicians
greater ability to lead and in turn coach and develop their
workforce to achieve higher performance levels

v Work planning and scheduling (e.g., CUEs, centralized
scheduling, visibility of work across the system) are key
building blocks to managing a field services organization

-«
* (

v Workforce flexibility is needed to adapt to new business
environments and challenges
- Multi-skilled workers (T&D lineman, technicians, gas/electric)
- Job site reporting / take-home vehicles / traveling crew
- Headquarters model (location, staffing, response time)

v Performance reporting capabilities provides focus and attention
to set expectations and improve overall performance
- Overtime targets
- Quarterly crew scorecards
- Service level agreements / key performance indicators

v Technology is a major benefits driver but must be balanced with
organizational readiness to adopt and use these tools (e.g.,
WMS, scheduling, mobile computing, GPS, etc.)

[ - Regions where market comparison companies operate v Service level agreements need to be simple, pragmatic and
have key performance indicators driven into the organization
OR ELSE should be ABANDONED due to excessive

©Accenture 2004 Proprietary and Confidential administrative burden and promoting unintended behaviors 18
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Major Gaps — Initiatives Alignment

KEY
@ nitiative Fully Addresses Gap

O Initiative Partially Addresses Gap
O Initiative Does Not Address Gap

@ Initiative Negatively Impacts Gap

Workplace Accommodation —
Tools Management —

Non-union Job Roles —.

Collective Agreements —

Time Capture —

Work Management —
Manage Training —
Vehicles Utilization - Financial
Product Costing (BCTC) - Training
Operationalize SLAs — Mgmt
Report

Time on Tools

Field Supervision

Staffing Levels (T&S only)
Overtime

Contractor Spending

Crew Performance Measures
Service Level Agreements

Trouble Response @ O O O O

©Accenture 2004 Proprietary and Confidential
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Recommendations

A two-step approach is recommended that leverages the current
Transformation Program and launches four new initiatives to close
the major gaps.

Recommendation

Gap Closure Strategy

Description

Leverage Set Program Direction Establish clear direction with specific measures to be achieved by the
Current Program (e.g., target $15MM expense reduction, raise crew productivity
Transformation by 1 hr, increase managers’ time in field to >50%, cut trouble response
Program by 30 minutes) to help guide and align individual project initiatives
Revise Project Scope Re-scope project initiatives as appropriate to close major gaps identified in FS
and Objectives Benchmark Project like crew performance metrics or compatible unit estimates
Manage Project Review common objectives and shared dependencies among projects to
Interdependencies strengthen alignment and build awareness (e.g., 1st line manager time in field)
Commit Appropriate Evaluate requirements for project initiatives to help balance scarce resources
Resources (people, time, dollars) and ensure timely and successful project deliverables
Launch T&S Staffing Levels Based on high-level benchmarks, re-evaluate leaner staffing levels, increased
New Project (Resource Balancing) contractor usage, and planned retirements in Transmission and Stations
Initiatives

Contractor Procurement
and Management

Given 25% of FS expenses are spent on external contractors, structure initiative
to review contractor procurement and contractor management opportunities

Materials Management

Address materials management issues cited in FS Distribution interviews to
improve material availability and increase overall crew productivity

Trouble Response

©Accenture 2004 Proprietary and Confidential

Pursue changes to substantially reduce customer outage to restoration times
20
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Value Potential

Field Services may be able to generate $18 to $30 million of added value
per year by closing major gaps to improve time on tools, drive down
overtime, and increase its effectiveness in contractor management.

Range of Value Potential

Low End High End
Estimate Estimate
Time on Tools $15 $21
Labor $12 $16
Vehicles $3 $5
Overtime $1.5 $3.1
Contractors $1.7 $6.2
Total $18.2 $30.3

©Accenture 2004 Proprietary and Confidential 21
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Path Forward

= Develop an action plan to take project recommendations forward and
realized expected business benefits

= Balance push for performance improvements against need to fund project
recommendations in terms of people’s time, money, and new technology
investments

©Accenture 2004 Proprietary and Confidential 22
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Appendix

©Accenture 2004 Proprietary and Confidential 23
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Average Hourly Pay Rate

Field Service consistently scores among the lowest utilities for average
payroll rates ($US per hour) across multiple craft positions.

Journeyman Lineman (PLT) Journeyman Cable Splicers Groundmen
09 19 0 Q- 1Q 40 Q ;2 Q7 4w« 07 19 2 30 4Q
1 1 1 1 1 1 1 1 1
35 A 35
| | | | | | 25 1 | | |
30 1 1 1 30 4 1 1 1 1 1 1
1 1 1 1 1 1 1 1
1 1 1 20 - 1 1
25 - I 25 4 1 1 1
[ 1 1
20 - ! 20 - ! ! 15 A
[ 1 1
15 : 15 : |
I 1 1 10 A
10 A b 10 A ' X
[ 1 1 54
5 | 5 1 1
[ 1 1
0 | | | 04 1 1 04
Substation Electrician Relay Technician Communications/SCADA
Technician
%17 1@ Q 3Q 4Q 457 Q Q 3Q 407 Q Q Q7 4
1 1 1 40 1 1 1 1 1
30 1 1 1 1 1 35 1 1 1 1
| | : . ! | | |
25 1 1 1 1 1 30 1 1 1
1 1 1 1 1 1 1
1 1 1 1 25 A 1
20 A 1 1 1 1 1
1 1 1
1 1 1 : 20 1 :
15 1 1 1 1 1
1 1 1 1 15 A 1
1 1 1 1 1
10 1
: : : : :
5 : : : : 5 :
1 1 1 1 1
0 1 1 1 1 0 4 1
Source: PA Consulting Field Services Benchmarking Study P -BC Hydro
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Typical Distribution Lineman’s Day

A review of the typical lineman’s day suggests Field Services is lagging the
1Q performers by 1.2 to 1.8 hours per day.

Job Site HQ/Job Prep/Safety
100% 7 1Q 20 30 © 40 30% 7 10 P2, 3, 4«
90% 4, 1.8hrs 1 1 1 : : :
! f 25% -
so% |Y @ 1.2hrs ! ! ° ! ! !
1 1 1
70% 1 | : 20% | | | |
60% - ! ' ! !
50% - 15% A ! !
40% A ' !
10% - .
30% - !
1
20% - 59 | !
10% A :
0% | 0% HHUENUNNUNUUDON !
Travel r Other
eaks
30% - 1Q ; 2Q 3Q ; 4Q 12% -+ . . . 16% -
1 1
! ! 14% A
25% . . 10% A
: | 12% -
20% A 1 1 8% A
I 1 ° 10% A
1 1
15% ' ! 6% 8%
1
1

6%
10% - °

4%
5% - Il‘ 2% -
0% HEEEIENENN NN ERIH N B EE 0% - 0% -

1 - BCH Distribution Note: In the absence of reliable hard data, a Delphi Study was used to estimate the typical FS employee’s day (see appendix).

. -BCHFS Average Source: PA Consulting Field Services Benchmarking Study, BCH response based on average values from stations, distribution, and 25
©Accenture 2004 Proprietary and Confidentiansmission crew typical day responses, Accenture analysis.
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Accenture Field Services Diagnostic

This page intentionally left blank.
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Accenture Field Services Diagnostic

This page intentionally left blank.
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Transmission Staffing Levels

Benchmark data suggests both Field Services and BCTC have opportunities to
streamline their workforces given their 4Q rank in Transmission staffing levels.

Transmission Field FTE’s per Transmission* FTE’s per 100k
. o 100k Customers Customers
Note: Tramsmissionzs\ 1 ;2 ;w0 ;40 A
staffing from BCTC : : %0 | : : :
and Field Services 20 1 ' ! ! ! !
1 1 25 1 1 1
1 1 1 1 1
151 : : 20 1 : : :
1 1 1 1 1
| | 15 - | | |
101 : : 1 1 1
| | 0 | | :
5 | 1 1 1 1 I
| | 51 | | :
1 1 1 1
0- ! ! 04 1 I
Transmission* FTE’s Transmission* FTE’s Transmission* FTE’s
per $100k Transmission Plant in per MWh Transmitted per $100k Assets
00257 10 | ®ervice X 4Q 0907 19} 20 ;3@ ; 4Q 00251 19 ; 2 ; 3 4Q
! 0.80 -

0.020 - 0.70 1 0.020

0.60 -

0.015 A 0.015 1

0.50

0.40

0.010 A 0.010 +

0.30 4

0.20

0.005 - 0.005 -

0.10 4

0.000 - 0.00 - 0.000 -

== - BCH Source: PA Consulting Field Services Benchmarking Study, Accenture Analysis 28
©Accenture 2004 Proprietary and Confidenti&ITE’s are company employees only (contractors are excluded)
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Stations Staffing Levels

Benchmark data also suggests Field Services has a higher station
staffing level than others when viewed on an equipment basis.

Company FTEs Per
Circuit Breaker

Company FTEs Per
Transformer Bank

Company and Contract FTEs Per
Total System MVA

mun Elsffing Leyval T

[ ey ey

pr——— — - =

l = BC Hydro

©Accenture 2004 Proprietar;} é.r.ld Confidential S

Observations

B Several factors appear to suggest
BCH FS may require less stations
personnel than a typical utility

» BCH operates newer, larger, higher

voltage stations than most utilities and
has less substations to service

* BCH planned frequency of O&M
activities was reported as multiples
lower than a typical utility’s cycles —
leading to lower work volumes

* However, EHV stations likely have an
impact on BCH FS staffing levels

B Total System MVA may not be an
accurate staffing driver for BCH FS

* BCH has highest percent of station
capacity >500kV of all respondents

* BCH only utility with majority of its
station capacity >500kV

* Therefore, BC Hydro is an outlier that
is likely favored by Total System MVA ,q
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Employee Demographics

Field Services has a choice in how it will be impacted either positively or
negatively by its employee demographics and expected retirements.

Observations

B Field Services faces a many risks with upcoming
employee retirements
Retirement Eligibility VS. NOI‘I Eligible over Time o Large emp|oyee turnover (~4O(y0 in3-=-5 yrs)
» Loss of critical skills and experience
* Remaining workers challenged to meet work

1;88 119% 36% 44% 61% levels with smaller staff (“Do more with less”)
1000 - ¢ i ® A number of responses are available to address
800 - the expected loss of employees to retirement
600 - * Increase overtime hours
400 - * Hire new employees
200 - * Rely on more contractors

0

B However, retirements also present an opportunity
to improve workforce productivity
» Recruit “right” people to build a competitive
culture

* Restructure workforce and skill mix to better
Source: Maureen Bone, Data from December 1, 2002 to November 30, 2003 align to future work demands
Retirement eligibility based on early retirement eligibility for unreduced pensions * Introduce new technologies and ideas to
increase efficiencies and services

M Non Eligible m Eligible

B Field Services recognizes these challenges and
has a staffing strategy in place

©Accenture 2004 Proprietary and Confidential 30
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Unavailable Time

Field Services has a major challenge to overcome with the large amount
of time its workers are unavailable during the year.

120% - Annual Worker Availability
Key Findings
Typical Utility OvertimeT
BCH 0ve,.ﬁmeT B Field Services has a very high
100% - — rate of unavailability among its
Utilizing a 40 workforce
hour work week « IBEW workers are not
vs. a 37.5 hour . o ;
80% work week available 28% of the time
0 T .
would yield an in a year (>1 day/week)
additional 10% +  Other employees are
Regula Regula Regula of available unavailable for 18% of the
60% r Time r Time r Time time per year time ( ~1 day per week)
o
B Unfortunately, this situation is
unlikely to change in the near
future due to current labour
40% - contract
. B As aresult, it is strongly
Sick 28% 18% recommended that Field Service
20% - Vacation IBEW OPEIU & focus on increasing worker
Banked “Un- Sick M&P productivity to overcome the
4 available | Vacation Vacation Un- very high amount of unavailable
Disability | Holiday time’  [HEIES [ Holida avalllatile time
0% Other Other Other Time
(1] T T T 1
IBE Total OPE Total M&P Total Standard Utility

Source: Based on time reported by Field Service Employees from Dec 1, 2002 thru Nov 30, 2003
Employees reporting <1200 hours and >2000 hours (excluding OT) were excluded from the sample set
Based on 1950 Hours Per Year
Vacation includes regular vacation only, Holiday included statutory holidays only, Banked time off includes all time banks such as overtime, standby, etc., Other includes all other ‘work week’
related categories including jury duty, SWWP days, leave of absence, compassionate leave, union paid leave, shorter work period day off, M&P Y Days, etc. 31
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Sick Leave

An analysis of sick leave reveals Field Services is effectively managing
overall attendance but should explore the days taken by ~10% of employees.

Sick Davs per Person Sick Days vs. Number of People
FS Average 6.7

- 100% 1,591 People 10,580 Days

7. Canada 7.3
N "] Potential

i Province of otent
e [ e ot ocu

| BCH Fiscal |
V&P _ 2003 6.1

T T T T . , 20% |

° 2 4 6 8 10

0% -

# of People # of Days

Number of People Per Category

B 1 Week or Less 01-3 Weeks O 3-5 Weeks @5 or More Weeks

35% - Impressive

Worker Commitment! B FS employees average 9% less sick days compared

ggg 1 to workers in the Canada for Cal survey (average =
100 | 7.3 days)
0 B Potential focus areas for improvement
/\6@} /\6@} ,\o\?} ,\6{2} ,\6{2} ,\6{2} /\0@ /\0@ Qrgo ® ~Bottom 10% FS employees that are
O X b P P P \/\*\Q’ responsible for 63% of all sick days taken
¥ * IBEW (815) workforce

B Reducing IBEW from 8.3 to 7.3 sick days/year
Source: Payroll system, Maureen Bone, Data from Dec 1, 2002 to Nov 30, 2003 increases hours worked by 6’400 that can be used

Canadian data provided by Peter Twidle from Statistics Canada publication to offset any backlog, OT, or contractor Spending 32
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Market Comparison Approach

This page intentionally left blank.
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Benchmark Survey Participants

2003 PA Consulting T&D Benchmark Study involved 43 participating
companies in the electric utility industry.

Participating Companies
1 Atlantic Energy, NJ
2 BC Hydro, BC
3 Baltimore Gas & Electric, MD
4 CenterPoint Energy, TX
5 Commonwealth Edison, IL
6 Conectiv Power Delivery, DE
7 Consolidated Edison Co. of New York, NY
8 Delmarva Power & Light, DE
9 Detroit Edison, Ml
10 Duke Power, NC
11 Entergy Arkansas, AK
12 Entergy GSU-LA, LA
13 Entergy GSU-TX, TX
14 Entergy Louisana, LA
15 Entergy Mississippi, MS
16 Entergy NOPSL, LA
17 Entergy Services Inc., LA
18 EPCOR Power Company, Canada
19 Eskom, South Africa
20 Hydro One, Canada
21 Hydro Quebec, Canada

22 lllinois Power Company, IL

23 Indianapolis Power & Light, IN

24 Kansas City Power & Light, MO

25 Lee County Electric Cooperative, FL

26 LG&E Energy, KY

27 Los Angeles Department of Water and Power, CA
28 Massachusetts Electric Company, MA
29 Narragansett Electric Co., RI

30 Nashville Electric Services, TN

31 Niagara Mohawk, NY

32 Northwestern Energy

33 Northwestern Energy - MT

34 Northwestern Energy - ND

35 NSTAR Electric & Gas Corporation, MA
36 Oncor Energy Delivery, TX

37 PECO Energy Company, PA

38 PEPCO, DC

39 Public Service Electric & Gas Company, NJ
40 Seattle City Light, WA

41 Southern California Edison, CA

42 We Energies, WI

43 Xcel Energy, MN

Source: 2003 PA T&D Benchmarking Final Report

©Accenture 2004 Proprietary and Confidential
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To improve from the “middle of the pack” in outage frequencies, BC
Hydro should seek to reduce tree-related and station incidents.

3 Year Average SAIFI Tree Related SAIFI
47 1@ 20 ; 3Q ; 4Q 047 19 2Q X 3Q 4Q
" ! ! ! 035 ! ! !
1 1 1 1 1 1
1 1 1 i 1 1
31 1 1 1 03 : 1 1
1 1 1 1 1
2.5 4 1 1 0.25 4 1 1 1
1 1 1 1 1
2 1 ! ! 0.2 ! !
1 1 1 1
1 1 1 I
15+ 1 1 0.15 A 1 I
1 i " I
I
1 "HHHH“ ‘ 0.1 4 : : ||
i f I
0.5 1 0.05 - I I
I f I
0 W HUNNNNNA ol I B0 0N
Distribution Line SAIFI Distribution Line & Substation
SAIFI
359 1@ 20 ; 3Q ; 4Q 459 1Q 2Q i 3Q 4Q
1 1 1 1 1 1
34 1 1 1 41 1 1 1
1 1 1 1 1 1
1 1 1 3.5 1 1 1
25 1 1 1 1 1 1
1 1 1 3 1 1 1
1 1 1 1 1 1
2 1 1 1 25 1 1 1
1 1 1 1 1 1
15 I : 21 : : :
1 | | 1 1
14 : . : 1
| <
05 1 X |
! :
o MMNNNNN NN NNNNN SRR | ]
Source: PA Consulting Field Services Benchmarking Study P -BC Hydro 35
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Time on Tools Improvement
(Lowend Estimate)

Available Regular Hours / Year 1,537
Average OT / IBEW 321
Total Available Hours / Emp 1,858
Percent of Day at Job Site 63%
ToT hours per employee per year 1,168
IBEW Employees 796
Total Work Done 929,482
Current ToT Hrs/ Day 4.7
Target ToT Improvement (Hrs) 1.0
Percent Improvement of ToT 21%
NEW ToT per employee 1,415
NEW IBEW FTE's Needed 657
FTE Reduction 139
Percent Reduction in FTE's 17.5%
2003 Labor Expense on IBEW $ 68,274,000
Potential Labor Savings $ 11,949,593
Vehicle Savings
(Lowend Estimate)
Annual FS Vehicles Expense $ 19,768,717
Percent Reduction in FTEs 18%
Potential Vehicles Savings $ 3,460,001
Contractor Spending
FS contractor spend (excl. trees) $ 34,400,000
Percent savings (ACN low estimate) 5%
$ 1,720,000

©Accenture 2004 Proprietary and Confidential

Potential Value Calculations

Time on Tools Improvement

(Highend Estimate)
Available Regular Hours / Year 1,537
Average OT / IBEW 321
Total Available Hours / Emp 1,858
Percent of Day at Job Site 63%
ToT hours per employee per year 1,168
IBEW Employees 796
Total Work Done 929,482
Current ToT Hrs/ Day 4.7
Target ToT Improvement (Hrs) 1.5
Percent Improvement of ToT 32%
NEW ToT per employee 1,539
NEW IBEW FTE's Needed 604
FTE Reduction 192
Percent Reduction in FTE's 24.1%
2003 Labor Expense on IBEW $ 68,274,000
Potential Labor Savings $ 16,482,015
Vehicle Savings
(Highend Estimate)
Annual FS Vehicles Expense $ 19,768,717
Percent Reduction in FTEs 24%
Potential Vehicles Savings $ 4,772,363
Contractor Spending
FS contractor spend (incl. trees) $ 62,200,000
Percent savings (ACN high estimate) 10%
$ 6,220,000
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Potential Value Calculations (cont.)

OT Savings Clerical Reductions - NOT INCLUDED IN SAVINGS
(Assumes centralized scheduling, mobile devices & auto. time report)

Transmission Overtime Savings # OPE (excluding skilled technicians) 110

OT hours per worker per year 690 # scheduling (20 per system) 20

Industry median for OT hours 289 # data entry (1 per HQ 50 less outliers 40

Potential OT hours reduction 401 Scheduling Reductions... 50% 10

OT hourly rate $ 56 Data Entry Reductions .. 80% 32

Number of workers 67 Total Reductions 42

Potential OT savings $ 1,504,552 Available Hours Per Worker 1,537
50% of OPE Group 6 Chargeout rate  $ 33.00

Distribution Overtime Savings Potential savings $ 2,130,282

OT hours per worker per year 389

Industry median for OT hours 300

Potential OT hours reduction 89

OT hourly rate $ 56

Number of workers 327

Potential OT savings $ 1,629,768

Clerical Overtime Savings

OT hours per worker per year 110

Industry median for OT hours 88

Potential OT hours reduction 22

OT hourly rate $ 30

Number of workers 190

Potential OT savings $ 125,400
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1. INTRODUCTION

The outsourcing arrangements between BC Hydro and Accenture became effective on
April 1, 2003. The outsourcing contract (the MSA) effectively transferred responsibility
for provision of a number of “support services” to Accenture Business Services (ABS).
The bulk of the support services involve customer care and the provision and
maintenance of technology based facilities for a number of the utility’s lines of business.
The full extent of the functions affected by the outsourcing arrangement is shown later in
this report as Figure 1.

On January 23, 2003, BC Hydro engaged Douglas Louth Associates Inc. (DLAI) to carry
out an objective review of the outsourcing arrangements the utility was then proposing to
implement with Accenture. We commenced our work on that date and prepared an
interim report on our findings on May 10, 2003. The interim report covered the status of
outsourcing arrangements at the point in time when they were first implemented. The
contents of this report, the issues we than identified and the recommendations we made
for on-going work by BC Hydro were accepted by the utility.

A major finding of the interim report was that, quite reasonably, a number of activities
relating to full implementation of the arrangements had either not been completed by the
first month of operation, or had not had time to mature to a point where our firm could
objectively review the resulting impact. For these reasons, BC Hydro asked DLAI to
return when the arrangements had been in place for six months, at which point we would
complete our work by addressing the outstanding issues. We agreed to do so and
commenced the second phase of our work on October 14, 2003.

Our final findings were presented to, and agreed with, BC Hydro on January 22, 2004.
We have thus reached the final milestone in our assignments at which we are required to
produce this final report.

We recommend that the reader familiarizes him/herself with our interim report before
studying the final report. As a general rule, the issues identified in May 2003, and the
recommended actions to address them, will not be discussed further in this document.
We will only do so where we consider it necessary to support additional findings arising
from follow-up review by our consultants.

It is however appropriate to record the fact that the majority of the issues identified in
DLAT’s interim have been addressed and resolved by BC Hydro to our firm’s
satisfaction. In later sections we will provide commentary to support our opinion that:

e The status of the relationship between the utility and ABS has matured positively and
appears to be working,

e The levels of service being provided to external customers are at least as good as
those achieved by BH Hydro prior to signing of the outsourcing agreement,
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e Costs of service from ABS have proven to be very close to those budgeted by the
utility, and savings over 2003/4 costs forecast by BC Hydro are very likely to be
realized when final numbers are developed for the full fiscal year, and

e No new regulatory issues have been identified and those referred to in the interim
report have presumably been addressed in the utility’s 2004 rate application.

Only two issues identified in our interim report remain to be resolved. These are:

¢ Finalization of a favourable pricing model to be applied in the second year of the
outsourcing contract, starting in April 2004, and

e Rationalization of service level standards to a point at which they become a more
effective tool for monitoring of ABS’ performance.

The rationale for our opinion on these and other issues will be described in later sections
of this final report. Initially however it is necessary to reiterate DLAI’s role in the final
phase of our assignment, the terms under which the overall assignment was carried out,
our qualifications to perform it and the timing of the work.

2. DLAI’S ROLE

DLAT’s role in carrying out the review of the outsourcing arrangements was defined by
BC Hydro upon our engagement in January 2003, during discussions with Mr. Bob Elton
and Mr. Bob Steele. It is described in following paragraphs.

Terms of Reference

1. Review the outsourcing arrangements BC Hydro was finalizing with Accenture in
respect of customer care and support services. We were instructed that this
review was to be carried out at a level sufficient to allow DLAI to provide an
opinion regarding the overall desirability of the outsourcing arrangements from
BC Hydro’s business perspective.

2. Also from BC Hydro’s perspective, review the advantages and disadvantages of
the proposed outsourcing arrangements, to a level of detail sufficient to verify
costs and benefits estimated to accrue to BC Hydro.

3. Provide a formal report specifically directed to the preceding points. We were
instructed that this report should cover the background to the assignment, all
facets of the work and a formalization of DLAI’s findings and opinions.

4. Prepare the formal report on the basis that it may potentially be used as supporting
information in any public discussion of the outsourcing arrangements, or as
evidence to be put before regulatory authorities.
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In fulfilling these terms of reference, DLAI was instructed by BC Hydro to examine
the impact and implications of the outsourcing contract on all lines of business
affected by the ABS arrangements.

In all respects, DLAI was instructed to work as an independent and objective
consultant to BC Hydro and to examine and comment on its findings on this basis.

Our work was to be carried out using a business perspective. We were not required to
assess any wider strategic or political ramifications of the utility’s outsourcing
arrangements with Accenture.

Subsequent to the establishment of the initial terms of reference, it was agreed with
BC Hydro that DLAI’s consulting work should be split into two phases. Further, the
reporting aspects of our work should be split into two parts. Such a split would allow
greater balance to our reporting because we could then:

In Phase One:

e Provide an interim opinion on the Accenture arrangements following contract
signing, but before the arrangements were implemented,

e Produce an interim report for BC Hydro identifying our immediate concerns,

e Provide input to the utility to help it address these concerns.

In Phase Two

e Carry out a further review six months after implementation, when any issues
arising from our interim report would have been addressed by BC Hydro, and

e Produce a final report expressing our firm’s opinion.

In addition to provision of professional opinion to BC Hydro, it was agreed with Mr.
Elton that our work in both phases should also provide information to the utility in
such a way that it could potentially be used in the regulatory environment.
Specifically, our reports should provide reasoned opinion germane to BC Hydro’s
2004 rate submission to the BC Utilities Commission. They would also form the basis
for formal presentation of evidence to the Commission.

Reporting Relationships

Throughout the first stage of our assignment, leading to production of the interim
report, we reported to Mr. Bob Steele of BC Hydro and worked closely with him to
ensure identification and provision of key documents to our team. Mr. Steele also
arranged access to persons it was necessary for us to interview. During the final
phase of the work we reported to Ms. Jay Grewal of BC Hydro

Mr. Gary Sherlock was also heavily involved in making arrangements for many of
our activities, particularly where identification of financial information was needed.
Mr. Bob Elton was our primary contact with BC Hydro’s executive group.
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We were instructed that the majority of the work was to be carried out by DLAI’s
president, Douglas Louth, because he has extensive experience in the outsourcing and
customer care area of the utilities industry. It was considered by BC Hydro that his
qualifications in this regard would be useful in formulating a professional opinion on
the Accenture arrangements.

Since this document will likely pass into the public domain, it is necessary to
formalize Mr. Louth’s credentials to complete the work for BC Hydro and present a
qualified opinion on the outcome. To this end, his professional profile is attached to
this report as Appendix A, and our firm’s broader qualifications are presented in the
next section of this report.

Mr. Louth was assisted throughout the assignment by Mr. Toby Symes, who carried
out work in the areas of costs, budgets and financial analysis, using information
provided to him by BC Hydro. Mr. Symes is a Chartered Accountant and, like Mr.
Louth, was previously a Partner in the Vancouver office of Deloitte and Touche.

DLATY’s Qualifications

DLAI is an international consulting firm specializing in the commercial aspects of the
energy utility industry. Much of its work is in the customer care and technology
areas. In addition to assignments for a number of North American utilities, DLAI has
worked on overseas assignments with utilities in India, the United Arab Emirates, and
Egypt. The firm is an accredited supplier of consulting services to foreign aid
organizations such as the Asian Development Bank and USAID.

DLATI’s president, Douglas Louth has personally carried out previous reviews in the
province of BC relating to outsourcing arrangements similar in nature to the BC
Hydro/Accenture contract. This work has been carried out both for the BC Utilities
Commission and the client companies concerned. The outsourcing arrangements in
question were made between Westcoast Energy and Enlogix and separately between
BC Gas and CustomerWorks. In BC Gas’ case, the outsourcing contract passed to
Accenture when that company later acquired CustomerWorks. Mr. Louth’s expert
qualifications were accepted by BCUC in both of these cases.

Mr. Louth’s expert qualifications have also been accepted by the Ontario Energy
Board, to whom he has provided expert testimony in connection with Enbridge Gas
Utility’s outsourcing of customer care and information technology functions to a
subsidiary of Accenture.

Timing of the Work
Investigative work on the final phase of DLAI’s assignment took place in the months

of October 2003 through January 2004. All BC Hydro documents reviewed by our
consultants during these months were provided with the assurance that they were
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current. All information provided by interviewees in BC Hydro, ABS and other
organizations engaged by BC Hydro in connection with the outsourcing
arrangements, was submitted on the same understanding.

The opinions expressed in this final report are based on DLAI’s perception of the
outsourcing project status that existed on January 22, 2004.

Additional Information

Our interim report described the history of the organizational context in which
customer care, information technology services and other functions were outsourced
by BC Hydro. It also described the information we reviewed in the course of our
work. We do not feel it is necessary to repeat this information in the final document,
with the exception of:

e Figure 1 which shows the services outsourced to ABS and the LOBs affected and,
e Appendix B which provides a synopsis of the outsourcing arrangements.

Both the figure and the appendix have been extracted from the interim report and are
attached only to provide a framework for our final findings.

Figure 1 — Services transferred and LOBs affected

e (Customer Care e (eneration
e Technology Services e Distribution
e Human Resources e Transmission

e Financial Services e Engineering Services
e Purchasing e Field Services

e Disbursements e Powerex

[ ] [

Other Support Services Corporate Resources

It is important to understand the impact of the transfer of these services as it relates to
the day-to-day fulfillment of responsibilities by each of the stakeholders. In
particular, the reader should realize that notwithstanding outsourcing of procedures,
ultimate control of the underlying processes remains with BC Hydro.

Only transactional responsibility for each of these services was transferred to ABS
when the outsourcing arrangement was implemented. The lines of business within
the utility retain responsibility for the functions generating these transactions and the
results of transaction processing. For instance, though customer care transactions are
now handled by ABS, responsibility for overall customer care policy, performance
and service levels is retained by the Distribution LOB within BC Hydro.
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Use of Acronyms

For reasons of brevity, we used a series of acronyms throughout the interim report.
These will be used again in this final document and are shown in Figure 2 on the next

page.
Figure 2 — Acronyms

“BCH” or “the utility” = BC Hydro “DLAI” = Douglas Louth Associates Inc.
“ABS” = Accenture Business Services “LOB” = Line of Business within BC
Hydro
“BCHSAC” = BC Hydro Services Asset “MAS” = Minimum Aggregate Spend (by
Corporation BC Hydro)
“BCTC” = BC Transmission Company “MSA” = The Master Services Agreement
“BCUC” = BC Utilities Commission between BCH and Accenture
“CIS” = Customer Information System

Disclaimer

It is important to note that DLAI’s consultants have made every effort to verify the
accuracy and completeness of documents provided to us, and the comments
expressed by those we have interviewed in the course of our work. However, to a
great extent we have to rely on information provided by BC Hydro and ABS. Our
work does not in any way constitute an audit or a detailed financial analysis of the
outsourcing arrangements. We were not required to carry out such work and do not
intend that it be reviewed as such.

3. SUMMARY OF DLAI’S OPINION

In order to provide the reader with an overview of what is to follow, this section contains
an “executive summary” of our findings. Our intention is to provide only an overview of
the many issues addressed in detail in subsequent paragraphs, together with high level
substantiation of our opinion.

We strongly urge the reader to examine later sections of the document in order to
understand the full rationale for, and extent of, our conclusions.

Our overall opinion is that the outsourcing arrangement with ABS was a desirable
strategy for the utility to pursue. At a minimum-value level, we believe it provides the
mechanism for the utility to avoid inflation and indeed to reduce its current costs for the
services that make up the nucleus of the support provided by ABS. At a maximum-value
level, it allows BC Hydro to manage its overall costs on these services while at the same
time increasing its organizational efficiency and freeing resources to concentrate on its
core business.
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BC Hydro itself set out clear objectives for itself in deciding to outsource a range of
services. We discussed these objectives with a number of persons with whom we
conducted interviews in the second phase of our work. As can be seen from Figure 3, we
believe Hydro’s goals have been substantially met.

Figure 3 — Analysis of BC Hydro’s Objectives

Reduce Operating Costs 90% Yes for 2003 costs. Longer term
depends on management of services
and relationship with ABS

Achieve Positive 81% Yes
Organizational Change

Focus on Core Business 72% Yes

Create a More Viable 28% Yes, but will need continued
Service Cost Structure management

Conserve Capital 6% Yes

In addition, there are many positive aspects of the outsourcing arrangement. BC Hydro
and ABS have now been acting successfully as service partners for ten months. During
this period, the relationship between the two parties has begun to mature positively and a
number of milestones have been successfully passed:

e Service levels to the customer community have been preserved;

e (Costs for those services covered by the outsourcing agreement are close to plan and
budgets for the first year of operation. If the plan is realized for the full fiscal year,
savings over those cost forecast by BC Hydro for 2003/2004 without the benefit of
outsourcing will amount to approximately $ 8.3m or 5.35%;

e The new CIS software system was installed on time (January 1, 2004) within BC
Hydro’s budget;

e (Contract governance processes are in place and are, to a large extent, effective;

e We have been told that customer satisfaction levels remain high, and

e ABS has survived BC Hydro startup and is beginning to expand its business.
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It is fair to say that in January 2003 DLAI was originally skeptical that so much could be
achieved in such a relatively short time. The utility has in fact achieved a smoother
transition to an outsourcing environment than most of DLAI’s previous clients, due in no
small part to its own organization and quality of effort.

In short, BC Hydro has achieved much in the first ten months of the ABS contract.

Notwithstanding its current level of achievement, DLAI believes BC Hydro still needs to
address a number of issues, resolution of which will determine the ultimate level of
success and benefit to the utility’s ratepayers. These issues include:

e Rationalization of service level metrics and demerits to a point where measurement of
ABS’ performance is maintained, but metrics are directly related to benefit to the
utility and its ratepayers;

¢ Finalization of a pricing model favourable to BC Hydro to replace the present
transitional price structure that expires in March 2004;

e Simulation of the impact of predictable marketplace changes over the next ten years
on prices and metrics. This task should be targeted at the desire to ensure that BC
Hydro’s position remains flexible and the overall desirability of the pricing model
remains positive;

e Testing of this new model against comparable charges being incurred by other
utilities who have outsourced comparable services;

e Strict control of costs, additional to those covered in the MSA. These costs can stem
from a number of sources; they can be significant, and they have begun to surface in
the first year of operations;

e Management of overall costs in order to achieve projected savings over the ten-year
term of the ABS contract. Savings should be evaluated against the business case
originally presented to, and approved by, the BC Hydro Board;

e Early preparation of a data base of costs and service levels that can be used in price
and service benchmarks to be completed in 2006;

e Preservation of the greatest possible level of freedom of action available to BC Hydro
in the service areas covered by the outsourcing arrangements;

e Completion of the necessary cultural change within the utility related to the transfer
of responsibilities to ABS, and

e Progress from the present schedule of transitional activities to a more final process;

The body of our report expands upon the reasons for our identification of these issues.
Where appropriate, it also suggests action steps that DLAI feels the utility should
consider in order to address them.

To reiterate, the commentary above is a summary of our opinion. Full details of the
rationale for our statements and the fact base underlying them are contained in later
sections of this final report.
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4. SUMMARY OF WORK COMPLETED IN PHASE TWO

At the beginning of the second phase of the project, Mr. Louth and Ms. Jay Grewal of BC
Hydro jointly prepared a work plan to address the completion of DLAI’s assignment.
This work plan is attached for reference as Appendix C.

In summary, there were four major stages of work, namely:

1. Review of new documentation. A list of the new documents reviewed in the course
of the second phase of our work is shown as Appendix D.

2. Interviews with managers at BC Hydro and ABS. An interview list is attached as
Appendix E. All interviews were conducted during the period October through
December 2003. In many cases, follow-up interviews were required to verify
findings following initial interviews. These took place during November and
December 2003, and January 2004.

3. Analysis of data and development of draft final findings. A draft of our findings
was discussed with BC Hydro at review sessions held on January 19 and 22, 2004.
During these discussions, we took the opportunity to verify the accuracy of the facts
underlying our findings.

4. Preparation of the final report. The content and conclusions of the report were
discussed, and the related facts verified, during further meetings with BC Hydro in
mid-February 2004.

Our work on these tasks was not necessarily consecutive in nature. We discussed our
findings as they emerged and continually back-tracked to verify our fact base and seek
BC Hydro’s response to our conclusions. This allowed us to develop a high level of
confidence that our ultimate opinions are based on a correct reading of each situation.

We gratefully acknowledge the full cooperation we received from managers and staff at
BC Hydro, ABS, Accenture and other parties involved in the outsourcing project. As a
result of their participation and assistance, we are confident that we developed a fact base
that is sufficiently comprehensive to support the opinions contained in both of our
reports.

5. ORGANIZATION OF FINAL FINDINGS

Again, we will not repeat the conclusions regarding the initial status of the outsourcing
arrangement that were covered in our interim report. To achieve complete understanding
of our opinion, we urge the reader to review the interim document before reading this
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final report. Only in this way can a complete understanding of DLAI’s response to its
terms of reference be achieved.

In subsequent sections of this report we will describe our understanding of the status of
the outsourcing arrangements as at January 22, 2004. In presenting our overall findings,
we will identify issues that we feel either influence the efficacy of the current contractual
arrangements or have not currently been addressed.

In the course of examination of these issues, for each area identified we will address the
status, the potential impact for BC Hydro and our findings. Where appropriate, we will
provide BC Hydro’s response in situations where it does not agree with our findings.
Lastly, again where appropriate, we will summarize activities that we feel BC Hydro
should undertake to continue to monitor and manage the outsourcing agreement.

6. ISSUES OUTSTANDING FROM DLATI’S INTERIM REPORT

In our interim report presented in May 2003, DLAI identified a number of issues that it
contended could not be thoroughly reviewed until more time had elapsed and the service
being provided by ABS had matured to a more final status. These issues are restated in
Figure 4.

Figure 4 — Residual issues from interim report

Overall status of BC Hydro’s relationship with ABS 8,09, 13
Levels of service being provided by ABS 8,9
Impact of transitional pricing model 8,10, 12
Effectiveness of the (then) new relationship governance model 8,13
Progress towards more comprehensive service level standards 8, 13
Potential impact of any special regulatory issues 10

Ten months have now passed since the implementation of the outsourcing agreement.
Both BC Hydro and DLAI now have a considerably better appreciation of the
deliverables from the relationship and it is appropriate for us to revisit the concerns
expressed in our interim report and to identify any new issues that have emerged.

Residual Issues That Have Been Resolved
Based on our most recent review of the outsourcing status we believe that, in four of

the areas noted in Figure 4, residual questions have been resolved and the topic no
longer represents an issue.
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Based on interviews with both parties, the status of the relationship between BC
Hydro and ABS remains generally positive and the governance model appears to
be working as well as could be expected. In our interim report we stated our opinion
that “BC Hydro is vulnerable unless it can quickly establish contract management
procedures.” We are pleased to report that the utility did indeed establish such
procedures and they appear to have been initially effective in measuring ABS’
services and protecting BC Hydro’s interests. As an example, in December 2003 the
utility discovered an error in ABS’ reporting of a particular key customer service
level. This error was immediately brought to ABS’ attention and remedial action was
taken.

The governance model at BC Hydro will mature over time, as has been the case in
most of DLATI’s other clients. In our opinion, the utility has established a good basis
on which maturation can be achieved. BC Hydro is aware of the constant need to pay
attention to governance and we are confident it will do so.

Again based on our review of performance, and with the exception of the instance
noted above, levels of service being provided by ABS are at least as good as those
achieved by BC Hydro before the implementation of the outsourcing agreement.
When measured against the performance metrics established by the utility, ABS is
now fulfilling its obligations. We have been told by the utility that, in the first nine
months of operation, no penalties to ABS were merited on the basis of sub-standard
performance.

At the same time, customer satisfaction surveys show general satisfaction with
service in areas related to the customer care function. Though a somewhat suspect
measure (those customers with bad experience to report tend to dominate the
respondents) such surveys do highlight the level of dissatisfaction if this is high. We
are told that measurable customer dissatisfaction is not evident.

BC Hydro is still working on refinement and extension of the scope of its service
level metrics. DLAI continues to see this as a worthwhile undertaking. However, we
consider that, unless the process is carefully managed, the end result will be only a
more comprehensive set of measurement tools. In our opinion, service levels are
currently being adequately addressed and more measures will not likely lead to
significant improvement of service level performance. There may indeed be a case
for rationalization and reduction of service level metrics. We will discuss this issue
further in subsequent sections.

Pages 34 and 35 of our interim report describe our overall opinion regarding BC
Hydro’s potential vulnerability to regulatory review. Based on our latest evaluation
of the outsourcing arrangements, we have no reason to change the commentary
provided at that time.
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We have not seen the utility’s rate application documents and are therefore unable to
comment on whether or not the issues we identified have been addressed. However,
given the fact that submissions to BCUC have been made and the fact that we have
not identified any new regulatory issues, regulatory vulnerability has been
removed from our current list as an issue to be resolved.

Residual Issues Still Considered to be Outstanding

Of the six issues carried forward from our interim report, two issues still remain to be
resolved. These are:

e The continued absence of a final pricing model and the related potential impact on
BC Hydro’s savings projections, and
e BC Hydro’s progress towards effective service level standards.

The impact of these issues will be addressed in detail in later sections of this report and
will be examined in the context of new issues that have emerged.

7. NEW ISSUES THAT HAVE EMERGED AS A RESULT OF DLAI’S
CURRENT WORK

DLATI’s most recent work has concentrated on evaluation of the emerging value of the
outsourcing arrangements to BC Hydro and its ratepayers. As we have previously stated,
there are many positive accomplishments to report, on the achievement of which the
utility should be congratulated. The outsourcing arrangement has made a successful start
and all signs are that it will continue to contribute to the business efficiency and
effectiveness of the organization.

However, in our firm’s opinion, there remain a number of issues needing resolution
before the ultimate value of the arrangements can be determined. These are:

¢ Finalization of a favourable pricing model to replace the present transitional price
structure that expires in March 2004. This was a residual issue first identified in our
interim report;

e Rationalization of service level metrics to a point where measurement of ABS’
performance is directly related to benefit to the utility and its ratepayers. This too
was identified in our interim report, but emerging circumstances have changed the
emphasis of the issue from number of metrics to the value of those metrics;

e Strict control of future costs, additional to those covered in the MSA. These costs are
beginning to surface;

e Management of overall costs in order to achieve projected savings over the ten-year
term of the ABS contract;

e Preservation of the greatest possible level of freedom of action available to BC Hydro
in the service areas covered by the outsourcing arrangements;
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e Progress from the present schedule of transitional activities to a more final process;
e Completion of the cultural change within the utility related to the transfer of
responsibilities to ABS.

In our opinion, none of these issues constitutes a reason to question the overall validity of
the arrangements made between BC Hydro and ABS. In some cases, the issue has arisen
as the relationship has matured and the utility’s use of ABS’ services has opened avenues
to review its overall opportunities to realize its initial objectives. In other cases, we
suggest that BC Hydro is simply in the process of addressing start-up issues that, in our
experience, normally arise in new arrangements of this kind.

Nonetheless, we consider these issues to be of a serious nature. A separate section in
subsequent pages of this report will be devoted to each one of them and final sections will
suggest action steps that we consider BC Hydro should take to mitigate any negative
effects.

8. FINALIZATION OF A PRICING MODEL

When the outsourcing arrangements with ABS were first implemented, BC Hydro had
not completed its pricing model. A transitional model was put into place to serve for the
first year of the contract. Hydro has informed us that work to complete the final model is
scheduled to be completed by March 31* 2004 and final pricing will be implemented on
the first anniversary of contract signing.

We will review the impact of both pricing models in following paragraphs.
The Transitional Pricing Model

In the transitional pricing model currently being used, the price categories are very
broad. For instance, the utility incurs monthly charges based on volume of
“population” in the following areas:

an all inclusive charge per account for all call centre and customer-care functions,
a separate all inclusive charge per account for billing and collection services,

a charge for each e-mail address used,

a charge for ABS support of each laptop,

etc.

There are currently 18 such “population-based” cost items and charges are effectively
fixed at a top-line unit level, the gross amount changing only when the population
increases or decreases.

There are another 22 pricing categories that are “usage-based,” for instance a charge
for every supplier invoice processed and for each megabyte used per month for
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memory consumed by the utility’s e-mail service. Lastly, there are 8 “fixed-fee”
price categories and 12 price categories that attract either a negotiated fee or some
other activity-related cost.

Examples of charges incurred by BC Hydro are shown in Figure 5, which contains
columns for ABS prices and the fully loaded cost to the utility. In this figure:

e The fully loaded cost includes the ABS charge, and
e The “ABS Cost” shown in the figure reflects the guaranteed savings committed to
by ABS in relation to 2002/03 costs

Figure 5 — Examples of transitional prices

Call centre, customer care Population Per acct/mth Redacted 1.23
Billing , receivables Population Per acct/mth Redacted 1.80
Meter reading Population Per acct/mth Redacted 1.09
E-mail address Population Per acct/mth Redacted 18.13
Laptop support Population Per acct/mth Redacted 438.31
Supplier invoice processed Usage Per invoice Redacted 14.42
E-mail memory use Usage Per 20mb/mth | Redacted 1.86
Application maintenance Fixed Per hour Redacted 99.05

Final volumes of cost unit usage for the first year of the outsourcing contract will not
be available until April 2004. In the absence of definition of final volumes, it is
impossible for DLAI to assess the impact of the transitional pricing model that the
utility has decided to use. However, given the fact prices charged by ABS are based
on fiscal 2002/03 costs, BC Hydro will pay more in aggregate for any use of
population-based units over the volumes experienced in that year, if volumes have
increased. For example, 8,000 new customers for the utility at the start of any
contract year will result in additional ABS customer care charges of <Redacted> over
currently projected charges for that year.

It is important to note that, if there is under-use of any population- or usage-based
units, BC Hydro will pay only for the units used. If such under-use causes the annual
total of the MAS obligation not to be met for services covered by the MSA, the utility
can bring costs incurred for other ABS or Accenture services under the umbrella of
the MAS. It can accrue such “MAS credits” over the ten-year term of the contract.

Use of population-based pricing also calls into question the appropriateness of
incremental charges for over use. For instance, is it reasonable for ABS to charge
<Redacted> per year for customer care services for each new customer? ABS’ own
incremental cost of processing one such customer, using an existing call centre with
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spare capacity, is not likely to approach $12 per year. Is it therefore reasonable for
BC Hydro to absorb close to 100% of a notional incremental cost to ABS?

BC Hydro has undoubtedly incurred incremental costs under the transitional pricing
model. For instance, the number of customers has increased along with the
population of the province. We have been told that approximately 8,000 new
customers have been added in the current year. DLAI has calculated that this has
resulted in additional monthly costs for each of each new customer as shown in figure
6. However, to date, these additional costs have been absorbed under the MAS.

We understand that similar incremental costs have been incurred in other “population-
based” categories where volumes have increased.

BC Hydro recognizes that there is an issue concerning incremental costs and is
currently working to eliminate inequities.

Figure 6 — Incremental customer-care costs

Call centre, customer care Redacted Redacted
Billing, receivables Redacted Redacted
Meter reading Redacted Redacted

Like the transitional price structure, the MAS is based on fiscal 2002/03 costs. BC
Hydro was very close to its target regarding charges against the MAS at the end of
December 2003. This fact suggests that, despite incremental additional costs,
application of the transitional pricing model will result in savings when compared to
costs that would have been incurred in the first year, had the outsourcing contract not
been in place. In fact, if the MAS continues to be matched the guaranteed savings of
5.35% of 2002/03 projected costs will be realized.

In the context of projected fiscal 2003/04 costs therefore, the transitional pricing
model can be expected to be effective. The issue then becomes that of projection of
the impact of the final pricing model.

The Final Pricing Model

The principles of the final pricing model were specified in the MSA and are shown in
Appendix F. It is our understanding that the emphasis on pricing in the final model
will still continue to be set largely at the all-inclusive levels used in the transitional
pricing model. Flat rates will still be set for primary functions and will be population-
based to a large degree. However, price bands based on volumes will be developed
for each price category and this should to some extent mitigate the incremental costs
sometimes incurred in the first year of the outsourcing contract.
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BC Hydro maintains that consistent unit-pricing principles will be followed in the
final model, but DLALI is unable to confirm that this will be the case, since the model
is not yet complete. However, we find it reasonable to assume that the end result will
at worst closely resemble the original pricing design, since major change would
necessitate re-negotiation of many clauses in the MSA and this outcome is not sought
by either party.

Notwithstanding this comment, we consider it necessary to reiterate our belief that
BC Hydro should not necessarily simply build on the transitional price categories to
set final prices. We believe each price category should be examined, along with
proposed price bands, to determine overall effectiveness and value to the utility. BC
Hydro should use the results of this examination to achieve the best possible pricing
arrangement with ABS.

Purely as an example of the potential dollar impact of the volume bands contained in
the pricing model, we have taken examples of monthly charges for unit use from
another of our clients whose information is in the public domain. This client has
outsourced its customer care functions and uses outsourced call centres to serve a
client base roughly equivalent in size to BC Hydro.

We have used the price of a call to a customer service representative (CSR) as the
basis of our example. The price of such a call for our client is on a sliding scale of
charges, based on minimum and maximum usage levels, similar to the arrangement
that we understand will be chosen in 2004 by BC Hydro.

Figure 7 shows the impact of call volume fluctuation on this client for four typical
periods in 2001. The clients target range for calls was 220,000 to 270,000 per period.

Figure 7 — Impact of Call Volume Fluctuation

Number of Calls (000) 277 221 319 520
Discount Below Target (.30)

Within Target Range 10.51 Yes

Premium Above Target 25 Yes Yes Yes
Period (three month) $2,711 $2,061 $3,384 $5,517
Unit Charge ($000)

Using this model, the utility paid over $14 million for CSR calls in the year. Had it
initially set its maximum target range as little as 10,000 calls per period higher, it
would have saved over $130,000 in the year on this single service category alone.

BC Hydro Page 18
Final Assessment Of Outsourcing Arrangement With Accenture



Douglas Louth Associates Inc.

We do not suggest BC Hydro will set its unit prices at comparable levels or
experience such pronounced seasonable volume fluctuation. However, this table is
nonetheless valid in terms of demonstration of one potential impact of the final unit
pricing model expected to be chosen by BC Hydro. It demonstrates the care that must
be taken by the utility to model its pricing alternatives in order to measure potential
impact.

A number of BC Hydro’s final service unit charges will be based not on transactions
such as a call to a call centre but rather on the number of units that ABS could be
expected to provide. Examples of this type of charge might be number of network
servers maintained, number of employees on the payroll etc. These charges pose
another dimension of contract management for BC Hydro. Again using the example
of network servers, the utility’s project management group will have to ensure that
existing servers are optimally utilized and resist unnecessary proliferation in the
LOB’s.

Given the existence of a ten-year contract with ABS, BC Hydro will also need to
consider a number of other external variables in designing the final pricing model.
For instance:

e Electricity re-sellers (aggregators) may enter the marketplace. We
understand the opening of the electricity supply market can be allowed under the
new BC Energy Policy. If this happens, it could cause BC Hydro to lose a
significant part of its revenue base while having to maintain records and provide
some services for the customers who have switched to the re-seller. This
circumstance has occurred in other provinces where the energy market has been
opened to competition.

If these circumstances were to occur in British Columbia before 2012, pricing
based on a monthly cost-per-customer could become extremely unattractive. It is
possible that customer revenue could be lost while the full cost of customer
service continues.

DLALI believes the impact of providing only partial service to customers has to be
evaluated by BC Hydro before finalizing its final pricing model. Flexibility to
adjust to such a situation has to be built into the model to protect the utility to the
greatest extent possible.

e Price decreases will likely continue to occur in the technology marketplace.
This should make replacement hardware and software cheaper for ABS to
maintain. We suggest that BC Hydro should ensure flexibility in its final pricing
structure to allow it to benefit to a meaningful extent from such cost reduction.
Flat monthly charges based on 2003/04 costs to support each unit supported by
ABS will not achieve such flexibility in DLAI’s opinion.
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e Competitive pressures and new entrants may force outsourcers to reduce
prices as a whole. BC Hydro is protected to some extent in this regard because
the MSA forces ABS place its prices in the best quartile following a
benchmarking process to be carried out in 2006 and subsequent years. ABS also
has to honour a “most favoured customer” clause in the MSA.

To enable these contract clauses, we believe the utility should ensure that its new
pricing model lends itself to direct benchmarking against other utilities.

e Under the transitional pricing model, BC Hydro may be paying more than
other utilities for some of ABS’ services. BC Hydro should benchmark its new
pricing model against that of other outsourced utilities as part of the final model
evaluation process.

DLALI believes that the final pricing model should not be introduced until such time as
the impact of all of these variables has been formally assessed and maximum
flexibility built in to address future technology and marketplace changes. The utility
cannot be expected to achieve total protection from present and future market
conditions. It should however be confident that all realistic scenarios have been
evaluated before it becomes committed to a price tariff.

In summary, DLAI believes that BC Hydro should assess the impact of its final pricing
model against both direct charges from ABS and possible changes in the energy and
technology marketplaces over the 10-year term of the contract. Only when the impact of
all reasonable variables has been assessed should the model be finalized.

If it is to control its future costs effectively, it is essential that BC Hydro implements the
optimum pricing model in 2004. From that point on it will also need to manage its use of
service units very carefully in order to ensure it is receiving the best terms possible and to
protect itself against repetitive overages. This will be increasingly difficult over the ten-
year timeframe of the Accenture contract, when many aspects of service unit use, and
therefore cost, are likely to be affected by circumstances outside the utility’s control.

9. RATIONALIZATION OF SERVICE LEVEL METRICS

Under the terms of the MSA, BC Hydro and ABS are committed to negotiate standards
for levels of service against which ABS’ performance will be measured. These are
referred to in the contract as the “service level metrics.”

The service level metrics may, at BC Hydro’s discretion, be associated with “demerits.”
These set financial penalties to be levied against ABS if the supplier does not meet the
minimum level of acceptable service. Continued non-performance on ABS’ part could
lead, as a last resort, to cancellation of the contract for service. Demerits have been
applied by BC Hydro to every category of service provided by ABS.
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When used together, metrics and demerits provide a strong tool by which BC Hydro can
measure and to some extent control ABS’ performance under the outsourcing contract.
Under the current transitional arrangements with ABS, the utility is using this level of
control effectively in DLAI’s opinion. On a monthly basis, service levels are reported
and ABS’ performance is evaluated by the utility. BC Hydro reports that its level of
control has been tested to the extent that some instances have been identified where
service levels have not been acceptable. Where this has occurred, corrective measures
have been taken.

As we commented in our interim report, when the ABS contract was signed by BC
Hydro, performance metrics were in base-line form. Work to refine these measures has
proceeded in the intervening nine months and the utility introduced an initial set of more
comprehensive metrics in October 2003, with a final set of measures being implemented
in April 2004.

The October metrics, known as the “six-month metrics,” are now in place and form the
present base for reporting by ABS on its monthly service levels. The number of service
level metrics and demerits are currently broken down as follows:

e 83 service level metrics have been defined in total.

e 24 demerits have been assigned in total, of which:
o 13 demerits relate to customer care functions.
o 8 demerits relate to IT services
o 3 demerits relate to other service categories

Even using these “six-month metrics” as a base, BC Hydro has more metrics in total than
any other DLAI client. This is not surprising, given the scope of the outsourcing
contract. However, it has fewer customer service metrics than most of our previous
clients, and customer care makes up nearly half of the total value of the contract.

In our firm’s experience, at the start of a relationship it is common for any utility
outsourcing some of its functions to wish to measure as many aspects of the outsourcer’s
performance as possible. In the early months of an outsourcing arrangement, it is proper
to review all aspects of service delivery so that improvements can be initiated where
necessary. However, such micro-measurement entails significant reporting responsibility
for the supplier (for which the outsourcer pays) and considerable time spent by the
outsourcer in reviewing reports, refining responses and managing the implementation of
change.

In our opinion, the relationship between BC Hydro and ABS has now matured to a point
at which, instead of automatic implementation of further service metrics in April 2004, a
review of all metrics should be initiated. This review should include both “six-month”
and “twelve-month” metrics. The objective of such a review should be to assess each of
the measures defined and establish the overall usefulness of each measure on the basis of
benefit.
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In this context, benefit can be defined in terms of criteria such as:

criticality of service,
maintenance of service levels,
control of cost,

impact on the customer,

etc.

The outcome of such a review should be to arrive at a set of core measurements by which
BC Hydro can best manage ABS’ performance without onerous reporting requirements
and within the most effective project management process.

A further major factor in any review of service metrics must be the mapping of each
category of service to corresponding service prices. When the new pricing model has
been developed by BC Hydro, it should be used as a base for the review of metrics to
ensure that cost control of key elements of service has indeed been maintained.

We have been made aware that ABS is suggesting that the number of metrics should be
reduced. We support such a suggestion so long as the final list of measurements is based
on the benefit to BC Hydro, rather than convenience to its supplier.

10. CONTROL OF FUTURE COSTS

It is DLATI’s opinion that, over the ten-year term of the outsourcing arrangement, BC
Hydro will incur significant costs outside the contract with ABS, but related to the
services which ABS provides.

Both parties to the utility’s outsourcing contract recognized this probability and BC
Hydro built flexible conditions into the MSA designed to help achieve cost measurement
and control to the extent possible. However, these conditions do not change the fact that
it remains BC Hydro’s responsibility to control future costs, as it has done in the past.

When examining the potential extent and timing of future costs it is important to realize
that:

e Investment in processes, systems and technology designed to serve stakeholders in
BC Hydro will continue to be a continuous process, as it has been for many years.
The outsourcing arrangement sought to control then-present costs, not obviate the
need for future investment.

e Some future costs that will be incurred by the utility while the outsourcing contract is
in place can properly be considered to be outside the scope of that contract.

e Many of these costs would have been incurred by BC Hydro irrespective of
outsourcing,
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e Under any arrangement as comprehensive as that between ABS and BC Hydro it is
unrealistic to think that all possible future costs can be predicted prior to contract
signing, and

e BC Hydro is not contractually committed to make any additional investment unless it
chooses to do so.

Notwithstanding these facts, future investments required to be made by the utility are
likely to be significant.

To demonstrate potential impact, DLAI has identified what it considers to be potential
major sources of future cost to BC Hydro in Figure 8, which also contains DLATI’s
opinion regarding the potential dollar impact of such costs. In preparing the figure, we
have considered potential costs of $5 million to $10 million over a ten year timeframe to
be a “medium” impact.

Figure 8 — Sources of future costs

e Overspending on ABS- High Low
delivered support services

e Change orders Certain Medium/High

e CIS maintenance and/or Certain Medium/High
improvement

e Other system maintenance Certain Medium
activities

e New systems or technology High High
implementation

e Process change Medium Low/Medium

e Marketplace change Medium High

A number of costs from these sources are already occurring in the first year of the
outsourcing agreement. For instance:

e Nearly $1 million in change order costs had been incurred by end-December 2003
and approximately another $1.1 million had been approved.

e The new CIS, made operational in the last days of December 2003, had only a one-
month performance warranty from ABS. Significant change orders to modify the
system are now under review and on-going maintenance beyond February 2004 will
undoubtedly be necessary. BC Hydro’s current estimate of the cost of this support is
$3.525 million.
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e Increases in server capacity and data storage requirements have led to additional
charges to BC Hydro. The utility’s costs in the first nine months of the contract have
amounted to approximately $302,000 in this category.

e New or replacement systems are being considered for at least two LOBs, at a
budgeted cost still to be determined.

DLALI does not suggest that these additional costs are unjustified. In fact, we have no
means of determining whether or not this is the case and were not required to do so under
our terms of reference. They do however illustrate the potential extent of future costs to
the utility outside the services specified in the outsourcing agreement.

DLAI believes it to be imperative that BC Hydro formally controls such additional costs.
We also believe that the utility already has many of the processes in place to do so, since
decisions to make future investments are little different from those used in the past
despite the presence of a new outsourcing arrangement.

We do believe however that a number of new factors may influence the utility’s
performance in this regard. These are described in succeeding paragraphs.

Reliance on the Flexibility of the Minimum Aggregate Spend (MAS)

The costs implicit in the MAS are reproduced from the outsourcing contract in Figure
9. The “savings” figures relate to the difference between 2003/04 costs for the
services included in the MSA and those that were projected by the utility for
matching operations if 2003 costs remained constant and the outsourcing contract had
not been signed.

Figure 9 — MAS and guaranteed savings

2003 147,356 155,691 8,335 5.35
2004 137,984 155,691 17,707 11.37
2005 131,300 155,691 24,391 15.67
2006 126,822 155,691 28,869 18.54
2007 Redacted 155,691 Redacted Redacted
2008 Redacted 155,691 Redacted Redacted
2009 Redacted 155,691 Redacted Redacted
2010 Redacted 155,691 Redacted Redacted
2011 Redacted 155,691 Redacted Redacted
2012 Redacted 155,691 Redacted Redacted
Total 1,284,374 1,556,910 274,536 17.63
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It should be noted that the MAS obligation will reduce each year to reflect the savings
guaranteed by ABS. The MAS amount for 2004/05 will be approximately $10
million less that that for the current year, as shown in Figure 9. This number will be
further reduced when BCTC assumes its own portion of costs and the savings
guaranteed in the MSA.

In considering the implications of the MAS it is important to note that it represents
the base obligation BC Hydro assumes to pay for ABS’ services. It in no way
represents a maximum cost to the utility. Thus, although the utility’s obligation
reduces over ten years, the actual charges invoiced by ABS do not necessarily do so,
and are in fact very likely to increase.

For example, if 2004/05 charges from ABS are the same as those projected to be
incurred by BC Hydro in 2003/04, the utility will in fact over spend against the MAS
by approximately $10 million. Even if 2004/05 costs are not exceeded in subsequent
years, the same principal applies in subsequent years. The impact of this principal is
demonstrated in Figure 10. All sums shown in this Figure are expressed in million
dollars.

Figure 10 — Spending versus obligation

2003 147,356 146,000 (1,356)
2004 137,984 146,000 8,016
2005 131,300 146,000 14,700
2006 126,822 146,000 19,178
2007 Redacted 146,000 Redacted
2008 Redacted 146,000 Redacted
2009 Redacted 146,000 Redacted
2010 Redacted 146,000 Redacted
2011 Redacted 146,000 Redacted
2012 Redacted 146,000 Redacted

DLALI believes that BC Hydro will find it difficult to consistently reduce its actual
charges from ABS over a ten-year period. It is likely therefore to spend considerably
more than its MAS obligation as the life span of the contract advances.

Notwithstanding the impact of this projection, if it can reduce ABS’ charges, BC
Hydro does have the possibility of defraying some of its future additional costs
because of its ability to offset these costs against under spending on the MAS. The
outsourcing contract allows the utility to “fill-in” the cost of additional services
purchased from ABS or Accenture to offset such under spending. Offsets may be
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accrued from year-to-year during the ten years of the arrangement. For instance,
suppose the cost of ABS-delivered support services in a year amounts to $3 million
less than the MAS, and CIS maintenance costs amount to $5 million in the same year.
In these circumstances, $3 million of the CIS-related costs can be credited to the
MAS spend and the remaining $2 million accrued for similar consideration in future
years.

BC Hydro expects to spend approximately the obligated MAS amount ($147 million)
on ABS-delivered support services in 2003/04 and there is likely to be little room to
fill-in the cost of any additional activities. Credits for all additional costs incurred
with ABS or Accenture in the current year will therefore have to be carried forward,
though invoices from ABS for these services will have been paid.

It is fair to say that guaranteed savings described in the outsourcing contract are
reflected in the declining obligation of the MAS. However, additional costs for ABS
or Accenture services can only be included under the MAS if the actual cost of
contracted services reduces significantly. DLAI considers this to be an unlikely
event, given the relative stability of the utility’s cost structure and growth trends in
the province. DLAI therefore believes it to be safe to assume that BC Hydro’s
opportunity to defray future costs under the MAS will not be great. In fact, we
believe such opportunity will effectively disappear over time if demographic trends
continue. In approving and controlling future costs, DLAI believes BC Hydro should
largely discount such a possibility.

Impact of Incremental Costs

Under the final pricing model we have been told BC Hydro will implement in
2004/05, there will still be many population-based prices. These will continue to be
based on the carve-out of original costs by Deloitte and Touche. Thus, adding one
new laptop computer or one more customer will involve payment of a fixed cost
based on the cost of servicing that transaction in 2002/03. Such an arrangement
causes us to raise a number of questions. For instance:

e Isa charge of $438 per month reasonable for a new laptop, which is likely to be
much less expensive to maintain than its older equivalents and certainly will cost
less to support than its older counterparts?

¢ [s an incremental charge of <Redacted> per month reasonable to add a new
customer, when all infrastructure and services to similarly serve 1.8 million
customers is already in place?

Figure 11 on the next page shows a top line analysis of the additional cost to BC
Hydro and ABS of adding a new customer, and demonstrates the incremental cost
implications.
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Figure 11 — ABS cost of adding a new customer

Read meter Redacted per read Minimal
Bill and manage Redacted per customer Minimal (e.g. postage, bank
receivable per month charge)
Customer contact Redacted per customer Minimal, uses existing
per month capacity

Depending on the utility’s definition of pricing bands, the effect of incremental costs
could be mitigated to some extent. However, such mitigation is not certain. DLAI
believes BC Hydro must take formal measures to ensure that such costs do not in
themselves become a future charge on BC Hydro, outside the scope of the MSA.

Awareness of the “Country Club Syndrome”

Using the analogy of a country club, the MAS establishes an annual price that BCH
(the club member) is obligated to pay ABS (the club) whether or not the club’s
services are used. If services are not used in the normal course of events, and the
obligation cannot be entirely offset, the club allows the member to fill in other
services purchased from the club to meet his committed annual payment.

The member thus becomes predisposed to use additional services of the club as a
first-resort, because he is paying for them anyway. To “save money” the club,
knowing the members situation, may deliberately seek to identify such additional
services for his use. The member is possibly less diligent than usual about the overall
cost and value of those services.

Such a predisposition on BC Hydro’s part could cause it to use Accenture and ABS
resources on a cost-avoidance basis rather than on the basis of solution quality or
value-for-money. This could cause the utility to incur future costs that are higher than
necessary. DLAI suggests that, wherever possible, the worth of additional services
should be measured by BC Hydro on an overall-value basis, based on competitive
tendering. The utility should resist any tendency toward default service provision.

This issue will be discussed in more depth in Section 12 of this report.
Management of the Strategic Position of Accenture and ABS

Accenture and ABS between them now own the technology, the human resources and
the processes needed to service BC Hydro under the outsourcing agreement. They
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are therefore strategically best positioned to provide the majority of the additional
services the utility will require throughout the next ten years.

This relationship with BC Hydro as a client affords both ABS and Accenture the
opportunity to secure additional revenue because of their ownership position,
particularly from “routine” change orders and technology based work. The MSA
does allow the utility to go to tender for additional services, but Accenture and ABS
will usually occupy the “inside track™ for much of such work.

Accenture is traditionally not the lowest cost provider of services in the marketplace.
Further, ABS has limited incentive to reduce the utility’s costs unless it also improves
its own revenue stream. The impact of the pre-eminent position of these companies
in servicing BC Hydro will have to be carefully managed by the utility. Again, DLAI
suggests that, wherever possible, the worth of additional services should be based on
competitive tendering.

Again, this issue will be discussed in more depth in Section 12 of this report.

Despite its exposure to additional costs, BC Hydro is of course in complete control of
their extent. In the last analysis, it does not have to approve additional spending unless it
chooses to do so.

Nonetheless, DLAI believes that significant future cost will be incurred by BC Hydro.
We feel the utility will need to exercise continual vigilance in respect of such costs in the
context of the ABS relationship. It must also recognize that few, if any, new costs will
ultimately be accommodated within the MAS and seek other ways to minimize its
investment within the constraints of the outsourcing contract.

11. ACHIEVEMENT OF SAVINGS

The business case supporting the outsourcing decision was first presented to the Board of
Directors of BC Hydro in late 2002. It was approved by the board at that time.

The business case has since been amended by the utility to reflect emerging service
variables and a new version was finalized in October 2003. DLAI has been told that the
new version of the business case is considered to be a working paper and has not been re-
presented to the board because it does not change the fundamental costs and benefits of
the outsourcing arrangement.

Both the original and the amended business cases set out the anticipated costs of the
arrangement with ABS and measure these against comparable costs that would have been
incurred in the absence of an outsourcing arrangement. Both documents then establish
the anticipated savings from the ABS arrangement and articulate the overall benefits
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expected. Such savings were anticipated from a number of sources and were enumerated
in a number of areas, including:

e Savings guaranteed by ABS in respect of support services specified in the MSA,
when measured against fiscal 2002/03 costs. These savings amount to $274 million
over the life of the contract, but relate to continuation of present costs of service and
not those that will actually occur;

e Savings accruing to BC Hydro because of its decision to outsource the final
development stages and implementation of the new CIS to Accenture. These savings
are largely attributable to risk avoidance;

e Savings on new technology achieved through rationalization of service provision;

e Placement of BC Hydro’s service cost in the best quartile following 2006
benchmarks, or continuation of the present MAS if this is favourable to the utility;

e Savings on the cost of human resources through transfer to ABS of commitments
relating to approximately 1,600 staff.

Over the ten-year term of the contract, it is safe to assume that BC Hydro will closely
monitor the costs of the outsourcing arrangement. It is less certain that similar
monitoring will be applied to the verification of savings.

In DLATI’s opinion, such measurement is desirable since it can be used as the context for
decisions on future spending and ultimately renewal of the ABS contract. Achievement
of projected savings is also likely to be a subject of on-going review by regulatory
authorities.

12.  PRESERVATION OF BC HYDRO’S FREEDOM OF ACTION

For the foreseeable future, BC Hydro is committed to use systems, processes and
technology approaches supported by ABS. These systems will serve a significant number
of LOBs within the utility. BC Hydro no longer has the organization or staff to support
future development or upgrading of those services that have been outsourced, so it cannot
itself provide alternative solutions to those provided by ABS.

It is worthwhile to consider the impact of this situation under three headings.
New Developments

ABS and Accenture effectively own the outsourced functions, technology facilities
and resources. Quite reasonably, they control access to them by outside suppliers.
However, the MSA allows BC Hydro to tender for a range of development services
and ABS is required to allow the chosen supplier access to its networks and
technology. Two projects have recently been tendered and the responses are under
consideration. If a third party supplier is chosen in either case, ABS’ level of co-
operation will be tested.
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Improvement of Systems

In general terms, since it is already maintaining hardware and software relating to
systems, ABS has the “inside track” in terms of maintenance and improvement
projects. As time passes and ABS’ skill set increases with expanded knowledge of
the systems and processes concerned, the strength of its position will also increase. It
is likely to strenuously resist outside organizations intruding on its position. In this
context, there has already been some resistance to the utility’s use of other outside
organizations to provide software and technology services to the LOBs.

On-going Support of Technology Facilities

Based on our reading of the contract, responsibility for support of existing technology
rests entirely with ABS. BC Hydro does not have any opportunity to assume even
part of such responsibility without negotiation of major change to the MSA. Such
change might have offsetting negative implications to the utility.

DLAI believes that, in terms of services offered under the outsourcing agreement, BC
Hydro’s future freedom of action is constrained. The utility recognized this potential
situation before the contract with ABS was signed, but felt the attendant risk was justified
because of the positive financial aspects of the arrangement and suppliers’ leading edge
position in the service and technology fields. It is now incumbent on Accenture and ABS
to retain this position, and DLAI believes that the companies have many reasons to do so,
in addition to a wish to service BC Hydro.

However, ABS’ resolve to act in BC Hydro’s best interests may be influenced by the fact
that it has only limited incentives to improve BC Hydro’s performance. For instance:

e It has no contractual need to spend on any process improvements unless such
improvement is to ABS’ full or partial benefit. For example, why would ABS improve
receivable collection times if it involved more cost to itself, even though BC Hydro’s
revenue stream would be improved?

e It need not seek to reduce volumes in areas where it is paid on the basis of use. For
example, why would ABS optimize networks to reduce the number of servers, when its
income is based on numbers in use?

Of course, BC Hydro can itself identify such improvements. However, they can only be
implemented by mutual agreement and the extent of ABS’ “push-back” has not yet been
tested.

DLALI believes that BC Hydro should immediately implement a number of policies
designed to protect its freedom of action within the outsourcing arrangements. These
might include the following:
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e A policy requiring BC Hydro to go to tender for additional major services wherever
practical, rather than defaulting to ABS or Accenture. This tendering should include
maintenance and improvement as well as new development. To DLAI’s knowledge,
such a policy has already been established by the utility.

e (Constant monitoring and protection of the utility’s position, through formal,
independent review of major decisions relating to the engagement of service
providers under the outsourcing arrangements.

e A requirement to ensure formal measurement of new products and services based on
quality, cost and value; rather than convenience or supplier pressure.

In short, BC Hydro should protect its independent position by strenuously resisting any
attempt by ABS of Accenture to “lock-in” the utility as a customer beyond the extent of
the outsourcing agreement.

13. COMPLETION OF CULTURAL CHANGE

We understand that all employee transfers from BC Hydro to ABS are now complete.
Most new ABS employees have been working in their new roles for over nine months
and, even though some still have a contractual right to relocate back to the utility, the new
organization is to all intents and purposes final.

Unfortunately, physical transfer does not automatically signal commitment, either to the
new organizational structure or to the new environment that has been created. Indeed,
experience shows that many transferred employees will have adopted a “wait-and-see”
attitude to their personal status.

Under the outsourcing arrangements, 1,600 persons have opted to move from the public
to the private sector, with all of the challenges this entails. Despite the new environment,
most of these employees are continuing to carry out duties and accept responsibilities that
are virtually identical to their old situation. At the same time, those persons “left behind”
in the LOBs are also carrying on with previous activities, with the exception of the fact
that those who transferred are now operating at arms length and have to be treated as a
supplier rather than a colleague.

In this situation, it is not surprising that the signatories to the outsourcing arrangements
report that they are experiencing organizational culture shock. This has manifested itself
in a spectrum of reactions ranging from confusion about relative responsibilities to a case
of arbitrary changing of service level reporting mechanisms by ex-Hydro employees now
working for ABS.

Despite these problems, DLAI believes the both ABS and BC Hydro have achieved much
in the nine months since outsourcing began. Based on our prior experience, confusion
about the roles of customer and supplier are common in such situations and will
inevitably improve as the new relationship matures.
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We understand that the parties are still in process of implementing a formal change
management process in an attempt to address outstanding issues. We support this
initiative and consider that all reasonable measures to complete cultural change are being
taken. As discussed in the next section of this document, we also believe a timely
completion of the transition stage of the relationship will have a positive affect on the
employees and organizations concerned.

14. COMPLETION OF TRANSITION

BC Hydro, and presumably ABS, made a decision early in 2003 to treat the first year of
operations under the outsourcing agreement as being one of transition. As previously
reported, the utility is operating under a transitional pricing model and transitional service
level metrics as this document is being written. Two pillars of the agreement from the
utility’s point of view are therefore incomplete.

There is a formal transition plan and, based on our examination, it is being followed.
Indeed, its final tasks are nearly complete. However, in the absence of resolution of
timing for incomplete tasks, particularly in respect of the pricing model, it is difficult for
us to determine exactly when the transition phase will finish. There also appears to be no
automatic triggering mechanism for such an event.

This lack of certainty appears also to be an issue with many of the LOBs with whom we
have talked in the course of our assignment. To some of them, transition status indicates
that BC Hydro is not entirely committed to outsourcing, or to its current provider. It
gives some stakeholders the impression that even fundamental aspects of the
arrangements are still subject to discussion and change. It is sometimes interpreted as
providing an opportunity to modify contracted procedures to suit individual
circumstances.

In our experience, such uncertainty leads to questions from uninitiated stakeholders such
as:

e The overall status of the ABS relationship — “is it still in a state of flux?”

e The rules governing the consumption of ABS services — “will the rules change in the
near future?”

e The prices being charged and the level of service being provided — “are these likely to
improve/get worse when the deal becomes firm?”

In short, prolonged transition leads to uncertainty about the utility’s overall commitment
to the outsourcing arrangements as a whole and the impact it has on the LOBs.

DLAI believes there is much to be gained from a decision to end the transition phase
directly the pricing model issue is resolved and service level metrics have been finalized.
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Such a decision, and a publicized conversion to a permanent arrangement, should have a
major positive effect on the level of commitment by LOBs and on the hastening of
permanent culture change.

15. SUMMARY OF DLATI’S RECOMMENDATIONS FOR ACTION

Despite the identification of the issues described in previous sections of this report, DLAI
believes that BC Hydro has achieved a commendable level of success in the first nine
months of its implementation of the outsourcing arrangements with ABS. While precise
measurement is impossible, we believe it has progressed at a rate not matched by many of
our previous clients undertaking similar projects.

However, progress has to be maintained and current levels of service have to continue to
be provided or improved. Costs have to continue to be controlled and value to both
internal and external stakeholders realized. In this context, we believe we have justified a
series of immediate actions that we believe BC Hydro should take to ensure continued
success. These are:

e Rationalize performance metrics to point where they are significantly biased towards
benefits to the utility and its ratepayers,

e Evaluate the new pricing model against not only improvement of previous cost
structures but also potential impacts of marketplace changes,

e Before finalizing new pricing structures, compare the results for reasonableness by
benchmarking against other utilities,

e Prepare now for 2006 pricing and service level benchmarks by collecting comparable
data and variables on current internal performance,

e (arefully manage future costs, both inside and outside the scope of the outsourcing
arrangement, in the content of benefit and value,

e Measure the success of the arrangements as a whole by comparing actual
performance to the savings projections made in the original business plan.

e Preserve the utility’s freedom of action to the greatest degree possible, particularly in
light of ABS and Accenture’s favourable position versus other potential suppliers,

¢ Bring the transition stage of the project to a reasonably speedy conclusion to send a
signal of permanence to the organization as a whole, and

e Continue with change management initiatives so as to speed the process of necessary
culture change.

16. CONCLUSION

We believe that presentation of this final report completely fulfils the terms of reference
for our work with BC Hydro. We will be very pleased to discuss any of our findings and
opinions with the utility at any time. We will also be pleased to make a presentation on
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our conclusions and the contents of our reports to the BC Utilities Commission should
this step be required.

In closing, we would like to thank BC Hydro for entrusting us with this very important
assignment and reiterate our gratitude to those persons at the utility and other
organizations who assisted us with our work.

Douglas Louth
President

DOUGLAS LOUTH ASSOCIATES INC.
March 2004
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Appendix A

PROFESSIONAL PROFILE OF DOUGLAS LOUTH

Douglas A. Louth, CMC
President

Doug Louth is a Certified Management Consultant who has been actively engaged in the utilities
industry since 1959 and has participated in major projects in North America, Europe, Africa, Asia
and Australia. Until the fall of 1996, he was the partner responsible for Deloitte & Touche’s utilities
consulting practice in Western Canada. While still under partial retainer from this partnership, he
formed his own company to provide utility clients with specialised services in the use of technology
and process improvement, particularly in the area of customer care.

Some of Mr. Louth's significant utilities clients include Westcoast Energy, BC Hydro, the
Egyptian Electricity Authority, BC Gas, Enbridge, Pacific Northern Gas, the Abu Dhabi
Water and Electricity Authority (ADWEA) in the United Arab Emirates, Centra Gas BC, BC
Telephone, Bord Gas in Ireland and the Gujarat Electricity Board in India. He has carried out a
number of assignments for the BC regulatory authority, the BC Utilities Commission and was the
Director of Information Systems for the Central Electricity Generating Board in Great Britain.
He is currently providing a range of services related to use of modern processes and technology,
management strategy and improved customer service to major power and gas utilities entering the
new competitive environment in North America and overseas.

Representative Consulting Engagements

Mr. Louth served as the team leader on a project for the Gujarat Electricity Authority in India, the
object of which was to restructure the financial, technology and customer service functions. This
project was specifically designed to allow the company to prepare itself for a deregulated
environment, while at the same time significantly improving its level of financial control over
expansion of its operations.

He worked as the project director of a major assignment to justify, select and install new business
practices, systems and processes in twelve new entities that emerged from privatization of the Abu
Dhabi Water and Electricity Authority (ADWEA) in the United Arab Emirates. This assignment
included definition of operating principles and process needs for new organizations involved in
generation, transmission and distribution. He carried out gap analysis in relation to existing business
practices and organization, set out a short term implementation plan, defined technology needs and
new processes, tendered on behalf of the client for new systems and services, selected vendors and
organized and oversaw the implementation process.

For the Egyptian Electricity Authority, London Drugs, Future Shop, BC Ministry of Health, BC Gas,
Expo 86, BC Ministry of Municipal Affairs and BC Ministry of Transportation and Highways, he
was responsible for both leadership and direct consulting on separate long range procedure and
technology planning assignments;
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He led a recent project for the Egyptian Electricity Authority in Cairo, the objective of which was
to develop a long-range information technology plan. The plan covered upgrading and
revitalization of all systems running within the organization, following the merger of generation,
transmission and distribution functions. The scope of the project included not only replacement
of hardware and systems architectures, but also improvement of processes from point of
generation to customer delivery and reorganization of the corporate information technology
functions.

He was responsible for a major assignment at BC Gas, a privately owned utility operating throughout
the Pacific coast, which involved the establishment of short and long term plans, including
establishment of the feasibility and business case, for implementing enterprise wide systems for the
financial, work management and personnel functions. This project later involved selection of the
necessary packages and the definition of related process improvements.

For the Asian Development Bank, he was engaged to assist the bank in the evaluation of potential aid
projects in India and South-east Asia. These assignments involved the investigation of feasibility of
project completion, assessment of proposed work plans, validation of projected benefits and
assessment of the recipient country’s proposals to resource the projects.

For BC Gas, he carried responsibility for monitoring of the development process and assurance of
quality of a major customer information system being developed by a third party supplier;

He was Director of Information Systems for the Central Electricity Generating Board in Great
Britain, where he was responsible for the day to day operations of a systems group of over 200 staff.

Mr. Louth played a key role as project director for Westcoast Energy in Vancouver, to replace
customer information systems in two of the company’s wholly owned gas utilities. He was
responsible for future technology planning, monitoring and overall quality assurance of the
complete systems installation process. The scope of his work ranged from review of the original
business cases, through implementation planning, software specification and selection,
implementation and testing, to installation of the finished product.

He was responsible for a number of shared services feasibility studies for Pacific Northern Gas and
Centra Gas BC, two smaller gas utilities who are pursuing opportunities to cut costs by sharing
services ranging from bill printing, remittance processing and financial services to pipeline capacity,
accounting and operational systems.

For a major energy producer, he selected and directed the installation of a purchasing and inventory
control system that covered over 1 million separate items. This system was implemented on three
large computers serving 23 warehouse locations;

For a working committee established under the auspices of the European Economic Community, Mr.
Louth acted as First Chairman during a study to determine the potential uses of common computer
systems in European utilities, manufacturing and distribution industries;

For a number of private and public organizations, he has led teams that were responsible for all
aspects of quality assurance in respect of systems being developed and installed by either in-house or
contracted resources. These clients ranged from provincial government and utilities to the travel
industry;
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For a Royal Commission investigating the effectiveness of the information services of a major
Canadian railroad, Mr. Louth acted as an expert consultant and witness.

He acted as Project Manager for major systems implementations for organizations as diverse as the
Government of BC, Lufthansa and Swissair, the Abu Dhabi Water and Electricity Authority, a major
Canadian department store, and a major BC fruit juice manufacturer;

For a European consulting firm, he was Deputy Director of a research program engaged in research
and development of advanced information processing concepts, techniques and technology;

For the Governments of the former Soviet Union and Czechoslovakia, he studied and recommended
possible uses for commercial data processing techniques in state controlled consumer goods outlets;
For a Vancouver based software house, he carried day-to-day responsibilities for the operation of a
large and diverse series of systems design, systems engineering and programming projects in West-
ern Canada.

Mr. Louth is an acknowledged expert in the reengineering of business processes, the strategic use
of technology, project management and quality assurance of sophisticated and complex projects,
and the design and implementation of new processes and systems. He has participated as a guest
speaker on these topics at a variety of conferences in Canada, the USA, Asia, Europe and
Australia and is a frequent guest on radio and TV.
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Appendix B

SYNOPSIS OF THE OUTSOURCING ARRANGEMENTS

The following text has been extracted and edited from DLAI’s interim report dated May
10, 2003. It is repeated here in order to provide context to the final findings contained in
previous sections of this document.

The Essence of the Outsourcing Arrangement

The outsourcing contract became effective on April 1 2003. It committed BC Hydro
to use ABS’ services for a ten year period.

The contract encompassed the transfer of transaction responsibility for seven
functions that affect six lines of business (LOB) in BC Hydro. Figure B.1 shows the

functions that were transferred and the lines of business affected.

Figure B.1 — Transactions and LOBs affected

e Customer Care e (Generation

e Technology Services e Distribution

e Human Resources e Transmission

e Financial Services e Engineering Services
e Purchasing e Field Services

e Disbursements e Powerex

e Other Support Services

The key features of the outsourcing contracts and the related organizational
arrangements were summarized in sections of this interim report. This commentary
was not intended to be an exhaustive analysis of the details of the arrangements put in
place on April 1 2003. Rather, it concentrated on those elements of the contract that
influence the opinions expressed in both the interim and final reports.

Brief History of the Outsourcing Concept

We have been told that BC Hydro first considered the concept of outsourcing a
number of its non-core functions in 2001. Many other utilities had already taken this
route and most had achieved success in controlling their cost of operations while
maintaining overall control of the functions outsourced. BC Hydro decided that the
concept was worthy of detailed evaluation in the context of its own operations.

BC Hydro concluded, rightly in our opinion, that caution had to be exercised in
exploring such an option and detailed due-diligence had to be carried out before any
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outsourcing took place. We were told the utility therefore undertook a structured
process aimed at first establishing the overall feasibility of the outsourcing approach
and then finding the best qualified service supplier if justification was established.

To this end, we understand BC Hydro followed a structured due-diligence process for
the next two years. The overall objective of this process was to arrive at an informed
conclusion. We have been told that information was sought from all qualified
suppliers in the marketplace that the utility was able to identify. Each was offered an
equal opportunity to tender for BC Hydro’s business. The process of selection
involved not only in-house resources but also objective, qualified outside consultants.

DLAI was not involved in the due-diligence process, but we have been told that its
key features were:

e Internal examination of the feasibility and desirability of such an approach and
identification of likely areas of business that would lend themselves to
outsourcing.

e Issuance of a request for proposal to sixteen organizations considered to be
qualified to provide service.

e Evaluation of first proposals to a point at which a shortlist could be established.
Accenture and Cap-Gemini emerged from this evaluation as short-listed suppliers.

e Engagement of Deloitte and Touche to “carve-out” the costs of functions that
might be outsourced in order to determine a cost base for any outsourcing
contract.

e Contact with, and visits to, previous customers of the short-listed suppliers and

detailed examination and analysis of the implications of their proposals.

Issuance of a request for final proposals to the short-listed candidates.

Evaluation of final proposals.

Selection of Accenture as the best qualified supplier.

Engagement of BMO Nesbitt Burns to carry out due diligence on Accenture’s

present performance and future objectives.

e Negotiation of detailed contract terms with Accenture designed to protect BC
Hydro’s long-term interests.

To reiterate, DLAI did not play any role in the process outlined above. We have
however reviewed some of the key documents produced by BC Hydro in order to get
a perspective of the process that was followed in selecting Accenture. Our work has
also benefited from review of information provided by Deloitte and Touche and BMO
Nesbitt Burns, and interviews with those who carried out the work.

The Outsource Organization

The outsourcing agreement with Accenture created two significant new entities that
are expected to provide the necessary service to BC Hydro and its customers, namely:
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e Accenture Business Services (ABS). This is a new Vancouver-based company
created by Accenture Inc. It will serve as the primary provider of the services for
which it is contracted to BC Hydro for the next ten years. It is to this organization
that BC Hydro will transfer approximately 1,600 of its present staff. Virtually all
of ABS is owned by Accenture Inc. The only other owner of interest in ABS is
BCHSAC, which purchased 100 Class A shares with a face value of $1,
representing BC Hydro’s founding partnership interest in ABS.

e BC Hydro Services Asset Corporation (BCHSAC). This was established as a new
entity wholly owned by BC Hydro. It will hold hardware and software assets
already owned by BC Hydro but now needed by ABS to provide contracted
services. BCHSAC will continue to hold software assets on BC Hydro’s behalf
for the ten-year duration of the contract. Hardware assets will be depleted as they
become obsolete over the ten-year period and will be written off at that time.

New and replacement hardware will be purchased by ABS and will be owned by
ABS from that point.

Together with BC Hydro, these organizations form the nucleus of the organizational
framework of the outsourcing arrangements, which is shown graphically in Figure
B.2 on the next page.

It can be seen from this arrangement that BC Hydro has not transferred any of its core
assets to ABS or to any other outside organization as part of the outsourcing contract.
Nor has it invested in the new ABS organization, beyond token participation as a
partner in ABS to secure its position as a founding partner. To this extent, this
particular arrangement is more limited from an asset transfer perspective than others
DLALI has been asked to examine.

Material control of the relationship still rests within BC Hydro and the utility’s
relationship with its customers is preserved. Continuation of the level of service to
these customers remains assured at the same or better quality than that currently
provided. It is fair to say that ABS is simply providing a service to the utility under
the arrangements that have been established.

At some time in 2004, part of the outsourcing contract will be assigned to BC
Transmission Company (BCTC) when that company becomes active. Itis DLAI’s
understanding that BCTC will assume responsibility for those costs it incurs with
ABS and will inherit prorated parts of the minimum aggregate spend to which BC
Hydro is currently committed and its portion of the guaranteed savings committed to
by ABS.
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Figure B.2 - The outsourcing organization
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Primary Functions to be Outsourced

Under the terms of its arrangements with ABS, BC Hydro outsourced transactional
responsibility for seven primary business functions on April 1 2003. These functions
and the process elements affected are shown in Figure B.3.

The “other support services” shown in this Figure are supplementary services to those
primary functions outsourced. The numbers shown in the budget column are those
“carved out” by Deloitte and Touche as being 2003 costs directly related to the
functions being outsourced to ABS.

Figure B.3 — Functions to be Outsourced

Customer Care Function, Processes and Systems 54,700

Technology Services = Westech and NCS Services 66,352

Human Resources Transaction Processes and Systems 7,826

Financial Services Customer-related Functions, 2,905
Transaction Processes and Systems

Purchasing Function, Processes and Systems 1,469

Disbursements Function, Processes and Systems 3,088

Field Services Function, Processes, Office Space 15,720
Management and Some Systems

Other Support As required 3,631

Services

We confirmed with BC Hydro that the total 2003 budget for transferred services
amounted to $155,691,000 as shown in this figure.

As Figure B.3 shows, the major impact of the outsourcing agreement falls within the
areas of customer care and technology services. Transactional responsibility in both
functions was literally transferred in its entirety to ABS. Responsibility for
technology services previously provided internally to the Distribution LOB also
passed to ABS.

ABS also took responsibility for Building Office Services. This part of the
arrangement means that ABS is responsible for management of office space and
maintenance of 61 existing buildings throughout the province.

All lines of business in BC Hydro use the services of ABS to support the other
functions outsourced. For instance, Human Resources services and payroll are
provided by ABS to all LOB’s, as well as access to the financial system and services.
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A further general impact on the LOB’s was felt with the transfer to ABS of
responsibility for technology services, largely those services previously provided by
NCS and Westech. For these lines of business within BC Hydro, responsibility for
hardware, software, network and systems support transferred to Accenture on April 1
2003.

Although responsibility for the operation of Westech passed to Accenture under the
outsourcing contract, BC Hydro remains liable for the cost of services that Westech is
currently providing to a small number of existing outside customers. We have been
told that these services relate mainly to software development and support contracts.

Though the staff responsible for the fulfillment of these contracts has transferred to
ABS, the contracts remain with Westech. It is estimated that BC Hydro will incur
costs for fulfillment of these contracts. We understand that these costs are estimated
to amount to approximately $3 million per year for the first three years of the
outsourcing agreement. BC Hydro will receive the revenue accruing from completion
of the contracts. The utility’s estimate is that revenues will at least match costs over
the three year period.

Limits to Responsibilities Outsourced

When considering an outsourcing arrangement, we were told that BC Hydro wished
to retain full control of its operations while:

Improving its operational processes, procedures and performance,

Achieving some immediate cost savings,

Controlling its costs in the long term,

Mitigating its risk in terms of high technology costs that were foreseen in the

immediate future,

e At least maintaining the conditions of employment and opportunities for its
employees, and

e Maintaining or improving its levels of service to its customers

The utility believes it has achieved these objectives through the outsourcing
arrangement with Accenture.

In order to understand the outsourcing agreement, it is necessary to fully appreciate
the respective roles of BC Hydro and ABS. It has to be stressed that ABS is simply
providing a transaction processing service to support the utility’s business activities.
Responsibility for control and strategic-level management of all transferred functions
continues to rest with the utility. In particular, BC Hydro continues to set policy for
all of the functions covered by the outsourcing agreement and is fully responsible for
policy implementation.
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Figure B.4 is a graphic representation of the relationship between BC Hydro, ABS
and the utility’s customers as created by the outsourcing contract.

Figure B.4 — Outsourcing Relationships

Other Outsourced Functions

A new CIS, based on the SAP software product, has been under development at BC
Hydro for some time. Known as the Northstar project, this development became the
responsibility of Accenture on April 1 2003.

BC Hydro will no longer be liable for development and implementation cost overruns
under the outsourcing agreement. Further, BC Hydro will receive repayments of up
to <Redacted> million of its prior investment in Northstar if Accenture is successful
in marketing use of the CIS product to other North American utilities. The actual
return to BC Hydro will depend on the number of new customers ABS is successful
in converting to the Northstar system.

The Minimum Aggregate Spend
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In DLATI’s opinion, the cornerstone of the outsourcing contract is the concept of the
minimum aggregate spend (MAS). Under this concept, BC Hydro guarantees ABS a
minimum cash flow resulting from the services ABS provides. The utility is
committed to spend the MAS amount on ABS’ services for the ten-year term of the
contract. The range of services included within the MAS can be varied at BC
Hydro’s discretion, the overall dollar impact of the MAS may not.

We understand that the MAS has been calculated on the basis of payment of the 2003
cost of those services being transferred, less guaranteed savings. These savings
represent the difference between the MAS and BC Hydro’s estimated 2003 costs of
operating the transferred services.

We assume that ABS expects to realize at least offsetting savings on its own account
from two sources, namely improvement of the service processes in the new
environment and sale of similar services to other customers. However, the charges to
BC Hydro implicit in the MAS are not dependent on such ABS savings being realized
and, based on our understanding of the contract, BC Hydro is not contractually at risk
in this regard.

The Minimum Aggregate Spend is built into the outsourcing contract at the levels
shown in Figure B.5. This shows both the MAS and the related guaranteed savings.
It can be said to be BC Hydro’s cornerstone commitment to the implementation of the
outsourcing arrangements. All dollar amounts shown in Figure B.5 are in $000.

Figure B.5 — MAS and guaranteed savings

2003 147,356 155,691 8,335 5.35
2004 137,984 155,691 17,707 11.37
2005 131,300 155,691 24,391 15.67
2006 126,822 155,691 28,869 18.54
2007 Redacted 155,691 Redacted Redacted
2008 Redacted 155,691 Redacted Redacted
2009 Redacted 155,691 Redacted Redacted
2010 Redacted 155,691 Redacted Redacted
2011 Redacted 155,691 Redacted Redacted
2012 Redacted 155,691 Redacted Redacted
Total 1,284,374 1,556,910 274,536 17.63

The Importance of Service Units as the Basis of ABS’ charges
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Notwithstanding the implications of the MAS, the outsourcing contract stipulates that
the actual monthly charges invoiced to BC Hydro by ABS will be based on the
number of “service units” used by the utility.

In its simplest form, a service unit can be equated to a particular outsourced
transaction, e.g. a customer call to the call centre, production of a bill, receipt of a
customer payment etc. Other service units relate to numbers of units served by ABS,
e.g. number of network servers maintained, number of employees on the payroll etc.
The contract calls for estimates of anticipated minimum, average and maximum unit
volumes to be set, and a unit price range to be applied to these categories. The
maximum price is referred to in the contract as the “ceiling price” while the minimum
price is the “floor price.”

At the time this report was prepared, unit prices and anticipated unit volumes had not
been finalized. Based on information provided to us by both parties, it is expected that
multiplying unit prices by expected usage and aggregating the result should equate to
the value of the MAS. However, we have been unable to confirm that this is the case.

Actual billings to Hydro will be a function of the cost of service units actually used,
multiplied by the applicable unit price within the price range. If BC Hydro uses more
units than the maximum in any particular month, it will pay for excess usage at the
marginal cost above the ceiling price. If it uses fewer units than the minimum
estimate, the MAS will still apply. However, if consistent under-use occurs, BC
Hydro may add additional services to the outsourcing contract to bring service costs
up to the MAS level.

Potential Sources of Cost Reduction

The outsourcing contract identifies a number of opportunities for BC Hydro to reduce
its costs of service in addition to the guaranteed savings. Specifically, ABS is
committed to:

e (Redacted)

e (Redacted)

e (Redacted)

e Return up to $30 million of CIS costs already incurred by BC Hydro in
connection with the Northstar project, if the same CIS is chosen for use by other
utilities outsourcing customer care services to ABS.

From our examination of the contract, we have determined that these opportunities for
BC Hydro are not subject to any Accenture approval process. They will

automatically apply when the qualifying conditions occur.

Human Resource Arrangements
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Approximately 1,600 employees of BC Hydro transferred to ABS on April 1, 2003.
We have been assured that their conditions of employment were unchanged when the
transfer took place. We also understand that initially they were expected to carry out
basically the same functions as before the transfer, using the same desks and the same
workstations and supporting the same processes.

Subsequent to agreement with the union representing the affected workforce, the
OPEIU, all employees eligible for transfer were offered the opportunity to elect to
move to ABS or exercise other rights, basically severance, early retirement or
continuation of employment with BC Hydro.

Contract Management of ABS by BC Hydro

The outsourcing contract contains a number of mechanisms for BC Hydro to exercise
control over the execution of the arrangements through:

e Definition of standard service level metrics for each outsourced functional area
and the use of these metrics to monitor ABS’ performance. Where performance
consistently falls below the established standard, BC Hydro can apply “demerits”
to ABS which effectively delay payments against the MAS,

e Orders for improvement to service where these are necessary. The contract
contains specific provision for establishment of a change order process,

e Active participation in regular benchmarking activities as described earlier, and

e The use of defined exit clauses in the contract that allow BC Hydro to withdraw
for either convenience or cause.

BC Hydro has put in place a contract management governance strategy and
organization. This organization is responsible for definition of service level
measurements beyond the limited set being used at the outset; determination of the
need for change orders and overall monitoring of ABS’ costs and level of
performance.

All of the opinions expressed by DLAI in previous sections of both the interim and final
reports are set in the general framework of the outsourcing arrangements described
above.
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Appendix C

WORK PLAN FOR PHASE TWO OF THE ASSIGNMENT

The work plan shown below was originally drawn up on January 23, 2003. As the work
progressed, it was further refined on February 3 and March 6, 2003 during discussions
between BC Hydro and DLAI.

The work steps have remained basically unchanged throughout, but the emphasis of the
tasks was adjusted to coincide with the priorities that emerged during DLAI’s work. In
this context, start and end dates shown below are actual dates.

Start  Target

Date End
Date

FINAL REPORT PREPARATION

Oct20 Oct20 Initial meeting to review and
approve work plan

Oct21  Oct24 Meet with BC Hydro managersto  Topic areas stated
review status of Accenture contract in text on preceding
and experience to-date. Identify page
issues for investigation.

Oct21  Oct24 Assessimpact of emerging
regulatory requirements

Oct27 Oct29 Develop approach to address issues
and finalize work plan

Oct30 Oct31 Agree expanded work plan with

BC Hydro management

Nov3  Dec5 Carry out critical reviews in each Depth depends on
area identified in text on preceding level of issue
page remaining

Nov 2l Dec10 Carry out critical reviews in any
other areas needing further
examination.
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Start  Target

Date End
Date
Nov2l Dec12 Re-assessimpact of regulatory
requirements

Nov 28 Jan19 Prepare and present draft findings = Two week pause for
holiday season

Jan20  Feb 15 Prepare draft of final report

Feb16 Feb16 Review draft with BCH and make
any justified changes

Feb17 Feb28 Consolidate and document final
opinion on Accenture
arrangements

Oct20 Project Contingency, admin, progress As needed
End  discussions, report production etc.
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Appendix D

LIST OF DOCUMENTS REVIEWED IN SECOND PHASE

note 1]
BCH

e Master Services Agreement (the 31 Jan 2003  Executed
MSA) Version

e Attachments and Appendices to the = Various Executed BCH
MSA Versions

e Opverall Status of BC Hydro’s 6 October Prepared for BCH
Relationship with ABS 2003 DLAI by Ms.

Rosalie May

e Quarterly Status Reports, Including = End-June, Final BCH
Comparison of Actual Spend vs. Sept and
MAS Dec, 2003

e Issues Outstanding Log 16 Oct 2003  Final BCH

e Project Transition Plan 17 Oct 2003  Final BCH

e BCH Spending Projections [on 17 Oct 2003 ~ Working BCH
ABS services] Papers

e Table of Base Unit Prices Charged 13 Aug 2003 Working BCH
by ABS Paper

e Pricing Process and Products and 29 Aug 2003 Working BCH
Services Price List Paper

e Asset and Support Loadings to 29 Oct 2003  Presentation BCH
ABS Services

e Service Level Reports Through 6 Final ABS

Oct 2003
e Audit Plan 13 June Plan BCH Internal Audit
2003

e Change Order Process and 17 Oct 2003  Final ABS
Tracking

e ABS Invoicing Process Undated Draft BCH

e Service Level Demerit Model 17 Oct 2003  Final BCH

e Service Level Metrics 17 Oct 2003  Final BCH

e Service Availability Report 17 Oct 2003  Final BCH

e Revised Business Case 12 Nov 2003 = Final Draft BCH

e Northstar Project Charter 30 Aug 2002  Final BCH
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Document Name Dated Status [see Source
note 1]
BCH

Northstar Budgets and Progress Various Working
Reports Papers

e Excerpt from CIS Business Case Undated Working BCH

Paper

e Internal Audit Report — ABS 12 Aug 2003  Final BCH
Customer Care Payment Services

e Program and Contract Management 4 Sept 2003  Final PriceWaterhouseCoopers
Report

Notes:

1. Status of document shown is that reported to DLAI by BCH
2. Many of the documents reviewed in the first phase of our assignment were also
referenced in the second phase of our work
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Appendix E

LIST OF INTERVIEWEES IN SECOND PHASE

BC Hydro

Ms. Bob Elton

Ms. Jay Grewal

Ms. Bev van Ruyven
Mr. Jack Bachman
Mr. John Banks

Ms. Nancy Deare
Ms. Pat Howard

Mr. Len Hughes

Mr. Clement Li

Mr. Christopher Eng
Mr. Warren McKay
Ms. Michelle Madsen

Ms. Rosalie May
Mr. Gary Sherlock
Mr. Bob Steele
Mr. Richard Stout

Accenture (ABS)

Mr. John Iyck
Mr. Lawrence Dudson

BC Hydro
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Appendix F- Principle of the Unit Pricing Model

* Band charges either band based, unit
based or other mutually agreed formula
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