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British Columbia Hydro and Power Authority
2004/05 and 2005/06 Revenue Requirements Application

and

An Application by British Columbia Transmission Corporation
for Approval of an Application for Deferral Accounts

REVISED HEARING ISSUES LIST

MAY 18,

BRITISH COLUMBIA UTILITIES COMMISSION

.\
A.  APPLICANTS ,ﬂ[ Z
1. PANEL 1 - POLICY
— ] Tow
1.1 BC Hydro Deferral Accounts . ’1 ATE

e BCH Request for approval of four deferral accounts including: Heritage Paymen
Obligation Deferral Account, Non Heritage Deferral Account, a Trade Income
Deferral Account and a BCTC Transition Deferral Account.

o Deferral account issues include the philosophy of controllable vs. non controllable
items; incentives to ensure cost control and policy issues arising from the proposed
criteria for determining eligibility for deferral account treatment

1.2 Corporate Functions

e Corporate policies which affect worker and public safety and the costs of these
policies.

1.3  Corporate Sustainability Issues

e Corporate Policies with regard to and value derived from R&D programs, public
relations, advertising, sustainability, water use planning, and First Nations issues.

o Restricting R& D expenditures to funding research directly bearing on operating and
maintenance, with a relatively early payback.

1.4  BC Hydro Resource Expenditure and Acquisition Plan filing

e Policy issues with this filing include; the extent to which this filing meets the
requirements of the Commission regarding level of details and information and the
extent to which the approval of this filing satisfies the requirements of Section 45 and
Section 71.



1.5

1.6

1.7

1.8

1.9

1.10

2004 Integrated Electricity Plan
e Process for review of the IEP
Budgeting Process and Variance Analysis

e Budgeting Process, ex-plan funding, stranded costs and senior management variance
reports.

Provincial Energy Plan

e Adherence to Energy Plan as it might speak to financial screens that are relevant to
F2005 and F2006 rates, including costs of transmission assets.

e Consistency between accounting practices and the Energy Plan, including treatment
of ARO and CIAC.

e Appropriate use of Contract/Consulting/Outsourcing opportunities to achieve cost
reductions.

MLA Review re Burrard Generating Station
e Strategies for managing the risk of changes, that may affect F2005 and F2006 rates,

to the operating parameters of Burrard Generating Station arising from the MLA
Review

Creation of BCTC
¢ Incremental costs arising from creation of BCTC.

e F2005 and F2006 rate impacts arising from the Designated Agreements between BC
Hydro and BCTC.

Gross OMA / Capital Expenditures
e Merits of an across the board reduction.
e Potential for productivity gains of 2-3 percent during F2005 and F2006.

e F2005 and F2006 rate impacts arising from maintenance and capital plan decisions
made over the past 10 years.

e Adjustments to F2005 and F2006 rates because of historical variances between
budget and actual (“spending lag”).

e Justification for OMA increase of 14 percent.



2.

PANEL 2 — FINANCE

2.1

22

23

24

Accounts Receivables — Recovery of Bad Debt or Disputed Revenue

e Issues with regard to the treatment of outstanding debts from California and Alcan
and other large receivables. How and over what period should the amounts be
recovered, e.g. over the next two year test period?

¢ Should a deferral account be established to apply to variances from the estimates and
to reflect the risk that these accounts might not be collected?

Capital Structure
2.2.1 Debt levels, component costs and foreign exchange rates

o Should a deferral account on interest costs and foreign exchange rates be
approved, and if so, what is the expected balance for that account at the end of
F2005 and F2006?

2.2.2 Equity component, effective income tax rate, before tax return on equity

o The appropriate equity component for F2005 and F2006 having regard to the
equity component from F1993 to F2006 (actual and forecast) and the financial
risks and consequences of either an increase or decrease in the equity
component, and having regard to the requirements of HSD No. 1 and HSD
No.2

Contributions in Aid of Construction

¢ Should existing contributions be amortized at an appropriate pace and should future
payments for facilities by customers be deducted from the cost of the facilities rather
than booked as CIAC?

Generally Accepted Accounting Principles

2.4.1 Depreciation

e Policy and approvals for adjustments to depreciation rates from F1999 to
F2006.

¢ Financial aspects of depreciation rates, WUP, First Nations negotiation costs,
Burrard Generating Station and distribution transformers.



2.5

2.6

2.7

2.8

2.4.2 Future Removal and Site Restoration Costs/Site Restoration and Removal Costs
and Asset Retirement Obligation.

e Appropriate accounting for costs associated with retirement of capital assets
consistent with changes to section 3110 of the CICA.

o Should the net liability balance be transferred to retained earnings or returned
to customers, e.g. through a credit to rates and/or deferral mechanism?

2.4.3 Pensions

e Should GAAP accrual of other post retirement benefit plans be followed or
remain on a cash basis?

¢ Valuation of and accounting for post retirement benefit costs.
2.44 Capital Additions

¢ Calculation of Interest During Construction.
Proposed Rate Increase
¢ Proposed rate increase and sensitivities to variations in cost of service.
Debi Portfolio
e Appropriate mix of long/short term debt.
BC Hydro Deferral Accounts

e Appropriateness of certain items for the deferral account; the mechanics of the
accounts; and the disposal of the accounts.

o BC Hydro has proposed to set up a deferral account to capture the credits associated
with Founding Partner benefits and any CIS Credits under the ABS Contract.

Powerex - Trade Income

¢ Implications for F2005 and F2006 rates of the transfer and pricing proviéions in the
Transfer Pricing Agreement between BC Hydro and Powerex.

¢ How will revenues from past trading activities be treated relative to the Trade Income
Deferral Account?



2.9

BCTC Transition Deferral Account
e Appropriateness of contents and forecasted revenues.

e Need to clarify whether and to what extent BCTC and/or BC Hydro has
responsibility for controllable items for fiscal 2005-06.

PANEL 3 -~ CORPORATE HUMAN RESOURCES & FIELD SERVICES

3.1

32

33

34

35

3.6

Service Organization Staffing

o Issues regarding the appropriate use of Contract/Consulting/Outsourcing
opportunities in order to achieve cost reductions.

e Benchmarking performance metrics used in outsourcing contracts.
o (Clarification of forecast of gainsharing costs.

Compensation Policies

« Performance criteria re: incentive programs

o Appropriateness of using comparables and the comparables used for the purpose of
determining overall compensation levels and “at risk” percentage of compensation.

o Appropriateness of 50 percentile target for setting compensation levels.

Line Contractors

e Optimal use of line contractors by BC Hydro.

¢ Should BCH/BCTC and IPP’s have choice in line construction/maintenance?

Cost of Headcount Vacancies

e Should an adjustment be made for an estimate of vacant positions?

Employee Benefit Programs

e Are the programs and their costs reasonable? What fixed cost or flexible benefit
programs have been investigated, e.g. Dental, health, vacation, etc.? What Defined
Contribution pension plans have been investigated?

Post Retirement Benefits

¢ Compensation policies relating to post retirement benefits. Past and future trends?
Ability to reduce future benefits?



4. PANEL 4 — ENERGY SUPPLY COSTS

4.1 Load forecast

¢ Should the sales revenue based on forecast of domestic sales for F2005 and F2006
test years be approved?

e If not, what should the load forecasts be for the purpose of revenue calculation, taking
into consideration the methodology, the key assumptions and the revised evidentiary
update?

42  Power Smart Programs
4.2.1 Cost-effectiveness of Power Smart and Selection of Programs
e Are the expenditures by the Utility prudent and reasonable, taking into
consideration the rate impact and the delivered cost of energy savings for the
various customer classes?
e Power Smart Savings Targets
e Should the Power Smart savings targets:

e be approved for the purpose of calculating lost revenues?

* if not, what should be the savings for F2005 and F2006 taking into
consideration the evaluation methodology of the DSM programs?

e What is/are the appropriate financial test(s) to evaluate Power Smart, and are
the test(s) applied appropriately?

e Should Power Smart programs be evaluated individually or as part of a
portfolio?

e Should Power Smart programs with a RIM of less than one be terminated?
e Should Power Smart programs with a TRC of less than one be terminated
e Should a NPV analysis be used to screen Power Smart programs?

e Should BC Hydro employ the ERIM test as defined in the evidence of Mr.
Belland in evaluating Power Smart?

e Relationship between Power Smart (demand side) and supply side resources,
and the selection criteria for the portfolio mix of demand side and supply side
resources.



4.2.2

423

Should Power Smart overhead expenditures be reduced or allocated to
program costs?

Amount of achievable, cost effective savings not pursued as part of Power
Smart program.

Does the analysis in BC Hydro’s Ten Year Plan capture the full benefits of
energy efficiency programs, specifically generator capacity savings, avoided
transmission and distribution costs, and benefits from generation freed up by

- efficiency savings?

Is the discount rate used by BC Hydro in the Power Smart Ten Year Plan the
appropriate discount rate? '

What is the rate impact of Power Smart programs?

Power Smart Program Design

Power Smart expenditures on “Awareness, Information and Education” and
“Other Enabling Initiatives” do not demonstrate benefits.

Fuel switching/substitution programs.
Expand Power Smart programs targeted to benefit low-income residential

customers, and increase to residential construction program, and the
commercial new construction program?

Industrial Power Smart Programs

Are incentives for investments in CBG and other load displacement programs
compatible with the Government’s Response to the Report and
Recommendations on the 2003 Heritage Inquiry and Public Hearing?

Will future stepped rates or TOU rates impact the cost-effectiveness of the
industrial Power Smart programs in this Application through changes to the
free rider count and customers’ energy saving patterns?

Should savings from industrial power smart programs obtained by other
mechanisms, notably the two-tier industrial rate which was included in the
energy policy?

Replace Power Smart programs with rate proposals and complementary
strategies, facility energy advisory services and conservation financing that
will achieve the industrial sector potential in an efficient and equitable
manner.



4.3

4.4

4.5

OMA Expenses for the Forecasting Function
4.3.1 Are expenditures reasonable and prudent for the given tasks?

4.3.2 Should there be a concern that for a continuous function such as load forecasting,
there are no pre-2003 records to compare the costs for F2004, F2005 and F2006?

Energy Purchase Agreements
e Issues related to EPAs that have an impact on F2005 and F2006 rates.
Burrard Generating Station

e How will the long-term role of Burrard Generating Station be assessed?

PANEL 5 — DISTRIBUTION

5.1

52

53

54

55

Sustaining Capital Issues

e BC Hydro has forecast large increase in sustaining capital from F2003 to F2005 and
has not been keeping up to forecast budgets. This raises the issues of appropriate
levels and justification for the increases.

Adequacy of Current Service

e Issue regarding the current level of performance and whether large expenditures in
maintenance and capital programs are justified.

BC Hydro’s service policy regarding Non Integrated Areas
e Clarification is required regarding BC Hydro’s intended policy for NIAs.
Objectives for Outsourcing

o Issues regarding the appropriate use of Contract/Consulting/Outsourcing
opportunities in order to achieve cost reductions.

ABS Contract
5.5.1 Benefits/Costs

o The realization of the expected benefits from:

e Support Service Agreement budgeted $14 million annually for BC Hydro
to provide support services to ABS for rent, vehicles, furniture etc.



5.6

5.7

e Founding Partner Benefits — participation in the future revenue stream
developed by Accenture in the area of Utility Outsourcing in North
America.

e Repayment of CIS costs — recover a portion of its investment in the new
CIS if ABS grows in the Customer Care market and utilizes the CIS.

e Contract administration costs.

e Relationship and accountabilities between BC Hydro and Accenture,
including guidelines established for service terminations, security deposits
and other matters that affect (low income) customers.

5.5.2 Cost Savings
e Guaranteed Savings for maintaining existing (2003) BC Hydrq service levels.
5.5.3 Targets and Service Levels
e Service reliability and service level targets and financial penalties.
e Approval of out-of scope changes.
e Customer service standard.
System Extension Test
e Is it being administered appropriately and consistently?
e Are financial tests used to evaluate consistent with Tariff?
e Changes arising from the capital forecast.

Depreciation Rates of Assets

e Life-expectancy and depreciation rates for distribution transformer assets.

PANEL 6 — TRANSMISSION

6.1

Deferral Accounts

6.1.1 Utilization and Credit Risk Deferral Account
e Potential contents of account.

e Should existing credit security requirements be revised?



6.2

10

e  What are the appropriate amortization periods for account balances and when

are the balances considered-unreasonably large?

Should section 3(c) of Special Direction No. 9 be a design consideration for
this account?

6.1.2 Emergency Maintenance Expenditure Deferral Account

Positive and negative variances to be captured in this account.

6.1.3 Cost of Market Deferral Account

How should the balances in this account be managed?

General and Administrative Costs

6.2.1

6.2.2

6.2.3

6.2.4

Budgeting Process — New incremental costs

How was the zero base methodology applied to derive this costs?

Impact of formation of BCTC - raises new issues of cost control and
duplication between BCH/BCTC.

Concerns regarding 2004 one-time expenditures and impact on forecast
2005/2006 spending.

Legal Function

Would a full function internal organization be more cost effective?

Lease Costs — Head Office

Is the location of the leased premises, the total square footage and the

resulting annual lease cost appropriate for the utility?

Compensation Policies for BCTC

Performance criteria re: incentive programs.
Appropriateness of using comparables and the comparables used for the
purpose of determining overall compensation levels and “at risk” percentage

of compensation.

Appropriateness of 50 percentile target for setting compensation levels.



6.3

6.4

6.5

6.6

6.7

11

Designated Agreements
6.3.1 New RTO West Funding Agreement
e What is the status of this Agreement?
e What is the expected funding obligation and how will it be recovered?
e Cost of compliance with FERC policies/rules.
e Costs associated with new control centre.
6.3.2 Service Level Agreements, effective April 1, 2004
e What is the status of these Agreements?

e What is the impact (i.e. on F2005 Transmission Revenue Requirements) of
changes that may result from these Agreements?

Transmission Capital Expenditures for Control Centers

e Additional clarification and justification is required for forecast capital expenditures
in view of past expenditures and the anticipation of the System Control
Modernization Project.

Transmission System Reliability

e BCTC cites reliability concerns as a major cost driver for BCTC’s increases in budget
requirements. This requires additional justification with regard to present levels of
reliability and the programs designed to improve that reliability.

Transmission Capital Programs

o Issues include; the business cases and justification for NITS and Transmission
expansion expenditures including the timing/delay of the Guichon Capacitors, and
planning criteria for market use and reliability needs.

e Other issues include; the level of sustaining capital and results of condition
assessment surveys particularly the baseline audit required by the Assessment
Management and Maintenance Agreement.

Maintenance Expenditures

e Issues include: impacts of condition assessment surveys, vegetation management
programs, and requirements of WECC Reliability Management Systems Agreements
on costs of maintenance.



6.8.
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¢ Increased expenditures in F2005 and the effect of past deferral of maintenance
programs.

Objectives for Outsourcing

o [ssues regarding the appropriate use of Contract/Consulting/Outsourcing
opportunities in order to achieve cost reductions.

PANEL 7 — HERITAGE CONTRACT & OPERATION OF HERITAGE ASSETS

7.1

7.2.

7.3

7.4

7.5

Capital Expenditures

e Issues include the appropriateness of Burrard past and ongoing expenditures, and
appropriate CPCN levels and business cases for upgrades.

¢ Capitalization and amortization of First Nations and water use planning costs.

~ Objectives for Outsourcing

o Issues regarding the appropriate use of Contract/Consulting/Outsourcing
opportunities in order to achieve cost reductions.

Impact of Water Use Plans on Generation Levels and Offsetting Credits from Water Use
Fees.

Generation Performance Reports

¢ Issues include high engineering costs and evaluations for rebuilding vs. replacing
equipment. -

Operation of the Reservoirs and Storage Plans

o Issues include the appropriate risk management policy for water years of large
variability from normal.

o Issues relating to CPC/CBT projects and Columbia Region.
o Energy output analysis — security of supply and consistency of analysis.
o What are the impacts on the heritage resources of the low-reservoir inflows?

¢ Differences in the evidence with respect to the level of heritage assets?



7.6

7.7

7.8

7.9

13

Burrard Thermal

F2005 and F2006 rate impacts arising from the availability and utilization of this
plant.

Issue regarding mitigation of under utilized gas supply contracts.

Has there been consistent financial analysis of resource alternatives that impact F2005
and F2006 rates?

Aberfeldie

Redevelopment plans.

Optimum Resource Mix for F2005 and F2006

Is the proposed mix of resources to meet supply requirements in F2005 and F2006 the
optimum resource mix, given reservoir levels, snow pack, energy price forecasts, rate
increases in F2005, and load characteristics?

Has there been consistent financial analysis of resource alternatives considered for
F2005 and F2006?

Use of Hydrology Analysis to determine output from hydroelectric reservoirs under a
variety of reservoir levels and relationship with security and supply of energy.

B. INTERVENORS

8. British Columbia Old Age Pensioners Organization et al

8.1

Power Smart

Issues with regard to Mr. Schaeffer’s evidence and response to Commission
information requests include appropriate subsidy levels and evaluation methods for
Power Smart programs and program evaluation, and rate structures for which would
efficiently promote conservation programs.

What is the relevance of the econometric studies cited at page 7 to an assessment of
BC Hydro’s Power Smart Program? '

What is the proper way to calculate the RIM benefit cost ratio for the Canfor and
Weyerhaeuser projects and other similar projects, bearing in mind:

a) The appropriate price to evaluate displaced power; and



9.

10.
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b) The extent to which Canfor and Weyerhaeuser would have invested in energy
conservation in the absence of the Power Smart Programs?

e What is the appropriate relationship between rate design and review of Power Smart
expenditures in this proceeding?

Citizens for Public Power
9.1 Power Smart

e Issues with regard to CFPP (evidence of Dr. Calvert) are similar to BCOAPO
regarding the appropriate tests and evaluation for Power Smart and the level of
subsidies for Power Smart programs (particularly the industrial programs). There are
also issues with regard to the strategy for Power Smart in a non-vertically integrated
market.

o Is there a meaningful difference between load displacement programs and energy use
reduction programs?

9.2 ‘Energy Purchase Agreements
e What are the relative costs and benefits of BC Hydro’s IPP acquisition?
9.3  Energy Plan |
e Relevance of Energy Plan to this proceeding.
Commercial Energy Consumers of British Columbia
10.1  Equity Component, effective Income Tax Rate and before Tax Return on Equity

e The appropriate equity component for F2005 and F2006 having regard to the equity
component from F1993 to F2006 (actual and forecast) and the financial risks and
consequences of either an increase or decrease in the equity component.

10.2 Revenue Requirements Savings Summary
e Alternative choices to reduce or eliminate requested rate increase.
o Are BC Hydro’s expectations of anticipated costs in the test periods (as reflected in
the application) an inappropriate measure of the revenue requirements for F2005 and

F2006?

e Do BC Hydro’s variable pay plans appropriately incent BC Hydro management to
meet corporate and line of business objectives? ’






