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Dear Sirs, 
 
British Columbia Hydro and Power Authority (BC Hydro) is pleased to submit its comments in 
response to the Request for Information, Rate Regulation. 
 
BC Hydro is a Crown Corporation of the Province of British Columbia and is mandated to 
generate, manufacture, distribute and supply power to residents and businesses in the province.  
BC Hydro is subject to regulation by the British Columbia Utilities Commission (BCUC) which, 
among other things, approves the rates BC Hydro charges for its services. 
 
Responses to each of the questions in the request for information are addressed below. 
 
Question 1 – The regulated industry and why it should be considered 

For the types of rate regulation that you think would be useful for us to consider in the 
Discussion Paper (or would not be useful to consider, if applicable), what types of goods 
or services are subject to the rate regulation being described?  

In providing this information, please also tell us: 

(a) whether you are a rate-regulator, a financial statements preparer, auditor, user or 
other (please specify);  

(b) what jurisdiction the rate regulation that you are describing is in;  

(c) whether that jurisdiction is a recent adopter of IFRS; and  

(d) whether the main suppliers of the rate-regulated goods or services (ie the rate-
regulated entities), including your company if applicable, are predominantly 
private-sector entities, government entities or closely related to the rate regulator. 

Response: 

(a) BC Hydro is a financial statement preparer.  As an overview, BC Hydro is a Crown 
Corporation of the Province of British Columbia. As directed by the Hydro and Power 
Authority Act, BC Hydro’s mandate is to generate, manufacture, conserve and supply 



power. BC Hydro is subject to regulation by the British Columbia Utilities Commission 
(BCUC) which, among other things, approves the rates BC Hydro charges for its services 
within the Province of BC.  

(b) BC Hydro is regulated by the BCUC. The BCUC is an independent regulatory agency of 
the Provincial Government and operates under and administers the Utilities Commission 
Act (UCA).  BC Hydro operates primarily under a cost of service regulation as prescribed 
by the BCUC. Revenue requirements and rates charged to customers are established 
through applications filed with and approved by the BCUC. 

(c) Publicly Accountable Enterprises (“PAE”) in Canada adopted IFRS for the year beginning 
January 1, 2011, with a transition date of January 1, 2010. This date was mandated for 
all PAE, in National Instrument 51-102 although certain exceptions were allowed. These 
exceptions were granted primarily due to the uncertainty regarding how regulatory assets 
and liabilities would be accounted for under International Financial Reporting Standards 
(“IFRS”). As a result of these exceptions significant divergence in practice has resulted 
and generally there are now at least four different forms of accounting methodologies 
employed in Canada by regulated utilities, including IFRS, Canadian GAAP, United 
States GAAP, and in BC Hydro’s case, IFRS specifically amended by government 
regulations to explicitly require the recognition of regulatory assets and liabilities. Further, 
for those entities that have adopted IFRS there is disparity in practice of how regulatory 
assets and liabilities are recognized. 

(d) BC Hydro is the predominant supplier of electricity in BC, serving 95 percent of BC’s 
population with approximately 1.9 million customers.  BC Hydro’s service area spans  the 
entire province and the utility delivers electricity to customers through a network of nearly 
76,000 kilometers of transmission and distribution lines.  The transmission network also 
connects with transmission systems in Alberta and Washington State.  The BCUC 
regulates the activities of BC Hydro, 5 investor-owned electric utilities, 14 investor-owned 
gas utilities, 1 investor-owned heat utility, 1 municipal utility and the compulsory 
Insurance Corporation of BC.  See also responses to (a) and (b) and (c) above. 

Question 2 – The objectives of the rate regulation 

What are the objectives of the rate regulation and how do they influence the interaction 
between the rate regulator, the rate-regulated entity and customers? 

In providing this information, please tell us: 

(a) what are the high-level objectives of the rate regulation (for example, to restrict 
prices or to influence the levels of supply and demand or to restrict or encourage 
competition); and 

(b) how these objectives are reflected in the nature of the rate-setting mechanism? For 
example, to what extent: 



(i) is the rate-setting mechanism designed to give the rate-regulated entity a ‘fair 
rate of return’ (for example, a cost-plus mechanism) or is the focus more on 
reducing the cost to customers (for example, a price-cap or other incentive-
based mechanism); 

(ii) are there incentives to meet targets that are not directly related to the cost-rate 
relationship (for example, efficiency, service levels, infrastructure investment, 
increased supply capacity or reliability, use of alternative resources or 
reduction in customer demand or usage);  

(iii) does the rate regulation fix the price per unit or does it provide some flexibility 
for the entity to set prices (for example, through price ranges or caps, based on 
either unit prices or total revenue or total profitability); and 

(iv) are there other aspects of the rate-setting mechanism that reflect any specific 
objectives not envisaged above? 

Response: 

(a) Rate regulation is considered to include the relevant legislation as well as the regulatory 
processes by which a regulatory agency reviews and approves the amount and manner 
in which a utility recovers its costs from its customers. The high level objective of rate 
regulation in B.C. is to enable the regulated utility to recover its prudently incurred costs 
and earn a fair return, and also to ensure that the rates the utility charges to its customers 
to recover these amounts are fair and reasonable.  The UCA which governs how a utility 
may recover its costs in B.C. directs that the rates charged by the utility are just, 
reasonable, and not unduly preferential, arbitrary or unjustly discriminatory.  The UCA 
provides direction on the authority of the regulator, the processes the utility must follow, 
and the information that must be provided in order for the regulator, interveners and the 
public to properly review the regulated utility’s costs and how the utility plans to recover 
these costs in its rates. In addition, the utility may be guided by provincial government 
legislation, such as the Clean Energy Act, which may direct the utility to offer rates that 
are designed to achieve specific objectives such as energy conservation. 

(b) See responses to each point below: 
 
(i) In order to recover its costs through the rates it charges to customers, BC Hydro files 

a revenue requirements application (RRA), which includes a forecast of its cost of 
providing service to customers for a specific test year period. Included in the RRA are 
forecasts of energy supply costs, operating expenses, depreciation and amortization, 
finance costs, return on equity and other costs. BC Hydro’s return on equity (ROE) is 
based on the pre-tax ROE of the benchmark investor-owned utility in the province, 
which is determined by the regulator. For certain costs, BC Hydro bears the risk of 
the variance between the approved forecast costs that are to be recovered in rates 
and actual costs. BC Hydro uses regulatory accounts for a number of reasons; to 
manage the risk of variances between forecast and actual; for costs that are difficult 



to forecast accurately such as energy supply costs; for certain large and unusual or 
one-time costs; and also to match costs with the period that the costs will provide 
benefits to customers, such as costs associated with energy conservation programs.    

(ii) BC Hydro’s objective is to provide safe reliable service to its customers, in an efficient 
and cost effective way. BC Hydro’s costs can be reviewed by the regulator for 
prudency during a revenue requirements application, and the regulator may disallow 
costs if it determines that they are imprudent, not in the interests of ratepayers, or if 
the need for the expenditure is not warranted. In addition, the provincial government 
can, through legislative or other means, establish or guide the development of targets 
for the utility in various areas related to its provision of service to customers (i.e. 
electricity self-sufficiency, demand side measures to conserve energy, greenhouse 
gas emissions and increasing investments in clean and renewable energy sources). 
The regulator may also issue directions to BC Hydro regarding service levels and 
operating standards, and monitor performance against established targets. 

(iii) The rates that BC Hydro charges its customers are reviewed and approved by the 
regulator, through the revenue requirements application (RRA) and a subsequent 
rate design application (RDA). Rates are set for the duration of the test period of the 
RRA, and generally do not vary if actual costs differ from RRA forecasts, unless there 
is a provision in the  regulator’s determination to adjust rates in the period for 
changes in certain items.  In some cases, where an RRA process does not conclude 
before the start of the test period, or where the rates may be dependent on decisions 
in other regulatory processes, rates may be set on an interim basis until sufficient 
information is available to set rates on a final basis for the period. In addition, specific 
rate design and review proceedings may occur from time to time, in order to 
implement new rates or respond to government legislation or policy. Rates for most 
rate classes generally include both a fixed and variable volumetric charge and the 
amount of a customer’s bill for a given billing period is determined by both these 
components.  For industrial and large commercial customers, a demand charge is 
also applied depending on the customers load profile. In addition to the approved 
rates, customers may be charged a rate rider to recover certain utility costs which 
were prudently incurred to provide service to customers, such as variances in plan to 
actual energy costs.  

(iv) BC Hydro also uses regulatory accounts to defer and amortize into rates the impacts 
that may arise due to differences between regulatory accounting and other 
accounting standards (IFRS). These impacts generally reflect differences in the 
timing of when a cost, which is prudently incurred, is recognized in operating or 
capital budgets, and ultimately recovered in rates. In addition, the provincial 
government may issue directions to the regulator regarding rate regulation, such as 
for example rate setting, rate design, cost recovery or services to be offered by the 
utility. The regulator may also issue directions to BC Hydro regarding mechanisms for 
cost recovery including for example the use of regulatory accounts and the 
application of rate riders. 



Question 3 – The rights and obligations established by the rate regulation 

What sort of rights or obligations does the regulation create? 

In providing this information, please consider: 

(a) whether the rate-regulated entity has an exclusive right to operate in the market;  

(b) if the entity’s right to operate in the market is established by licence: 

(i) is there a cost to acquire the licence; and  

(ii) can the licence be revoked, renewed or transferred; 

(c) how competition is excluded or encouraged; 

(d) how the rights and obligations are expressed, for example, as a cap on the rate of 
return, as the right to recover entity-specific costs, as a right to recover an allowed 
level of costs (whether or not incurred by the entity), or as a right to recover 
specific types of costs without limit if and when incurred; and 

(e) whether the entity can choose to stop providing the goods or services that are 
subject to rate regulation and, if so: 

(i) how is this achieved; and  

(ii) what are the consequences for the entity? 

Response: 

(a) BC Hydro operates within a pre-determined geographical service territory and operates 
assets within the service territory as approved by the rate regulator.  The UCA requires 
that a public utility must provide a service to the public that the regulator considers 
adequate, safe, efficient, just and reasonable. The UCA also requires that a public utility 
must supply its services to premises located near its supply lines unless the regulator 
relieves the utility of the obligation to supply service on terms the regulator considers 
proper and in the public interest. 

(b) See responses to each point below: 

(i) A utility is required to obtain a certificate of public convenience and necessity 
(CPCN) from the regulator to operate in a service territory.  There is no fee 
charged for the certificate. However, there are costs associated with the process 
of obtaining a CPCN and ongoing oversight by the regulator.  

(ii) The regulator may cancel or suspend rights to operate. If the regulator, after a 
hearing, determines that a public utility has failed to exercise or has not 



continued to exercise or use the right and privilege granted by the franchise, 
license or permit, the regulator may cancel or suspend the rights under the 
franchise, license or permit. If a franchise, license or permit is cancelled, the 
utility must cease to operate. If a right under a franchise, license or permit is 
suspended, the utility must cease to exercise the suspended right during the 
period of suspension. A public utility must not consolidate, amalgamate or merge 
with another entity unless the Provincial government has first received from the 
regulator a report including an opinion that the consolidation, amalgamation or 
merger would be beneficial in the public interest, and has, by order, consented to 
the consolidation, amalgamation or merger. 

(c) Any entity wishing to compete within a utilities service territory would need to have an 
application to be a regulated utility approved first by the regulator and then apply 
separately for approval to construct such facilities. As a result, barriers to entry are 
typically the high cost of building the assets, and the acquisition of sufficient expertise to 
build, own, operate and maintain safely and reliably the assets at a reasonable cost.  

(d) As established in the UCA, the utility has a right to a reasonable opportunity to recover on 
a timely basis the estimated costs of providing service, including a fair return on rate 
base. Any obligation incurred as a result of providing this service is also required to be 
repaid to customers in a timely manner. In setting a rate under the UCA, 

(i) the regulator must consider all matters that it considers proper and relevant affecting 
the rate, 

(ii) the regulator must have due regard to the setting of a rate that 

i. is not unjust or unreasonable, 

ii. provides to the public utility for which the rate is set a fair and reasonable return 
on any expenditure made by it to reduce energy demands, and 

iii. encourages public utilities to increase efficiency, reduce costs and enhance 
performance, 

(iii) the regulator may use any mechanism, formula or other method of setting the rate 
that it considers advisable, and may order that the rate derived from such a 
mechanism, formula or other method is to remain in effect for a specified period, and 

(iv) if the public utility provides more than one class of service, the regulator must 

i. segregate the various kinds of service into distinct classes of service, 

ii. in setting a rate to be charged for the particular service provided, consider each 
distinct class of service as a self-contained unit, and 



iii. set a rate for each unit that it considers to be just and reasonable for that unit, 
without regard to the rates set for any other unit. 

In setting a rate under the UCA, the regulator may take into account a distinct or special 
area served by a public utility with a view to ensuring, so far as the regulator considers it 
advisable, that the rate applicable in each area is adequate to yield a fair and reasonable 
return on the appraised value of the plant or system of the public utility used, or prudently 
and reasonably acquired, for the purpose of providing the service in that special area. 

If the regulator takes a special area into account, it must have regard to the special 
considerations applicable to an area that is sparsely settled or has other distinctive 
characteristics. 

(e) See responses to each point below: 

(i) A public utility that has been granted a CPCN or a franchise, or that has been 
deemed to have been granted a CPCN, and has begun any operation for which 
the certificate or franchise is necessary, or in respect of which the CPCN is 
deemed to have been granted, must not cease the operation or a part of it 
without first obtaining the permission of the regulator.  

(ii) The business’ net assets would then be approved for sale by the rate regulator to 
a qualifying purchaser. At no time would the provision of services cease. As BC 
Hydro is government owned it is unlikely that BC Hydro could simply choose to 
cease the provision of services. 

Question 4 – The enforcement of rights and obligations 

For the rights and obligations identified in response to Question 3, how does the rate-
regulated entity enforce its rights, or how does the rate regulator enforce the settlement of 
the rate-regulated entity’s obligations? 

In providing this information, please tell us: 

(a) does the rate regulation provide for retrospective recovery or reversal of under- or 
over-recoveries of allowable costs? If so, how is this achieved, for example 
through cash payments or other asset transfers to or from parties outside the rate-
regulated entity (such as individual customers or groups of customers, the rate 
regulator or the government);  

(b) are the rights and obligations separable from the business; and  

(c) what happens to the rights or obligations when the entity ceases to provide the 
rate-regulated goods or services? 

 



Response: 

In general, BC Hydro is able to enforce its rights by statutory authority conveyed upon it by 
statute passed by the provincial legislature.  The regulator is also authorized by, and has its 
enforcement power, through statutory authority conveyed through the UCA.  Administrative 
penalties are available for the BCUC to use to enforce its directives and orders to BC Hydro.  

(a) Retrospective recovery of under-recovered costs or reversal of over-recovered allowable 
costs is not practiced by the regulator in British Columbia.  Rates are set on a forecast 
basis and any over or under recovery of costs is a risk of the utility.  The risk of over or 
under recovery is mitigated for some forecast costs through the use of regulatory 
accounts.  Significant forecast costs, such as cost of energy, are balanced to actual cost 
of energy costs by placing the difference between forecast and actual into a regulatory 
account for future recovery in rates.  In addition, significant costs that may not be 
forecast, such as major storm costs or major unplanned maintenance costs, are also 
captured in regulatory accounts and recovered in a later period, subjective to a prudency 
review of the expenditures by the regulator.   

(b) BC Hydro’s rights and obligations are not generally separable from the business.  
Financial obligations are incurred by BC Hydro and, by statute, are only recoverable 
through rates charged to customers as approved by the regulator.   Transferring an 
obligation to another party would remove any certainty of recovery of the obligation.  With 
regard to rights, it is possible that certain forms of revenue, such as pole contact charges, 
could be transferred to a third party with the regulator’s approval.  With regard to more 
general rights and obligations, BC Hydro has a deemed CPCN to operate its electrical 
generation, transmission and distribution system and is only able to dispose of any or all 
of its operations or obligations under the CPCN with the regulator’s approval.    

(c) If BC Hydro were to cease providing its rate regulate service, the rights to income from 
that service would also cease, or ability to enforce payment of obligations would also 
cease, subject to statutory authority for any other third party to enforce the obligations or 
be entitled to the rights.  

Question 5 – The recovery or reversal of cost and income variances 

How does the rate regulation ensure the recovery or reversal of under- or over-recoveries 
of allowable costs (ie variance amounts) (if applicable)? Are these mechanisms effective in 
recovering or reversing those amounts within the targeted time frame? 

In providing this information, please tell us: 

(a) what is the mechanism for tracking the recovery or reversal of such variance 
amounts; 

(b) how does the rate-setting mechanism adjust for unexpected changes in demand 
for the rate-regulated goods or services; 



(c) has there been a recent trend whereby the balances of the variance amounts have 
been increasing? If so: 

(i) is this caused by an increase or a decrease in the demand of the rate-regulated 
goods or services;  

(ii) has the trend resulted in a net debit position (ie under-recovery of costs) or a 
net credit position (ie over-recovery of costs); and  

(iii) what are the main components of the variance amounts (ie what are the main 
categories of cost or income variances)? 

Response: 

(a) BC Hydro has sought regulatory approval for establishing regulatory accounts and the 
regulator has approved BC Hydro’s requests for a deferral after analysis and enquiry into 
the need and use of the regulatory account. In some cases, the regulator has been 
directed by the Province to allow costs to be recorded in a regulatory account. The 
regulator itself has also directed that certain regulatory accounts be set up. Interveners 
have also explicitly agreed to the creation of regulatory accounts in some cases. BC 
Hydro provides details of its regulatory account balances in its public quarterly and 
annual financial statements. In each revenue requirement application, BC Hydro provides 
details of changes in each regulatory account, including any costs incurred in the period 
since the last application, amortization of the account and the closing balance. In 
addition, it includes a forecast of what it expects to happen within the regulatory account 
during the period covered by each revenue requirement. In addition, BC Hydro files 
separate regulatory account reports which reconcile and provide support for any changes 
in each regulatory account.  

(b) For those costs that BC Hydro has control over, it generally accepts the financial risk of 
the difference between the forecasted and actual costs. However, for those costs that BC 
Hydro does not have control over, it can be difficult to accurately forecast them and 
therefore regulatory accounts are often set up to capture the difference between the 
forecast and actual costs and recover or refund the variance, through the rates charged 
to ratepayers. Load forecast variances or changes in demand are captured in a cost of 
energy variance regulatory account, for recovery in a future period.  

(c) BC Hydro’s regulatory account balances include both variance based deferrals and non-
variance based deferrals. The balances in both the variance based and non-variance 
based accounts have been increasing in recent years.   

(i) The increases in recent years are primarily attributable to the following factors: 

• Deferral of the impacts on retained earnings of the transitional impacts of 
applying the principles of IFRS to reflect timing differences of when costs are 
recognized in income, avoid large one-time rate impacts and allow recovery 



of the costs in the future. The most significant impact was the recording of 
the unamortized experience losses on post-employment benefits. 

• Deferral of experience gains/losses on post-employment benefits. BC Hydro 
has recorded experience losses on post-employment benefit plan in recent 
years due to reductions in the discount rate on plan assets and reduced 
returns on plan assets. 

• Deferral of expenditures to promote energy conservation that do not qualify 
for capitalization but benefit customers over future periods. 

• Deferral of expenditures not eligible for capitalization on a potential major 
source of supply. 

• Deferral of overhead costs previously eligible for capitalization under 
previous accounting standards but no longer eligible for capitalization under 
the principles of IFRS. 

(ii) The recent trend has resulted in a net debit position. 

(iii) See response to (i) above. 

 
Please contact us if you have any questions or would like to discuss any of these matters. 
 
Regards, 
 
 
 
 
Cheryl Yaremko 
Executive Vice-President, Finance & Chief Financial Officer 
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	(d) how the rights and obligations are expressed, for example, as a cap on the rate of return, as the right to recover entity-specific costs, as a right to recover an allowed level of costs (whether or not incurred by the entity), or as a right to recover specific types of costs without limit if and when incurred; and
	(e) whether the entity can choose to stop providing the goods or services that are subject to rate regulation and, if so:
	(i) how is this achieved; and 
	(ii) what are the consequences for the entity?
	Response:
	(a) BC Hydro operates within a pre-determined geographical service territory and operates assets within the service territory as approved by the rate regulator.  The UCA requires that a public utility must provide a service to the public that the regulator considers adequate, safe, efficient, just and reasonable. The UCA also requires that a public utility must supply its services to premises located near its supply lines unless the regulator relieves the utility of the obligation to supply service on terms the regulator considers proper and in the public interest.
	(b) See responses to each point below:
	(i) A utility is required to obtain a certificate of public convenience and necessity (CPCN) from the regulator to operate in a service territory.  There is no fee charged for the certificate. However, there are costs associated with the process of obtaining a CPCN and ongoing oversight by the regulator. 
	(ii) The regulator may cancel or suspend rights to operate. If the regulator, after a hearing, determines that a public utility has failed to exercise or has not continued to exercise or use the right and privilege granted by the franchise, license or permit, the regulator may cancel or suspend the rights under the franchise, license or permit. If a franchise, license or permit is cancelled, the utility must cease to operate. If a right under a franchise, license or permit is suspended, the utility must cease to exercise the suspended right during the period of suspension. A public utility must not consolidate, amalgamate or merge with another entity unless the Provincial government has first received from the regulator a report including an opinion that the consolidation, amalgamation or merger would be beneficial in the public interest, and has, by order, consented to the consolidation, amalgamation or merger.
	(c) Any entity wishing to compete within a utilities service territory would need to have an application to be a regulated utility approved first by the regulator and then apply separately for approval to construct such facilities. As a result, barriers to entry are typically the high cost of building the assets, and the acquisition of sufficient expertise to build, own, operate and maintain safely and reliably the assets at a reasonable cost. 
	(d) As established in the UCA, the utility has a right to a reasonable opportunity to recover on a timely basis the estimated costs of providing service, including a fair return on rate base. Any obligation incurred as a result of providing this service is also required to be repaid to customers in a timely manner. In setting a rate under the UCA,
	(i) the regulator must consider all matters that it considers proper and relevant affecting the rate,
	(ii) the regulator must have due regard to the setting of a rate that
	i. is not unjust or unreasonable,
	ii. provides to the public utility for which the rate is set a fair and reasonable return on any expenditure made by it to reduce energy demands, and
	iii. encourages public utilities to increase efficiency, reduce costs and enhance performance,
	(iii) the regulator may use any mechanism, formula or other method of setting the rate that it considers advisable, and may order that the rate derived from such a mechanism, formula or other method is to remain in effect for a specified period, and
	(iv) if the public utility provides more than one class of service, the regulator must
	i. segregate the various kinds of service into distinct classes of service,
	ii. in setting a rate to be charged for the particular service provided, consider each distinct class of service as a self-contained unit, and
	iii. set a rate for each unit that it considers to be just and reasonable for that unit, without regard to the rates set for any other unit.
	In setting a rate under the UCA, the regulator may take into account a distinct or special area served by a public utility with a view to ensuring, so far as the regulator considers it advisable, that the rate applicable in each area is adequate to yield a fair and reasonable return on the appraised value of the plant or system of the public utility used, or prudently and reasonably acquired, for the purpose of providing the service in that special area.
	If the regulator takes a special area into account, it must have regard to the special considerations applicable to an area that is sparsely settled or has other distinctive characteristics.
	(e) See responses to each point below:
	(i) A public utility that has been granted a CPCN or a franchise, or that has been deemed to have been granted a CPCN, and has begun any operation for which the certificate or franchise is necessary, or in respect of which the CPCN is deemed to have been granted, must not cease the operation or a part of it without first obtaining the permission of the regulator. 
	(ii) The business’ net assets would then be approved for sale by the rate regulator to a qualifying purchaser. At no time would the provision of services cease. As BC Hydro is government owned it is unlikely that BC Hydro could simply choose to cease the provision of services.
	Question 4 – The enforcement of rights and obligations
	For the rights and obligations identified in response to Question 3, how does the rate-regulated entity enforce its rights, or how does the rate regulator enforce the settlement of the rate-regulated entity’s obligations?
	In providing this information, please tell us:
	(a) does the rate regulation provide for retrospective recovery or reversal of under- or over-recoveries of allowable costs? If so, how is this achieved, for example through cash payments or other asset transfers to or from parties outside the rate-regulated entity (such as individual customers or groups of customers, the rate regulator or the government); 
	(b) are the rights and obligations separable from the business; and 
	(c) what happens to the rights or obligations when the entity ceases to provide the rate-regulated goods or services?
	Response:
	In general, BC Hydro is able to enforce its rights by statutory authority conveyed upon it by statute passed by the provincial legislature.  The regulator is also authorized by, and has its enforcement power, through statutory authority conveyed through the UCA.  Administrative penalties are available for the BCUC to use to enforce its directives and orders to BC Hydro. 
	(a) Retrospective recovery of under-recovered costs or reversal of over-recovered allowable costs is not practiced by the regulator in British Columbia.  Rates are set on a forecast basis and any over or under recovery of costs is a risk of the utility.  The risk of over or under recovery is mitigated for some forecast costs through the use of regulatory accounts.  Significant forecast costs, such as cost of energy, are balanced to actual cost of energy costs by placing the difference between forecast and actual into a regulatory account for future recovery in rates.  In addition, significant costs that may not be forecast, such as major storm costs or major unplanned maintenance costs, are also captured in regulatory accounts and recovered in a later period, subjective to a prudency review of the expenditures by the regulator.  
	(b) BC Hydro’s rights and obligations are not generally separable from the business.  Financial obligations are incurred by BC Hydro and, by statute, are only recoverable through rates charged to customers as approved by the regulator.   Transferring an obligation to another party would remove any certainty of recovery of the obligation.  With regard to rights, it is possible that certain forms of revenue, such as pole contact charges, could be transferred to a third party with the regulator’s approval.  With regard to more general rights and obligations, BC Hydro has a deemed CPCN to operate its electrical generation, transmission and distribution system and is only able to dispose of any or all of its operations or obligations under the CPCN with the regulator’s approval.   
	(c) If BC Hydro were to cease providing its rate regulate service, the rights to income from that service would also cease, or ability to enforce payment of obligations would also cease, subject to statutory authority for any other third party to enforce the obligations or be entitled to the rights. 
	Question 5 – The recovery or reversal of cost and income variances
	How does the rate regulation ensure the recovery or reversal of under- or over-recoveries of allowable costs (ie variance amounts) (if applicable)? Are these mechanisms effective in recovering or reversing those amounts within the targeted time frame?
	In providing this information, please tell us:
	(a) what is the mechanism for tracking the recovery or reversal of such variance amounts;
	(b) how does the rate-setting mechanism adjust for unexpected changes in demand for the rate-regulated goods or services;
	(c) has there been a recent trend whereby the balances of the variance amounts have been increasing? If so:
	(i) is this caused by an increase or a decrease in the demand of the rate-regulated goods or services; 
	(ii) has the trend resulted in a net debit position (ie under-recovery of costs) or a net credit position (ie over-recovery of costs); and 
	(iii) what are the main components of the variance amounts (ie what are the main categories of cost or income variances)?
	Response:
	(a) BC Hydro has sought regulatory approval for establishing regulatory accounts and the regulator has approved BC Hydro’s requests for a deferral after analysis and enquiry into the need and use of the regulatory account. In some cases, the regulator has been directed by the Province to allow costs to be recorded in a regulatory account. The regulator itself has also directed that certain regulatory accounts be set up. Interveners have also explicitly agreed to the creation of regulatory accounts in some cases. BC Hydro provides details of its regulatory account balances in its public quarterly and annual financial statements. In each revenue requirement application, BC Hydro provides details of changes in each regulatory account, including any costs incurred in the period since the last application, amortization of the account and the closing balance. In addition, it includes a forecast of what it expects to happen within the regulatory account during the period covered by each revenue requirement. In addition, BC Hydro files separate regulatory account reports which reconcile and provide support for any changes in each regulatory account. 
	(b) For those costs that BC Hydro has control over, it generally accepts the financial risk of the difference between the forecasted and actual costs. However, for those costs that BC Hydro does not have control over, it can be difficult to accurately forecast them and therefore regulatory accounts are often set up to capture the difference between the forecast and actual costs and recover or refund the variance, through the rates charged to ratepayers. Load forecast variances or changes in demand are captured in a cost of energy variance regulatory account, for recovery in a future period. 
	(c) BC Hydro’s regulatory account balances include both variance based deferrals and non-variance based deferrals. The balances in both the variance based and non-variance based accounts have been increasing in recent years.  
	(i) The increases in recent years are primarily attributable to the following factors:
	 Deferral of the impacts on retained earnings of the transitional impacts of applying the principles of IFRS to reflect timing differences of when costs are recognized in income, avoid large one-time rate impacts and allow recovery of the costs in the future. The most significant impact was the recording of the unamortized experience losses on post-employment benefits.
	 Deferral of experience gains/losses on post-employment benefits. BC Hydro has recorded experience losses on post-employment benefit plan in recent years due to reductions in the discount rate on plan assets and reduced returns on plan assets.
	 Deferral of expenditures to promote energy conservation that do not qualify for capitalization but benefit customers over future periods.
	 Deferral of expenditures not eligible for capitalization on a potential major source of supply.
	 Deferral of overhead costs previously eligible for capitalization under previous accounting standards but no longer eligible for capitalization under the principles of IFRS.
	(ii) The recent trend has resulted in a net debit position.
	(iii) See response to (i) above.
	Please contact us if you have any questions or would like to discuss any of these matters.
	Regards,
	Cheryl Yaremko
	Executive Vice-President, Finance & Chief Financial Officer

