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Executive summary

On March 7, 2017, British Columbia Hydro and Power Authority (BC Hydro) filed an application (Application)
with the British Columbia Utilities Commission (Commission) under section 41 of the Utilities Commission Act,
for permissionto permanently cease operations and decommission the Salmon River Diversion facility
(Diversion). BCHydro also requests permission to transferthe costsincurred to cease operationsand
decommission the Diversion into a Dismantling Cost Regulatory Account (DCRA). BCHydroisrequesting
approval of the DCRA inits Fiscal 2017 to Fiscal 2019 Revenue Requirements Application (RRA), and that
proceedingis being considered by another panel.

The Diversion, located in central VancouverlIsland, was builtin 1957-1958. It redirects a portion of the water
flow from the Salmon Riverthrough an approximately 3kmlong canal (Canal) toan unnamed pond and then
through an improved natural channel to Brewster Lake, where itenters the Lower Campbell Reservoir and is
usedto augment generation atthe Ladore andJohn Hart generating stations.

The Panel considered the condition of various components of the Salmon River Diversion and found aneed and
justification to address the deteriorating condition of the timber-crib dam and spillway (Dam), the Patterson
Creek flume (Flume)and Canal and, in light of BC Hydro’s commitments toimprove fish passage as part of the
Water Planning process and underanimpact benefits agreement with First Nations, aneed to address the fish
screen and fishway performance.

The Panel considered various alternative approaches to address the condition of the Dam, Flume, Canal, fish
screen and fishway as put forward by BC Hydro, interveners and Commission staff, and determined that the
Cease Operations and Decommission or Rehabilitation alternatives were the mostviable. The Panel found that
the economics of these two alternatives are similarin their ratepayerimpacts and then considered the
environmental factors and local community and First Nations support. The Panel determined that the Cease
Operations and Decommission alternative was the most appropriate approach to address the condition of the
Diversion and granted BC Hydro permission to cease operations and decommission as setoutin the Application.

Next, the Panel turnedits attention to the proposed accounting treatment forthe costs to Cease Operations and
Decommission the Diversion. The Panel found that, in the eventthe DCRA isapprovedinthe RRA proceeding, BC
Hydro may transferthe costs incurred to Cease Operations and Decommission the Diversioninto the DCRA,
consistent withthe terms approved forthataccountin the RRA proceeding. However, inthe eventthatthe
DCRA isnot approved asfiled, the Panel did notagree, at this time, that BC Hydro should be allowed to recover
these costsinfuture rates by allowingthemto be includedinany alternate regulatory account. The Panel did
not find there to be anything special orunique that would warrant alternate treatment fromthe general
dismantling costs treatment that will be determined inthe RRA.

BC Hydro was directed tofile reports within six months of substantial completion of the Cease Operations and
Decommission work, and after obtaining the Certificate of Compliance issued by the Ministry of Environment.
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1.0 Introduction
1.1 Approvals sought

On March 7, 2017, British Columbia Hydro and Power Authority (BC Hydro) filed an application (Application)
with the British Columbia Utilities Commission (Commission) under section 41 of the Utilities Commission Act
(UCA), for permission to permanently cease operations and decommission the Salmon River Diversion facility
located on Vancouver Island (Salmon River Diversion or Diversion) (Project).*

The Salmon River Diversion was builtin 1957-1958 andis locatedin central VancouverIsland about 30 km west
of Campbell River. The Diversionredirects a portion of the water flow from the Salmon Riverthrough an
approximately 3km long concrete-lined canal (Canal)to an unnamed pond and then through an improved
natural channel to Brewster Lake, from which it enters the Lower Campbell Reservoirwhere it is used to
augmentgeneration atthe Ladore and John Hart generating stations.

BC Hydro alsorequests permission to transferthe costsincurred to cease operations and decommission the
Diversionintothe Dismantling Cost Regulatory Account (DCRA), which is aregulatory account that BC Hydro has
requested approval forinits Fiscal 2017 to Fiscal 2019 Revenue Requirements Application. If BCHydro’s request
for the DCRA is not approved, then BCHydro requests permission to transferthese costs to the Heritage
Deferral Account (HDA) orthe Non Heritage Deferral Account (NHDA).

1.2 Interveners

Roy Bishop (Bishop), Richard Landale (Landale), Commercial Energy Consumers Association of British Columbia
(CEC), and British Columbia Old Age Pensioners’ Organization, Active Support Against Poverty, Disability Alliance
BC, Council of Senior Citizens’ Organizations of BC, Together Against Poverty Society, and the Tenant Resource
and Advisory Centre (collectively BCOAPO) registered asintervenersin this proceeding.

13 Regulatory process

This proceeding was conducted in writing and included one round of information requests (IRs), responses and
arguments. BCHydro filedits final argument on May 12, 2017. On May 18, 2017, Landale filed his final argument
and on May 19, 2017, Bishop, CECand BCOAPO each filed theirfinalarguments. BCHydrofiledits reply
argumenton May 26, 2017.

1.4 Legal framework

1.4.1 Clean Energy Act

Section 14 of the Clean Energy Act (CEA) prohibits the sale or disposal of heritage assets, unlessthey are no
longerused oruseful, orare to be replaced with one or more assets that will perform similarfunctions. Forthis
reason, the Panel must first consider whetherthe Salmon River Diversionis a heritage asset. Heritage assets are
defined by the CEA to include BCHydro'sinterestsin the generation and storage assets identified in Schedule 1
of the CEA. Schedule 1does not identify the Salmon River Diversion as ageneration and storage asset. However,
Schedule 1doesidentify John Hartand Ladore as generation and storage assets.

! Exhibit B-1.
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The CEA alsorefersto BC's Energy Objectives, which include the provisionto ensure that BCHydro’s ratepayers
receive the benefits of the heritageassets.’

The Salmon River Diversion, builtin 1957-1958, redirects a portion of the water flow from the SalmonRiver to
the LowerCampbell Reservoirwhere itis used toaugment generation at the Ladore and John Hart generating
stations.’ The energy contribution of the Diversion to the Campbell River Hydroelectric System is approximately
46GWh. BC Hydro expectsthat 71 percent of the energy loss will be offset by the 33 GWh increase in efficiency
expected from aredeveloped John Hart generating station.* In responseto an IR from CEC, BC Hydro confirms
that the efficiency improvements beingimplemented at the John Hart generating station are scheduled to occur
regardless of whether the Diversionis decommissioned and that decommissioning the Diversion represents a
netloss of approximately 46 GWh annually that would not occur if it were not decommissioned.’

BC Hydro, in response to IRs, submits that the Salmon River Diversionis not a heritage asset because the
‘Salmon River Diversion’ is not specifically listed in Schedule 1tothe CEA. BC Hydro confirms thatthe Salmon
RiverDiversionis currently used and useful and is also part of the Campbell River Hydroelectric System (System).
That Systemincludesthree BCHydro generation and storage assets (John Hart, Ladore and Strathcona) which
are allidentified in Schedule 1 of the CEA as heritage assets. However, BC Hydro submits that the Systemisnota
heritage assetand the Salmon River Diversion cannot be interpreted to be a heritage asset onthe basisitisa
part of that System.®

In its final argument, BCHydro reiterates its position that the Diversionis nota heritage asset and therefore the
prohibition undersection 14 of the CEA against disposal does notapply.’

Intervener arguments

CEC accepts thatthere is no statutory prohibition against the disposition of the Salmon River Diversion assetsin
the CEA. However, CEC furthersubmits that the Diversion contributes energy tothe John Hart and Ladore
generating stations, both of which are identified in Schedule 1 of the CEA as heritage assets with prohibitions
againstdisposition underthe CEA. CECsubmits thatit could be appropriate forthe Commission to take a broad
view of the intent of the legislation in preserving the energy generation of the John Hartand Ladore generating
stations. CECrecommends that the Commission factorthisintoits deliberations as part of its determination of
the publicinterest. CECalso notes, however, the Commission could determine the Salmon River Diversionis not
a heritage asset.®

BC Hydro reply

In reply to CEC, BC Hydro submits thatif the fact that section 14 of the CEA does not apply tothe Applicationto
cease operations and decommission the Salmon River Diversion has any relevance to the Commission’s
determinations, thenitshould weigh in favour of approving the Application on the basis that the legislature

chose not to invest the Salmon River Diversion with the protected status of a “heritage asset”.’

> Clean Energy Act, Section 2 (e).
® ExhibitB-1, p. 1.

ExhibitB-3, BCUC IR 1.13.5.
ExhibitB-4,CECIR1.1.1,1.1.1.1.
ExhibitB-3, BCUC IR 1.5.

BC Hydro Final Argument, p. 18.
CEC Final Argument, p. 2.

4
5
6
7
8
°BC Hydro Reply Argument, p. 3.
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Commission determination

The decisionregarding whetheror notthe Diversionisaheritage assetis an importantone. If the Salmon River
Diversionis aheritage asset, section 14 of the CEA prevents BCHydro from disposing of it, unlessitis not used
and useful, oris to be replaced with one or more assets that will perform similar functions. If the Diversionis not
a heritage asset, oris a heritage assetthatisno longerusedoruseful oris to be replaced with one or more
assets that will perform similar functions, then the Panel may considerthis Application on its merits.

The Panel notes BC Hydro’s submissions that the Salmon River Diversion is currently used and useful, is part of
the Campbell River Hydroelectric System, and contributes energy to John Hart and Ladore generating stations,
both of which are identified in Schedule 1 of the CEA as heritage assets with prohibitions against disposition.

Based on the evidence provided, the Panel finds that section 14 of the CEA limits heritage assets to the
generation and storage assets identified in Schedule 1 of the CEA and cannot be interpreted so broadly as to
include the Salmon River Diversion as a heritage asset merely by association with other BC Hydro generation
and storage heritage assets on the Campbell River Hydroelectric System. Further, the Panel finds that by not
expresslyidentifying the Salmon River Diversionin Schedule 1 of the CEA, the legislature did not intend to
include it as a generation and storage heritage asset. Therefore, the Panel finds that section 14 of the CEA
does not restrict BC Hydro from disposing of the Salmon River Diversion assets.

1.4.2 Utilities Commission Act - Section 41

Section 41 of the UCA does not allow BC Hydro to discontinue operations of the Salmon River Diversion without
first obtaining permission from the Commission. Specifically, section 41 of the UCA is written as follows:

No discontinuance without permission

41. A publicutility that has been granted a certificate of public convenience and necessity ora
franchise, orthat has been deemed to have been granted a certificate of publicconvenience and
necessity, and has begun any operation for which the certificate or franchise is ne cessary, orin
respect of which the certificate isdeemed to have been granted, must not cease the operation
or a part of it withoutfirst obtaining the permission of the commission.

Unlike some othersections of the UCA, section 41 does not include the factors the Commission must considerin
determiningwhetherornotto grant permissionto cease operations. Assuch, interveners and Commission staff
asked IRsregarding potential publicinterest considerations. In particular, CEC asked for BC Hydro's views asto
the appropriate factors and weightings that the Commission should considerin weighing the publicinterest. In
response, BCHydro explained that the Commission should consider factors similarto the factors consideredin
Certificate of Public Convenience and Necessity (CPCN) applications and the relative weight of such factors
should be determinedin light of the circumstances of the specificproject. As the potential alternatives
considered forthe Salmon River Diversion have very similar economicconsequences, BC Hydro submits that the
Commission should give significant weight to the non-economicfactors including the significant environmental
benefits of the proposed Project and the strong support from stakeholders including First Nations. *°

In its Final Argument BCHydro submits:

...asection 41 processis effectively the converse of a CPCN process: ratherthan seekingthe
Commission’s permission to dedicate property to publicutility service, it seeks the Commission’s
permissiontoremove property fromthe utility service. Forthese reasons, the scope of factors,
and theirrelative weights, that can be broughtto bearin a section 41 proceedingare similarto
those that can be broughtto bearina CPCN proceeding...although economicfactorsinform

1% Exhibit B-4, CEC 1.17.2.
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consideration of an application, BCHydro submits thatin a section 41 proceedingin which
project alternatives have very similar economics, asin the instant case, it is appropriate and
indeed properforthe Commission to give significant weight to non-economicfactorsincluding,
most particularly, stakeholder support forthe alternative with the most attractive
environmental, socialand First Nation attributes.™

Intervener arguments

CEC and BCOAPO essentially agree with BCHydro, that considerationsinrespect of section 41 evaluations are
similarto considerations for CPCN applications, and where the economics of alternatives are similar,
environmental and social factors should be considered."” CECalso suggests the relative weights the Commission
should apply to these and otherfactors inits assessment of the Application. ** Landale does not refute BC
Hydro’s view of placing weight on non-economicfactors.**

BC Hydro reply

In its reply argument, BCHydro submits thatit does not think there is a great deal of value inthe more granular
approach advocated for by CEC. BC Hydro argues that identifying and weighing discrete elements of the cost
effectiveness test beyond the high-level economic/non-economicdistinctions BC Hydro has drawn, risks giving
those elements more significance than they can lawfully bear, particularly in the more usual project approval
proceeding where economic considerations would properly dominate the cost-effectiveness assessment. "

Panel discussion

The Panel agrees with BCHydro, CEC and BCOAPOQ that factors similartoa CPCN application should be
considered and weighed inreviewingasection 41 application. Itisthe Panel’s viewthatin proceedingsinwhich
projectalternatives have very similar economics, environmental and social factors should be considered and
weighed. The Panelis of the view the specificfactors and relative weighting depend onthe unique
circumstances of each application.

2.0 Need and justification

In this sectionthe Panel will consider the need and justification of BCHydro’s Application to cease operations
and decommission specificcomponents of the Salmon River Diversion, including the timber-crib dam and
spillway; the Canal and Patterson Creek flume (Flume); the fish screen; and the fishway.

2.1 Timber-crib dam and spillway

BC Hydro submits thatthe timber-crib dam and spillway (Dam) isin poor condition, as the upper structural
timbers and spillway facing boards are deteriorating due to rot.*® However, BC Hydro explains that the Damis a
low consequence dam underthe B.C. Dam Safety Regulations and provides little risk in the event of failure. That
said, BC Hydro is of the view that the reputational consequences of failure are considered high. *’

e Hydro Final Argument, pp. 3, 5.

'2 BCOAPO Final Argument, pp. 8-9; CEC Final Argument, p. 2.
'3 CEC Final Argument, pp. 3,4, 5, 14, 15, 16.

% LandaleFinal Argument, pp. 1-5.

e Hydro Reply, p. 3.

'® ExhibitB-1, p. 5.

7 ExhibitB-1, p. 15.
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To supportitsinitial condition assessment, BCHydro citesinspection reports from 2011, 2014 and 2015. All
three reportsindicated deterioration of the condition of the Dam with a need to investinremediationif the
Dam were to continue in operation. Somereports elaborated that the spillway meets standards for stability and
can pass a major flood. However, given the current condition of the structure, itis likelythat at least some
damage would occur.™®

In response to Commission IRs, BCHydro explains that the issues noted in the inspection reports have notyet
been addressed, as acapital project was expected to start inthe near future which would have addressed the
. 19

issues.

In its final argument, BCHydro reiteratesits position thatit must act to address the physical condition of the
Dam. It repeatsits concernsregarding the facing boards, the structural timbers holding the facing boards,
erosion, increasing dam safety risks at higherflows, the scour hole, as well as the environmental, reputational
and financial consequences of afailure.”

2.2 Canal and Flume

BC Hydro submits thatthe Canalis in poor condition as the concrete lineris deteriorating. Spalling, cracking,
holesinthe concrete, and voids underthe concrete have all been observed. BCHydro e xplains that the Canal
has been repaired to allow atemporary returnto service but at less than design capacity and further work
remains to maintain operation overthe longterm. Following repairsin 2014, the Canal was consideredto bein
fairto poor condition and the Canal was returned to service with a flow limitation of 15 m?3/s.*

In respect of the Flume, acomponent of the Canal, BC Hydro notes that some members of the substructure and
approximately half the framingin the superstructure must be replaced.”

In support of its assessment, BC Hydro quotes the 2014 report filed in Appendix E (AE Report). >> The report
explainsthatthe Flume will likely need replacement within 10 years. However, with some repairs, it could be
maintained foratleast 20 yearsif the flow does not exceed 15 m?/s.>*In addition, the reportlistsaseries of
items that require immediate attention, including work on the Canal concrete liner, lateral drains, culverts and
underdrains.” Inresponse to IRs, BC Hydro confirms thatit has not undertaken any of this work as a
comprehensive rehabilitation was under consideration and undertaking that work may have increased re -work
and overall costs.’® BC Hydro also confirms that the 15 m>/s flow limitation is not only due to the condition of
the timbersinthe Flume and the condition of the concrete Canal liner, but also the operability of the
downstream fish screen.”’

2.3 Fish screen

The fish screen wasinstalled in the Canal in 1986 by the BC Ministry of Environmenttoreturnfishinthe Canal
back to the Salmon River. It has been maintained and operated by BC Hydro since thattime. >

'® ExhibitB-1, pp. 9-10.

"% ExhibitB-3, BCUC IR 1.1.1.

8¢ Hydro Final Argument, pp. 6—7.
L ExhibitB-1, pp. 5, 13-14.

22 ExhibitB-1, p. 5.

23 Exhibit B-1, Appendix E.

2% ExhibitB-1, p. 14.

2> ExhibitB-1, Appendix E, p. 3-1.

2% ExhibitB-3, BCUC IR 1.2.1.

27 ExhibitB-3, BCUC IR 1.2.4; ExhibitB-4, BCOAPO IR1.2.1; Landale1.1.2.1.
28 ExhibitB-1, p. 12.
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BC Hydro submits that the fish screen does not operate reliably and thatitis required by the Campbell River
Water Use Plan and the associated Order of the Comptroller of Water Rights (Comptroller) to make
improvements.>’ BC Hydro explains that the Comptroller ordered BC Hydro to improve the fish screento be
operational atflows up to 30 m*/sand until those improvements are in place the maximum diversion flow
permitted while the screenisin operationis15m?/s.*°

BC Hydro explains that the fish screen s in satisfactory physical condition, but fails to perform effectively.** Itis
undersized and prone to debris buildup, which can cause it to trip out of position, particularly at higherflow
rates. It was originally designed to operate to atleast 80 per cent efficiency for diversion rates up to 42.5 m>/s.
However, itis only effective when clean and at flow rates of 15 m?/sor less. Otherwisethe screen ‘skips’ off the
bottom of the Canal and allows fish to bypass the screen. In addition, the fish screen forces smolts to the bottom
of the Canal, when their natural tendency is to be nearerthe surface. It can also cause direct mortality on
impingement, as well as physical harm such as scale loss, or fin damage leading to some level of latent
mortality.*

In response to IRs, BC Hydro also explains that the Salmon River Diversion Fish Passage Consultative Committee
recommended improvements to the performance of the fish screen toimprove fish productivity.*® That
committee includes Fisheries and Oceans Canada (DFO), as well as BC Hydro, stakeholders and First Nations. ** In
addition, BC Hydro confirms that the efficiency of the screen has not decreased since installation in 1986.%

BC Hydro explains that due to the environmental concerns when the fish screenisin operation, itis now
checked daily by a contractor and weekly or monthly by BCHydro. Both BC Hydro and the contractor re-setthe
screenifthey find it forced out of position. The contractoralso flushes the screen if debris builds up.>®

2.4 Fishway

Inits Application, BC Hydro explains that the upstream fishway at the Dam does not operate effectively. As such,
BC Hydro committed to working with First Nations to identify and implement fishway improvements to be
completedinthe 2015 timeframe.?’ BC Hydro also explains that the upstream fishway was added to the
Diversionin 1992 by the DFO, but has been maintained by BC Hydro since that time. The concreteisin
satisfactory condition but the fishway fails to perform effectively. ** The problems have been with debris control,
Canal radial gate operations, and lack of attraction flows.*” It notes that the Water Use Planning process
identified upstream fish passage atthe Diversion as a concern. As a part of that process, a consultative
committee was formed that recommended improving the fish passage and subsequently BCHydro committed
to makingimprovements underits capital program.*°

%% ExhibitB-1, p. 5.

%% ExhibitB-1, p. 19.

L ExhibitB-1, p. 12.

32 ExhibitB-1, pp. 17-18.

3% ExhibitB-4, Bishop IR 1.2.4.2.1.
3 ExhibitB-4, Bishop IR 1.2.4.2.1; ExhibitB-1, p. 20.
*> ExhibitB-4, LandalelR 1.1.3.1.
%% ExhibitB-3, BCUC IR 1.3.14.

37 ExhibitB-1, pp. 5-6.

*% ExhibitB-1, pp. 11, 12.

%% ExhibitB-1, pp. 19, 20.

* ExhibitB-1, pp. 20, 21.
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BC Hydro also explains that:

[As] part of the Impact Benefits Agreements with We Wai Kai and Wei Wai Kum for the John
Hart Upgrade Project (signedin 2012), BC Hydro committed to (a) co-manage the decision
making process with BC Hydro to identify an upstream fish passage solution for Salmon River,
and subjecttoreasonable funding by BCHydro, (b) towork togethertoimplementthe fish
passage solution at the Salmon River Diversion.**

There are no orders or regulations that require BC Hydro to improve fish passage at the Diversion.** Inresponse
to an IR, BC Hydro clarifies that the Campbell River Water Use Plan does not specify any upstream fish passage
requirements at the Diversion and confirmed that the decision whether, and to what extent, the upstreamfish
passage should be improvedis adecisionto be made by BC Hydro in light of expectations forenvironmental
performance or commitments to third parties.** However, BC Hydro explains that maintaining the status quo of
the fishway does notaddress the commitments it has made to First Nations regarding upstream fish passage .**

BC Hydro’s arguments on need and justification

Initsfinal argument BCHydro repeats thatit mustact to address the physical condition of the Dam. It reiterates
its concernsregarding the facing boards, the structural timbers holding the facing boards, erosion,increasing
dam safety risks at higherflows, the scour hole, as well as the environmental, reputational and financial
consequences of afailure.*

BC Hydro also repeatsthatthe Canal is deterioratingand inspections have indicated areas of spalling, cracking,
holes alongthe length of the Canal, as well as voids underthe concrete. In addition, it submits that the Flume
has shown rot initstimber substructure and frame, and replacement of the Flume is likely needed within aten-
year horizon. However, it notes that partial replacement of timber substructure and framing could extend the
life of the Flume to 20 yearsif flows are limited to 15 m?3/s.*®

In addition, BCHydro details why the fish screen has notbeen working effectively. It explains thatthe screenis
undersized and prone to debris build-up. At higherflows and when clogged by debris the screenis forced out of
positionitallows fish to continue down the Canal into the Campbell River system. BC Hydro submits thateven
during normal operation, the screen causes fish impingement and mortality.*’

In terms of the upstream fishway, BCHydro explains thatitis not effectiveasitfailsto meet design targets.
Amongotherdeficiencies, it fails to attract fish due to flow differentials and a narrow entrance.*®

BC Hydro alsoreiteratesthatithas made commitmentstoimprove fish passage as part of the Water Use
Planning process and underanimpact benefits agreement and, as such, seeks to advance the Projectas soon as
practicable.*

** Exhibit B-3, BCUC IR 1.4.4.

*2 Exhibit B-3, BCUC IR 1.4.6.

** Exhibit B-3, BCUC IR 1.4.3.

** ExhibitB-1, p. 24.

*BC Hydro Final Argument, pp. 6—7.
*BC Hydro Final Argument, p. 7.
*BC Hydro Final Argument, p. 8.

8 BC Hydro Final Argument, p. 9.
*BC Hydro Final Argument, pp. 9-10.
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Intervener arguments on need and justification

CEC submits BCHydro has provided reasonable evidence of significant deterioration of the Diversion, and notes
thereissome urgency forthe repairs asdemonstrated by the AE report recommending changes within five
years, or by 2019. CEC recommends that the Commission weigh this evidence heavilyin its assessment of the
need fora project at this time.>® CEC also submits that BC Hydro has outlined aneedto address the fish screen
and fishway issues at the presenttime. It recommends that the Commission apply moderate weightto the issue
of fish passage inits assessment of project need.”*

BCOAPO concurs with BC Hydro’s conclusions that maintaining the status quo does not address the condition of
the Dam and does not address the commitments made to First Nations regarding upstream fish passage. It
acceptsthat some actionis required.52

Bishop notes that BC Hydro’s fish passage commitments are nota mustdo, but one subjectto reasonabl e
funding by BC Hydro.*?

Commission determination

The Panel has reviewed the evidence and arguments and finds that there is a need and justification to address
the condition of the Dam, Flume and Canal. BC Hydro has provided results of inspections which identify rotin
the Dam timbers and degradation of the Canal and Flume that require remediation. The Panel also finds that
thereis a needto address fish screen and fishway performance as BC Hydro has made commitments to
improve fish passage as part of the Water Use Planning process and underan impact benefits agreement with
First Nations. Failure to meetthese commitments could lead to reputationalimpacts which could lead to
financial impacts. The Panel notesthatthese commitments are subject to reasonable funding constraints.

3.0 Alternative approaches to address the condition of the Diversion

In this section, the Panel will consider alternative approaches to address the condition of the Dam, Flume, Canal,
Fish Screen and Fishway and determine which alternatives are appropriate for detailed analysis.

In its Application, BC Hydro examines fouralternatives: i) maintain the status quo (Status Quo), ii) Cease
Operations and Abandon, iii) cease operations and decommission, by removing portions of existing assets
(Cease Operations and Decommission or Project), and iv) rehabilitation of the Diversion (Rehabilitation).

Two of these alternatives, Status Quo and Cease Operations and Abandon, are immediately dismissed by BC
Hydro. BC Hydro explains thatthe Status Quo alternative would involve simply continuing the operation of the
Diversioninits current state and under existing conditions, while making periodicminorrepairstothe facing
boards as required. However, BCHydro explains that this alternative would not address the cribbing condi tion of
the Dam, the condition of the Flume, the Canal concrete panels, orthe commitments tofish passage. Although
the Cease Operations and Abandon alternative would resolve the fish screenissue, BCHydro submits it would
likely make upstream fish passage issues more acute due toincreased flows overthe Dam. It does notaddress
dam safetyissues either. The Dam would continue to deteriorate. BCHydro does not believe the Comptroller
would accept thisalternative.>*

BC Hydro considers two alternatives to be viable: Cease Operations and Decommission and Rehabilitation.

30 CEC Final Argument, p. 3.

31 CEC Final Argument, p. 5.

>2 BCOAPO Final Argument, p. 4.
>3 Bishop Final Argument, p. 1.
>* ExhibitB-1, pp. 24-25.
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Cease Operations and Decommission is BCHydro’s preferred alternative and itincludes the removal of the Dam
and the Flume. Italsoincludes removal of the mechanical equipmentlocated at the Canal headworks and
downstream fish screen. The upstream and downstream river bed would be re -graded to provide a natural
channel forfish movement. The remainder of the Canal, as well as the civil works at the Canal headworks will
remainin place. Creosote timbersand contaminated soil beneath the Dam will be removed and sent for
appropriate treatment. >

BC Hydro submits that complete removal of the Canal and the civil works at the Canal headworks would be an
expensive undertaking which would provide little or no environmental or safety benefit. Wildlifeimpacts will be
managed by retaining the existingfencingand adding some access berms to allow wildlife transit across the
Canal and egress from the Canal.>® BC Hydro also notes that the Project will lowerthe water level in adischarge
pond and work at the discharge pond may be required after decommissioning.>’ However, BC Hydro explains
that the Comptroller may require work, such as breachingadam at the discharge pond. BCHydro estimatesthat
such work could be undertaken forless than $1 million.*®

BC Hydro also submits that due to the condition of the Dam and other Diversion components, including the
upstream fishway, work at the facility willbe required in one to five years. BCHydro furtherexplains that itis
already behind schedule onthe commitments forfish passage improvement. Delayinga Commission decision
much beyondJune 15,2017, would deferthe construction works, by a minimum of one year because of fisheries
constraints onin-stream work timing.59 However, there are no material incremental costs associated with the
2017 construction schedule.®

The Rehabilitation alternative would includeadamrebuild, anew upstream fishway with better fish passage
conditions, anew more efficient fish screen, Canal improvements, and a new trash rack. BC Hydro submits this
option would effect a 20-year life extension and provide for 15m?*/s of flow which is substantially less than the
original diversion design flowof 42.5 m3/s. A longerterm solution was rejected as BC Hydro submitsitwould
involve replacement of the existing Dam. An option for higher flows was also rejected as BCHydro submits the
higher costs do not outweigh the incremental energy gains. For the Rehabilitation alternative, no improvements
would be provided to the Flume.®* Although a Dam rebuild would effect a 20-year extension, at the end of the
20-year period, BC Hydro submits, the Dam would require extensive reconstruction or replacement.®” BC Hydro
submits that Rehabilitation would extend over three construction seasons. **

Interveners and Commission staff explored otheralternative approaches to address the condition of the
Diversion. These alternativesincluded, but are not limited to, only addressing the fish screen, only addressing
the fishway, operating the Dam to failure, full rehabilitation to allow for up to 30 m>/s, full Dam replacement,
and a scaled back Dam re-timbering. In addition, questions were posed on alternatives putforward in the AE
Report, such as a 50-year life extension, and on the value of the optionto rebuild the Diversion at a later date.

In BC Hydro’sfinal argument, it submits that the alternate approaches identified by Commission staff and
Interveners have been explored and it rejected those approaches for various reasons.*

>* ExhibitB-1, pp. 25, 26, 36.

>% ExhibitB-3, BCUC IR 1.10.1,1.10.3.

>’ ExhibitB-1, p. 15.

>8 ExhibitB-3, BCUC IR 1.10.4; ExhibitB-4, BCOAPO 1.4.1, 1.4.2.
>? ExhibitB-1, p. 36; ExhibitB-3, BCUC IR 1.11.2.

%9 ExhibitB-3, BCUC IR 1.11.3.

* ExhibitB-1, pp. 28-29.

%2 ExhibitB-1, p. 27.

%% ExhibitB-3, BCUC IR 1.10.7.

*BC Hydro Final Argument, pp. 11-12.
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BCOAPO submits BC Hydro’s choice of alternatives for further detailed consideration is reasonable. ®

CEC recommendsthatthe Commission considerthe two options presented by BCHydro as the appropriate
alternativesforreview. *®

Commission determination

The Panel notesthat BCOAPO and CEC submitthat BC Hydro’s choice of alternatives (Cease Operations and
Decommission or Rehabilitation) for further detailed consideration is reasonable and that BC Hydro has explored
and rejected alternateapproaches suggested by Commission staff and Interveners forappropriate reasons.

For the above reasons, the Commission determines that BC Hydro’s choice of alternatives (Cease Operations
and Decommission or Rehabilitation) as the appropriate alternatives for further detailed consideration.

4.0 Determination of the appropriate alternative for the Diversion

The Panel, having accepted that the viable alternatives for the Diversion are Cease Operations and
Decommission or Rehabilitation, will consider which of those two alternativesis the most appropriate, taking
into consideration economicand environmental factors, and local community and First Nations’ support.

4.1 Economic factors

In this section, the Panel will consider costs and rate impacts of the Cease Operation and Decommission and
Rehabilitation alternatives.

4.1.1 Capital and maintenance costs

In the Application, BCHydro provided afeasibility-level estimate forthe Cease Operations and Decommission
alternative. The total implementation phase costs at that time were estimated to be $14.2 million and were
subjecttoan estimating range of +50/-15 per cent ($21.3 millionto $12.1 million).®” Inresponseto a
Commission IR, BCHydro provided an updated AACE Class 3 estimate of $15.04 million, with an accuracy range
of +20/-15 per cent($18.0 millionto $12.8 million) (see Table 1). There are also $2.16 millionin definition phase
sunk costs. BC Hydroiis of the view that the provision of the AACE Class 3 estimate does not materially impact
the Application or responses to earlierIRs. ®

®> BCOAPO Final Argument, p. 5.

66 CEC Final Argument, p. 7.

%7 ExhibitB-1, p. 27.

68 ExhibitB-3-2, BCUC IR 1.9.1.1; Attachment 2, p. 1.
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Table 1 - Revised Cease Operations and Decommission Cost Estimate®’

Description Expected Amount | Authorized Amount
Total Construction Cost (IMP) $11.06M
Contingency (IMP) 51.66M $3.88M
Loadings (IMP)
(Inflation only, Capital Overhead (CO) and Interest During S0.13M B0.15M
Construction (IDC) are excluded)
o . n/a

IDN Feasibility Cos_ts "’“f'”gs . (Mo feasibility costs for this project started in
(from end of DEF to project In-Service Date (150)) DEF Phasej
DEF Costs loadings through IMP $0.005M
(from end of DEF to project In-Service Date (13D)) i
Total Cost requested for Implementation Phase $12.88M
without Sunk Costs §515.11M
(loaded + reserves) (+20%/-15%) $15.5M ~ $10.9M
DEF Sunk Costs — projected to end of DEF $2.16M
IDN Feasibility Sunk Costs $0.00M
Total Project Cost loaded with DEF and IDN $15.04M
Feasibility Sunk Cost §17.2TM
(Blended rate: +20%/-15%) $18.0M ~ $12.8M

) . ; $14.21M

- 469,

Previous estimate (loaded): +50%/-15% 13-5121M MNIA,

In the Application BC Hydro also provides an AACE Class 3 estimate of $37.361 million for the expected cost of
the Rehabilitation alternative (seeTable 2). Thisincludes $2.47 millionin costs incurred priorto cancellation and
$1.304 millionin early implementation phase costs but does notinclude $2 millionin remissiblefish screen
costs. In other words, the net project capital cost estimate is $35.361 million.’® In response to Commission IRs,
BC Hydro explains that the Rehabilitation estimate has an uncertainty range of +15%/-10%.”*

Table 2 — Rehabilitation Cost Estimate’”

Salmon River Diversion — Rehabilitation Alternative Expected Authorized
Costs {$ 000) {$ 000)
Construction Costs 26,748 26,748
Removal/Demolition Costs 934 934
27,682 27,682
Implementation Contingency 3,875 7197
31,557 3,879
IDC and Overhead 2,030 2417
Implementation Cost 33587 37,296
Prior Phase Costs incurred prior to cancellation 2,470 2,470
Early Implementation Phase costs 1,304 1,304
Total Project Costs 37,361 41,070

BC Hydro submits that annual operations and maintenance costs related to the Diversion will be approximately
$80,000 forthe Rehabilitation alternative (i.e. unchanged from the existing conditions) and approximately
$20,000 underthe Cease Operations and Decommission alternative.”®

%9 ExhibitB-3-2, BCUC IR 1.9.1.1; Attachment 2, p. 1.
7% ExhibitB-1, pp. 30, 32.

" ExhibitB-3, BCUC IR 1.8.1, 1.8.2.

72 ExhibitB-1, p. 20.
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BC Hydro explains that the economicanalysis of the Rehabilitation option takes into account the avoided cost of
decommissioning the Diversion. The present-value cost of a future decommissioning was found to reduce the
levelized cost from $70.2/MWh to $55.1/MWh. Excluding costsincurred priorto the Rehabilitation project
cancellation would reduce this by afurther $4.3/MWh. This assumes 46 GWh of production and a discount rate
of 4.9%.”

4.1.2 Potential remissible costs

In response to additional IRs, BC Hydro explains that the Comptroller may allow remission of water rentals
where a powerdevelopment water licensee hasincurred eitherincreased costs or redu ced benefits (orsome
combination thereof) due to compliance with a Water Use Plan. In the case of the Diversion, BC Hydro would
expectapproximately $2 million in remissible costs associated with anew fish screen, which would be credited
inthe firstyearfor the Rehabilitation alternative. However, the removal of the Diversion, which includes
removal of the fish screen, is not part of a Water Use Plan order. Accordingly, BCHydro states the costs would
not qualify for remissible treatmentunderthe applicableregulations. BCHydro has considered thisissue but has
not presented it to the Comptroller.

BC Hydro also explains thatthe CampbellRiver Water Use Plan does not specify any upstream fish passage
requirements at the Diversion, soimprovement of the fish passage cannot be a requirement of a Water Use Plan
and arguesthat the decision whether, and to what extent, the upstream fish passage should be improvedisa
decisionto be made by BC Hydro. Accordingly, BC Hydro states the costs of improve ment would not qualify for
remissible treatment.”®

4.1.3 Capital rationing and rate impacts

In the Application BCHydro submits that the Rehabilitation alternative is not the best use of capital given BC
Hydro’s capital spendingis constrained by the 10-Year Rates Plan. BC Hydro arguesthat it will divertresources
from other, more critical projects that will provide greater benefits for the resources applied.”’

However, in response toaBCOAPO IR regarding which critical capital project resources would be diverted if the
Rehabilitation alternative was pursued, BC Hydro would not speculate as to which specific projects might be
impacted.’® Forthis reason, BCOAPO submits that the Commission should not attach any weight to this pointin
makingits determination.””

In response to IRs from Commission staff, BCHydro provided the revenue requirement and rate impacts of the
two alternatives, both with and without rate caps. Without rate caps, the cumulative rate increase at the end of
fiscal 2024 underthe Cease Operations and Decommission alternativeis estimated to be 0.03 percent, slightly
lowerthan the estimated 0.05 per cent underthe Rehabilitation alternative. With rate caps, underthe Cease
Operations and Decommission alternative the cumulative increase atthe end of fiscal 2024 is 0.16% versus
0.14% underthe Rehabilitation alternative. *°

73 ExhibitB-3, BCUC IR 1.7.6.

7 ExhibitB-1, p. 32.

7> ExhibitB-3, BCUC IR 1.3.3. 1.3.5.
’® ExhibitB-3, BCUC IR 1.4.3.

77 ExhibitB-1, p. 34.

’® ExhibitB-4, BCOAPO IR 1.13.1.
7 BCOAPO Final Argument, p. 8.
8 ExhibitB-3, BCUC IR 1.7.6.
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In its final argument BC Hydro submits that the rate impact analysis of alternatives indicates an approximate

0.03 to 0.05 percent impact and does not particularly aid in distinguishing alternatives considered in this

Application.®*

4.2

Environmental factors

BC Hydro states there are two primary reasons why it expects the Cease Operations and Decommission
alternative toresultinimproved fish productivity:

A reductionin pre-spawn mortality is expected due to increased passage efficiency through
reduced passage delays and faster passage speeds; and

Anincreaseinjuvenilesurvival ratesis expected due to the quality of the habitat above the
diversion being much higherthan that downstream; DFO has indicated this headwater
habitat with lower mid-summer watertemperatures willbe importantto the Salmon River
stocks.

Run sizes are expectedtoincrease due to the expansion of available habitat following the
removal of the Salmon River Diversion. Rearing habitat will increase up to 25 per cent overthe
current habitat downstream of the diversion. Because of the high quality of the habitat, much
higherjuvenile to adult survivalsis expected,compared to current production downstre am of
the diversion. Spawning habitat will be increased by as much as 33 percent by openingup
access to the upperSalmon River; acommensurate increase inrun size is expected overtime.®

BC Hydro also asserts that neitherthe existingdownstream fish screen northe upstream fishway “operate as
designed, and both need significant upgrades to meet current expectations for such facilities.” *> However, the
Campbell River Water Use Plan which contains legal obligations with respect to fish and fish habitat doe s not
specify any upstream fish passage requirements at the Salmon River Diversion.*

BC Hydro states:

[As] part of the Impact Benefits Agreements with We Wai Kai and Wei Wai Kum for the John
Hart Upgrade Project (signedin 2012), BC Hydro committed to (a) co-manage the decision
making process with BC Hydro to identify an upstream fish passage solution for Salmon River,
and subjecttoreasonable funding by BCHydro, (b) towork togethertoimplementthe fish
passage solution at the Salmon River Diversion.®

BC Hydro indicates thatit:

...is difficult to provide a quantitative evaluation of the current facility (adult and juvenile
passage), but conservatively it wasless than 60 per cent effective at providing upstream fish
passage. BC Hydro believes that a well-designed passage facility (in tandem with an effective
smolt bypass system) would operateabove 90 per cent effectiveness. At this level of
effectiveness BC Hydro considers that the facility is no longer limiting productivity .*°

8 8c Hydro Final Argument, p. 14.
8 ExhibitB-3, BCUC IR 15.3.

8 ExhibitB-3, BCUC IR 7.1.

8 ExhibitB-3, BCUC IR 4.3.

8 ExhibitB-3, BCUC IR 4.4.

8 ExhibitB-3, BCUC IR 15.8.
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In its final argument, BC Hydro submits:

Environmental studies highlight the benefits of upstream passage with improved habitatleading
to expectedincreasein spawningand higherexpected survival rates of adultand juvenile fish
stocks. Ceasing operation and removal of the Dam will allow natural movement of sediments
and gravel recruitmentin the areas above and below the Diversion, and continuing
downstream. Other environmental benefits include the removal of creosote contamination,
retention of smoltsinthe Salmon River, elimination of inter-basin water diversion.
Rehabilitation may improvefish passage and survivalrates, through better designed and
integrated fishway and fish screen, butit does notreach the levels expected from the
Decommissioni ngAIternative.87

4.3 Local community and First Nations support

Inits Application, BC Hydro provides letters of support for the Cease Operation and Decommission alternative
fromfederal and provincial agencies with jurisdiction over fisheries and environmental issues, adiverse group of
community stakeholders, local governments, and First Nations.** BC Hydro submits the local communities are
very strongly in favour of removing the Dam as soon as possible. BC Hydro explains there was significant
community disappointment when BCHydro was unable to proceed with improvements, bothin 2015 and then
againin 2016, but thereisa highlevel of supportand approval to remove the Dam for unhindered fish
passage.®’ BC Hydro explains that K’omoks, We Wai Kai, and Wei Wai Kum First Nations have informed BC Hydro
that they support the decommissioning of the Dam and concur that decommissioningis the best alternative for
fish passage.”

In response to Commission IRs, BC Hydro confirms that each of the entities providing supportforthe Cease
Operations and Decommission alternative would also support or did support the Rehabilitation alternative.’*

In its final argument, BCHydro submitted itis of the view that the broad supportforthe Project enhances
BC Hydro reputation and social licence to operate facilities throughout the Campbell River System.*?

Intervener arguments on economic and environmental factors, and local community and First Nations’
Ssupport

BCOPAO agreesthat where costand rate impact differences between alternatives are minor, environmental and
social impacts should play agreaterrole. BCOAPO notes that while the Rehabilitation alternative offers some
environmental improvements overthe currentsituation it does not totally eliminate obstacles to upstream fish
passage and downstream fish migration. BCOAPO submits that both of these issues are betteraddressed by the
Cease Operations and Decommission alternative. In addition, BCOAPO submits that while the residual risks
related to dam safety are minorunderthe Rehabilitation alternative, the Cease Operations and Decommission
alternative completely eliminates such issues by removing the Dam. BCOAPO also notes thatthe Cease
Operations and Decommission alternative is supported by government agencies, community stakeholders and
First Nations. Overall, BCOAPO submits that the Cease Operations and Decommission alternativeis preferable
from an environmental and social perspective.”

8 8c Hydro Final Argument, p. 16.
# ExhibitB-1, Appendices H, I, J.
8 ExhibitB-1, p. 39.

% ExhibitB-1, p. 41.

1 ExhibitB-3, BCUC IR 1.21.1.
2B Hydro Final Argument, p. 16.
%3 BCOAPO Final Argument, p. 9.
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CEC submitsthat giventhe marginal difference inthe economics of the two options, it agrees with BC Hydro that
the Commission should give considerable weight to the non-economicfactors of the two options. CECagrees
that the Cease Operation and Decommission alternative provides more of these benefits than the Rehabilitation
alternative. CEC recommends the Commission approve the Application as filed.**

Bishop submits “the expected benefits of permanentlyceasing operations and abandoning [the Diversion] are
insufficientto relinquish $3.9million dollarsin annual revenueand that the Application does not serve the
greater publicinterest” and opposes the Application.®”

Landale submits that BC Hydro appearsto have undertaken serious impact studies, remediation and
investigated various alternatives to ceasing operations, all of which seem quite comprehensive, and informingin
and of themselves to the Commission. As such, Landale supports the Application.”®

BC Hydro reply on economic and environmental factors, and local community and First Nations’ support

In response to CEC, BC Hydro explains thatit has taken a similar position to CEC“...in suggesting that non-
economicfactors should, inthisinstance, be given more weight than they otherwise would in light of the similar
economics of the alternatives to the Project.”

BC Hydro notesthat, the opportunity costs of forgone improvements to relations with the stakeholder
and First Nations associated with perpetuating the Salmon River Diversion in the Campbell River System
are real and will be feltinthe nearterm.®’

In response to Bishop, BCHydro argues that “Mr. Bishop’s submissions failto grapple with the central thrust of
BC Hydro’s argument, namely that where the economics of the reasonable alternatives are close, that non -
economicfactors can and should justify the Project.””® BC Hydro also notes that fulsome discussions of fish
passage and fish screenimprovements have occurred overanumbers of years and included government
agencies, community stakeholders and First Nations. BCHydro argues that:

Mr. Bishop appears tosuggest that BC Hydro did not provide evidence to supportthe
environmental impacts of the Salmon River Diversion. BCHydro notes that the Applicationanda
number of responses to Information Requests identify environmental considerations and
impacts. In support, BC Hydro also provided areport entitled Salmon River Upstream Fish
Passage, Step 3 - Environmental Feasibility Assessment as Attachment 1to its response to BCUC
IR1.15.1.”

Panel discussion
Economic factors

The Panel has reviewed the cost estimates BC Hydro provided for the Cease Operations and Decommission and
Rehabilitation alternatives and considers these estimates to have been developed to the appropriate level of
detail fora comparison of the viable alternatives.

The Panel recognizesthat BC Hydro would expecttoincur $15 millionin costsunderthe Cease Operations and
Decommission alternative and that this would includeremoving the fish screen and would likely resultina

%% CEC Final Argument, p. 17.
% Bishop Final Argument, p. 3.
%% landaleFinal Argument, p. 4.
7 BC Hydro Reply, pp. 4-5.
d:'e Hydro Reply, p. 8.

2 BC Hydro Reply, p. 10.
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comparable, if not greater benefit, to fish than would installinganew fish screen underthe Rehabilitation
alternative.

The Rehabilitation alternative qualifies for $2 million in remissible costs. However, BC Hydro submits the Cease
Operations and Decommission alternative would not. The Panel is concerned that BCHydro has not presented a
case to the Comptrollerto attempt to obtain the $S2 millionin remissible costs forthe Cease Operations and
Decommission alternative. The Panel is of the view thatit would have been, and still is, appropriatefor BCHydro
to presentthisinformation to the Comptrollerand request $S2 millionin remissible costs.

The Panel notesthateitheralternative has very little rate impact overthe remaining term of BC Hydro’s 10-Year
Rates Plan.

In addition, the Panel agrees with BCOAPO that no weight should be attached to BCHydro’s argument that its
capital spendingis constrained and that rehabilitation would divert resources from other, more critical projects.
BC Hydro did not offer evidence of which projects might be impacted if it went ahead with the Rehabilitation
alternative. However, the Panel recognizes that there would not actually be any capital savings by not selecting
the Rehabilitation alternative as BCHydro would spend on other projects.

Itisthe Panel’s viewthatthe economics of the two alternatives are similarintheirratepayerimpacts.

Environmental factors

The evidence indicates that a well-designed fishway would be expected to operate at above 90 percent
effectiveness and that at this passage level enough spawning salmonids would be expected to migrate upstream
so as to not limitthe productivity of the habitat above the Diversion. The redesign and installation of the fish
screen and ladder components of the Rehabilitation alternative have some inherent risk as demonstrate d by the
limited effectiveness of the currentfish screenand ladder.

The Panel is of the view that the Cease Operations and Decommission alternative offers similar benefits to fish
productivity as the Rehabilitation alternative but at lowerrisk.

Local community and First Nations support

The Panel gives significant weight to the numerous letters of support BCHydro provided in support of the Cease
Operations and Decommission alternative. Theseletters are from federal and provincialagencies with
jurisdiction over fisheries and environmental issues, community stakeholders, local governments, and First
Nations.

Commission determination

Having considered the economic and environmental factors, and local community and First Nations support as
outlined above, the Commission, pursuant to section 41 of the Utilities Commission Act, grants permission for
BC Hydro to permanently cease operations and decommission the Salmon River Diversion as set out in its
Application.

In addition, the Commission directs BC Hydro to present the relevantinformation to the Comptrollerand
apply for $2 million in remissible costs and report back on the outcome. If the Cease Operations and
Decommission of the Diversion qualifies and BC Hydro receives $2 million, the actual costs are to be reduced
by an equal amount.
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5.0 Accounting treatment

5.1 Costs forecasted in BC Hydro’s Fiscal 2017 to Fiscal 2019 Revenue Requirements
Application

BC Hydro’s forecast cost of $15 million to Cease Operations and Decommission the Salmon River Diversion inits
Applicationwerenotincludedinthe forecast costs setoutin BC Hydro’s Fiscal 2017 to Fiscal 2019 Revenue
Requirements Application (F2017-19 RRA or RRA), as it was assumed, at the time the RRA wasfiled, that the
operations of the Diversion would continue during the three-year test period. As aresult, there will be an
approximate variance of $15 million to the dismantling costs forecasted in the revenue requirements due to the
Cease Operations and Decommission of the Diversion. 1°**°* BC Hydro believes the variance, which will be equal
to the actual dismantling costs, will be eligibleto be recorded in the Dismantling Cost Regulatory Account
(DCRA), which is a regulatory account BC Hydro is requesting approval forin the RRA. **

BC Hydro identified othervariances to the cost forecastin the RRA that will likely arise as aresult of the Cease
Operationsand Decommission of the Diversion, some of which would be eligible for deferral to existing

regulatory/deferral accounts and some which would not.'®® Specifically:

Variances noteligible fordeferral

e Depreciation Expense which will be reduced with the removal of the majority of the Diversion’s assets
from rate base (favourable to BCHydro);

e Operatingand maintenance expenditures (0&M) which will be reduced by the net difference between
the O&M costs for the Diversionincluded in the RRA and the lower O&M costs afterthe Diversion
ceasesoperationsandis decommissioned (favorable to BCHydro); and

e Anunplannedlossuponthe retirement of the net book value (NBV) of the Diversion’s assets (Unplanned
Loss) due to the majority of the Diversion’s assets being removed from rate base before being fully
depreciated (unfavorable to BCHydro to the extent thatthe actual gains and losses exce ed the RRA
provision forecast'®*).

Variances eligiblefor deferral to the Heritage Deferral Account **

e \Water rental fees; and
e Waterlicense fee.'®

19 ExhibitB-1, p. 37; ExhibitB-3, BCUC IR 1.17.1.

1% There were no planned capital expenditureor additions related to the Diversioninthe RRA.

%2 ExhibitB-3, BCUC IR 1.18.1.

1% ExhibitB-3, BCUC IR 1.18.3.

1% There isa general forecast(provision)includedinthe RRA for expected gains andlosseson dispositions of assets;
however, there is no protection for variances between the expected and the actual amount (ExhibitB-3, BCUC IR 1.16.5). BC
Hydro explains thatitwill only be at risk for the Unplanned Loss to the extent itresultsinanoverall variancebetween plan
and actual capitalassetgains andlosses includedinthe provisioninthe RRA (ExhibitB-3, BCUC IR1.17.2).

1% There could also be surplus sales varianceandifsoitwould be added to the HDA (ExhibitB-3, BCUC IR 1.17.2).

1% ExhibitB-3, BCUC IR 1.17.1 and 1.17.2.
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Table 3 F2019 Revenue Requirements Application Variances

(Excluding Direct Costs to Cease Operations and Decommission the Diversion)**’*%

) . Eligible f
Other Expected Variances in the 2017-2019 RRA F2019 [i'fe':r;r

Hegaﬁuemﬂehmﬂlletuﬂﬂllﬂu

Diversion Dismanteling Costs

Reduction in depreciation expense -5 49,700 Mo
Lower O&M Costs -5 48 900 Mo

Sub Total -5 53,600
Unplanned loss on the NBY at October 31, 2107 5 658,000 Mo
Lower water rental costs -5 300, e Yes-HDA
Lowerwater license fees -5 5,500 Yes-HDA
Sub Total -5 305,500

BC Hydro explains thatitis notrequestingany additional deferral treatment for the expected favorable variance
due to the reductionin Depreciation Expense and O&M, as these will be offset by the unfavorable Unplanned
Loss. %’

5.1.1 Regulatory Account Treatment

BC Hydro isrequesting approval of the DCRA as part of the RRA which the Commission will be makinga
determination onlaterin 2017. In the eventthe accountis approved, BCHydro states that to the extent total
dismantling costsincurred forthe yearexceedthe planned (forecast) dismantling cost for the year, as included
inthe RRA, the variance would be transferred to the DCRA. Total dismantling costs would include actual
dismantling costs to Cease Operations and Decommission the Diversion. **°

If approval for the DCRA is deniedinthe RRA, BC Hydro requestsinits Application to transferthe actual costs to
Cease Operations and Decommission the Diversion to the Heritage Deferral Account (HDA), to be recovered by
way of the Deferral Account Rate Rider."'" BC Hydro stated in an IR response thatit would preferto transfer
costs to the HDA, but would not be opposed to recording the costs to the Non Heritage Deferral Account (NHDA)
or a separate regulatory account.™

Intervener arguments

CEC and BCOAPOQO intheirfinal arguments generally support regulatory account treatment of the coststo Cease
Operations and Decommission the Diversion, while Bishop does not address the financial treatment of the costs
and Landale’sfinal argument opposes any regulatory account treatment. Landale objects to the deferral

197 ExhibitB-3, BCUC IR 1.17.1 and 1.17.2. (Pleasenote “October 21,2107” should read: October 21, 2017)

1981t should be noted that BC Hydro has notincluded the variancerelated to the five months in F2018 (November 31,2017
when the assetis expected to be decommissioned to March 31, 2019).This would increasethe expected depreciationand
the O&M variancebyapproximately $44,092 (5/12 * $98,600) and the COE varianceto be added to the HDA by
approximately $127,292 (5/12 *$305,500).)

1% ExhibitB-3, BCUC IR 1.17.2 and 1.17.2.1.

"% ExhibitB-3, BCUC IR 1.17.2.

" ExhibitB-1, p. 37, ExhibitB-3, BCUC IR 1.19.6.

"2 Exhibit B-3, BCUC 1.19.6.
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treatment putforward in the Application.™** He takes the position that all the costs associated with the
Application should be assigned to a ‘regularaccount’ forinclusionin ‘rate base’ and further submits that “we

must stop adding every little nut and bolt to deferral accounts”.***

CEC recommends applying the costs to Cease Operations and Decommission the Diversion to the DCRA, should
that account be approved inthe RRA proceeding. CEC submitsthatinthe eventthe DCRAis not approved, it
recommends applying the costtothe NHDA, as BC Hydro has submitted thatthe Diversionis notitself a heritage
assetand therefore the HDA may not be the appropriate deferral account. '

BCOAPO agreesthatif the DCRAis approved, the costs to Cease Operation and Decommission the Diversion
would, in principle, be eligible for transfer to that account. However, BCOAPO submits thatinthe RRA, BC Hydro
proposes the account capture variances between the planned and actual dismantling costs. In the case of the
Diversion Projectthere are no “planned” costsincludedin the RRA. Forthis reason, BCOAPO questions whether
the costs to Cease Operations and Decommission the Diversion wouldinfactbe eligible to be recordedinthe
DCRA, if approved. **°

BCOAPO also questions whetherthe variance related to Depreciation Expenses and 0& M ($98,600) should also
be recordedinthe regulatory accountas an offsetto the actual costs to Cease Operations and Decommission
the Diversion. BCOAPO submits that, under normal circumstances, such costs should be considered as an offset
to the actual costs (similarto how planned dismantling costsincluded in the RRA would be an offset) for
purposes of determining the amounts to be transferred to the regulatory account. **’

BCOAPO furthersubmits thatif the Commission determines, based on BCHydro’s rationale, that such costs
should not be used as an offsetthenthe Commission should make it clearinits determination thatthisisan
exception andshould notbe considered as a precedent forthe treatment of the costs associated with future
cease operations and decommissioning projects.118

Finally, BCOAPO submits thatinthe eventthe DCRAis not approved, the appropriate regulatory account would
be the NHDA and not the HDA forthe same reasons given by CEC."**

BC Hydro Reply

In reply to BCOAPO, BC Hydro disagrees that, to the extentthere isavariance in Depreciation Expense and
O&M, it should be an offset to the actual Dismantling Costs recorded inthe regulatory account. BCHydro
clarifies that regulatory account treatment of dismantling costs to date'?° has not included variances related to
Depreciation Expense or O&M, rather only the actual dismantling costsincurred were charged to the regulatory
account and the same principal is envisioned for the proposed DCRA. Specifically, in the RRA, BCHydro is not
requestingthatanyrelated O&M variances or variances related to depreciation on existing assets, whether
higheror lowerthan plan, be captured inthe DCRA .***

'3 |andaleFinal Argument, p. 1.

% | andaleFinal Argument, p. 4.

15 CEC Final Argument, pp. 17-18.

6 BCOAPO Final Argument, p. 10.

7 BCOAPO Final Argument, pp. 10-11.

'8 BCOAPO Final Argument, pp. 10-11.

9 BCOAPO Final Argument, p. 12.

129 Under the Future Removal and Site Restoration Regulatory Account (BC Hydro requested to have the name changed to
the Dismantling CostRegulatory Account).

121 gcH Reply Argument, pp. 5-7.
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In reply to Landale, BC Hydro provides additional information on the forecastinterest costs of the proposed
deferral treatment, butit does not directly address Landale’s objection to the deferral treatment requested in
the Application.

Commission determination

As part of the BC Hydro F2017-19 RRA currently before the Commission, BCHydrois requesting thatvariances
between planned and actual dismantling costs be added to the Dismantling Cost Regulatory Account (DCRA) for
future recoveryinrates. Initsreply submissionin this proceeding, BC Hydro clarified that the request put
forwardinthe RRA onlyincludesvariancesin actual decommissioning costs and not any other related variances
such as O&M or Depreciation Expenses, as suggested by BCOAPO.

The Panel agrees with BCHydro that inthe eventthe DCRA accountis approvedinthe RRA, as requested, the
costs to Cease Operations and Decommission the Diversion will be eligible to be included as part of the actual
dismantling costs forthe purpose of calculating the positive or negative variance to be recorded in the DCRA.

However, the otherrelated variances, such as O&M or Depreciation Expenses, will not.

The Panelis mindful thatthe RRA Panel will shortly be determining whether or not dismantling cost variances
should be afforded deferral account treatmentincluding which specificcosts may be eligible. The review of this
issue will be made in the broader context of BCHydro operations as a whole. At thistime, this Panel sees no
reasonto allow, orrequire, avariance to be recorded in the DCRA relating specifically to the coststo Cease
Operation and Decommission the Diversion that may not be consistent with any determinationsto be madein
the RRA.

Therefore, inthe eventthe DCRA is approvedin the BC Hydro F2017-19 RRA proceeding, the Panel finds that
BC Hydro may transfer the costs incurred to Cease Operations and Decommission the Diversioninto the
DCRA, consistent with the terms approved for that account in the F2017-19 RRA.

In the eventthatthe DCRA is not approved asfiled, the Panel does not agree, at this time, that BC Hydro should
be allowed to recoverthe costs to Cease Operations and Decommission the Diversionin future rates by allowing
themto beincludedinan alternate regulatory account, be itthe HDA or the NHDA.

At thistime, the Panel does not considerthere to be anything special orunique about the costs to Cease
Operation and Decommission the Diversion that would warrant alternate treatment from the general
dismantling costs treatmentthat will be determined in the RRA. The Panel considers that treatment of the costs
to Cease Operations and Decommission the Diversion should be consistent with the general treatment of BC
Hydro’s other dismantling costs.

If BC Hydro’s request for the DCRA is not approved in the F2017-19 RRA proceeding, the Panel, for the
reasons stated above, denies permission to transfer the costs to Cease Operations and Decommission the
Diversion to the Heritage Deferral Account or the Non Heritage Deferral Account.

If upon completion of the Project, the costs to Cease Operations and Decommission the Diversion are not
covered by the general forecast (provision)included inthe RRA and if BC Hydro believes that the RRA decision
did not adequately cover circumstances similarto those of the Diversion, BCHydro may apply to the
Commission toreviewthe recovery of those costsin light of the Commission’s determinations on the matter of
general regulatory treatment of dismantling costs.
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6.0 Reporting

Commission determination

The Panel has reviewed BC Hydro’s reporting proposal in the Application and responsesto IRs, and finds it to
be appropriate. BC Hydro is directed to file a report with the Commission within six months of substantial
completion of the Cease Operations and Decommission work, summarizing the costs of the work and its
accounting treatment, and providing explanation and justification of any material variances from the project
plan, scope, schedule, budget or quality. BC Hydro is to also file a final completion report including similar
information as the Heber Diversion Cease of Operations project Final Completion Report after obtaining the
Certificate of Compliance issued by the Ministry of Environment, which may take 18 months to two years
from substantial completion.

7.0 Summary of directives

Thissummary is provided forthe convenience of readers. In the event of any difference between the Directions
inthis Summary and those inthe body of the decision, the wordingin the decision shall prevail.

Directive Page

1. Based on the evidence provided, the Panel finds that section 14 of the CEA limits heritage 3
assetsto the generation and storage assets identified in Schedule 1 of the CEA and cannot
be interpreted so broadly as to include the Salmon River Diversion as a heritage asset
merely by association with other BCHydro generation and storage heritage assets on the
Campbell River Hydroelectric System. Further, the Panel finds that by not expressly
identifying the Salmon River Diversion in Schedule 1 of the CEA, the legislature did not
intendtoincludeitasa generation and storage heritage asset. Therefore, the Panelfinds
that section 14 of the CEA does notrestrict BC Hydro from disposing of the Salmon River
Diversion assets.

2. The Panel has reviewed the evidence and arguments and finds thatthereisa need and 8
justification to address the condition of the Dam, Flume and Canal.

3. The Panel alsofinds thatthere isa needtoaddressfish screen and fishway performance as 8
BC Hydro has made commitmentstoimprove fish passage as part of the Water Use
Planning process and underanimpact benefits agreement with First Nations.

4, The Commission determines that BCHydro’s choice of alternatives (Cease Operations and 10
Decommission or Rehabilitation) as the appropriate alternatives for furtherdetailed
consideration.

5. Having considered the economicand environmental factors, and local community and First 16
Nations support as outlined above, the Commission, pursuant to section 41 of the Utilities
Commission Act, grants permission for BCHydro to permanently cease operations and
decommission the Salmon River Diversion as setoutin its Application.

6. In addition, the Commission directs BCHydro to presentthe relevantinformation to the 16
Comptrollerand apply for $2 millionin remissible costs and report back on the outcome. If
the Cease Operations and Decommission of the Diversion qualifies and BC Hydro receives
S2 million, the actual costs are to be reduced by an equal amount.
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7. Therefore, inthe eventthe DCRAisapprovedinthe BCHydro F2017-19 RRA proceeding, 20
the Panelfinds that BC Hydro may transferthe costs incurred to Cease Operationsand
Decommission the Diversionintothe DCRA, consistent with the terms approved for that
account inthe F2017-19 RRA.

8. If BC Hydro’s requestforthe DCRAis notapprovedinthe F2017-19 RRA proceeding, the 20
Panel, forthe reasons stated above, denies permission to transfer the costs to Cease
Operations and Decommission the Diversion to the Heritage Deferral Accountorthe Non
Heritage Deferral Account.

9. The Panel has reviewed BC Hydro’s reporting proposal in the Application and responsesto 21
IRs, and findsitto be appropriate. BCHydro is directed to file areport with the
Commission within six months of substantial completion of the Cease Operations and
Decommission work, summarizing the costs of the work and its accounting treatment, and
providing explanation and justification of any material variances fromthe projectplan,
scope, schedule, budget or quality. BCHydroisto also file afinal completion report
including similarinformation as the Heber Diversion Cease of Operations project Final
Completion Report after obtaining the Certificate of Compliance issued by the Ministry of
Environment, which may take 18 months to two years from substantial completion.

DATED at the City of Vancouver, in the Province of British Columbia, this 16™ day of June, 2017.

Original signed by:

W. M. EVERETT, QC
PANEL CHAIR / COMMISSIONER

Original signed by:

B. A. MAGNAN
COMMISSIONER

Original signed by:

R.D. REVEL
COMMISSIONER
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b C U C Suite 410, 900 Howe Street P: 604.660.4700

British Columbia Vancouver, BC Canada V6Z 2N3 TF: 1.800.663.1385
[} Utilities Commission bcuc.com F: 604.660.1102

ORDER NUMBER
G-96-17

IN THE MATTER OF
the Utilities Commission Act, RSBC 1996, Chapter 473

and

British Columbia Hydro and Power Authority
Salmon River Diversion Ceasing of Operations Application

BEFORE:
W. M. Everett, QC, Chair/Commissioner
B. A. Magnan, Commissioner
R.D. Revel, Commissioner

onJune 16, 2017

ORDER
WHEREAS:

A. On March 7, 2017, British ColumbiaHydro and Power Authority (BC Hydro) filed an application (Application)
with the British Columbia Utilities Commission (Commission) under section 41 of the Utilities Commission
Act (UCA), for permission to permanently cease operation of and decommission the Salmon River Diversion
facility located on VancouverIsland (Salmon River Diversion or Diversion). The proposed scope of the project
includes removal of the timber-crib diversion dam, all mechanical equipment at the headworks, mechanical
equipmentatthe downstream fish screen, the Patterson Creek flume portion of the canal and restoration
and remediation work all as set out inthe Application;

B. The Salmon RiverDiversionwas builtin 1957-1958 and is located in central VancouverlIsland about 30 km
west of Campbell River. The Diversionredirects a portion of the water flow from the Salmon Riverthrough
an approximately 3km long concrete-lined canal toan unnamed pond and then through an improved
natural channel to Brewster Lake, from which it enters the Lower Campbell Reservoirwhere it is used to
augmentgeneration atthe Ladore and John Hart generating stations;

C. BCHydro alsorequests permissiontotransferthe costsincurredto cease operations and decommission the
Diversionintothe Dismantling Cost Regulatory Account (DCRA), which BC Hydro has requested approval for
inits Fiscal 2017 to Fiscal 2019 Revenue Requirements Application (RRA). If BCHydro’s request forthe DCRA
isnot approved, then BCHydro requests permission to transfer these costs to the Heritage Deferral Account
(HDA);

D. Roy Bishop, Richard Landale, Commercial Energy Consumers Association of British Columbia, and British
Columbia Old Age Pensioners’ Organization, Active Support Against Poverty, Disability Alliance BC, Council of
Senior Citizens’ Organizations of BC, Together Against Poverty Society, and the Tenant Resource and
Advisory Centre (collectively, BCOAPO) registered asintervenersin this proceeding;
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The written proceedingincluded one round of information requests, responses and arguments;

On May 9, 2017, BC Hydro submitted arevised cost estimate to cease operations and decommission the
Diversion. The revised cost estimateis $15.0 million, with an accuracy range of +20/-15 per cent;

The Panel reviewed the Application and submissions and determines that the following orders are
warranted.

NOW THEREFORE, for the reasons containedin the decisionissued concurrently with this order, the British
Columbia Utilities Commission (Commission) orders as follows:

Pursuantto section 41 of the Utilities Commission Act, the Commission grants permission for the British
ColumbiaHydro and Power Authority (BC Hydro) to permanently cease operations and decommission the
Salmon River Diversion facility (Diversion) as set outinits Application.

In the event the Dismantling Cost Regulatory Account (DCRA) is approved in the BCHydro Fiscal 2017 to
Fiscal 2019 Revenue Requirements Application (RRA) proceeding, BC Hydro may transferthe costs incurred
to cease operations and decommission the Diversionintothe DCRA, consistent with the terms approved for
that account inthe RRA. If BC Hydro’s request forthe DCRA is notapprovedinthe RRA proceeding, the
Panel denies permission to transferthe costs to cease operations and decommission the Diversion to the
Heritage Deferral Account or the Non Heritage Deferral Account.

BC Hydro isdirected to file areport with the Commission within six months of substantial completion of the
cease operations and decommission work, summarizing the costs of the work and its accounting treatment,
and providing explanation and justification of any material variances from the project plan, scope, schedule,
budgetor quality. BCHydrois to alsofile afinal completion reportincluding similarinformation to the Heber
Diversion Cease of Operations project Final Completion Report after obtaining the Certificate of Compliance
issued by the Ministry of Environment, which may take 18 months to two years from substantial completion.

BC Hydro isto comply with all directives and determinations set outinthe decision accompanying this
order.

DATED at the City of Vancouver, inthe Province of British Columbia, this 16" day of June, 2017

BY ORDER
Original signed by:

W. M. Everett, QC
Commissioner
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APPENDIX A

IN THE MATTER OF
the Utilities Commission Act, RSBC 1996, Chapter 473

and

British Columbia Hydro and Power Authority

Salmon River Diversion Ceasing of Operations Application

EXHIBIT LIST
Exhibit No. Description
A-1 Letter dated March 23, 2017 - Appointingthe Panelforthe review of BCHydro’s Salmon

River Diversion Ceasing of Operations Application

A-2 Letter dated March 28, 2017 —Establishing Regulatory Timetable and Public Notice

A-3 Letter dated April 10, 2017 — BCUC Information Request No. 1to BC Hydro

B-1 BC HYDRO (BCH) Letter dated March 7, 2017 — Salmon River Diversion Ceasing of Operations
Application

B-2 Letter dated April 18, 2017 — BCH Submitting Notice of Application Published in News
Publications

B-3 Letter dated May 3, 2017 — BCH Submitting Responses to BCUC Information Request No. 1

B-3-1 CONFIDENTIAL Letter dated May 3, 2017 —BCH Submitting Confidential Responses to BCUC
Information Request No. 1

B-3-1-1 CONFIDENTIAL Letter dated May 9, 2017 — BCH Submitting Confidential Supplemental
ResponsetoBCUC IR 1.9.1.1 Attachment 2

B-3-2 Letterdated May 9, 2017 — BCH Submitting Revised Responseto BCUCIR 1.7.2,
Attachment 1 Supplemental Responseto BCUC IR 1.9.1.1, Attachment 2

B-4 Letterdated May 3, 2017 — BCH Submitting Responses to Interveners Information Request

No.1
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Exhibit No.

APPENDIX A

Description

C11

LANDALE, RICHARD (LANDALE) Letter dated March 30, 2017 - Request to Intervene by Richard
Landale

C1-2 Letterdated April 19, 2017 — Landale Submitting IRNo.1to BC Hydro

C2-1 BisHOP, RoY (BIsHOP) Letterdated April 7, 2017 - Request to Intervene by Roy Bishop

C2-2 Letterdated April 19, 2017 — Bishop Submitting IRNo.1to BC Hydro

C3-1 BRITISH COLUMBIA OLD AGE PENSIONERS’ ORGANIZATION, ACTIVE SUPPORT AGAINST POVERTY,
COUNCIL OF SENIOR CITIZENS’ ORGANIZATIONS OF BC, DISABILITY ALLIANCE BC, AND THE TENANT
RESOURCE AND ADVISORY CENTRE, (BCOAPOETAL.) Letter dated April 7,2017 - Requestto
Intervene by Tannis Braithwaite

C3-2 Letterdated April 19, 2017 — BCOAPO Submitting IRNo.1to BC Hydro

C4-1 COMMERCIAL ENERGY CONSUMERS ASSOCIATION OF BRITISH COLUMBIA (CEC) Letter dated April 7,
2017 - RequesttoIntervene by David Craig

C4-2 Letterdated April 19, 2017 — CEC Submitting IRNo.1to BC Hydro

E-1 Trevena, Claire Letter of Comment dated April 6, 2017
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