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IN THE MATTER OF
the Utilities Commission Act, R.S.B.C. 1996, Chapter 473

and

West Kootenay Power Ltd. - 1998 Annual Review and
Preliminary 1999 Revenue Requirement and Incentive Mechanism Review

BEFORE: P. Ostergaard, Chair )
L.R. Barr, Deputy Chair )
K.L. Hall, Commissioner ) December 22, 1998
F.C. Leighton, Commissioner )
P.G. Bradley, Commissioner )

O  R  D  E  R
WHEREAS:

A. On October 26, 1998, West Kootenay Power Ltd. (“WKP”) filed a Preliminary 1999 Revenue

Requirements and Incentive Mechanism Review Application (“the Application”).  WKP applied pursuant

to the Utilities Commission Act (“the Act”) for an Order to set rates, during a period beginning

January 1, 1999 and ending on any anniversary date of January 1, 1999 following the filing of adequate

justification for such termination, in accordance with the Incentive Mechanism approved by Commission

Order No. G-73-96; and

B. WKP further applied for an Order approving certain amendments to that Incentive Mechanism; and

C. A 1998 Annual Review was required to assess WKP’s performance and to make adjustments against 1997

and 1998 Revenue Requirements; and

D. WKP applied for an Order that a Negotiated Settlement Process be implemented; and

E. The Commission issued Order No. G-96-98 setting down an Annual Review and a pre-hearing

conference at which a consensus was reached to proceed with the negotiation settlement process on

November 30, 1998; and

F. The Annual Review on December 1, 1998 resulted in a consensus supporting WKP’s final 1997 incentive

adjustments and preliminary 1998 adjustments; and
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G. On December 15, 1998, a proposed negotiated settlement was reached among the participants and

circulated to all Registered Intervenors, Interested Parties and the Commission; and

H. No letters of objection to the proposed settlement were received; and

I. The Commission has considered the Application and is satisfied that the Negotiated Settlement, attached

as Appendix A hereto, is necessary and in the public interest.

NOW THEREFORE the Commission orders as follows:

1. The Commission approves the Negotiated Settlement, attached as Appendix A, in its entirety.

2. The 1997 and 1998 financial incentive adjustments are approved.

3. WKP is ordered to file a Final Rate Application which reflects the terms of the negotiated settlement,

effective January 1, 1999.

DATED at the City of Vancouver, in the Province of British Columbia, this    22nd  day of December, 1998.

BY ORDER

Original signed by:

Peter Ostergaard
Chair

Attachment
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WKP/96RR/Negt'd Setlmt Ntce BCH&CPC

VIA FACSIMILE

December 15, 1998

To: Registered Intervenors and
Interested Parties

Re:  Proposed Settlement of Issues
West Kootenay Power Ltd.

1999 Revenue Requirements and Incentive Mechanism Application

Enclosed with this letter you will find the proposed settlement package achieved with respect to the WKP
October 26, 1998 Revenue Requirements and Incentive Mechanism Application.

This settlement package is now public and is being submitted to the Commission and all intervenors and
interested parties.  Also enclosed are the letters of endorsement of the package received to date from the
participants in the negotiated settlement process.  No communication has been received from the following
parties who were present during the negotiation sessions:

• Mayor J.C. Stranart, Corporation of the Village of Keremeos
• Mr. W. Mennell, Fairview Heights Irrigation District

Prior to consideration by the Commission, intervenors and interested parties who did not participate in the
settlement negotiations are requested to provide to the Commission any further comments on the settlement
package by December 22, 1998.  Thereafter, the Commission will determine the appropriate mechanism
to establish an approved revenue requirement for WKP.

Yours truly,

Original signed by:

W.J. Grant

BMK/ssc
Encl.
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C O N F I D E N T I A L

VIA FACSIMILE December 9, 1998

Dear Participants:

Re:  Proposed Settlement of Issues
West Kootenay Power Ltd.

1999 Revenue Requirements and Incentive Mechanism Application

The purpose of this letter is to record the proposed settlements achieved with respect to the West Kootenay
Power Ltd. (“WKP”) 1999 Revenue Requirements and Incentive Mechanism Application filed
October 26, 1998.  This letter remains confidential until it is submitted to the British Columbia Utilities
Commission for consideration.  I, therefore ask that you provide to me a communication of endorsement
for the proposal by Monday, December 14, 1998.  At that time, the Settlement Agreement will be made
public and provided to the Commission and all interested parties.

I have attached the 1999 DSM incentive mechanism worksheet utilized at the sessions.  I have also added
cross-references to the Application as requested by the parties to the negotiations.

It is recognized by all the parties that the agreement represents a package proposal within which there has
been give and take by all parties.  No issue is to be severed from the proposed settlement without allowing
signatories the opportunity to address other related issues in the package.

In accordance with the NSP Guidelines, the right of parties to dissent from a proposed agreement is
explicitly recognized by the Commission.  If a party dissents, it can submit a written argument to the
Commission panel.  If the Commission panel is of the view that the dissent is reasonable and material, it
may request written rebuttal argument or, where the settlement review process is to occur at an oral
hearing, request argument at the oral hearing.  If the dissent is determined to be reasonable and material,
the dissenting party retains the right to present evidence and to cross-examine, or to rebut the evidence of
others if there is a written hearing.

1.     Term      (Ref. Tab 1, page 1)

The procedures in the existing agreement approved by Commission Order No. G-73-96 will be
extended for one year.  Therefore, prior to November 7, 1999 WKP will file with the Commission
Preliminary Revenue Requirement materials, including a Statement of Adjustments for a rate
increase effective January 1, 2000.  The Commission will order an Annual Review process
whereby the public will be invited to examine the material, submit other issues for determination by
the Commission, and meet to review all issues.  This review is similar to a negotiation settlement
process and parties may institute a complaint procedure before the Commission if not satisfied.
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WKP is required to file, in early October 1999, a multi-year proposal to commence January 2000.
The Application may propose a continuation of existing ratemaking methods but all parties reserve
their right to argue in favour of proposed targets, performance based regulation methods or
traditional rate regulation.

2.     Load/Resource        Balance    (Ref. Tabs 3 and 4, BCUC Staff Information Request 1.5)

As recommended by the Load and Customer Forecast committee which was reconvened from the
1996 Settlement, the 1999 Load and Customer Forecast in Tab 3 of the Application is accepted.
The Revenue Forecast Variance  Mechanism (“RFVM”) proposed in the Application is rejected.

The 1999 Power Purchases Forecast is also accepted, with the addition of a Power Purchase
Variance Mechanism (“PPVM”) to recover any positive or negative variance resulting from sales
load variance from the forecast of 1999 power purchase costs.  

In response to Commission Staff Information Request 1.5, WKP suggested two alternatives to the
variance mechanisms proposed in its Application. Alternative 2 did not include an RFVM so all
load forecast risks would be borne by the Company.  The alternative mechanism did propose a
Power Purchase Variance Mechanism and a Market Incentive Mechanism (“MIM”) to share any
savings resulting from displacement of B.C. Hydro capacity and energy purchases.  Alternative 2
is accepted with a modified MIM as follows:

• 0% WKP incentive to $200,000,
• 50% WKP incentive between $200,000 and $600,000 savings,
• 25% WKP incentive beyond $600,000 savings,
• Overall cap of $500,000 to WKP incentive applies.

This sharing mechanism applies for 1999 only and WKP is to establish a sub-committee to
investigate alternative incentive mechanisms for the year 2000 and beyond.

3.     O&M      (Ref. Tab 2, Sections 5.1 and 5.2)

The current rate mechanism applies escalators, cost drivers, and productivity improvement factors
to approved base costs of certain Operating and Maintenance accounts.  The difference between
target costs and actual costs is shared equally between customers and the Company.  This formula
and incentive is extended for 1999, with 0% Productivity Improvement Factor for 1999.  The
parties recognize that WKP will continue to realize productivity improvements in its base O&M
costs; however, the Company expects to be incurring significant incremental O&M expense in
1999, including costs that will result in O&M savings beyond the term of this agreement.  O&M
costs not previously reflected in the base O&M budget include:
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• severance/restructuring costs,
• safety related costs driven in part by changes in WCB practices,
• reconditioning of the Upper Bonnington Bridge,
• contaminated site cleanup.

No rebasing of the 1995 base costs is required.

WKP had requested the classification of 1999 severance and early retirement costs made to
restructure the work force as extraordinary O&M expense to be deferred and amortized over three
years.  No Severance/Restructuring cost account is accepted.

The Application requests approval of an Extraordinary O&M account for $822,500 related to an
increase in 1999 pension expense required due to a lower than expected 1998 return on the pension
investment fund.  The pension Plan adjustment as per Commission Staff Information Request 3.3
is accepted, based on the latest update of the pension shortfall.  It is agreed that any pension
surplus in future years will be used to repay customers for contributions to the 1999 pension
shortfall.

4.     Capital        Expenditures    (Ref. Tab 2, Section 8)

The current rate mechanism applies escalators, cost drivers, productivity improvement factors and
an incentive mechanism to approved base costs of certain capital expenditure accounts.  This
mechanism is also extended for 1999, with 0% productivity improvement factor.  The
Extraordinary Capital Expenditure projects identified in section 8 of Tab 2 of the Application are
accepted.  The Y2K and Customer Information System projects are accepted as 1999 Extraordinary
Capital Expenditures requiring CPCN approval, subject to Commission review of extraordinary
costs and business plan.

The 1999 Base Capital is to be set at levels forecast in the 20-Year Plan for Transmission and
Distribution Upgrades.

Capitalizing Overhead at 8% is accepted and is to be excluded from the sharing mechanism.

WKP filed a Summary Report of a Transmission & Distribution System Plan, undertaken during
1998 to provide a comprehensive review of optimized long-term transmission and distribution
system development.  The parties agree that the Commission should establish a hearing process,
including a workshop, on the 20-Year System Plan for completion prior to November 1999.

5.     Financing     (Ref. Tab 2, Section 5.3)

The current rate mechanism applies cost drivers and an incentive mechanism to approved financing
base costs.  This mechanism is also accepted for 1999 as applied for, with the base cost being the
embedded cost to the last debt issue and the escalator being the yield on 30-year bonds plus a risk
premium of 100 basis points.
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The current rate mechanism applies cost drivers and an incentive mechanism to the ROE
Adjustment Mechanism approved by Commission Order No. G-35-94, as revised by Commission
Order No. G-49-97. The Return on Equity mechanism is to continue in 1999.

6.     DSM      (Ref. Tab 2, Section 3.3)

The 1996 Settlement Agreement approved and incorporated the recommendations of a Demand-
Side Management (“DSM”) Incentive Committee. The DSM Incentive Committee was reconvened
to examine various costs and energy savings in order to verify the incentive from DSM programs
in 1998 and make recommendations regarding the DSM incentive mechanism for 1999.  The 1999
DSM incentive mechanism endorsed by the DSM Incentive Committee is accepted as attached.

The 1999 programs by class are accepted, based on the most recent adjustments to residential
programs and targets.

Review of programs and incentives is to occur by a downsized DSM Committee after consultant
review.  A deferred account not to exceed $20,000 may be used to hire an independent consultant
only     if the DSM Committee determines it needs additional advice.

7.     Performance        Standards    (Ref. Tab 5)

The 1999 Application proposes that prior to approval of an incentive, the Commission should
determine if the incentive was earned at the expense of performance.  In some cases, the incentive
may be awarded even though the Company did not meet or exceed the Performance Standards.
This proposed assessment based on overall performance is accepted.

Generator Reliability is to replace System Losses as a 1999 Performance Standard as described in
Tab 5, page 15, provided WKP files for approval the 20-Year Transmission & Distribution System
Plan in the second quarter of 1999.  There will be no financial incentive in 1999 if the Plan is not
filed.

8.     Other    (Ref. Tab 1, pages 2 and 3)

WKP applied to have variations in property tax, capital tax and AFUDC from the target costs
treated on a flow-through basis in the Statement of Adjustments in the year they are  incurred.
Flow-through treatment is accepted.

The deferral accounts and amortizations in Tab 2, Section 5.3.1 are all accepted as applied for
except that the Electricity Market Task Force costs are to be shared equally between shareholders
and ratepayers.

The 1996 Settlement approved the use of “Town Hall” type meetings to be held in the evening for
those parties not wanting to participate in the Annual Review.  Such Town Hall meetings are to
continue but costs are to be minimized.
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The 1997 Revenue Restructuring at Tab 2 page 5 previously approved by Commission Order
No. G-15-98 is removed from the Application.

The Final Adjustment to 1997 Revenue Requirements at Tab 2, page 19 is accepted.

The Preliminary Adjustment to 1998 Revenue Requirements at Tab 2, page 20 is accepted.

Yours truly,

Original Signed by:

W.J. Grant
BMcK/mmc
Enclosures
cc: Mr. Robert H. Hobbs

Director, Regulatory and Government Affairs
West Kootenay Power Ltd.
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Demand Side Management Incentive Mechanism for 1999:

The 1999 DSM incentive mechanism described in this document has been approved by the DSM Incentive
Committee and is designed to control costs and promote the achievement of energy conservation targets.

Changes to The Incentive Mechanism
The revised mechanism has changes that focus on savings targets and cost targets by sector:
1. Instead of a single variable cost target for all programs, there will be a DSM variable cost target for

each of the three customer sectors (residential, general service and industrial).
2. Previously fixed costs (labour and training) were excluded from the target costs for incentive

purposes. Now all fixed labor and training costs for delivery activities will be included for incentive
purposes. Internal planning, monitoring and evaluation labor and material costs and related non-
routine consulting studies will be excluded for incentive purposes.

3. To help meet our DSM targets, WKP will work with Energy Services Providers (ESP). Under this
arrangement WKP will introduce our customers to specialized ESP services and will provide the ESP
with local WKP resources. WKP will charge the ESP for resources it uses and any fees received will
be applied against fixed costs.

Target Cost

Cost Driver
The cost driver is kW.h savings for variable unit costs. There is no cost driver for fixed costs.

These costs are controlled by the total resource cost test.

Base Cost
• The variable base costs will be derived on the lower of 1997 or 1998 variable costs for each

of the three main sectors (Residential, General Service, and Industrial). For 1997 the variable
cost for each of the aforementioned sectors is 15.4, 6.2, and 1.4 cents / kW.h respectively.

• The fixed base cost will be established as the lower of total 1997 ($422,000) or 1998 fixed
costs (labour and training) for all delivery activities. Costs related to planning and evaluation
activities, including non-recurring and periodic consulting studies are excluded from the
target cost for incentive purposes.

Base Cost Escalator
The base cost escalator will be the CPI for Canada

Prerequisites
0 The incentive related to Variable Costs will be determined for each of the three sectors

(Residential, General Service and Industrial) and will be earned for a particular sector only if
90% of the energy conservation target for that sector is met.

• The incentive for Fixed Costs will be determined if any sector exceeds the energy savings
threshold and only applied if an incentive for variable costs is earned.

Sharing of Variances from Target Cost

It is proposed that variances from Target Cost for this account be shared with the customer and the
company on an equal basis:

• Favourable variances for variable costs will be determined by sector;
• Any variances for fixed costs will be treated as an adjustment to the total favourable variable

cost variance.
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