SIXTH FLOOR, 900 HOWE STREET, BOX 250
VANCOUVER, BC V6Z2N3 CANADA
web site: http://www.bcuc.com

BRITISH COLUMBIA
UTILITIES COMMISSION

ORDER
NUMBER G-110-10

TELEPHONE: (604) 660-4700
BC TOLL FREE: 1-800-663-1385
FACSIMILE: (604) 660-1102

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

and

British Columbia Hydro and Power Authority
Large General Service Rate Application

BEFORE: A. A. Rhodes, Commissioner

M. R. Harle, Commissioner June 29, 2010
R. J. Milbourne, Commissioner

ORDER

WHEREAS:

A

On October 16, 2009 British Columbia Hydro and Power Authority (BC Hydro) filed its Large General Service Rate
Application (Application) under sections 58-61 of the Utilities Commission Act seeking orders establishing new energy
rates for customers who take or would take serviceunder Rate Schedules (RS) 1200,1201,1210, 1211 — General
Service (35 kW and Over). These customers are referred to inthe Application as BCHydro’s Existing Large General
Service (ELGS) customers; and

On October 19, 2009, the Commissionissued Order G-125-09 to establish a preliminary regulatory timetableto review
the Application (ExhibitA-1). The preliminaryregulatorytimetableincluded dates for a Workshop, a Procedural
Conference, two rounds of Information Requests (IR) to the applicantBCHydro and one round of IR on Intervener
Evidence; and

Followingthe Procedural Conference held on December 8,2009, the Commissionissued Order G-156-09 (ExhibitA-5)

and determined that the regulatory review of the Application should proceed as an Oral Public Hearing to commence
on March 29, 2010; and

By letter dated February 15, 2010 (ExhibitB-13), BC Hydro filed an application for a reconsideration of Commission
Order G-156-09 (Reconsideration Application). Inthe Reconsideration Application, BCHydro sought an order varying
Order G-156-09 to allowfor a Negotiated Settlement Process (NSP). BC Hydro further requested that the Commission
accept the Reconsideration Application on the merits of the request and avoid the usual two-step reconsideration
process;and

By letter L-13-10 dated February 17, 2010, the Commission allowed the Reconsideration Application to proceed as a
singlestageprocess (ExhibitA-9); and

Five letters supporting BC Hydro’s Reconsideration Application were received by the Commission and no letters
opposingthe Reconsideration Application were submitted. By Order G-31-10 dated February 25,2010, the
Commissionvaried Order G-156-09 to allowthe regulatory review of the Applicationto proceed as an NSP to
commence on March 29, 2010 (ExhibitA-10); and
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G. By letter dated March 19, 2010 to BC Hydro and Interveners, the Commission Panel identified certainissues of concern
thatit considered parties should beaware of duringthe negotiations (ExhibitA-11); and

H. An NSP was held on March 29, March 30, March 31, April 7, April 13, April 16 and April 19,2010. A Negotiated
Settlement Agreement (NSA) was reached among the participants exceptfor one party, the British Columbia

Sustainable Energy Association and the Sierra Club of British Columbia etal.; and

I.  The NSA was made publicon May 14, 2010 and circulated to all Registered Interveners and the Commission. No
comments were received from Interveners who had not participatedinthe negotiated settlement process;and

J.  The Commission Panel has reviewed the NSA and letters of comments from the participants and, after due
consideration, considersthatapproval is warranted.
NOW THEREFORE for reasons stated inthe Decisionand attached as Appendix A, the Commission orders as follows:
1. The NSA dated May 10, 2010 and attached as Appendix B to this Order, is approved.
2. The tariffsheets as contained in Appendix T inthe Application will berevised. BC Hydro is to file, within 30 days from
the date of this Order, revised tariff sheets related to the Terms and Conditions for the approved Exempt General

Service, Medium General Service, Large General Service and control group rates.

3. BCHydroisto file,within 36 months of the Implementation Date of January 1, 2011, a report which addresses the
issues as outlined in Paragraph 16 of the NSA.

4. BCHydroisdirected to demonstrate its compliancewith section 58.1(6) and clarifyits position on overall class
revenue neutralityinits annual Costof Service report to the Commission.

DATED at the City of Vancouver, inthe Province of British Columbia, this 29" day of June 2010.

BY ORDER
Original signed by:

A. A. Rhodes
Panel Chair/Commissioner

Orders/G-110-10_BCH-Large General Service Rate_Reasons-NSA
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IN THE MATTER OF

BRITISH COLUMBIA HYDRO AND POWER AUTHORITY

APPLICATION FOR LARGE GENERAL SERVICE RATE

REASONS FOR DECISION

June 29, 2010

BEFORE:

A.A. Rhodes, Panel Chair/Commissioner
M.R. Harle, Commissioner
R.J. Milbourne, Commissioner
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1.0 INTRODUCTION

On May 14, 2010, a proposed settlement package for British Columbia Hydro and Power Authority’s (BC Hydro) Application
to amend the rate structurefor its Large General Service class of customers was circulated to the British Columbia Utilities
Commission (Commission)andall parties who intervened inthe process. The packageincluded the Negotiated Settlement

Agreement itself,alongwith a number of letters insupport and one letter opposingthe settlement.

After due consideration of the Agreement, and the positions of the Applicantand Interveners, the Commission Panel

approves the Negotiated Settlement Agreement.

2.0 BACKGROUND

BC Hydro applied to amend the rates for customers takingserviceunder Rate Schedules 1200, 1201,1210and 1211, which
customers make up what itdescribes as its Existing Large General Service (ELGS) class of customers, on October 16, 2009.
Inthe Application, BCHydro proposedto splitthe Existing Large General Serviceclass into two classes, beingthe Large
General Service classandthe Medium General Service class. Thereare approximately 23,000 accounts in the Existing Large
General Service class, although many customers have more than one account. BC Hydro proposed to includethose
accounts with monthly peak demand of 150 kW or more inthe new Large General Serviceclass and those with monthly
peak demand between 35 kW and 150 kW inthe new Medium General Service class. This proposal would resultinthere
being about 5,000 Large General Service accounts and 18,000 Medium General Service accounts. (ExhibitB-1, p. 1-1)

The current rate design for the ELGS class involves a declining block energy rate where consumption above a certain
amount (14,800 kWh) is charged at the lower “tier 2” rate of 3.70 cents/kWh. Consumption below this level is charged the
higher “tier 1” rate of 7.69 cents/kWh. (ExhibitB-1, p. 1-5)

The purpose of the Applicationtoamend the rate designis to encourage energy conservation.

Followinga Procedural Conference on December 8, 2009, the Commissionissued Order G-156-09, which provided for an
Oral Public Hearing processto review the Application. The Oral PublicHearingwas scheduled to commence on March 29,
2010.

By letter dated February 15, 2010, BC Hydro applied to the Commission for a Reconsideration of Order G-156-09 to allow
for a Negotiated Settlement Process (NSP) to replacethe Oral PublicHearing. Inthe event that the Negotiated Settlement
Process did not resultina settlement, BC Hydro proposed to reserve the lasttwo weeks in May to proceed with the Oral
Public Hearing.

On February 25, 2010, the Commissionissued Order G-31-10 whereby it replaced the dates for an Oral Hearingwith a
Negotiated Settlement Process. The Commission Panel noted inits Reasons that the NSP proposal had received the
supportof all Interveners who made submissions, includingthosewho hadinitially expressed reservations as to the process
at the December Procedural Conference.

On March 19, 2010, the Commission Panel issued a | etter to BC Hydro and Registered Interveners whereby itidentified
certain “issues of concern” whichit asked to be addressed. Those issues related to: (a) the requirement imposed by
section 58.1(6) of the Utilities Commission Act that the commission notset rates for BC Hydro such that the revenue-cost
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ratio, expressed as a percentage, for any class of customers increases by more than 2 percentage points per year when
compared to the revenue-cost ratio for that class of customers immediately before the increase;and (b) the three rate
design objectives of: Fair, Efficient,and Simple. (Exhibit A-11)

The Application proceeded by way of a Negotiated Settlement Process, which was held inVancouver on: March 29,
March 30, March 31, April 7, April 13, April 16,and April 19,2010. Inexcess of thirty people attended, representing around
a dozen parties.

The Commission Panel is not privy to the events of the Negotiated Settlement Process, other than as set outinthe

Negotiated Settlement Agreement and the letters of comment received from the parties.

3.0 NEGOTIATED SETTLEMENT AGREEMENT

The Negotiated Settlement Agreement (NSA) notes atthe outset that the general intent of the NSA “is to maximize cost-
effective customer efficiency and conservationincentives while minimizing unintended consequences to ELGS customers.”
It also notes that both the new Medium General Service and Large General Service classes of customers will have two-part
rate structures to signal thelong-run marginal cost of new electricity supply, among other things.

Other highlights of the NSA include: aninverted rate structure such that consumption above a certain amount will be
charged at a higher rate (up to the upper bandlimit), the calculation of historical baselines based on a three year rolling
average with a provision for growth adjustment in situations involvinga largeincreasein consumption of 30 percent or
more ina given year and the ability of a customer to applyto the Commissionto seek anincreaseinits historical baseline in
circumstances where itexpects a significant, permanentincreaseinenergy consumption due to a significantcapital
investment in plant. (Negotiated Settlement Agreement, Section I, pp. 7-10)

Itis alsoexpressly acknowledged by the Parties tothe NSA that they have “considered the Commission Panel issues
articulated in ExhibitA-11; the requirements of the [Utilities Commission Act]including section 58.1(6); rate design
principlesas they would apply to the ELGS customer class, namely, the eight Bonbrightrate design principles;andthe
nature of the very largeand diverse ELGS customer basecurrently payinga steeply declining energy rate structure.”
(Negotiated Settlement Agreement, Section |, para.1, p.4)

BC Hydro estimates that the settlement will achieveincreased conservation of 300 GWh/year beyond that contemplated in
the Application, which will translateinto an additional avoided cost of a pproximately $22 million per year. (Negotiated
Settlement Agreement, Section Ill,para.18(a), (b), p. 12)

3.1 Commission Panel Issues of Concern — Exhibit A-11

A. Utilities Commission ActSection 58.1(6)

Section 58.1(1) of the Utilities Commission Actdefines “revenue-cost ratio” as “the amount determined by dividingthe
authority’s revenues from a class of customers during a period of time by the authority’s costs to serve that class of
customers duringthe same period of time.”

BC Hydro Large General Service Rate
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Section 58.1(3) states:
“The following decision and orders of the commission are of no force or effect to the extent that they
require the authority to do anythingfor the purpose of changingrevenue-cost ratios:
(a) 2007 RDA Phase1 Decision,issued October 26, 2007;
(b) order G-111-07, issued September 7,2007;
(c) order G-130-07, issued October 26, 2007
(d) order G-10-08, issued January 21,2008,
and the rates of the authority that applied immediately before this section comes into force continue
to applyandaredeemed to be just,reasonableand not unduly discriminatory.”
Section 58.1(4), which prohibited the commission fromsetting rates for the authority for the purpose of changingthe
revenue-cost ratio for a class of customers, was repealed on March 31, 2010, by virtue of section 58.1(5).
Section 58.1(6) states:
“Nothing in subsection (3) prevents the commission fromsetting rates for the authority, but the
commission,after March 31, 2010, may not set rates for the authority such that the revenue-cost
ratio, expressed as a percentage, for any classof customers increases by more than 2 percentage

points per year compared to the revenue-cost ratio for that class immediately before the increase.”

BC Hydro provides the following estimated current revenue-cost ratios for the ELGS classand the two proposed new classes

as follows:
(i) ELGS: 1.11
(ii) MGS: 1.18
(iii) LGS: 1.07

(Negotiated Settlement Agreement, Section Ill,para.(d), p.12)

The parties to the NSA prepared a common response to the Commission Panel’s concerns.

With regard to the concernthat the NSA not violatesection 58.1(6) of the Utilities Commission Act, the parties to the NSA
specifically acknowledged “that the denominators in the calculation of the revenue-cost ratios willincreaseas a resultof
the additional implementation costs and on-going administration costs of the new rate structures. Any other variationsin
the denominator or numerator are not expected to be material to the calculation of revenue to costratios.” They
concluded that “overall, the effect of the new rate structures ... on revenue-cost ratios, regardless of the class...is to
decrease them.” The Parties also noted the requirement that BC Hydro is obliged to filean updated “Fully Allocated Cost of
Service” at the end of each fiscal year. (Negotiated Settlement Agreement, Section IV A, p. 13)

BC Hydro Large General Service Rate
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Commission Determination

The Commission Panel is concerned with the response of the parties to its issue of concerninrespect of section58.1 (6).
The statement that “overall, the effect of the new rate structures described in this LGS NSA on revenue-cost ratios,
regardless of the class to whom the costs are allocated, is to decreasethem” would seem to violateone of the fundamental
premises to the Application, being “class revenueneutrality”. This resultfollows becauseto accomplishanincreaseinthe
costs (denominator), without a correspondingincreasein the revenues (numerator) to offset the costincreasewould then
require BC Hydro’s costs to be recovered through revenues from another class, nota party to the NSA.

However, the Commission Panel further notes that BC Hydro will befilinga Fully Allocated Cost of Service analysisatthe
end of eachfiscal year. The Panel also notes that the Application contemplates classrevenue neutra lity for the new LGS
class through the use of annual adjustments to the Part1 Energy Rates to ensure class revenue neutrality. (Evidence of Lisa
Coltart, p. 2-18) Further, the NSA contemplates ensuringclass revenue neutrality for the new MGS class through annual
adjustments to the higher Tier 1 rate (net of Class Average RateChanges) inthe same manner, and also contemplates bill
impacts within the MGS class. (Negotiated Settlement Agreement, Section|,p. 8)

Therefore, notwithstandingthe above concern, the Commission Panel approves the NSA. BC Hydro is directed to
demonstrate its compliancewith section 58.1(6) and clarifyits position on overall class revenue neutralityinits annual Cost

of Service report to the Commission.

B. Rate Design Objectives: Fair, Efficientand Simple

The parties to the NSA take the positionthatall eightBonbrightrate designcriteriaarerelevantto anyrate design
applicationand thatthe three noted by the Commission Panel as of concern were merely paraphrased by BC Hydro inits
2007 Rate Design Application as beingthe focus of that particularapplication. The parties note that the particularfocus of
the Large General Service Rate Applicationis theefficiency criterion. However, the NSA states that the parties “have
endeavoured to create two new rate structures that aremore efficient than the ELGS rate structure, and thereby incent
conservation without unduly harming or benefitting customers, while balancingall eight Bonbrightrate design criteria.”
The parties further take the positionthatthe rate proposals containedinthe NSA, intheir entirety, do a better job of
satisfyingthe eight Bonbright criteria than does the ELGS rate structure. (Negotiated Settlement Agreement, Section IV B,
pp. 13-14)

The eight Bonbrightcriteria as accepted by the Commission for BC Hydro areset outin Appendix G to the NSA, essentially

as follows:

1. Recovery of the revenue requirement

2. Fairapportionment of costs among customers

3. Pricesignalswhichencourageefficientand discourageinefficientuse
4. Customer understandingandacceptance

5. Practicaland cost-effectiveto implement

6. Rate stability

7. Revenue stability

8. Avoidance of undue discrimination

Appendix G of the NSA explains in further detail how each of the above criteriais addressed.

BC Hydro Large General Service Rate
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For instance, the factthat the proposedrate structures agreed to by the parties to the NSA “are revenue neutral and will
likely decreasethe current revenue-cost ratio of the ELGS customers in aggregate” is saidtoaddress items (1)and (2)
above.

The two-part rate structure for the new Large General Service class will exposethose customers to the long run marginal
costof new energy supply, whilethe inversion of the declining block rateand the move towards a two-part rate in phases
will achievebill neutrality for the Medium General Serviceclass. Theseelements of the rate designare saidtoaddress
items (3) and (8) above.

The three-year rollingaverage historical baselineand the Price Limit Band elements of the NSA are said to mitigate bill
volatilityand providerate stability,and hence accord with items (4) and (6) above.

Itis thought that the rate structures from the NSA will increase conservation savings and implementation costs. The
avoided cost of energy estimates indicatethatthe rate structures agreed to are cost-effective, inaccordancewithitem (5)
above.

Finally,as marginal costpricingis thoughtto have the potential to causerevenue instability, there is anacknowledgment in
the NSA that BC Hydro may need to seek a regulatory accountmechanism. Thisis saidtoaccord withitem (7) above.

Commission Determination

The Commission Panel accepts that all eight Bonbrightcriteria arerelevant and have been addressedinthe NSA.

3.2 BCSEA-SCBC Dissent

The only parties involvedinthe NSP to object to the settlement are the BC Sustainable Energy Associationand Sierra Club
of British Columbia, which arerepresented together and considered as one (BCSEA-SCBC). BCSEA-SCBC has recorded its
dissentas contemplated by the Commission’s NSP Guidelines.

PartlV, section 6 of the Guidelines provides:

“The rightof parties to dissentfrom a proposed agreement is explicitly recognized by the
Commission. Ifa party dissents,itcansubmita written argument to the Commission panel. Ifthe
Commission panel is of the view that the dissentis reasonableand material,itmayrequest written
rebuttal argument or, where the settlement review process is to occuratan oral hearing, request
argument at the oral hearing. Ifthe dissentis determined to be reasonableand material, the
dissenting party retains the right to present evidence and to cross-examineor to rebut the evidence
of others ifthere is a written hearing.”

The BCSEA-SCBC dissentis containedin a letter to the Commission dated May 13, 2010. Inits summary, BCSEA-SCBC states
that while the NSA does improve upon the relief sought inthe original Application by applyinga two-partrate to the
Medium General Serviceclass and modifyingthe Part1/Part2 ratio for new accounts inthe firstyear from 90%/10% (tier
1/tier 2) to 85%/15% (tier 1/tier2), it diminishes the conservation pricesignal, as compared to the Application, byincreasing
the number of eligibleapplications of the “Anomaly Rule”, addinga Growth Relief provisionandincludinga provision which
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would allowfor a customer to apply to the Commission to alterits historical baseline. (BCSEA-SCBC Reasons for Dissent,
p.1)

BCSEA-SCBC argues that BC Hydro’s rate design must pursue “all cos t-effective DSM” and that the NSA falls short of this
objective. (BCSEA-SCBC Reasons for Dissentp. 4) BCSEA-SCBC states that “[t]his follows becausethe government’s energy
objectives require public utilitiessuch as BCHydro to pursueall cost-effective DSM...” (BCSEA-SCBC Reasons for Dissent,
p. 4)

BCSEA-SCBC points to the following problems or missed opportunities to improve the conservation pricesignal in the NSA:

The rollingaverage HBL [historical baseline] uses too shortof a time period — ideallyitshould not
change, but BCSEA-SCBC would supporta ten-year average determination (as opposed to the three

years proposed inthe NSA) and notes that even a five-year period would substantiallyincreasethe
conservation effect.

Any consumption above the upper pricelimitshould notserve to increasethe HBL, as the customer
may have incentive to consume beyond the upper pricelimitto accomplishanincreaseinits HBL,
particularly as consumption above the upper pricelimitreverts to the tier one rate (in order to
prevent unacceptablylargebill increases).

New accounts haveadvantageous treatment inthat they receive an HBL based on their consumption
inthe previous year, whereas an existingaccountwith an increasein consumption would only b enefit
by one third of the amount, due to the three-year rollingaverage HBL determination. BCSEA-SCBC
suggests that a better treatment of new accounts would be to:

charge energy inthe firstyearata 75%/25% Part2 split,and
startthe HBL inthe secondyear at 75% of the previous year’s consumption, phasinginthe

HBL to the current consumption level over the number of years normally used for the rolling
average HBL determination.

The two-tier structure should be imposed immediately rather than phasedin over a three year period, as this
treatment “severely blunts the conservation pricesignal.”

(BCSEA-SCBC Reasons for Dissent, pp. 10-12)

Commission Panel Discussion

The Commission Panel acknowledges the position of BCSEA-SCBC as being consistent with economic theory. However, the
Commission Panel notes that the rate design proposed inthe NSA is,infact,a marked variation fromthe existingdesign
anddoes resultinan estimated conservation of 1,798 GWh per year in F2015;306 GWh per year more than that which
would have resulted had the Application been approved as filed. (Negotiated Settlement Agreement, Appendix D, p. 2)
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The Commission Panel accepts the comments of the Joint Industry Electricity Steering Committee that: “[tlhe changes to
the application contained within the NSA resultina reasonableratestructure which provides strongconservationrate

signals, whilestillnot punishing companies whose businesses are growing and expanding the economy of British Columbia.”

The Commission Panel also accepts that,although new customers may receive somewhat preferential treatment inratesin
the earlyyears, this treatment will not continue, as the new customer becomes an existing customer, with more years of
consumption from which to develop a more accurate historical baseline. The Commission Panel accepts that there may
need to be a trade off between ease of implementation and pure conservation,and that the rate design proposed, although
acompromise, represents a practical solution.

The Commission Panel notes that the “government’s energy objectives,” which were in effect at the time of the NSP include
the objective “to encourage public utilities to take demand sidemeasures.” The new Clean Energy Act, the relevant
provisions of which came into force on June 3, 2010, replaces the definition of government’s energy objectives with “British
Columbia’s energy objectives”. (Clean Energy Act, ss.1(1),2,58,)

British Columbia’s energy objectives includethe similar objective: “2 (b) to take demand-side measures and to conserve
energy, includingthe objective of the authority reducingits expected increasein demand for electricity by the year 2020 by
atleast66%.”

Objective (k) is alsorelevant. Itstates: “(k) to encourage economic development and the creation and retention of jobs.”

The Commission Panel notes that the provisions of the NSA are not severable. The Commission Panel is of the view that the
NSA is compliantwith the government’s energy objectives, as they existed, and British Columbia’s energy objectives as set
out inthe Clean Energy Act. The Commission Panel further agrees with the parties to the NSA thatanacceptable
compromise has been reached, notwithstandingthat more, intheory, perhaps could be accomplished usinga different
structure which was not, however, agreed to by the parties to the NSA. In practice,inthe Panel’s view, itis noteworthy
that this compromise involved all the customer interests who choseto participateas well as the British Columbia Old Age
Pensioners’ Organization etal., representing the interests of BC Hydro’s residential ratepayers. Inthe Panel’s view the “buy
in” of the participantsis animportantaspectofan NSP. Clearly the parties worked long and hard (7 days over a 3 week
period) to achievethis result. The Commission Panel respects the time and effort invested by all the participants in coming
to whatitconsiders to be a reasonableand practical solution.

Commission Panel Determination

Pursuantto the above discussion, the Commission Panel does not consider the dissent put forward by the BCSEA-SCBC to
be “reasonableand material” within the meaning of the NSP Guidelines and denies the BCSEA-SCBC the reliefitseeks.

Accordingly, the Commission Panel approves the Negotiated Settlement Agreement as filed.
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See G-110-10 Appendix B
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