SIXTH FLOOR, 900 HOWE STREET, BOX 250
VANCOUVER, BC V6Z2N3 CANADA

BRITISH COLUMBIA
UTILITIES COMMISSION

ORDER
NUMBER G-180-10

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

web site: http://www.bcuc.com

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

and

An Application by British Columbia Hydro and Power Authority
for Review of its F2011 Revenue Requirements Application

BEFORE: D.A. Cote, Panel Chair/Commissioner

L.A. O’Hara,Commissioner December 2, 2010
M.R. Harle, Commissioner

ORDER

WHEREAS:

A

British Columbia Hydro and Power Authority (BC Hydro) filed on March 3, 2010 with the British Columbia Utilities
Commission (Commission), pursuanttosections 44.2 and 58 to 61 of the Utilities Commission Act (the Act), its F2011
Revenue Requirements Application (the F11 RRA, or Application) for,among other things, final approvalofanacross-
the-board rateincreaseof 6.11 percent, effective April 1, 2010,and final approvaltoincreasethe Deferral Account
Rate Rider from 1.0 percent to 4.0 percent, effective April 1,2010. For the residential inclining rateblock Rate
Schedules 1101 and 1121, BC Hydro proposes to applythe 6.11 percent increaseequally tothe BasicchargeandStep 1
and Step 2 energy charges;

The Application also soughtrefundableinterimrelief, pursuantto sections 58 to 61,89 and 90 of the Act and section 15
of the Administrative Tribunals Act, to allowBCHydro to increaseits rates by 6.11 percent on anacross-the-board
basis,andtoincreaseits Deferral Account Rate Rider from 1.0 percent to 4.0 percent, both effective April 1, 2010,
pending the hearinginto the F11 RRA and orders subsequent to that hearing, on the basis thaton April 1,2010 BC
Hydro’s current rates would otherwise no longer be fair,justand not unduly discriminatory;

On March 15,2010, Commission Order G-47-10 approved BC Hydro’s request for interimrates subjectto refund with
interest at BC Hydro’s weighted average cost of debt for its most recent fiscal year;

By Commission Order G-136-10 dated August 23, 2010, the Commission established a Further Amended Regulatory
Timetable that providedin part for a Negotiated Settlement Process (NSP) to begin on September 22,2010and a
Default Schedule inthe event no agreement was reached as a resultof the NSP;

Ina letter dated October 13,2010, BC Hydro advised the Commission thatthe NSP had failed;

By Order G-157-10 dated October 21, 2010, the Commission established a Revised Regulatory Timetable;
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Ina letter dated October 26,2010, BC Hydro advised the Commissionthatit had continued informal discussions with
NSP participants, despite BC Hydro’s view that the NSP hadfailed. BC Hydro reported that the discussions had givenit
causeto believe that a settlement of the Application was both achievableandimminent; therefore, itsoughta
reinstatement of the NSP to allowthe settlement process to continue, and a suspension of the regulatory schedule
established by Order G-157-10;

By Order G-163-10 dated October 27, 2010, the Commission suspended the regulatory scheduleestablished by
Commission Order G-157-10 until further order of the Commission and reinstated the NSP;

A Negotiated Settlement Agreement (NSA) dated for reference November 18,2010 was entered into by the majority of
the participants tothe NSP to settle all theissues arisingfromthe F11 RRA. Two participants tothe NSP, the
Independent Power Producers of British Columbia (IPPBC) and the Line Contractors Association of BC (LCABC), were

not parties to the NSA;

The NSA, together with Letters of Comment on the NSA that had been received, was made public on November 19,
2010, and circulated to all Interveners and the Commission. Interveners who had not participated in the NSP were

requested to providetheir comments on the Settlement Packageto the Commission by November 26, 2010;

By letter dated November 19, 2010, the IPPBC filed a submission advisingthatitsupported the NSA with the exception
of section 9.xiv;

The Commissionreceived four letters from Interveners who had not participated in the NSP;
On November 22,2010,BC Hydro filed its comments inreplyto the submission of the IPPBC;

The Commission has reviewed the proposed NSA and the Letters of Comments from the participantsand, afterdue
consideration considers thatapproval iswarranted.

NOW THEREFORE for the reasons stated inthe Reasons for Decision attached as Appendix A to this Order, the Commission
orders that the NSA dated for reference November 18,2010 and attached as Appendix B to this Order is approved.

DATED at the City of Vancouver, inthe Province of British Columbia, this Second day of December 2010.

BY ORDER
Original signed by:

D.A. Cote
Panel Chair/Commissioner

Attachment
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IN THE MATTER OF

BRITISH COLUMBIA HYDRO AND POWER AUTHORITY

F2011 REVENUE REQUIREMENTS

REASONS FOR DECISION

December 2, 2010

BEFORE:

D.A. Cote, Panel Chair / Commissioner
L.A. O’Hara, Commissioner
M.R. Harle, Commissioner
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1.0 INTRODUCTION

On November 19, 2010, a proposed settlement package for British Columbia Hydro and Power Authority’s (BC Hydro) F2011
Revenue Requirement Application (F11 RRA) was circulated to the British Columbia Utilities Commission (BCUC, the
Commission)andall parties who intervened in the process. The package included the Negotiated Settlement Agreement
(NSA) dated for reference November 18,2010, alongwith a number of Letters of Comment insupportof the NSA and two
letters opposingit.

The Commission Panel approves the Negotiated Settlement Agreement for the reasons thatfollow.

2.0 BACKGROUND

On March 3, 2010, BC Hydro filedits F11 RRA pursuantto sections 44.2,and 58 to 61 of the Utilities Commission Act (the
Act) seeking, among other things, anincreaseof 6.11 percent as well as approval toincreasethe rate schedule 1901
Deferral Account Rate Rider (DARR) from 1.0 percent to 4.0 percent. The increases were both to be effective April 1, 2010.
BC Hydro sought approval to apply these rateincreases onanacross-the-board basis, butsubjectto specific ratedesigns
suchas the residential inclining block (RIB) rateschedules 1102 and 1121, and the transmission service rateschedule 1823.
BC Hydro sought approval to apply the 6.11 percent increaseequally to the Basic Chargeand Step 1 and 2 Rates of the RIB 2
rate. BC Hydro alsosoughtinterimorders pursuantto sections 58to 61, 89 and 90 of the Act and section 15 of the
Administrative Tribunals Act, S.B.C. 2004, c.45 to allowitto increasethese rates effective April 1, 2010, pending final
determination of the F11 RRA. Finally, BCHydro sought orders regarding both proposed new and existingregulatory
accounts. (ExhibitB-1, pp. 1-9-1-12)

By Order G-136-10 dated March 15, 2010, the Commission approved BC Hydro’s request for interimrates on a refundable
basis and established an Initial Regulatory Timetable. A Procedural Conference took placeon May 28 and by Order G-99-10
the Regulatory Timetable was amended to provide for a second Procedural Conference followingthe BC Hydro Evidentiary
Update and responses to the second set of Information Requests (IRs). The second Proced ural Conference took placeon
August 20,2010 where it was agreed the Regulatory Timetable be further amended to go forward with a Negotiated
Settlement Process (NSP) on September 22,2010 followinga third set of IRs. Followingthe second Procedural Conference
the Commission, by Order G-136-10, issued a Further Amended Regulatory Timetable which provided, in part, for a third
Procedural Conference to be held on October 14,2010, and further process leadingtoan Oral Hearingto be held on
December 13, 2010inthe event the NSP failed.

The NSP began on September 22,2010 as scheduled. BCUC Staff tabled a written request from the Commission Panel
detailing two items of concern which it requested be addressed by the participants: (i) the recovery of BC Hydro’s deferral
accountbalances, and (ii) the process and preparation for the next BC Hydro RRA .

By letter dated October 13, 2010, BC Hydro advised the Commissionthat the NSP had failed and stated that, in the absence
of Intervener motions or Commission Panel questions,itdid not believe the third Procedural Conference was necessary.

On October 21, 2010, following further submissionsfromthe parties with respect to proposed changes indates up to and
includingtheOral Hearing,the Commissionissued Order G-157-10 which included a Revised Regulatory Timetable outlining
the process leadingto an Oral Hearing scheduled for December 13, 2010.
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On October 26, 2010, BC Hydro informed the Commission by letter that ithad continued informal discussions with NSP
participantswhich causeditto believe that a settlement of the Application was after all both achievableand imminent.
Accordingly, BC Hydro sought a suspension of the Regulatory Timetable established by Order G-157-10 and reinstatement
of the NSP to allow for the settlement process to continue. By Order G-163-10 dated October 27, 2010, the Commission
accepted BC Hydro’s proposal and suspended further regulatory process until further order and reinstated the NSP.

By letter dated November 2, 2010, BC Hydro advised the Commission that the NSP participants, with the possible exception
of the Independent Power Producers of British Columbia (IPPBC) and the Line Contractors Association of BC (LCABC), had
achieved an agreement on the substantiveterms of a comprehensive settlement of all F11 RRAissues.

The NSA, together with Letters of Comment on the NSA that had been received, was made public on November 19, 2010,
andcirculated to all Interveners and the Commission. Interveners who had not participated in the NSP were requested to

providetheir comments on the Settlement Packageto the Commission by November 26, 2010.

The Commissionreceived a Letter of Comment from the Canadian Officeand Professional Employees Union, Local 378
(COPE) statingthat the proposed Settlement packagewas acceptableto it.

The Commissionalsoreceived letters from FortisBCInc., the City of New Westminster Electric Utility Commission,and the
group of Terasen gas distribution companies including, Terasen Gas Inc., Terasen Gas (Vancouver Island) Inc.,and Terasen
Gas (Whistler) Inc.,all of whom had intervened inthe proceedings but did not participateinthe NSP. All advised thatthey
had no comment on the Settlement package.

By letter dated November 19, 2010, the IPPBC filed a submission advisingthatitsupported the NSA with the exception of
section 9.xiv. On November 22,2010, BC Hydro filed its comments inreply to the IPPBC submission.

The Commission Panel is not privy to the events of the NSP other than what is outlined in the NSA and Letters of Comment

it has received from the participants.

3.0 NEGOTIATED SETTLEMENT AGREEMENT

A group consisting of BC Hydro, the Joint Industry Electricity Steering Committee (JIESC), the Commercial Energy Consumers
of British Columbia (CEC), the British Columbia Old Age Pensioners Organization etal. (BCOAPQ), the British Columbia
Sustainable Energy Association and Sierra Club of British Columbia (BCSEA), Catalyst Paper, Teck Coal and Mr. Ruskin (the
Parties) reached an agreement to settle all issues arisingfromthe F11 RRA.

Full details of the Negotiated Settlement Agreement are providedin Appendix B to Order G-180-10issued concurrently
with these Reasons, but some of the highlights areas follows:

1) General

e The Parties expect the next RRA will bereviewed inanoral public hearing.

e None of the provisions ofthe NSA areseverable.

e The NSA is a comprehensive settlement of all issues related to F11 RRA.
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2) BC Hydro Commitments

e To provide,inthe next RRA, ananalysisof,anda proposal for,a DARR effective April 1,2011, basedona5
year amortization of the Trade Income Deferral Account and 10 year amortization of the Non-Heritage
Deferral Account and Heritage Deferral Account.

e To meet with interested parties and BCUC staff prior to November 30, 2010, to try to agree on an approachto
the next RRA, which will bestallow for a comprehensive review conducted in a transparent, efficient and
effective manner.

To applyfora minimum two-year and maximum three-year test period by March 2011.

e Not to object to a review of the efficacy of its F2009-2011 DSM expenditures inits F2012 section 44.2 DSM
filing, thatwill be filed no later than July 31, 2011.

e To increaseits focus on management and control of its coststructure and undertake to propose to

government changes to government-related aspects of BC Hydro’s revenue requirement. Thisisinrecognition
of customer concerns with currently projected future rate increases.

3) Changes to F2011 Revenue Requirement and Rate Relief

e Forecastcapital expenditures shall bereduced for F2011 by $100 million and forecastcapital additions shall be
reduced by $50 million.

BC Hydro F2011 operatingcosts shall bereduced by $35 million.

e The approved interim across-the-board 6.11 percent rate increaseis confirmed as final.

The final F2011 DARR will be 4.0 percent for the period of April 1to December 31,2010,and 2.5 percent
thereafter.

A 4.71 percent credit shall beapplied to charges payableto other approved rates (not including DARR) for the
periodJanuary 1 to March 31,2011 inclusive. This represents the net impactof regulatory account write-offs,

reductions in capital expenditures and additions and thereduction in operating costs.

The above changes resultin an effective weighted average rate increasefor F2011 of 4.67 percent.
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4.0 ISSUES OF CONCERN TO PARTICIPANTS OPPOSING THE SETTLEMENT

4.1 IPPBC

The IPPBC, inits Letter of Comment dated November 19,2010, submits that it supports the NSA with the exception of
section 9.xiv, which is related to the review of the efficacy of BC Hydro’s F2009-F2011 DSM Expenditures and anticipated
F2012 section 44.2 DSM filing. In particularitcites the filingdate of July 31, 2011 as a particular concernin this provision.
IPPBC notes that from the outset ithas made itclearitwished to pursue the issueof the efficacy of BC Hydro’s DSM
programs through a prudency review if required. Itfurther notes that although DSM expenditures were previously
approved by the Commission, the amortization of costs related to prior expenditures is included as a partofthe F11 RRA
andrequires BCUC approval. The IPPBC points out that itis this retrospectiveapproval by the Commission that provides
the opportunity to review the efficacy of the prior expenditures by way of a prudency review. Inits view, BC Hydro's
responseto BCUC IR 1.38.1 (ExhibitB-6) and 2.356.1 (ExhibitB-11)is indicativethatthe initial requirementfor prudency
review has been met and that “the efficacy of DSM should be fully reviewed” as soon as possible. Itis IPPBC’s position that
delayingthe startof this review until July31, 2011 is not in the best interest of BC Hydro cus tomers.

The IPPBC further comments that given that the forecast for the next 2-3 year period covered by the next RRA will include
Power Smart expenditures, conductinga review followingthe July 31,2011 submissiondateis hardtounderstand as it
should coincide with BC Hydro’s March 2011 RRA filing. Ona final pointthe IPPBC raises concerns with respectto the
anticipatedfiling of the Integrated Resource Plan (IRP) (prior to the end of December 2011). Inits view itwould benefit all
concerned ifthe review of the efficacy of Power Smartis completed prior to the IRP being submitted to government.

The IPPBCinclosing notes that no useful purposewould be served if the BCUC were to reject the F11 RRA inits entirety.
Accordinglyitrequests that BCUC do one of two things:

1. Accept the NSA except for a nominal amount of the DSM amortization amounts described inthe F11 RRA
Evidentiary Update (ExhibitB-1, Appendix 1, Schedule 7) and conduct a prudency review of Power Smart on this
basis.

2. Accept the NSA, but amend the date in Section 9.xivfrom July 31,2011 to March, 2011.

BC Hydro, in Reply dated November 22,2010, notes that by the terms of the NSA, the Parties haveagreed itis a
comprehensive settlement of all issues arisingfromthe F11 RRA andthat none of the provisions areseverable. BCHydro
states that if the BCUC does not acceptand approve the entire NSA, there is no agreement. BC Hydro further submits that
BCUC has no jurisdiction to order the filingof its F2012 DSM Expenditures by a certain date as section 44.2 filings aremade
at the option of the public utility.

4.2 LCABC

The LCABC, inits Letter of Comment of November 18,2010, notes that its solereservation concerningthe NSA relates to
the LCABC complaintonly. The concern raised by the LCABC relates to the amount of time being taken by BC Hydro to
resolvethe LCABC complaintand BC Hydro’s failureto follow through on commitments it has made with respect to setting
up a meeting with the LCABC and BC Hydro senior management to review what progress has been made on the issues that
form the basisofits complaint. Because of this, LCABC has stipulated thatit requires a timeline and an end date for the
resolution of its complaintbeforeitis willingto sign off on the NSA.

BC Hydro F2011 Revenue Requirements



APPENDIX A
to Order G-180-10
Page 7 of 7

5.0 COMMISSION DETERMINATION

The concerns which have been raised by the IPPBC with respect to the timing of BC Hydro’s F2012 DSM filing havesome
validity. Anearlier date for this filingwould allow for a more complete review of itwithin the context of the next RRA in
March 2011. Further, if a review of the F2012 DSM filing could be completed sufficiently early to allow BC Hydro to
incorporatethe results inits next IRP, itwould be of benefit to all concerned. However, as BC Hydro points out, the terms
of the NSA as signed off by the Parties are comprehensive and non-severable. The Commission Panel is in agreement with
BC Hydro that if the BCUC accepted either of the options presented by the IPPBCit would, in effect, cancel the NSA which
has been reached amongst the Parties.

Further, the Panel, not being a party to the process canonlyassumethat the Parties agreed to the non severabilityand
comprehensive settlement sections inthe NSA with full knowledge of their implications. Putinto different terms, the Panel
accepts that the agreed upon dates were part of the negotiation process. Accordingly, the Panel has determined that
there is no way the options presented by the IPPBC can be considered without nullifying the agreement among the
Parties. Therefore, the Panel does not consider it necessary to address BC Hydro’s submission with respect to the
Commission’s jurisdiction to order a specific date for filing under section 44.2.

Withrespect to the issues raised by LCABC, the Commission Panel, whileconcerned about the lack of progress on the
LCABC complaint,is unwillingto acceptthat this should havea bearingupon the NSA. This proceedingis a rate setting
review and disputes between participants cannotbeallowed to impede the settlement process. However, we do
encourage both BC Hydro and LCABC to work toward a timely resolution of the matter. Failinga satisfactoryresolutionto
the complaintwe note itcan be resubmitted to the BCUC.

Inconsideringsection44.2 (5.1) the Panel sees no reason the NSA should not be approved. The Parties, as partof the NSA,
have agreed that the amounts BC Hydro has spent on energy conservationrates in F2009 and F2010 which total $10.3
million shall bewritten off in F2011. The $5.2 million for F2011 has been agreed to by the Parties and forms part of the
NSP. The Panel notes that none of the expenditures for work on energy conservation rates for the period F2009 to F2011
have previously been accepted by the Commission. Therefore, the Panel views as reasonable the agreement among the
Parties to write-off non-approved expenditures from previous years and approve the F2011 expenditures.

The Parties to the NSA have, through Letters of Comment, all supported the NSA. Moreover, both the IPPBCand the LCABC
have indicated that they have no other concerns with the terms of the NSA other than those which have been stated.
Overall, the Panel is satisfied the NSA, which has been agreed to by the Parties, represents a fair settlement consideringthe
circumstances, results inrates thatarefair,justand reasonableand not unduly discriminatory or unduly preferential and
that the NSA isinthe publicinterest. The alternativewould have to been to go to an Oral Hearing process where, at best, a
decision would not be reached until very latein the test period. This would serve no useful purposeas there would be little
that could be done to effect change atthat latedate. The Commission Panel approves the NSA as submitted.

The Panel recognizes that this has been alengthy and likely frustrating process for the participants. Wewould liketo
acknowledge and praisethe efforts of the Applicant, the Interveners, the BCUC Staff and Facilitator who continued to work
to resolveissues which had ariseninthe NSP and threatened to derail the process permanently. Subjectingthis to further
process would have achieved no better result.
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Attach Settlement Package as Appendix B
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