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Phosy, Krisna SSBC:EX

From: MacLaren, Les MEM:EX
Sent: Wednesday, April 13, 2011 6:30 AM
To: Brown, Chris  FIN:EX
Cc: Champion, Jennifer MEM:EX; Fitzpatrick, Brigitte C MEM:EX
Subject: Review Materials

Hi Chris:

Just back in my office after our meeting yesterday morning. As discussed, please find attached:

     

  

Cheers

Les MacLaren
Assistant Deputy Minister
Electricity and Alternative Energy Division
Ministry of Energy and Mines
Office:  250 952-0204
Fax:  250 952-0258
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Phosy, Krisna SSBC:EX

From: Foster, Doug FIN:EX
Sent: Wednesday, April 27, 2011 5:19 PM
To: MacLaren, Les MEM:EX
Subject: FW: BC Hydro review
Attachments: OREG_The_Role_of_FITs.pdf; ATT00001.htm

Thoughts on this one please. D.

From: Kern, Nina FIN:EX  
Sent: Wed, April 27, 2011 2:15 PM 
To: Foster, Doug FIN:EX 
Subject: FW: BC Hydro review 

Doug,

Over to you....

Thank you,

Nina

Tel: 250.387.3184| Fax: 250.387.1655

From: Chris Campbell     
Sent: Wednesday, April 27, 2011 10:47 AM 
To: Kern, Nina FIN:EX; Wenezenki-Yolland, Cheryl EAO:EX; Pink, Linda PREM:EX 
Subject: BC Hydro review 

Team John, Peter and Cheryl: 
Can I share a few thoughts based on our engagement with BC Hydro, the various task forces and the 
electricity working group of the Climate Action Secretariat in the last five years or so. If it will help I can 
meet you at your convenience. 

If I have a concern about your task, it is that "rate application fright" had already driven BCH back into its 
"least cost now" approach to planning and there is a risk that your review will entrench this as a very large 
organisation defaults to cost postponement rather than cost reduction. At a higher level, I am concerned that 
your review will set the expectation that BC's extraordinary electricity prices are an entitlement that can be 
maintained by cutting and postponing, a situation that sets up future generations with larger shocks - 
perhaps not unlike the way that the investments of the 70s and 80s have protected the current generation. 
(As a national association, I deal with New Brunswick where government has been fixing rates and now 
created a problem that changed the government once and threatens to do it again!) 

The Section 5 Inquiry was to plot a path for generation and transmission with a 30 year horizon. It identified 
potential energy clusters and transmission requirements based on an evolution of the BC H system that 
reduced dependence on one climate-change prone resource and might direct the reinvestment in the grid in 
different direction. When BC H was tasked with picking that plan up as an integrated resource plan, they 
took their LTAP (long-Term Acquisition Plan) process and added some of the Clean Energy Act objectives. 
We and others expressed some concern that this was simply LTAP with another evaluation to be applied to 
its outputs rather than a planning process driven by the act's goals. Worse, the approach is to develop an 
acquisition plan for 20 years and a transmission plan for 30; the argument is transmission development takes 
longer! Surely that very argument means that you need the long term resource development plan to initiate 
transmission (re)development so that it is ready for the system as it may operate toward mid century. In 
recent months it has been even clearer that the IRP has become LTAP, not even LTAP+. This short-term 
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planning is what lost BC self-sufficiency and it is likely to strand resources, increase resource and cost risks 
and lose opportunities to use the $4B British Columbians invest each year for the long-term advantage of 
their offspring. 

I am writing as the leader of the efforts to diversify into wave, tidal and in-stream generation. The two 
former are potentially enormous resources which can decrease our reliance on precipitation. All are great 
opportunities for British Columbia to share in the creation of a new worldwide industry. Government 
committed to the concept of incubating these emerging resource, technology and economic opportunities 
with the concept of a limited Feed-in-Tariff to create a market driver (I have attached a FIT discussion 
document). Ministry of Energy and Mines has drafted potential regulations under which BCH would 
establish these emerging energy FITs. BCH has been researching approaches recognising that the focus in 
BC is quite different from the FITs in Ontario or Germany and very similar to those under regulatory review 
in Nova Scotia right now. Our concern about the current review is that it might arrive at the same place that 
the BCUC was several years ago when it restricted BCH ability to engage in development activity aimed at 
longer-term security of supply and price. FITs are needed because emerging energy/technologies need a 
higher market price while they are accumulating experience and reducing costs. Higher power acquisition 
costs, because the projects are relatively small, will be a small pressure on BC H costs. Nonetheless, there is 
a danger that this is seen as an easy "avoided cost". This saving could translate into higher future costs if the 
lack of experience means that the resource development options in the northwest and on Vancouver Island 
are not considered in planning. I trust that your effort will neither target this type of engagement/investment, 
nor create a corporate culture in which this type of initiative is set up to fail. 

I note that your mandate includes looking at the organisational structure and I hope it does not simply 
address proliferation of executive and management positions or salary growth. David Cobb has said it is 
maybe time to look at the entire operation and it seems that this should be done in the context of delivery on 
the Clean Energy Act, particularly as the mandate of that $4B company is being recognised as one of the 
province's economic engines. Are the economic development and technology advancement functions add-
ons to the generation, distribution and administration functions or are they central to the planning and 
operation of this large company? 

There are other issues I can raise, but I urge you to discuss the work of the Electricity Climate Action 
Working Group with Les Maclaren or Tim Lesiuk. There was much discussion of the changing role of BC's 
clean electricity which will drive demand. There was significant discussion of achieving an economic 
"echo" from the developing needs that BC H will be spending ratepayers money on. 

As I write this, I am conscious that I have been a strong believer that BC H has been, and is, one of the 
province's great advantages. The Clean Energy Act built on the past policy efforts to secure that future 
advantage. The rate impact fear and your review has, I fear, already eroded emergence of the needed 
directions from BC H. I have this image of a turtle that has pulled in legs and head in the hope that things 
will be different when they re-emerge - at best this wastes time, at worst we are making decisions based on 
short-term expediency. 

Good luck in a difficult task. 
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Summary 
 
Ocean energy will provide cost-competitive clean energy that is highly dispatchable and scalable from 
community size to large scale installations, resistant to climate change and could be as much as 20% 
of the renewable electricity that Canada will add by 2050.  These developments can be accelerated 
through policies and programmes that create drivers to compensate for the market disadvantages 
faced by an emergent energy resource development competing with incumbent and amortised 
infrastructure, historically embedded subsidies and lack of accounting for environmental or resource-
consumption externalities. 
 
Canada is about to join the wave, tidal and in-stream energy development-leading countries with 
markets supported through feed-in-tariffs. As the policy objectives of Nova Scotia and British 
Columbia are launching regulatory and programme development in Fall 2010, the Ocean Renewable 
Energy Group is offering a discussion of just how those initiatives might most effectively launch a new 
energy and economic opportunity. 
 
OREG has promoted the creation of market pull as an essential mechanism to encourage this.  Feed-
in-tariffs are a critical component.  Successful design and implementation will: 

• Ensure that ocean energy resource, technology and industry development continues to move 
forward, as one of the world leaders; 

• Build the foundation of a value chain by providing an incentive that mobilizes finance, project 
development, project support and technology delivery players in relationships that can create 
the longer-term competitive industry; 

• Attract the early market entrants who see the transition through a supported market into 
longer-term clean energy procurement plans, and that ongoing commercial market 
opportunity; 

• Create a market that counters the inherent energy market failure that favours incumbent 
industries, embeds their subsidies and has not accounted for environmental and resource 
depletion costs; 

• Directly stimulate technology and resource development to meet policy objectives while 
providing a mechanism that can be adjusted to reflect cost reductions expected with this 
experience; and, 

• Launch significant development at the least cost if associated policy and actions streamline 
environmental assessments and approvals, interconnection and integration processes and 
costs, and, promote sharing of infrastructure and strategic research. 
 

A variety of European initiatives have opened supported markets with limited uptake until the recent 
round of leasing in Scotland which resulted in significant projects being lined up by power project 
developers and utilities attracted by the prospect of a green energy price supplemented by the sale of 5 
Renewable Obligations Certificates for each MWh produced.  This ROC allowance, equivalent to a 
feed-in-tariff of about $400/MWh over conventional power purchase prices, is likely our best 
assessment of ocean energy marginal costs in 2011.  If these feed-in-tariffs do trigger the appropriate 
pioneer projects in the next couple of years, they will launch a rapid reduction of costs resulting from 
the investment in learning from these pilots.1 
 

                                                        
1 www.carbontrust.co.uk/Publications/pages/PublicationDetail.aspx?id CTC601 
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The State of Development 
 
While ocean energy concepts, technologies and even projects have been in development for over one 
hundred years, the modern ocean energy industry has been moving towards commercialisation for 
approximately 10 to 12 years.  This may seem like a long enough period of time for wave and tidal 
energy technologies to reach a commercial stage, however one must remember that the modern wind 
energy turbine has been in development for over 30 years.2  It has also been said that ocean energy 
contains far more challenges due to the engineering required to operate in the ocean and due to the 
“boundary-less” environment of the ocean.  This characteristic of the marine environment creates 
permitting and regulatory challenges, as well as challenges association with operations and 
environmental impacts. Therefore, support for all stages of the commercialisation process is required 
to bring these technologies forward and to realise their clean energy and economic development 
benefits. 
 
Worldwide 
 
Technology and project developments for ocean energy are occurring around the world; key regions 
include Scotland, Ireland, Wales, England, Australia, New Zealand, Portugal, Spain and the US.  The 
most active countries have launched testing centres, research centres of excellence, and device 
demonstration centres.  R&D programs have supported scaled demonstration projects, and many 
regions are now looking to install full scale generators (devices).  It is well understood that research 
and testing must be completed not only on single devices but also on arrays of multiple devices to 
understand how they interact together and with the natural environment.  WaveHub, the first testing 
centre for arrays, located in South West England, is in the process of connecting the grid cable.   
 
Jurisdictions worldwide have also recognised the need for market development mechanisms to help 
‘pull’ ocean energy technologies through to commercialisation.  These market mechanisms provide 
crucial signals for investment, utility engagement, and the strengthening of an industry supply chain.  
Feed-in tariffs have been implemented in a number of countries, but early price setting proved too 
low: 

• Portugal had the first wave energy feed-in tariff, which at the time of creation was 
approximately 33 US cents per kWh 

• Ireland has established a 22 Euro cent per kWh feed-in tariff 
Emerging Scottish policy seems to have established the 2010 market price for marine energy using a 
renewable obligation certificate (ROC) program; the ROCs are credited and can be sold.  Wave and 
tidal energy will received up to 5 ROCs (value ca $400) per MWh instead of the standard one offered 
for an onshore wind project. 
 

Canada 
 
Despite the lack of a national, or even strong regional ocean energy strategies, Canada is considered 
one of the global leaders in the development of wave, tidal and in-stream energy.  This is primarily due 
to the high level of participation and leadership of Canadians in the international industry 
development activities.  This includes participation in the International Energy Agency Ocean Energy 
Systems Implementing Agreement, and leading the International Electrochemical ocean energy 
standards development.  Canadian companies have also been at the forefront of technology and 
project developments.  New Energy Corp, based in Alberta, has successfully developed and sold small-

                                                        
2 World Wind Energy Association. 2006. “Wind Energy Technology: An Introduction”. 
http://www.wwindea.org/technology/ch01/estructura-en.htm 
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scale in-stream turbines for use in river systems in Canada and the US, and is working on market 
opportunities in India.  Tidal generator developer Clean Current Power Systems has signed a licensing 
agreement with Alstom, which takes the market opportunities for their technology to another level.   
 
Perhaps the highest level of activity can currently be seen in Nova Scotia, where the government is 
supporting the creation of a tidal energy feed-in tariff and the FORCE development and research 
centre.  The Fundy Ocean Research Centre for Energy (FORCE) coordinates the activities of the tidal 
energy testing centre, along with building an understanding of how the tidal energy devices will 
interact with the Bay of Fundy environment.  Utilities across Canada are playing a larger role in ocean 
energy developments and support. Nova Scotia Power deployed an OpenHydro device at the FORCE 
facility in November 2009 and its parent EMERA has taken a shareholding position in Open Hydro  
itself.  Minas Basin Pulp and Power is partnering with Marine Current Turbines to deploy a tidal 
generator at FORCE in 2012.  Similarly Alstom will deploy its Clean Current design in 2012.  
 
FORCE is currently contracting for cable installation to four berths, each to have a transmission 
capacity of close to 20MW.  If installed in 2011, this will be the largest marine energy infrastructure in 
the world. 
 
In Nova Scotia the recent release of draft regulations places the design of a Community feed-in-tariff 
for renewable projects, including wave, tidal and in-stream, in the hands of the Utilities and Review 
Board. The board will also design a feed-in-tariff for early array projects taking advantage of the 
FORCE infrastructure. 
 
BC Hydro has also continued to work at finding ways to advance emerging energy technologies in BC. 
The recent Intentions Paper builds on the goal of the 2010 Clean Energy Act to use feed-in-tariffs to 
advance wave, tidal and in-stream energy.  BC Hydro is to be tasked to deliver on this goal. 
 
Despite the amount of industry activity and world-wide sector participation, the Canadian ocean 
energy industry is quickly reaching a point where it could be sidelined in the international 
development.  Strategies that layout the future of the sector in Canada, with clear government support 
and championing, tied with market mechanisms and research funding are needed to move the 
industry forward.  These vital signals are needed to engage private investors and project financiers.  As 
with other technology development and innovation industries, ocean energy needs the support to push 
through to commericalisation. 
 
A technology roadmap that points to the challenges and opportunities in development of an industry 
will be ready in 2011.  The feed-in-tariff initiatives can be a key part of that signal that progressive 
development of ocean energy will be possible.  OREG is offering this analysis on the importance of the 
decisions around the implementation of the feed-in-tariffs.  Designed and made to work, these 
decisions will launch industrial development and the development of these resources with which 
Canada is blessed.   
 

The Vision for Development in Canada 
 
The Ocean Renewable Energy Group mission has been to develop: A Canadian sustainable ocean 
energy sector, serving domestic and export power needs and providing projects, technologies and 
expertise in a global market. 
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In 2006, Canada’s National Roundtable on the Environment and the Economy developed an advisory 
note addressing the potential to transform our energy sector to meet mid-century emission reduction 
goals.3 
 
A part of the potential was an addition of some 85,000 MW of renewable electricity.  14,000 MW of 
wave and tidal was foreseen as a major contribution.  In looking at the potential marine energy 
technology roadmap, OREG has considered the opportunity in building an ocean energy sector with a 
capacity of about 15,000 MW over four decades.  A doubling each decade will see the most growth 
nearer mid-century, but it still creates an opportunity for 1,000 MW to be developed in the current 
decade.  Creation of market drivers in 2011 should launch an industry capable of installing and 
maintaining 100 generators each year by 2020, and there is an opportunity to grow capacity to install 
four per day in the 2040’s. 
 
Community-scale projects may be an economic opportunity for coastal communities searching for a 
longer-term, balanced and sustainable future.  Canada’s marine fabrication and shipbuilding sector 
has always suffered from the episodic needs of government shipbuilding, the needs of offshore oil and 
gas mega-projects helping, but not being consistent.  A paced development of ocean energy over 
coming decades can be used to create a sustainable supply and support infrastructure.  The recent 
Scottish roadmap suggests that the industry needed to support 2,000 MW would employ 15,000 
people.4 
 
 

Feed-in Tariffs: One Tool, Differing Goals 
 
Feed-in tariffs (FIT) are a renewable energy policy tool that supplies a fixed purchase price for 
electricity. They are used to stimulate the rate of deployment of new renewable supplies, and 
frequently have prices set at differing levels for different resources; which bring out the “best-in-class” 
rather than having all renewables compete against each other. A secondary, economic, objective often 
is to encourage early adoption, to build a supply and delivery industry ready to take advantage of more 
widely-developing markets.  In some cases the tariff may be varied by geography or scale of project in 
order to stimulate particular types of project development. A final objective is often to ensure that 
early stage development of new technologies and new resources can emerge along a market-supported 
pathway.  They have been found to be a direct policy initiative that corrects the market failure brought 
about by subsidies and failure to cost externalities such as pollution and social costs of competing 
energy sources, and they overcome the advantages conventional energy systems enjoy as a result of 
incumbency.  They work to create a bridging market toward a more competitive energy marketplace in 
the longer term. 
 
Reviews of feed-in tariff objectives, approaches, challenges and successes were released by Deutsche 
Bank and the US National Renewable Energy Laboratory in summer 2010.  
 
The Deutsche Bank assessment led with: Feed-in tariffs continue to be the driving force behind many 
renewable energy deployments globally, and are an effective policy tool for catalyzing the large 
investment flows needed to achieve 2020 emissions reduction targets and clean energy mandates. 
European countries continue to lead the way in creating the transparency, certainty and longevity 
needed to attract sustainable capital investment, although the momentum has spread to Asia, 
Canadian provinces and some US states and municipalities. 5 
                                                        
3 http://www.nrtee-trnee.com/eng/publications/wedge-advisory-note/ecc-wedge-advisory-note.pdf 
4 http://www.scotland.gov.uk/Resource/Doc/281865/0085187.pdf 
5 http://www.nrel.gov/docs/fy10osti/44849.pdf 
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The NREL report stated: Feed in tariffs are the most widely used policy in the world for 
accelerating renewable energy deployment, accounting for a greater share of RE development 
than either tax incentives or renewable portfolio standard policies. FITs have generated 
significant RE deployment, helping bring the countries that have implemented them successfully 
to the forefront of the global RE industry. In the European Union, FIT policies have led to the 
deployment of more than 15,000 MW of solar photovoltaic power and more than 55,000 MW of 
wind power between 2000 and the end of 2009. 6 

 
Feed in tariff policies typically include three key provisions: (1) guaranteed access to the grid; (2) 
stable, long term purchase agreements (typically, about 15 20 years); and (3) payment levels 
based on the costs of generation. In many countries, they include streamlined administrative 
procedures that can help shorten lead times, reduce bureaucratic overhead, minimize project 
costs, and accelerate the pace of RE deployment, all of which reduces project costs and makes 
lower value feed in tariffs effective. 
 
Clearly, there is an emerging history of feed in tariff program design that can be used to optimize 
policy and program rules to achieve the objectives desired in Canadian jurisdictions. Within 
those, the desire to move emerging energy opportunities, like wave, tidal and in stream, forward 
is a clear fit. 
 
Opportunities Created by Feed-in Tariffs 
 
Market Driver 
 
In more-mature renewable energy sectors there are customers who develop power projects and buy 
generation technologies and associated services from a supply sector. In immature sectors, a market 
supported by feed-in tariffs is going to be critical in growing that value chain. 
 
Ocean energy has not had a market driver and developments in ocean energy in the last decade have 
largely been driven by technology developers. Many of these technology developers have been forced 
to become the developers of the first full-scale pilot projects, as the next step in demonstration, and to 
attract project-developer customers. 
 
Deployment of even a single 1 MW trial may have a price tag of $20m and stretch technology 
developer companies into permitting, marine operations and power project development at the 
expense of technology refinement or development of manufacturing capability.  If these early projects 
have a revenue stream from sales of electricity produced (a suitable feed-in tariff), they will move from 
technology push to market pull. If the focus is on the value of electricity output, even early projects 
may mobilise a prototype of what may become a mature project delivery chain.  
 
If there is a price for the electricity, the utilities are engaged as buyers and integrators and power 
project developers see a quasi-commercial opportunity that may lead them to a new commercial 
opportunity. The supply chain will be attracted to what appears to be viable projects, and this project 
viability removes one of the barriers to project financing. While these projects are still in the realm of 
trials,  demonstration and development, they will be focused on the gaining the experience needed to 
install, operate and maintain an integrated power production system. 

                                                        
6 http://www.dbcca.com/dbcca/EN/ media/DBCCA Fit Update 20100727.pdf 
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A market driven development will reward successful power delivery and incent project developers to 
optimize on the installation, operation and maintenance. Technology developers will optimize 
production efficiency, reliability, maintainability and manufacturing cost. If properly designed it can 
contribute to small-scale trials, but most importantly it can launch the first commercial-scale pilots. 
These are likely to be arrays of generators, with projects having to be as large as 20 MW in order to 
trigger efficiencies in permitting, manufacturing, installation, interconnection and operations and 
maintenance. 
 
Development Pathway 
 
Existing, ‘conventional’ energy generation systems, such as hydro, thermal and gas turbines, have 
shown dramatic price reductions and gains from the ‘experience curve’.  When compared to the cost of 
wind generators, ocean energy is often referred to as lagging 10-20 years.  However, the lower initial 
cost of ocean energy compares favourably with the early stages of wind development.  
 
Feed-in tariffs offer a supported market that meets those early costs, de-risks to some extent and 
provides an incentive for early projects. They need to signal that a supported market will be there 
through the stages of a development pathway that allows ocean energy to emerge as a competitive 
renewable. 
 
When feed-in tariffs are set to achieve development targets, such as installed capacity or energy 
production, together with at least notional longer-term targets, they provide the right signals to 
mobilize investment and delivery chains. 
 
While the concept of offering feed-in tariffs to meet the cost needs of different technologies or 
resource developments is well proven, the development pathways of different emerging sectors may 
have different challenges, scales and timing. Individual feed-in tariffs with specific resource, capacity  
objectives and financial terms are needed to reach the unique goals for various sectors. For ocean 
energy this may be a particular concern that can only be addressed by setting direct targets for wave, 
tidal and in-stream developments within any overall programme target. There is a probability that 
some other renewable sectors could see rapid deployments of projects on private lands, with minimal 
permitting challenges, at scales that are relatively easy to finance and with minimal pioneering in 
deployment and operations.  In contrast, early ocean energy projects will struggle with complex 
permitting and the challenge that marine projects cannot survive if they are small, and larger projects 
bring even larger financial challenges. A feed-in tariff can be effective in moving wave, tidal and in-
stream energy ahead if separate pathways for each emerging energy resource are launched. 
 
Accelerate Cost Reduction 
 
Performance improvements, cost reductions, and investment prospects will only come from 
accumulated experience with individual technologies or groups of similar technologies. 
 
Progress in recent years has allowed the first full-scale trials of individual generators, but these 
projects have been extremely hard to launch, often had financing challenges and were subject to 
delays and setbacks. This can be overcome if a feed-in tariff program meets the cost needs of projects 
and is large enough to encourage multiple projects that compare technologies and allow experience 
with arrays. 
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Access to feed-in tariff support as and when projects can be developed may establish a progressive 
flow in development that could never be achieved by episodic rounds of capital assistance, which often 
by their nature set up competition within and across sectors. If a feed-in tariff succeeds in mobilizing 
multiple projects in a region, particularly if their timing is close, the opportunity for mobilizing 
appropriate support, service and installation infrastructure increases. With multiple technology and 
operational approaches overlapping, the collective growth in knowledge and experience can be 
expected to accelerate, at least for the large parts of projects that fall outside company Intellectual 
Property.  
 
A properly designed feed-in tariff program will review or reset prices as experience drives down 
project and technology costs. If it works correctly, project developers will be incented to redevelop 
projects with later technology versions that improve economic and power production performance. 
The ability for later technology versions to be swapped into existing projects (none of the project start-
up delays and costs) will accelerate the technology refinements on the route to series manufactured 
competitive products. 
 

Critical Elements in Canadian Feed-in Tariffs 
 
Price 
The risk of excess caution in setting low feed-in tariff values, financial or capacity caps undermining 
the pathway is very real. The risks of the excessive cost of an oversubscribed programme, or of 
overstimulation accelerating development beyond acceptable environmental risk, are likely very low 
for emerging technologies and project development capacity. This is particularly so for ocean energy, 
with its particular challenges. 
 
It is essential that the initial feed-in tariffs for wave, tidal and in-stream projects pay a price that 
stimulates project developer interest and helps them in the challenge of project finance. It is possible 
that lower prices might serve to offset some of the costs of technology developer demonstration 
projects, but these early stage projects are most likely to be triggered by capital assistance and success 
in raising investment. While these projects should also benefit from feed-in tariffs, it is the launch of 
market driven rather than technology driven projects that will accelerate learning and cost reduction. 
 
The feed-in tariff electricity price needs to be high enough to be the incentive that launches multiple 
projects, and early commercial-scale projects, in order to move technology developers from prototype 
to series production, to mobilize a supply chain and to launch a support infrastructure. 
 
The establishment of feed-in tariff rates must address the All-Up project costs. The costs of generator 
technologies may be a significant part of project costs, but the project development, permitting, 
preparation, installation, monitoring, operations, maintenance, insurance and financing are all likely 
higher than will be seen for later mature sector projects. It is the feed-in tariff support that addresses 
these pre-commercial extraordinary costs and moves an ocean energy development project closer to 
an equality with mature alternatives, business opportunity. 
 
The fed-in-tariff prices have to be a successful stimulus. They are the tool that mobilizes pre-
commercial activity, attracts investment and builds capacity so that energy from these emerging 
resources is available, and becomes competitive, sooner. They are not a grudgingly-offered subsidy; 
rather they are the investment that triggers developments needed to bring the desired longer-term 
resource prospects, and economic development opportunities, into play in a timely manner. 
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The scale and cost of demonstration and development for ocean energy projects are particular 
problemsfo many financiers.  Using a feed-in tariff to create an early marketplace may increase the 
likelihood of VC finance of more advanced technology development companies.  They will need prices 
using rates of return higher than typical for mature electricity projects to mobilize the needed capital 
for even the smallest projects. 
 
Developers for mature renewable energy projects rely heavily on debt financing and a number of 
financial houses are well-experienced with wind, run-of-river and other technologies. Developers of 
ocean energy projects may or may not have the needed business track record, but even established 
power project developers will be trying to finance projects using technology with very limited 
operating histories, maybe limited warranties and likely limited insurability. One of the goals in 
providing a firm and adequate electricity price in a feed-in-tariff will be to allow developers to 
demonstrate a viable project return, which may improve prospects for some additional project finance 
opportunities. 
 
Stability 
 
Successful feed-in tariff policies need to provide TLC for investors in order to effectively catalyse 
private investment. In other words: 

• Transparency  How easy is it to navigate through the policy structure and execute? 
• Longevity  Does the policy match the investment horizon and create a stable environment? 
• Certainty  Does the policy deliver predictable revenues to support a reasonable rate of 

return? 
 

Transparency in the feed-in tariff demonstrates the market pull toward larger-scale development of 
the emerging technologies and resources. Longevity is a combination of assurance that the feed-in 
tariff will still be available at the time of power delivery, and most importantly it is the contract 
duration during which the feed-in tariff will be paid. Certainty is the ability to generate reliable 
estimates of project return that can be successfully used to justify project expenditures. 
 
In fact a feed-in tariff can only succeed if the product of price and contract duration fit, not only the 
desires of financiers, but also the inter-generational time in technology development, improvement, 
and cost reduction. For more mature technologies, lower feed-in tariffs for longer contract periods 
(often 20 years, 40 for waterpower in Ontario!) will work. For the more rapidly evolving technologies 
and operating experience expected in wave, tidal and in-stream, a shorter project pay-out contract 
(with matching feed-in tariff rate) is more likely to stimulate the needed projects, and to encourage 
their renewal using later generation approaches. 
 
Feed-in tariffs will have to be reviewed and changed if they are ineffective in generating project 
activity, and these reviews should occur as soon as possible if this problem appears. They will need to 
be reviewed periodically, when capacity targets are met, or when it is clear that costs have dropped 
significantly. The Certainty requires that changes in feed-in tariffs are made according to an 
understood schedule and not apply retroactively; reviews should set the rules for the next generation 
of projects. 
 
Stability means that the supported market will adjust to maintain development through progressively 
lower levels of support as the need for support is decreasing. 
 
Scale 
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The majority of successful initiatives have not allowed limits on project size to shape development. 
Most have recognized that the feed-in tariff is intended to stimulate, and limits and caps are not 
needed for sectors that need the market support.   
 
Limiting project scale to 5 or 10 MW has been used by jurisdictions with a specific focus on 
development of distributed generation and it is likely that feed-in tariffs will have to vary to match 
process and costs at small project scales.  
 
Stimulating ocean energy development is likely to prove difficult. Project size limits or limited 
program scope is likely to send inhibitory signals that will drive development interest toward alternate 
opportunities. Having a segregated community-scale feed-in tariff will create the focus for distributed 
generation development. Site, project development and finance considerations are likely to limit 
project scale, so limits on size may not be necessary. 
 
It has been argued that by limiting early projects to small-scale, environmental research might 
advance fast enough to reduce and simplify the permitting challenges.  In fact without additional and 
larger projects it seems likely that little definitive observation is going to be possible.  It also seems 
probable that even small marine power projects will trigger Canadian Environmental Assessment 
action. 
 
Development Targets 
 
A feed-in tariff is a tactic to accelerate development of renewables capacity. To be effective, it has to be 
clearly part of longer term strategy that signals the scale, scope and stability of the emerging 
marketplace. If the objective is to launch an emerging energy project development sector, it is critical 
that this supply chain can see a development path that goes beyond the initial projects. 
 
However it is critical that even the initial focus on feed-in tariffs is to successfully deliver an initial 
target of capacity or electricity production. Utilities or regulators may be charged with development of 
feed-in tariffs, but it is essential that they be tasked with delivery of production results rather than 
simply being asked to create feed-in tariffs as an opportunity. A feed-in tariff that elicits no activity 
clearly fails to meet all objectives. 
 
Access Certainty 

 
If feed-in tariffs are implemented with the goal of advancing pre-commercial energy opportunities, the 
program rules must ensure that competition between emerging resources does not accidentally 
exclude one or more. Price differentials are well accepted in the feed-in tariff experience, but 
development of wave, tidal and in-stream may happen more slowly that eligible commercial, or other 
pre-commercial sectors. A successful program is likely to require “reserves” within overall targets so 
that program opportunities remain open for all of the target sectors. 
 
Many feed-in tariffs are embedded in forms of Standard Offer Contracts, often with facilitated 
interconnection processes and relaxed performance requirements, recognizing that system operators, 
utilities and project developers are all learning from these early projects. 
 
The costs of submarine cable and shoreline interconnection are going to be disproportionately high for 
early projects, particularly if they are small. A number of pre-permitted development facilities have 
installed cabling that allow projects to connect at sea. The European Marine Energy Centre is 
currently the most developed example with the UK WaveHub, US’s WaveConnect and Nova Scotia’s 
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FORCE creating early array development opportunities. Development of this “plug and play” 
infrastructure can significantly reduce project costs and stimulate development activities at lower 
feed-in tariff prices. 
 
Policy and Regulatory Enabling 
 
The decision to accelerate emerging energy developments can benefit from other mechanisms, beyond 
using interconnection infrastructure to reduce project costs to make lower feed-in tariffs effective. 
 
Early projects are likely to attract delays and costs associated with requirements of regulators lacking 
experience with ocean energy. In effect, developers may be asked to provide research and analysis that 
may only be feasible based on the experience of a number of early projects. Regulators may require 
levels of project monitoring and research that answer a more general need than assessment of the 
individual projects. Feed-in tariffs will have to cover all of these costs, and their financing. These costs 
can be reduced by development of an adaptive management framework, creating mechanisms for 
shared research and facilitating permitting in ways that are appropriate to the early project- and 
industry-scale pilots. While not directly part of a feed-in tariff, facilitation of permitting and 
monitoring may reduce the level of feed-in tariff required. 
 
Transition/Market Evolution 
 
A successful implementation of a feed-in tariff creates the market driver that is needed to encourage 
early project developments. That market pull acts as the precursor of what may become a natural 
market for mature renewable technologies. Project delivery teams that come together to use feed-in 
tariffs for early projects can build their experience with ocean energy development and may be the 
project development value chain that expands emerging energy as their technologies and operations 
improve.  
 
The investment in supporting the early markets should grow the foundation of an industry that will 
eventually deliver additional renewable energy resources, in competition with those that are currently 
mature. 
 
Given that wave, tidal and in-stream energy are in the early phase of the experience development/cost 
reduction curve, the feed-in tariff will be expected to pass through a number of phases with 
progressive reductions in the requirement for price support. 

 
Implementation Risks  
 
The two principle risks associated with implementation of feed-in-tariffs are essentially under- and 
over-success.  However the consequences of these two extremes may differ extremely in their impact.  
An ineffective feed-in-tariff, set too low to stimulate activity signals a fundamental misunderstanding 
of what wave, tidal and in-stream energy will need in order to become a competitive solution.  This 
erosion of confidence in the developer community may be difficult to restore in any follow up tariff 
adjustments.  An over-rich feed-in-tariff programme will show a high subscription interest quickly and 
will be easy to modulate by programme review. 
 

Conservatism 
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Concern that a feed-in tariff may be too rich and create stampedes, windfalls, and too high an impact 
on rates may send signals to regulators and utilities that cost control is the focus rather than 
development stimulus; despite the initial policy goals that committed to this development.  If the 
concern is trying to minimise environmental challenges by slowing development, it may have the same 
inhibitory effect.  There is a risk that this could lead to program rules that elicit little or no response. 
This control mandate is liable to totally undermine the need for programs that stimulate development, 
perhaps failing to recognise that the development will likely not occur without support. It does not 
recognise that those emerging energy development sectors have inherent controls on the rate of 
development in their insufficient technical experience, little manufacturing capacity, and 
extraordinary challenges in permitting and financing. In fact, the reason for using a feed-in tariff  is to 
create market forces that may begin to compensate for these challenges and associated risks. 
 
If the approach to setting a rate for the feed-in tariff is similar to that used for rate setting in 
commercial projects, it is likely to focus on deciding what are and are not eligible costs. Suggestions 
that R&D costs or permitting and project development costs cannot be contributions to rate 
determination are examples that emphasise that true costs of projects are not likely to be supported by 
this approach. The reality is that stimulating early projects needs capital support or market support, 
or both, that makes projects feasible. The market is going to have to cover everything from site 
assessment, through securing generators, their installation, operations and monitoring. It has to 
support the satisfaction of regulators and it has to mobilise finances. If a feed-in tariff is not set with 
the aim of triggering this delivery, it is likely to fail or deliver a few research-scale projects, but no 
obvious follow-through. 
 
Rules, regulations and feed-in tariff design must embrace the objective of project delivery as the 
immediate priority. Creation of a risk-averse initiative takes the chance of failure in the objective of 
moving emerging energy opportunities like wave, tidal and in-stream into the available resource mix. 
 
Over-stimulation 
 
The risk of overstimulation has been shown to be real, but for sectors with excess manufacturing 
capacity, a developed supply chain, access to finance and opportunities to have large numbers of 
projects at a highly feasible scale launch at the same time. The emerging renewables sectors present 
few candidates that meet this mix, and for these it may be best to use caps or managed calls.  
 
For most emerging renewables it is possible to exercise due diligence and evaluate if and when each 
might get close to these risks. Rules, regulations and programs should not attempt to manage an 
overstimulation risk unless the risk appears to be real. 
 
For wave, tidal and in-stream, this risk is minimal until experienced manufacturing and project 
delivery chains are developed. Even with successful feed-in tariff initiatives, this may take much of this 
decade. 

 
Risks from Delays or Failure in Feed-In-Tariff 
Implementation 
 
If feed-in tariff rules, regulations and program fail to attract projects in ocean energy, or there are 
delays while there are modifications needed to make projects come forward, there is a risk that the 
limited international sector capacity is going to focus entirely on the first area that provides a 
combination of market support, facilitated access and encouragement of financing. It is possible that 
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the entire first generation of the sector might concentrate on Scotland, develop a value chain and 
launch Scotland into the principle supplier that Denmark has become for the wind industry. Delays 
will decrease the potential for economic benefits from the development of the wave, tidal and in-
stream resources. 
 
Delays will also decrease the potential for significant early development of Canada’s resources. Even 
currently planned demonstrations could be delayed if proponents chose to focus development in areas 
where follow-on array-scale developments are more likely. If significant development is not launched 
in the next 3 years, there is a strong likelihood, particularly for wave and tidal, that Canada will wait 
out the first generation of development, and it might be late in the current decade before any sector 
development occurs here. 
 
At its most basic, delays and missing out on the early stages in supply chain development for wave, 
tidal and in-stream energy may move Canada from a potential participant in the their economic 
opportunity and ensure that we assume the role of technology and service buyer, as has happened 
with many of the mature renewable energy sectors. 
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____. 
Chris M Campbell Ph. D 
Executive Director, 
Ocean Renewable Energy Group 
121 Bird Sanctuary Dr, 
Nanaimo, BC V9R 6H1 

250 754 0040 
   

www.OREG.ca
http://www.oreg.ca/docs/flash/index.htm
Upcoming events - - 
http://www.oreg.ca/index.php?p=1 19 Upcoming-OREG-Events

Campbell River Forum - May 25 
Annual Event - Montreal - November 1/2 
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Phosy, Krisna SSBC:EX

From: Brown, Chris  FIN:EX
Sent: Saturday, May 28, 2011 10:49 AM
To: Fayad, Deborah FIN:EX; Milburn, Peter R FIN:EX
Cc: Newton, Stuart A FIN:EX; Tannhauser, Ron R FIN:EX; MacLaren, Les MEM:EX
Subject: PO Estimates Note - BC Hydro
Attachments: PO Estimates Note.docx; ATT00001.htm; John Dyble - March 2011.docx; ATT00002.htm;

PETER MILBURN.pdf; ATT00003.htm; Wenezenki Bio 2011.docx; ATT00004.htm; 
Consultant Bios.docx; ATT00005.htm

See attachments below for estimates note on BC Hydro review as well as bios on both panel members and 
consultants to the panel.  This has been provided to the Premiers Office by Cheryl WY who had passed on 
the request from John Dyble to me. 

I have not been told who will be ultimately paying the costs of the review but at this time they are being 
paid and accumulated by IAAS.   

Chris

Chris D. Brown, CA
A/Executive Director, 
Internal Audit & Advisory Services 
Ministry of Finance 
(250) 387-8198   Fax: (250) 356-2001 
chris.brown@gov.bc.ca
www.fin.gov.bc.ca/ocg/ias/ias.htm

Begin forwarded message: 

From: Brown, Chris FIN:EX  
Sent: Thursday, May 26, 2011 9:28 AM 
To: Cochrane, Marlene EAO:EX 
Subject: PO Estimates Note - BC Hydro

As requested see attachments.

Chris

Chris D. Brown, CA
A/Executive Director, 
Internal Audit & Advisory Services
Ministry of Finance

� (250) 387-8198  Fax: (250) 356-2001 
� chris.brown@gov.bc.ca 
� www.fin.gov.bc.ca/ocg/ias/ias.htm
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BC HYDRO REVIEW 

RECOMMENDED RESPONSE: 
� Government has appointed a panel to review BC Hydro and 

develop options to reduce the impact of projected rate 
increases on British Columbia families. 

� The objective of the review is to find options to ensure 
costs are minimized and benefits to British Columbia 
families and BC Hydro customers are maximized. 

� The panel members are: 
o Deputy Minister to the Premier, John Dyble; 
o Deputy Minister of Finance, Peter Milburn; and 
o Associate Deputy Minister of the Environmental 

Assessment Office, Cheryl Wenezenki-Yolland. 
� The panel members have significant experience in 

managing large, geographically dispersed organizations 
that serve the public as well as managing large complex 
capital programs and financial budgets (see attached bios). 

� The panel is to report back to the Premier and Minister of 
Energy and Mines by the end of June, 2011.  The report and 
recommendations will be made public. 

� The panel’s recommendations will inform an amended 
BC Hydro rate application to the British Columbia Utilities 
Commission (BCUC). 

� The panel is supported by staff from the Ministries of 
Energy and Mines and Finance as well as utilizing external 
consultants with expertise in government, large capital 
projects, electrical generation and utilities (see attached 
summary). 

� The cost of the review is estimated at approximately 
$125,000 in travel and contracted resources in addition to 
internal government staff time. 
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BACKGROUND/STATUS: 
� On March 1, 2011, BC Hydro applied to the BCUC for a 

9.73 percent rate increase in each of the next three years. 
� Government announced a review of BC Hydro on April 7, 2011 

to try to find ways to minimize rate increases while maximizing 
benefits to the Province, taxpayers and ratepayers. 

� In particular, the panel will examine BC Hydro’s financial 
performance, including: 

o Operating costs; 
o Cost containment strategies;  
o Capital planning and spending; 
o BC Hydro’s forecasting system; 
o Procurement processes; and 
o Rate structures. 

� The panel will also consider and look for potential savings in 
BC Hydro’s organizational structures and business planning. 

� The panel members are free to examine any other matters that 
may arise during the course of the review. 

� The Government review does not replace the more detailed 
examination of BC Hydro’s Revenue Requirements Application 
conducted by the BCUC which will resume following 
Government’s review. 

Contact:
John Dyble, 
Peter Milburn or 
Cheryl Wenzenki-Yolland 
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PETER MILBURN 
Deputy Minister 
Ministry of Finance 

Peter was appointed Deputy Minister and Secretary to Treasury Board of the Ministry of Finance on March 19, 2011.  
Peter has a B.A.Sc. in Civil Engineering from the University of British Columbia.  Having worked in so many different 
locations across the province provides Peter with a unique understanding of the geographic diversity of British 
Columbia and the complex provincial challenges.    

Peter began his career with the public service in 1983.  His career has seen him work in a variety of positions 
throughout the province such as District Manager, Regional Manager and Regional Director in the Ministry of 
Transportation.  Peter was part of the Olympic Bid Project in 2001 as Executive Director for the Sea to Sky Highway 
Improvement project in 2002.  Peter’s career brought him to Victoria when he was appointed to the position of 
Assistant Deputy Minister with the Ministry of Transportation and Infrastructure.  Subsequently he was appointed 
Chief Operating Officer and the Deputy Minister.       

Peter has lead numerous P3 projects including the Sea to Sky Highway Improvement project, WA Bennett Bridge, 
and the South Fraser Perimeter Road.  He has extensive experience in capital programs and has chaired many 
capital boards including Transportation Investment Corporation, Interior Cardiac Board, and the Surrey Memorial 
Hospital reconstruction.   
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JOHN DYBLE 

DEPUTY MINISTER TO THE PREMIER AND CABINET SECRETARY 

John Dyble was appointed Deputy Minister to the Premier and Cabinet Secretary on March 14, 
2011.  In this position he is also the Head of the BC Public Service, the largest employer in the 
province with over 30,000 employees and more than 200 distinct fields of occupation.  Previously, 
Mr. Dyble was the Deputy Minister of Health Services.   

Before joining the British Columbia Public Service, he worked in consulting engineering at Sandwell 
Swan Wooster.  As part of his consulting engineering work, he spent time in a number of countries, 
including Mozambique, Bangladesh, Cameroon and Turkey. 

In 1989, he joined the Ministry of Regional and Economic Development.  In 1993, he was 
appointed Regional Director the Vancouver Island/South Coast Region in the Ministry of Small 
Business, Tourism and Culture.  John became the Assistant Deputy Minister of Planning and Major 
Projects at the Ministry of Transportation and Highways in 1997 and was subsequently appointed 
Assistant Deputy Minister of Highways in 2001.  John was appointed Deputy Minister of 
Transportation in 2005 and served in that capacity until January 2009 when he was appointed 
Deputy Minister of Forests and Range.  John was appointed Deputy Minister of Health Services in 
June 2009. 

John has a Bachelor of Applied Science in Civil Engineering (1982) and is a Registered Professional 
Engineer.  He also has a Masters of Business Administration.  Both of his degrees are from the 
University of British Columbia. 
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CHERYL WENEZENKI-YOLLAND 
ASSOCIATE DEPUTY MINISTER AND  

EXECUTIVE DIRECTOR 
ENVIRONMENTAL ASSESSMENT OFFICE 

 
 
 
 
Cheryl Wenezenki-Yolland is a seasoned public servant with over 25 years of diverse experience.  
Throughout her career, she has led or made significant contributions to the promotion of 
accountable government, driven by a desire to improve the effectiveness of government and the 
capacity of the BC Public Service.   

In October 2010, Ms. Wenezenki-Yolland was appointed Associate Deputy Minister and Executive 
Director of the Environmental Assessment Office (EAO).  The EAO is a neutral agency that 
oversees the review of major development in British Columbia. The office conducts both broad 
based and project specific assessments.  The objective of the office is to ensure economic 
development under taken in the province is sustainable.  Projects currently under review in the 
office represent over $30 billion in potential capital investment to the province. 
 
In 2006, Cheryl was appointed Comptroller General of British Columbia where she made significant 
contributions in the advancement of public sector accounting, financial management and reporting.  
She also conducted a number of significant program reviews making significant recommendations to 
improve the programs, such as the review of the Greater Vancouver Transportation Authority and 
the BC Ferries Authority and Corporation.  Prior to the post as Comptroller General, she was the 
Assistant Deputy Minister of Finance responsible for Corporate and Ministry Support Services, as 
well as the Executive Financial Officer for the Premier’s Office, the BC Public Service Agency and 
the Ministries of Finance and Labour & Citizens' Services.  This followed terms as Chief Financial 
Officer for the same group of organizations and a significant term in Internal Audit and Advisory 
Services. 
 
Before coming to the BC Public Service, Cheryl worked in organizations such as BC Transit and a 
short term with a school district.  Cheryl’s leadership is supported by a strong foundation of 
experience, education and understanding in strategy, financial and budget management, 
organizational effectiveness and teamwork. 
 
Ms. Wenezenki-Yolland received her Certified Management Accounting designation in 1998 and in 
October 2007, Ms. Wenezenki-Yolland was awarded the Certified Management Accountant 
Fellowship (FCMA) for leadership within the accounting profession.  
 
Cheryl has also been very active in her professional and volunteer activities.  Ms. Wenezenki-Yolland 
is a current board member of the Victoria Chapter of the Financial Management Institute and 
former member of the Planning Advisory Committee for the Conference Board of Canada Chief 
Financial Officer’s Network.  Cheryl was recently appointed as a member of the Public Sector 
Accounting Standards Taskforce (PSAB) which will consider the accounting and reporting 
framework for all levels of government.   

1
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Cheryl played a key leadership role as Chair of the Joint PSAB/Government Working Team which 
undertook a review of the PSAB Conceptual Framework to identify opportunities to strengthen its 
relevance to senior governments in Canada, and is the basis for the newly formed PSAB taskforce.    
 
Cheryl enjoys spending her leisure time with her husband and two young children and actively 
participates in a number of volunteer activities. 
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SUMMARY OF CONSULTANTS

BDR Energy

BDR is a leading independent Canada�based consulting firm specializing in advising on matters related to
the electricity and natural gas industries. Our team members have served governments, regulators,
consumers, transmission and distribution companies, electricity generators, integrated utilities, and
prospective investors in major energy assets. Our consultants have been involved in the electricity
sector for many years, both as external advisors and in senior management positions within the
industry.

Frank Blasetti

Frank Blasetti possesses a Masters of Economics from the University of British Columbia (1977) and has
recently completed tenures as Assistant Deputy Minister, Partnerships, Ministry of Transportation and
Infrastructure (9 years), President and CEO, Transportation Investment Corporation (2 years), and Vice�
President, British Columbia Transportation Financing Authority (13 years). Mr. Blasetti has also served as
a Director in the Crown Corporations Secretariat, Province of British Columbia (1993�1998), with
responsibility for reviewing strategic initiatives proposed by or relating to Crown Corporations and
monitoring the Corporations' performance; and has been a Manager in Treasury Board Staff, with
responsibility for dealing with natural resource ministries and Crown Corporations.

Wayne Keiser

Wayne Keiser has over 30 years senior level experience leading both public and private sector interests
in the Transportation Infrastructure Sector. He previously held the position of Regional Director, South
Coast Region; Ministry of Transportation + Infrastructure. Since 2004, Mr. Keiser has been a managing
partner of Cobra Electric (South Coast) Ltd. where he performs the role of General Manager and Director
of Business Development. Mr. Keiser is a graduate of the Applied Technology (Electrical) Program at
BCIT; is a licensed Industrial Electrician as well as a registered Class “A” (Unrestricted) Electrical
Contractor.

Lorne Sivertson

Lorne Sivertson is President of Sivertson & Associates Consulting Ltd. located in Victoria, British
Columbia, Canada. He has a B.A. and M.A. in Economics and has broad experience in the energy and
resource sectors gained from work in industry, banking, government and consulting. Prior to forming his
consultancy in 2006 Lorne Sivertson was the President and CEO of Columbia Power Corporation from
1994 to 2006. At Columbia Power he developed, permitted and purchased a combined total of 790
megawatts of run of river hydropower capacity. He has advised clients in a number of areas related to
project development, including the negotiation of power project procurement contracts.
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1

Phosy, Krisna SSBC:EX

From: Woolley, Paul GCPE:EX
Sent: Wednesday, August 10, 2011 3:04 PM
To: Myers, Tobie A  MEM:EX
Cc: MacLaren, Les MEM:EX; Carr, Steve MEM:EX
Subject: Materials
Attachments: BC Hydro Review Briefing for Aug 11 v6.pptx; IN_ Government Review of BCH Rates_3 

Aug 11 FINAL.docx; MA_Government Review of BC Hydro Release August 11 
2011.docx; NR-BG_review release_adm pgm_draft 8_Aug 8 11.docx; QA_Release of 
review _ Aug 9 11_draft 7.docx; SP_ Government Review of BCH Rates_10 Aug 11.docx

Will this cover you off.

OK to V5 the NR now?

You have any concerns with sharing these as finals with Hydro and the panel?

I owe you one more piece that will come your way shortly.
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Current forecast rate increase of 9.73% per year for the next 3 years, with a cumulative
effect of 32.1% over the 3 years.

Interim rate increase of 8.0% approved by BC Utilities Commission.

Given the impact of such a large increase on BC families and other ratepayers the panel
was asked to conduct this review.
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The w o C ydro looked and evaluatedThe review of BC Hydro looked at and evaluated
core aspects of the organization including:

Organizational structure
Business planning and forecasting
Procurement
Capital assets
Operating costs
Rates

As well the review examined specific policy areas
such as:

Self sufficiency
Clean Energy
Independent power producers
Dividends/Capital Structure
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Positives

BC Hydro is a significant asset to the Province of BC.

It generates relatively low cost power.

It has a very service oriented culture.

Executive and Board have identified the need to change and start the process.

This review indicates the need to accelerate the change.

Ch llChallenges

Financial focus has been on justifying rate increases rather than reducing core structural

costs.

BC Hydro has traditionally operated in a silo approach reducing efficiency. Further

emphasized by the merger of BCTC.
Over the past four years, the organization has grown significantly; between 2006 and 2010

there was a 41% increase from 3,976 � 5,615FTE’s (excluding BCTC integration).
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Opportunities
Cost containment strategies need to be more aggressive, specifically in the areas of
overtime management, flex time, performance bonuses and corporate, administration and
overhead.

Procurement is administratively intensive and requires a move to automated processes. A
strategic sourcing strategy would be beneficial in ensuring greater value and more effective
pricingpricing.

Capital project management needs stronger procurement choices and more effective risk
transfer and cost controls.

5Page 570 
EGM-2011-00068



• A 1% reduction in rates requires operating costs be reduced by approximately $35M
(Fiscal 2012, $72M (Fiscal 2013), and $115M (Fiscal 2014).

• Capital assets, least impact in the short term, significant potential in the longer
term. Eliminating capital projects totalling $450M would achieve a rate impact of
1% from amortization (40 yr. period), finance charges, and dividend paid to
government.

• Other categories of expenses, such as water rental rates and dividends require a change
in government administrative policy and may impact the fiscal plan.

• Policy shifts generally do not impact rates over the next 3 years.
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• The use of deferral accounts minimizes short term rate increases but can, over the long
term, significantly add to future rate pressures.

• Deferral accounts will grow from $449M to a forecast $4.9B in 2017.
• The postponement of capital projects will result in a similar depiction of future cost

pressures.
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Planned capital requirements are driven by growth and sustainability as well as policy
direction.

Capital projects of $800M, out of $7.2B, will be deferred or reduced resulting in
savings between 2012– 2014.

Postponement of capital projects defer the rate pressure, they do not eliminate it.

To effect a sustained change in rates would require the elimination of a capital
project.
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No impact on rates in next 3 years.

Would be a critical consideration in keeping the rates reasonable after this next 3 years and
in the long term.

Self�sufficiency

The economic and energy situations have changedThe economic and energy situations have changed.
Existing self sufficiency definition may be overly conservative and place an undue burden

on ratepayers.
Recommend evaluating alternative definitions and timelines for self sufficiency that meets

the needs of the province and ratepayers in a way that is sustainable for the long
term.
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Clean Energy (93% carbon free)

• Examined and concluded it is with• Examined and concluded it is consistent with
government’s current climate change policy and
objectives with respect to carbon reduction targets.

Water Rentals
• Rates charged in BC are higher than in other CanadianRates charged in BC are higher than in other Canadian

jurisdictions.
• BC Hydro is the only power producer paying the top

tier of rates.
• As the economy improves, BC Hydro and the province

should work collaboratively to determine water rentaly
rates which balance the needs of the province and the
utility.
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Dividend policy

Actual equity is 20 % but deemed to be 30% for dividend purposes thereby causing

dividends to be paid on equity that is not there.

As the economy improves, BC Hydro and the province should work collaboratively to

determine a dividend payout policy and capital structure that balances the needs of

the province and the utility.

Rate Structures
Recommendations include clarifying the objectives and priorities of rate structure design,
reviewing rate structure methodology to allocate costs among customer classes and
ensuring government priorities and objectives are supported.
The BCUC should confirm this as part of their review of the new rate structures.
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In working with BC Hydro, savings have been identified to reduce
the projected rate increase for fiscal 2012 – 14. This requires:

operating cost reductions – adjust workforce by up to 1,000
positions over the next 3 years

greater efficiency across the organization
deferral of some costs and capital projects

Panel recommendations will result in BC Hydro improving operating
efficiencies the longer term incl dingefficiencies over the longer term, including stronger oversight
for capital planning, priorities and improved procurement
practices.

Amendments could be made to policy direction to slow and reduce
future increases which would offset deferrals made to achieve
the short�term rate reductions.

To strengthen accountability in regard to achievement of the savings
the Panel recommends: BC Hydro executive provide their Board
of Directors with a business plan that details the savings will be
realized over Fiscal 2012�2014, as well as continued savings.
Further, given the potential impact on government’s overall
debt and fiscal plan if not met the Board Chair and CEOdebt and fiscal plan if targets not met, the Board Chair and CEO
should provide interim progress reports to the Minister of
Energy and Mines and Treasury Board.
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ADVICE TO MINISTER 
CONFIDENTIAL

ISSUES NOTE

Ministry of Energy and Mines
Date: August 10, 2011 
Minister Responsible: Coleman 

BC Hydro
Review

ADVICE AND RECOMMENDED RESPONSE:
 

   
    

      
          

  
            

  
   

    
      

  

SECONDARY MESSAGING: 
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KEY FACTS REGARDING THE ISSUE:
On March 1, 2011, BC Hydro filed its most recent application with the BC Utilities Commission, seeking approval for 
rate increases of 9.73 per cent for each of the next three years, which translates into a cumulative increase of 32 
per cent. 

The rate increase prompted significant concerns from both BC families and other power consumers. 

To address this concern, the Premier and Minister of Energy and Mines, requested a review of BC Hydro in order to 
provide recommendations and options for minimizing the rage increase.  This was accomplished by examining both 
the operating and capital requirements of the corporation. 

A comprehensive review followed, which included an examination of the government structure, business planning 
processes, financial performance included forecasting, procurement, general operation costs and the rate 
structures themselves.  As well, the review examined a number of other key initiatives already underway within BC 
Hydro and the impact of government policy on the effective operation of BC Hydro. 

On August 11, 2011, the review panel will make public a 120-page report with 53 individual recommendations. 

The basic conclusion was that BC Hydro has done a relatively good job of providing electrical services to the 
residents of BC at low rates over the past 50 years, but in recent years BC Hydro’s operating costs have been 
increasing. 

To address the rising costs, the panel concluded BC Hydro can reduce costs through greater attention to 
operational processes, capital asset planning and management, and stronger approaches to procurement and 
project management. 

Two options were recommended in the report:  – one of 5.9 per cent per year for three years or a cumulative 
increase of 18.9 per cent and a second option that will be 8 per cent this year, with a 3.9 per cent increase in years 
two and three which would be a cumulative increase of 16.6 per cent over three years. The second option is the 
one that BC Hydro will put forward in its BCUC application. 

As a result, BC Hydro will move on the recommendations, pending Board aapproval, and will be putting forward a 
revised application to the BC Utilities Commission later this year that will result in a much lower rate increase over 
the next three years.   

BC Hydro will implement the recommendations into its business planning processes and report out regularly on 
progress to the province. 

Communications Contact: Paul Woolley 
Program Area Contact: 
File Created: August 11, 2011 
File Updated: 
Comm. Director Program Area ADM Deputy Minister Minister’s Office CC: 

PW -- LM
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August 10, 2011

Ministry of Energy and Mines

MEDIA ADVISORY

VICTORIA – The BC Hydro Review panel along with Minister Rich Coleman and CEO of BC Hydro,
Dave Cobb, will be available for a technical briefing and government response regarding the
recommendations flowing from a comprehensive financial and administrative review of BC
Hydro.

The review panel, appointed in April 2011, consisted of John Dyble, Deputy Minister to the
Premier; Peter Milburn, Deputy Minister of Finance; and Cheryl Wenezenki Yolland, acting
Deputy Minister of Advanced Education.

Date: August 11, 2011

Time: 11:00 a.m. noon

Location:
Birch Room, #339, Third Floor, BC Legislature
Victoria, BC

Media Conference calling information is:
1 877 353 9184
Passcode:   

Contact:
Jake Jacobs
Media Relations
Ministry of Energy and Mines and Minister Responsible for Housing
Ph: 250 952 0628
Cell: 250 213 6934
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NEWS RELEASE
For Immediate Release
[release number]
[Date]

Ministry of Energy and Mines

BC Hydro to cut proposed rate increase in half following government review

VICTORIA –Energy and Mines Minister Rich Coleman and BC Hydro CEO Dave Cobb announced
today the crown corporation intends to file with the BC Utilities Commission for a 50 per cent
reduction to its rate increases over the next three years.

The reduction to the proposed rate increase is designed to strike an appropriate balance
between keeping rates down for B.C. families, and enabling BC Hydro to invest in the future
infrastructure needs of the business.

The proposed reduction will be achieved through reduced costs, many of which are
recommended in a comprehensive financial and administrative review of BC Hydro by a
provincial government panel of senior officials that was released today.

The province and BC Hydro have agreed to ask the BC Utilities Commission to lower the earlier
proposed annual rate increase of 9.73 per cent a year for the next three years to the current
interim 8 per cent increase, followed by a 3.9 per cent increase for each of the following two
years. This would reduce the cumulative impact of BC Hydro’s proposed rate increase by
approximately 50 per cent. The interim rate increase was added to BC Hydro’s customers’ bills
earlier this year.

In responding to the provincial government’s report, BC Hydro also intends to prepare a plan to
implement the panel’s recommendations. This plan will accelerate cost saving initiatives that
are already underway as well as other efficiencies identified during the review process.

As a result, BC Hydro will reduce expenditures by $823 million over three years in the areas of
of operating costs, deferred capital expenditures, updated trade income forecasts, deferred the
impact of International Financial Reporting Standards and changing the amortization period for
demand side management programs.

BC Hydro will submit its revised application to the BC Utilities Commission later this year.

In conducting the provincial government review, a panel of senior officials examined BC Hydro’s
financial performance, including operating and capital requirements, reliability of forecasting
systems, administrative expenses, procurement processes, cost containment strategies and
opportunities for savings. The panel also considered rate structures, corporate structures,
business planning, and the impact of policy on BC Hydro.

Page 583 
EGM-2011-00068



The panel determined that BC Hydro has generally done a good job of providing electrical
services to British Columbians at low rates, but the utility’s operating costs have been
increasing. They recommend BC Hydro can reduce rates through efficiencies and improvements
in capital asset planning and management as well as stronger procurement processes.

In the area of policy, the panel recommends the Province and BC Hydro evaluate alternative
definitions and timelines for government’s self sufficiency policy. The panel also recommends
further work be undertaken on cost allocation and rate design. As the economy improves, the
province and BC Hydro will further examine its capital structure and dividend policy, as well as
water rental rates.

Quotes:
Rich Coleman, Minister of Energy and Mines
“I would like to thank the panel for the report and recommendations. By prudently investing in
our electricity system today, we can create a system that will enable us to keep electricity rates
low for B.C. families in the long term.”

Dave Cobb, BC Hydro CEO
“Today’s announcement has found the right balance between the need to invest in our
electricity system – which is the backbone of our economy with the need to keep rates
affordable for families and businesses.”

Quick Facts:
� The review was led by a panel of senior officials, including deputy minister to the

premier, John Dyble; deputy minister of finance, Peter Milburn and acting deputy
minister of advanced education, Cheryl Wenezenki Yolland.

� BC Hydro will use the panel’s recommendations to inform future business decisions and
regulatory applications.

� BC Hydro operates 30 hydroelectric facilities and three natural gas fueled thermal
power plants. About 80% of the province's electricity is produced by major hydroelectric
generating stations on the Columbia and Peace Rivers.

� BC Hydro generates between 43,000 and 54,000 gigawatt hours of electricity annually,
depending on annual water inflows.

Learn More:
� The report is available at: www.newsroom.gov.bc.ca/downloads/bchydroreview.pdf

A backgrounder follows.
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BACKGROUNDER

Significant recommendations to BC Hydro

� Provide a business plan to its Board of Directors that details savings to be realized over
Fiscal 2012 2014, as well as continued savings in its next Revenue Requirements
Application.

� Accelerate the pace and magnitude of change within BC Hydro to develop an
organizational structure that keeps costs down and passes savings to British
Columbians.

� Ensure the best options are applied to various procurement processes and the risks are
allocated appropriately between BC Hydro and its vendors.

� Restructure the workforce by up to 1,000 employees over the next three years and work
with unions to make collective agreements more aligned with other public sector
agreements.

� Review the methodology with government that allocate costs among customer classes
to ensure it supports government priorities and objectives for rates.

� Evaluate alternative definitions and timelines for self sufficiency so that they meet the
needs of the Province and British Columbians in the long term.

� As the economy improves, work collaboratively with the province to re define the water
rental rates charged to BC Hydro and determine a capital structure and dividend policies
that balances the needs of the province and the utility.

� Ensure weighted and defined evaluation criteria are mandatory within competitive bid
documents to improve transparency, promote consistency and enhance vendor
relationships.

� Re evaluate its various conservation programs to reduce overall cost to British
Columbians while still achieving value for money.

� Expedite full implementation of BC Hydro’s technology projects.

Contact:
Jake Jacobs
Ministry of Energy
250 952 0628
250 213 6934 (cell)
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QUESTION AND ANSWERS

Release of Government Review of BCH Rates

Draft 7

Rates

How much are you reducing rates by and when will B.C. families see lower hydro bills?

� The panel and BC Hydro have proposed to lower the earlier proposed annual rate increase of 9.73
per cent per year for the next three years.

� They are recommending to retainretaining the 8 per cent increase that was added to customers’
bills earlier this year, followed by a 3.9 per cent increase in each of the following two years.

� This would reduce the cumulative 3�year increase that BC Hydro applied for in March by almost one�
half.

� BC Hydro will act on the recommendations of the panel and other measures that reduce and defer
cost to revise its 2012�2014 revenue requirements application.

� The amended application will be submitted to the BC Utilities Commission later in 2011.

Why are the rates still increasing? Didn’t you make a promise to B.C. families to reduce rates?

� Our commitment was to look at ways to reduce BC Hydro’s proposed rate increases, in
order to keep hydro rates as low as possible for BC families.

� With the Panel’s recommendations and other measures proposed by BC Hydro that further
reduce operating costs and defer other costs, it is estimated that the earlier proposed rate
increase of 9.73 per cent for the next 3 years can be reduced by 40 to 50 percent.

� The fact is that B.C.’s electricity needs are increasing, and our existing power system is
ageing and needs reinvestment to continue to deliver the reliable power British Columbians
expect.

� Power and the cost of power affect all British Columbians. We want to find the right
balance between investing in infrastructure to ensure clean, reliable electricity while keeping

rates for B.C. families as low as possible. That is what we are doing right now.
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The report shows residential customers’ rates are subsidized by commercial customers, and
recommends addressing imbalances. Doesn’t this go against the goal of reducing the impact
of increases on families?

� The report has identified that the original rate increases applied for by BC Hydro can be
reduced between 40 and 50%. This is what we were looking for.

� In looking at rate structures, the panel identified that the rates paid by residential
customers do not cover the costs of serving those customers.

� Our utility rates in British Columbia should be fair, just and reasonable, but the panel has
identified some potentially conflicting objectives – for example conservation rates and
reducing costs for families who tend to have higher power consumption.

� I have asked staff in the Ministry of Energy and Mines to undertake further analysis on this
recommendation.

Is government going to introduce time�of�use rates with Smart Meters?

� The Province is not introducing mandatory time of use rates with Smart Meters, and these
rates are not required to deliver net benefits to BC Hydro ratepayers.

� The Smart Metering and Infrastructure Business Case assumed that some customers would
choose to voluntarily move to time of use rates.

� The report concludes that there are net benefits to customers even if the assumed take up
on voluntary time of use rates does not materialize.

Release of Report

Why did you not release the report as soon as you received it on June 30th? Is government
sanitizing it?

� No, this is an in depth report examining BC Hydro’s finances and administration, corporate
structure, business plans, and rate structures and it is over 100 pages with over
50 recommendations.

� We needed time to consider the report and its recommendations and how to implement
them.

� We have kept our promise and made the report public on the Ministry of Energy and Mines
website.
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Recommendations

How are you going to implement the over 50 recommendations and by when?

� Most of the recommendations are directed to BC Hydro. The recommendations, as well as
other measures proposed by BC Hydro to achieve the reduced rate increase, will need some
time to review them and to integrate them into a plan that will need to be approved by
their Board. I have asked BC Hydro to develop a detailed implementation plan and provide
regular progress reports specifying how the recommendations are being implemented.

� The review also made several recommendations to the Province related to energy policy
(for example, reviewing how self sufficiency is defined), and I have asked Ministry of Energy
and Mines staff to begin further analysis to address those recommendations.

Have you accepted all of the recommendations?

� BC Hydro has just received the report and will need to review the final recommendations,
however, we worked closely with the panel on the review and indications from them are
that the recommendations are largely achievable.

� Some recommendations on policy, such as taking another look at self sufficiency and rate
structures, will require more analysis and I have asked my Ministry staff to get going on
those now.

� The Panel made other recommendations for government to consider as the economy
improves, such as looking at water rental rates and BC Hydro’s capital structure and
dividend policy, which we will consider in the future.

Will BC Hydro staff be impacted?

� Yes. BC Hydro had indicated that they plan to reduce staff levels by 350 over the three
years of their March 2011 application. The review observes that BC Hydro’s workforce
could possibly be reduced by 17% (1,000 FTEs) over a three year period, and BC Hydro will
need to determine ultimately what the right number is to find the right balance between
affordable rates and the size of the team needed to operate the company and invest in the
system.
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How was the optimal size of BC Hydro at 4,800 employees arrived at?

� BC Hydro’s FTE count of 6,000 prior to outsourcing approx 1,400 plus FTE’s to Accenture
and a return to the current level of approx 6,000 FTEs would indicate excessive growth.

� There seems to be excessive numbers in some BC Hydro departments such as finance, HR,
regulatory, communications, legal and engineering.

� Therefore, 4,800 employees seems a reasonable level.

Is this really a review of the Clean Energy Act?

� No, this review is a financial and administrative review of BC Hydro, with a focus on
identifying opportunities on how BC Hydro can reduce costs to keep electricity costs down
for BC families.

� The review does include a recommendation for the Province to evaluate alternative
definitions and timelines for self sufficiency, but does not recommend any changes to the
Clean Energy Act or to B.C.’s energy objectives that are noted in the Clean Energy Act.

The report shows that the government is taking too much from BC Hydro. Why have you not
reduced water rentals or dividends to provide more rate relief?

� This review has resulted in reducing rate increases over the next 3 years by almost one half.
That is a significant accomplishment.

� Like other commercial Crown corporations, BC Hydro earns a return to its shareholder, the
people of BC. That return helps fund other services, like health care and education.

� Like other hydroelectric power producers in BC, BC Hydro also pays water rentals for use of
provincial water resources.

� It is not a mystery that over the past 50 years, BC Hydro has been an instrument of public
policy and source of revenues for governments of all stripes:
o WAC Bennett created BC Hydro to deliver his “two rivers” policy.
o In 1982, the SoCreds jacked up water rental rates which cost BC Hydro $90M per year
o In the 1990s, the NDP implemented dividends and rate freezes and rebates
o In 2008, the current government increased the return on equity by $50M to help

address the deficit.

� There is a tension between reducing rates and creating impact on government’s fiscal plan.
The panel has identified a few areas that government consider when the economy improves
and there may be more room in the fiscal plan. We will look at things like water rentals and
dividend policy in the future.
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Regulatory accounts increased from $449 million in 2007 to $2.1 billion in 2011 and projected
to go as high as $4.9 billion in 2017. How can BC Hydro keep rates competitive in the long run
with the continued growth in regulatory/deferral accounts?

� To address this issue, the panel recommends that BC Hydro and the province work together
to review the growth of regulatory accounts in order to keep rates competitive.

� The period of recovery or amortization of the regulatory accounts may vary. Due to this, it is
challenging to understand its impact on future rates.

� We will be doing further work on this taking into account the findings of the Office of the
Auditor General who is also looking at the regulatory accounts.

Why are you moving forward with Smart Meters?

� BC Hydro is well down the road with Smart Meters and is moving ahead with the project.

� Over 1,000 are being installed every day right now.

� It is a myth that Smart Meters are pushing up rates. In fact, the reverse is true; if we
cancelled the Smart Meters, rates would need to rise.

� The business case shows that this project will deliver $70 million in savings over the next
three years alone, and even more once all the upgrades are made. That’s why they need to
move forward.

� The useful life of the Smart Metering & Infrastructure program (SMI) will be longer than the
payback period of the SMI investment; this means that ratepayers will continue to receive
cost savings from the investment even after the original investment has been recovered.
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Through the 2007 Energy Plan and the Clean Energy Act, government committed to shutting
down Burrard Thermal. Why is it OK to use now? Aren’t you just backtracking?

� There is no change in government policy with respect to the Burrard Thermal facility. It is the
panel’s opinion that Burrard Thermal should continue to be maintained and only used for back�up
and to support the transmission system.

� The 2007 Energy Plan committed government to phase�out Burrard Thermal by 2014 while allowing
BC Hydro to retain the plant for “reliability insurance” should the need arise.

� A regulation under the Clean Energy Act in 2010 requires Burrard Thermal to be phased out in
BC Hydro’s planning as soon as new units at Mica and certain transmission upgrades are completed
(anticipated in 2015 or 2016).

� The facility will still be available for back�up if there is a failure on our major transmission lines or
generators in the interior.

Why are you relying on a dirty plant like Burrard?

� The issue with Burrard is greenhouse gas emissions. The plant has been retrofitted with scrubbers
(selective catalytic reduction) that limit emissions of nitrogen oxides which contribute to smog.

� Having a large plant in the Lower Mainland demand centre to back up the system remains a good
insurance policy.

Are you changing the clean energy requirement? Does this mean government is backing
down from its green agenda?

� No, the Province remains committed to clean energy solutions, including its objective to
generate at least 93 per cent of the electricity in BC from clean or renewable resources.

� The report notes that government’s clean energy requirement has affected BC Hydro’s
ability to offer low cost electricity generation for B.C. ratepayers (by restricting the use of
natural gas to a maximum of 7 per cent of generation).

� However, on balance the panel determined that the Government’s clean energy objective
was consistent with climate change policies and recommended no change.
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Why are you not giving the BCUC back its full role?

� This was not part of the review.

� The BCUC continues to have responsibility for setting BC Hydro’s rates.

� The rate application, which was initially submitted on March 1, 2011, will now be revised as
a result of the recommendations coming out of the Panel’s review and other measures BC
Hydro has proposed to further reduce operating costs and defer others, as well as boost
trade income. BC Hydro is expected to submit an amended application to the BCUC later in
2011.

� Other than the exemptions included in the Clean Energy Act, BC Hydro must still get the
BCUC’s approval for its projects and contracts.

How much savings have been realized or will be realized with the BCTC integration?

� In FY2010/11, there were savings from 144 staff and 20 consultant reductions and other
reduction measures, but it was offset by the financial impact of integration such as
severance, pension, administration and legal costs.

� FY2011/12 going forward, BC Hydro will realize 25.8 million savings every year.

The report recommends that BC Hydro reduce contingencies and reserves on its capital
projects. Doesn’t this increase risk and the likelihood that projects will go over budget?

� To reduce project contingencies and reserve amounts, BC Hydro needs to more effectively
allocate risk with its vendors, consider the use of more non traditional procurement models
that optimize the transfer of risks and costs to the private sector, set firm project budgets
and better manage its change order practices.

BC Hydro has been telling us for years that they need to re�invest in their system. Now this
report recommends deferring $800 million in capital projects. Isn’t this going to mean
BC Hydro’s reliability will be compromised?

� BC Hydro will conduct its own internal review to determine the $800 million of capital
projects to be deferred.

� BC Hydro is going to identify specific projects and focus on its safety and reliability issues.

� BC Hydro’s methods used for the planning and prioritization of capital spending needs will
serve to ensure lower levels of spending will not impact on system reliability.
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Of the $800 million deferred capital projects, what capital projects will be deferred?

� Working with the panel, BC Hydro has identified a total of $175 million capital additions that can be
deferred, (including $26.9 from the properties capital plan

� BC Hydro will identify an additional $625 million reduction in project budgets.

� Part will come from cost controls and managing contingencies and resources that will go ahead. For
example, $90 million reserve, over and above $60 million contingency, is included in the smart
metre and infrastructure budget.

Does the adoption of International Financial Reporting Standards have an impact?

� The adoption of International Financial Reporting Standards is expected to have minimal impact.

� BC Hydro’s accounting will remain relatively unchanged from current practice.

Self� sufficiency

Are you changing self�sufficiency targets? Does this mean government is backing down from
its green agenda?

� No, the Province remains committed to clean, green energy solutions.

� What may change is the definition of self sufficiency, which in turn would affect how soon
BC Hydro may need new sources of clean energy.

� The review recommends that the Province and BC Hydro evaluate alternative definitions
and timelines for self sufficiency that meet the needs of the Province and ratepayers in a
way that is sustainable for the long term.

� I have instructed my Ministry staff to commence the review of self sufficiency at once.
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You have talked a lot about the volatility of the electricity market, why are you now moving
towards buying power from the spot market rather than building it in BC?

� A decision to place greater dependence on the spot market for energy purchases has not
yet been made.

� The volatility of the spot market will be one of the factors taken into consideration as part
of the Province’s review of self sufficiency.

� That being said, over the past few years the emergence of new supplies of unconventional
natural gas have reduced both natural gas and electricity market prices, as well as the
volatility in those markets. These conditions are expected to persist over the medium term.

Why did you just announce the successful proponents for the Bioenergy Phase 2 Call if you
are now moving to market based power? Why not just grant greater access to the market?

� The Bioenergy Phase 2 Procurement was under way and has resulted in competitively
priced firm energy that compares favourably with the most recent clean power call
($115/MW.h vs $127/MW.h (2010 dollars)).

� The Bio Phase 2 Call fulfills our commitment to forest dependent communities to get them
investment and jobs;

� BC Hydro’s analysis is that bioenergy projects create twice the economic impact and
employment compared to wind or run of river;

� The costs of this procurement were already in BC Hydro’s forecasts, and will not impact the
results of the BC Hydro review.

Do we still need Site C?

� Site C is a cost effective source of clean energy. At $87�95 per MWh, Site C’s cost of energy
compares favourably with other benchmarks for clean energy, and would take advantage of water
already stored in the Williston Reservoir to deliver firm energy.

� If approved, Site C would provide up to 1,100 MW of capacity, and produce about
5,100 GWh of electricity annually, enough to power more than 450,000 homes per year.

� Site C costs will not impact rates until the project is in�service (anticipated earliest date 2020) or
discontinued. While BC Hydro projects expenditures (including interest) for Site C over the next
3 years to be $425 million, these costs will be deferred and recorded in a Site C Regulatory Account,
and therefore do not have an impact on rates at this time.

� Site C is currently undergoing an environmental assessment. No final decision will be made to
proceed with Site C until that process is completed.
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Does this mean you will no longer enter into Energy Purchase Agreements with expensive
IPPs?

� The decision on when to hold the next call for power will be made following review of
BC Hydro’s Integrated Resource Plan, which is currently underway and will be submitted to
the Province in 2012.

� Part of the Panel review included an examination of the effectiveness of procurement
approaches.

� We want to make sure BC Hydro has the processes in place to get maximum value for
money, whether it’s an agreement to purchase clean, renewable electricity or a fleet of
hydro repair trucks.

� The government supports the IPPs. They generate jobs, promote economic development
and assume contractual obligations and risks when they enter into Energy Purchase
Agreements with the BC Hydro.

Procurement

The report recommends consolidating procurement. Will this shut out local suppliers and
lead to larger out�of�province firms getting all of the contracts?

� The government has made commitments under trade agreements to ensure open competition. The
intent behind these trade agreements is that preferential treatment to local suppliers will not be
given. BC Hydro is required to follow these trade agreements, as such; they do not discriminate
against out�of�province vendors by restricting access to government procurement opportunities.
Likewise, the Province’s trade partners are not able to discriminate against British Columbian
vendors.

� There will still be opportuntiesopportunities for local firms on projects either direct or sub�
contract.

Implementation

Can BC Hydro realistically make these cuts?

� The panel had extensive discussions with BC Hydro in developing its recommendations.
While the cost reductions recommended by the panel as well as others that have been
proposed by BC Hydro that lower capital costs, defer capital projects and other costs, will be
challenging, BC Hydro believes they are achievable.
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Will cutting rates this dramatically affect BC Hydro’s ability to provide reliable service to
British Columbians?

OR

With the recommendation to cut overtime, how will crews be able to quickly restore service
after storms and other interruptions?

� The panel had extensive discussions with BC Hydro in developing its recommendations and
considering the other measures BC Hydro was proposing. While the cost reductions will be
challenging, BC Hydro believes they are achievable and will not impact reliability.

Will cutting rates this dramatically affect BC Hydro’s ability to provide good day to day
customer service to British Columbians?

� The panel had extensive discussions with BC Hydro in developing its recommendations.
While the cost reductions will be challenging, BC Hydro believes they are achievable and will
not impact customer service dramatically. What it will do is encourage BC Hydro to
continue to seek out ways to provide customer service in the most cost effective way.

How will the rate cuts, reduction in workforce, and deferral of capital projects impact BC
Hydro’s safety risks?

� BC Hydro provides reliable and safe electricity services to BC residents at low rates.

� BC Hydro is committed to the safety of its staff and customers. Through strong planning and
prioritization of capital planning, BC Hydro expects to implement the recommendations
without compromising its commitment to safety.

What if the BCUC thinks you have gone too far with the cuts to rates?

� The BCUC will conduct an open, public review of BC Hydro’s revised revenue requirements
application and provide its assessment after that process.
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The review recommends making adjustments to collective agreements with BC Hydro’s
unions. The Liberal government has gotten in trouble in the past for tearing up collective
agreements. Why even go there?

� This is not about tearing up collective agreements.

� The panel recommended BC Hydro work with its unions to facilitate changes required to
allow BC Hydro to manage their resources in a cost effective manner and to the benefit of
BC Hydro customers.

� The Review has identified some compensation issues at BC Hydro that are outside public
sector norms.

� BC Hydro and its unions will need to address these in the next round of collective
bargaining.

Why is the review recommending outsourcing more work from BC Hydro’s unions to private
contractors?

� BC Hydro has already achieved significant savings from its agreement with Accenture (on
track to exceed $250M over 10 years)

� The report found that in some areas there was excessive overtime, and recommended that
BC Hydro look at contractors to see if the work can be done at lower cost.

� The review also found that BC Hydro should negotiate more flexibility in the union contracts
to address these issues.

� This is a reasonable recommendation to try to lower costs and rates for BC Hydro’s
customers.

Review and Process

Why did you call this review?

� This review is timely, as we have a new Premier, we have a new Minister, and it has been
10 years since government conducted a significant review of BC Hydro’s structure,
operations and business plans.

� We want to make sure we’re doing everything possible to help BC Hydro find ways to
reduce rate increases. And we want to move quickly as we want to minimize any delay to
the BC Utilities Commission’s rate review process.

� Periodic reviews can help Crown agencies to better meet the financial and service
expectations that of their shareholders – the people of British Columbia.
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Why did you do an internal review, wouldn’t it be better to have some outside party like the
Auditor General or the BCUC conduct this review?

� Time is of the essence and this builds on our recent experience with reviewing other public
sector organizations. We have some very talented and knowledgeable staff at the Ministry
of Finance and the Ministry of Energy and Mines.

� This approach is also much more cost effective than hiring outside consultants to do the
review, although the terms of reference did allow for some specialized advisors to be hired,
if required.

� At the end of the day, the revised BC Hydro rate application will be thoroughly reviewed by
the BC Utilities Commission through its open, public hearing process.

What qualifications and experience do the panel members have for this review process?

� John Dyble, Deputy Minister to the Premier, is a Registered Professional Engineer. He was
the Deputy Minister for the Ministry of Transportation and Infrastructure where he
managed large capital projects in communities throughout B.C. Dyble also worked in the
Ministry of Regional and Economic Development for over seven years and is well aware of
the regional and economic issues that BC Hydro faces. Perhaps also note former DM of
Health.

� Peter Milburn, Deputy Minister of Finance, is also an engineer (is he registered as well). He
was the Deputy Minister of Transportation and Infrastructure and the executive director of
the Sea to Sky Highway Improvement Project. Like, Dyble he is very experienced in
managing large, regional capital projects.

� Cheryl Wenezenki Yolland, acting Deputy Minister of Advanced Education, former Associate
Deputy Minister of the Environmental Assessment Office and is a Certified Management
Accountant, giving her an understanding of environmental issues across the province and
financial expertise. She was the former Comptroller General of British Columbia where she
conducted many program reviews, including the review of the BC Ferries, Translink and
Vancouver School Board.
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Which external advisors were hired and at what cost?

Consultant Invoiced 

Wayne Keiser $9,240.00 

Frank Blasetti 3,237.50

Lorne Silvertson 12,887.28 

BDR North American 19,300.00 

Total $44,664.78 

� Four consultants with expertise in the electricity sector, capital management, procurement
and electricity contracts were used at a total cost of under $50,000. PLEASE DO NOT
DISCLOSE INDIVIDUAL AMOUNTS.

� (Biographies are in appendix A)

So how is a closed door, internal government review in keeping with the Premier’s
commitment to open government? Why did the public not get a chance to participate in this
review?

� We want to make sure we’re doing everything possible to help BC Hydro find ways to
reduce rate increases. Time is of the essence as we want to minimize any delay to the BC
Utilities Commission’s review process.

� The panel’s report has been made public.

� The review will help inform public discussions in key public processes such as at the BC
Utilities Commission hearings or the consultation process on BC Hydro’s Integrated
Resource Plan.

� Submissions were received from a variety of stakeholders including IBEW. COPE, ratepayer
groups, Clean Energy BC, line contractors and others.
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What happens to the interim rate increase now?

� A detailed rate examination will be conducted by the BCUC after BC Hydro submits its
amended Revenue Requirements Application, which we expect before year end.

� If the Utilities Commission approves lower rates, then BC Hydro customers will get a refund
with interest.

How will this review impact BC Hydro’s Integrated Resource Plan?

� Most of the review panel’s recommendations will not directly impact BC Hydro’s IRP.

� However, it is possible that the report’s recommendations to reduce rates, and to reduce
capital additions by a total of $800 million, may have a small impact on BC Hydro’s
Integrated Resource Plan.

� If changes are made to the self sufficiency definition, they could impact BC Hydro’s energy
procurement schedule.

BC Ferries underwent a review in 2009 which determined that it was a well�run organization,
but it is still implementing massive rate increases. It doesn’t look like this review has
accomplished much. What is the value of these types of review?

� The two reviews are very different. The review of BC Ferries in 2009 looked at its delivery
model to ensure that British Columbians are receiving value. The comptroller general found
that the company is well managed overall.

� This review of BC Hydro and develop options to reduce the impact of hydro rate increases
on B.C. families.

Is this the approach you’ll take for reviewing BC Ferry rates or MSP premiums?

� I can’t speak for what process the government might take on issues like ferry rates or MSP
premiums. You need to match the right process given the specific issues you are dealing
with.

� The process we are using here reflects out our recent experience with reviewing other
public sector organizations.

� We have some very talented and knowledgeable staff at the Ministry of Finance and the
Ministry of Energy and Mines. This approach is also much more cost effective than hiring
outside consultants.
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Appendix A

BDR Energy

BDR is a leading independent Canada�based consulting firm specializing in advising on matters related to
the electricity and natural gas industries. Team members have served governments, regulators,
consumers, transmission and distribution companies, electricity generators, integrated utilities, and
prospective investors in major energy assets. Consultants have been involved in the electricity sector for
many years, both as external advisors and in senior management positions within the industry.

Frank Blasetti

Frank Blasetti possesses a Masters of Economics from the University of British Columbia (1977) and has
recently completed tenures as Assistant Deputy Minister, Partnerships, Ministry of Transportation and
Infrastructure (9 years), President and CEO, Transportation Investment Corporation (2 years), and Vice�
President, British Columbia Transportation Financing Authority (13 years). Mr. Blasetti has also served as
a Director in the Crown Corporations Secretariat, Province of British Columbia (1993�1998), with
responsibility for reviewing strategic initiatives proposed by or relating to Crown Corporations and
monitoring the Corporations' performance; and has been a Manager in Treasury Board Staff, with
responsibility for dealing with natural resource ministries and Crown Corporations.

Wayne Keiser

Wayne Keiser has over 30 years senior level experience leading both public and private sector interests
in the Transportation Infrastructure Sector. He previously held the position of Regional Director, South
Coast Region; Ministry of Transportation + Infrastructure. Since 2004, Mr. Keiser has been a managing
partner of Cobra Electric (South Coast) Ltd. where he performs the role of General Manager and Director
of Business Development. Mr. Keiser is a graduate of the Applied Technology (Electrical) Program at
BCIT; is a licensed Industrial Electrician as well as a registered Class “A” (Unrestricted) Electrical
Contractor.

Lorne Sivertson

Lorne Sivertson is President of Sivertson & Associates Consulting Ltd. located in Victoria, British
Columbia, Canada. He has a B.A. and M.A. in Economics and has broad experience in the energy and
resource sectors gained from work in industry, banking, government and consulting. Prior to forming his
consultancy in 2006 Lorne Sivertson was the President and CEO of Columbia Power Corporation from
1994 to 2006. At Columbia Power he developed, permitted and purchased a combined total of 790
megawatts of run of river hydropower capacity. He has advised clients in a number of areas related to
project development, including the negotiation of power project procurement contracts.
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BC HYDRO REVIEW 
Birch Room, # 339 

Third Floor 

British Columbia Legislature 

Thursday August 11, 2011 

Event Time: 11:00am 

Time Event Itinerary 

8:00am Event set up. Mediaco and Sheryl on site 

10:45am Event PreBrief for Technical Panel. Facilitated by Sheryl

Location: Hallway outside of Birch Room 

Technical Panel: 

� Cheryl Wenezenki-Yolland, Acting Deputy Minister, Ministry of 
Advanced Education 

� Peter Milburn, Deputy Minister, Ministry of Finance 

Stage Guests: 

� Hon. Rich Coleman, Minister of Energy and Mines  
� Dave Cobb, CEO of BC Hydro

10:45 Media

� briefed on event rollout and procedures upon arrival 
� Communication materials distributed
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11:00 – 11:12am REPORT PRESENTATION 

Cheryl Wenezenki-Yolland

� Introduces herself and the Technical Panel 
� Presents  remarks accompanied by a PowerPoint presentation

11:12 – 11:27am Question and Answer Session 

� Paul conducts  a briefing on protocols 
� Questions to come from media on site and on the regional call in 

lines
� Sheryl monitors media call in lines and hand held microphones 
� Cheryl W. directs questions to appropriate Panel Member to 

respond
11:27am Technical Panel departs from Stage area

11:28am GOVERNNMENT RESPONSE 

Minister Rich Coleman and Dave Cobb proceed to stage area

11:29am Minister Coleman proceeds to podium

� Introduces himself and Dave Cobb 
� Presents remarks
� Invites Dave Cobb to podium

11:34am Dave Cobb presents remarks

11:39am Question and Answer Session 

� Same format as the Panel Q & A 
11:55am Session ends 
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DRAFT

BCH Report Release

Key Messages:

� Premier clear government and Crowns adopt holistic approach to costs they
impose on British Columbians.

� The Premier’s focus �� build economy and but not burden families.

� Make sure crowns continue to make prudent investments that support job
creation, reliability, but keep Hydro rates among lowest in North America.

� I support these priorities and pleased to confirm, with BC Hydro CEO Dave
Cobb, that the rate increase will be filed at 50% less than what it had been
planned.

� This is a win for families and an accomplishment for the panel as well as
everyone at BC Hydro who worked hard to make it possible.

� Thank the panel – John Dyble, Peter Milburn and Cheryl Wenezenki�Yolland for
delivering review – quite comprehensive.

� It examines finances and administration, corporate structure, business plans,
and rate structures.

� The recommendations set stage for a new culture at BC Hydro.

� Recommendations and other measures – which Dave Cobb can speak to more
directly , and go even further, will reduce the cumulative impact of proposed
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� Hydro’s CEO Dave Cobb is here today, and he assures me this reduction, while
challenging, is achievable.

� As report states, Hydro is doing a good job and had already started to
implement efficiencies and cost savings.

� Report recognizes that, and encourages Hydro to accelerate pace and continue
efforts to become the most efficient utility in North America.

� Dave also assures me Hydro is prepared to work with the Province to support
the Premier’s direction by implementing recommendations along with other
measures to bring the rate increase down.

� Means that Hydro will put forward revised rate request to BCUC.

� Panel drew on expertise of auditors and policy analyst who worked with BC
Hydro.

� Hydro went further and beyond the recommendations to cut costs, defer
projects and manage finances.

� Have found a balance to keep rates down, but let Hydro still invest in
infrastructure of the business, and continue to plan for the electricity needs of
the future.

� Through this approach, optimistic we can ensure clean, reliable electricity is
available at lower costs.

� Today is good first step but still is work ahead.
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� Shifting business philosophy and culture.

� This won’t compromise safety but ensures British Columbians continue to
enjoy clean, reliable electricity systems on the continent.

� Hydro will rethink their HR plans including staffing and compensation levels.

� Engineering costs need to be reduced. Tighter controls on discretionary travel
and business expenses required.

� Overtime needs to be reduced with an eye for not only reducing costs but
improving safety.

� Owe it to families to keep our workers safe on the job, and excessive overtime
is in direct conflict with workplace safety.

� Procurement practices need to be modernized.

� Capital program analyzed to determine which projects can be deferred ... even
by a few months.

� Need to keep rates down but in a manner that maintains service standards and
still enables Hydro to reinvest in their business and modernize the grid. Work
has already begun.

� Government must also do its part. We owe it to Hydro to take a closer look at
existing policies that creates business environment that enables Hydro to drive
down the costs for rate payers.

� Province recognizes it charges Hydro a premium for water rates and we’re
ready to work to address that.
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�

� Take�a�hard�look�at�these�two�policies�and�others�moving�forward.��Work�with�
Hydro�set�more�business�favourable�conditions�for�their�business.�

�

� All�governments�have�used�BC�Hydro�as�an�instrument�of�public�policy�and�to�
generate�revenue�over�its�50�years�of�operation.�

�

� They�are�a�treasured�asset�not�only�for�the�province�but�also�for�its�people.�
�

� With�this,�I�am�proud�today�to�say�government�accepts�the�recommendations�
put�forward�by�the�panel�today.�

�

� By�working�together,�we�can�create�a�stronger�BC�Hydro,�and�keep�rates�down�
for�British�Columbia�families�and�businesses.��

�

� Now,�over�to�BC�Hydro’s�CEO�Dave�Cobb.�
�
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