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1) Introduction


British Columbia Hydro is a major Canadian utility, owned by the Government of British Columbia, which has been engaged in restructuring to separate control of the electrical transmission network from generation and energy marketing functions.  As a vertically integrated utility B.C. Hydro provided distribution, transmission, generation and (through a wholly owned subsidiary) electricity marketing.  Since the restructuring, operation of the B.C. Hydro transmission system has been transferred to the British Columbia Transmission Corporation (BCTC), a new corporation owned by the Government of British Columbia.  All primary electricity assets (transmission lines and stations, distribution lines and stations, and generation plants) remain under the ownership of B.C. Hydro.  Regulatory oversight of both B.C. Hydro and the new BCTC resides with the British Columbia Utilities Commission (BCUC), which, as a strong and independent regulator, provides a public forum for airing and transparently resolving stakeholders concerns over the operation of B.C. Hydro and BCTC.





This transition ensures that operation of the transmission system is fair and unbiased for all generation providers and electricity customers.  At the same time it preserves state ownership of all critical electricity assets, and retains state ownership of both the reduced B.C. Hydro and the new BCTC.  An important aspect of this transition is that it preserved the jobs, benefits and union affiliations of the affected staff.


2) Structure of B.C. Hydro before Restructuring


Prior to the start of restructuring (1996) B.C. Hydro was a vertically integrated utility providing full electrical services including Generation, Transmission, Distribution, Power Marketing and various supporting functions (Customer Service, Finance, Human Resources, Vehicle Services, etc.).  





Although B.C. Hydro had various structures over the years, the functions were grouped (approximately) into Operations, Planning, Customer Service and Finance.  Thus there was a close alignment between Generation and Transmission operations, and between Generation and Transmission Planning.


3) Regulatory Environment


British Columbia utilities (public and private) are regulated by a strong regulator independent of both the utilities they regulate and government manipulation.  


Quoting from the regulator’s website (www.bcuc.com):


“The British Columbia Utilities Commission is a regulatory agency of the Provincial Government, operating under and administering the Utilities Commission Act ("UCA"). The Commission is responsible for ensuring that customers receive safe, reliable and non-discriminatory energy services at fair rates from the utilities it regulates, that shareholders of these utilities are afforded a reasonable opportunity to earn a fair return on their invested capital, and that the competitive interests of B.C. businesses are not frustrated. It approves the construction of new facilities planned by utilities and their issuance of securities. The Commission's function is quasi-judicial and it has the power to make legally binding rulings. Decisions and Orders of the Commission may be appealed to the Court of Appeal on questions of law or jurisdiction.


The Commission also reviews energy-related matters referred to it by Cabinet. These inquiries usually involve public hearings, followed by a report and recommendations to Cabinet. In addition, under Part 7 of the Pipeline Act, the Commission establishes tolls and conditions of service for intraprovincial oil pipelines. The Commission also has responsibilities under the UCA for electricity transmission facilities and energy supply contracts, matters that are likely to become more active as the reorganization of the energy industry proceeds.


The Commission has been self-funded since 1988. Its costs are recovered primarily through a levy on the public utilities it regulates.”


The Commission consists of a Chair (and CEO), commissioners (currently nine), and a commission secretary and various other staff positions (an organization chart may be found at http://www.bcuc.com/BCUC/OrgChart.html).


In 1996 the socialist government of the time removed B.C. Hydro from regulated rates and froze the rates in an effort (apparently successful) to buy votes in an upcoming election.  This situation continued until November 2002, when a newly elected pro-business government announced a new energy policy which directed both the final step in B.C. Hydro’s restructuring and the re-regulation of B.C. Hydro (along with the newly created B.C. Transmission Corporation).  B.C. Hydro is currently engaged in rate hearings with the regulator for the first time since 1994.





The strength of the regulator has been demonstrated recently in decisions related to a proposed gas-fired power plant that B.C. Hydro had planned to build as one of the few generation projects permitted to them under the November 2002 energy policy.  Interveners at the public hearings cast doubts on B.C. Hydro’s claim that it was able to provide the necessary generation at the lowest cost, and the regulator instructed B.C. Hydro to immediately seek proposals from the private sector for comparison with B.C. Hydro’s own proposal.  This order was a significant embarrassment to B.C. Hydro, which had already spent substantial funds on the project.





This experience demonstrates how the public hearings provide a transparent regulatory process which gives at least as much power to the various stakeholders (industry, consumer groups, environmental groups, native groups, etc.) as to B.C. Hydro.  This transparency also limits government interference with the regulatory process.


4) B.C. Hydro’s Reasons for Restructuring


When the U.S.  Federal Energy Regulatory Commission (FERC) introduced Notice of Proposed Rulemaking (NOPR) 888 and 889, B.C. Hydro began a process of reorganization to satisfy FERC’s requirements for functional separation.  These requirements proscribed a strict separation between a) transmission system operations and b) generation and power marketing.  Although FERC, as a U.S. Government regulatory agency, could not impose requirements on B.C. Hydro, a Canadian state-owned utility, it could impose requirements on all foreign entities wishing to trade electricity into the United States.  Since B.C. Hydro received substantial revenue from electricity trading with the United States, and wished to continue with this activity, it reorganized along the lines required by FERC and applied to the regulator in British Columbia for approval of a new tariff which complied with FERC requirements for electricity trade into the U.S.





A desire to drive performance improvements and economic efficiency led to reorganization into core Lines of Business and supporting service organizations, allowing the business units to intensely focus on their own core businesses.





The restructuring of B.C. Hydro took on a political flavour during the last provincial election.  The incumbent socialist government had seriously mismanaged the provincial economy, and the ruling party had been tainted by a succession of scandals.  Popularity dropped to virtually nothing.  The opposition pro-business party was universally expected to ride into power with a substantial majority (as ultimately happened), but during the election rumours began to spread (sown, no doubt, by the incumbent party) that the pro-business party had plans to sell B.C. Hydro to pay off the substantial debt which had been created by the socialist party.  The pro-business party was forced, by the strength of public reaction, to guarantee that B.C. Hydro’s assets and core electricity functions (generation, distribution and transmission) would remain in public hands.  This guarantee, which they later entrenched in a November 2002 statement of energy policy, was sufficient to substantially restore public confidence, and the pro-business party was elected with an unprecedented majority.  (The socialist party was reduced to “fringe party” status with only two of seventy-nine representatives in the legislature.)





The new government did “semi-privatize” certain non-core supporting functions (e.g. Information Technology, the Customer Call Centre, Payroll, Human Resources Services) by transferring these functions into a joint venture owned by B.C. Hydro and a private firm (Accenture), selected by a public bidding process.  They also committed B.C. Hydro’s existing generation to serve base load and turned virtually all future generation development over to the private sector.  This action limited B.C. Hydro’s market power in generation (thus enabling development of a private generation sector) and ensured continuation of low cost electricity from existing sources to B.C. Hydro’s domestic residential and industrial customers.  But the government has so far honoured their promise to keep B.C. Hydro’s electricity assets and core functions in public hands, and it is unlikely public opinion would permit a significant change in this position.





This experience demonstrates the critical importance of public opinion to the long-term survival of even very powerful state-owned monopolies.


5) Transition of B.C. Hydro during Restructuring


The first broad step in reorganizing B.C. Hydro to align with FERC requirements was to functionally separate the Transmission Planning and Operations functions from Generation and Power Marketing.  For reasons of efficiency, Distribution was grouped with Transmission, resulting in Transmission & Distribution, Generation, Customer Services, and Finance and other supporting functions.  Power marketing was performed in a wholly owned subsidiary of B.C. Hydro called Powerex.  This first broad step began the long process of breaking the intimate links between Transmission and Generation and other B.C. Hydro marketing units and replacing them with formal, transparent, commercial business relationships.





The next broad step reorganized B.C. Hydro into Lines of Business, separately focusing on aspects of the business which were core to electricity production and delivery, and those aspects of the business which were purely supportive.  Support functions were organized as service organizations and core functions were organized as Lines of Business (LOB).  Core functions were: Generation, Transmission and Distribution, producing the Generation LOB, Transmission LOB and Distribution LOB.  Supporting functions were Engineering, Field Services (maintenance and construction of electric system infrastructure), Business Services, etc.  At this stage all supporting functions were financed by work charged to the Lines of Business.  Contracts were developed between the three Lines of Business, and between the Lines of Business and the various service organizations.  The intent was that each LOB and each service organization operate within the overall B.C. Hydro structure as if it were an independent, self-supporting business.  This second broad step was intended to complete the process of replacing the many informal links between the LOBs and service organizations with formal commercial business arrangements.  Separation of any of the LOBs and service organizations into separate companies was now possible, at least in theory.


6) Structure of B.C. Hydro after Restructuring


In August 2003, the Transmission LOB component of B.C. Hydro was (with some adjustments) split off from B.C. Hydro as a separate state-owned corporation called the British Columbia Transmission Corporation (BCTC).  The Distribution and Generation Lines of Business continued as core components of the remaining B.C. Hydro.  Ownership of the B.C. Hydro transmission assets remained with B.C. Hydro, with management, maintenance and operation of those assets provided by the new BCTC.  





This last step in restructuring was brought about by the government of British Columbia when, in November 2002, they announced a new energy policy which impacted B.C. Hydro in the following ways:


It restricted B.C. Hydro (except for a few previously identified projects and for which explicit government approval would be required) to improvements to its existing generation plants.  New generation is to be developed by the private sector.  The effect of this restriction is to encourage private sector investment in electricity generation.


It created a new state-owned corporation, the B.C. Transmission Corporation, to operate the B.C. Hydro transmission assets and improve access to the provincial transmission system and enable Independent Power Producer (IPP) participation in the US wholesale electricity market.


It committed B.C. Hydro’s existing generation resources to a “Heritage Contract” between the Generation LOB and the Distribution LOB, thus effectively removing the resources from competition in the domestic electricity market and ensuring that these low cost resources are used to provide low cost electricity to B.C. Hydro’s ratepayers.


It confirmed the participation of B.C. Hydro in electricity trade, and dedicated up to C$200 M/year of electricity trade earnings to B.C. Hydro’s ratepayers (thus helping to keep electricity prices down).


It provided for IPPs to serve all or a portion of the electricity needs of large customers.


It obligated B.C. Hydro’s regulated Distribution Line of Business to purchase least-cost energy, with 50% of new energy over the next ten years to be derived from renewable resources (or other resources which result in a net environmental benefit).


It strengthened the regulator, the B.C. Utilities Commission, with the addition of two full-time commissioners and an update to its mandate to allow for negotiated settlements and performance-based regulation.


It called for the outsourcing of non-core functions within B.C. Hydro where these functions could be provided at lower cost and equivalent quality by the private sector.





The physical separation of transmission operations from the generation and market-participating functions of B.C. Hydro was an essential step in demonstrating that access to transmission is fair and unbiased, and that B.C. Hydro’s Generation LOB and energy marketing business units were not obtaining preferential access to the transmission system.  Without this separation, private investment in electricity generation would have been seriously hindered by a lack of investor confidence.  This fact is widely recognized in other jurisdictions such as the United States, where the Federal Energy Regulatory Commission (FERC) is mandating transfer of control over the inter-state transmission systems to Regional Transmission Operators (RTOs).  Other jurisdictions (the UK, the Nordic countries, etc.) have also separated transmission operations from generation.





7) Implications of Restructuring for Employees 


Many employees of the new BCTC were transferred to BCTC from the old B.C. Hydro Transmission LOB.  A key aspect of the creation of the BCTC from BC Hydro was that employees who transferred would not, for all intents and purposes, lose benefits, seniority, union affiliation or pension after the transfer. 





After the restructuring, as was the case before, B.C. Hydro (and now B.C. Transmission Corporation also) has two labour unions: one representing the office and technical workers (OPEIU) and the other representing the electrical workers (IBEW).  All (or most) of the union members transferred into the B.C. Hydro joint venture with Accenture continue to be represented by the OPEIU.  Most of the union members transferred to the B.C. Transmission Corporation were and remain members of the IBEW.  Both unions continue to have significant representation in the remaining B.C. Hydro (Generation and Distribution LOBs), and in the joint venture.


8) Implications of Restructuring for Electricity Supply 


Post-restructuring, the responsibility for ensuring adequate supply (or alternative arrangements such as increased conservation, energy purchases, contracted load shedding, etc.) is clearly with the Distribution LOB. 





The Distribution LOB is to consider all available sources of supply (e.g. purchase, import) and demand reduction (e.g. conservation, contracted load shedding) and identify low-cost options for meeting energy demand.  In addition, the Distribution LOB has been given a target whereby 50% of new electricity supply is to come from renewable sources, or at least sources which are demonstrably cleaner than those used at present.  (In British Columbia, this requirement substantially requires use of renewables, since a substantial majority of present supply is from hydroelectric generation; conceivably, however, this could permit substitution of natural gas for diesel in regions not connected to the grid.)  The Distribution LOB is accountable to the regulator for meeting these obligations.





Since it is envisioned that the private sector will be providing almost all of the new generation, IPPs will be contracting firm energy to B.C. Hydro Distribution LOB.  Capacity expansion is thus no longer a concern for B.C. Hydro.  The market will provide the capacity to meet contracts for firm energy.  The Distribution LOB must ensure they have firm contracts for adequate supply, but do not need to be concerned with how the firm contracts are ensured by the contracting parties (apart from the usual prudent concern over potential risk of non-performance).  





Delivery of the energy once it has been delivered into the transmission system is the responsibility of the BC Transmission Corporation (within British Columbia).  The supplier or receiver (in this case B.C. Hydro Distribution LOB) is responsible for reserving sufficient transmission capacity to deliver the energy.  For a firm energy contract the transmission reservation must also be firm, which means that the transmission operator (BC Transmission Corporation in this case) will use all reasonable means to guarantee the capacity.  (Non-firm transmission capacity is also available where a firm energy supply is not required.)





B.C. Hydro’s Generation LOB, under a “Heritage Contract”, is contracted to the Distribution LOB to supply low cost electricity from the existing generation sources for a period of at least ten years (terminated thereafter only by government directive, with five years notice).  The contract includes obligations to deliver energy and to pay for that energy.  Existing B.C. Hydro generation projects and potential future upgrades to existing B.C. Hydro generation projects are committed under this heritage contract.





9) Necessary Conditions for Success of B.C. Hydro Restructuring


The necessary conditions for successful restructuring at B.C. Hydro include: �


a) A strong and independent regulator.  This ensures a commitment to move ahead on the part of the utility and, most importantly, it provides a public forum for airing and resolving utility and stakeholder problems.  





b) Staged implementation.  The preliminary stage begins the restructuring within the utility, and the final stage completes the separation with formal creation of a separate legal entity for transmission.


	i) Internal separation of transmission functions from generation and electricity marketing functions prior to spinning off the transmission functions.  This stage gives staff an opportunity to understand and implement the necessary formal separations and adjustments in how they will perform their jobs.  New processes will have to be developed, tested and implemented.  The process of drawing up contracts for services and setting performance measures begins at this stage.


	ii) Final separation of transmission functions into a separate legal entity.  This stage formalizes the separation of (the minimum necessary set of) monopoly transmission functions from the vertically integrated utility to the new transmission entity.  The transmission entity must be solely responsible for operation of the grid so as to ensure fair and non-discriminatory access to all generation providers.  All contracts are put into place at this point with verifiable performance measures.





c) Full management accountability.  Management must actively and enthusiastically lead the transition at every step, demonstrating that the transition is their main priority and that they are fully committed to its success.  The staff will take their lead from management, so there can be no appearance that management are not fully committed.  Managers’ jobs must depend on a successful outcome and their active leadership step-by-step toward that outcome.





Management must understand and fully support the change, and must be held fully responsible for ensuring their staff understand and support the change.  





d) Alleviating concerns of staff over their own welfare.  Staff must feel that their welfare will be protected, and that they will not lose by the change.


 


Their first concerns will naturally be for the impact on them personally, with questions such as:


“What will happen to my job?  Will I still have a job?”


“How will my responsibilities change?”


“Will my pay be reduced?”


“Will I lose my employment benefits?”


“Will I still be represented by my union?  Will our contract be the same?”


“How will my opportunities for advancement change?” 





Staff will be concerned and even afraid, so they must be reassured before they can begin to accept and support the change. Only when they are confident about their own welfare will they be able to focus their attention on supporting an effective transition.  





There is a branch of Human Resources known as Change Management which offers proven techniques, structures and tools to make it easier for staff to accept and embrace the changes.  Major changes offer major new growth opportunities for personnel who are open to new challenges, and staff must come to see the changes in terms of these opportunities rather than as an unpleasant burden.


� Brett Garrett is a Ph.D. electrical engineer with almost 20 years of work experience in transmission operations and control in British Columbia Hydro. 








