Alberta’s independent utilities regulator

Annual Review 2016

Our Vision:
The Alberta Utilities Commission is a trusted leader that delivers innovative
and efficient regulatory solutions for Alberta.
Our Values:
The Alberta Utilities Commission regulates the utilities sector, natural gas and electricity markets where
competitive market forces do not.
The Alberta Utilities Commission is fair, open and transparent in its regulatory processes and delivers
sound principled decisions.
We are partial and objective.
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Looking forward
A central thread in the work of the Alberta Utilities Commission
in 2015-2016 was efforts around powerful new trends in energy,
utilities and the environment. This reflected an evolving and
ambitious province - and by natural extension an evolving and
exciting regulatory agenda.
It was fitting then that the year began with the AUC wrapping
up the celebration and acknowledgement of contributions to
the province over a century of public service as the Alberta’s first
regulator, an agency that has purposefully shifted and adjusted to
deal with the challenges and necessities of a growing and evolving
province. It was fitting the year finished with the AUC focused on
implementing a carbon levy that is a central plank in Alberta’s
Climate Leadership Plan.
AUC Chair Willie Grieve spoke of the future at our centennial
wrap-up event in 2015. He noted that although the world - and
particularly Alberta - has changed greatly in 100 years, the AUC
remains dedicated “to ensuring that the industries that
are the foundation of our economy are operated in a way
that serves the public interest.” It is this focus that shapes the
AUC’s vision to deliver innovative and efficient regulatory solutions
for Alberta.
While the AUC’s roots go back to 1915, its work today reflects
the changes in priorities and methods of the modern world that
continue to evolve every day. For example, among the AUC’s
responsibilities is to ensure electricity generating facilities in
Alberta, including renewables, are developed in a manner that
serves the public interest.
In 2015-2016, every application received for generation
projects involved renewable or low-emission energy, the
bulk of it wind power. Times have changed.
Facilitating, simplifying and smoothing the regulatory path for
wind power generation has been a key piece of work for the AUC in
recent years. It resulted in the adoption by the AUC of the buildable
area concept, that allows proponents to obtain regulatory approval
and give them flexibility to adopt the latest-available wind energy
generation technology. Considerable work has been done around
our wind rules, as well, to ensure developments don’t unacceptably
affect nearby residents.
The efforts on ensuring generating facilities meet modern
expectations reflect that the core of the AUC’s work revolves
around two types of work; facilities applications to build
electricity generation or transmission, and consumer natural gas

transmission; and utility rates work to ensure Albertans receive
utility service at just and reasonable rates while utility owners have
an opportunity to earn a fair return on their investment. Of course
the AUC does much more than this, including adjudication of cases
of alleged market misbehaviour and developing, implementing
and monitoring standards in many areas of utility operations.
In 2015-2016, the AUC completed a high-profile proceeding
involving manipulation of Alberta’s wholesale electricity market by
TransAlta Corp. It resulted in the AUC accepting and applying the
largest administrative penalty in Canadian history, that along with
costs saw TransAlta pay out a record $56 million. It reflected the
seriousness with which the AUC treats ensuring Alberta markets
remain efficient and that Alberta’s utility customers not be harmed
by unfair activity.
In the area of rates scrutiny and determination, the AUC’s focus
also very clearly reflected a view to the future, with the initial work
on the next generation of performance-based regulation, or PBR.
PBR applies to all of Alberta’s distribution utilities, both electric
and natural gas. The first round of PBR was instituted in 2013 and
aimed at constraining consumer distribution costs by linking rates
to inflation moderated by a demanding efficiency factor. It is and
was applied as an alternative to a cost-of-service approach, which
does little to constrain costs and some argue, encourages the
opposite. Work is well underway to refine and sharpen Alberta’s
PBR, as well as the affiliated capital tracker program, designed to
give utilities an avenue to obtain capital funding from rates for
needed projects that fall outside the PBR formula.
As it looks forward, the AUC must ensure that its mechanisms and
systems remain up-to-date, relevant and most of all, effective.
In 2015-2016, we implemented a sweeping new eFiling system
that delivers enhanced functionality, flexibility and efficiency to
applicants and the AUC, improved transparency to all stakeholders
and comprises management information systems that help the
AUC sharpen its game now and in the future.
Throughout the year, the AUC was involved with projects and
initiatives to fulfil its goal of being a resource for government,
as policymakers map the path forward for Alberta. As an expert
tribunal with a century of experience, the AUC has tremendous
technical, procedural and industry insight, informed by a public
interest mandate that sits at the centre of everything we do. In this
time of change the AUC is dedicated to facilitating Alberta’s efforts
to support Albertans and our economy – as it has always been. We
are excited to work to help navigate Alberta’s new directions.

The AUC wrapped up the celebration of more than a century of public

service as Alberta’s first regulator, an agency that has purposefully
shifted and adjusted to deal with the challenges and necessities of a

growing and evolving province.
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Reflections from Willie Grieve and Bob Heggie

Two very different agendas dominated our work in 2015-2016 – the
adjudicative agenda and the change agenda. The scope and scale of
these examples reflects the critical importance of a trusted, independent
regulator in a sector that continues to sustain significant new demands and
changing emphasis.
The change agenda suggests new opportunities and new accountabilities for the AUC as the province explores changes to Alberta’s
electricity sector and other measures to address environmental, climate and utility price volatility goals. We are very excited to be an
independent, expert and adaptable resource for government and for Alberta as change moves forward.
One of the most public, and inevitably criticized, areas of our work is on our adjudicative files. The 2015-2016 period was a year of simply
outstanding delivery on that front, with a robust volume of decisions and a number of key proceedings on critical issues.
Central to effective, independent regulation is trust and confidence in the regulator and its role in regulating energy markets and
infrastructure. The trust element hinges on the AUC’s ability to credibly and effectively deal with a range of complex challenges, many of
which carry significant consequences for consumers and the companies we regulate.
Decisions based on flawed reasoning or a lack of attention to fairness will result in frustration and delay and, ultimately, to a corrosive
effect on future confidence in the regulatory process.
In July 2015, the AUC determined that TransAlta Corporation had acted anti-competitively in the electricity generation market. The $56
million fine is one of the highest, if not the highest, financial penalties ever imposed by competition authorities in Canada. This landmark
case was an example of simply outstanding delivery by the assigned Commission members and staff.
Another significant task in 2015-2016 was reviewing the performance-based regulation (PBR) structure for Alberta’s distribution
companies. This PBR framework is essential, and directly relevant to today’s challenges as it provides a revenue funding mechanism that
allows companies to focus on delivering efficient investments and customer service, while allowing returns underpinned by an effective
financing structure.

The change agenda announced by the Alberta government heralded a radical overhaul of the electricity sector. Transformation of this
sector is key to the government’s climate leadership plan and a package of policies have been announced. These include:
• A revised price on carbon.
• The introduction of long-term contracts with price certainty to provide incentives to invest in renewable generation.
• An emissions performance standard for generators.
• A capacity mechanism to ensure future supply.
• A phase-out of existing coal generating plants.
• A cap on the regulated rate option (RRO) electricity rate to mitigate volatility for consumers.
We believe that within this new policy framework, independent regulation continues to be crucial to providing the stability and
continuity required to attract the significant investment required to meet the government’s climate change objectives.
The AUC remains a highly respected organization, well placed and adaptable to meet the many challenges that lie ahead. Decisions that
assure consumers that companies are playing by the rules are vital to building confidence and trust in independent regulation. Equally
vital is the confidence and stability created through PBR that will generate the investment Alberta requires to deliver on its climate
change agenda while meeting future energy needs.
Among the values of the AUC is to be accountable and to strive for excellence in everything we do. We feel we made progress in this
regard in 2015-2016. While much of this appears elsewhere in these pages, some distinctions include:
• Since 2008, on a cost-per-ratepayer basis, the AUC improved its cost efficiency in delivering utility regulation by 15 per cent.
• More than four-fifths of our employees say they are proud to work for the AUC, 77 per cent would recommend the workplace to
their friends and 72 per cent say they are inspired to give their very best. Our 2015-2016 employee engagement index of seven
measures was the highest ever.
• The AUC met 79 per cent of its stretch performance targets (27 of 34). When circumstances beyond the AUC’s control were
considered, that rating rose to 94 per cent (32 of 34).
The work of this Commission and of its excellent staff is both remarkable and extremely important with the new focus on energy and
environmental investment. It is in this environment that an independent, trusted regulator becomes so important.
We are confident we speak on behalf of the entire senior management team when we thank our highly talented and dedicated staff
colleagues and Commission members for their efforts and sacrifices over the past year.

Willie Grieve
Chair, Alberta Utilities Commission

Bob Heggie
Chief Executive, Alberta Utilities Commission

Rates
Utility rate determination lies at the very heart of the AUC’s
At the same time, a major facet of the AUC’s goal to both
mandate to regulate Alberta’s utilities sector in a manner that
rationalize and make more efficient rate determination in Alberta
supports the public interest. It also accounts for a substantial
– while, purposefully, encouraging efficiency among the utilities
portion of the organization’s workload. In 2015-2016, the
themselves – has been the development of performance-based
AUC received more than 375 rates applications. Most of these
regulation. Performance-based regulation, or PBR, was established
applications were routine
for Alberta’s distribution utilities
“The Alberta Utilities Commission has in 2013. It is designed to keep
and could be dealt with in a
streamlined manner, however proved to be the toughest regulator in rates lower than they would
91 resulted in written or oral
otherwise be by linking rate
North America in determining deemed increases to inflation, less an
proceedings before the AUC,
numbers that reflected an
demanding industry efficiency
equity components and approved
increased workload from
factor. In 2015-2016, the AUC was
ROEs
for
publicly
traded
electricity
2014-2015.
heavily engaged in developing
the next generation of PBR,
companies.”
In rates determination, the
to take effect in 2018. Central
AUC must balance what can
in these efforts was reviewing
The Quality of Regulatory Regime for Electric Utilities: alternative approaches to how
be and often are in practice,
competing goals: To ensure
Alberta versus Ontario - DBRS Limited, February 2016. capital funding is managed and
consumers receive safe and
scrutinized in the PBR context.
reliable utility service at just and reasonable prices, with ensuring
utility owners have a reasonable opportunity to earn a fair return
PBR reflects the AUC’s commitment to improving regulatory
on their investment. These competing goals lie at the centre of why efficiency, certainty and consistency. An additional avenue through
an independent regulator is so essential.
which the AUC pursues these goals is by establishing principles
in generic proceedings, and by consulting and using rule-making
Since its establishment in 2008, the AUC has taken a multito avoid litigation where appropriate. In this vein, the AUC also
faceted approach to streamlining and rationalizing its oversight
sought to standardize the methodology utilities use to calculate
of utility rate scrutiny and determination. It also developed and
and report income tax, and, in February 2016, issued guidance on
implemented timelines to ensure applications were dealt with
how gas and electric utilities report capital structure, earnings and
in a timely basis. This has resulted in the AUC generally having to
calculate their return on equity. This is to ensure consistency of
scrutinize fewer rate applications, and applying strict performance treatment and in information provided to the AUC.
expectations on those that remain.

Utility rate determination
lies at the very heart of the AUC’s
mandate to regulate Alberta’s utilities
sector in a manner that supports the

public interest.

The AUC’s mandate includes

regulatory oversight of Alberta’s wholesale
electricity market to ensure the market operates in an

efficient and competitive manner.

Market oversight and enforcement
The AUC’s mandate includes regulatory oversight of Alberta’s
wholesale electricity market to ensure the market operates in an
efficient and competitive manner. Similarly, the AUC has a role in
ensuring system operator rules do not unnecessarily impede the
competitive functioning of the electricity system. Additionally,
the AUC works continuously to fine-tune and make more efficient
its existing regulations, and to help develop new ones aimed at
reflecting changing government legislation. In the wholesale
electricity market and in other facets of regulating Alberta’s
utilities sector, the AUC has an enforcement role and enforcement
powers.
There were several key developments in this area of
the AUC’s operations in 2015-2016, but none were more
prominent or as clearly indicative of the AUC’s public
interest role as the determination in October 2015 that
TransAlta Corp. would pay $56 million in penalties and
fees to resolve contraventions of the wholesale electricity
market rules. At nearly $52 million, the administrative penalties
involved were understood to be the largest of their kind ever in
Canada, and close to the maximum limit available under law. The
penalties, which included a disgorgement of profit and a further
$25 million penalty, as well as investigation costs of the Market
Surveillance Administrator were for four contraventions of Alberta’s
Electric Utilities Act and its Fair, Efficient and Open Competition
Regulation, and for insider trading.
Some of the AUC’s work in the markets area was more mundane,
but nonetheless crucial for ensuring Alberta’s market operates
properly. This included updating the AUC’s Rule 19 on specified
penalties of system operator rules and reviewing and revising
filing requirements around requests for the preferential sharing

of records among market participants. Other efforts focused on
establishing and building regulatory resources and insight for the
future, such as the developing analysis and discussion on electricity
forward markets, on applying economic principles to system
operator rule development, and on forecasting issues around
available transfer capability at Alberta’s interties and the related
impact on the market.
In the area of regulatory policy, the AUC had a full agenda of
projects, some of which touched on a review of and improvements
to safeguards for vulnerable persons around utility disconnection.
The AUC is proud to have been a pioneer and recipient of a national
award in this area, which requires cooperation between regulated
and regulated utilities, government departments and social service
agencies. Other efforts include ongoing enhancements to AUC
Rule 004: Alberta Tariff Billing Code, and on AUC Rule 001: Rules of
Practice. Central to the AUC’s focus on ensuring safe and reliable
delivery of utilities, considerable work was focused on reviewing
and enhancing the AUC’s rule on service quality, reliability and
monitoring.
In a related area, the AUC moved forward with a utility asset
monitoring program, which is intended in part to optimize
outcomes for consumers of utility disposition of assets, by ensuring
they are supported by rates no longer than necessary.
Across markets, enforcement and regulatory policy, in 20152016 the AUC found new efficiencies in its own operations, by
combining its former markets and regulatory policy divisions. The
AUC continues to explore refinements in its own structure and
operations to identify possible efficiencies.

Generation and transmission
The generation of electricity and the transmission of power
and of natural gas in Alberta are critical enablers of the
province’s economy; the AUC’s responsibility is to ensure they
are developed, built and operated in the public interest while
reflecting public policy goals outlined in legislation and regulation.
The AUC also serves as a resource for government as it explores
new paths around the generation and distribution of electricity,
for example in the areas of distributed generation and sustainable
generation.

Major facilities decisions issued by the AUC included AltaLink’s Red
Deer Area Transmission Development, several projects related to
ATCO Pipelines’ urban pipeline replacement initiative, TransAlta’s
856-megawatt Sundance 7 Generating Station, and the AESOENMAX 138 kV South Calgary Transmission System reinforcement
project. Also underway were major proceedings on the AESO
south and west of Edmonton area transmission reinforcement,
the Thickwood Hills Transmission Development, and the Alberta
Powerline Fort McMurray West 500-kV Transmission Project.

Specific to transmission projects, generally speaking the AUC
examines these in two stages; first the need for the project is
determined after being preliminarily identified by the Alberta
Electric System Operator (AESO), and if need is confirmed through
a quasi-judicial, evidence-based process then the suitability of
a proposed project solution, or facility, is the subject of a second
proceeding. Occasionally these two stages are combined. The AUC
includes environmental reviews, as applicable, in both stages.

The choice to develop and the risk of building electricity generation
in Alberta is the developer’s, nonetheless the AUC scrutinizes and
assesses proposals to build generation to ensure they are in the
public interest, with a focus on economic, environmental and social
considerations. In 2015-2016, the announcement of the Alberta
Climate Leadership Plan sharply escalated interest in renewable
and low-emission generation.

In 2015-2016, the AUC had a busy year scrutinizing and
considering facilities applications, across the breadth of generation
and transmission of both electricity and natural gas. The number
of these applications has slowed in recent years, following major
system reinforcements earlier this decade. At year-end the
number of active applications was nearly triple a year
earlier, reflecting in part a surge in interest in renewable
generation as Alberta moves to green its generation fleet.

The AUC’s facilities staff were centrally involved in work to
streamline the AUC needs process around abbreviated need
identification from the Alberta Electric System Operator, reflecting
changes to provincial regulations. This resulted in changes to the
AUC’s Rule 007, which covers application requirements for facilities
projects. The same rule was also reviewed around environmental,
technical and other requirements that needed updating. Staff
were also involved in reviewing and reporting on regulatory
requirements around distributed generation, and in governmentled discussions and research on small-scale and renewable energy
generation.

Electricity Sector Overview
Generation

Electricity is generated through power facilities
across Alberta. These facilities generate electricity
using largely coal, gas, wind, solar, and hydro.

Transmission

Grid transmission lines carry high voltage
electricity over long distances from the
generating site.

Distribution
Distribution is among the largest and most visible parts of Alberta’s
utility system, as it is this portion of the industry that delivers
energy to the consumer, whether the consumer be a residential
homeowner, or an industrial business. These distribution
systems that deliver electricity and natural gas must be resilient,
widespread, dependable - and able to capably satisfy demand at
its peaks.
In recent years, what has been rapid growth of the Alberta
economy and population prompted and required substantial
expansion – and in many cases reinforcement – of the electricity
and natural gas distribution network that is essential to serve
Albertans reliably. Since 2006 alone, the population of Alberta
has risen by nearly one million people, meaning more people
spread over wider distances, must be reliably served. Moreover,
the proliferation of electronic devices has meant consumption has
risen. Costs to build these types of infrastructure to reliably deliver
electricity and natural gas have mushroomed.
All of this has necessitated substantial growth of Alberta’s
backbone electricity transmission system, and from that,
enhancement of the electric distribution systems across the
province. Similarly, growth and expansion has prompted very
material replacements, additions and extensions to Alberta’s
consumer natural gas delivery networks. By their nature, these
must remain capable, available and dependable 24 hours a day,
365 days a year.
Along with the necessary overall increase in costs due to growth
and reinforcement, in 2015-2016, as the cost of energy - electricity

and natural gas – fell to or near historic lows, the escalating cost
of distribution charges, most of which reflect fixed costs, became
more noticeable.
The AUC has been working to moderate and constrain
these increases since the beginning of the decade. While
the AUC has always sought to encourage efficiency within the
utilities it regulates, in 2011 and 2012 the AUC developed and then
implemented performance-based regulation or PBR for Alberta’s
distribution utilities. Under this regime, which applies to all Alberta
regulated electricity and natural gas distribution companies,
distribution rates are constrained to the rate of inflation, less a
productivity factor. The goal of PBR is to keep rates lower than they
might otherwise be, while protecting reliability and safety.
PBR has shown to be causing utilities to rethink how they conduct
their business by creating incentive to drive efficiencies, reduce
costs and innovate. Customers also ultimately benefit from the cost
savings.
A number of other charges are added to Albertan’s utility bills at
the distribution level. Administration fees such as franchise fees are
largely the result of municipal agreements with utility providers
granting them exclusive territory and in lieu of certain taxes. In
some although not all cases, these fees are examined by the AUC
in open, quasi-judicial proceedings. Applicants must demonstrate
that costs are reasonable and interveners are welcome to
demonstrate otherwise. The AUC establishes such fees based on
the evidence that is brought before it, but must be convinced that
they are just and reasonable.

Distribution

Retail

Electricity distribution carries electricity
from the transmission system to individual
consumers.

Electricity retail is the final sale of power
to the consumer. Retailers bill consumers
for electricity use.

Organization
The AUC is committed to applying the same discipline to
its operations that it expects and cultivates in the utilities
which it regulates.

Through the latest fiscal year, the AUC has rolled out additional
functionality and fine-tuned the system, while accommodating
the impact of regulatory changes.

In 2015-2016, the AUC was able to reach a number of milestones
in its evolving plan to improve its effectiveness and efficiency as
an organization. As part of its strategy, the AUC collaboratively
engages stakeholders to optimize outcomes.

With a crucial mandate around utility services for Albertans,
ensuring the AUC is able to physically function in catastrophic
circumstances is critical. In 2015-2016, the AUC finalized and
implemented a business continuity plan that included securing a
secondary computing centre, alternative office space and service
agreements which are available if they are needed.

Reflecting the primacy of people and their skills as an
organization’s greatest resource, the AUC moved forward with
its sweeping human capital plan. The AUC’s human capital plan
seeks to meticulously inventory needed skills in individual roles
and across the organization, to assess the level and competence of
those skills among incumbents, identify gaps and facilitate efforts
to close the gaps. The system is also an enormously helpful tool
around succession planning and candidate assessment for new
hires. The plan includes the implementation of new online systems
for employees to assess their competencies, performance and
progress against goals, track to their progress and career within the
AUC.
In early 2015, after several years of careful research, stakeholder
consultation and supplier investigation, the AUC launched a
completely new online regulatory filing, application tracking
and document repository system. This system, called eFiling, is in
large part an “off-the shelf” solution, and replaced a system the
bulk of which was at least 30 years old and much of which was a
custom build. The new eFiling system includes vastly enhanced
management information, application tracking, and workflow
management aspects that allow the AUC to better manage its
proceedings processes and assess and improve it efficiency.

As a regulatory tribunal with quasi-judicial powers that makes
decisions involving potentially billions of dollars, the AUC guards
its necessary independence carefully. However the AUC also
firmly believes that stakeholder input and ideas can create better
outcomes within its regulatory and operational mandate. Each
year the AUC surveys stakeholders in depth and uses the results
to assess its performance and to identify, develop and implement
improvements. In our latest survey in 2016, the AUC received high
marks in most areas.
In 2015-2016, the AUC supplemented this approach with a
meeting between AUC Chair Willie Grieve and other Commission
members, and representatives of regulated utilities, intervener
groups and other stakeholders. The on-the-record meeting in
October 2015 allowed applicants to better understand the AUC’s
general regulatory approach on a number of matters, and the
AUC to better understand and respond to procedural and process
challenges that concern our stakeholders. The benefits of these
types of consultation include a better and more efficient regulator,
and greater understanding of the AUC’s approach on general
regulatory matters.

After eight years of operations, the cost of the AUC is 15 per cent less on a
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The Alberta Utilities Commission is an independent, quasi-judicial expert tribunal mandated and empowered by provincial legislation
to protect the public interest in Alberta’s utility sector. The AUC’s vision is to be a trusted leader that delivers innovative and efficient
regulatory solutions for Alberta.
The AUC receives no funding from government, however its budget, financial results and performance are reviewed annually by the
auditor general and Alberta Treasury Board. AUC funding is collected in its entirety from industry participants through an administration
fee that is levied on each participant based on AUC expenditure recovery.
The AUC actively identifies, evaluates and implements changes that improve the effectiveness and efficiency of our regulatory processes
on an ongoing basis. After eight years of operations, the cost of the AUC is 15 per cent less on a per-consumer basis, despite a regulated
utilities sector with a rate base that has tripled in value to $21.8 billion, a 23 per cent increase in Alberta’s utility consumer base to three
million sites, and a 43 per cent increase in average weekly earnings in Alberta’s utilities sector.
The AUC is not only independent, expert and efficient, it is also effective: Since its creation in 2008, no decision of the AUC for which it was
solely responsible has been successfully appealed through the Alberta Court of Appeal.
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