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Excerpts from “RATE SUPPRESSION AND DEBT TRANSFORMATION: THE POLITICAL USE OF 

BC HYDRO 2008 TO 2014” which has been accepted for publication by BC STUDIES for the fall 2016 

journal. BC STUDIES has the copyright to the full article. 

By Richard McCandless 

 

With actions gamed for their effect, rather than the harder accountability that comes with transparency, 

the tough-minded decisiveness at the center of both good government and sound business gets subtly 

corrupted. Ron Suskind, Confidence Men, p.258. 

 

CROWN CORPORATION NET INCOME AND PAYMENTS 

For F2008, the total net income of the self-supporting Crown corporations was approximately $3.0 

billion, which exceeded the revenue collected by the corporate income tax and approached 60 per cent 

of the total provincial sales tax revenue.  The Canadian public sector accounting standard assumes that 

all of the net income from these entities count as revenue to the government’s consolidated revenue 

fund, while any dividend or other cash payments help reduce the government’s borrowing 

requirements.  Most of the net income generated by the lottery and liquor distribution operations is 

transferred as a cash payment. For BC Hydro and ICBC, however, only a portion of the net income in any 

year is actually transferred. Following legislative changes in 2010, ICBC was required to transfer excess 

optional insurance capital to the government rather than reduce rates.    

The distinction between the accounting recognition of the net income from self-supporting Crowns as 

government revenue and the actual cash transfer would become important in the coming years, as the 

government sought to achieve its three-year balanced budget target. Between F2009 and F2014, the 

government recorded approximately $5.2 billion in net income from BC Hydro and ICBC, while the actual 

cash transfer was $2.1 billion. 

 

RATE SETTING AND THE RETURN ON EQUITY (ROE) 

Provincial legislation required the BCUC to set rates using the cost of service method, which was 

designed to produce sufficient revenue to cover the utility’s costs, and to provide a reasonable profit, or 

return on equity (ROE), to the shareholders based on the level of risk.  The ability of the regulated utility 

to cover costs and achieve the ROE depends on the utility achieving the forecasts of revenue and 

expenditure established in the rate-setting process. The ROE for BC Hydro was set by government 

regulation at the equivalent to the ROE approved by the BCUC for Terasen Gas (later FortisBC Energy 

Inc.) which was the benchmark.  In January 2008, the amount of potential profit that BC Hydro could 

earn was substantially increased when the cabinet ordered that BC Hydro’s ROE for rate setting be 

calculated on “deemed” equity calculation, which resulted in a net income target approximately 30 

percent greater than that produced by using the accepted accounting definition of equity.   
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THE 2008 FINANCIAL CRISIS AND RECESSION 

BC Hydro filed its F2009 and F2010 rate request with the Utilities Commission in February 2008, but the 

deteriorating economy forced a number of revisions to the budget forecasts during the next eight 

months. 

The proposed 15.9 percent cumulative increase, together with a forecasted 15 percent rise in the 

following two years, caused shock and concern among the interveners representing business and 

consumer groups.  Commercial and industrial representatives advised that such a rate of increase during 

the recession may result in the closing of some of their operations. While the government needed a 

healthy net income from the electricity utility to avoid a larger provincial deficit (and the annual 

dividends which reduced provincial borrowing requirements), the cabinet was concerned about a 

possible negative political reaction to a rapid rise in electricity rates. BC Hydro president Bob Elton, in his 

2008 testimony before the BCUC, stated that “there is a surprising amount of discussion about the 

amount and timing of rate increases” at the treasury board committee of cabinet. The government, he 

said, was “vitally interested in that because the shareholder [government] is elected by the customers of 

this company….” (BC Hydro F2009 to F2010 rate request, Oral Hearings, Vol. III, 407.) 

To find a balance between the requirement to set rates to reflect costs, and to mitigate the steep rise in 

costs to consumers, the BCUC agreed to expand the use of deferral accounts.  

Faced with the uncertain economic outlook most interveners supported the greater use of deferral 

accounts to lower the indicated rate increase. The BCUC noted that the difficulty in accurately 

forecasting demand, the effect of changing interest rates on debt servicing, and the fluctuations in 

pension assets presented a difficult problem for rate-setters. It justified the expansion in the scope and 

number of deferral accounts as a “short term transient measure” to restrain the rise in electricity rates 

“during the prevailing uncertainty and volatility in the economy….” (BCUC Decision, 13 March 2009, p2.) 

 

DEFERRAL ACCOUNTING 

The use of deferral accounting is common among regulated energy utilities in North America to 

moderate or smooth indicated rate changes over a longer period. For hydroelectric utilities in particular, 

annual changes in water flows can cause significant variances between budgeted and actual revenues 

and expenditures. By deferring the actual expenditure variance to future rate adjustments, the utility’s 

net income is higher than would have been possible had the cost been expensed. A deferred 

expenditure adds to a utility’s balance sheet assets because it is considered a loan to ratepayers, while a 

deferred obligation to ratepayers (such as a refund) is shown as a balance sheet liability. Deferring 

expenditure variances has a short-term benefit to the utility as it lowers the risk of not achieving the 

planned ROE, and it increases assets and equity. However, if a utility over-uses the deferrals it is likely 

that an independent regulator would reduce the allowed ROE to reflect the lower risk exposure. 

Continued growth in the net amounts deferred will usually require an increase in debt, and may result in 
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cash flow difficulties. For an investor-owned utility, the growth in debt would increase the investment 

risk and may result in a lower share price and higher borrowing costs. 

  

GROWTH OF COSTS, DEBT AND RATES 

During the 2010 to 2012 period, with a return to some stability in the financial markets, the Utilities 

Commission sought to restrain the forecasted growth in the costs of electricity. In early 2010, it rejected 

BC Hydro’s long term plan for electricity supply, believing that the planned phase-out of the Burrard 

Thermal generating capacity in favour of more expensive private power was not in the public interest. 

The government response came through the 2010 Clean Energy Act, which mandated the Burrard 

Thermal exclusion, as well as removing the Commission’s authority to review and approve some $10.6 

billion in planned capital projects, including the new Site C dam, new transmission projects, and the $1.0 

billion expenditure on new smart meter technology. The legislation also limited the location of BC 

Hydro’s future development of major power projects, effectively leaving potential smaller scale hydro 

sites to be developed by the private sector. To encourage this private investment, the government 

shortened the time-frame for BC Hydro to obtain all of its power from provincial sources, rather than 

purchase its variable supply from the wholesale (or spot) market. 

Energy minister Rich Coleman justified the action as being designed to streamline the planning and 

approval process, and to encourage new private sector investment in the province. The government, he 

asserted, should be responsible for energy planning and “not subject to an unnecessary, lengthy and 

costly process before the BC Utilities Commission….” (Hansard, 25 March 2010, p. 5789) 

Within three months of the BCUC F2011 rate approval, BC Hydro filed its rate proposal for the F2012 to 

F2014 years, which amounted to a cumulative increase of approximately 32 percent; if approved, the 

cumulative rate increase for the five years to F2014 would be over 50 percent.  Two days later the 

Auditor General announced a review of the growth and management of BC Hydro’s deferral accounts. 

The rapid escalation in electricity rates in BC Hydro’s submission caused a great deal of media attention 

reflecting public and industry concern. Interest rates were low and unemployment remained at elevated 

levels, but the government’s focus on financial restraint seemed to not apply to its electrical utility. 

Christy Clark, the new premier, soon announced that a panel of senior officials, including the deputy to 

the premier and the deputy finance minister, would review the corporation’s operations and provide 

options and recommendations for minimizing the planned rate increases. 

The report of the senior officials was released in early August. While most of the media attention 

focused on recommendations concerning the growth in BC Hydro’s management numbers and 

compensation practices, the panel did provide a useful review of government policy that was 

contributing to the pressure on rates. Costs were being driven by the government’s financial needs for a 

high net income from BC Hydro, the rapid capital construction program either planned or underway, and 

the direction to BC Hydro to encourage more expensive private power generation. The panel noted that 

the government’s directive on “deemed” equity for rate setting produced a larger net income 

requirement when compared to actual equity. The large net income requirement helped bolster 

government revenues and increased the cash transfer, but put pressure on BC Hydro’s rates. “If a model 

of reduced dividends is used, the province would be required to supplement the dividend shortfall…by 
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reducing its own operating or capital requirements, or by taking on its own debt.”  The panel noted, 

however, that the prospects for debt moderation at BC Hydro were unlikely as its three-year capital plan 

called for over $ 7.0 billion in spending. It cautioned that the province’s credit rating could be down-

graded if the debt levels continued to grow at planned rates. 

The Auditor General’s report on deferral accounting, released at the end of October 2011, provided 

more ammunition for attacks on the government’s management of electricity rates. The linking of BC 

Hydro management bonuses to the achievement of the Crown’s net profit target – a target only 

achieved by deferring expenditure variances—caught the public’s attention and caused significant 

embarrassment to the government. The report focused on the growing balance in deferral accounts, 

and was concerned that BC Hydro did not seem to have a plan to reduce the resulting debt. The report 

showed that the rate regulated accounting technique was being used far more extensively by BC Hydro 

when compared to other public and private power corporations.  In his testimony to the public accounts 

committee,  Auditor General John Doyle was more blunt than carefully worded public report, stating 

that the sole purpose of the whole exercise was to generate revenue for the government; “So what I see 

is a conversion of cash being transferred over [to the government] and a replacement of what would 

normally be the province’s taxpayer supported debt by self-supporting debt in a different entity.:” 

(Hansard, Select Standing Committee on Public Accounts, 25 November 2011, p. 556.)   Charles Reid, BC 

Hydro’s acting president, in justifying the deferrals said that the practice protected BC Hydro’s 

customers from larger annual rate fluctuations, as well as ensuring “a consistent stream of net income” 

to the provincial budget. He noted that “it’s very difficult for us to lose money in a given year…” (Victoria 

Times Colonist, 3 November 2011.) 

 

GOVERNMENT TAKES FULL CONTROL 

On 24 November 2011, BC Hydro filed a revised three-year budget forecast which requested rate 

increases of 8 percent in F2012, and 3.91 percent in each of the two following years, and a reduction in 

the debt repayment surcharge to 2.5 percent. A $490 million reduction in the previous expenditure 

forecast was achieved by a lower forecast for interest rates, reduced operating costs, and a greater use 

of deferral accounts, despite a $276 million increase in the cost of independent power.  In February 

2012, the BCUC approved an interim 3.91 percent rate increase for 1 April 2012, but increased the debt 

repayment surcharge to 5 percent, citing concern that the deferral account balances were continuing to 

grow “without any opportunity in sight to clear them” as required by government regulation. 

Some six weeks later the BCUC announced that the F2013 rate request would be reviewed in an open 

hearing process, rejecting the arguments of BC Hydro and the majority of the intervenors that a 

negotiated settlement process (where non-disclosure rules apply) was preferred.  The BCUC said that 

the rate determination involved important policy issues, including the continuing deferral of significant 

expenditures, the rate of debt recovery, the impact of the transition to new accounting standards, the 

size and accounting treatment of energy conservation expenditures, as well as the cost and timing of 

capital projects. The BCUC believed that many of the costs involved “public policy and/or public interest 

related-issues and as such, in the Panel’s view, require and open and transparent review.” (BCUC 

Decision, Appendix A, 30 March 2012.) 
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Another public airing of the reasons for the rapid rise in electricity rates, coming just months before an 

anticipated provincial election, was not acceptable to the Liberal government. In May 2012, the cabinet 

ordered the BCUC to approve the November rate proposal, and even lowered the April 2014 increase 

from 3.91 percent to 1.44 percent.  Energy minister Rich Coleman justified the action by claiming that 

the BCUC was planning a 7.0 per cent rate increase, which was much higher than what the government 

wanted, and he denied that political considerations concerning a possible election influenced the 

cabinet’s decision. 

 

A NEW FINANCIAL PLAN FOR BC HYDRO 

The small rate increase in April 2013 may have calmed public concern about rising electricity costs, but 

within months Bill Bennett, the new energy minister, was warning that the planned growth in capital 

expenditures would require rate hikes, and publically lobbied for a reduction in the government’s 

expected revenue from BC Hydro. “Governments – the NDP and us – have become too reliant on BC 

Hydro’s annual dividend” which would result in a situation where we have less leverage to force 

important changes to make the corporation operate like a commercial corporation – which is what my 

overall goal is.” (Globe and Mail, 30 June 2013.) 

In the summer of 2013, BC Hydro approached the government with a cumulative 26.4 percent ($1.0 

billion) rate increase for F2015 and F2016, primarily because of higher debt service costs and higher 

costs for private power commitments. The government rejected the proposal and formed a joint 

working group to develop a lower cost alternative. The importance of the rate issue to the government 

was evidenced by the attendance of the deputy minister to the premier, the deputy minister of finance, 

and the president of BC Hydro at the planning sessions held through August and September. During the 

review, BC Hydro warned that the BCUC review process was a risk to any rate proposal and to the 

government’s fiscal plan, as the regulator was likely to disallow some of the proposals to moderate the 

rate increases. (Background documents in FOI Request 2014-000216 released on 9 April 2014,) BC Hydro 

advised the working group that over $1.3 billion of the $4.8 billion in proposed F2016 revenue would 

assist the government’s budget through net income ($780 million), water rental fees (400 million), and 

taxes ($200 million).  

In late November, energy minister Bennett unveiled the government’s comprehensive ten-year 

financing plan which had been developed by the working group. The plan included cabinet-ordered rate 

increases of 9 percent for F2015 and 6 percent of F2016, and retained the high ROE target.  The Utilities 

Commission would be allowed to review the rates commencing in F2017, but its independence was 

curtailed as potential rate increases would be capped by government order at 4, 3.5 and 3 percent 

respectively for the next three years. The plan included the gradual phase-out of the annual dividend 

payment to the government, setting the debt to equity ratio at 60/40, fixing the net income at the 

current excessive level plus inflation, and holding the debt repayment surcharge at 5 percent.  It was 

clear that the minister of finance had insisted that the net income stream be maintained, but Bennett 

did succeed in breaking the link between growing debt levels and the resulting increase in net income. 

More details of the plan became public in March 2014 when BC Hydro filed its F2015 to F2016 rate 

application.  While the government was now directing the BCUC decisions, a formal approval of the 

package of changes was still required by the regulator. The filing came one day after the cabinet 
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approved two directives to the BCUC containing specific details on the financial issues announced in 

November.  The Hydro application revealed two key aspects of the plan that were not part of the 

November announcement. The first was that the 5 percent debt repayment surcharge would, over a 

period of years, be repurposed to fund normal operations. This redirection effectively added to the 

announced increase in BC Hydro operating revenue during the first five years of the plan. 

Of more concern was the government’s creation of a new and unprecedented “rate smoothing” deferral 

account.  Previously, variances in actual expenditures to those approved in the rates had been deferred 

in anticipation of inclusion in future rates. This new account accelerated unapproved future revenue 

into the early years of the ten-year plan, thereby allowing BC Hydro to achieve the desired net income 

without raising electricity rates even higher. The ten-year rate deferral plan included in the BC Hydro 

submission showed the balance in this rate acceleration account rising to $785 million by F2021.  Had 

the government covered the revenue requirement of the early years in a more conventional manner, 

either higher rates would have been required or the net income would decline. The redirection of the 

debt repayment surcharge, and the acceleration of hypothetical future revenue, allowed the 

government to announce lower than required rates while increasing the net income.  The BC Hydro ten-

year deferral account plan forecasted that the net deferral balance rising to approximately $5.0 billion 

by F2020, and then slowly declining in future years. The forecast was based on the unlikely assumption 

of no new additions to the cost of energy deferral accounts. 

The government’s actions were criticized by the NDP during the spring legislative sitting, with opposition 

leader John Horgan charging that the government was controlling the BCUC, and manipulating 

electricity rates for political purposes. Premier Clark responded that the government was trying to find a 

balance between renewing BC Hydro’s aging assets and keeping rates as low as possible.   Energy 

minister Bennett defended the new financing plan by saying the government could not afford to reduce 

BC Hydro’s dividend sooner, and the creation of the new rate smoothing account maintained the net 

income while avoiding the need for higher rates.  The previous year Bennett said that, without the 

expenditure deferrals, the necessary rate increase would have a “horrible impact on ratepayers” and 

that would result in “blood on the streets, I’m sure.” (Hansard, 17 July 2013, p, 644.) 

 

Two other reports that had a direct bearing on the government’s relationship with BC Hydro and the 

BCUC were made public in 2014. The joint federal-provincial panel established to review the Site C 

project released its comprehensive report in May 2014. 

The report noted that the finances of BC Hydro and the provincial government “have been intertwined 

by the latter at the expense of the former.” The panel stated that “BC Hydro’s present financial 

condition, with its immense deferral (‘regulatory’) accounts and the absence of a real equity base” was a 

consequence of government policies to extract revenue and suppress rates: “In effect, the Province has 

been increasing the total of its direct and indirect debt while classifying BC Hydro’s portion of it as being 

supported by rates it did not allow BC Hydro to charge.” 

Some six months later the government received the report of a task force established to review the 

operation of the Utilities Commission. The task force panel consisted of a former chair of the BCUC, a 

former deputy minister and chair of BC Hydro, and a respected lawyer well versed in the BCUC process. 

The recommendations centred on restoring the government’s and key stakeholder’s confidence in the 
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BCUC, which would be accomplished by strengthening its resources and independence. The panel stated 

that the government should clearly delineate its role in setting energy policy and providing direction on 

specific matters, “then leave the Commission to act independently within its mandate.” 

 

TRENDS AND COMPARISONS 

A comparison of certain key elements in the finances of BC Hydro to other Canadian energy utilities 

provides useful insights as to how the government has managed the finances of the public utility. 

 BC Hydro was able to achieve high profits and grow its equity through a combination of rate increases 

and an extensive use of deferral accounts. The other utilities surveyed also defer certain expenditure 

and revenue variances to help smooth annual rate fluctuations, but none exploited the deferral account 

option to the extent as did BC Hydro. This is demonstrated by comparing the percentage ratio of the 

corporation’s net asset and liability balance in deferral accounts to the reported equity (Hydro Quebec 

and FortisBC have fiscal years that are January to December).  

                         RATIO OF NET DEFERRAL TO EQUITY 

            F2008 F2009 F2010 F2011 F2012   F2013  F2014    

BC Hydro 29.7 46.8 64.0 75.0 83.8 126.6 121.4 

Hydro Que.   4.7   5.0   4.8   6.0   6.9(e)     7.5(e)    8.4 

Man Hydro 12.7 14.9 11.9 10.4   8.9     9.6   11.7 

FortisBC  N/A N/A 25.1 32.9 37.0   39.0   35.0 

Source: Financial Statements.  

The data show that throughout the period a growing proportion of BC Hydro’s assets and equity was 

composed of deferred expenditures; in F2014, for example, the net deferrals totaled $4.70 billion while 

the reported equity totaled $3.87 billion. Without the deferral accounts the Crown utility would have 

not achieved its high net income to equity levels, since the equity would have been greatly reduced. In 

fact, all else being equal, BC Hydro would have become insolvent during 2013. Yet it is unreasonable to 

expect BC Hydro to manage annual rate fluctuations in the absence of some degree of expenditure 

variance deferral. 

During the seven years under review, the net balance in the BC Hydro deferral accounts jumped from 

approximately $0.5 million to $4.7 billion. 

Would the adoption of a more restrictive approach to the use of deferral accounts have required rate 

increases resulting in “blood on the streets” as the energy minister suggested? The minister’s statement 

assumed that the government would have insisted that BC Hydro achieve the accumulated net income 

difference of $ 3.4 billion recorded during these years; profit the government needed in order to achieve 

its balanced budget target. The restricted deferral option, without further rate increases, would have 

forced the government to run larger deficits, or raise taxes.  Rather than restricting the use of deferral 

accounts, the ten-year financing plan of November 2013 continues the same financing policies 

characterized by lower than required rate increases and a growing net income stream to the province. 
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The new financing plan now incorporates a new revenue acceleration deferral account and the staged 

redirection of the debt repayment surcharge, to maintain the illusion of profitability at BC Hydro. 

In January 2015, energy minister Bennett admitted that most of the dividends paid by BC Hydro had 

been financed through borrowing, and one can assume that most of the reported net income was also 

added to the debt. Nonetheless, when BC Hydro’s three-year service plan was released a month later, a 

further $2.0 billion in cumulative net income, and approximately $1.1 billion in cumulative dividend 

payments, were forecast between F2016 and F2018. 

 

CONCLUSIONS 

The 2007/08 financial crisis, and the resulting economic recession, significantly reduced the provincial 

government’s revenues, forcing it to incur budget deficits from F2010 to F2013. The debt for 

government operations -- the taxpayer-supported debt -- rose from $28.5 billion in F2008 to $41.8 

billion in F2014.  The Liberal government prided itself on being disciplined and prudent financial 

managers, but the worst financial crisis since the Great Depression of the 1930s forced desperate 

measures in an attempt to retain the public’s trust in its management of the provincial finances. 

Beginning in 2009, the over-arching government priority was to restrain government expenditures, and 

to maintain or enhance non-tax revenues, with the goal being a balanced budget by F2013. 

The adoption of the HST, and the booking of the $1.6 billion federal inducement, was a highly visible 

aspect of the revenue strategy which caused a political backlash. The manipulation of the finances of 

ICBC, and especially BC Hydro, was more incremental and did not garner anywhere near the same 

degree of public attention or concern. In introducing the government’s F2014 budget, finance minister 

de Jong proudly announced that the provincial budget was now balanced, and the growth in taxpayer- 

supported debt was moderating. He did not discuss how the government had manipulated BC Hydro’s 

finances to suppress rate increases while increasing the public utility’s profits and dividends. 

The short term strategy of low electricity rate increases during 2012 and 2013, and the avoidance of 

public scrutiny by side-lining the BCUC, helped to keep the government’s costly energy policies and the 

growing BC Hydro debt from becoming issues during the May 2013 election. The new financing plan for 

BC Hydro, announced in November 2013 and mandated by cabinet orders in March 2014, was designed 

to provide rate predictability and high net income for at least five years. The introduction of a new and 

unpredicted revenue acceleration deferral account, suggests that the government was prepared to 

continue its manipulation of the utility’s accounts.  Suppressing electricity rates, while transferring the 

cost of the government’s balanced budget, economic development and clean energy policies to BC 

Hydro, fulfilled the government’s short term financial and political needs. However, the resulting growth 

in BC Hydro’s debt will entail a high cost to future generations of electricity consumers. The distortion of 

the provincial finances also suggests that the government was just as adept at financial manipulation as 

financial management. 
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