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COMMENTARY                                                B. C. HYDRO 

 

 

AFTER SIX MONTHS BC HYDRO REPORTS INITIAL OPERATING LOSS OF 

$611 MILLION; DEFERRING LOSS RESULTS IN A SMALL SURPLUS   

 

On Friday, 30 November 2019, BC Hydro released its second quarter financial report for 

the period 1 April to 30 September 2019.1 The results were poor, with GWh sales and 

revenues below the same period for 2018. Expenditures, particularly for the losses 

incurred on hedging interest rates, were much higher than the Q2 results for 2018.  

Yet, BC Hydro was able to report a small net income of $25 million for the first six 

months as a result of an increase of $636 million in the amount of regulatory account 

deferrals. Without the deferrals the net operating loss would have been $611 million. 

 

Revenues – Lower Domestic and Trade Sales 

Q2 revenues were $255 million less than the Q2 revenue for the prior year, with trade 

income revenue down $187 million, and domestic sales revenue down $68 million 

(despite a general rate increase of 1.76% as of 1 April 2019). Surplus sales of domestic 

electricity declined by $113 million as low reservoir levels required the substitution of 

formally surplus power for owned power. 

Appendix shows that Q2 domestic electricity sold was between 3.0% and 3.5% less than 

sales for the prior year. BC Hydro did not explain why residential and light 

industrial/commercial GWh sales had declined to levels recorded in 2016, but the 

weakness in the forestry and pulp and paper sectors helped to explain the decline in the 

large industrial sector.2 The ripple effects of the wood and pulp and paper contraction 

my be signalling a general downturn in the resource sector of the economy as indicated 

by BC Hydro’s sales. 

 

 

 
1 https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/accountability-

reports/financial-reports/quarterly-reports/F20-Q2-Report.pdf The report was released three days after the 

government released its second quarter report, which included B.C. Hydro. No explanation was given as to the deal 

in releasing the B.C. Hydro numbers. 
2 https://vancouversun.com/news/local-news/forestry-crisis-shows-up-with-deepening-decline-in-b-c-s-

trade-figures; see also https://www.timescolonist.com/b-c-forest-industry-facing-uncertain-future-as-

mills-close-across-province-1.24023952  

 

https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/accountability-reports/financial-reports/quarterly-reports/F20-Q2-Report.pdf
https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/accountability-reports/financial-reports/quarterly-reports/F20-Q2-Report.pdf
https://vancouversun.com/news/local-news/forestry-crisis-shows-up-with-deepening-decline-in-b-c-s-trade-figures
https://vancouversun.com/news/local-news/forestry-crisis-shows-up-with-deepening-decline-in-b-c-s-trade-figures
https://www.timescolonist.com/b-c-forest-industry-facing-uncertain-future-as-mills-close-across-province-1.24023952
https://www.timescolonist.com/b-c-forest-industry-facing-uncertain-future-as-mills-close-across-province-1.24023952
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Expenditures – Significant Cost Increases 

Total expenditures in Q2 were approximately $3.3 billion, or $734 million (28.7%) 

higher than in the first six months of 2018/19. The largest increase ($523 million) was 

due to the losses incurred on derivatives used to hedge future interest rates,3 while 

domestic energy costs also increased significantly. 

 

Table 1 – Q2 EXPENDITURES and NET INCOME, 2018 and 2019 ($=million) 

      Q2 2018    Q2 2019     Change  Per Cent 
   Energy Costs-Domestic          820          967           147        17.9 
   Energy Costs-Trade          237         208           (29)      (12.2) 
   Amort. & Depreciation          464         488            24         5.2 
   Finance Charges          437         437            --         -- 
   Derivatives         (103)         420          523         n/a 
   Other           706          775            69         9.8 
 TOTAL       2,561     3,295         734      28.7 
      
   Initial Net Income            378         (611)         (989)          n/a 
   Regulatory Adjustment          (264)          636           900          n/a 
 NET INCOME            114            25           (89)       (78.1) 

   Source: BC Hydro Q2 report 2019/20, energy costs p. 6, p.15 and notes 4 and 5 p. 22. 

Table 1 shows that the initial net operating loss for Q2 was $611 million. After 

transferring $636 million to the regulatory (deferral) accounts the corporation reported 

net income of $25 million.4 

 

Net Regulatory Account Balance Increases 

In Q2 the balance in the regulatory accounts was $4.82 billion, and net increase of $566 

million from the previous year. At the end of Q2 the net balance in the regulatory 

accounts represent 96.4% of BC Hydro’s equity, up from 86% in Q2 in 2018. B.C. Hydro 

recently forecast a net regulatory asset balance of approximately $4.2 billion for the full 

2019/20 fiscal year, which means that significant reductions will be required to meet the 

year-end target.5 

 
3 Between 31 March 2019 and 30 September 2019, the balance in the Debt Management regulatory account 

increased by $429 million to total $592 million. More detail on the interest rate hedging can be found at 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_hydro_hedging_8_october_2019_2

/pdf/commentary_hydro_hedging_8_october_2019_2.pdf  
4 The net addition to the regulatory account balance was $566 million, with an addition of $636 million affecting the 

net income and a credit of $70 million recorded as comprehensive income. 
5 Appendix D in https://www.bcuc.com/Documents/Proceedings/2019/DOC_55184_B-11-BCH-Evidentiary-

Update-Public.pdf  

http://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_hydro_hedging_8_october_2019_2/pdf/commentary_hydro_hedging_8_october_2019_2.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_hydro_hedging_8_october_2019_2/pdf/commentary_hydro_hedging_8_october_2019_2.pdf
https://www.bcuc.com/Documents/Proceedings/2019/DOC_55184_B-11-BCH-Evidentiary-Update-Public.pdf
https://www.bcuc.com/Documents/Proceedings/2019/DOC_55184_B-11-BCH-Evidentiary-Update-Public.pdf
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The main components of the increase relate to lower than anticipated interest rates. The 

most obvious impact of the lower rates is the lower borrowing cost for new debt 

issuance. BC Hydro reports that the its future interest rate hedging program has 

incurred losses of $429 million for the first six months of the current year. This is 

because the hedging contracts assumed higher borrowing costs. The hedging loss 

liability has been deferred to the Debt Management regulatory account (which now 

totals $592 million), thereby avoiding the reduction to net income, as contemplated 

when this regulatory account was established. 

 

Forecast Year-End Net Income 

In November BC Hydro forecast net income for 2019/20 of $707 million, a $5 million 
reduction from the $712 million forecast in the February budget. BC Hydro is 
forecasting normal operating conditions at most of its reservoirs in the fall and winter 
despite reduced reservoir inflows in spring and early summer 2019, as near or above 
average rain and water inflows over the summer and early fall have resulted in improved 
conditions.  
 
To achieve this net income target sales will need to increase significantly in the second 

half of the year, or the balance in the regulatory accounts will be much higher than 

planned in the February 2019 budget. 

BC Hydro no longer has the use of the Rate Smoothing regulatory account to record the 

variance between the required revenue to achieve the budget and the revenue allowed 

through the rate increase. Instead, it plans to use the Non-Heritage deferral account to 

record the variance between the budgeted revenue and the actual revenue.  

 

 

©Richard McCandless  December 4, 2019.          http://www.bcpolicyperspectives.com/  

 

The writer is a retired senior BC government public servant whose paper describing the BC government’s 

manipulation of the finances of BC Hydro from 2008 to 2014 was published by BC Studies in November 

2016. BC Studies published his paper on the 40-year financial history of ICBC in 2013. He is an 

intervener in the BC Utilities Commission’s current reviews of ICBC’s and B.C. Hydro’s rate requests. 
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APPENDIX            DOMESTIC ENERGY SALES 

 

Table A1 shows the Q2 (April to September) revenue from domestic energy sales for the 

last four years. In total, sales declined by $68 million (down 2.8%) compared to the 

prior year mainly because of the drop in revenue from surplus sales. The decline 

includes a general rate increase of 1.76% which took effect on 1 April 2019. 

Table A2 shows that total domestic sales declined by almost 2,500 GWh, or 9.6%. Of 

interest is the 3.0% to 3.5% in the GWh sales in the three main customer classes (a total 

decline of 742 GWh), and the drop in surplus sales as the power was re-directed to cover 

the shortfall in the output of owned energy resulting from low water levels. 

 

 

TABLE A1 – Q2 DOMESTIC ENERGY SALES BY CLASS ($=million) 

                                          2016/17               2017/18                  2018/19                2019/20 

       $      %      $     %     $     %     $     % 
 Residential     748     1.5     822    9.9      834     1.5     822     (1.4) 

 Lt. Ind.&Comm.     850     3.0     897    5.5      927     3.3     928      0.1 

 Large Indust.     371    (1.1)     379    1.3      411     8.4     407     (1.0) 

 Other          165      226    37.0 

 Surplus     223  (19.5)     253  13.5      115           1 (100.0) 

 TOTAL  2,192    (1.0)  2,351    7.3  2,452     4.3 2,384     (2.8) 

   Source: BC Hydro second quarter reports, 2016/17 to 2019/20. 

 

TABLE A2 – Q2 DOMESTIC ENERGY SALES BY CLASS (GWh) 

                                         2016/17               2017/18                  2018/19                2019/20 

     GWh      %   GWh     %   GWh     %   GWh     % 
 Residential    6904    (2.8)    7258      5.1    7231     (0.4)    6975    (3.5) 

 Lt. Ind.&Comm.   8985    (0.3)    9120      1.5    9180       0.7    8901    (3.0) 

 Large Indust.   6507    (3.9)    6490    (0.3)    6779       4.5    6572    (3.1) 

 Other   e500     --   e500      --      501      --      813    62.3 

 Surplus e3964  (14.7)  e4399     11.0   2230   (49.3)      182   (91.8) 

 TOTAL 26870    (5.8)  27767      3.3  25921     (6.6)  23443     (9.6) 

   Source: BC Hydro second quarter reports, 2016/17 to 2019/20. 
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