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COMMENTARY                                     BC HYDRO 

 

MINISTER MUNGALL  SAYS BC HYDRO’S FINANCES ARE IN GOOD 

SHAPE – REALLY? 

 

During the BC Hydro portion of Energy Minister Mungall’s estimates debate the 

minister painted a very positive picture of BC Hydro’s finances, which was a head-

snapping reversal of her characterization of the public’s utility in January of this year, 

when she said the finances were a mess.1 It was also counter to what finance minister 

Carole James said in October 2017.2 

Apparently, a few extra months in government can dramatically change one’s 

perspective.  

Yet despite the minister’s new-found confidence in the financial management at BC 

Hydro, she announced a joint staff level review to examine possible ways to reduce BC 

Hydro’s costs (including dividends, water rental fees) with the hope of reducing the 

2.6% annual rate increases planned for the next five years. 

 

The Current Financial Plan 

The current 10-year financial plan, which includes average annual rate increases of 2.6% 

from 2019 to 2023, was issued in 2014 and revised in 2016. The enthusiastic use of 

deferrals, and especially the Rate Smoothing Regulatory Account (RSRA) created by 

government fiat in 2014, is fundamental to the plan.  

The recording of future hypothetical revenue in the RSRA allows the announced revenue 

increase to be much smaller than the required increase, as shown in Table 1. 

                    TABLE 1 – ACTUAL and REQUIRED RATE INCREASES 

   A15/16  A16/17  F17/18  P18/19  P19/20  P20/21 
 Required      6.6      8.0      8.1      9.0     12.3      4.7 
 RSRA      2.6      4.5      5.1      6.4      9.7      2.1 
 Allowed      4.0      3.5      3.0      2.6      2.6      2.6 

Source: Derived from 10-year financial plan provided in BCUC, BC Hydro F17 to 

F19 revenue request 

                                                      
1 http://vancouversun.com/opinion/columnists/vaughn-palmer-mungall-parrots-vander-zalm-everything-is-fantastic-

with-hydro-now  
2 https://thetyee.ca/News/2017/10/25/Fixing-BC-Hydro-

Accounting/?utm_source=daily&utm_medium=email&utm_campaign=251017  

http://vancouversun.com/opinion/columnists/vaughn-palmer-mungall-parrots-vander-zalm-everything-is-fantastic-with-hydro-now
http://vancouversun.com/opinion/columnists/vaughn-palmer-mungall-parrots-vander-zalm-everything-is-fantastic-with-hydro-now
https://thetyee.ca/News/2017/10/25/Fixing-BC-Hydro-Accounting/?utm_source=daily&utm_medium=email&utm_campaign=251017
https://thetyee.ca/News/2017/10/25/Fixing-BC-Hydro-Accounting/?utm_source=daily&utm_medium=email&utm_campaign=251017
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http://www.bcuc.com/Documents/Proceedings/2016/DOC_46852_B-1-

1_BCH_RevenueRequirements-App.pdf PDF page 500/1571. 

The last three years (2021/22 to 2023/24) of the 10-year financial plan are unrealistic, 

as the plan says the 2020/21 balance of some $1.59 billion in the RSRA will be paid off 

during these three years, with only a 2.6% average rate increase.3 Assuming a 1% 

increase generates $47 million in revenue, a 11.3% rate increase would be required for 

the three years to generate sufficient revenue to pay down the balance. 

Such a large rate increase could possibly result in some large consumers (such as pulp 

mills) closing, and other residential and commercial users reducing their purchases, 

resulting in a downward spiral of demand destruction. 

BC Hydro’s February 2018 service plan shows little prospect of reducing expenditures in 

the short to mid-term. Table 2 shows the expenditures by major category. 

                       TABLE 2 – EXPENDITURES BY CATEGORY ($=million) 

     A16/17    F17/18    P18/19    P19/20    P20/21 
    Private Power      1,213     
    Owned and Other        395     
    Trade Energy        486     
   Total Energy     2,094     2,188     2,276     2.332     2,374 
       
   Amortization     1,232     1,230     1,266     1,263     1,348 
   Finance Charges        605        661        705         713         717 
   Taxes and Grants         234        239        245        254        261 
   Other Operating     1,025     1,017     1,053      1,051     1,086 
 TOTAL     5,190    5,406     5,611     5,724     5,877 
               %∆          4.2         3.8         2.0         2.7 

Source: BC Hydro 2016/17 annual report and BC Hydro’s 2018/19-2020/21 service   

plan. 

 

Reducing purchases from independent power producers would require renegotiating 

contracts at a heavy payout cost. The amortization and finance charges are generally 

fixed based on the significant capital expenditures, including some Ste C costs. The only 

short-term option to reduce costs is to forego water rentals ($395 million in 2016/17) or 

reduce the net income substantially. 

Since the net income of self-sufficient Crowns is counted as government revenue, a 

reduction in net income may result in lower government spending.4 

                                                      
3 See page 101 in http://www.bcuc.com/Documents/Proceedings/2018/DOC_50971_03-01-2018_BCH_F17-

19_RRA_Decision_WEB.pdf  
4 While the accounting rules require BC Hydro’s net income be shown as government revenue it does not follow that 

the government has the cash to spend; the cash transfer is the annual dividend, which will be phased-out by 2018/19. 

http://www.bcuc.com/Documents/Proceedings/2016/DOC_46852_B-1-1_BCH_RevenueRequirements-App.pdf%20PDF%20page%20500/1571
http://www.bcuc.com/Documents/Proceedings/2016/DOC_46852_B-1-1_BCH_RevenueRequirements-App.pdf%20PDF%20page%20500/1571
http://www.bcuc.com/Documents/Proceedings/2018/DOC_50971_03-01-2018_BCH_F17-19_RRA_Decision_WEB.pdf
http://www.bcuc.com/Documents/Proceedings/2018/DOC_50971_03-01-2018_BCH_F17-19_RRA_Decision_WEB.pdf
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The BC Hydro forecast for electricity sales does not hold out the prospect of significantly 

higher sales resulting in the possibility of lower prices. 

A Revised Financial Plan? 

If most major expenditures are locked-in for the short to medium term, what options 

does the government have to moderate future rate increases? In her Estimates 

responses on 30 May 2018 the minister hinted that the joint staff review may 

recommend in a revised multi-year financial plan to achieve the government’s 

affordability objective. But she refused to be specific. 

In terms of the rates plan, what's going to be happening with the rates plan and 
how it ultimately…. If we have rate-smoothing accounts, and how we'd be 
treating the rate-smoothing accounts, all of that — it's just too premature to 
provide any definitives [sic] for the member opposite. I feel like it would just 
be irresponsible to do that, because we are so early in this review stage. Then 
ultimately, what would result is that new rates plan is…. It would just be 
premature to provide any type of definitive commitments that the member is 
looking for at this time.5 
 

This was reinforced by the government’s 11 June 2018 media release: “Government 
expects recommendations from the first phase of the review this summer to inform a 
refreshed rates plan, and assist BC Hydro in preparing its next rates application, to be 
filed with the B.C. Utilities Commission (BCUC) in February 2019.”6 
 

In effect, the revised plan may see no reduction in the RSRA after 2020/21, and perhaps 

an escalation in the total amount deferred to provide an even greater benefit to current 

BC Hydro customers. This benefit, of course, comes at the expense of future generations 

who must face a larger debt liability because of the increase in the deferral. 

The pattern is reminiscent of the 2013 review of BC Hydro’s finances undertaken by 

deputy ministers and the then president of the utility. The result of that review was the 

prescriptive cabinet directive to the BC Utilities Commission respecting the suppressed 

rates for  2014 to 2018, and the creation of RSRA and the first 10-year financial plan.  

 

Would the BC Utilities Commission Approve More Deferrals? 

Given the opinions expressed in its 1 March 2018 decision on the 2016 to 2018 rate 

increases, and its rejection of the government’s 11th hour request to forgo the 2018 rate 

increase of 3%, it is reasonable to assume that the Commission would not favour a 

further extension of the revenue smoothing through the RSRA. 

                                                      
5 https://www.leg.bc.ca/documents-data/debate-transcripts/41st-parliament/3rd-session/20180530pm-CommitteeA-

Blues  
6 https://news.gov.bc.ca/releases/2018EMPR0041-001156  

https://www.leg.bc.ca/documents-data/debate-transcripts/41st-parliament/3rd-session/20180530pm-CommitteeA-Blues
https://www.leg.bc.ca/documents-data/debate-transcripts/41st-parliament/3rd-session/20180530pm-CommitteeA-Blues
https://news.gov.bc.ca/releases/2018EMPR0041-001156
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The Commission agreed with most interveners that the net balance in the deferral 

accounts was too high, and the projected clearing of the RSRA balance by 31 March 

2024 was optimistic. The Commission also noted that adding to the deferrals may 

impact the province’s credit rating and ultimately the sustainability of BC Hydro.7 

Summary 

The government has painted itself into a corner by promising to freeze of significantly 

reduce the already low rate increases planned for the last five years of the 10-year 

financial plan.  

The current deferrals (some $5.4 billion) already equal BC Hydro’s forecast equity, and 

the Auditor General is of the opinion that the many of the deferral do not accord with 

generally accepted accounting principles.8 It is highly unlikely that the auditor general 

would support a greater reliance of regulatory deferrals, especially if the deferrals are 

designed allow the utility to achieve a politically-driven net income target. 

If the government is serious about providing financial relief to BC Hydro’s customers it 

should consider paying down the regulatory deferrals through transferring some of the 

utility’s debt to the government’s direct debt (in recognition of the manufactured 

dividends for the last 10 years, for example). 

 

©Richard McCandless   June 15, 2018.         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 has been an 

intervener in the BC Utilities Commission’s recent reviews of both ICBC’s and BC Hydro’s rate requests. 

                                                      

 

 

 

 
7 http://www.bcuc.com/Documents/Proceedings/2018/DOC_50971_03-01-2018_BCH_F17-

19_RRA_Decision_WEB.pdf p. 107. Also “The Panel is concerned that if BC Hydro does not stay on track in 

terms of clearing the RSRA by 2024, ratepayers will see higher rate increases than is anticipated in the 10 year rate 

plan and reasonable returns to the shareholder may not be possible without affecting BC Hydro’s long term 

sustainability….The Panel agrees with interveners that there are risks associated with the recovery plan for the 

RSRA. 

 

 

 

8http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_44_26_october_2017/pdf

/occasional_paper_no_44_26_october_2017.pdf  

http://www.bcpolicyperspectives.com/
http://www.bcuc.com/Documents/Proceedings/2018/DOC_50971_03-01-2018_BCH_F17-19_RRA_Decision_WEB.pdf
http://www.bcuc.com/Documents/Proceedings/2018/DOC_50971_03-01-2018_BCH_F17-19_RRA_Decision_WEB.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_44_26_october_2017/pdf/occasional_paper_no_44_26_october_2017.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_44_26_october_2017/pdf/occasional_paper_no_44_26_october_2017.pdf
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