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HOW THE GOVERNMENT USED BC HYDRO AND ICBC TO LOWER THE DIRECT DEBT 

 

In the last five years, the total provincial debt has grown from $50.2 billion to $65.3 billion, an increase of 

30%. In the same period the government’s direct operating debt has risen from $5.1 billion to $ 5.3 

billion, or some 4.3%. Finance minister de Jong has made the elimination of the direct operating debt a 

priority. 

Table 1 shows the main components of the provincial debt, as of March 31, 2016: 

 

    Table 1 TOTAL PROVINCIAL DEBT ($=millions) 

Taxpayer Supported      $               5 Year % ∆  

   Provincial Operating   5,338   25.1 

   Provincial Gen. Capital  2,696                  nil 

   Other*   34,693   39.6 

Total Taxpayer   42,727     34.3 

 

Self-Supported 

   BC Hydro   17,928                 53.1          

   Other      4,637               185.7 

Total Self-Supported  22,565                 69.2 

 

Total Provincial Debt  65,292                 44.6 

 

Source: Ministry of Finance, Public Accounts 2014/15 and 2015/16, p. 137 and 138. 

*Funding for education, health facilities and transit infrastructure. 

 

 

BC Hydro’s Dividend Reduces the Direct Operating Debt 

 

In the last five years, the government’s direct operating borrowing requirements have been reduced by 

$1.34 billion because of the dividend received from BC Hydro. A review of the corporation’s cash flow 

statements shows that all the funding for the dividends paid has been borrowed. In effect, the government 

has presented a more favourable picture of its direct operating debt by shifting some $1.34 in debt from 

the taxpayer to BC Hydro customers. This has been accomplished by the abuse of the deferral accounts at 

BC Hydro. 
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BC Hydro, like most regulated power utilities, uses regulatory (or deferral) accounting to moderate the 

impact of variable costs on the annual electricity prices. In recent years, the government has suppressed 

rate increases that have been required by BC Hydro to cover its rising costs.1 

 

 The shortfall has been deferred to a variety of deferral accounts, which adds to BC Hydro’s equity (since 

the deferred amounts are treated as loans to the ratepayers). The increased equity allows BC Hydro to 

exceed the regulated 80/20 debt to capitalization ratio and declare a dividend.  

 

BC Hydro has been recording and deferring unapproved and unbilled future revenue for a number of 

years. The government’s 10-year financing plan depends on a Rate Smoothing deferral account to record 

the difference in the annual forecasted revenue, and that expected from the government-suppressed rate 

increase.2 The Non-Heritage deferral account has recently been used to record and defer the difference 

between the forecasted and actual revenue.   

 

The use of regulatory accounting is permitted by national accounting standards where there is an 

independent third party regulator overseeing the utility” finances and setting annual rates. The 

government exempted BC Hydro from this requirement in July 2011, thereby creating a unique 

accounting standard for the public utility.3 The absence of an independent regulator was further 

demonstrated in July 2016 when the cabinet ordered the Utilities Commission to allow BC Hydro to 

achieve a pre-determined surplus for 2016/17 to 2018/19, and a dividend of $259 million for 2016/17.4 

 

 

ICBC’s Contribution Reduces the Direct Operating Debt  

 

In 2010 the government amended the Insurance Corporation Act to allow it to appropriate ICBC’s 

“excess” capital from the highly profitable Optional insurance program. 

 

In 2010, $576 million was appropriated, while from 2011 to 2015 an additional $615 million was 

transferred to reduce the government’s direct operating borrowing requirements. By 2016//17, ICBC’s 

Optional capital reserves had been reduced to near minimum levels to support the government’s policy of 

suppressing the rate increase of the Basic (compulsory) insurance program. Therefore, no “excess” capital 

was available to reduce the government’s borrowing costs. 

 

By the 2016/17 fiscal year, rising deficits in the rate-suppressed Basic program were causing a negative 

impact on the government’s revenue forecast.5 

 

 

 

                                                      
1 See Richard C. McCandless. “Rate Suppression and Debt Transformation: The Political Use of BC Hydro 2008 to 

2014,” BC Studies, Autumn, 2016. 
2 See cabinet Direction 7 of March 2014. 
3 See http://www.bcpolicyperspectives.com/blog/posts/government-creates-unique-accounting-system-for-bc 
4 OICs 589/16 and 590/16 were approved on July 28th, the same day that BC Hydro it’s F17 to F19 rate request with 

the Utilities Commission. 
5 ICBC’s 2016/17 is now forecast to be a deficit of $174 million, see page 3 of 

http://www.fin.gov.bc.ca/SecondQuarterlyReport_2016-17%20FINAL.PDF 

 

http://www.bcpolicyperspectives.com/blog/posts/government-creates-unique-accounting-system-for-bc
http://www.fin.gov.bc.ca/SecondQuarterlyReport_2016-17%20FINAL.PDF
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Summary 

 

The excessive use of deferral accounts at BC Hydro, including the recording of unapproved and unbilled 

revenue, has padded the net income and equity. This has allowed the government to claim ersatz 

dividends, and reduce its direct operating debt borrowing requirements by approximately $1.34 billion in 

the last five years.  

 

In the same period, ICBC’s highly profitable Optional insurance program has been tapped to provide a 

further $615 million, as the government appropriated “excess” policyholders’ capital reserve funds. 

 

Had these transfers not occurred the 2015/16 Public Accounts would have shown the direct operating debt 

at approximately $7.28 billion, an increase of $3.0 billion, or 70.9% over the amount recorded in 2010/11. 

 

The BC Hydro debt for 2015/16 would have been $16.6 billion, an increase of 41.7% over the 2010/11 

total. 

 

 

Public Accounts Not Accurate 

 

Note 37 (page 78) of the 2015/16 Public Accounts discusses regulatory accounting.6   The note states that 

the accounts include “entities that are regulated by the independent British Columbia Utilities 

Commission….” The government revoked the independence of the Utilities Commission in 2012 when 

cabinet ordered the Commission to approve the rate increases for BC Hydro for 2011 to 2013. The 

increases for 2014 and 2015 were also set by cabinet order, and the increases for 2016 to 2018 have been 

capped by cabinet Direction7. In December 2016, cabinet ordered the Utilities Commission to approve 

ICBC’s 2016 Basic rate at no more than 4.9%, despite the forecast of a 15.5% increase to match the cost 

increase. 

 

Clearly, the Utilities Commission is not independent as regards to BC Hydro or ICBC7, and the 

government should re-word Note 37 to reflect this fact. 

 

 

© Richard C. McCandless  February 19, 2017.       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. He has been an intervener in the BC Utilities Commission’s recent reviews of ICBC’s rate requests, 

and is currently an intervener in the Commission’s current reviews of ICBC and BC Hydro rate requests.    

 

 

 

 

                                                      
6 http://www.fin.gov.bc.ca/ocg/pa/15_16/Public%20Accounts.pdf 

 
7 See http://www.bcpolicyperspectives.com/blog/posts/is-the-bc-utilities-commission-independent-revised 

 

http://www.bcpolicyperspectives.com/
http://www.fin.gov.bc.ca/ocg/pa/15_16/Public%20Accounts.pdf
http://www.bcpolicyperspectives.com/blog/posts/is-the-bc-utilities-commission-independent-revised
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