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    November 20, 2017 

 

On 15 November 2017 BC Hydro asked the BCUC to approve no increase in electricity 

rates for the 2018/19 test period, rather than the 3% included in its July 2016 

application.1 The foregone ratepayer generated revenue loss of $140 million would be 

added to the Rate Smoothing Regulatory Account (RSRA), leaving the 2018/19 net 

income target of some $712 million intact. 

The effect of the request is to increase the planned 2018/19 addition to the RSRA by 

$440 million – equivalent to a 9.4% rate increase – and to add $140 million in foregone 

rate revenue to the debt liability faced by future ratepayers. 

Process 

Either reject the request for the following reasons, or proceed to final arguments on an 

expedited basis. 

 

1 Can the BCUC Approve a Zero Increase for 1 April 2018? 

BCUC’s rate setting authority is significantly constrained by Direction 7. The panel must 

use the Cost of Service model, which requires that rate revenue be sufficient to cover BC 

Hydro’s forecast costs plus allow a return on equity (ROE) that has been set by cabinet 

order at $712 million.2 Direction 7 limited the 2018/19 increase to 3%, with the 

difference between the allowed increase and the forecast requirement being added to the 

RSRA. 

The government has not amended Direction 7 to reduce the 1 April 2018 rate increase 

cap of 3%, nor has it changed the requirement respecting the targeted ROE 

requirement. BC Hydro has not changed the 3% forecast rate requirement for 2018/19. 

Given this, do the requirements of the cost of service model, and those imposed by 

Directive 7, allow any rate change lower than 3%? 

2 Intergenerational Impact 

                                                      
1 http://www.bcuc.com/Documents/Proceedings/2017/DOC_50292_B-23_BCH-Requesting-Rate-Freeze.pdf  
2 OIC 590/16. 

http://www.bcuc.com/Documents/Proceedings/2017/DOC_50292_B-23_BCH-Requesting-Rate-Freeze.pdf
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The government stated that freezing BC Hydro rates at the current level fulfills an 

election promise to help maintain affordability for British Columbians (at least those 

who purchase their electricity from BC Hydro). The requested roll-back in the planned 

3% increase will probably be supported by many customers and some interveners; it is 

to be expected that short-term cost avoidance will be popular. 

However, the BCUC must set rates that are fair and just, which requires a balance 

(among other considerations) between current and future ratepayers. The proposed 

addition of the $140 million in foregone rate revenue will increase the balance in the 

RSRA, which must be paid by future ratepayers. 

In 2012, when the BCUC still had discretion to set BC Hydro’s rates, it was concerned 

about the intergenerational impacts of BC Hydro’s growing debt caused by the utility’s 

growing reliance on regulatory/deferral accounts. In its reasons for decision to proceed 

with oral hearings the Commission believed that it must represent both current and 

future ratepayers: 

A key issue in this hearing is that of deferred expenses and the consideration of intergenerational 

inequity to which these deferrals can give rise. BC Hydro characterizes this issue as similar to those 

that are routinely dealt with in a rate design hearing. The Panel disagrees with this characterization. 

We do not consider intergenerational equity to be a rate design issue. Further, given the current size 

and projected growth rates of the deferral and regulatory accounts, this is not a routine issue – whether 

it is characterized as rate design or not. In the Panel’s view, this underlines the need for robust 

representation for future ratepayers. 

However, the Panel does not agree with BC Hydro that any of these groups necessarily are 

representative of broad customer interests. While it may be true that, taken as a whole, they do 

represent a large number of existing customers, each group has its own particular interests, which they 

will presumably actively promote in any NSP [negotiated settlement] process. However, there is no 

broad representation of the existing ratepayers. Further, there is no representation of potentially 

affected future ratepayers. The Panel considers this a public interest issue and one that is of significant 

concern.3 

In his 2011 report, Auditor General Doyle also raised the issue the growth in the net 

balance in the deferral accounts on intergenerational rate fairness: “While deferral 

accounts can be helpful in ensuring rate stability in the near term, over the long term 

significant costs deferred today may be unfairly passed on to future ratepayers who 

receive little or no benefit. This concept of a potential unequal matching of costs and 

benefits is known as intergenerational inequity.”4  

The 2011/12 net balance in the regulatory/deferral accounts was $2.68 billion. BC 

Hydro forecasts that the 2018/19 balance will $6.0 billion, plus the requested $140 

                                                      
3 BCUC Order G-40-11, Appendix p. 4. See http://www.bcuc.com/Documents/Proceedings/2012/DOC_30246_A-

31_BCH_NSP-Application.pdf 
4 Quoted in http://www.bcuc.com/Documents/Proceedings/2012/DOC_30178_C2-15_COPE_Comments-Proposed-

NSP.pdf 

 

http://www.bcuc.com/Documents/Proceedings/2012/DOC_30246_A-31_BCH_NSP-Application.pdf
http://www.bcuc.com/Documents/Proceedings/2012/DOC_30246_A-31_BCH_NSP-Application.pdf
http://www.bcuc.com/Documents/Proceedings/2012/DOC_30178_C2-15_COPE_Comments-Proposed-NSP.pdf
http://www.bcuc.com/Documents/Proceedings/2012/DOC_30178_C2-15_COPE_Comments-Proposed-NSP.pdf
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million additional deferral. Of this total, the deferred revenue in the RSRA is some $1.2 

billion, with at least $400 million more housed in the Non-Heritage deferral account.5 

BC Hydro has not disclosed its plan for clearing the2020/21 forecasted $1.7 billion 

balance ($1.59 billion forecast in RRA F17 to F19 plus $140 million) in the RSRA by 

2023/24 as suggested by the 10-year financing plan. A rough calculation would suggest 

that a three-year 12% rate surcharge beginning April 2020 would be required to clear 

the balance. 

The BCUC should reject the request because the additional deferral will further increase 

the inequity in rates currently faced by future ratepayers. 

 

3 Recording Future Revenue Violates Generally Accepted Accounting 

Principles 

In August 2017, BC Auditor General Carole Bellringer qualified the government’s 

financial statements for 2017/18, partly because BC Hydro’s regulatory accounting 

scheme does not conform to national public-sector accounting standards. In the auditor 

general’s opinion the government cannot allow BC Hydro to use deferral accounts 

because the regulatory accounting standard requires that these accounts be approved by 

an independent regulator. Direction 7 eliminates most of the BCUC’s discretion to 

regulate BC Hydro.6  

The Auditor General of Ontario has also determined that the legislated revenue deferral 

scheme (the ‘Fair Hydro Plan’) in that province does not conform to generally accepted 

accounting principles (GAAP). Again, the lack of an independent regulator was cited as a 

reason for the auditor general’s opinion. 

Auditor General Lysyk also objected to the Ontario government’s plan to allow the 

recording of future unbilled and uncollected electricity revenue as an asset. She wrote 

that; “A promise or commitment to raise revenue in the future is not an asset today” and 

“future revenue raised to pay off the debt should be recorded when it is earned—that is, 

when electricity is consumed by ratepayers.”7  

In 2018, BC Auditor General Bellringer is expected to highlight the recording of future 

unbilled and uncollected revenue in a more detailed report on BC Hydro’s rate regulated 

accounting practices. 

Given Auditor General Bellringer’s opinion, the BCUC should not be complicit in 

ignoring public-sector accounting standards by agreeing to further revenue deferrals. 

 

                                                      
5 http://www.bcuc.com/Documents/Proceedings/2016/DOC_46852_B-1-1_BCH_RevenueRequirements-App.pdf, p. 

7-8. The Non-Heritage estimate is derived from the response to BCUC 1.126.1 as modified by the2018/19 forecast. 
6 http://www.bcauditor.com/sites/default/files/publications/reports/FINAL_ROPA_2016_17.pdf  
7 http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_43_22_october_2017/pdf  

http://www.bcuc.com/Documents/Proceedings/2016/DOC_46852_B-1-1_BCH_RevenueRequirements-App.pdf
http://www.bcauditor.com/sites/default/files/publications/reports/FINAL_ROPA_2016_17.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_43_22_october_2017/pdf
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4 A Relatively Strong Economy 

In a recent report, the Business Council of BC increased its economic forecast for the 

provincial economy for 2017, and stated that the 2018 outlook remains positive with a 

predicted 2.3% increase in real GDP, and an unemployment rate of 5.3%.8 

Bond rating agencies have re-affirmed the government’s high credit rating. Standard & 

Poors cited the growing economy, robust liquidity and sound financial management 

practices as reasons for continuing the triple-A rating on the government’s debt.9 

Moody’s Investor Services noted the diverse economy and the low tax environment as 
credit strengths, as the province has the flexibility to raise taxes if faced with a fall in 
revenues.10 Moody’s again raised a concern about the high debt and the “extensive” use 
of debt financed regulatory assets at BC Hydro, resulting in financial metrics that are 
among the weakest of Canadian provincial utilities: “The anticipated increase in [BC 
Hydro’s] debt continues to pressure the province’s rating since it raises the contingent 
liability of British Columbia.”11  
 
Jock Finlayson, the Executive Director of the Business Council of BC, said the 
government must allow BC Hydro rates to increase: "The reality is, the cost of power is 
going to be going up in British Columbia, Site C or no Site C. All you have to do is look at 
Hydro's balance sheet to understand why…. It's a huge dilemma for our elected officials, 
because they know the public doesn't want to hear that – a lot of my members don't 
want to hear that, to be candid."12  
 
In advancing the request to freeze the rates BC Hydro did not provide any economic 
justification, only the 24 August 2017 mandate letter from the minister.  
 
Given the relatively low provincial taxes and the high debt levels at BC Hydro, the 
Commission must question the need to further increase the debt liability to support the 
government’s political objectives. 
 

5 Enhance Affordability by Reducing BC Hydro’s Net Income 

The government justified the rate freeze as assisting in achieving its goal of making life 

more affordable for British Columbians. At the same time, finance minister Carole 

James is aware of the auditor general’s qualification of the government’s financial 

statements, and has expressed grave concerns about the state of BC Hydro’s finances.13  

                                                      
8 http://www.bcbc.com/publications/2017/bc-economy-still-strong...but-downshifts-in-2018  
9 https://www.theglobeandmail.com/news/british-columbia/bc-business-group-hikes-2017-outlook-for-second-time-

this-year/article37012301/  
10 https://www2.gov.bc.ca/assets/gov/british-columbians-our-governments/services-policies-for-

government/government-finances/debt-management/bc-credit-rating-moodys.pdf p. 3. 
11 Ibid., p. 4. 
12 https://www.theglobeandmail.com/news/british-columbia/on-hydro-horgan-borrows-a-trick-from-the-liberal-

repertoire/article37027362/  
13 See https://vimeo.com/237111119 

http://www.bcbc.com/publications/2017/bc-economy-still-strong...but-downshifts-in-2018
https://www.theglobeandmail.com/news/british-columbia/bc-business-group-hikes-2017-outlook-for-second-time-this-year/article37012301/
https://www.theglobeandmail.com/news/british-columbia/bc-business-group-hikes-2017-outlook-for-second-time-this-year/article37012301/
https://www2.gov.bc.ca/assets/gov/british-columbians-our-governments/services-policies-for-government/government-finances/debt-management/bc-credit-rating-moodys.pdf
https://www2.gov.bc.ca/assets/gov/british-columbians-our-governments/services-policies-for-government/government-finances/debt-management/bc-credit-rating-moodys.pdf
https://www.theglobeandmail.com/news/british-columbia/on-hydro-horgan-borrows-a-trick-from-the-liberal-repertoire/article37027362/
https://www.theglobeandmail.com/news/british-columbia/on-hydro-horgan-borrows-a-trick-from-the-liberal-repertoire/article37027362/
https://vimeo.com/237111119
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During the BC Hydro portion of the Estimates debate, minister responsible Michelle 

Mungall stated that the growth in the value of the deferral accounts, and the legitimacy 

of the accounting treatment, “is hugely concerning to this government and is precisely 

one of the many reasons why we want to do this [financial] review so that we can start 

tackling this problem that has been identified by the Auditor General around these 

deferral accounts.”14 

The government is concerned about the affordability of the rising cost of electricity, but 

it is also concerned about the weak finances at BC Hydro. Yet, it is proposing to increase 

the debt burden of future ratepayers by adding to the net balance of the deferral 

accounts. Short-term affordability trumps the growth in BC Hydro’s debt, which must 

be paid by future ratepayers. 

Freezing ICBC rates was also an NDP election promise, but in early September the new 

government approved an average 8% increase for November.15 ICBC has suffered a 

serious erosion in its capital reserves during the last three years, due in part to the 

previous government’s rate suppression policy. ICBC uses IFRS accounting; it cannot 

create debt financed assets. 

BC Hydro’s core mandate is to provide safe, reliable electricity at the lowest possible 

cost (using the cost of service rate-setting model). By greatly expanding the use of 

deferral accounts, including the recording and deferral of future unapproved revenue, 

the previous government effectively required future generations of customers to 

subsidize current ratepayers. This practice insulates the shareholder from most of the 

risk; and because the ROE target remains high, future customers are effectively 

subsidizing taxpayers. 

The government could have amended Direction 7 to reduce the allowed 2018 rate 

increase to zero, and reduced the required ROE (net income) for 2018/19 by an amount 

equivalent to the $140 million. The reduction would probably result in no dividend 

payment for 2018/19. 

This approach would spare ratepayers the 3% rate increase, and would avoid adding to 

BC Hydro’s already high debt burden faced by future ratepayers. It would have the 

added benefit of sparing the Commission from overtly adding to the RSRA deferral, 

which has now been deemed as not conforming to public-sector accounting standards. 

 

Richard McCandless      http://www.bcpolicyperspectives.com/   

                                                      
14 BC Hansard, 7 November 2017, p. 1852; https://www.leg.bc.ca/content/hansard/41st2nd/20171107pm-Hansard-

n56.pdf 
15 Basic insurance rates increased by 6.4% (subject to final approval by the BCUC) while Optional insurance rates 

will rise by 9.6% on an annualized basis. The rate increase at ICBC equates to some $180 per household, while the  

rate freeze is estimated to save less than $40 per BC Hydro residential account; see 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_45a_12_november_2017/

pdf  

http://www.bcpolicyperspectives.com/
https://www.leg.bc.ca/content/hansard/41st2nd/20171107pm-Hansard-n56.pdf
https://www.leg.bc.ca/content/hansard/41st2nd/20171107pm-Hansard-n56.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_45a_12_november_2017/pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_45a_12_november_2017/pdf
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