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COMMENTARY                                           GOVERNMENT POLICY 

 

PROVIDING BC HYDRO’S REGULATOR WITH BROADER DISCRETION IN 

PRICING ELECTRICITY IS HIGHLY PROBLEMATIC 

 

In recent months there have been some calls for the government to broaden the 

mandate of the BC Utilities Commission (BCUC) to allow it to have greater discretion in 

setting the prices for BC Hydro’s electricity. The proponents argue that the current 

economic benefit criteria is too restrictive and does not promote the greater use of clean 

electricity in the province.  

Adding new criterion such as reducing poverty or promoting the sale of hydro electricity 

to reduce GHG emissions, with little or no regard to the costs to existing or future 

ratepayers, is not a policy that the government should entertain. Also, by adding these 

“social benefit” mandates the appointed commissioners would be substituting their 

opinion on social issues for that of the elected government. 

 

Background 

BC Hydro’s electricity rates are approved by the BCUC (subject to cabinet direction). 

The Commission operates under the authority of the Utilities Commission Act, which 

requires that rates be established on an economic basis and not discriminate between 

classes of ratepayers. This focus on the economic justification for a particular rate level 

is to ensure that neither the company (shareholders) or the customers are 

disadvantaged.  

The BCUC, like most regulators, uses a Cost of Service (COS) model to assess proposed 

rate adjustments. The COS model incorporates an understanding that the approved 

revenue will cover all reasonably incurred costs plus a reasonable return on equity. 

 

Is the Economic Justification Too Restrictive? 

Some groups have suggested that rate-setting provisions in the Utilities Commission Act 

be expanded to allow the BCUC to bring other factors into its rate determination 

process. These factors would include subsidizing lower income ratepayers, or those 

facing disconnection due to a financial crisis. The BCUC instituted a pilot Customer 

Crisis Fund using a premium surcharge to assist certain customers who were in danger 

of disconnection. The Commission discontinued the pilot when an evaluation found that 

there was no general economic benefit.1 In this case the provincial government stepped 

 
1 See Andrew MacLeod in https://thetyee.ca/News/2021/05/24/Thousands-Cannot-Pay-Power-Bills/ and 

https://thetyee.ca/News/2021/06/22/Crisis-Fund-Kept-Lights-On-BC-Families-Wins-Reprieve/  

https://thetyee.ca/News/2021/05/24/Thousands-Cannot-Pay-Power-Bills/
https://thetyee.ca/News/2021/06/22/Crisis-Fund-Kept-Lights-On-BC-Families-Wins-Reprieve/
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in and ordered the BCUC to grant a temporary reprieve and to end the surcharge on 

rates. 

In June, a number of environment advocacy groups urged the government to change 

how the BCUC regulates BC Hydro and other utilities to support a transition to cleaner 

energy and other non-economic goals. They advocated for an end to the requirement 

that rate decisions be based on non-discriminatory economic objectives. Instead, they 

proposed “modernizing” the Commission by advancing other public policy objectives.2 

“As long as utilities are regulated purely on a cost-of-service basis, there will be an 

insufficient signal for them to plan for a low-carbon, electrified future, or to invest in 

emissions-reducing technologies, or to protect their most vulnerable customers from the 

impacts of energy poverty or unexpected hardship.”3 

Another recent example concerns the government and BC Hydro’s announcement of 

new plans to encourage greater electrification.4 An advocacy group criticized the 

initiative because the government has not weakened or eliminated the economic criteria 

used by the BCUC to make pricing decisions. It sees the BCUC as blocking climate action 

(like phasing out natural gas) and other “energy justice” initiatives because these actions 

would be beyond BCUC’s statutory mandate.5 

 

Eliminating the Economic Criteria for Rate-Setting is a Bad Idea 

The current initiative by some environmental advocacy groups to remove the economic 

criteria from the BCUC would be a retrograde change public policy respecting the 

regulation of the province’s power utilities. It would unmoor the BCUC from a 

fundamental method for open and transparent rate-setting, and it would politicize the 

regulatory process. 

Generally, the price for electricity or natural gas used in this province is determined 

based on established economic criteria. This is the same standard used for most energy 

utility regulators in North America. To dilute the economic standard (using a COS 

model) by introducing other “social good” factors when pricing these products would 

result in adding much more subjectivity into pricing decisions. Weighing public policy 

objectives is not the role of an appointed tribunal. The weighing of competing public 

policy objectives, such as the trade-off between higher electricity rates and lower GHG 

emissions, is the role of elected representatives operating through a legislative process.  

The economic model results in rates that reflect the cost of generating and distributing 

power (including a return on equity). “Cost-based prices ensure that decisions made by 

 
2 https://ecotrust.ca/priorities/energy/new-energy-modernizing-the-bc-utilities-commission-backgrounder/  
3 Ibid.  
4 https://vancouversun.com/news/local-news/b-c-government-lays-out-260-million-five-year-plan-to-move-away-

from-fossil-fuels  
5 https://thetyee.ca/News/2021/06/28/BC-Utilities-Commission-Blocks-Climate-

Goals/?utm_source=twitter&utm_medium=social&utm_content=062821-1&editorial  

https://ecotrust.ca/priorities/energy/new-energy-modernizing-the-bc-utilities-commission-backgrounder/
https://vancouversun.com/news/local-news/b-c-government-lays-out-260-million-five-year-plan-to-move-away-from-fossil-fuels
https://vancouversun.com/news/local-news/b-c-government-lays-out-260-million-five-year-plan-to-move-away-from-fossil-fuels
https://thetyee.ca/News/2021/06/28/BC-Utilities-Commission-Blocks-Climate-Goals/?utm_source=twitter&utm_medium=social&utm_content=062821-1&editorial
https://thetyee.ca/News/2021/06/28/BC-Utilities-Commission-Blocks-Climate-Goals/?utm_source=twitter&utm_medium=social&utm_content=062821-1&editorial
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electricity consumers are appropriate to the cost of generation. If the province needs 

higher-cost sources of generation to meet new demand, it makes sense for customers to 

pay higher prices, providing them with the right incentives to avoid wasting electricity.”6 

These price signals, together with more efficient technology, partly explains the slow 

increase in Residential electricity sales compared to the growth in population over the 

last decade. 

The economic/COS model also allows the public with the opportunity to hold the 

government accountable for decisions that interfere with the BCUC’s pricing decisions. 

The BC government has a long track record of ordering the nominally independent 

regulator to agree to certain capital and operating costs affecting BC Hydro’s electricity 

prices.7  

The government’s directives to the BCUC respecting BC Hydro have been documented 

through the public filing of cabinet orders. In some years, the government prescriptive 

orders actually set the annual rate increases. This resulted in the auditor general 

qualifying the government’s financial statements for 2017/19 and 2018/19 because the 

BCUC was not independent as required by public sector accounting principles 

(particularly concerning the use of regulatory accounting). Without a baseline reference 

to the economic criteria for rate-setting such direct interference may not have been 

detected. 

 

Task Force on the Independence of the BC Utilities Commission 

In its 2014 report, the Task Force noted that it is the government’s role to set broad 

policy direction within which the BCUC would operate. 

It is the sole prerogative of governments to set energy policies and then convey 

them to their utility regulators clearly and effectively. Governments may do this 

through legislation, regulations, directions, and directives, as well as softer policy 

statements in strategic plans. All of these can be appropriate tools, when delivered 

in an understandable and timely way, for introducing public policy criteria that 

extend beyond the traditional mandate of regulators.8 

Regulators must use a fair and transparent process that may be readily understood. 

Failure to act using in this manner may result in an appeal to the courts.9 

 
6 https://cpi.probeinternational.org/2017/11/09/its-the-end-of-energy-regulation-in-ontario-as-we-know-it/  
7 The government’s interference in the BCUC’s independence is documented in 

https://ojs.library.ubc.ca/index.php/bcstudies/article/view/2504/183494 and in 

https://ojs.library.ubc.ca/index.php/bcstudies/article/view/187787/186354  

 
8 https://www2.gov.bc.ca/assets/gov/farming-natural-resources-and-industry/electricity-alternative-

energy/electricity/bcuc_review_final_report_nov_14_final.pdf p. 9. 
9 Ibid. p. 10. 

https://cpi.probeinternational.org/2017/11/09/its-the-end-of-energy-regulation-in-ontario-as-we-know-it/
https://ojs.library.ubc.ca/index.php/bcstudies/article/view/2504/183494
https://ojs.library.ubc.ca/index.php/bcstudies/article/view/187787/186354
https://www2.gov.bc.ca/assets/gov/farming-natural-resources-and-industry/electricity-alternative-energy/electricity/bcuc_review_final_report_nov_14_final.pdf
https://www2.gov.bc.ca/assets/gov/farming-natural-resources-and-industry/electricity-alternative-energy/electricity/bcuc_review_final_report_nov_14_final.pdf
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Summary 

The current economic criteria, including the COS model, should be defended against 

those who suggest that it is out of date with modern reality. Any broadening of the 

decision criterion will add responsibilities to the BCUC for which it is not equipped. It 

would quickly lead to conflict with various interest groups advancing their priorities and 

may result in litigation initiated by customers. It is also a recipe for conflict with the 

government as to alternate priorities. 

Saddling the Commission with additional social policy responsibilities will erode 

confidence in the integrity of the regulatory process. The suggested failings of the 

current regulatory model might be better addressed through the government abolishing 

the BCUC oversight over BC Hydro.10 This raises a different set of issues respecting the 

independence of the BCUC from the government. Often, the BCUC is following cabinet 

directives (such as Direction 8) respecting the oversight of BC Hydro. The latest 

example being OIC 657/20 of December 2020, which requires the Commission to 

approve certain industrial electrification subsidies. This initiative is being marketed as a 

way to address the CleanBC objectives while attempting to utilize BC Hydro’s excess 

electricity. 

If the government believes that the economic/COS model does not address specific 

social policy objectives it should directly fund the shortfall with taxpayer funds rather 

than directing the Commission to deviate from, or alter, the COS result.11 The benefit of 

the current approach is that the cabinet directives are public and transparent, and 

subject to public criticism.  

 

©Richard McCandless  October 3, 2021.      https://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 recent reviews of ICBC’s and B.C. Hydro’s rate requests. 
 

 

 

 

 
10 For a useful discussion see Rowland Harrison’s paper https://www2.gov.bc.ca/assets/gov/farming-natural-

resources-and-industry/electricity-alternative-energy/electricity/bcuc_review_final_report_nov_14_final.pdf p. 76. 
11 Often the variance from the COS result increases an eventual cost which is a liability on future generations of 

ratepayers. While the CleanBC initiatives are a current example, the operating losses of the Site C dam project will 

begin to affect rates in 2025/26. Cabinet, not the BCUC, ordered the Site C project to proceed. 

https://www.bcpolicyperspectives.com/
https://www2.gov.bc.ca/assets/gov/farming-natural-resources-and-industry/electricity-alternative-energy/electricity/bcuc_review_final_report_nov_14_final.pdf
https://www2.gov.bc.ca/assets/gov/farming-natural-resources-and-industry/electricity-alternative-energy/electricity/bcuc_review_final_report_nov_14_final.pdf
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