
 

1 

 

COMMENTARY                                   BC HYDRO 

 

BC HYDRO REVIVES SPECULATION ON FUTURE INTEREST RATES 

 

Recently, BC Hydro has reported that it has revived its program to hedge future interest 

rates.1 Details were provided in response to questions posed during the current BC 

Utilities Commission review of BC Hydro’s three-year rate request. 

 

Rationale for Hedging Future Interest Rates 

In March 2016, the British Columbia Utilities Commission (BCUC) approved BC  

Hydro’s request to create a new regulatory deferral account.2 The Debt Management 

Regulatory Account (DMRA) would allow the utility to defer any gains and losses from a 

new program to hedge against rising interest rates for a significant amount of the 

utility’s anticipated future debt. BC Hydro believed that interest rates were at historic 

lows, and that there was a high likelihood that interest rates would increase between 

2016 and 2024, during the period when BC Hydro expected to issue some $10 billion in 

debt.  

By hedging the future interest rate on a significant part of the new debt the utility 

argued that some of the anticipated increase in the interest cost to ratepayers could be  

offset by gains on the hedging contracts. This would help moderate possible rate 

increases to ratepayers resulting from the higher interest rate cost on the new 

borrowing. 

Yet, because the hedging strategy entailed significant risk of losses if the actual interest 

rates declined, BC Hydro’s strategy depended on deferring gains and losses. Without the 

deferral, the gains or losses would alter the annual net income (profit), and this might 

endanger the government’s surplus/deficit target (as BC Hydro’s net income is included 

in the government’s financial statements as revenue). 

 

Lower Rates Resulted in Hedging Losses 

Rather than gains from the hedging contracts partially offsetting higher debt financing 

caused by higher future interest rates on new borrowing, the rates actually declined. 

 
1 See earlier reports 

https://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_hydro_hedging_8_october_2019_

2/pdf/commentary_hydro_hedging_8_october_2019_2.pdf and 

https://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_bc_hydro_hedging_30_december

_2020_2/pdf/commentary_bc_hydro_hedging_30_december_2020_2.pdf  
2 https://docs.bcuc.com/documents/proceedings/2016/doc_45368_b-1_bch_dbt_mgmt_reg_acct-app.pdf  

https://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.bcpolicyperspectives.com/media/attachments/view/doc/commentary_hydro_hedging_8_october_2019_2/pdf/commentary_hydro_hedging_8_october_2019_2.pdf
https://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_bc_hydro_hedging_30_december_2020_2/pdf/commentary_bc_hydro_hedging_30_december_2020_2.pdf
https://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_bc_hydro_hedging_30_december_2020_2/pdf/commentary_bc_hydro_hedging_30_december_2020_2.pdf
https://docs.bcuc.com/documents/proceedings/2016/doc_45368_b-1_bch_dbt_mgmt_reg_acct-app.pdf
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Table 1 shows that the initial credit in the Debt Management Regulatory Account of 

$187 million as of 31 March 2017 reversed. By the end of 2019/20, the cumulative loss 

had grown to $953 million.3 By 30 September 2021 the cumulative loss totalled $542 

million. 

       TABLE 1—INTEREST RATE HEDGING SUMMARY (as of March 31) 

  Contracts Value ($=b)   Change in Value ($-m)       DMRA ($=m) 

FY 2016/17            3.60              n/a            (187) 
FY 2017/18            4.90              (29)            (158) 
FY 2018/19            6.05            (321)              163 
FY 2019/20            5.03            (778)              953 
FY 2020/21            3.23             516              449 
FY 2021/22 Q2            3.45              (98)              542 

Source: BC Hydro annual reports, notes regarding financial instruments. 

 

BC Hydro Declares the Program a Success Yet Suspends New Hedge 

Contracts 

The original objective of the future interest rate hedging program was to moderate the 

expected additional cost of higher interest rates on the cost of borrowing. This would 

help stabilize the cost of electricity for BC Hydro’s customers. However, the potential 

benefits expected from actual lower rates were partially negated by the hedging losses 

(both realized and unrealized).  

BC Hydro prefers to consider the hedging program as a success. It claims that the 

purpose of the program is to provide increased cost certainty by protecting ratepayers 

from interest rate volatility.4 By this reasoning if interest rates increase or decrease the 

hedging program moderates the change to customer rates, thereby achieving the 

objective of more stable rates.  

Yet the program was originally intended to protect ratepayers from the cost of 

anticipated higher interest rates, not to deny the benefit of lower rates to these 

ratepayers. One must question BC Hydro’s claim of success in light of the fact that the 

utility did not enter into any new hedging contracts in 2019/20 and 2020/21, allowing 

the value of the hedged contracts to decline to $3.2 billion.   

 

The New Program 

The new hedging strategy provides a maximum limit of hedges based on the long-term 

debt issuances, rather than the total forecast borrowings. This limits the value of the 

 
3 Because of COVID-19 interest rates sharply declined in March 2019, which dropped the fair value of the 

outstanding hedge contracts. There was a significant rebound in rates in 2020/21. 
4 https://docs.bcuc.com/Documents/Proceedings/2021/DOC_65128_B-8-BCH-responses-to-Interveners-IR-No1-

Public.pdf pdf 72/3232. 

https://docs.bcuc.com/Documents/Proceedings/2021/DOC_65128_B-8-BCH-responses-to-Interveners-IR-No1-Public.pdf
https://docs.bcuc.com/Documents/Proceedings/2021/DOC_65128_B-8-BCH-responses-to-Interveners-IR-No1-Public.pdf
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hedges that will be permitted. From 2021/22 to 2025/26, BC Hydro intends to hedge 

approximately $6.2 billion of new debt.5 As of 31 October 2021, BC Hydro had hedged 

$1.85 billion in future debt spanning four fiscal years.6 

 

Relaunch Based on Recent Rate Forecast 

BC Hydro’s relaunch of the hedging of future interest rates is based on a new forecast 

prepared by the provincial Ministry of Finance. This forecast is shown in Table 2.  

 

                     TABLE 2—CANADIAN INTEREST RATE FORECAST 

      2021/22   2022/23    2023/24    2024/25 
 Short-Term Rate          0.19       0.50         1.11         1.55 
 Long-Term (10 year) Rate          2.20       2.68         2.77         2.96 

Source: BC Ministry of Finance as of October 2021; 
https://docs.bcuc.com/Documents/Proceedings/2021/DOC_65128_B-8-BCH-responses-to-Interveners-
IR-No1-Public.pdf  pdf 608. 

 

Most financial analysts are predicting a rise in interest rates, as determined by the Bank 

of Canada and the US Federal Reserve. The recent increase in consumer prices (CPI) 

suggests that the central banks will need to raise rates to dampen inflationary 

expectations. The unknown factors are how soon the rates will increase, and what 

impact an increase in rates will have on economic activity.  

Many of these same economists warn that an overly large rise in lending interest rates 

could provoke an economic downturn, which could result in a rate cut.7  

BC Hydro has revived its hedging at an uncertain time. If rates increase the public 

utility’s hedge contracts will generate gains. If rates remain constant or decline 

additional losses will be incurred. As long as BC Hydro claims that rate stability is the 

ultimate objective it can always claim that the program is successful. 

 

©Richard McCandless  January 5, 2022.         

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 was an 

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

 
5 https://docs.bcuc.com/Documents/Proceedings/2021/DOC_65128_B-8-BCH-responses-to-Interveners-IR-No1-

Public.pdf pdf 77/3232. 
6 Ibid., pdf 84/3232. 
7 https://www.thestar.com/business/2022/01/04/inflation-expected-to-stay-uncomfortably-high-in-2022.html  

https://docs.bcuc.com/Documents/Proceedings/2021/DOC_65128_B-8-BCH-responses-to-Interveners-IR-No1-Public.pdf
https://docs.bcuc.com/Documents/Proceedings/2021/DOC_65128_B-8-BCH-responses-to-Interveners-IR-No1-Public.pdf
https://docs.bcuc.com/Documents/Proceedings/2021/DOC_65128_B-8-BCH-responses-to-Interveners-IR-No1-Public.pdf
https://docs.bcuc.com/Documents/Proceedings/2021/DOC_65128_B-8-BCH-responses-to-Interveners-IR-No1-Public.pdf
https://www.thestar.com/business/2022/01/04/inflation-expected-to-stay-uncomfortably-high-in-2022.html
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