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UNREPORTED 2016 FINANCIAL STORIES 

 

In the last legislative session, Minister Bill Bennett admitted that the recent dividends paid to the 

government by BC Hydro were from borrowed funds, and the dividends for future years will be from 

borrowed funds.1 This statement provided an opportunity for business writers to analyze the public power 

corporation’s finances to determine how it is possible for BC Hydro to declare healthy profits, yet be 

forced to borrow the money to pay dividends to the government. 

 

Here are a few BC Hydro stories that did not appear in the business media, or receive any other media 

attention. 

 

I DIVIDENDS FORCE BC HYDRO TO BORROW MORE 

Most private sector corporations ensure that dividends are paid only if there is sufficient “free cash flow,” 

defined as the balance of cash available from operations after paying for capital investments. Financial 

analysts scrutinize the cash flow disclosures to determine if a corporation is spending more than is 

warranted, as a negative free cash flow requires more borrowing.  

It is more normal for capital intensive power utilities to access the capital markets to fund longer-term 

capital projects for power generation and transmission. In the last seven years, BC Hydro has been 

running free cash flow deficits and paying healthy annual dividends to the provincial government.  

This is one of the reasons that Moody’s Investors Services stated that BC Hydro’s finances “are among 

the weakest of Canadian provincial utilities.”2 

Table I summarizes BC Hydro’s cash flow for 200910 to 2015/16. During the seven years, the free cash 

flow totalled negative $7.45 billion, while the dividend paid added a further $1.4 billion to the borrowing 

requirements. 

 

 

 

                               

                                                      
1 Rob Shaw, Vancouver Sun, April 11, 2016 http://vancouversun.com/news/local-news/bc-hydro-borrows-millions-

more-to-pay-government-dividend   
2 See Vaughn Palmer, Vancouver Sun, April 14, 2016, and http://www.fin.gov.bc.ca/PT/dmb/ref/ratingMoodys.pdf 

p.5. 

http://vancouversun.com/news/local-news/bc-hydro-borrows-millions-more-to-pay-government-dividend
http://vancouversun.com/news/local-news/bc-hydro-borrows-millions-more-to-pay-government-dividend
http://www.fin.gov.bc.ca/PT/dmb/ref/ratingMoodys.pdf
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                                  TABLE 1 CASH FLOW AND SOURCE OF FUNDS ($=mil) 

  FY09/10 FY10/11 FY11/12 FY12/13 FY13/14 FY14/15 FY15/16 7 Year 

 Operating       373      668      816       888       788     1018    1060    5611 

 Investing    (2292)   (1407)   (1610)    (1810)    (1916)    (1928)   (2102) (13065) 

 Free Cash    (1919)     (739)     (794)      (922)    (1128)      (910)   (1042)   (7454) 

 Dividend       nil       (47)     (463)      (230)      (215)      (167)     (264)   (1386) 

 Total    (1919)     (786)   (1257)    (1152)    (1343)    (1077)   (1306)   (8840) 

 Source         

 -Borrow*     1906      804     1242     1200     1296     1009    1311   (8768) 

 -Cash         13       (18)         15        (48)        (47)         68         (5)       (22) 

 Cash End           9        27         12         60       107         39         44     N/A 

   Source: BC Hydro annual reports. 

   Notes: Borrow includes change in long-term debt, revolving borrowings and other changes. 

 

 

II BC HYDRO PROFITS INFLATED BY RECORDING FUTURE REVENUE 

 

Since FY2009/10 BC Hydro has been recording and deferring future unapproved revenue, which inflates 

its net income, equity and debt. 

The difference between the forecasted (or indicated) domestic revenue requirement and the budgeted 

level assumed in the approved price (rate) is recorded and deferred to the Rate Smoothing regulatory 

account. The difference between the actual revenue received and the budgeted level is recorded in the 

Non-Heritage deferral account. For 2015/16, for example, $269 million in future unapproved revenue was 

added to the Non-Heritage account, while $121 million was recorded and added to the Rate Smoothing 

account.  

The recording and deferral of revenue variances, which is highly dubious accounting practice,3 allows BC 

Hydro to achieve the its annual revenue forecasts. The deferral of variances in the cost of energy from the 

forecasted amount, combined with the recording of revenue variances, ensures that the budgeted profit on 

energy sales is achieved. In 2015/16, for example, domestic energy costs were reduced by $235 million 

and this amount was deferred to the Non-Heritage account.  

Table 2 shows what BC Hydro’s net income would have been for the past seven years had no revenue 

variances been recorded. 

 

 

 

                                                      
3 Through cabinet directive (Direction 7 of March 2014) the BC Utilities Commission was required to approve the 

Rate Smoothing regulatory account. The Commission has not overtly approved the deferral of revenue variances to 

the Non-Heritage deferral account, but BC Hydro has interpreted the approval of “load variances” to include the 

recording and deferral of revenue shortfalls. 
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          TABLE 2 NET INCOME ADJUSTED FOR REVENUE DEFERRALS ($=millions) 

     09/10  10/11  11/12  12/13  13/14  14/15  15/16 7 Year 

 Net Income      447    589    558    509    549    581    655  3,888 

   NHDA      (83)     (42)     (63)  (176)   (138)   (207)   (269)    (978) 

   RSRA       nil     nil     nil    nil     nil   (166)   (121)       (287) 

 Adjusted NI      364    547    495    333    411    208    265  2,623 

   Source: BC Hydro annual reports and BCUC, BC Hydro F17-F19 RRA, IR 1, BCUC 126.1. 

 

Table 2 shows that, beginning in FY2012/13, BC Hydro has come to rely more heavily on future revenue 

deferrals to achieve the net income targets. In the seven years reviewed, some 33% of the reported net 

income was due to future unapproved revenue. In FY2015/16 almost 60% was due to the recording of this 

future unapproved revenue (64% for FY2014/15). 

 

III BC HYDRO’S EQUITY DEPENDS ON DEFERRED COSTS AND REVENUES 

 

Regulatory deferral accounts were designed to avoid annual rate volatility by spreading cost variances 

over a longer period, thus smoothing annual rate changes. The original deferrals encompassed the cost of 

energy, but were expanded in scope following the 2008-2009 recession, the change to the IFRS/USGAAP 

accounting rules, and the government-ordered deferral of the cost of smart meters and Site C 

development.  

In 2012/13 BC Hydro began to record and defer significant energy revenue shortfalls, and in 2014/15, as 

ordered by cabinet, it began to record and defer the difference between the allowed rates and the indicated 

revenue requirement. By 2016, most of the potential risk to the net income has been eliminated by the 

wide range of deferral options available. 

A deferred cost over-run or revenue shortfall is considered as a loan to customers, and is therefore 

recorded as an asset on the balance sheet. The net regulatory assets usually comprise a portion of the total 

equity, but for BC Hydro the deferred variances are significantly greater than the total equity. Table 3 

shows the net regulatory balance ratio to total equity for certain regulated energy utilities. 

 

TABLE 3 NET REGULATORY DEFERRAL TO EQUITY (Per Cent) 

        2014      2015 

 BC Hydro (2015/16)       130.3      131.3 

 Hydro Quebec         24.4        18.6 

 Hydro One         39.7        27.6 

 Ontario Power Generation         75.5        57.2 

 FortisBC         34.9        38.0 

 Southern (US)         22.3        25.3 

   Source: annual reports. 
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   Notes: Only BC Hydro records and defers future unapproved revenue. All use USGAAP for the deferral    

accounting. 

The deferral of pension and other benefits liabilities is a major component of the net regulatory balance in 

all the utilities surveyed, ranging from 38% to 91% of the total. For BC Hydro, however, the amount of 

pension and other benefits deferred was only 22% in 2015/16. This is because BC Hydro had a greater 

range of variances deferred compared to the other utilities, meaning that almost all risk has been 

transferred to future customers. 

Most of BC Hydro’s net deferrals involve actual expenditures, requiring additional borrowing. This was 

recognized by Moody’s Investor Services in its 2016 review of BC Hydro’s finances, when it noted that 

the regulatory assets were largely debt financed.4 

 

IV BC HYDRO DIVIDENDS MODERATE GROWTH IN GOVERNMENT’S DIRECT DEBT 

 

Under the rules of rate regulated accounting, the deferral of cost variances, which are to be included in 

future rates, increases BC Hydro’s assets and equity. By recording and deferring future unapproved 

revenue BC Hydro has increased its equity each year (except in 2009/10) such that a dividend is payable 

to the government. From 2010/11 to 2015/16 a total of $1.39 billion was paid.  

The cumulative $1.4 billion received from BC Hydro helped to keep the government’s 2015/16 year-end 

direct operating debt at $8.0 billion, or 3.3% of nominal GDP.5 Had BC Hydro not counted the 

unapproved future revenue, and no dividend been paid, the government’s direct debt would have been 

$9.4 billion. The ratio of the adjusted direct operating debt to nominal GDP would have been 3.9%, 

compared to the 4.0% of nominal GDP recorded in 2009/10. 

During recent budget presentations, the government has highlighted the decline in the direct operating 

debt to GDP ratio as being the result of prudent financial management. This analysis shows that the 

manipulation of BC Hydro’s finances is a better explanation for the improved operating debt picture. 

It should also be noted that from 2010/11 to 2015/16 the government also appropriated approximately 

$1.2 billion from ICBC’s policyholders’ capital reserve to further lower the direct operating debt, but this 

did not require the reliance on recording future unapproved insurance premium revenue. 

 

© Richard C. McCandless  January 9, 2017.  http://www.bcpolicyperspectives.com/  

The writer is a retired senior BC government public servant who’s paper on the 40-year financial history 

of ICBC was published by BC Studies in 2013. The same academic journal published his paper, 

describing the BC government’s manipulation of the finances of BC Hydro from 2008 to 2014, in 

November. 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. 

                                                      
4 http://www.fin.gov.bc.ca/PT/dmb/ref/ratingMoodys.pdf p. 4. 
5 See BC Government, 2016 Financial and Economic Review, August 2016, p. 37. 

http://www.bcpolicyperspectives.com/
http://www.fin.gov.bc.ca/PT/dmb/ref/ratingMoodys.pdf
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