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HOW BC HYDRO PRODUCES RECORD PROFITS DESPITE FLAT DEMAND 

 

From 2011 to 2016 the population of British Columbia grew from 4.5 million to 4.75 million, an increase 

of 5.5%.1 In the same five-year period, BC Hydro’s electricity sales were essentially flat, declining by 

0.4%. Yet, despite no growth in sales, during these five years the Crown power utility reported some 

$2.85 billion in net income, and paid approximately $1.2 billion in dividends to the provincial 

government. The net income for 2015/16 was a record $655 million.2 

How was BC Hydro able to accomplish this? A five-year cumulative rate increase of approximately 31% 

explains most of the corporation’s ability to report this level of net income, but part of the answer is also 

to be found in the use of deferral accounts to enhance reported revenue. 

 

FIVE-YEAR FORECAST AND ACTUAL DOMESTIC SALES 

BC Hydro budgets on the basis of the forecast demand for electricity. Using regulatory accounting, where 

actual costs or revenue is different than the forecast the variance is deferred for inclusion in the price of 

electricity in a future period.  

Table 1 compares the average annual actual Domestic sales (GWh) to the average forecast sales for 

2011/12 to 2015/16 by the main customer categories. For the period, the actual average annual Domestic 

sales were 4.1% less than the average annual forecast, with the largest variance being in the Large 

Industrial category (down 18.8%). 

 

 Table 1 ACTUAL TO FORECAST AVERAGE DOMESTIC SALES 2011/12 to 2015/16 (GWh) 

     ACTUAL  FORECAST DIFFERENCE        .   PERCENT 

 Residential       17,688       18,406         (717)      (3.9) 

 Commercial       18,375       18,089           286       1.6 

 Large Industrial       13,743       15,152       (1,410)      (9.3) 

 Other         1,536         1,892          (356)    (18.8) 

 TOTAL       51,342       53,539       (2,197)      (4.1) 

    Source: BCUC, BC Hydro RRA F17-19, IR 1, BCUC 4.2. Residential and Commercial weather 

                 normalized. 

Is BC Hydro’s forecasting of Domestic demand improving? Table 2, which shows the variance between 

the actual and forecast GWh sold for the last five years, suggests it is not. 

                                                      
1 BC Government, Financial and Economic Review 2016, and BC Government, Budget and Fiscal Plan 2017-2019. 
2 The revenue adds to the government’s consolidated revenue and its surplus position, while the dividend reduces 

the government’s direct debt borrowing requirements. 
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Table 2 ACTUAL TO FORECAST DOMESTIC SALES (GWh) 

    GWh SOLD  PERCENT 

2015/16       (2,737)      (5.1) 

2014/15       (1,932)      (3.6) 

2013/14       (2,346)      (4.3) 

2012/13       (2,535)      (4.7) 

2011/12       (1,431)                (2.7) 

   Source: see Table 1. 

 

The 5.5% increase in population during this period has not resulted in a similar growth in electricity sales 

because the average usage by customer has declined. This is confirmed by Table 3, which shows that in 

the five-year period the average Residential consumption per account declined by 10.4%, and the average 

Large Industrial consumption per account declined by 8.2%. 

                    Table 3 AVERAGE CUSTOMER ACCOUNT SALES (KWh) 

       2011/12      2015/16 DIFFERENCE    PERCENT 

 Residential        11,006         9,865       (1,141)       (10.4) 

 Commercial        91,017       91,239           222           0.2 

 Large Industrial        80,488k       73,886k       (6,602)         (8.2) 

    Source: BCUC, BC Hydro RRA F17-F19, IR 1, BCUC 4.4. 

Conservation measures resulting from the cumulative 31.4% rate increase (2011 to 2015) probably 

explains most of the decline in the average sales per Residential account. Improvements in home 

insulation and heating technology (such as heat pumps), and the decline in natural gas prices, have 

reduced the average demand for Residential electricity for space and water heating and lighting. The same 

effect is evident with Commercial sales, but to a lesser extent. Large Industrial production and electricity 

purchases are more dependent on commodity prices than on the change in the BC population. 

IMPACT ON BC HYDRO’S REVENUE 

BC Hydro budgets on the forecast level of sales. The forecast demand is met by electricity from the 

corporation’s hydroelectric dams, and from contracted supplies from Independent Power Producers (IPP). 

In low water years, BC Hydro may be forced to purchase electricity from the spot market, but this did not 

happen during the five-years under review.  

In general, since BC Hydro’s cost of power is relatively fixed a shortfall in Domestic sales revenue would 

normally reduce the corporation’s profit. However, from 2011/12 to 2015/16, BC Hydro has been 
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recording the variance between the forecast and actual sales as revenue received.3 Together with the 

various cost variances deferred,4 this had allowed BC Hydro to meet its net income target each year. 

 

A NOTE ON THE RATE SMOOTHING REGULATORY ACCOUNT 

The Rate Smoothing deferral account, instituted by cabinet order in 2014, is also used to record unbilled 

revenue. This revenue is the difference between the forecast revenue required and the amount expected to 

be generated by the government-allowed rate increase for each year.5 

This account allows the government to set annual rate increases at less than that indicated by BC Hydro’s 

forecast to cover its costs, and still meet the government’s net income target (and dividend) target. For 

2014/15 and 2015/16, a total of $287 million was recorded as revenue and deferred to this account. For 

the 2016/17 to 2018/19 period, BC Hydro forecasts that the balance by a further $796 million. The 10-

year financing plan shows the balance peaking at approximately $1.6 billion by 2020/21.6  

While the deferred revenue may be aspirational, it assists BC Hydro to meet its net income targets. On a 

cash requirements basis, however, the $1.6 billion will add to BC Hydro’s already rapidly growing debt. 

As Michael Lewis said about borrowing, “Leverage buys you a glimpse of a prosperity you haven’t really 

earned.”7 

 

© Richard McCandless  March 2, 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.    

 

  

 

                                                      
3 In these five years, approximately $853 million of unbilled revenue was recorded as received and deferred to the 

Non-Heritage Deferral Account. 
4 During the last eight years, the range of expenditure variances eligible of deferral has increased to the point that 

there is little remaining risk to the annual net income (profit) target set by cabinet. 
5 For a broader review of BC Hydro’s use of deferrals see 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_11_15_august_2016/pdf 

 
6 See BCUC, BC Hydro F17 to F19 RRA, Table 7-2. The growth in the amount deferred reflects the reduction in the 

capped rate increase for 2017 to 2019. 
7 Michael Lewis, Boomerang, 2011. 

http://www.bcpolicyperspectives.com/
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_11_15_august_2016/pdf
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