
 

1 

 

OCCASIONAL PAPER No. 63                      B.C. HYDRO 

 

RATE-REGULATED ACCOUNTING AT BC HYDRO: A PRIMER   

 

In the next weeks two important reports will be released that will help shape the 

government’s financial reporting and B.C. Hydro’s electricity rate increases for the next 

few years. The focus of both the senior officials’ report on B.C. Hydro and the auditor 

general’s report on rate-regulated accounting will be on the large number and the high 

net balance of the deferral accounts at the public power utility.1  

The purpose of this paper is to assist in the understanding of the two reports by 

providing some background as to why the deferral accounts are vital to B.C. Hydro’s net 

income, equity and debt. 

Purpose of Deferral Accounts 
 
Most regulated power utilities in North America use deferral accounts to smooth the 
annual price of electricity or natural gas over a longer period. For hydroelectric utilities 
in particular, annual changes in water flows can cause significant variances between 
budgeted and actual revenues and expenditures. B.C. Hydro has been using this deferral 

technique (known as rate-regulated accounting) to carry forward windfall revenues and/or 

unexpected costs to future periods to smooth out the effect of these  short-term impacts on its 

rates. 

 
Rate-regulated accounting has the effect of transferring risk from the shareholder to the 

customer. This is because if actual costs are greater than the amount budgeted in the 

rate (price) the variance can be deferred and included in future prices. In the absence of 

regulatory accounting the greater expenditure would result in lower net income. 

Deferring expenditure variances benefits B.C. Hydro (and the government) as it lowers 

the risk of not achieving the planned net income, and it increases assets and equity. 

However, if a utility over-uses the deferrals it is likely that an independent regulator 

would reduce the allowed return on equity to reflect the lower risk exposure. Continued 

growth in the net amounts deferred will require an increase in debt and may result in 

cash flow difficulties. For an investor-owned utility, the growth in debt would increase 

the investment risk and may result in a lower share price and higher borrowing costs. 

As the name implies, rate-regulated accounting requires oversight by an independent 
regulator. The specific amounts deferred, and repayment terms, must be approved by 

                                                      
1 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_62_23_september_2018/p

df/occasional_paper_no_62_23_september_2018.pdf and 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_deferral_reversal_31_august_2018

/pdf/commentary_deferral_reversal_31_august_2018.pdf  

http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_62_23_september_2018/pdf/occasional_paper_no_62_23_september_2018.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_62_23_september_2018/pdf/occasional_paper_no_62_23_september_2018.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_deferral_reversal_31_august_2018/pdf/commentary_deferral_reversal_31_august_2018.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_deferral_reversal_31_august_2018/pdf/commentary_deferral_reversal_31_august_2018.pdf
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the regulator, which has the authority to offset the possible decline in shareholder risk 
by reducing the allowed return on equity (profit).  
 

A Short History 

In the early 1990’s the government required B.C. Hydro to establish a Rate Stabilization 

Account (RSA) to smooth the indicated rates. Surplus income would be transferred to 

the account in profitable years, while funds would be withdrawn to achieve the budgeted 

net income in less profitable years. From 1994 to 1996 the RSA was used to allow the 

government to freeze B.C. Hydro’s rates.2 The government suspended the use of the RSA 

from 1997 to 1999, but payments and withdrawals commenced in 2000.  

In 2000, B.C. Hydro’s net income, rather than its dividend, was reported on the 

government’s income statement and its dividends were used to reduce the government’s 

taxpayer-supported borrowing requirements. This change provided the incentive for the 

government to use deferral accounts to increase B.C. Hydro’s net income while 

suppressing annual rate increases. 

In 2004 the RSA (no balance remaining) was replaced by a number of deferral accounts 

to “mitigate the effects of forecast uncertainty around the cost” of water inflows, trade 

income and other non-own energy costs.3 The government ordered the B.C. Utilities 

Commission (BCUC) to approve the Heritage and the Trade Income deferral accounts, 

and it also approved a non-owned energy cost deferral account and a site restoration 

deferral liability account. 

As B.C. Hydro noted in its 2004/05 annual report, the energy deferrals were intended to 

mitigate the impact of variances between forecast (budgeted) and actual costs.4 The 

2004/05 net balance of assets (owed by ratepayers) minus liabilities (owed to 

ratepayers) in the seven deferral accounts was $150 million.  

The 2008 financial crisis and the resulting economic recession placed significant 

pressure on B.C. Hydro’s rates. At the urging of a number of consumer groups, the 

BCUC approved a number of new deferral accounts to lower the indicated annual rate 

increases. It justified the expansion in the scope and number of deferral accounts as a 

“short term transient measure” to restrain the rise in electricity rates “during the 

prevailing uncertainty and volatility in the economy….”5 

By 2010/11 the number of deferral accounts had increased to 26, and the balance had 

increased to $2.16 billion.6 Some of the increase in the deferral balance was due to 

                                                      
2 http://docs.openinfo.gov.bc.ca/D54913814A_Response_Package_EGM-2013-00233.PDF p. 11/31. 
3 Ibid. 
4 B.C. Hydro Annual Report 2004/05, p. 75. 
5 See 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/article_bcuc_june_10_2016_excerpts/pdf/article

_bcuc_june_10_2016_excerpts.pdf p. 2. 
6 BCUC, B.C. Hydro Rate Request F2015 to F2016, Appendix H, Table 6. 

http://docs.openinfo.gov.bc.ca/D54913814A_Response_Package_EGM-2013-00233.PDF
http://www.bcpolicyperspectives.com/media/attachments/view/doc/article_bcuc_june_10_2016_excerpts/pdf/article_bcuc_june_10_2016_excerpts.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/article_bcuc_june_10_2016_excerpts/pdf/article_bcuc_june_10_2016_excerpts.pdf
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government-directed new deferrals (such as Site C planning costs), while other cost 

increases and trade income shortfalls accounted for the balance of the growth. 

By 2017/18 the net deferral balance had grown to $5.4 billion (prior to the government’s 

presumptive payment). B.C. Hydro’s 2017/18 financial statements show that its equity is 

equivalent to the value of the net deferrals. Table 1 in the appendix shows the net 

deferral to equity ratio peaking at 131% in 2015/16. The second table shows that other 

regulated power utilities have much lower deferral to equity ratios. 

Auditor General’s 2011 Report 

In his 2011 report Auditor General John Doyle was highly critical of the excessive use of 

regulatory accounting at B.C. Hydro.7 The report focused on the growing balance in 

deferral accounts and was concerned that B.C. Hydro did not seem to have a plan to 

reduce the resulting debt. The report showed that the rate regulated accounting 

technique was being used far more extensively by B.C. Hydro when compared to other 

public and private power corporations.  

In his testimony to the public accounts committee, the auditor general stated that the 

sole purpose of the whole exercise was to generate revenue for the government; “So 

what I see is a conversion of cash being transferred over [to the government] and a 

replacement of what would normally be the province’s taxpayer supported debt by self-

supporting debt in a different entity.”8 . 

 Charles Reid, BC Hydro’s acting president, in justifying the deferrals said that the 

practice protected BC Hydro’s customers from larger annual rate fluctuations, as well as 

ensuring “a consistent stream of net income” to the provincial budget. He noted that 

“it’s very difficult for us to lose money in a given year…”9  

Change to Accounting Standard Adds to Net Deferral Balance 

When the auditor general reported B.C. Hydro was about to transition to the new 

International Financial Reporting Standards (IFRS) accounting system. The IFRS 

standard required certain changes, such as recording any pension funding shortfall as a 

liability. With the approval of the BCUC two new deferral accounts added offsetting 

assets to preserve the corporation’s position (and the dividend stream to the 

government). By 2012/13 the net deferral balance had grown to $4.4 billion. 

When the change to the accounting standard was being planned there was uncertainty 

as to whether rate-regulated accounting would be allowed under the IFRS. This 

                                                      
7 http://www.bcauditor.com/sites/default/files/publications/2011/report_8/report/OAGBC-BC-Hydro-rate-regulated-

accounting.pdf  
8 https://www.leg.bc.ca/Pages/BCLASS-

Legacy.aspx#%2Fcontent%2Flegacy%2Fweb%2Fcmt%2F39thparl%2Fsession-

4%2Fpac%2Fhansard%2FP11125a.htm p. 556. 
9 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/article_bcuc_june_10_2016_excerpts/pdf/article

_bcuc_june_10_2016_excerpts.pdf p. 4. 

http://www.bcauditor.com/sites/default/files/publications/2011/report_8/report/OAGBC-BC-Hydro-rate-regulated-accounting.pdf
http://www.bcauditor.com/sites/default/files/publications/2011/report_8/report/OAGBC-BC-Hydro-rate-regulated-accounting.pdf
https://www.leg.bc.ca/Pages/BCLASS-Legacy.aspx#%2Fcontent%2Flegacy%2Fweb%2Fcmt%2F39thparl%2Fsession-4%2Fpac%2Fhansard%2FP11125a.htm
https://www.leg.bc.ca/Pages/BCLASS-Legacy.aspx#%2Fcontent%2Flegacy%2Fweb%2Fcmt%2F39thparl%2Fsession-4%2Fpac%2Fhansard%2FP11125a.htm
https://www.leg.bc.ca/Pages/BCLASS-Legacy.aspx#%2Fcontent%2Flegacy%2Fweb%2Fcmt%2F39thparl%2Fsession-4%2Fpac%2Fhansard%2FP11125a.htm
http://www.bcpolicyperspectives.com/media/attachments/view/doc/article_bcuc_june_10_2016_excerpts/pdf/article_bcuc_june_10_2016_excerpts.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/article_bcuc_june_10_2016_excerpts/pdf/article_bcuc_june_10_2016_excerpts.pdf
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uncertainty prompted the government to allow B.C. Hydro to adopt the American 

accounting standard (ASC 980) which recognized deferral accounts for independently 

regulated utilities.10 The government order specifically exempted the public power 

utility from the need for an independent third-party approval of the deferrals and the 

rates. 

Government Sidelines the BCUC 

In May 2012, the exemption from the need for an independent regulator to oversee the 

deferral accounts was activated, as the government took control of rate-setting. The 

BCUC was becoming concerned about the growing deferral balance and suggesting 

higher rates to reduce the balance. Instead, the government imposed a small rate 

increase in the lead-up to the 2013 election.11  

The 10-Year Financial Plan 

In November 2013, in conjunction with the announcement of the approval of the Site C 

dam project, the government produced a 10-year plan that seemed to address the 

auditor general’s primary concern about the lack of a plan to pay down the deferral 

balances. The government’s tight control over the BCUC was evidenced by directives 

issued in early 2014 which required the BCUC to set rates for 2014 to 2018 at below the 

levels required to match forecasted costs. 

Using the deferral accounts was proving to be a “win-win” proposition for the 

government; it kept electricity rate increases below the economic requirement and it 

kept a high net income level to support the government’s surplus. The rate subsidy was 

defended by energy minister Bill Bennett in 2013 when he stated that without the 

expenditure deferrals, the necessary rate increase would have a “horrible impact on 

ratepayers” and that would result in “blood on the streets, I’m sure.”12  

Recording of Uncollected Revenue 

Central to the plan was the new Rate Smoothing deferral account, which required B.C. 

Hydro to record unbilled and uncollected revenue. This revenue was the difference 

between the required revenue to cover costs and produce the net income, and the 

revenue produced by the government-allowed rate increase. In effect, future generations 

would face a higher debt liability to provide a financial benefit to current ratepayers. 

                                                      
10 Treasury Board Regulation 146/2011 of July 5, 2011 allowed BC Hydro to adopt the US accounting standard 

ASC 980 to preserve its regulatory/deferral accounts. 
11 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/article_bcuc_june_10_2016_excerpts/pdf/article

_bcuc_june_10_2016_excerpts.pdf p. 4. 
12 https://www.leg.bc.ca/documents-data/debate-transcripts/40th-parliament/1st-session/20130717pm-Hansard-v3n5 

p. 644. 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/article_bcuc_june_10_2016_excerpts/pdf/article_bcuc_june_10_2016_excerpts.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/article_bcuc_june_10_2016_excerpts/pdf/article_bcuc_june_10_2016_excerpts.pdf
https://www.leg.bc.ca/documents-data/debate-transcripts/40th-parliament/1st-session/20130717pm-Hansard-v3n5
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In June 2016, NDP opposition critic Adrian Dix asked Auditor General Carol Bellringer 

whether the “audacious” scheme of recording future unbilled and uncollected revenue 

was permitted under generally accepted accounting standards.13  

While the auditor general’s reply to the Dix inquiry seemed to side-step the issue,14 a 

year later the auditor general of Ontario was very explicit in stating that unbilled and 

uncollected revenue cannot be recorded as revenue received. In response to the Ontario 

government’s convoluted financing of the “Fair Hydro” electrical rate reduction of 2017 

Auditor General Lysyk stated that recording future revenue as a deferred asset is not 

permitted under the accounting rules.15 

B.C. Auditor General Qualifies Provincial Books 

In early January 2017, B.C. Hydro asserted that, despite the cabinet setting rates and 

other prescriptive directions, the BCUC was independent.16 

In August 2017, Auditor General Bellringer disagreed and cited the lack of an 

independent regulator at B.C. Hydro as a third reason to qualify the public accounts for 

2016/17.17 The auditor general did not specifically discuss B.C. Hydro’s recording of 

future revenue, initially through the Non-Heritage deferral account and then through 

the Rate Smoothing account, as part of her decision to qualify the provinces financial 

statements. 

NDP Government Says Regulatory Accounting Abused 

In late August 2018, the NDP government agreed that the previous government’s 

manipulation of B.C. Hydro’s finances through the abuse of the deferral accounts had to 

end. Finance Minister Carole James set aside $950 million of the 2017/18 surplus (of 

which $684 million was B.C. Hydro’s deferral-inflated net income) as a “prospective” 

adjustment to begin to restore the integrity of the corporation’s--and by extension the 

government’s—financial reports. 

                                                      
13 https://thetyee.ca/News/2016/06/10/BC-Hydro-Misleading-

Accounting/?utm_source=daily&utm_medium=email&utm_campaign=100616 and 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/adrian_dix_to_audito_gen_june_8_2016/pdf/adr

ian_dix_to_audito_gen_june_8_2016.pdf  
14 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/auditor_gen_reply_to_dix_june_28_2016/pdf/au

ditor_gen_reply_to_dix_june_28_2016.pdf  
15 “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.”  

http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_43_22_october_2017/pdf/

occasional_paper_no_43_22_october_2017.pdf  
16 See Attachment 2 in 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_21_30_january_2017/pdf/

occasional_paper_no_21_30_january_2017.pdf  
17 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_44_26_october_2017/pdf/

occasional_paper_no_44_26_october_2017.pdf  

https://thetyee.ca/News/2016/06/10/BC-Hydro-Misleading-Accounting/?utm_source=daily&utm_medium=email&utm_campaign=100616
https://thetyee.ca/News/2016/06/10/BC-Hydro-Misleading-Accounting/?utm_source=daily&utm_medium=email&utm_campaign=100616
http://www.bcpolicyperspectives.com/media/attachments/view/doc/adrian_dix_to_audito_gen_june_8_2016/pdf/adrian_dix_to_audito_gen_june_8_2016.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/adrian_dix_to_audito_gen_june_8_2016/pdf/adrian_dix_to_audito_gen_june_8_2016.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/auditor_gen_reply_to_dix_june_28_2016/pdf/auditor_gen_reply_to_dix_june_28_2016.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/auditor_gen_reply_to_dix_june_28_2016/pdf/auditor_gen_reply_to_dix_june_28_2016.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_43_22_october_2017/pdf/occasional_paper_no_43_22_october_2017.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_43_22_october_2017/pdf/occasional_paper_no_43_22_october_2017.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_21_30_january_2017/pdf/occasional_paper_no_21_30_january_2017.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_21_30_january_2017/pdf/occasional_paper_no_21_30_january_2017.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_44_26_october_2017/pdf/occasional_paper_no_44_26_october_2017.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_44_26_october_2017/pdf/occasional_paper_no_44_26_october_2017.pdf
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Now that the government has committed to reporting B.C. Hydro’s finances using 

accepted public sector accounting standards (and the unqualified American standard) it 

has limited choices in attempting to keep rate increases limited.  

It must restore the BCUC’s independence to preserve most of the deferral accounts, or it 

must abandon all of the accounts if it continues to fetter the BCUC’s independence.18 

The government, through B.C. Hydro, may negotiate with the BCUC to eliminate or 

phase-out the most egregious deferrals (such as the Rate Smoothing account) through 

reducing the net income target and other funding mechanisms. 

 

©Richard McCandless   October 1, 2018.          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. BC Studies published his paper on the 40-year financial history of ICBC in 2013. He has been an 

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

 

 

APPENDIX 

 

As shown in Table 1, the significant growth in the net balance of deferral assets began in 
2008/09, when the net assets represented approximately 46% of B.C. Hydro’s equity. By 
2015/16 the net deferral assets represented 131% of equity, although it has declined to 
100% for 2017/18. 
 
         Table 1—RATIO OF NET DEFERRAL ASSETS TO EQUITY ($=million) 

  F2005 F2008 F2009 F2011 F2014 F2015 F2016 F2017 F2018 

 Net Deferral     396     568   1,016  2,160   4,699   5,434   5,908   5,597   5,455 

 Equity  1,688  1,921   2,189  2,880   3,870   4,170   4,500   4,909   5,456 

           

 Deferral Ratio    23.5    29.6     46.4   75.0  121.4   130.3  131.2  114.0  100.0 

   Source: B.C. Hydro annual reports. The F2018 excludes the $950 million adjustment. 

 

                                                      
18 See discussion in 

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

ed_10_sept_18/pdf/commentary_cleaning_up_bc_hydro_s_prescribed_10_sept_18.pdf  and 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_62_23_september_2018/p

df/occasional_paper_no_62_23_september_2018.pdf  

http://www.bcpolicyperspectives.com/
http://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_cleaning_up_bc_hydro_s_prescribed_10_sept_18/pdf/commentary_cleaning_up_bc_hydro_s_prescribed_10_sept_18.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_cleaning_up_bc_hydro_s_prescribed_10_sept_18/pdf/commentary_cleaning_up_bc_hydro_s_prescribed_10_sept_18.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_62_23_september_2018/pdf/occasional_paper_no_62_23_september_2018.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_62_23_september_2018/pdf/occasional_paper_no_62_23_september_2018.pdf


 

7 

 

Table 2 shows that the ratio of net deferrals to equity is far higher at B.C. Hydro compared to 

the FortisBC entities regulated by the BCUC, and to the regulated public power monopolies 

in Manitoba and Quebec. 

      

     Table 2—RATIO OF NET DEFERRALS ASSETS TO EQUITY 

             2016/17          2017/18 

 B.C. Hydro              114.0            100.0 

 FortisBC (Electric)                41.7              40.1 

 FortisBC (Natural Gas)                25.6              24.6 

 Hydro Quebec                20.2              22.7 

 Manitoba Hydro                20.7              39.5 

Source: annual financial statements. In 2017/18 Manitoba Hydro’s ratio jumped 

because it deferred the financial impact of the cancellation of a major capital project. 

 

 

 

 

 
 


