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BC HYDRO REVENUE REQUIREMENTS APPLICATION F2017 to F2019 

INFORMATION REQUEST No. 1 

RICHARD McCANDLESS                             October 17, 2016. 

 

1.0 FINANCIAL SUMMARY 

 

1.1 The table below as developed from the 2015/16 Annual Service Plan Report, with the F2017 

to F2019 amounts incorporated from the rate requirement application. Please complete the 

table for F2015 and F2016 and add the three years requested ($=millions). 

 

  Act F2015 Act F2016   F2017   F2018   F2019 

1 REVENUE                

2   Domestic      4,337      4,757    

3    Reg. Transfer         492         299    

4   Sub-Total      4,829      5,056    

5   Trade         919         601    

6 Total      5,748      5,657    

 EXPENDITURES      

7   Domestic Energy      1,470      1,597    

8    Reg. Transfer          (12)        (172)    

9   Trade         735         474    

10    Reg. Transfer           10          (47)    

11   Sub-Total      2,203      1,852    

 OPERATING      

12   Gross      

13    Reg. Transfer      

14   Finance Charges         632         752    

15 Total     5,167      5,002    

16 NET INCOME        581         655         684         698         712 

       

17 GWh Domestic    51,213    57,300    

18 LT Debt incl. current    16,876    18,213    

19 Equity      4,170      4,500    

20 Net Reg. & Def. Balance      5,433      5,908      5,685      5,894      6,006 

 

1.1.1 The RSRA deferral totalled $166 million in F2015 and $121 million in F2016; in 

which row are the amounts included? 

 

1.1.2 Table 6 of the BCUC information request (IR 126.1) shows the NHDA recorded 

revenue variances of $207 million in F2015 and $269 million for F2016; in which 

rows are these amounts included? 
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1.2 The Honourable Bill Bennett admitted that BC Hydro had to borrow to pay the dividend for 

F2016, and will have to borrow to pay the dividend for F2017 (and presumably for future 

years); see BC Hansard, 7 April 2016, page 11988. Please indicate for each year from F2015 

to F2019 the amount of the net income that has been, or will need to be, borrowed in order 

to meet the government’s net income requirement. 

 

1.3 In defending the growth in the net balance of BC Hydro’s regulatory/deferral accounts – up 

$4.2 billion from F2010 to F2016 – the Honourable Bill Bennett compared the effect as being 

the same as using a mortgage (a liability) to purchase a house (an asset); see BC Hansard, 11 

April 2016, page 12016. Since the net balance of the regulatory/deferral accounts are 

recorded as an asset on BC Hydro’s balance sheet was the minister wrong in using this 

analogy? 

 

 

1.4 The cost of service model should provide the regulated utility the opportunity to recover 

prudently incurred costs, and to achieve a certain return on equity. Since the government 

(through OIC 590/16) has now fixed the net income (distributable surplus) for F2017 to 

F2019, would BC Hydro agree that BC Utilities Commission is no longer operating under a 

cost of service model when reviewing the F1017 to F2019 rate request? 

 

2.0 PENSIONS 

 

From F2010 to F2016 the BC Hydro pension plan solvency ratio has declined from 85.7% to about 72%, 

with a net liability of some $1.2 billion. Other BC public sector pension plans have solvency ratios close 

to 100%. In 2015, the solvency ratio for Hydro Quebec was 96.2%, for Ontario’s Hydro One it was 87.6%, 

and it was 86.2% for FortisBC. To achieve an 87% solvency ratio BC Hydro would need to add 

approximately $640 million to the pension assets; a 95% solvency ratio would require an addition of 

approximately $1.0 billion. 

2.1 Since F2010, what changes have been made in either the employer or employee 

contribution rates to the plan to improve the solvency ratio? 

 

2.2 In F2016, what percentage of pensionable earnings did BC hydro contribute to the pension 

plan, and what percentage did the employees contribute? How do these ratios compare to 

ICBC for 2015, and to FortisBC for 2015?  

 

2.3  In light of the low solvency ratio has BC Hydro made any special contributions, such as was 

done by Hydro Quebec in the last five years, to improve the solvency ratio? If not please 

explain why it is preferable for future ratepayers to assume the cost of this obligation. 

BC Hydro is proposing (p. 7-30) that the rate requirement forecast be based on a five-year average 

discount rate (4.38%), rather than the rate in effect when the rate forecast was prepared (approximately 
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3.5%). Any difference between the rate forecast and the year-end actual cost would be recovered over 

the expected average remaining service life of the active plan members. 

2.4 For 2016/17, BC Hydro is forecasting a balance of $306 million in the Non-Current Pension 

regulatory account (Table 7-2), compared to a balance of $691 million for 2015/16; please 

provide the reasons or assumptions that explain the $385 million reduction. 

 

2.5 Given the outlook of continuing low interest rates, why is BC Hydro requesting a five-year 

historical average discount rate rather than two years? Would not a two-year average be 

more reflective of true returns than a five-year average? 

 

2.6 The objective of the proposed change in the method of calculating the discount rate is to 

reduce yearly volatility between the forecasted and actual year-end; would not the total 

dollar volatility be greatly reduced if the plan’s solvency ratio was 100%, rather than the 

72% recorded last year? 

 

2.7 Given the F2016 discount rate was 3.51%, with little prospect for an increase in F2017, 

would not the proposed change to a five-year average of 4.38% understate the F2017 rate 

requirement? 

  

2.8 If the request to change methodology to forecast current service costs is not approved, 

what is the estimated additional cost over that used in the F2017 to F2019 rate request? 

 

2.9 Would BC Hydro agree that the pension solvency ratio is too low, and deferring the shortfall 

transfers practically all the current burden of the unfunded pension obligation to future 

ratepayers, thereby adding to the unfairness of the current and proposed rates? 

 

3.0 REVENUE REPORTING AND DEFERRAL 

 

RATE SMOOTHING REGULATORY ACCOUNT 

The Rate Smoothing Regulatory Account (RSRA), mandated by cabinet’s Direction 7 of March 2014, 

allows for the recording and deferral in each fiscal period those portions of the forecasted rate 

requirement that will not be recovered in the prescribed rates for that year. From F2015 to F2016 

approximately $287 million was recorded and deferred, while a further $795 million is planned for the 

three-year test period.  

3.1 Is it correct that in the absence of the RSRA a further 4.9% rate increase would be required 

to achieve the government prescribed net income target for F2017? 

Both American and Canadian generally accepted accounting principles appear to require that revenue 

be recognized on the basis of a contract with a customer, with a price set at the time of the contract. A 

higher price may be used if it is probable that the higher price will be approved by, in this case, the 
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BCUC. BC Hydro has not requested a mechanism to recover the $287 million for F2015 and F2016, nor is 

it requesting a recovery mechanism for the additional deferral during test period. BC Hydro asserts, 

however, that it is “on track” to reduce the balance in the RSRA to zero by F2024 (see page 7-44). 

3.2 What mechanism will BC Hydro propose to achieve the zero balance in the RSRA by F2024? 

 

3.3 How does the current practice of recording and deferring the difference between the 

forecasted revenue requirement and the revenue generated by the prescribed rates 

conform to either American or Canadian GAAP?   

 

NON-HERITAGE DEFERRAL ACCOUNT 

During the F2015 and F2016 period BC Hydro has been recording and deferring to the Non-Heritage 

Deferral Account (NHDA) the difference between the actual revenue received from domestic sales and 

the revenue assumed in the forecasted revenue requirement.  

BC Hydro’s F2015 to F2016 rate requirements request forecast a balance in the NHDA of $209 million by 

March 31, 2016. The actual balance was $917 million. The forecast did not include any additions to the 

account, as per BC Hydro’s forecasting practice, yet some $721 million was added in these two years. 

The BCUC staff summary of the NHDA (IR 1, Table 6, page 83) shows that for F2015 and F2016 a total of 

$476.2 million was added representing the difference between the actual revenue and the revenue 

requirement for these two years. 

3.4 How much of the increase in the balance of the NHDA ($708 million) from the F2015-F2016 

RRA to the actual F2016 actual was due to cost of energy variances, and how much was due 

to actual revenue being below what was estimated in the prescribed rates for these two 

years? 

  

3.5 Under what specific authority did BC Hydro record and defer the difference between actual 

revenue to that assumed in the indicated rates for F2012 to F2014?  

 

3.6 Under what specific authority did BC Hydro record and defer the difference in actual 

revenue to that assumed in the indicated rates for F2015 and F2016? 

 

3.7 Is it correct to assume that in the absence of the revenue shortfall deferral to the NHDA the 

actual net income for F2012 to F2016 would have been significantly less that what BC Hydro 

reported on its financial statements? 

 

The F2017 forecast for residential GWh sold is 18,654, which is approximately 1,300 GWh more than the 

F2016 actual, and approximately 1,000 GWh more than the F2012 to F2016 average (from BC Hydro’s 

Annual Report F2016, page 100). 

3.8 Had the BC Hydro used a F2017 residential revenue forecast of 17,700 GWh what, all else 

being equal, would have been the impact on net income? 
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3.9 Would the addition to the RSRA been larger by the same amount? 

 

 

3.10 Assuming that the actual residential sales for F2017 are less than the forecast, all else 

being equal, will the resulting revenue shortfall be recorded as received and deferred to the 

NHDA? 

In its current rate submission BC Hydro appears to be asking the BCUC to approve the recording and 

deferral to the NHDA of differences in revenue between the actual and the revenue forecasted in the 

prescribed rates for F2017 to F2019.  

3.11 In Chapter 7, page 7-19, BC Hydro seems to imply that Direction 7 provides the authority 

to defer the revenue variance as well as the energy cost variance; is this correct? 

 

3.12 What other regulated power companies in North America record and defer revenue 

differences in addition to cost differences? 

In previous submissions and decisions, the BCUC operated on the basis that the purpose of a regulatory 

account “is to defer for potential future recovery or refund costs or revenues that under GAAP (my 

emphasis) would otherwise be recorded in the current accounting period” (see BCUC Decision, 19 March 

2009, p. 163).  

3.13 Does BC Hydro believe that recognizing and recording revenue that has not been 

purchased or billed conforms to Canadian or American GAAP? Can BC Hydro confirm that its 

external auditor agrees with this interpretation? 

 

3.14 Where actual electricity purchased (the load) is less than the rate requirement forecast, 

why is BC Hydro deferring both a cost of energy variance and a revenue variance? Is BC Hydro 

recording this as a revenue shortfall to ensure that the net income target is achieved?  

 

3.15 For F2015 and F2016, if only the revenue actually billed and received were recorded, 

what would the net income have been for each year, all else being equal?  

                   

3.16 Does BC Hydro agree that, with the recording and deferral of non-billed and received 

revenue, and the recording and deferral of the RSRA revenue, particularly in light of OIC 

560/16 where minimum targets for net income in the F2017 to F2019 period are mandated, 

the cost of service model for rate setting no longer applies, and BC Hydro is operating on a 

form of cost-plus model for rate-setting? 

 

4.0 POWEREX 

In 2014, the government and BC Hydro agreed to settle a legal action launched by the state of California. 

The net cost of the California settlement was deferred to the Trade Income Deferral Account (TIDA) and 

forms a part of the net balance of $250.1 million as of F2016, and the balances forecast for the test 

period. 
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4.1 What was the net cost, including external legal fees and disbursements, (Canadian dollars) 

incurred to settle the California action? 

 

4.2 In what fiscal year(s) was this expenditure shown on BC Hydro’s financial statements? Please 

provide the amount by year. 

 

 

4.3 How much, and in what year, of the net settlement (including external legal fees and 

disbursements) amount was deferred to the TIDA? 

 

4.4 As future ratepayers will not benefit from the profits enjoyed by Powerex and BC Hydro 

during the period included in the California settlement, why was the cost of the settlement 

deferred to the TIDA? 

 

 

RMcC  October 17, 2016. 

 

 

 

 




