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Electricity Capital Expenditures

As indicated in the accompanying graph, capital expenditures
for ongoing plant and equipment requirements, referred to as
base capital, remained relatively flat during 2007-08 compared
to the previous fiscal year. Overall, expenditures for capital
construction totaled $797 million in 2007-08 compared to

$616 million during the previous fiscal year. Of the total capital
expenditures in 2007-08, $334 million were for new generation
and transmission. Generation capital expenditures of $330 million
included $149 million related to the Wuskwatim Generating
Station and $77 million related to future Conawapa and Keeyask
generation facilities.

Also included in generation capital expenditures was

$31 million for hydraulic generation system upgrades for

Kelsey Generating Station and $73 million for various genera-
tion capital projects. New transmission line and transmission
upgrade projects amounted to $77 million, including $58 million
for the Wuskwatim transmission line. Substation additions and
upgrades totaled $67 million. Distribution system additions and
modifications to meet the service requirements of customers
throughout the province were $127 million.

New information technology development and expenditures

on communication projects totaled $61 million. Expenditures
for Manitoba Hydro’s new downtown head office amounted to
$98 million during the year. The remaining capital expenditures
of $37 million were for replacement of equipment and fleet
vehicles.
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NATURAL GAS OPERATIONS

Centra Gas is a wholly-owned subsidiary of Manitoba Hydro.
Centra distributes natural gas to 236 498 residential and 24 661
commercial and industrial customers in Manitoba.

Net income in the gas sector was $6 million in 2007-08
compared to a net income of $1 million in the previous year.

The improved financial performance over the previous year was
primarily attributable to increased demand due to colder weather
and a distribution rate increase implemented on May 1, 2007.

Revenues from the sale and distribution of natural gas during
2007-08 were $528 million, an increase of $20 million from the
previous year. After deducting the cost of gas sold, which is

NATURAL GAS REVENUE
For the year ended March 31

2008 2007
millions of dollars

Residential 293 280
Large general service 168 163
Large commercial & industrial 34 32
Interruptible 26 27
T-service and other 7 6
528 508

a pass-through cost with no mark-up by Centra, net revenues
amounted to $142 million, an increase of $13 million from
2006-07. The increase in net revenue is a reflection of colder
weather than the previous year and a 1.2% distribution rate
increase implemented on May 1, 2007. Natural gas deliveries
were 2 156 million cubic metres in 2007-08 compared to 2 056
million cubic metres in 2006-07.

As directed by the Public Utilities Board, $2.3 million of revenue
from 2007-08 was set aside to develop and implement a
program targeted to low-income customers and qualified seniors
on fixed incomes to assist in the replacement of low efficiency
furnaces with high efficiency furnaces.

NATURAL GAS DELIVERIES
For the year ended March 31

% change 2008 2007 % change
millions of cubic metres
4.6 746 710 5.1
3.1 927 501 5.2
6.3 161 149 8.1
3.7 101 104 (2.9)
16.7 621 592 4.9
3.9 2156 2 056 4.9

During the 2007-08 fiscal year, natural gas commodity rates passed through to residential customers decreased from 29 cents per cubic
metre at the beginning of the year to 28 cents per cubic metre at year end.

In accordance with Centra’s quarterly rate-setting methodology, annualized rates for natural gas supplied to residential customers

changed during 2007-08 as follows:

- May 1, 2007

- August 1, 2007

- November 1, 2007
- February 1, 2008

4.5% increase
1.8% decrease
3.4% decrease
1.2% increase
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Expenses attributable to the natural gas operations, exclud-

ing cost of gas sold, amounted to $136 million in 2007-08, an
increase of $8 million or 6.3% higher than the previous year.
The increase was mainly attributable to a $5 million increase

in depreciation and amortization primarily due to changes in
depreciation and amortization rates and a $2 million increase in
operating and administrative expenses due to increased require-
ments for customer service programs.

NATURAL GAS EXPENSES - For the year ended March 31

2008

Operating and administrative 56
Finance expense 22
Depreciation and amortization 23
Capital and other taxes 23
Corporate allocation 12
136

Centra purchased 907 million cubic metres of natural gas based
on monthly Alberta indexed pricing and 309 million cubic metres
under daily Alberta indexed pricing. Centra also delivered natural
gas on behalf of brokers to 45 548 (2007 - 46 273) customers
receiving natural gas under Direct Purchase arrangements.

Natural Gas Capital Expenditures

Capital expenditures in the natural gas sector were $28 million in
2007-08 compared to $29 million in the previous fiscal year. The
capital expenditure program reflects the continuing growth in new
business, system improvement and other expenditures to meet the
needs of the existing customer base.
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I Operating and administrative
Depreciation and amortization
I Capital and other taxes
Finance expense
Corporate allocation

2007

millions of dollars

54
22
18
22
12
128

% change

3.7

27.8
4.5

6.3

4%
17%
17%
16%

9%



SUBSIDIARIES

In addition to Centra Gas, Manitoba Hydro has a number of wholly-owned subsidiaries involved in energy-related business enterprises
for purposes of enhancing stakeholder service and value. The most significant operating subsidiaries are:

Manitoba Hydro Utility Services Ltd. (MHUS) provides meter reading and related services to Manitoba Hydro and other utilities.

Manitoba HVDC Research Centre Inc. (HVDC) provides research and development services and products to the electrical power
system industry.

Manitoba Hydro International Ltd. (MHI) provides professional consulting, operations, maintenance, and project management
services to energy sectors world-wide, either exclusively or through partnerships.

The following table provides a summary of the financial results of the three subsidiary companies for 2007-08:

MHUS HVDC MHI Total

thousands of dollars
Revenues 5072 4484 10030 19 586
Expenses 4914 2901 8 867 16 682
Net income 158 1583 1163 2904

WUSKWATIM POWER LIMITED PARTNERSHIP

The Wuskwatim Power Limited Partnership (WPLP) was formed to carry on the business of developing, owning, and operating the
Wuskwatim Generating Station and related works, excluding the transmission facilities but including all dams, dikes, channels,
excavations, and roads. The WPLP has two limited partners, Manitoba Hydro and Taskinigahp Power Corporation (TPC) which is owned
beneficially by Nisichawayasihk Cree Nation (NCN) and a General Partner which is a wholly-owned subsidiary of Manitoba Hydro. The
Wuskwatim Generating Station is located at Taskinigahp Falls on the Burntwood River about 45 kilometres southwest of Thompson,
Manitoba and is being constructed to meet a 2012 in-service date.
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CORPORATE GOALS

Manitoba Hydro’s Corporate Strategic Plan is built upon its vision “to be the best utility in North America with respect to safety, rates,
reliability, customer satisfaction, and environmental leadership, and to always be considerate of the needs of customers, employees,
and stakeholders.” The Corporation has established the following goals in the pursuit of its Corporate vision:

Improve Safety in the Work Environment

Safety is the Corporation’s most important goal. Manitoba Hydro is committed to continuously improving its safety performance and is
currently focusing on strategies that will imbed a safety and health culture in all Corporate activities.

Provide Customers with Exceptional Value
Manitoba Hydro provides exceptional value to customers through low rates, a safe and secure system, high reliability and superior service.

Be a Leader in Strengthening Working Relationships with Aboriginal Peoples

Manitoba Hydro is one of the leading utilities in Canada with respect to Aboriginal representation in its workforce. The Corporation
continues to place emphasis on building enduring working relationships with Aboriginal peoples through such measures as pre-em-
ployment training programs, purchasing and employment preferences, support for Aboriginal businesses, and recognition of cultural
requirements in the workplace.

Improve Corporate Financial Strength

Further improving the financial strength of the Corporation will contribute to rate stability and predictability and will protect the
Corporation and its customers from a variety of other risks. Considerable progress has been made in recent years and the outlook
is favourable.

Maximize Export Power Net Revenues

The ability to sell surplus energy into export markets has contributed significantly to low domestic rates in Manitoba. It is projected
that export revenues will continue to be a significant proportion of Corporate revenues.

Attract, Develop and Retain a Highly Motivated Workforce that Reflects the Demographics of Manitoba

In addition to its leading performance in Aboriginal representation in the workforce, the Corporation has made significant progress in
achieving employment equity targets for women, persons with disabilities, and visible minorities.

Be Proactive in Protecting the Environment

Through careful management of new and existing facilities and infrastructure, Manitoba Hydro continues to operate in an environ-
mentally appropriate manner. Manitoba Hydro is dedicated to upholding the principles of sustainable development and to protecting
the environment from adverse impacts.

Be an Outstanding Corporate Citizen
Manitoba Hydro and its employees continue to take leadership roles in community activities and programs throughout the province.

Proactively Support Agencies Responsible for Business Development in Manitoba

The Corporation works with economic development agencies to maximize wealth and jobs in Manitoba and works with customers to
reduce their energy costs and assist them to be competitive.

Be a National Leader in Implementing Energy Conservation Programs
Manitoba Hydro is recognized as a Canadian leader in promoting the wise and efficient use of energy through its Power Smart brand.
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REPORT ON PERFORMANCE

Manitoba Hydro’s performance in 2007-08 exceeded its forecasts on a number of fronts. Net income was higher than forecast by

$80 million mainly due to higher revenues from domestic and extraprovincial sales and lower costs for operating, maintenance and
administration. System reliability remained high, Aboriginal employment exceeded targets, employee safety continued to improve and
all indicators for energy conservation were positive. The following measures are among those utilized by the Corporation in measuring

its performance:

Safety in the Work Environment

Exceptional Value for Customers

Working Relationships with Aboriginal
Peoples

Finance

Maximizing Export Revenues

Diverse Work Force

Protecting the Environment

Energy Conservation

MEASURE

High-risk accidents

Accident severity rate
(per 200 000 hours worked)

Accident frequency rate
(per 200 000 hours worked)

Electricity rates

Natural gas rates

Average electric customer outage time
(minutes per year)

Average electric customer outage
frequency (outages per year)

CEA Customer Service Index
% Aboriginal employment Corporate
% Aboriginal employment Northern

Interest coverage
Capital coverage
Debt:Equity (by 2011-12)

Net export revenue as a % of total electric

revenue 2007-08 (through 2016-17)

Women
Persons with disabilities
Visible minorities

Environmental component of CEA
Customer Service Index

Net greenhouse gas emissions
(6% below 1990 levels)

Energy saved per year (by 2017-18)
Capacity saved (by 2017-18)

TARGET
0

<16

<0.8

Lowest in North America

Among the lowest in Canada

Best in Canada
12.5%

38%

>1.20

>1.0
75:25

25%

26%
4.6%
4.3%
285

<0.52 megatonnes

2695 GWh
848 MW

PERFORMANCE
9

24.5

Among the lowest in North America

Mid-point in Canada

1123

1.2

Best in Canada
13.3%
39.8%

1.71
1.60
71:23

29.2%

24.9%
4.5%
4.5%

8.3

0.40 megatonnes

1415 GWh
492 MW
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RISK MANAGEMENT

Manitoba Hydro faces numerous risks in the fulfillment of its mandate ranging from those commonly associated with any business
activity to those less likely events that are catastrophic in nature and which could result in significant societal loss. The Corporation
manages all identified risks through a systematic, proactive and integrated process designed to balance the following objectives:

- to identify threats that affect the achievement of the Corporation’s mission and mandate;

- to mitigate the consequence of negative occurrences; and

- to take advantage of opportunities which provide benefits to all stakeholders.

All major risks are effectively controlled through risk management activities that include risk identification and assessment, risk
monitoring, the establishment of risk tolerances and risk mitigation activities. The risks of each of the Corporation’s subsidiaries are
also managed within the same corporate risk management framework.

All identified risks are assessed for potential impact using financial, safety, reliability, environmental or customer value criteria. All
major risks are quantified within reasonable ranges of materiality and those with a potential financial consequence are summarized
in the following table:

RISK POTENTIAL IMPACT

Infrastructure Greater than $2.0 billion for a major
facility long term outage

Drought Greater than $2.0 billion for a 5 year
drought at expected export prices

Loss of export markets Up to 30% of electric revenues

Interest rates Up to $170 million for a 1% change over
a forecast period ending 2017-18

Foreign exchange rates Up to $100 million for a $.10 U.S. change
over a forecast period ending 2017-18

Manitoba Hydro operates in a capital intensive industry where electricity and natural gas supply are considered necessities by our
customers and where normal business risks are dwarfed by the human and financial consequences of any possible prolonged disruption
in energy supply. As a result of this service importance, the Corporation manages its infrastructure risks in a manner that makes
the likelihood of a prolonged loss of supply as low as possible. The Corporation has an excellent history in this regard and should a
service disruption occur, the utility maintains a Corporate Emergency Response Plan to ensure effective and coordinated response to
those emergencies or disasters. The Emergency Response Plan also ensures that there is appropriate communication and coordination
with other public authorities and emergency measure organizations.

The Corporation is embarking on a major capital expansion program which, subject to obtaining necessary approvals, will add several
billions of dollars of investment and related debt to Manitoba Hydro’s balance sheet over the next decade. As with all new major gen-
eration and transmission projects, there is risk associated with the potential for continued high construction cost escalation, possible
labour and technical skill shortages, and uncertain markets into which surplus energy will be sold.
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ACCOUNTING CHANGES

Effective April 1, 2007, Manitoba Hydro adopted the Canadian Institute of Chartered Accountants (CICA) new standards for financial
instruments. The adoption of the new standards for financial instruments resulted in a $69 million increase to opening retained earn-
ings and a $32 million increase to current year net income primarily as a result of the recognition of U.S. foreign exchange gains on
U.S. denominated long-term debt. These foreign currency gains reflect a change in the timing and methodology with respect to how
U.S. dollar translation gains and losses on long-term monetary assets and liabilities are calculated. Effective April 1, 2007, transla-
tion gains and losses are calculated using the specific identification method as compared to previous years that applied the weighted
average long-term debt or investment historical exchange rates.

In addition, the adoption of the financial instrument standards resulted in the reclassification of deferred foreign exchange gains
and losses on U.S. denominated long-term debt in hedging relationships with future export revenues to “Accumulated Other
Comprehensive Income”. The deferred foreign exchange balances will remain in this account until future export revenues with which
the debt is in a hedging relationship are realized, at which time the corresponding deferred foreign exchange is recognized into
income.

Further information on the new standards for financial instruments and the impact upon adoption is disclosed in Note 2 of the
consolidated financial statements.

The CICA's Accounting Standards Board has announced that Canadian publicly accountable enterprises will be required to adopt

International Financial Reporting Standards (IFRS) effective January 1, 2011. Manitoba Hydro is in the process of assessing the
impacts of the conversion to IFRS.
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OUTLOOK

Building on the positive financial performance for 2007-08, the expectation for 2008-09 is that hydraulic generation will be at normal
levels and financial results will continue to be favourable. Although precipitation across Manitoba Hydro’s watersheds this past
winter has been slightly below average, this is offset by well above average energy in reservoir storage as a result of high inflows
during the past year. With normal precipitation and continuing high export market prices, 2008-09 will be another profitable year for
the Corporation with net income projected to be over $160 million. With continuing favourable water conditions and annual electric-
ity rate increases close to the rates of inflation, Manitoba Hydro will continue to make good progress towards further improving its
financial strength.

Since March of 2007, when Manitoba Hydro released a 300 MW Request for Proposal (RFP) for the purchase of additional wind-
generated energy, there has been substantial interest in developing wind power in Manitoba. Manitoba Hydro is currently in discus-
sions with the developer of the most favourable project submitted by St. Joseph Wind Farms Inc. In addition, Manitoba Hydro plans to
release a RFP for the development of up to 3 MW of community-based wind energy pilot projects in Manitoba.

In December, 2007, Minnesota Power and Manitoba Hydro signed a Term Sheet which sets out the significant terms for a surplus
energy sale beginning in 2008 and a power purchase agreement for 250 MW of power which would commence in about 2020 for a
15 year period. The sale provides Manitoba Hydro with an opportunity to plan construction of hydroelectric generation in northern
Manitoba and major new transmission facilities between Canada and the U.S. Detailed contract negotiations are underway.

On March 31, 2008, Manitoba Hydro and Wisconsin Public Service (WPS) signed a Term Sheet that outlined the general terms and
conditions for a sale of up to 500 MW of power to WPS from 2018 to 2032. This proposed major agreement with WPS will trigger addi-
tional generating and transmission facilities that will add to the capability and reliability of the regional power system. As well, new
northern hydroelectric developments will bring direct benefits to local Aboriginal communities. It is anticipated that enhanced revenue
from export sales and the retention of transmission access rights will result in long term net savings to all domestic customers.

Manitoba Hydro is continuing with the strategic planning for future generation projects, including the Conawapa and Keeyask
hydraulic generating stations on the Nelson River. Negotiations on the Joint Keeyask Development Agreement have continued to progress
between Manitoba Hydro and the four First Nations partners: Tataskweyak, War Lake, Fox Lake, and York Factory. It is anticipated that
the agreement will be finalized during the 2008-09 fiscal year, setting the stage for future joint commitment to the Keeyask project
based on an acceptable business case.

Other significant future generation projects include the rebuilding of the Pointe Du Bois generating station on the Winnipeg River and
a new north-south HVDC transmission line. Once complete, the rebuilt Pointe Du Bois generating station will contribute approximately
an additional 50 MW to Manitoba Hydro’s system. A new north-south HVDC transmission line that runs down the west side of Lakes
Winnipegosis and Manitoba will improve system reliability and enhance the flow of power from the northern Nelson River generating
stations to the primary southern markets.

Construction of Manitoba Hydro’s head office building on Portage Avenue in downtown Winnipeg continued throughout the year. The
22-storey, 690 000 square foot building will be one of the most energy efficient office towers in the world, using approximately 60%
less energy than the Model National Energy Code for Buildings. Occupancy is scheduled for fall 2008.

Manitoba Hydro’s Power Smart initiative continues to grow with over thirty programs offered to residential, commercial and industrial
customers in 2007-08. This highly successful initiative continues to encourage all customer sectors to use energy more efficiently

in Manitoba. These efforts work towards making permanent shifts in the marketplace for long-term adoption of energy efficiency
technologies and practices. The Power Smart initiative is expected to achieve electric energy savings of 2 695 GWh/year and natural
gas savings of 101 million cubic metres by 2017-18. The overall Power Smart initiative is expected to reduce greenhouse gas emis-
sions by over 2.0 million tonnes annually while providing Manitobans with lower energy bills from the installation of energy savings
measures and the sale of conserved energy on the export market.
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