O 0 N N L A W N~

W W W W N RN NN DN DN NN DN P = e e e e 2 e

Tab 1
Page 1 of 4
January 16, 2015
MANITOBA HYDRO
2015/16 & 2016/17 GENERAL RATE APPLICATION

LETTER OF APPLICATION

IN THE MATTER OF: The Crown Corporations Public Review &

Accountability Act (Manitoba)

IN THE MATTER OF: An Application by Manitoba Hydro for an Order of
the Public Utilities Board Approving Increases to
Electricity Rates

TO: The Executive Director of the

Public Utilities Board of Manitoba
Winnipeg, Manitoba

Manitoba Hydro hereby applies to the Public Utilities Board of Manitoba (“PUB”) for an Order
pursuant to The Crown Corporations Public Review & Accountability Act for the following:

a)

b)

d)

Approval, on an interim basis, of rate schedules incorporating an across-the-board 3.95% rate
increase to all components of the rates for all customer classes effective April 1, 2015,
sufficient to generate additional revenues of $57 million in 2015/16;

Approval of a further 3.95% across-the-board rate increase to all components of the rates for
all customer classes effective April 1, 2016, sufficient to generate additional revenues of $60
million in 2016/17,

Final approval of Orders 49/14 and 51/14 which approved, on an interim basis, a 2.75% rate
increase effective May 1, 2014 applied on an across-the-board basis, and final approval of
any other interim rate Orders issued subsequent to the filing of the Application and prior to
conclusion of this proceeding;

Final approval of the Light Emitting Diode (“LED”) rates for the Area and Roadway Lighting
class approved on an interim basis in Order 79/14;
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g)

h)

i)

k)
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Approval to implement Time-of-Use Rates for the General Service Large customer class
served at greater than 30 kilovolts (“kV”), effective April 1, 2016, including the change in the
definition of billing demand to be the highest measured on-peak demand in the month, 50%
of contract demand or 50% of the highest on-peak demand in the previous 12 months;

Confirmation that the PUB accepts the rate approval process given proposed modifications to
the Terms and Conditions of Option 1 of the Surplus Energy Program (“SEP”) as outlined in
Tab 6 of this Application, that were approved on an interim basis in Order 43/13;

Confirmation that the PUB accepts the rate approval process given proposed modifications to
the Curtailable Rate Program (“CRP”), as outlined in Tab 6 of this Application, that were
approved on an interim basis in Order 43/13;

Final approval of all SEP interim ex parte rate Orders as set forth in Tab 10 of this
Application, as well as any additional SEP ex parte Orders issued subsequent to the filing of
this Application and prior to the PUB’s Order in this matter;

Final approval of CRP ex parte Order 46/14 as well as any additional ex parte Orders in
respect of the CRP issued subsequent to the filing of this Application and prior to the PUB’s
Order in this matter;

Final approval of Orders 116/12 and 117/12 that approved, on an interim basis, a 6.5% rate
increase to the full cost portion of the General Service and Government rates in the four
remote communities served by diesel generation effective September 1, 2012, and final
approval of diesel zone interim Orders 17/04, 46/04, 159/04, 176/06, 1/10, 134/10, 1/11 and
148/11, subject to confirmation that MKO has provided the parties to the agreement with the
required affidavits from representatives of signatories to the agreement; and,

Approval to rescind the Demand Side Management deferral account established pursuant to
Order 43/13 for the 2012/13 and 2013/14 fiscal years and on a go-forward basis.

Manitoba Hydro last filed a General Rate Application with the PUB on June 15, 2012 for the
2012/13 & 2013/14 fiscal years, which resulted in Order 43/13. This Order approved a 3.5%
across-the-board general rate increase effective May 1, 2013, and directed that the revenues from
a 1.5% portion of the increase accrue to an account to be utilized to mitigate the anticipated rate
impacts when Bipole III is placed into service. Order 43/13 also provided final approval for
Manitoba Hydro to maintain in its rates and revenues the 1% rate change that was previously
approved by the PUB on an interim basis and subsequently rolled back in Order 5/12, final
approval of the 2.0% interim rate increase granted in Orders 32/12 and 34/12 for April 1, 2012,
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and final approval of the 2.4% interim rate increase granted in Orders 116/12 and 117/12 for
September 1, 2012,

Subsequent to Order 43/13, Manitoba Hydro applied to the PUB for approval of an interim rate
increase of 3.95% effective April 1, 2014, applied on an across-the-board basis to all customer
classes. On May 5, 2014, the PUB issued Order 49/14 approving, on an interim basis, a 2.75%
across-the-board general rate increase effective May 1, 2014, and directed that the revenues from
a 0.75% portion of the increase accrue to the Bipole III deferral account established in Order
43/13. Subsequent to the issuance of Order 49/14, Manitoba Hydro filed a letter requesting the
PUB to consider implementation of new LED rates for the Area and Roadway Lighting class on
an interim basis effective August 1, 2014. This request was approved in Order 79/14.

By this Application, Manitoba Hydro is seeking approval, on an interim basis, of a 3.95% across-
the-board general rate increase effective April 1, 2015 sufficient to generate additional revenue of
$57 million in 2015/16, and a further across-the-board general rate increase of 3.95% effective
April 1, 2016, sufficient to generate additional revenue of $60 million in 2016/17. The April 1,
2015 rate increase, if approved, would result in a $3.20 increase in the monthly bill of a
residential customer without electric space heat using 1,000 kilowatt-hours (“kWh”) per month,
and a $6.11 increase in the monthly bill for a residential customer with electric space heat using
2,000 kWh per month. The April 1, 2016 rate increases, if approved, would result in a $3.33
increase in the monthly bill of a residential customer without electric space heat and a $6.36
increase in the monthly bill for a residential customer using electricity for space heat. For rates
effective April 1, 2016, Manitoba Hydro is also requesting approval to implement TOU rates for
the General Service Large customer class served at greater than 30 kV.

This Application provides prima facie support to provide the rate relief requested in this
Application effective April 1, 2015. The subsequent regulatory process and public hearing will
allow the PUB to confirm the interim rate increase and review the request for a further rate
increase effective April 1, 2016. Approval of the rate increases proposed in this Application is
required to maintain net income and financial ratios for 2015/16 and 2016/17 at acceptable levels.
Absent the requested rate increases, Manitoba Hydro is projecting that over the 2015/16 and
2016/17 fiscal years, there would be no cumulative contribution to financial reserves and that
financial ratios would deteriorate below acceptable levels. In making this Application, Manitoba
Hydro has considered customer sensitivity to rate increases as well as the financial position of the
Corporation, and believes the proposed rate increases are the minimum necessary in order to
promote rate stability for customers and ensure the financial integrity of the Corporation.



O 0 2O\ W IN =

N N = = = e e e e e e

NN
N W

N NN
O o0

Tab 1
Page 4 of 4
January 16, 2015

The circumstances giving rise to the rate increases will be discussed in Tab 2 of the Application.
Further information in support of the Application will be provided in Tab 3 to Tab 9 of the
Application. In addition, Manitoba Hydro will address the responses to a number of PUB
directives in Tab 10 of the Application.

Communication related to this Application should be addressed to Manitoba Hydro in the
following fashion:

Manitoba Hydro

Attention: Odette Fernandes
22™ Floor, 360 Portage Avenue
Winnipeg, Manitoba

R3C 0G8

Telephone No. (204) 360-3633
Fax No. (204) 360-6147
E-Mail: ofernandes@hydro.mb.ca

DATED at Winnipeg, Manitoba this 16™ day of January, 2015.

MANITOBA HYDRO

“ORIGINAL SIGNED
BY ODETTE FERNAN DE§”

Odette Fernandes
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MANITOBA HYDRO
2015/16 & 2016/17 GENERAL RATE APPLICATION

OVERVIEW & REASONS FOR APPLICATION

OVERVIEW

The purpose of Tab 2 is to provide an overview of Manitoba Hydro’s 2015/16 & 2016/17
General Rate Application and summary of the reasons for the Application.

Manitoba Hydro has a long history of providing safe, clean, reliable energy to Manitoba
communities, households and businesses; energy that has fueled prosperity and economic
growth in the province.

Manitoba Hydro also takes great pride in providing Manitobans with reliable service and
some of the lowest electricity rates in North America. Manitoba Hydro has maintained
stable rates through careful management of its assets, prudent spending on capital
projects, and by managing its operating and administrative costs.

Today, Manitoba Hydro must invest in the system that has served customers for decades
to ensure that it can continue to deliver safe, clean, reliable energy to Manitobans for
generations to come. This required investment will mean that rates will need to increase
gradually over the next decade to pay for these investments, and Manitoba Hydro
believes that the rate increases proposed in this General Rate Application carefully
balances the need for investment with the need to provide ratepayers with steady,
predictable rates.

The key reasons for the Application are:

1. Manitoba Hydro is entering a period of extensive capital investment to meet the
growing energy requirements of Manitoba, to replace aging utility assets and address
increased capacity needs on the system.

2. While a portion of the required investments will be funded by cash flow from
operations, the majority will be funded through unprecedented levels of debt
financing.
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3. The requirement for the proposed rate increases are primarily being driven by the

required investments, which are expected to double the asset base and carrying costs
(finance expense, depreciation and amortization expense and capital taxes) of Electric
operations in the next 10 years.

Rate stability for customers is dependent on Manitoba Hydro maintaining its financial
strength. The required investment in assets will place pressure on Manitoba Hydro’s
financial strength by deteriorating the financial results and key financial ratios.

. The following significant risks are associated with rate increases lower than 3.95%:

i. Increased risk to customers of rate instability and rate shock;

ii. Increased risk to customers of decreases in service and reliability;

iii. Increased borrowing requirements and associated financing costs, which will
ultimately be recovered from customers;

iv. Potential negative implications to the Provincial credit rating and Manitoba
Hydro’s borrowing costs.

Manitoba Hydro is committed to effectively controlling its OM&A costs and
managing these costs below inflationary levels (excluding accounting changes that
impact OM&A), during a time of significant and increasing cost pressures. This will
assist in maintaining the 3.95% proposed rate increases.

. The proposed 3.95% rate increases are the minimum that are required to maintain:

I. A reliable energy supply to Manitobans, to which they are accustomed, and fund
Power Smart Programs to assist customers in meeting their energy needs.

ii. Rate stability and manage the deterioration in the Corporation’s financial strength
during the period of extensive capital investments.

iii. Manitoba Hydro’s 2015/16 and 2016/17 net income and financial ratios at
acceptable levels.
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MANITOBA HYDRO’S CORPORATE PROFILE & STRATEGIC DIRECTION

2.1.1 Corporate Profile

Manitoba Hydro is a provincial Crown Corporation governed by the Manitoba Hydro-
Electric Board, whose members are appointed by the Lieutenant-Governor in Council.
With over $16 billion in assets at historic cost, Manitoba Hydro is one of the largest
integrated electricity and natural gas distribution utilities in Canada, with 5,725
megawatts of installed capacity. Manitoba Hydro serves over 555,000 electricity
customers across Manitoba and 272,000 natural gas customers in the southern part of the
province.

Manitoba Hydro has a long history of providing reliable energy to communities,
households and businesses in Manitoba and operating one of the cleanest, most
sustainable power systems in North America. Nearly all of the electricity Manitoba
Hydro typically produces each year (approximately 98% on an energy basis) is clean,
renewable water power generated at 15 hydro-electric generating stations. As part of it
electrical system, Manitoba Hydro operates and maintains 13,000 kilometers of electric
transmission lines, and 76,000 kilometers of electric distribution lines throughout the
Province. Manitoba Hydro also maintains two thermal generating stations to back up its
hydro-electric system and purchases electricity from two independent wind farms.

The following figure depicts Manitoba Hydro’s major electrical and gas facilities.



Figure 2.1: Major Electrical and Natural Gas
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Manitoba Hydro’s ongoing operations and future projects represent a major contributing
factor to the provincial economy, translating to employment and business opportunities
for thousands, especially in the northern regions where much of the new development is
taking place.

In addition to providing electricity to Manitobans, Manitoba Hydro exports surplus
electricity to utilities within three wholesale markets in the Midwestern U.S. and Canada.
In the last decade, export sales have contributed $5.2 billion in revenues to Manitoba
Hydro. These revenues are used to keep rates low for Manitobans.
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Figure 2.2: Share of Total Electric Revenue 2005-2014

2.1.2 Corporate Strategic Plan

Manitoba Hydro’s Corporate Strategic Plan (“CSP”) is summarized in the following
figure and sets out the Corporation’s vision and mission, and outlines key objectives
focused on meeting Manitobans’ long-term energy needs and achieving operational
excellence in electric and gas operations.

Figure 2.3: Manitoba Hydro Vision, Mission and Key Areas of Focus

Vision
To be recognized as a leading utility in North America with respect to safety,

reliability, rates, customer satisfaction and environmental leadership.

ﬁnission \

To provide for the continuance of a supply of energy to meet the needs of

the province and to promote economy and efficiency in the development,

generation, transmission, distribution, supply and end-use of energy.

Key Areas of Focus

Safety Customer Financial Aboriginal Workforce Protecting the Demand side
value strength relations management environment management
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A full copy of Manitoba Hydro’s current CSP is provided as Appendix 2.1 to this Tab.

Using the CSP as a guide, Manitoba Hydro’s business units develop supporting business
objectives that establish priorities, and outline strategies and measures designed to
contribute towards achieving overall corporate objectives. To accomplish these
objectives, Manitoba Hydro is organized into 10 business units. A description of each
Business Unit and Manitoba Hydro’s current Organizational Chart is provided in
Appendix 2.2.

2.1.3 Manitoba Hydro is a Leader in Customer Satisfaction

An industry leader in customer satisfaction, Manitoba Hydro is committed to providing
high system reliability, excellent customer service and affordable rates. Manitoba Hydro
continues to receive satisfaction ratings for customer service, corporate citizenship and
corporate image components that are consistently higher than the national average for
Canadian electric utilities. Manitoba Hydro’s customer satisfaction results compared to
the CEA Canadian Average are shown in the following figure.

Figure 2.4: Customer Satisfaction with Overall Service
Customer Satisfaction with Overall Service
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2.1.4 Manitoba Hydro Provides High System Reliability

Electricity is essential to the lives and livelihoods of Manitobans and is a contributor to
the prosperity of Manitoba’s economy. The investment in electric infrastructure that
Manitoba Hydro has made over decades has resulted in one of the most reliable,
sustainable and affordable power systems in Canada. The following figures show that
Manitoba Hydro has historically been in the first quartile of CEA member utilities as it
relates to the System Average Interruption Frequency Index (“SAIFI”) and the System
Average Interruption Duration Index (“SAIDI”) reliability indicators, on a calendar year
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basis. The SAIFI indicator measures the average number of interruptions that a customer
has experienced, and the SAIDI indicator measures the average outage duration
experienced by customers.

Figure 2.5: Manitoba Hydro SAIFI Indicator Compared to CEA Member Utilities
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Figure 2.6: Manitoba Hydro SAIDI Indicator Compared to CEA Member Utilities
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2.1.5 Manitoba Hydro is a Leader in Offering Power Smart Programs

Manitoba Hydro’s Power Smart Programs have been and continue to be very successful
at reducing customers’ energy bills while contributing to a sustainable energy supply in
Manitoba. As demonstrated in the following figure, Power Smart electrical savings
translate into a growing annual reduction in customer electricity bills with a total of $660
million cumulative reduction to 2012/13. In addition, Power Smart has led to reductions
in indirect greenhouse gas emission reductions of approximately 1,532,000 tonnes of
carbon dioxide equivalent emissions in 2012/13.

Figure 2.7: Annual Power Smart Savings—Customer Electricity Bill Reduction ($
millions)

Customer Electricity Bill Reduction
(20129)
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2.1.6 Manitoba Hydro Offers Affordable and Competitive Rates to Customers
Manitoba Hydro’s domestic electric rates are affordable for Manitoba families and
support the competitiveness of Manitoba businesses. The following figure shows
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Manitoba Hydro’s current weighted-average retail electricity price for all customer
classes (as compared to other low-cost jurisdictions and neighbouring utilities), and
demonstrates that Manitoba Hydro has among the lowest average retail electricity rates in
North America.

Figure 2.8: Average Retail Price of Electricity

Average Retail Price of Electricity
13 ¢ cents/kWh (Cdn)
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Source: June 2014 105, Department of Energy and July 1, 2014 Edison Electric Institure Survey.
December 5, 2014 Noon exchange rate 1055 = 1.1423 Cdn

As is demonstrated in the following figure, Manitoba enjoys a distinct advantage over
most of the Canadian jurisdictions with respect to the average monthly bills of residential

11

12
13

14

customers.

Figure 2.9: Residential Average Monthly Bill Comparison
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The April 1, 2015 rate increase, if approved, would result in a modest $3.20 increase in
the monthly bill of a residential customer without electric space heat using 1,000
kilowatt-hours (“kWh”) per month, and a $6.11 increase in the monthly bill for a
residential customer with electric space heat using 2,000 kWh per month.

The April 1, 2016 rate increases, if approved, would result in an additional $3.33 increase
in the monthly bill of a residential customer without electric space heat and an additional
$6.36 increase in the monthly bill for a residential customer using electricity for space
heat.

It is recognized that other Canadian utilities are also encountering the need to replace and
refurbish aging utility assets, which will place upward pressure on electricity rates across
most jurisdictions in the coming years. As can be seen in the following charts, Manitoba
Hydro is not alone in needing to address the required investment in its electrical system
through higher rate increases.

Figure 2.10: Required Investment in Canada’s Electricity System 2011-2030

Required Investment In Canada’s
Electricity System 2011-2030
) i

Source: Conference Board of Canada
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Figure 2.11: Proposed Rate Increases in Other Jurisdictions

Rates in other Canadian provinces must also rise in the coming years to
fund the re-investment in electricity infrastructure

SaskPower Investing for the

future

Investing in our infrastructure also opens the door to future
possibilitics. Leam more about the work we're doing.

We applicd for a multi-year rate increasc to help our industrial
customers with their business planning and cnable our residential
customers to budget houschold expenses in advance. As a result of
our application, the govermnment has announced:

Approval of a 5.5 per cent average rate increase, effective

Jan.1, 2014;

Approval of a 3 per cent average rate increase, effective Jan.

1, 2015 (reduced from original request of 5 per cent); and

Denial of an increase for 2016 at this time.

BC Hydro rates to increase 28 per cent over 5 years

“0ur rates are still among the lowest in North America,” says BC Hydro CEQ Charles Reid

CEC ews  Pome Nov 28, 2

Energy Minister Bill Bennett and BC Hydro CEO Charles Reid announced
a 28 per cent electricity rate hike over five years, with a nine per cent
jump coming April 1, 2014

In a press conference in Victoria this morning, Bennett and Reid said the
rale hikes were part of a 10-year plan 1o keep rales as low as possible,
while still allowing BC Hyaro to invest in infrastructure and future power
projects

Ontario hydro hills to rise 42% in 5 years =

B ANTOMELLA AATUED

HE

TORONTO - Ontario hydro bills are headed up, up, up

The Liberal government's new long-term energy plan shows that the average
monthily regidential bill of $1:25 will rise 10 $178 within five years — 3 42%
increase

Hydro bills are expected to dip slightly in 2019 to $177 a month, and then rise
again until 2022 when they'll hit $193 a month.

A second decrease in prices is forecast for 2023-24 and then the trend for
prices is onward and upward for the foreseeable future

Hydro-Québec filed an application for a 3.9% rate
increase

PROPOSED RATE ADJUSTMENT AS OF APRIL 1, 2015 (3.9%)

AT RRr——

P
+2.1%
Consummar Prics
et b e peben o +04% Inden P
e Bermage oot
Nt gromth i damand
+1.9%  fsoanny +1.0%
- +14%
-0.5%
[
3.9%

While Manitoba Hydro will be required to gradually increase rates to pay for its increased
investment in generation, transmission and distribution infrastructure, the electrical rate
advantage enjoyed by energy consumers in Manitoba over those in most other
jurisdictions is expected to continue.
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MANITOBA HYDRO’S CAPITAL INVESTMENT DRIVERS & BORROWING

REQUIREMENTS

2.2.1 Manitoba Hydro is Entering a Period of Extensive Capital Investment

The provision of electric service is inherently a capital intensive business which requires
a substantial investment in generating stations, transmission lines, distribution facilities
and supporting infrastructure. Another characteristic of an electric utility is that the
investments in major projects are large and lumpy and tend to have a significant impact
on revenue requirements when they are first placed into service. In order to provide safe
and reliable service to customers, Manitoba Hydro is continuously investing in assets.

Manitoba Hydro is entering a period of extensive investment and re-investment in its
infrastructure in order to meet the growing energy needs of Manitoba, to replace aging
utility assets that are approaching the end of their service lives, and to address capacity
constraints on its existing system. The required infrastructure investment costs will be
many multiples higher than the historic cost of the existing asset base.

Manitoba Hydro is also committed to significantly higher levels of investment in Demand
Side Management (“DSM”) programs on behalf of customers. Manitoba Hydro’s Power
Smart Programs play a key role in meeting Manitoba’s future energy needs in a
sustainable manner and assisting customers in reducing their energy bills by using energy
more efficiently.

Even with load reductions from Power Smart initiatives, the demand for electricity in
Manitoba is continuing to grow as a result of increases in population, higher average
energy usage, and industrial and commercial customer expansion. The following figure
shows the actual and forecast growth in Manitoba Hydro’s load, as well as the forecasted
impact of the Power Smart Plan.
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Figure 2.12: Forecast Load Growth Before and After Impact of DSM
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The required investment in new and replacement assets, as well as DSM programs, will
result in significantly higher capital expenditures over the next 10 year period, as
demonstrated by the following figure.

Figure 2.13: Electricity Capital Expenditures
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2.2.2 Investment Requirements will Lead to Unprecedented Levels of Debt
Financing

Unlike private utilities, Manitoba Hydro does not have access to share capital as a source

of funds and must rely on a combination of internally generated cash from operations and

debt financing in order to fund its capital investment program.

The following figure depicts the capital investment requirements for the next 10 years
along with the forecasted cash-flow from operations, including the proposed and
indicative 3.95% rate increases. Manitoba Hydro has historically targeted to fund
sustaining capital expenditures with cash flow from operations. This chart indicates that
the cash that is projected to be generated from operations is just sufficient in 4 of the 10
years to fund sustaining capital expenditures. From 2019 to 2022, Manitoba Hydro is
projecting that it will be required to borrow funds to finance sustaining capital
expenditures.

Figure 2.14: Electricity Capital Expenditures & Cash Flow from Operations
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The implications of the above-noted figure is that Manitoba Hydro is forecasting that in
the next 10 years it will fund the vast majority of new major generation and transmission
capital expenditures through debt financing. When combined with debt refinancing
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requirements, the total debt requirements for Manitoba Hydro’s electric operations in the
next five-year period will peak at levels in excess of $3 billion per year, as illustrated in
the following figure. These total forecast debt requirements are unprecedented in
Manitoba Hydro’s history.

Figure 2.15: Projected Electric Operations Borrowing Requirements
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The proposed and indicative rate increases are necessary to stabilize Manitoba Hydro’s
cash flow from operations to the minimum level to fund the majority of sustaining capital
expenditures thereby avoiding: higher levels of debt; higher cash flow requirements to
pay the interest on the incremental debt; higher interest expense; and higher customer
rates, all to the benefit of the customer.
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THE COMPELLING NEED FOR RATE INCREASES

In the previous section, Manitoba Hydro described the business requirements that are
driving the need for investments in assets to allow the Corporation to continue to provide
safe and reliable service to customers. In this section, Manitoba Hydro will describe how
these same investments will impact revenue requirements and necessitate the requested
rate increases.

2.3.1 Revenue Requirements are Driven by Assets Being Placed into Service

As a result of the capital intensive nature of Manitoba Hydro’s business, a significant
portion of the overall revenue requirement of the Corporation is made up of carrying
costs (finance expense, depreciation, and capital taxes) of the assets that are utilized to
provide service to customers, along with the operating and maintenance costs of these
assets. While assets are under construction, the capital expenditures and associated
financing costs are held in construction work in progress. Once these assets are placed
into service, the associated carrying costs form part of the Corporation’s revenue
requirements.

As is demonstrated in the Figure 2.16, the annual amount of assets that are forecast to be
placed in service for electric operations will range between $0.6 billion and $5.0 billion
over the next 10 year period. In the three year period for which rates are being reviewed
as part of this Application (2015-2017), it is forecast that $3.8 billion of assets will be
placed into service or commence amortization. The most significant assets being placed
in-service during this period include the Pointe du Bois spillway replacement, and the
Riel 230/500kV Station in 2015. In this three year period, there is also approximately
$1.8 billion of sustaining capital expenditures that will be placed into service, and $0.2
billion of DSM expenditures that will commence amortization.

Over the 10 year period between 2015 to 2024, it is projected that $20.1 billion of assets
will be placed into service related to electric operations, the most significant of which are
the Bipole Il Reliability Project ($4.6 billion) and the Keeyask Generating Station ($6.5
billion). In this 10 year period, it is projected that approximately $5.9 billion of sustaining
capital expenditures will be placed into service, $0.7 billion of DSM expenditures will
commence amortization and $0.4 billion of deferred Conawapa costs will commence
amortization.
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Figure 2.16: Electric Capital In-Service 2015-2024
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2.3.2 Carrying Costs on Electric Assets are Expected to Double in Next 10 Years
The required investment in new and existing infrastructure is expected to double the asset
base and associated carrying costs of electric operations in the next 10 years.

The graph below provides a depiction of the increase in the costs for electric operations
over the next 10 year period compared to the revenues that are projected to be generated
from domestic and export customers.
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Figure 2.17: Electric Expenses Compared to Revenues
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The bars in Figure 2.17 provide the projected operating & administrative expense (blue
bar), finance expense (red bar), depreciation & amortization expense (green bar), and
taxes and other costs (orange bar) for the next 10 year period. Over that period, the total
costs of the electric operations are projected to increase from the current level of
approximately $1.5 billion to nearly $3.0 billion. The increase in costs in the years that
are under review in this Application (2015-2017), and in the next 10 years are primarily
related to increases in finance expense and depreciation as a result of the assets that are
coming into service. Operating, maintenance and administrative costs are relatively
constant throughout this period and do not materially contribute to the $1.5 billion
increase in electric costs.

The dotted line in the Figure 2.17 represents domestic general consumers’ revenue
(GCR) at current PUB approved rates and the solid line represents GCR including the
proposed and indicative rate increases of 3.95% per year to 2023/24. The dashed line in
the graph represents the total of GCR at the proposed rates including rate increases and
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net extra-provincial revenues (extra-provincial revenues net of water rentals and fuel and
power purchased).

Even with the proposed and indicative rate increases, Manitoba Hydro is projecting
losses on electric operations in 2018/19 to 2023/24 totaling approximately $900 million
as forecast domestic and export revenues will not be sufficient to cover the increased
costs.

In the next 10 years there is significant financial risk and potential for rate volatility as
Manitoba Hydro’s financial position deteriorates due to the large investment
requirements. In the longer term, the indicative 3.95% rate increases and export revenues
generated from the Keeyask Generating Station are projected to accumulate to a
sufficient level to cover the increased costs and Manitoba Hydro will begin to rebuild its
financial reserves.

2.3.3 Rate Stability for Customers is Dependent on the Financial Strength of the
Corporation

In order to ensure rate stability and predictability for customers, it is necessary that
Manitoba Hydro maintains its financial strength. In other words, if Manitoba Hydro does
not receive the necessary rate increases to maintain its financial strength, then there is
significant risk to customers that rate changes will become more volatile and there will be
a need for sudden or larger rate increases in the near future. This risk is particularly acute
in the upcoming period of extensive capital investment and reinvestment.

Manitoba Hydro’s safe, reliable and economic service is based upon a solid foundation of
financial strength which promotes rate stability and predictability for customers.

Figure 2.18: The Foundation of Safe, Reliable and Economic Service
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2.3.4 Investments in Capital Assets Will Place Pressure on Manitoba Hydro’s
Financial Strength

The proposed and indicative rate increases are the minimum rate increases necessary to
provide for the required investment in infrastructure to allow the Corporation to continue
to provide safe and reliable service, and are essential to preserve the financial integrity of
the Corporation in order to promote rate stability for customers.

Even with the proposed and indicative rate increases projected in MH14, retained
earnings from electric operations are projected to fall from $2.7 billion in 2014/15 to $2.0
billion by 2023/24. This amount is barely sufficient to absorb the impact of the
reoccurrence of a historic 5-year drought, and does not provide sufficient reserves to
mitigate the potential financial impacts of the considerable array of risks the Corporation
faces in fulfilling its mandate.

Manitoba Hydro’s equity ratio for electric operations is projected to deteriorate from the
current level of 23% to 10% by 2022/23 as a result of the increase in carrying costs and
levels of debt associated with the extensive investment in infrastructure, combined with
the reduction of revenues primarily as a result of increased DSM savings.

With the proposed and indicative 3.95% rate increases, Manitoba Hydro’s interest
coverage ratio is also forecast to be well below target for several years of the forecast. In
six years of the 10 year forecast, Manitoba Hydro’s interest coverage ratio is projected to
be below 1.0, which indicates that the utility would experience elevated operational
liquidity risk and may have difficulty generating sufficient revenues and cash flow from
operations to pay its interest obligations.

Similarly, the capital coverage ratio is below target for several years as a result of lower
net earnings and the increase in capital requirements for the renewal and replacement of
aging infrastructure. Manitoba Hydro has historically funded sustaining capital
expenditures through internally generated funds; however, it is projecting capital
coverage ratios below 1.0 in six years of the 10 year forecast, which indicates that the
utility will not generate sufficient revenues to fund its sustaining capital expenditures and
must borrow in order to renew or replace existing infrastructure.

The following figures demonstrate the significance of the projected rate increases by
comparing the net income, retained earnings, and financial ratios of electric operations
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including and excluding the proposed and indicative rate increases. As can be readily
seen in the following figures the rate increases are vital to the continued financial strength
of Manitoba Hydro.

Figure 2.19: Projected Net Income (2015-2024)
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1 Figure 2.20: Projected Retained Earnings (2015-2024)
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4 Figure 2.21: Projected Equity Ratio (2015-2024)
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Figure 2.22: Projected Interest Coverage Ratio (2015-2024)
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Figure 2.23: Projected Capital Coverage Ratio (2015-2024)
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2.3.5 Rates Have Not Increased to Fully Compensate for Reductions in Net
Extraprovincial Revenue

Historically, net extraprovincial revenues have made a significant contribution to

overall revenues which has enabled Manitoba Hydro to maintain lower electricity

rates for Manitobans.

As illustrated in Figure 2.24, net extraprovincial revenues have not been as strong as
in previous years. Manitoba Hydro’s net extraprovincial revenues are projected to be
$150 million in 2014/15, $181 million in 2015/16 and $147 million in 2016/17, which
is significantly lower than the average net extraprovincial revenues generated from
2004/05 to 2008/09 of approximately $365 million per year. It is necessary to
gradually increase rates over time to compensate for the reduction in net
extraprovincial revenues.

Figure 2.24: Net Extraprovincial Revenue (2015-2017)
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2.3.6 Manitoba Hydro’s 2015/16 & 2016/17 Rate Proposals Maintain Net Income

and Financial Ratios at Acceptable Levels

Approval of the proposed rate increases in this Application are required to maintain net
income and financial ratios for 2015/16 and 2016/17 at acceptable levels, and are
necessary to promote rate stability for customers and ensure the financial integrity of the

Corporation.

Figure 2.25 below summarizes the actual electric operations net income for the past two
fiscal years and the projected net income for 2014/15, 2015/16, and 2016/17 from MH14.

Figure 2.25: Net Income from Electric Operations

Net Income - Electricity Operations

Forecast
(in millions of $) 2013 2014 2015 2016 2017
Revenue
General Consumers Revenue
- at approved rates $ 1341 $ 1424|% 1437 $ 1454 $ 1460
- Bipole Il Resene 19) (30) (32) (34)
Extraprovincial Revenue (net of Fuel & Power Purchased and Water Rentals) 101 137 150 181 147
Other Revenue 30 22 15 14 14
1472 1564 1572 1617 1587
Expenses 1407 1439 1495 1571 1653
Operating, Maintenance and Administrative 463 481 486 542 552
Finance Expense 452 435 495 510 548
Depreciation and Amortization 392 411 405 401 422
Capital and Other Taxes 86 97 99 107 121
Corporate Allocation 9 9 9 8 8
Other expenses 5 6 2 2 2
Non-controlling Interest 13 22 25 12 8
Net Income (loss) before proposed rate increases $ 78 $ 1471 $ 102 $ 58 $ (58)
Proposed rate increases (3.95% April 1, 2015 and 3.95% April 1, 2016) 57 118
Net Income including proposed rate increases $ 78 $ 1471 % 102 $ 115 $ 59
Retained Earnings and Financial Ratios (without proposed rate increases)
Retained Earnings (electric operations) $ 2468 $ 2615|% 2717 $ 2721 $ 2663
Debt to Equity Ratio (electric operations) 75:25 77:23 78:22 82:18 85:15
Interest Coverage Ratio (electric operations) 1.13 1.25 1.16 1.08 0.93
Capital Coverage Ratio (electric operations) 1.26 1.39 0.98 0.92 0.74
Retained Earnings and Financial Ratios (including proposed rate increases)
Retained Earnings (electric operations) $ 2468 $ 2615|$ 2717 $ 2778 $ 2837
Debt to Equity Ratio (electric operations) 75:25 77:23 78:22 82:18 84:16
Interest Cowverage Ratio (electric operations) 1.13 1.25 1.16 1.16 1.07
Capital Coverage Ratio (electric operations) 1.26 1.39 0.98 1.02 0.94
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The proposed interim rate increase of 3.95% effective April 1, 2015 is expected to
generate additional revenue of $57 million in 2015/16. With this increase, the forecast net
income from Electric operations for 2015/16 is projected to be $115 million; the equity
ratio is projected to be 18%; and the interest coverage and capital coverage ratios are
projected at 1.16 and 1.02 respectively.

Absent the proposed rate increase for 2015/16, Manitoba Hydro is projecting net income
of $58 million from Electric operations; the equity ratio is projected to be 18%; and the
interest coverage and capital coverage ratios are projected to deteriorate to 1.08 and 0.92
respectively. Furthermore, without the proposed rate increase for 2015/16, Manitoba
Hydro is projecting net income of only $2 million in 2016/17 even if it obtained a 3.95%
increase effective on April 1, 2016. In this scenario, projected retained earnings are
forecast to be $57 million and $115 million lower in 2015/16 and 2016/17 respectively.

The proposed rate increase of 3.95% effective April 1, 2016 is expected to generate
additional revenue of $60 million in 2016/17. With this increase, the forecast net income
from Electric operations is $59 million; the equity ratio is projected to be 16%; and, the
capital coverage and interest coverage ratios are projected to be 1.07 and 0.94
respectively.

Without the proposed rate increase for 2016/17, Manitoba Hydro is projecting a net loss
of $58 million; the equity ratio is projected to decline to 15%; and the interest coverage
and capital coverage ratios are projected to further deteriorate to 0.93 and 0.74
respectively (well below the 1.20 target levels).

Considering the financial outlook as projected in MH14, there is financial justification for
requesting rate increases in excess of 3.95%. Higher rate increases in the order of 5.5% to
6.0% for the next four years would be necessary to reduce the losses that are projected in
the next 10 year period and maintain financial reserves at current levels. This would
reduce the risk of the need for larger rate increases in the event of a significant drought or
other adverse financial conditions.

Despite these risks, Manitoba Hydro has maintained the minimum proposed rate
increases at the 3.95% level in consideration of customer sensitivity to rate increases.
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RISKS IF PROPOSED RATE INCREASES ARE NOT GRANTED

2.4.1 Increased Risk to Customers of Rate Instability and Rate Shock

To demonstrate the potential rate volatility of reducing the near term 3.95% indicative
rate increases in MH14, Manitoba Hydro has prepared two scenarios that calculate the
compensating rate increases that are required in the five year period from 2020 to 2024 if
rate increases for the four year period from 2016 to 2019 were reduced to 2.95% or 2.0%,
respectively.

The following figure demonstrates that with 2% rate increases for the next 4 years,
Manitoba Hydro would require 8% rate increases for the following five years, and with
2.95% rate increases for the next four years, Manitoba Hydro would require 6% rate
increases in the five years that follow. This analysis demonstrates how future rate
increases would have to significantly increase in order to compensate for lower rate
increases obtained in the near term.

Figure 2.26: Projected Rate Increase Scenarios
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Given that these rate scenarios are also derived using average water flow assumptions
and that adverse drought conditions may occur in the future, it is of vital importance that
the rate increases be regular and occur even when there are short-term favorable water
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flow or financial conditions. In Manitoba Hydro’s view, gradually raising rates by the
minimum 3.95% rate increases is in the customer’s best interest as this maintains
customer rate stability and predictability, and reduces the risk of severe rate shock in the
future.

2.4.2 Increased Risk to Customers of Decrease in Service & Reliability

A considerable portion of Manitoba Hydro’s assets were installed when many of the first
generating stations and transmissions lines were built (1911-1950) and a large portion of
the province was electrified (1940-1960), and subsequently when generating stations and
supporting HVDC systems were developed in Northern Manitoba (1960-1990).
Historically, the reliability performance of Manitoba Hydro’s electric assets has been
excellent, and ratepayers in Manitoba have enjoyed the benefits of an affordable supply
of safe and reliable electricity for many decades. However, many of Manitoba Hydro’s
generation, transmission and distribution assets have reached an age where their overall
condition is such that system reliability has begun to degrade.

As shown in the following figures, Manitoba Hydro’s reliability performance based on
the SAIFI and SAIDI indicators show an increased trend of outage frequency and
duration. Likewise, generation forced outage rates have increased significantly in the past
four years.

Figure 2.27: Manitoba Hydro SAIDI and SAIFI Indictors
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Figure 2.28: Hydraulic Generation Forced Outage Rates

Generation Operation Hydraulic
Weighted Forced Outage Rates

Manitoba Hydro uses an Asset Health Index (“AHI”) to quantify equipment condition
based on numerous parameters, to indicate whether the asset type is in very poor, poor,
fair, good or very good condition. The figures below provide a summary of current AHI
results for Manitoba Hydro’s generation, transmission and distribution asset types, as
well as the 20 year outlook of the AHI based on current asset replacement rates.
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Figure 2.29: Asset Health Indices- Current & 20 Year Outlook
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As a larger percentage of assets age beyond life expectancy, they will begin to fall into
the poor and very poor categories and system failures and customer outages are expected
to occur on a more regular basis. As such, replacement rates in the majority of Manitoba
Hydro’s asset types need to be increased to better align with life expectancy.

© 00 N O O bW

10
11
12
13
14
15
16
17

The rate increases proposed in the Application are the minimum required to fund the
necessary capital investment to replace Manitoba Hydro’s aging infrastructure. The
following summarizes some of the major risks that would be associated with inadequate

funding of sustaining capital:

o Reliability would degrade further, outages would become longer and more

frequent;

e Extraprovincial revenues would be lost as a result of additional generation

equipment failures;
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o Timeframes for repair/replacement would be impacted by insufficient lead times;
e Increased safety risks to public and staff;

¢ Maintenance and emergency costs would increase; and,

e Backlog of requirements would overwhelm the capability of resources to respond.

With the proposed rate increases, Manitoba Hydro will be in an improved position to
fund the necessary investments in order to continue to provide the high level of safe and
reliable service to which customers are accustomed.

2.4.3 Increased Borrowing Requirements Result in Higher Levels of Debt and
Carrying Costs, which will Ultimately Need to be Recovered from Customers

As can be seen in the following figure, without the proposed and indicative rate increases,
Manitoba Hydro would be required to fund a continually increasing portion of its
sustaining capital expenditures through debt financing as opposed to through the cash
flow generated from operations.

Figure 2.30: Electricity Capital Expenditures and Cash Flow from Operations
Including and Excluding Proposed and Indicative Rate Increases
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Maintaining reasonable financial ratios through regular and reasonable rate increases is in
the best interests of customers as it reduces the need for borrowing and additional
financing costs that must be borne by customers, which serves to reduce the pressure on
future rates and provide more financing flexibility in the event of adverse financial
circumstances.

It is important that Manitoba Hydro be granted the proposed rate increases to be able to
generate sufficient cash flow from operations to finance sustaining capital expenditures.
This will allow Manitoba Hydro to maintain reliable service to customers in a sustainable
manner.

2.4.4 Potential Negative Implications to the Provincial Credit Rating and Manitoba
Hydro’s Borrowing Costs

The Province of Manitoba has a high credit rating as can be seen in the following figure

that shows the long term credit ratings for each of the Canadian provinces. As Manitoba

Hydro receives a flow through credit from the Province of Manitoba, this high credit

rating benefits its customers by reducing the cost of borrowing that the Corporation must

recover in its rates.

Chart 2.31: Provincial Long Term Credit Ratings Comparison

Province Standard DBRS Moody's
& Poors Investors Service

British Columbia AAA AA (high) Aaa
Saskatchewan AAA AA Aaa
Alberta AAA AAA Aaa
Manitoba AA A (high) Aal
Ontario AA- AA (low) Aa2
Nova Scotia A+ A (high) Aa2
Newfoundland & Labrador A+ A Aa2
Québec A+ A (high) Aa2
New Brunswick A+ A (high) Aa2
Prince Edward Island A A (low) Aa2

Rating reports are issued to individual provinces and not necessarily at the same time.

As demonstrated in Figure 3.32, debt advances to Manitoba Hydro form a significant
portion of the total provincial debt and the Corporation’s financial performance is
therefore a contributing factor toward the financial strength and stability of the Province’s
credit rating. The Credit Rating Agencies view Manitoba Hydro to be financially self-
supporting in that the Corporation is able to meet its financial obligations based on its
own revenues without being supported by the tax-base of the Province.
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Figure 2.32: Composition of Province of Manitoba Debt

Composition of Province of Manitoba Debt

($30.0 billion, net of sinking funds)
Actuals as at March 31, 2014

Manitoba Hydro
(self-supporting debt)
35%

Province of Manitoba
(excluding Manitoba Hydro)
65%

Credit rating agencies view Manitoba Hydro’s current low rates and reasonable
regulatory framework as positive ratings considerations. It is important that credit rating
agencies continue to view Manitoba Hydro’s debt as self-supporting and that weakened
financial ratios as a result of major capital investments and reinvestments do not
negatively impact the credit ratings of the Province or Manitoba Hydro’s borrowing
costs.

The proposed rate increases are necessary to continue to demonstrate to the credit rating
agencies that the regulatory framework in Manitoba is supportive of Manitoba Hydro’s
self-supporting financial status.
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AREAS OF CONCERN RAISED IN PREVIOUS PROCEEDINGS

In the 2012/13 & 2013/14 GRA and Interim Application for Rates Effective April 1,
2014, there were a number of concerns expressed that Manitoba Hydro would like to
address in this section of the Application.

2.5.1 Rate Increases are Required Notwithstanding More Favourable Near-term
Financial Results

In past proceedings, it has been suggested that in years where the current financial results

are favourable, lower rate increases would be sufficient to maintain the short-term

financial position of the Corporation.

Manitoba Hydro’s MH14 is forecast based on expected water flows for the first year of
the forecast (2014/15), median water flows for the second year of the forecast (2015/16),
and the average revenues for all water flow conditions for the past 102 years for the
subsequent years of the forecast (2016/17 and thereafter).

In the near term, to 2016/17, projected net income from electric operations (including the
proposed rate increases) is higher in MH14 as compared to MH13, largely due to
favourable water flow conditions, as well as lower finance and depreciation expense.
Although inflow conditions are currently favourable and Manitoba Hydro has confidence
that these conditions will persist until the end of March 2015, water inflow conditions in
fiscal 2015/16 are very uncertain and can be quite different from those assumed in
MH14. The main factor that determines water supply conditions in 2015/16 is
precipitation, which is highly variable and unknown at this time. MH14 assumes median
water inflows in 2015/16 which means that there is an equal probability that water
inflows will be higher or lower.

Notwithstanding the more favourable near-term results, there are lower net earnings
projected in the remaining years of MH14, such that between the period 2017/18 to
2023/24 projected net earnings from electric operations (including indicative rate
increases of 3.95% per year) are $666 million lower compared to MH13.

In total, MH14 projects net losses of $901 million between 2018/19 and 2023/24. As a
result, financial reserves are projected to deteriorate from the current level of $2.7 billion
to $2.0 billion by 2023/24.
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Figure 2.33: Comparison of Electric Operations Net Income MH14 to MH13
10 Year 20 Year
Forecast  Forecast  Forecast Cumulative Cumulative
2014/15 2015/16 2016/17  t0 2023/24 to 2033/34

Current Forecast (MH14) $ 102 3 115 $ 59 $ (559) $ 3003
Previous Forecast (MH13) 55 12 19 (85) 4775
Increase/ Decrease $ 48 3 103 $ 41 $ (474) $ (1772

It is also important to recognize that Manitoba Hydro’s financial results are subject to
significant volatility based on potential changes in water flow conditions. This is
demonstrated by the following chart which compares the potential increase in net
extraprovincial revenues as a result of high water flows (blue bars) with the potential
decrease in net extraprovincial revenues associated with low water conditions (red bars)
for the period from 2016/17 to 2023/24. In this chart, the bolded green line represents the
average revenues for all flow conditions upon which the extraprovincial revenues in
MH14 have been forecast.

Figure 2.34: Variability of Net Extraprovincial Revenue

Compared to Average Revenue for All Flow Conditions
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The 3.95% indicative rate increases are derived based on the assumption of average
revenues for all water flows. Actual water flows and the associated financial impacts will
deviate either up or down from the assumption of average. Over time, the financial
impacts resulting from low and high water flows will balance out. In order to maintain
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the indicative even annual rate increases over the long-term, it is necessary that rate
increases be implemented gradually even in years with favourable water flows and
financial results. The law of averages dictates that implementing lower rate increases in
reaction to years with favourable water conditions, will result in the need for higher rate
increases in years with lower water conditions in order to balance out with average
revenue requirements over the longer term. This approach does not contribute to rate
stability for customers.

As a result of the extensive investments that Manitoba Hydro has to make to continue to
provide safe and reliable service to customers, there is a requirement for a period of
continual rate increases to cover the associated costs. Setting rates considering longer-
term revenue requirements, as opposed to being overly focused on the shorter term
financial outlook, is the prudent approach and in the best interest of customers. Focusing
only on the short term, will inevitability result in rate instability as ratepayers will be
faced with substantially higher rate increases in the future, especially considering the
longer term and significant investments Manitoba Hydro is undertaking.

The Corporation believes that the position advanced by the Green Action Centre (page 3
of its written submission) as part of Manitoba Hydro’s Application for Interim Electric
Rates effective April 1, 2014 appropriately acknowledges that the proposed rate increases
should be assessed through a longer-term perspective.

“In order to reconcile the variability of the Manitoba Hydro revenue
stream with the stability desired by many of Manitoba Hydro’s customers,
the Board ought to look at setting rates on the basis of longer term trends
as opposed to the actual results of last year’s revenues or the short-term
conditions, be they favourable or unfavourable. GAC is of the view that
the current longer term trends point strongly in the direction of requiring
more revenue for Manitoba Hydro™

While reducing rate increases in the short-term may offer some temporary relief to
ratepayers in the immediate year, the reality is that doing so does not eliminate the impact
on consumers but only defers the rate increase to a future period. Regular and moderate
rate increases, such as those proposed in this Application, minimize the impact to
ratepayers arising from the unavoidable need to make the necessary investments in
Manitoba Hydro’s system and the risk associated with adverse conditions such as below
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average water flow conditions. Such an approach is critical when considering the long
term significant investments that Manitoba Hydro is undertaking on behalf of customers.

If Manitoba Hydro has short-term results that are more favourable than forecast, the
situation is actually beneficial for customers as the Corporation would be required to
borrow less debt, which would ultimately reduce the costs to be recovered from
ratepayers. The forecast net income for the three-year period is not unreasonable when
one considers the size of Manitoba Hydro’s asset base, and that the implied return on
equity would be less than 2-3%, well below the return requirements if Manitoba Hydro
was a privately owned utility.

To ensure rate stability for customers, Manitoba Hydro submits that the most reasonable
and prudent approach is to implement regular and reasonable rate increases, even during
periods of favourable water flows, thereby balancing the inevitable years of less
favourable than forecast results where water flows are below average.

2.5.2 Inflationary Rate Increases are Not Sufficient to Maintain Rate Stability for
Customers

In past proceedings, it has been suggested that Manitoba Hydro’s rate increases be

limited to inflationary adjustments, in or around 2% per year, in order to maintain

Manitoba Hydro’s short-term financial position.

As an example of the risk to customers of allowing only 2% rate increases in the short-
term, the following charts demonstrate the impacts to net income, retained earnings, and
financial ratios of continual 2% rate increases for the period from 2016 to 2024, as
compared to the proposed and indicative rate increases of 3.95%.
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Figure 2.35: Projected Net Income (2015-2024)
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Figure 2.36: Projected Retained Earnings (2015-2024)
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Figure 2.37: Projected Equity Ratio (2015-2024)
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Figure 2.38: Projected Interest Coverage Ratio (2015-2024)

140 -

120

1.00 -

060 -

040 -

0.20 -

e MH 14 with 3.95% rate increases

MH14 with 2% rate increases

—Consclidated Target

e‘h ()'E" 6‘}

Figure 2.39: Projected Capital Coverage Ratio (2015-2024)
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The projected increases in Manitoba Hydro’s revenue requirement are being largely
driven by the extensive investments to be made on behalf of domestic customers, which
are much more significant than inflationary cost pressures.

A rate increase that is based upon inflation jeopardizes Manitoba Hydro’s ability to
provide rate stability to customers as it will be unable to recover its costs of providing an
essential service and ensure sufficient financial reserves are in place. Similar to the
suggestion that a rate increase can be forgone during those years where current results are
better than projected, granting a rate increase that does not allow the utility to recover its
costs each year will only result in higher borrowing requirements in future. The impact of
deferring or reducing the needed 3.95% rate increases will be to the detriment of
customers, as it serves to increase the requirements for higher rate increases in the future
than have been projected in MH14. This approach does not achieve rate stability in the
long-run and will subject consumers to increased rate volatility in the future.

2.5.3 Manitoba Hydro is Effectively Controlling its Costs to Maintain Projected
3.95% Rate Increases

In past proceedings, concerns have been expressed about Manitoba Hydro’s efforts to

contain its operating costs.

Manitoba Hydro is committed to carefully managing its costs and utilizing resources
efficiently and effectively to fulfill its mandate and provide maximum value to its
stakeholders and ratepayers. In order to fulfill this commitment, Manitoba Hydro
continues to develop measures to manage its operating costs, while at the same time
balancing the need to ensure staffing levels are adequate to provide safe and reliable
service.

Manitoba Hydro’s most significant cost in providing service to customers is wages and
benefits. Manitoba Hydro has undertaken an extensive review of its staff complement and
iIs committed to reducing approximately 300 operational positions over the 3 year forecast
period from 2014/15 to 2016/17. These reductions will be achieved through attrition
through the application of technology, and the consolidation and elimination of work
processes where appropriate.

The following figure provides a summary of the Corporation’s actual and projected
Equivalent Full Time (“EFT”) employees for the period 2012/13 to 2016/17 segregated
between those EFTs that work on capital construction, operations & maintenance, and
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provide governance & support services. As should be expected during a period of
significant capital investment the EFTs associated with capital construction are
increasing. In contrast, consistent with Manitoba Hydro’s commitment to manage its
operating costs, the number of EFTs associated with operations & maintenance and
governance & support activities are forecast to decline.

Figure 2.40: Total Equivalent Full Time Employees

m Capital Construction  mOperations & Maintenance  m Governance, Support & Services
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Manitoba Hydro is continually undertaking a number of initiatives across the various
Business Units that are intended to result in further operating and capital cost savings.
Some of these key initiatives include:

e Consolidation of Rural District Offices

e Implementation of Mobile Workforce Management

¢ Review of the Gillam Redevelopment & Expansion Project
e Supply Chain Management Initiatives

As shown in the following figure, these measures will allow the Corporation to maintain
Operating, Maintenance & Administrative cost increases at an annual average increase of
1% per year (excluding accounting changes that impact OM&A) through fiscal 2016/17
and beyond, which is below inflationary levels. These cost containment measures have
assisted the Corporation in maintaining projected annual rate increases at the same 3.95%
level as those projected in MH13, despite the Corporation facing significant and
increasing cost pressures. This is consistent with the expectations of the PUB in Order
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43/13, wherein it recommended that Manitoba Hydro control OM&A costs increases
below inflation.

Figure 2.41: Operating, Maintenance & Administrative Costs

= OM&A including Accounting Changes =————O0MZ&A excluding Accounting Changes 2012/13 OM&A Escalated for CPI
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2.5.4 Proposed Rate Increases are Not Being Driven by Aggressive Accounting
Policy Selection

In past rate proceedings, concerns have been expressed that Manitoba Hydro’s rate
increases are being driven by aggressive accounting policy choices, in particular the
expensing of additional overheads and the proposed change to the depreciation
methodology.

In Order 43/13, the PUB accepted the accounting policy changes that have been made by
Manitoba Hydro to 2013/14 for the purposes of rate setting but indicated that until an
IFRS Status Update Report is filed at the next GRA, no further changes should be made
for rate-setting purposes.

As is outlined in further detail in this Application, there are a number of prospective
accounting changes that Manitoba Hydro is making for financial reporting purposes in
2014/15 and 2015/16. The most significant of these include the implementation of a
comprehensive depreciation study in 2014/15 and further changes to the level of
capitalized overhead and deprecation methodologies as part of the implementation of
IFRS in 2015/16.
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As summarized in Figure 2.42, these changes offset each other and result in an overall
reduction in Manitoba Hydro’s future revenue requirements. The significance of the net
changes are minimal in the 2015 to 2017 period, and are clearly not driving the need for
future rate increases during this timeframe.

Figure 2.42: Accounting Policy & Estimate Changes

Accounting Policy & Estimate Changes
Electric operations (in millions of 5s)

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

OME&A Expense Changes 51 56 57 58 58 59 60 61 62
Depreciation Expense Changes [25) (53] (57 [60) [76) (28] (9e) (101) (103) (10%)
Other i3 i3] 4] (3) 13 4] 4] i3] 4
Total Increase (Decrease) in Revenue Reguirement [25]) (4] (4] (7] (22) (31) (41) [45]) (48] (48)

Given that the net impact of these changes are not driving the need for rate increases and
not harming ratepayers, it is the position of Manitoba Hydro that IFRS financial reporting
policies should be adopted for rate-setting purposes.

Furthermore, as has been the position of Manitoba Hydro in previous rate proceedings,
under the cost of service rate-making approach that has been utilized by Manitoba Hydro,
it is unnecessary and undesirable to maintain two sets of financial records, one for
financial reporting purposes and one for rate-setting purposes. To have two sets of
financial records could cause confusion for Manitoba Hydro’s various stakeholders,
including the PUB as they would be using different sets of financial information to make
important decisions with respect to the Corporation’s operations and finances.

2.5.,5 Manitoba Hydro is Projecting Deterioration of its Financial Ratios to
Mitigate the Rate Increases to Customers

There has been a suggestion that Manitoba Hydro should relax its 75/25 debt-to-equity

target to moderate its proposed electricity rate increases.

Manitoba Hydro recognizes that the rate increases that would be necessary to maintain its
financial ratios at or above targets in the near to medium term, would be financially
challenging for its customers. Further, this would be inconsistent with Manitoba Hydro’s
approach of smoothing rate increases over time in order to promote rate stability.
Consequently in MH14, financial results and ratios are projected to be significantly
below target for an extended period of time. Notwithstanding Manitoba Hydro’s desire to
smooth rate increases to customers over time, the Corporation recognizes that the 3.95%
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rate increases are the minimum that are required to maintain rate stability and financial
integrity.

As demonstrated in the following figure, even with the 3.95% rate increases Manitoba
Hydro’s electric operations equity ratio is expected to deteriorate to 10% by 2022/23, and
not recover to the 25% target until 2033/34.

Figure 2.43: Equity Ratio for Electric Operations MH14
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Manitoba Hydro’s interest coverage and capital coverage ratios are also well below
targets for an extended period of time and only recover within the later years of the 20
year forecast period. The retained earnings with respect to electric operations are
projected to decrease to $1.9 billion by 2024/25, which is barely sufficient to absorb the
impact of the reoccurrence of the historic 5-year drought, and does not provide sufficient
reserves to mitigate the potential financial impacts of the considerable array of the risks
the Corporation faces in fulfilling its mandate.

Relaxing the longer-term financial targets will not negate the need for the requested rate
increases, as the 3.95% proposed and indicative rate increases are the minimum necessary
to manage the significant deterioration in Manitoba Hydro’s projected financial results
and ratios in the next 10 year period.
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2.5.6 It is Appropriate to Set Rates for 2016/17 as Part of the Current Rate
Proceeding

In Order 49/14, the PUB indicated that it would be reluctant to approve rates for 2016/17

as Manitoba Hydro is undergoing a period of significant and fairly rapid change.

Manitoba Hydro acknowledges that it is embarking on a period of unprecedented capital
expenditures to meet the energy needs of Manitobans. While there have been a number of
regulatory proceedings in the past where Manitoba Hydro’s major capital plans have been
discussed at length, the Corporation has now received the necessary approvals and has
commenced construction on the Bipole 11l Reliability Project in the winter of 2013, and
the Keeyask Generating Station in the summer of 2014. As well, the Corporation has
completed a more comprehensive assessment of the condition of its assets and the capital
requirements associated with the renewal of its existing asset base, and is pursuing an
enhanced Power Smart program with a significantly higher level of investment. As such,
there is now more certainty with respect to Manitoba Hydro’s investment requirements
than there has been in the recent past.

In this environment, it is the view of Manitoba Hydro that it is most appropriate to begin
to address the rate-setting and revenue requirement matters associated with these
investments on a proactive basis, rather than to defer their consideration solely to future
rate proceedings. Accordingly, Manitoba Hydro submits that the examination of the
2016/17 rate increase during this proceeding is both appropriate and desirable.

Manitoba Hydro also notes that, in the normal course, it seeks approval of rates for two
forward looking test years based on the Corporation’s most up to date financial forecast.
Accordingly, the filing of a GRA early in 2015 would normally address two future test
years (2015/16 and 2016/17).

If Manitoba Hydro were to proceed with a GRA for the 2014/15 and 2015/16 test years
only at this time, the financial requirements are such that it would be necessary to file a
subsequent GRA later in 2015, which would include the 2016/17 test year. Such an
Application would follow only a few months after the conclusion of the proceeding for
the current GRA and would necessitate the need for Manitoba Hydro to request another
interim rate increase in order to implement new rates effective April 1, 2016. In Manitoba
Hydro’s view, deferring the consideration of the 2016/17 rate change to a future
regulatory proceeding is not in the best interest of customers as it exposes them to
another interim rate increase for 2016/17 and does not promote regulatory efficiency.



© 00 N O O & W DN P

W W W W NN DNMNDNDNMNNMNMNDNDNDNDNMNDNNEPEPRERPPRPEPRPRPRPEPRRPR PR PR PR
W NP O OO0 NOoO Ol WN P O O© 00 NO O A WODN - O

2.6

Tab 2
Page 49 of 49
January 23, 2015

THE PROPOSED RATE INCREASES ARE ESSENTIAL TO PROVIDE
CUSTOMER VALUE

Manitoba Hydro takes great pride in providing Manitobans with reliable service and
some of the lowest electricity rates in North America. This has been accomplished
through careful management of its assets, prudent spending on capital projects and by
managing its operating and administrative costs.

Manitoba Hydro is now entering a period of extensive investment and re-investment in its
infrastructure. This investment is needed for three main purposes: 1) to meet the growing
energy needs of Manitoba families and businesses, 2) to replace aging generation,
transmission and distribution assets that are approaching the end of their service lives,
and 3) to address capacity issues on the existing system. Manitoba Hydro is committed to
using revenues prudently for these purposes and demonstrating that its actions are cost
effective, efficient and fiscally responsible.

The revenues from the proposed rate increases are necessary so that Manitoba Hydro can
deliver on its mandate by:

e Continuing to deliver a reliable energy supply to Manitobans by funding the
necessary investments to respond to the need for system growth and asset
replacement;

e Funding Power Smart programs to assist customers in meeting their energy needs
in a cost effective manner;

e Continuing to provide rates that are affordable for Manitoba families and that
support the competitiveness of Manitoba business;

e Ensuring rate stability and predictability for customers by maintaining its
financial strength; and,

e Equitably serving the needs of all Manitoba residents, regardless of where they
live in the province—urban or rural, remote or central, north or south.

Manitoba Hydro conducts its business operations in an environmentally, socially, and
fiscally responsible manner, and with the revenues from the proposed rate increases can
continue to provide customers with reliable service and stable rates into the future.
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This photo, courtesy of Lawrence Janzen (Dorsey/Riel converter stations) shows the Riel terminal

station on September 19, 2013 during commissioning of the bay and structure lights in the ro
230-kilovolt north yard. The Riel Reliability Improvement Initiative is key to Manitoba Hydro’s

commitment in maintaining a reliable supply of electricity.




Message from the President & CEO

Manitoba Hydro’s Corporate Strategic Plan (CSP) is the primary tool for the Executive
Committee and Manitoba Hydro-Electric Board to establish, communicate and drive corporate
priorities and strategy within the organization. The CSP is dynamic and designed to reflect the
evolving nature of the energy industry within which Manitoba Hydro operates. It will be updated
and re-published every three years unless changes to the strategic direction prompt a need for
an earlier revision.

Most people flip a switch or turn up the thermostat without much thought as to where the
energy behind it comes from. In the past year we have initiated a discussion with customers to
consider what lies behind the switch. To provide a reliable supply of electricity and natural gas to
meet the current and future energy needs of the province we must invest to renew, upgrade and
construct new infrastructure.

Our plan continues the proven strategy of developing this province’s clean, renewable hydro
resources and building interconnections to leverage the associated export sale opportunities
while enhancing reliability. To meet the province’s energy needs, the most economic options are
pursued which continue to include aggressively pursuing demand side options. We are investing
in a powerful future for Manitoba, ensuring the next generation will continue to enjoy the
benefits of affordable, reliable and sustainable electricity when they need it.

As a Crown Corporation, Manitoba Hydro is committed to being an outstanding corporate
citizen. We aspire to create positive relationships with our customers, employees and all
stakeholders. The Corporation works closely with economic development agencies to attract
new business, encourage expansion of existing businesses and to retain existing customers.
Through purchasing, investments and job creation, Manitoba Hydro is a significant contributor to
economic development in communities province-wide.

| am proud of our company and its achievements. | know the future promises to be an exciting
and challenging one. I'm confident that our employees will continue to do what they've always
done — take personal responsibility for their own contribytions and embrace these new

challenges head on.

Scott A. Thomson, CA
President & CEO
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Vision

To be recognized as a leading utility in North America with respect to safety, reliability,
rates, customer satisfaction and environmental leadership.

Mission

To provide for the continuance of a supply of energy to meet the needs of the province
and to promote economy and efficiency in the development, generation, transmission,
distribution, supply and end-use of energy.

Operating principles
Work together for the success of the organization as a whole, recognizing that all our
activities are interrelated.

Establish long-term cooperative relationships with all employees, customers, suppliers
and other stakeholders, aimed at achieving our shared Vision.

Create a working environment that removes barriers to effective performance and
which fosters mutual respect, trust and open communication.

Promote a safety-focused culture in which all employees support and demonstrate safe
work behaviors.

Provide opportunities for all employees to develop their full potential, recognizing
people’s inherent desire to do their best.

Measure outcomes, develop an understanding of the causes of variation from planned
performance and take appropriate action.

Above: 500-kilovolt tower at sunrise near Winnipeg's
Drive continuous improvement by identifying opportunities to streamline processes and 2 PEsser by e [Siginiey it

improving efficiencies across the organization as a whole.

— ECEN



Meeting Manitobans’ long-term energy needs

Electricity

The Manitoba demand for electricity is
continuing to grow and new energy sources

To meet this increased demand,
Manitoba Hydro's plan continues

The plan includes:

. hd . : _ _ _ ® Power Smart* energy conservation
are required. This is a direct result of Manitoba’s to include aggressively pursuing programs (> 800 MW in planned
continued economic growth through: demand side options and developing cumulative capacity savings):

: : e clean, renewable hydro resources.
° In.creases in population and related services; it alsc includes neV\)//transmission e Keeyask generation, 695 MW
® Higher average energy usage per interconnection and distribution e Conawapa generation, 1485 MW;
residential customer; infrastructure to deliver power to o Transmission associated with
e Continued Manitoba industrial and Manitoba customers with enhanced Keeyask and Conawapa;
commercial customer expansion. access to export markets. . o ,
® |nvestment in a significant portion
of existing infrastructure to renew
and upgrade the electric system to
improve the reliability of supply.
® Additional transmission import/
export capacity to Minnesota
and Wisconsin;
® New major export sales.

* Manitoba Hydro is a licensee of the Trademark and Official Mark.

Left: One of three transformers moving through the
streets of Winnipeg to the Riel station in Springfield.
They were installed as part of Manitoba Hydro's reliability
improvements on its 500-kilovolt line linking Manitoba
and Minnesota.
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Meeting Manitobans’ long-term energy needs

Electricity (continued from page 4)

This plan, relative to alternative options:

® Results in the overall highest net benefits
to Manitoba Hydro and lowest long-term
domestic rates for Manitobans;

® Supports Manitoba Hydro's long-term
fiscal health;

Above: About 96 per cent of the electricity Manitoba
produces each year — 30 billion kilowatt-hours on
average — is clean, renewable power generated at

15 hydroelectric generating stations on the Nelson,
Winnipeg, Saskatchewan, Burntwood and Laurie rivers.

® Protects customer service by providing
the highest level of system reliability and
energy security;

® Supports risk management and flexibility
to respond to changing conditions such as
higher or lower load growth, uncertainty in
level of future demand side management
(DSM), changes in river flows due to climate
change and additional export market
opportunities;

® Provides the highest financial benefit and
offers the highest socio-economic benefits
(including employment and provincial
economic growth) to Manitobans;

® Provides the most beneficial package of
socio-economic impacts and benefits
to northern and aboriginal communities
through training, employment, business
opportunities, income sharing and
participation in environmental and socio-
economic protection;

e (Capitalizes on Manitoba’s valuable
endowment of renewable hydropower
rather than imported non-renewable
resources;

® Supports Manitoba’s Clean Energy

Strategy and sustainable development
principles by providing clean renewable
energy and a legacy for future generations.

The plan incorporates different pathways to
allow for future flexibility in adjusting the plan
based on changing conditions. A pathway
consists of:

® A choice to embark upon an initial
development plan today;

® A sequence of decision points that will occur
in the future as information modifies or
eliminates current uncertainties, such as
price forecasts for natural gas and exports
and approvals of new interconnections;

® Examples of alternative plans or changes
to the initial plan that can be chosen to
respond to emerging realities.

A pathway represents the initial decision to
commit to one development plan at the outset
but not an obligation to rigidly see that plan
through regardless of circumstances. Load
growth, Power Smart plans, export contracts,
natural gas price forecasts, export price forecasts,
greenhouse gas restrictions, capital cost
estimates, interest rates and other parameters
will be continually monitored and reviewed.

Decisions for future power generation
and transmission and distribution system
development will depend on the best
information available at that time. If
circumstances warrant, the plan will be
modified at key decision points.

= 4 5 p



Meeting Manitobans’ long-term energy needs

Natural gas

From a provincial perspective, the demand
for natural gas in Manitoba is forecast to be
relatively flat over the next ten years (from
2013) despite expected annual increases

in the province’s population. Increases in
natural gas demand due to population
growth are mainly offset by the energy
savings achieved through investments in
newer energy efficiency technologies and

a trend of reduced use of natural gas water
heating systems. However, some geographic
areas within Manitoba are experiencing
accelerated growth in natural gas demand
where pipeline capacity and infrastructure
must now be increased.

Natural gas plays a significant role in meeting
Manitoba’s energy needs — the demand for
natural gas currently served by Manitoba
Hydro's gas distribution system is the
equivalent of approximately 1.4 times the size
of the total hydro-electric generating system
if expressed in equivalent energy terms.

During the next few years, Manitoba Hydro
will be devoting a significant amount of
effort in response to major changes in the
North American supply and transportation
markets driven by the challenges faced

by TransCanada Pipelines and by recent
regulatory orders by the National Energy
Board. For the past decade, Canada’s

dominant inter-provincial pipeline has
experienced growing economic challenges
as a result of declining gas shipments; this
has led to dramatically escalating tolls to
ship natural gas. Changes in geographic
gas production and shipment patterns
also require changes to gas distribution
operations in order to preserve a reliable
flow of gas to customers.

Similar to the electric side of the business,
the natural gas distribution system is aging.

A more rigorous approach to preserve the
integrity of our pipeline assets and continued
emphasis on public safety amplifies our
commitment to develop comprehensive asset
replacement programs. Our goal is to address
these infrastructure requirements in order
to continue to acquire and deliver natural gas
to our customers in a safe, reliable and cost
effective manner.

Left: Field worker from Gas Apparatus Maintenance
and Control operates a valve at the gate station which
supplies natural gas to the Selkirk Generating Station.




Meeting Manitobans’ long-term energy needs

Natural gas (continued from page 6)

F;

To meet our customers’ future demand for
natural gas, Manitoba Hydro’s plan includes:

e Aggressively pursuing energy efficiency
opportunities (> 100 million cubic
metres of planned cumulative savings in
gas demand);

® Educating customers on fuel choice
alternatives as natural gas currently
offers customers a more economic
alternative in meeting their heating
needs and results in economic benefits
for Manitoba Hydro, the province
and reduces global greenhouse
gas emissions;

e Conducting a natural gas asset condition

review, developing a long-term capital plan
and re-investing in the existing natural gas
system to manage capacity constraints and
preserve gas system reliability;

Studying and assessing possible future
natural gas storage and transportation
alternatives, including the potential to serve
Manitoba from nearby production basins in
North Dakota should the necessary pipeline
infrastructure be developed;

Monitoring and evaluating the potential for
natural gas storage and/or production to be
developed within the province.

Above and near left: Upgrading a gas service, including
relocating and welding of gas lines by the Gas Distribution
Maintenance Department.

Far left: As part of the CentrePort Canada project,
installation of approximately three-and-a-half kilometers
of 16-inch natural gas transmission pipeline around

the new intersection was needed to accommodate the
new traffic overpass at Saskatchewan Avenue and the
Perimeter Highway.
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Meeting Manitobans’ long-term energy needs

Trends and factors influencing the North American energy markets

Customer service expectations Economic factors

As we deliver electricity and natural gas The North American economy

to customers, we recognize that these continues a trend of slow economic

are simply inputs to necessities such as growth. The province of Manitoba is g

heat and light. Due to society’s increasing growing, both in population and the

dependency on technology, service and broader economy. While Power Smart /!

reliability expectations of all customers programs have been and will continue

have increased dramatically over the past to be promoted to reduce customer

decade. The level of service provided by energy usage, domestic energy demand

the utilities sector will be expected to keep is expected to grow in all sectors.

pace with the Integration of technol.ogy Historically low interest rates are <

into our dally lives and the need for instant beneficial in a period of capital : _ff" o

access to information. penencia P caplt : / . A
Investment and expansion. Financial e i

Industrial and commercial customers markets will be continually monitored 7 P

operating in an increasingly competitive as Manitoba Hydro takes on new debt

global economy expect utilities to meet to mitigate risk and maintain financial

their needs with respect to service strength. Over the longer term, interest

timelines, rates, power quality and reliability. rates are expected to rebound with the

Obtaining energy service in a timely growth in the economy.

manner at competitive rates is critical to
their business models in order to remain
strong competitive entities, while providing
Manitoba Hydro with important domestic
revenue and contributing to the broader
Manitoba economy.

Above: Extreme and fluctuating weather conditions such
as ice storms can cause ice to form on power lines. Crews
use a technique called “ice-rolling” to remove the ice from
power lines as quickly as possible to prevent equipment
breakage and loss of power. Rollers attached to the end of
long poles are pulled along the power lines cracking the
ice off as they go.



Meeting Manitobans’ long-term energy needs

Trends and factors influencing the North American energy markets

Composition of energy supply

The need for new generation in the
United States and Canada is expected to
be driven by modest load growth and the
replacement of a portion of the aging
generation fleet. Electricity demand in
both Canada and the United States will
continue to increase over the resource
planning horizon, with the majority of this
growth driven by increased residential and
commercial consumption.

Energy and environmental considerations
and policies are and will continue to be
major factors influencing resource choices

and market price for electricity. Global
interest and attention to environmental
issues and the effects of climate change
could have profound impact on the energy
industry and provide an opportunity for
Manitoba Hydro.

Renewable Portfolio Standards (RPS) exist in
many states to encourage the development
of renewable electricity generation. These
policies require a certain proportion of
energy served to be delivered from eligible
renewable sources. To the extent that

these types of programs include Canadian

hydropower as an eligible resource, they
would provide an additional incentive to buy
electricity from Manitoba.

Recent developments in oil and gas
extraction technologies have significantly
increased the availability of these resources.
The growth of shale gas production has
resulted in an abundant new United States
energy supply source. When combined

with the economic slowdown, these factors
have changed the long-term outlook for
North American domestic natural gas prices
and may impact both customer and utility
options. While many utilities will choose to
develop natural gas generation, they are
likely to continue to seek out emission-

free alternatives in order to diversify their
portfolio of resources, mitigate expected
natural gas price uncertainty and volatility,
protect against future carbon price liabilities,
and improve environmental performance.

Left: The Nelson River featuring Long Spruce Generating
Station with Kettle Generating Station in the background.




Operational excellence

Operational excellence describes how Manitoba Hydro intends to meet its mandate.
Key areas of focus provide clarity around our priorities and ensure that Manitoba
Hydro is positioned for success.

Corporate dashboard )

Critical success factors, including

Top priorities include: corporate targets, are captured

in the Corporate dashboard.
e Safety

® Financial strength
e Customer value
e Aboriginal relations

® Workforce management

® Protecting the environment

® Demand side management (DSM) prevrve—

Safety Financial Customer value Aboriginal Workforce Protecting the Demand side
strength relations management environment management
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Operational excellence
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Promoting safety in the workplace and in the actions of the public around our facilities
remains a top priority and is Manitoba Hydro's most important goal. Manitoba Hydro is
committed to continuously improving its safety performance and focusing on strategies
to instill a safety and health culture in all corporate activities. In doing so, we intend to
maintain a steady decline in both workplace accident severity and frequency rates.

Key areas of focus
® Create a consistent corporate ‘Safety First’ message targeted at preventing all incidents;

® Reinforce management, supervisory and worker accountability for a safe and
healthy workplace;

® Redesign the Safety Training for Leaders program to meet the needs of both informal
and formal leaders;

® [ntegrate risk assessment into all safety-related training programs;
¢ Provide employees with safety and wellness information and services;

® Mentor all employees to be qualified and well practiced in the use of safe work procedures;

e Deliver effective public education and safety programs to minimize public contacts.

Above: Manitoba Hydro promotes public safety in schools
with a range of educational materials and programs.

Left: Job site planning meetings (frequently referred to
as a “tailboard” meeting) are meetings held at the job site
with all workers involved. They are held before the work
begins and as required during the course of the work to
ensure that all workers understand the hazards, risks, and
procedures associated with the job.




Operational excellence

Financial strength

Maintaining financial strength is essential in order to make the necessary investments in
infrastructure to continue to provide safe and reliable service to customers, financially withstand
the risks and uncertainties that are inherent in our operations and to provide customers with
long-term rate stability and predictability and avoid the need for large or sudden rate increases
in the future. While the required investment in new and existing infrastructure is expected to
place a certain degree of pressure on the Corporation’s key financial targets, Manitoba Hydro

is currently well positioned to make these investments and is committed to carefully managing
its costs and balancing the need for reasonable rate increases with sensitivity to customer rate
impacts and in doing so, maintain competitive rates for our customers.

Key areas of focus

e Utilize resources efficiently and effectively to fulfill our mandate and provide maximum
value to our stakeholders and ratepayers;

® Critically review all capital project proposals to ensure best value;

¢ Diligently manage capital projects to be on time and on budget, leveraging experience from
past projects to improve upon capital cost estimating, and project and contract management;

® Aggressively pursue a balanced portfolio of domestic and profitable export sales to
provide the highest financial benefits to ratepayers and all Manitobans over the long term;

e Fully justify and obtain Public Utilities Board approval for rate increases that will be
necessary to achieve financial targets over the long term;

¢ Closely monitor economic factors, financial markets and energy markets to manage and
mitigate financial risk.

Financial targets

The Manitoba Hydro-Electric Board approves financial targets to be considered in all major corporate
decisions. These include:

® Debt: Equity ratio 75:25

® |nterest coverage ratio > 1.2

® Capital coverage ratio > 1.2 excluding major new generation and transmission

Above: The spillway at Kettle Generating Station located
on the Nelson River.



Operational excellence

Customer value

Providing excellent customer service, high system reliability* and affordable rates are
fundamental in everything we do. We are a leader in promoting conservation, providing
numerous Power Smart programs to assist customers in meeting their energy needs.

Key areas of focus

e “Keep the lights on and the gas flowing” with safe and reliable delivery of electricity
and natural gas to customers through investment in existing infrastructure and
system expansion;

® Assist customers in finding sustainable energy solutions to meet their needs, including
fuel choice and energy efficient opportunities and thereby reducing their overall
energy bills and impact on the environment;

® Provide predictable, fair and affordable rates for all Manitobans;

e Construct Bipole lll to strengthen reliability of the electric system and provide
energy security;

® Maintain compliance with applicable North American Electric Reliability Corporation
(NERC) reliability standards and foster a culture of reliability excellence.

* Reliability performance is measured as the System Average Interruption Duration (SAIDI) and System
Average Interruption Frequency (SAIFI). Our target is to remain in the top quartile when compared to
other Canadian Utilities.

Above: Promoting energy efficient windows.

Left: Downtown Winnipeg at night.
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Operational excellence

Aboriginal relations

Engaging impacted Aboriginal communities in a positive way is vital to enhance working
relationships.

Key areas of focus

Address the adverse effects of our operations on Aboriginal communities;

Continue to be a leading Canadian utility in Aboriginal representation through initiatives
to recruit, develop and retain Aboriginal employees;

Develop and maintain business relationships with Aboriginal businesses;

® Foster an appreciation of Aboriginal cultures in the workplace;

Provide opportunities for Aboriginal participation in future development projects.

Above: A ceremony was held at Wuskwatim Cultural
Centre to mark the river diversion.

Left: Gary Spence (Utility Worker) and Mark Sweeny
(Manager), both of the Community Relations
Department, and both members of the Cross Lake First
Nation, conduct a shoreline inspection on Sipiwesk Lake.



Operational excellence

Workforce management

Attracting, developing and retaining a highly skilled and motivated workforce that reflects

the demographics of Manitoba is critical to our success.
Canada s Top

Key areas of focus 100
¢ Provide employee development programs to enhance employee technical, leadership ‘ Em'z’mers
and business skills;

¢ Maintain workplace diversity and inclusiveness programs;

* Manitoba Hydro continues to be one of the
best places to work in Canada. For the fourth
® Maintain leadership and technical continuity through effective succession planning; consecutive year, the corporation is part of the

Canada’s Top 100 Employers list.

Align workforce planning with corporate priorities;

Promote Manitoba Hydro as an employer™® of choice.

As an employer of choice, Manitoba Hydro
has been recognized as having among the best:

Physical workplace;
Work atmosphere;

Health, financial and family benefits;

Vacation and time-off;
Employee communications;

Performance management;

Training and skills development;
® Community involvement.

Left: Employees participate in the 8th Habit course on
leadership at 360 Portage Avenue.




Operational excellence

Protecting the environment

Protecting the environment is an integral part of everything we do. We accomplish

this by integrating environmentally responsible practices in all aspects of our business.
Environmental protection is carried out with dedication to monitoring programs, climate
change initiatives, and environmental research and development.

Key areas of focus

® Maintain and improve Manitoba Hydro’s Environmental Management System (EMS) to
conform with the ISO 14001 standard;

Reinforce a culture of environmental awareness and the interaction between the
corporation’s activities and the environment;

® Participate in the development of evolving environmental regulations and climate
change policies;

Enhance public understanding of how Manitoba Hydro’s hydroelectricity exports
displace greenhouse gas emissions in other regions;

Expand green procurement, green fleet and other potential opportunities;

Plan and implement our projects to avoid or mitigate impacts on the environment;

Conduct and support environmental research, monitoring and educational programs
relevant to sustainable development and Manitoba Hydro's operations.

Above: Collaring caribou as part of the environmental
assessment studies for Bipole lll transmission line to
understand the relationship between caribou, wolves
and transmission lines.

Far left: Fall image of frosty plants near Wuskwatim
Generating Station.

Near left: Nelson River Sturgeon Board employees
from Split Lake First Nation and Thicket Portage collect
data in support of research to help increase Manitoba'’s
sturgeon population.
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Operational excellence

Demand side management

As the province’s population and economy continues to grow, demand side management
(DSM) plays a key role in meeting Manitoba’s future energy needs in a sustainable manner.
These efforts assist customers in using energy more efficiently and result in overall lower
energy bills.

Key areas of focus

® Develop, implement and promote Power Smart programs that aggressively pursue all
economic energy efficiency opportunities for both electric and natural gas customers;

e Capture energy efficiency improvements through the advancement of codes and
standards, service extension policies and rate structures;

® Promote the optimum use of electricity, natural gas and alternative renewable energy
options in Manitoba;

® Assess customer load displacement options.

What is DSM? Top: The Brandon University's Healthy Living Centre was
constructed to meet Power Smart design standards. The

DSM represents the actions taken to influence a customer to modify their pattern of energy usage. DSM centre features a fitness area, two gymnasiums, a walking

focuses on how customers use energy to meet Manitoba’s future energy needs. While energy efficiency is track and a sports medicine centre. In the fitness area,

several state of the art machines operate only on user-

the largest component for Manitoba Hydro, DSM is broader in scope and pursues opportunities including: generated energy, not from Manitoba Hydro.

® conserving energy;
® the timing and level of energy consumption; and
® using the appropriate energy source based on the application (gas, electric, or other renewable resource).

Above: Promotion of commercial Power Smart programs.



Manitoba Hydro corporate dashboard

Safety

Financial strength

Customer value

Aboriginal relations

Protecting the environment

Demand side management

* Environmental sub-targets:

Accident severity rate
Accident frequency rate
Serious incidents

Net income (loss) (S thousands)

OM&A costs (consolidated) ($ thousands)

Capital expenditures — electric operations —

major new generation & transmission (S thousands)

Capital expenditures — electric & gas operations —

major & base capital (S thousands)

System average interruption duration (SAIDI)
System average interruption frequency (SAIFI)
Natural gas system reliability

Average unplanned natural gas outage duration

Number of customers affected by unplanned
natural gas outages

Customer satisfaction (CSTS — Manitoba Hydro
quarterly survey)

Aboriginal employment

Progress towards environmental targets®
Electric energy saved

Electric capacity saved

Natural gas energy saved

a. Percentage of electricity generated in Manitoba from renewable resources  Target: 2 99%

b. Total annual GHG emissions
¢. Repeat environmental audit findings

Target: < 520 kt

Target: O repeat findings

T

< 12 days per 200,000 hours worked

< 0.60 accidents per 200,000 hours worked
0O incidents

As per budget

As per budget

As per budget

As per budget
< 116 minutes
< 1.4 per year
99.99999964%
< 4.39 hours

< 177 customers

> 8.4/10 customer satisfaction

16% overall

Achieve all 3 targets
363 GWh

243 MW

10 million cubic meters
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Appendix 2.2
January 23, 2015

MANITOBA HYDRO
2015/16 & 2016/17 GENERAL RATE APPLICATION

CORPORATE ORGANIZATIONAL STRUCTURE

Manitoba Hydro’s organizational structure consists of 10 Business Units. A brief
description of the role of each Business Unit is provided below. A diagram of Manitoba
Hydro’s Organizational structure is provided in Figure 1 of this Appendix.

Corporate Group

The Corporate Group includes the Office of the President & Chief Executive Officer and
the Public Affairs Division. The President & Chief Executive Officer leads the
Corporation, establishes Corporate policies and practices, and ensures the fulfillment of
the Corporation's mandate, mission, and goals. The Public Affairs Division provides
specialized communication services geared towards a variety of Corporate-wide projects
and issues. The Division produces a wide range of publications for various stakeholders,
delivers public open houses, and acts as the official spokespeople for the Corporation.

General Counsel & Corporate Secretary Business Unit

The General Counsel & Corporate Secretary Business Unit provides legal, internal audit,
insurance and intellectual property services. The Business Unit consists of the Law
Division, the Internal Audit Division, the Insurance Services Department, the Human
Rights & Respectful Workplace Advisor, the Compliance Officer and the Intellectual
Property Officer.

Corporate Relations Business Unit

The Corporate Relations Business Unit is responsible for building and maintaining
relationships with Aboriginal communities, the Provincial government and across
Business Units. The Business Unit brings together several planning, analysis, forecasting
and coordinating functions to perform corporate level examinations of subjects or issues
that are strategically significant to Manitoba Hydro. The Business Unit consists of the
Aboriginal Relations Division, the Corporate Planning & Strategic Review Division, and
the Government Relations & Current Issues Department.

Page 1 of 5
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Appendix 2.2
January 23, 2015
Finance & Requlatory Business Unit
The Finance & Regulatory Business Unit promotes fiscal responsibility throughout the
corporation and provides professional services to other Business Units and external
stakeholders. This Business Unit provides a number of services including management
and financial accounting, budgeting and financial forecasting, controllership,
development of rates and policies, financial market, debt and investment, cash
management, and corporate banking services. The Business Unit is also responsible for
corporate risk management, recommending and monitoring the Corporation’s financial
targets, external financial reporting, and supporting and providing policy guidance to
other Business Units, and subsidiaries of the Corporation. The Finance & Regulatory
Business Unit consists of the Corporate Controller Division, the Rates & Regulatory
Affairs Division, the Treasury Division, the Corporate Risk Management Department, the
Financial Planning Department and Subsidiary Operations.

Generation Operations Business Unit

Generation Operations provides for the current and future supply of electricity to
Manitobans, as well as marketing and selling electricity to export customers in both
Canada and the US. This Business Unit plans, designs, operates and maintains 15
hydraulic generating stations, 2 thermal generating stations, and a number of water
control structures. Generation Operations is also responsible for optimizing the use of its
facilities within the interconnected, international electricity market to achieve the lowest
reasonable cost to Manitoba electricity customers, while giving due regard to the
environment, safety, and reliability. The Business Unit consists of the Engineering
Services Division, the Generation North Division, the Generation South Division, the
Power Planning Division, and the Power Sales & Operations Division.

Major Capital Projects Business Unit

The Major Capital Projects Business Unit is responsible for managing the licensing,
design, procurement, construction, commissioning, and labour relations associated with
major projects, including the Keeyask Generating Station, the Bipole Il converter
stations and transmission line, and the Pointe du Bois spillway reconstruction. The
Business Unit consists of the Bipole Il Project Division, the New Generation
Construction Division, the Licensing & Relationship Management Division, and the
Portfolio Projects Management Division.

Page 2 of 5
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Appendix 2.2
January 23, 2015
Transmission Business Unit
The Transmission Business Unit plans, designs, constructs, operates, and maintains
transmission facilities throughout the province and provides licensing and environmental
assessment services, and detailed system planning analysis. In addition, the Business Unit
is responsible for HVDC systems, and for the installation and maintenance of electrical
apparatus in stations. Moreover, the Business Unit is responsible for real-time operation
and reliability of the power grid and provides transmission services to third party open-
access transmission customers. The Transmission Business Unit consists of the
Apparatus Maintenance Division, the HVDC Division, the Transmission Construction &
Line Maintenance Division, the Transmission Planning & Design Division, and the
Transmission System Operations Division.

Customer Service & Distribution Business Unit

The Customer Service & Distribution Business Unit (CS&D) provides Manitoba
customers with safe, reliable, economical, and innovative energy products and services
through the engineering, construction, operation and maintenance of Manitoba Hydro’s
natural gas and electrical distribution network (66kV and below). The Business Unit
plans for the long-term necessary capacity to accommodate customer growth. Moreover,
the Business Unit improves the distribution system through asset replacements and
system upgrades. The Business Unit consists of the Customer Service Operations South
Division, the Customer Service Operations Winnipeg & North Division, the Distribution
Engineering & Construction Division, and Business Support & Capital Asset
Management Division.

Customer Care & Energy Conservation Business Unit

The Customer Care & Energy Conservation Business Unit provides energy services and
support to meet the needs of customers within Manitoba, captures Demand Side
Management opportunities, and secures the natural gas needs of the province. This
Business Unit is the primary contact between Manitoba Hydro and its domestic
customers. The Customer Care & Energy Conservation Business Unit includes the
Business Communications Department, the Business Support Services Division, the
Consumer Marketing and Sales Division, the Gas Supply Division, the Industrial &
Commercial Solutions Division, the Power Smart Planning, Evaluation, & Research
Department, and the Affordable Energy Department.

Page 3 of 5
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Human Resources & Corporate Services Business Unit

The Human Resources & Corporate Services Business Unit provides services in the areas
of human resources, information technology (IT), workplace health and safety, and
environmental management. The Business Unit consists of the Human Resources
Division, the IT Division, the Workplace Safety & Health Division, the Corporate
Services Division, and the Corporate Environmental Management Department.

Page 4 of 5
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MANITOBA HYDRO
2015/16 & 2016/17 GENERAL RATE APPLICATION

INTEGRATED FINANCIAL FORECAST & ECONOMIC OUTLOOK

OVERVIEW

Tab 3 provides an overview of Manitoba Hydro’s Integrated Financial Forecast,
Economic Outlook, and Debt Management Strategy. Section 3.1 discusses the 2014
Economic Outlook, Sections 3.2 and 3.3 discuss Manitoba Hydro’s 2014 Integrated
Financial Forecast (IFF14) and Electric operations forecast (MH14), Section 3.4
discusses Manitoba Hydro’s 20 year Financial Outlook and Financial Targets, Section
3.5 discusses Manitoba Hydro’s Debt Management Strategy, and Section 3.6 discusses
Credit Rating Agency Reports.

The key conclusions with respect to Tab 3 are:

1. The required investments in new and existing infrastructure that are necessary
to continue to provide a high level of service to customers are expected to
double the asset base and carrying costs of Electric operations in the next 10
years.

2. While a portion of the required investments will be funded by cash flow from
operations, the majority will be funded through unprecedented levels of debt
financing.

3. Rate stability for customers is dependent on Manitoba Hydro maintaining its
financial strength.

4. The required investment in assets will place pressure on Manitoba Hydro’s
financial strength by deteriorating the financial results and key financial
ratios.

5. While Manitoba Hydro is prepared to accept deterioration of its financial
ratios in order to mitigate rate increases for customers, the proposed 3.95%
rate increases are the minimum that are required to maintain rate stability and
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manage the deterioration in the Corporation’s financial strength during the
period of extensive investments.

6. The proposed 3.95% rate increases will maintain Manitoba Hydro’s 2015/16
and 2016/17 net income and financial ratios at acceptable levels and will
compensate for lower net extraprovincial revenues that are currently being
experienced.

7. The proposed 3.95% rate increases are required notwithstanding more
favourable near-term financial results, given Manitoba Hydro’s near-term
exposure to changes in water flow conditions and the mid-term outlook for
less favourable financial results.

8. Inflationary rate increases are not sufficient to maintain rate stability for
customers, and will subject customers to increased rate volatility in the future.

9. The key financial risks associated with rate increases lower than 3.95% are:
i. Increased risk to customers of rate instability and rate shock;
ii. Increased borrowing requirements and associated financing costs which
must be recovered from customers in the future;
iii. Potential negative implications to the Provincial credit rating and
Manitoba Hydro’s borrowing costs.

ECONOMIC OUTLOOK 2014

The Economic Outlook is prepared at the start of the annual forecasting cycle at
Manitoba Hydro. The forecasts reported in the Economic Outlook are based on a
consensus view of several independent sources including Canada’s primary financial
institutions in addition to several other independent sources, all of which are well known
and respected. The most recent forecasts from each of the sources at the end of March
2014 were used in the spring Economic Outlook. The Economic Outlook provides a
forecast of economic and financial variables that are used in business analyses throughout
the Corporation and are inputs in other forecasts. Variables such as real gross domestic
product and residential customer projections are inputs to the Load Forecast; and,
interest, escalation and exchange rates are used in a number of component forecasts that
are inputs to the IFF. The 2014 Economic Outlook is provided in Appendix 3.1.
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With the weakened outlook for global growth, future forecasts for both interest rates and
the Canadian dollar were updated in the fall of 2014, with source forecasts available as of
the end of September 2014. Also provided in Appendix 3.1 is an update to Appendix A of
the 2014 Economic Outlook to reflect the latest consensus of source forecasts as of
September 2014.

As a result of the fall update, the values of certain variables that were used in the IFF
have been updated from those in the 2014 Economic Outlook. The economic variables

that were revised in the fall update and incorporated into IFF14 are as follows:

Figure 3.1 Updated Economic Variables

Short-term Long-term USD/CAD
Interest Rate* Interest Rate*
2014/15 1.95 450 1.10%*
2015/16 2.30 5.10 1.12
2016/17 3.40 5.50 1.12

*Short-term and long-term interest rates include the provincial guarantee fee
** USD/CAD exchange rate marked with an asterisk was reviewed, but not changed from the spring
2014 Economic Outlook for 2014/15.

Appendix 3.2 provides additional information with respect to the determination of
Manitoba Hydro’s interest rate forecast.

INTEGRATED FINANCIAL FORECAST

The Integrated Financial Forecast (“IFF”) is Manitoba Hydro’s primary planning
document for projecting the future financial direction of the Corporation. IFF14 sets forth
the projected financial results and financial position of Manitoba Hydro for the 20-year
period to 2033/34. Its purpose is to provide an indication of the Corporation’s long-term
financial direction. The IFF serves as the primary forecast to determine the need for rate
increases and the detailed forecasts in years two and three of the IFF form the basis of the
revenue requirement portion of the Corporation’s electric rate application.

The IFF is based on various component forecasts from across the Corporation including
the:

— Economic Outlook

— Energy Price Outlook
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— Electricity Export Price Forecast

— Power Smart Plan

— Electric Load Forecast

— Domestic Revenue Forecast

— Power Resource Plan

— Generation Cost & Interchange Revenue Forecast

— Capital Expenditure Forecast

— Operating, Maintenance & Administrative Expense Forecast

IFF14 can be found in Appendix 3.3 and was approved by the Manitoba Hydro-Electric
Board (“MHEB”) on December 3, 2014. IFF14 includes segment forecasts for electric

operations (MH14), natural gas operations (CGM14), and corporate subsidiaries (CS14).

ELECTRIC OPERATIONS FORECAST (MH14)

The MH14 forecast contains the projected financial results for electric operations and can
be found in Appendix 3.4. Manitoba Hydro’s financial targets have been set for
consolidated operations. As requested in past proceedings, Manitoba Hydro has also
provided financial ratio calculations for electric operations in Appendix 3.4. Given the
dominate size of electric operations in relation to consolidated operations, these
calculations usually differ only slightly from consolidated ratio calculations.

In this Application, 2015/16 and 2016/17 are the two years for which rate increases are
sought. Manitoba Hydro is also seeking final approval of the 2.75% rate increase granted
effective May 1, 2014 in Order 49/14. The forecast period for MH14 extends for 20
years, in order to provide an indication of the longer-term financial outlook for electric
operations. For the purposes of the requested rate increases, the focus of this Application
is centered on the three year period under review in this proceeding (2014/15 to 2016/17)
and the first 10 years of MH14 (2014/15 to 2023/24). This follows the Manitoba Hydro
approach of determining near-term rate proposals in the context of the 10 year financial
outlook and the financial challenges in this period that result from the extensive
investment requirements.

The rate increases proposed for 2015/16 and 2016/17 have been approved by the MHEB
for submission to the PUB. The indicative rate increases subsequent to 2016/17 may be
changed in future forecasts and are presented for illustrative purposes only. Each year’s
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revision to the Integrated Financial Forecast is based on the current year’s assumptions
including energy supply and demand, projected interest and escalation rates, projected
prices for exported energy, operating and capital forecasts and other factors. Actual rate
applications made in future years will depend upon the circumstances and outlook at that
time and will be subject to the review and approval of the MHEB.

3.3.1 10 Year Electric Operations Financial Outlook

Figure 3.2 below summarizes the changes in net income between MH14 and MH13
(2013 forecast for electric operations). In comparison to MH13, Electric operations net
income including the proposed and indicative rate increases is projected to be
approximately $0.5 billion lower over the 10-year period to 2023/24.

Figure 3.2 - Comparison of Electrical Operations MH14 to MH13
Increase/(Decrease)
(millions of $)

2015-2017 2015-2024
MH14 MH13 Variance MH14 MH13 Variance
General Consumers at projected rates 4 430 4 550 (119) 17 755 18 460 (705)
Extraprovincial 1293 1134 159 6 449 5 892 557
Other 43 40 3 149 158 9
Total Revenues 5 766 5724 43 24 353 24 495 (142)
Operating and Administrative 1579 1584 (5) 5751 5821 (71)
Finance Expense 1553 1579 (26) 8 975 8 564 411
Depreciation and Amortization 1228 1325 (97) 5486 5451 36
Water Rentals and Assessments 359 345 14 1213 1186 28
Fuel and Power Purchased 456 504 (49) 2091 2209 (118)
Capital and Other Taxes 327 331 (4) 1355 1350 5
Corporate Allocation 25 27 1) 83 88 (5)
Other Expenses 7 0 7 25 0 25
5534 5 695 (161) 24 980 24 668 311
Non-controlling Interest 45 57 (12) 68 88 (22)
Net Income 277 86 191 (559) (85) (474)

The decrease in General Consumers Revenue in the first ten years of MH14 is primarily
due to increased energy and capacity savings as a result of more aggressive Residential
and Commercial incentive based DSM programs, alternative approaches to the market,
and additional new energy efficiency programs.
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The increase in Extraprovincial Revenue in the first ten years of MH14 is primarily due
to a projected weakening of the Canadian dollar compared to MH13, as well as increased
DSM energy and capacity savings, which increase export sales. These increases in
Extraprovincial Revenue are partially offset by lower projected export prices compared to
MH13.

The decrease in OM&A in the first ten years of MH14 is mainly due to the
reclassification of Great Northern Transmission Line costs to fuel and power purchases,
as well as the nine month deferral of Bipole 111 Reliability Project.

The increase in Finance Expense in the first ten years of MH14 is primarily due to an
increase in interest expense associated the revised capital spending for the Bipole Il
Reliability Project and the Keeyask Generating Station when these projects are placed
into service and the interest is no longer capitalized. This increase is partially offset by
lower projected interest rates compared to MH13.

The increase in Depreciation and Amortization Expense in the first ten years of MH14 is
primarily due to the revised capital spending noted above, and is almost fully offset by
the reduction in depreciation rates as a result of the 2014 Depreciation Study and changes
to depreciation methodologies.

The decrease in Fuel and Power Purchased in the first ten years of MH14 is primarily a
result of the following: a reduction in import purchases and thermal generation
requirements due to increased DSM energy and capacity savings, lower import and fuel
prices, and lower transmission charges. Decreases in Fuel & Power Purchased are
partially offset by a projected weakening of the Canadian dollar compared to MH13.

Tab 5 of the Application provides detailed explanations of the actual and forecast
revenues and expense related to Electric operations for 2012/13 to 2016/17.

3.3.2 10 Year Comparison of Expenses Versus Revenues—Electric Operations

The following Figure 3.3 compares Manitoba Hydro’s electric operations projected non-
flow related expenses (OM&A, finance expense, depreciation expense, and taxes and
other expenses), which are more fixed in nature, to the Corporation’s projected domestic
and net export revenues (extraprovincial revenues less fuel & power purchases and water
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rentals & assessments). Manitoba Hydro’s costs rise sharply to approximately $3.0
billion over the 10 year period to 2023/24, essentially doubling from their current level of
$1.5 billion. This increase in costs is primarily driven by Manitoba Hydro’s required
capital investments.

General Consumers Revenue is insufficient to fully cover the $1.5 billion total cost
increase. Over the 10 year period, General Consumers Revenue, including the proposed
and projected indicative annual rate increases, rises by only about half the cost increase
(%$0.7 billion and $1.5 billion respectively). Even with net extraprovincial revenues,
Manitoba Hydro is projecting losses on electric operations in 2018/19 to 2023/24 totaling
approximately $0.9 billion, which reduces projected retained earnings from
approximately $2.7 billion in 2014/15 to $2.0 billion by 2023/24.

Manitoba Hydro is relaxing its adherence to financial targets over this period in order to
alleviate rate increases in excess of 3.95% to the extent possible. Due to the deterioration
in Manitoba Hydro’s financial ratios (discussed in Section 3.4), any further increases to
costs or reductions to revenues increases the risk of significantly higher rate increases to
customers.
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Figure 3.3 Electric Expenses Compared to Revenues
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Foal Years Ending

In the next 10 years there is significant financial risk and potential for rate volatility as
Manitoba Hydro’s financial position deteriorates due to the large capital investment
requirements. In the longer term, the indicative 3.95% rate increases and the additional
export revenues from Keeyask are forecast to accumulate to a sufficient level to cover the
increased costs and Manitoba Hydro is projected to begin to rebuild its financial reserves.

3.3.3 Sensitivity Analysis

Manitoba Hydro’s earnings and financial reserves are highly sensitive to fluctuations in

water flows, interest rates, export prices, and domestic rates changes. The Sensitivity

Analysis discussion on pages 22-25 in Appendix 3.3 and provided in Appendix 3.6 show

the following impacts to retained earnings associated with changes to these assumptions

(assuming there are no compensating changes to the projected rate increases reflected in

MH14):

e A 5 year drought would result in a significant detrimental impact to Manitoba

Hydro’s financial stability causing a decrease in retained earnings of $1.7 billion
by 2020/21 (the end of the 5 year drought period).
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e A change in interest rates by +/- 1% would cause retained earnings to change by
approximately +/- $1 billion by 2023/24.

e A low or high export price change would cause retained earnings to change by
approximately +/- $700 million by 2023/24.

Although MH14 shows a strengthening of earnings in the first four years of the forecast
to 2017/18, Manitoba Hydro’s projected financial results and ratios (discussed in detail in
Section 3.4) show a projected decline over this period and continuing through to the in-
service of the Keeyask Generating Station. It is imperative for Manitoba Hydro to be
granted the proposed rate increases, as well as regular and reasonable rate increases over
the long term to maintain Manitoba Hydro’s financial integrity and self-sufficiency,
ensure rate stability for its customers, to maintain its infrastructure and to accommodate
capital development to provide adequate supply, transmission and distribution into the
future.

By receiving regular and reasonable rate increases, as forecast in MH14, Manitoba Hydro
will continue to effectively manage the growing electricity requirements of the Province,
strive to maintain system reliability and the financial strength of the Corporation on
behalf of its customer base.

20 YEAR FINANCIAL OUTLOOK & FINANCIAL TARGETS

Over the 20-year period to 2033/34, electric operations net income in MH14 is projected
to be approximately $1.8 billion lower than MH13. General Consumers Revenue is $3.3
billion lower compared to MH13 mainly due to increased demand side management
savings, a lower approved rate increase for 2014/15 and lower projected indicative rate
increases from 2031/32 to 2033/34. Over the 20 year forecast period, net extraprovincial
revenues are projected to be $2.0 billion lower compared to MH13 mainly due to the
suspension of Conawapa, as well as lower projected export prices, partially offset by
increased energy available for export as a result of increased demand side management
(DSM) energy and capacity savings.

The reduction in General Consumers Revenue and extraprovincial revenues is partially
offset by reductions in finance expense ($2.6 billion), capital and other taxes ($0.4
billion), and depreciation expense ($0.2 billion) compared to MH13 that result from
lower projected interest and depreciation rates and projected capital expenditures that are
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$7.5 billion lower over the 20 year period to 2033/34 mainly due to the suspension of
Conawapa. OM&A expenses are reduced by $0.4 billion mainly due to the
reclassification of Great Northern Transmission line costs.

3.4.1 Consolidated Financial Targets
Manitoba Hydro has three primary financial targets for consolidated operations which are

used to assess the financial strength of the Corporation.

1. Debt/Equity: Maintain a minimum debt/equity ratio of 75:25.

2. Interest Coverage: Maintain a minimum annual gross interest coverage ratio of
greater than 1.20.
3. Capital Coverage: Maintain a capital coverage ratio of greater than 1.20

(excepting new major generation and transmission).

The Corporation has commenced construction on the Bipole I11 Reliability and Keeyask
generating station projects. It is recognized that it may not be possible to maintain
financial targets during this period of major investment in the generation and
transmission system and that financial ratios will deteriorate during this investment
period, even with the proposed and indicative rate increases of 3.95%.

Manitoba Hydro recognizes that the rate increases that would be necessary to maintain its
financial ratios at or above targets in the near to medium term, would be financially
challenging for its customers. Further, this would be inconsistent with Manitoba Hydro’s
approach of smoothing rate increases over time in order to promote rate stability.
Consequently in MH14, financial results and ratios are projected to be significantly
below target for an extended period of time. Notwithstanding Manitoba Hydro’s desire to
smooth rate increases to customers over time, the Corporation recognizes that the 3.95%
rate increases are the minimum that are required to maintain rate stability and financial
integrity.

The PUB expressed concern with respect to the adequacy of Manitoba Hydro’s financial
reserves when it found in Order 43/13, page 23:
“Manitoba Hydro currently has achieved its debt-to-equity target of 75:25. However,
the Board is concerned about the contemplated deterioration in the utility’s financial
targets, particularly the fact that by 2021, the debt-to-equity ratio is projected to be
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90:10. Any further escalations in the capital cost for Manitoba Hydro’s major new
capital projects will cause the financial structure to deteriorate further.

The Board is concerned that, by moving towards a 90:10 debt-to-equity ratio by the
end of the decade, there will be an insufficient retained earnings reserve to deal with
droughts and other risks such as infrastructure failure or rising interest rates. The
Board sees a need to further examine and quantify the other risks that Manitoba
Hydro faces at the next General Rate Application and determine whether these
should be subject to separate reserve provisions. The Board will require Manitoba
Hydro to provide an analysis of risks on a quantitative and probabilistic basis at the
next General Rate Application.

The Board notes that Manitoba Hydro shares the benefit of the flow-through credit
rating of the Province, which affords it preferential interest rates on its debt and
access to funds to meet its major capital spending program. However, as its debt
grows, there is a potential for Manitoba Hydro’s financial condition to affect the
credit rating of the Province. It is important that Manitoba Hydro remains a
financially strong and viable organization.”

Manitoba Hydro has recently commenced a review of its financial targets and KPMG has
been selected as the consultant to provide recommendations to Manitoba Hydro on the
appropriate financial targets which align with the mandate of the Corporation and the
interests of its stakeholders considering its operating and business outlook and associated
risks. The review will consider the objectives of maintaining rate stability for customers
and Manitoba Hydro’s self-supporting status for credit rating proposes. It is expected that
this review will be completed in time for the approval of IFF15 by the MHEB in late fall
of 2015.

As part of this review, analysis will also be provided to satisfy PUB Directive 10 from
Order 43/13 to review Manitoba Hydro’s operating and financial risks in order to assess
the adequacy of financial reserves, including, as appropriate, the use of quantitative and
probabilistic analysis. It is expected that this information would be available for review
by the PUB at the next GRA proceeding.
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Manitoba Hydro has filed extensive information in Appendices 3.5 and 3.6 of the
Application with respect to the financial impacts of the key risks of the Corporation, as
well as the financial implications of various alternative rate scenarios. Manitoba Hydro is
of the view that this information provides adequate support for the PUB to approve
Manitoba Hydro’s Application for 2015/16 and 2016/17.

The 3.95% proposed and indicative rate increases are the minimum necessary to manage
the significant deterioration in Manitoba Hydro’s projected financial results and ratios in
the next 10 year period. Should the PUB defer the proposed rate increases, there is
greater risk that future rate increases will be significantly higher than 3.95%.

3.4.2 Equity Ratio

Manitoba Hydro’s consolidated debt/equity target is to maintain a minimum debt to
equity ratio of 75:25 (i.e. 75% debt and 25% equity). The equity ratio measures the
portion of assets that have been financed by internally generated funds (equity) rather
than debt. Manitoba Hydro’s equity is not a cash reserve but is primarily represented by
the internally generated funds accumulated since its inception that have been reinvested
in the assets of the Corporation.

It is beneficial for customers when assets are funded through internally generated funds
rather than debt in that Manitoba Hydro must collect the carrying costs on debt through
rates. The ability to fund a portion of assets through internally generated funds is also
beneficial in that it preserves borrowing capacity in the event of any adverse financial
impact. It is very important that Manitoba Hydro achieve an appropriate balance of debt
and equity such that the Corporation can continue to invest in its system without driving
its debt to unacceptable levels or dramatically impacting customers’ rates.

Should the capital markets perceive Manitoba Hydro’s debt levels to be too high, there
may be negative implications to the Province’s credit ratings, which could result in higher
borrowing costs. An appropriate debt/equity target, assists Manitoba Hydro to maintain
reasonable levels of debt and equity in proportion to the assets the Corporation has
invested in, in order to keep debt and borrowing costs at manageable levels. As a result of
the significance of the size of Manitoba Hydro’s debt in relation to the Province of
Manitoba’s debt as a whole, the debt/equity ratio is a key indicator in the review of
Manitoba Hydro for the Province’s credit rating.
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Figure 3.4 below provides the projected electric operations equity ratio for MH14
compared to MH13. Manitoba Hydro’s electric operations equity ratio was 23% at March
31, 2014. The debt/equity ratio is projected to weaken substantially over the next several
years to 10% by 2022/23 (the same level as MH13) mainly due to the significant capital
investment in major new generation and transmission and expenditures to renew and
replace aging infrastructure. The equity ratio is projected to return to the 25% target by
2033/34 (the same year as in MH13) due to the regular and reasonable rate increases that
are included in the forecast, as well as export revenues resulting from the Keeyask
Generating Station.

Figure 3.4 Projected Equity Ratio

Equity Ratio
for Electric Operations

. MH14 IMH13 = Consolidated Target

20% i -

15% = -
10% e | »
5% -

0%

In Manitoba Hydro’s judgment, the projected deterioration in the equity ratio in MH14 is
at the minimum acceptable financial operating level even with the proposed and
indicative rate increases. Any further deterioration in the equity ratio significantly
increases the risk of large rate increases to customers in the longer term and any
reduction to the rate increases proposed in this Application only intensifies this risk to
customers. As an example, the impact of the reoccurrence of the historic 5-year drought
would result in significant further deterioration in the equity ratio from MH14 and
essentially deplete Manitoba Hydro’s financial reserves. In this circumstance, there
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would not be sufficient reserves to mitigate the potential financial impacts of the
considerable array of the risks the Corporation faces in fulfilling its mandate.

3.4.3 Interest Coverage Ratio

Manitoba Hydro’s consolidated target is to maintain a minimum annual gross interest
coverage ratio of greater than 1.20. The interest coverage ratio provides an indication of
the ability of the Corporation to meet interest payment obligations with the net income
generated by the Corporation. Annual interest coverage at or greater than 1.20 ensures
that there is a sufficient margin of earnings in excess of that which is required to cover
interest payments to bondholders.

Manitoba Hydro’s interest coverage ratio is also forecast to be well below target for
several years of the forecast. In eight years of the forecast, Manitoba Hydro’s interest
coverage ratio is below 1.0, which indicates that the utility would experience elevated
operational liquidity risk and may have difficulty generating sufficient revenues and cash
flow from operations to pay its interest obligations.

Figure 3.5 below provides the projected electric operations interest coverage ratio for
MH14 compared to MH13. Manitoba Hydro’s electric operations interest coverage ratio
was 1.25 at March 31, 2014. Lower net earnings and higher finance expenses associated
with the higher capital costs of Bipole Il1l, DSM, Keeyask and aging infrastructure
renewal and replacement results in projected interest coverage ratios lower than target
for a period of fourteen years, and below 1.00 for eight of those years, before returning to
target in 2028/29.
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Figure 3.5 Projected Interest Coverage Ratio

Interest Coverage Ratio
for Electric Operations

s MH14 s MH13

Consolidated Target

4.4.4 Capital Coverage Ratio

Manitoba Hydro’s consolidated target is to maintain a capital coverage ratio of greater
than 1.20. The capital coverage ratio measures the ability of current period internally
generated funds to finance sustaining capital expenditures (excluding major new
generation and transmission capital expenditures). A capital coverage ratio of greater than
1.20 provides sufficient cash flow from operations to fund sustaining capital expenditures
and further reduces the need for debt financing.

Similar to the interest coverage ratio, a lower capital coverage ratio indicates that the
utility has less revenues or more operating or finance expenses resulting in less cash flow
from operations to fund sustaining capital expenditures. A capital coverage ratio of less
than 1.0 indicates that the utility is having difficulty generating sufficient revenues
required to fund its sustaining capital expenditures and must borrow more debt in order
maintain the same level of expenditures and customer service. The capital coverage ratio
IS a measure that assists in keeping Manitoba Hydro’s debt and finance expense at
manageable levels.

Figure 3.6 below provides the projected electric operations capital coverage ratio for
MH14 compared to MH13. Manitoba Hydro’s electric operations capital coverage ratio
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was 1.39 at March 31, 2014. Capital coverage is projected to be below target for nine
years of the forecast, and below 1.00 for six of those nine years, due to the reduction in
net income and increasing capital requirements to replace aging infrastructure. The
capital coverage ratio is projected to return to target by 2023/24 and then projected cash
flows are sufficient to enable this target to be met in the remaining years of the forecast.

Figure 3.6 Projected Capital Coverage Ratio

Capital Coverage Ratio
for Electric Operations
. MH14 MH13 Consolidated Target
450
4.00
350
3.00
2.50 +
2.00
1.50
1.00
S TTLITIIL]
.00
SESSTETIFETFETFETFES

Figure 3.7 below shows the relationship between sustaining capital expenditures and cash
flow from operations for MH14. Although revenues (Manitoba and extraprovincial) are
increasing gradually over MH14, cash flow from operations is relatively flat over the first
four years and then declines for a short period to 2019/20.

Until such time as there are sufficient internally generated funds in 2022/23, there is a
cumulative sustaining capital expenditure funding deficit of $300 million which results in
incremental borrowing for Manitoba Hydro. Following the in-service of the Keeyask
Generating Station, revenues are projected to be sufficient to generate a surplus of cash
flow from operations in excess of sustaining capital expenditures. In the interim, until the
Keeyask Generating Station is generating revenue, any further reduction in revenues or
increases in capital expenditures will result in further capital coverage ratio deterioration
which increases the risk of significant rate increases to customers in the future.
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Figure 3.7 Sustaining Capital Expenditures and Cash Flow from Operations
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DEBT MANAGEMENT STRATEGY

The Debt Management Strategy document (see Appendix 3.7) provides information on
the historical growth of the Corporation’s investment in fixed assets and the
corresponding increase in Manitoba Hydro’s long term debt. The document also
summarizes the statutes that govern the Corporation’s financing programs, and outlines
the debt management strategies that will address the Corporation’s financing
requirements for the 2014/15, 2015/16 and 2016/17 fiscal years.

Manitoba Hydro’s fundamental debt management objective is to provide stable, low cost
funding to meet the financial obligations and liquidity needs of the Corporation.

The low interest rate environment over the past few years has provided the opportunity
for Manitoba Hydro to secure stable, low cost funding. Since 2006/07, the debt
portfolio’s net weighted average interest rate has decreased by nearly 2.0%. To enhance
the debt portfolio stability, the weighted average term to maturity of the Corporation’s
debt portfolio has increased by over three years.

In order to mitigate refinancing risk, to maintain financing flexibility during the
upcoming decade, and in keeping with the concept of matching the Corporation’s long-
lived assets with long term debt, Manitoba Hydro will continue to favour long term fixed
rate financings with maturities of 10 years and longer.
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CREDIT RATING AGENCY REPORTS

Manitoba Hydro uses debt advanced and guaranteed by the Province of Manitoba to
finance its investment in assets. Manitoba Hydro’s long and short term credit ratings are a
flow-through of the Province of Manitoba’s credit ratings (as highlighted in green in
Figure 3.8 below):

Figure 3.8: Province of Manitoba Credit Ratings

S&P Moody's DBRS

Long Short Long Short Long Short
Term Term Term Term Term Term
AAA Aaa AA,.A R-1 high
AA+ A1+ Aal AA high

AA Aa2 P-1 AA R-1middle
AA- Aa3 AA low

A+ A1 Al A high

A A2 | | A R-1low

A- A-1/ A-2 A3 P-1/P-2 A low
BBB+ A-2 Baal P-2 BBB high R-2 high
BBB A-2/ A-3 Baa2 P-2/P-3 BBB R-2 middle
BBB- A-3 Baa3 P-3 BBBlow [R-2low/R-3

The Province of Manitoba has a high credit rating as can been seen in the following chart
that shows the long term credit ratings for each of the Canadian provinces. This high
credit rating benefits Manitoba Hydro’s customers by reducing the cost of borrowing that
the Corporation must recover in its rates.

Figure 3.9: Provincial Long Term Credit Ratings Comparison

Province Standard DBRS Moody's
& Poors Investors Service

British Columbia AAA AA (high) Aaa
Saskatchewan AAA AA Aaa
Alberta AAA AAA Aaa
Manitoba AA A (high) Aal
Ontario AA- AA (low) Aa2
Nova Scotia A+ A (high) Aa2
Newfoundland & Labrador A+ A Aa2
Québec A+ A (high) Aa2
New Brunswick A+ A (high) Aa2
Prince Edward Island A A (low) Aa2

Rating reports are issued to individual provinces and not necessarily at the same time.
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As demonstrated in Figure 3.10, debt advances to Manitoba Hydro form a significant
portion of the total provincial debt and the Corporation’s financial performance is
therefore a contributing factor toward the financial strength and stability of the Province’s
credit rating.

Figure 3.10 Composition of Province of Manitoba Debt

Composition of Province of Manitoba Debt

($30.0 billion, net of sinking funds)
Actuals as at March 31, 2014

Manitoba Hydro
(self-supporting debt)
35%

Province of Manitoba
(excluding Manitoba Hydro)
65%

The credit rating agencies view Manitoba Hydro to be financially self-supporting in that
the Corporation is able to meet its financial obligations based on its own revenues
without being supported by the tax-base of the Province. As noted by Moody’s Investors
Service (“Moody’s”) in a credit analysis on the Province of Manitoba (September 5,
2012):

“Roughly one third of the province's total direct and indirect debt is
attributed to Manitoba Hydro (issued and on-lent by the province) and is
considered to be self-supporting. This Crown Corporation's ability to meet
its own financial obligations, without recourse to provincial subsidies is a
positive credit attribute for the province.”

Credit rating agencies view Manitoba Hydro’s current low rates and reasonable
regulatory framework as positive ratings considerations. According to Moody’s (reports
dated October 17, 2014 and November 6, 2014):

“The province issues debt on behalf of its wholly-owned utility company
Manitoba Hydro, which we view as a self-supporting entity and therefore,
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exclude the related net debt from the Province of Manitoba’s debt metrics.
... The anticipated increase in debt at Manitoba Hydro could increase the
contingent liability for the province of Manitoba in the next few years. ...
We will monitor the increase in Manitoba Hydro’s debt ratios and the
progress of construction of these projects. ... We note positively, that
Manitoba Hydro has flexibility to increase utility rates given fairly low
rates compared to other provinces and that it has already negotiated future
long-term export contracts with customers in the US.”

“Manitoba Hydro operates in a stable regulatory framework with steady
yearly rate increases. It forecasts annual rate increases of 3.95% until
FY2033 to contribute to replacing aging generation, transmission and
distribution facilities. The rates are set on a cost-of-service basis. The
MPUB independently overseas the rate setting process and has a
supportive environment for cost recovery. Residents of Manitoba continue
to pay rates that are among the lowest in North America. Revenues from
exports to the US and other Canadian provinces accounts for over 20% of
electric revenue, alleviating pressure of rate hikes and contributing to the
current low rates in the Province.”

Attached for information as Appendix 3.8, are the following credit reports that have
recently been issued by DBRS and Moody’s for Manitoba Hydro and the Province of

Manitoba:
e DBRS Province of Manitoba October 17, 2014
e DBRS Manitoba Hydro October 23, 2014
e Moody’s  Province of Manitoba October 17, 2014
e Moody’s  Manitoba Hydro November 6, 2014

Manitoba Hydro is awaiting permission from Standard & Poor’s to provide copies of the
most current credit rating reports.

While Moody’s reaffirmed the Province of Manitoba’s credit ratings, they revised the
outlook on the Province of Manitoba's Aal long term debt ratings from stable to negative.
Moody's P-1 short term rating on the Manitoba Hydro-Electric Board's commercial paper
program was not affected. Credit ratings and outlooks from S&P and DBRS remained
unchanged.
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It is important that credit rating agencies continue to view Manitoba Hydro’s debt as self-
supporting and that weakened financial ratios as a result of major capital investments and
reinvestments do not negatively impact the credit rating of the Province.

The proposed rate increases are necessary to continue to demonstrate to the credit rating
agencies that the regulatory framework in Manitoba is supportive of Manitoba Hydro’s
self-supporting financial status.
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PREFACE

This information in the Economic Outlook is used in several areas of the corporation; for example, in
load forecasting, project evaluation, and financial planning.

The document is derived from the following sources: IHS Global Insight, the Conference Board of
Canada, Spatial Economics, BMO Nesbitt Burns, CIBC, Desjardins, Laurentian, Royal Bank of Canada,
Scotiabank, National Bank, and TD Bank. As a final step prior to publication, the forecast is refined to
reflect information available in early spring.

This forecast is based on what was known and could reasonably be foreseen at the time of its
preparation. Users should be cognizant that conditions can and do change and should apply sensitivity
analysis accordingly.

The variables are presented in both calendar year and fiscal year format. Fiscal year data have been
derived from calendar year data. Fiscal year data are presented in Appendix A; the balance of the text
relates to calendar year information.
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EXECUTIVE SUMMARY

| RECENT ECONOMIC PERFORMANCE

2009 2010 2011 2012 2013
Manitoba
Real GDP — % chge -0.2 2.6 1.7 2.6 2.4
CPI—% chge 0.6 0.8 3.0 1.6 2.2
Population — % chge 0.9 1.0 1.0 1.3 1.2
Employment — % chge 0.0 1.9 0.8 0.9 0.5
Unemployment rate — % 5.2 5.4 5.4 53 5.4
Residential customers —'000s 443 447 452 458 464
Housing starts — Units 4,174 5,888 6,083 7,242 7,465
Canada
Real GDP — % chge -2.7 34 2.5 1.7 2.0
CPI—% chge 0.3 1.8 2.9 1.5 0.9
Population — % chge 1.2 11 1.0 1.2 1.2
Employment — % chge -1.6 14 1.6 1.2 1.3
Unemployment rate — % 8.3 8.0 7.5 7.2 7.1
Housing starts — '000s 149 190 194 215 188
90 Day T-Bill rate — % 0.35 0.56 0.93 0.96 0.96
LT Bond 10 Yr+ rate — % 3.77 3.55 3.09 2.25 2.58
C$/UsSS 1.14 1.03 0.99 1.00 1.03
United States
Real GDP — % chge -2.8 2.5 1.8 2.8 1.9
CPI—% chge -0.4 1.6 3.1 21 1.5
GDP Price Deflator — % chge 0.8 1.2 2.0 1.7 15
90 Day T-Bill rate— % 0.15 0.13 0.05 0.09 0.05
LT Bond 10 Yr rate — % 3.26 3.22 2.86 1.89 241
Unemployment rate — % 9.3 9.6 8.9 8.1 7.4

EO14-1
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FORECAST AT A GLANCE
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FORECASTS OF KEY ECONOMIC AND FINANCIAL INDICATORS

The forecasts reported in the Economic Outlook are based on a consensus view of several independent
sources including Canada’s primary financial institutions in addition to several other independent
sources, all of which are well known and respected. For the purpose of the 2014 Economic Outlook, the
forecasting sources included IHS Global Insight, the Conference Board of Canada, Spatial Economics,
BMO Nesbitt Burns, CIBC, Desjardins, Laurentian, Royal Bank of Canada, Scotiabank, National Bank of
Canada, and TD Bank.

The following sections of the report provide tables, graphs, and written summaries of the data behind
the forecasts for the following key economic indicators:

¢ Real Gross Domestic Product Growth Rate,
* Pricing — CPl and GDP Implicit Price Deflator,
¢ Population,

e Employment,

* Housing,

¢ Short-term and Long-term Interest Rates,

¢ CS/USS Exchange Rate, and

¢ Manitoba Disposable Income.

Appendix A and B of this report provide the history and forecasts for key economic indicators for
Manitoba and Canada on a fiscal year basis and a calendar year basis, respectively.

EO14-1 3
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REAL GROSS DOMESTIC PRODUCT

RECENT PERFORMANCE:

Over the past five years (2008-2013) Manitoba has had the third best average annual real GDP growth of
the Canadian provinces at 1.8%. In 2013, Manitoba’s real GDP increased by 2.4% down from the 2.6%
growth it experienced in 2012. Canada’s economy grew at a modest 2.0% while the US economy real
GDP growth shrank to 1.9% in 2013.

OUTLOOK:

The consensus survey suggests that Government policies are expected to remain tight in the near term
causing a fiscal drag on the Manitoba and Canadian economy. E02014 forecasts that economic growth
in Manitoba is expected to continue to slow in 2014, with the economy expanding by 2.1%. The
strengthening growth south of the border, however, should boost Manitoba’s economy as roughly 70%
of the province’s exports are to the United States. This should help Manitoba’s economy advance to
2.7% by 2016. The drop in long-term growth at 1.6% is based on the assumption that the rest of the
world growth will slow down after the medium term recovery.

% chge Real GDP Growth
4.0

3.0 -
2.0

1.0
0.0 -
-1.0
-2.0

-3.0 +—/+—7—7F—"7—"7"—"7"—"7"—""T""T"T"T—T"T—T—TTTTTT
2007 2010 2013 2016 2019 2022 2025 2028

Man e CdN
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PRICING: CONSUMER PRICE INDEX AND GDP PRICE DEFLATOR

RECENT PERFORMANCE:

The Consumer Price Index (CPI) is based on a basket of
household goods while the GDP price deflator is based
on all goods produced domestically. Although inflation
is now recovering, within the last year it accelerated
faster than anticipated. In Manitoba, tobacco and
alcohol, energy, shelter, food, transportation, and
household operations boosted overall consumer prices
while health and personal care, clothing and footwear,
and recreation put downward pressure on prices. In
Canada, tobacco and alcohol and energy boosted
overall consumer prices while health and personal care,
clothing and footwear and recreation put downward
pressure on prices. In 2013, Manitoba and Canada CPI
increased by 2.2% and 0.9%, respectively, while the U.S.
CPI increased by 1.5%. Manitoba and Canadian GDP

2013 Consumer Price Index

% chge

Manitoba Canada
All Items — CPI 2.2 0.9
Food 2.5 1.2
Shelter 3.1 1.3
Household 2.3 1.2
Clothing 1.0 0.1
Transportation 2.2 0.7
Health -1.6 -0.3
Recreation 0.3 0.3
Other Deflators:
Energy 3.0 15
GDP Deflator 1.3 1.2

price deflators increased by 1.3% and 1.2%, respectively, while the U.S. GDP price deflator increased by

1.5%in 2013.

OUTLOOK:

The depreciating Canadian dollar is expected to put upward pressure on producer’s prices.

This,

coupled with increasing Manitoba wage rate growth is expected to push Manitoba CPI inflation
averaging 2.1% throughout the long-term forecast period. The 2014 Economic Outlook forecasts that
Canada and U.S. long-term CPI will be 2.0% and 2.1%, respectively. The 2014 Economic Outlook
forecasts that in the long term the Manitoba GDP price deflator will be 1.9%, while Canada and the U.S.

GDP price deflator will be 2.0% and 1.9% respectively.

GDP Price Deflator

CPI-All Items

% chge % chge
4.0 6.0

35 + 5.0

3.0 1 4.0

25 + 3.0

2.0 +

15 | 2.0

1.0 + 1.0

0.5 + 0.0

0.0 + -1.0
0.5 + -2.0
1.0 ———t—t——————t—t—t———t——t————t -3.0 }

2007 2010 2013 2016 2019 2022 2025 2028
Man. Can. e U, S,

2007 2010 2013 2016 2019 2022 2025 2028

Man. Can.

u.s.
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POPULATION

RECENT PERFORMANCE:

Manitoba’s total population increased by 14,983 persons in 2013 or 1.2%

Mb Pop'n. relative to 2012. Total net migration to Manitoba was 9,522 people and
Year Changes total natural increase was 5,461 in 2013.
1995 5,920
1996 5,046 .
1997 1932 OUTLOOK:
1998 1,361
1999 4,959 Manitoba’s population is expected to grow on average at 0.9% or 13,400
2000 4,865 people annually over the forecast period, 1,500 people lower than the
2001 4,137 growth rate forecast in EO2013. The drop in this year’s forecast is due to
2002 5,186 the international immigration front, with the announcement of the
2003 6,892 government putting a cap on the number of new applications at 5,000
2004 9,695 annually for the Provincial Nominee Program. Despite the above
2005 5,074 announcement, this year’s forecast has two main assumptions: one being
2006 5,228 the Provincial Nominee Program which will continue to sustain moderate
2007 5,842 annual growth in immigrants, and two, an “optimal immigration approach”
2008 8,406 whereby government adjusts future immigration requirements to meet
2009 10,815 labour market needs. According to Spatial Economics, “the optimal level
2010 12,341 of immigration is one that facilitates economic growth and minimizes the
2011 12,798 costs of excess demand for and supply of workers.”
2012 16,304
2013 14,983 Canada’s population is expected to grow on average at 1.0% or 386,000

annually over the forecast period. The United States population is
expected to grow on average at 0.7% or 2,400,000 people annually.

' : Change in Man. & Can. Population
000s Man. & Can. Population Millions % chge 14 P
1,650 . . 45 2.0
Historical Forecast 1.8 4
1,550 + . . . F
1 a0 1.6 - Historical orecast
1,450 1.4
1,350 + 1+ 35 1.2
’ 1.0
1,250 + 0.8
+ 30 0.6
1,150 + 0.4
0.2
1,050 T T T T T T T T T T 25

0.0 T T T T T T T T T T
19851990199520002005201020152020202520302035

19851990199520002005201020152020202520302035
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EMPLOYMENT

RECENT PERFORMANCE:

Manitoba’s total employment expanded by 3,100 persons in 2013 or 0.5% relative to 2012. The primary
goods producing sectors have rebounded this past year with agriculture posting gains of 3,100 persons,
construction at 1,200 persons, and the forestry, utilities, and the manufacturing sectors gaining each
400 persons of employment. The services producing sector struggled this past year as employment
dropped by 2,200 in the trade sector, and the finance, insurance, real estate, and public administration
sectors each dropping by 1,400 persons of employment. In 2013 Manitoba’s unemployment rate
increased from 5.3% to 5.4% but remains the third lowest of the Canadian provinces after Alberta and
Saskatchewan and below the 7.1% national average.

Manitoba Canada United States
% chge % chge % chge
2003 | 2013 | 13/12| 2003 2013 13/12 2003 2013 13/12
Population 15+ —'000s 875 974 1.1 25,099 | 28,673 13 221,168 | 245,679 1.0
Participation Rate - % 68.7 68.7 67.5 66.5 66.2 63.2
Labour Force —'000s 601 669 0.5 16,948 | 19,079 1.1 146,500 | 155,389 0.3
Employment —'000s 571 633 0.5 15,663 | 17,731 1.3 137,729 | 143,929 1.0
Unemployment Rate — % 5.0 5.4 7.6 7.1 6.0 7.4
Employment Rate — % 65.2 65.0 62.4 61.8 62.3 58.6

OUTLOOK:

Manitoba’s employment is forecast to grow by 1.2% in 2014 — up from 0.5% in 2013. Employment
growth is expected to increase over most of the medium term to average 2.0% per year over the period.
This is in line with overall economic growth averaging 2.5% annually and productivity gains averaging
1.0% per year over the medium outlook. Over the 2014-2035 period, Manitoba’s and Canada’s
employment levels are forecast to grow annually at 0.8% and 0.7% respectively, while the United States’
is anticipated to grow at 1% annually. Manitoba’s unemployment rate is expected to trend downwards
from 5.3% in 2014 to 5.0% in 2019 and remain around 4.9% until 2035. Canada’s unemployment rate is
expected to trend from 6.9% in 2014 to 5.7% in 2035. The United States’ unemployment rate is
expected to trend from 6.5% in 2014 to 5.1% in 2035.

'000s Employment Millions % Unemployment Rate

800 21 10

750 + T 20 9 1

700 T T 19 8 1

650 1 T 18 7 1

600 - T 17 6 1

550 + 1 16 5 1 ~ —

500 +—+——+—++++++++++t+t+ttt+++++1+ 15 4
2007 2010 2013 2016 2019 2022 2025 2028 2007 2010 2013 2016 2019 2022 2025 2028
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RECENT PERFORMANCE:

Total Manitoba’s housing starts were 7,465 in 2013, up from 7,242 units in 2012. Population growth,
increase in employment numbers, rising wages, and low mortgage rates were the driving force behind
the demand for housing in 2013. With respect to Manitoba Hydro metered residential customers, there
was an increase of 6,387 units in 2013 relative to 2012.

OUTLOOK:

Due to reduced in-migration in the short term, E02014 forecasts that Manitoba housing starts are
expected to remain stable over the next two years before it picks up in 2016. In the medium to long
run, housing starts are expected to fall as population growth stabilizes due to reduced migration.
E02014 forecasts that Manitoba housing starts will increase at approximately 6,940 units annually in the
longer term. The forecasted annual population growth rate in Manitoba of 13,400 people in EO2014 is
1,500 people lower than the growth rate forecast in E02013 and is the main driver in the increased

housing starts.

EO2014 forecasts that Manitoba residential customers will increase by 4,920 units or 0.9% annually over
the 2014-2035 period, down about 430 units annually from E02013. Refer to Appendices A and B for
the forecasts of Manitoba residential customers expressed in calendar and fiscal years.

Can.
Man. Man. Housing
Housing Res. Cust. Starts
Starts '000s '000s

1995 1,963 398 111
1996 2,318 400 125
1997 2,612 403 147
1998 2,895 405 137
1999 3,133 408 150
2000 2,560 410 152
2001 2,963 412 163
2002 3,617 415 205
2003 4,206 418 218
2004 4,440 421 233
2005 4,731 425 225
2006 5,028 429 227
2007 5,738 433 228
2008 5,537 439 211
2009 4,174 443 149
2010 5,888 447 190
2011 6,083 452 194
2012 7,242 458 215
2013 7,465 464 188

'000s Manitoba Hydro Residential Customers

600

550 -

500

450 +

400
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INTEREST RATES

RECENT PERFORMANCE:

For the purposes of representing the long-term interest rates that impact Manitoba Hydro, for Canadian
long-term debt the average of a 10 year and a 30 year Canadian long bond rate is used and is referred to
as a 10 Yr+ rate. For U.S. long-term debt, a 10 year U.S. long bond rate is used.

In 2013, the Bank of Canada kept the overnight policy rate unchanged at 1.00% throughout 2013. The
90 Day T-bill rate remained unchanged at 0.96% in 2013 similar to 0.96% in 2012, while the 10 Yr+ bond
rate increased from 2.25% in 2012 to 2.58% over the same period.

OUTLOOK:

The consensus survey expects the Bank of Canada’s next move is to start to increase interest rates in the
short term. The Federal Reserve is expected to move with the Bank of Canada, narrowing the gap
between Canada/U.S. interest rate spreads and is expected to decline over the forecast period.
Economic Outlook 2014 forecast short and long-term rates will gradually rise over the last half of the
forecast period, reflecting the Bank of Canada’s concern on inflation impact. Economic Outlook 2014
forecasts Canadian 90 Day T-Bill rates are expected to trend from 0.95% in 2014 to 4.05% in the long
term. Canada and U.S. long bond rates are forecast to trend up to 5.00% and 5.10%, respectively.

% 90 Day T-Bill Rate % Long-term Bond 10 Year+ Rate
14.0 1 Historical E 11.0 A

istorica orecast Historical Forecast
9.0 1 8.0
4.0 1 f 5.0 4 /-
-1.0 e R R R R R R R R R T 20 A

1985 1989 1993 1997 2001 2005 2009 2013 2017 2021 1985 1989 1993 1997 2001 2005 2009 2013 2017 2021
e Canada el.S. | e Canada e={.S.
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Appendix 3.1
January 23, 2015

2015/16 & 2016/17 General Rate Application

RECENT PERFORMANCE:

In 2013 the Canadian dollar depreciated relative to the U.S. dollar by 3.1% relative to 2012. The recent
decline of the Canada-U.S. dollar has been associated with softening commodity prices and the
worsening current account balance. Renewed confidence in the U.S. currency and an underperforming
Canadian economy relative to the U.S. are also responsible for the loonie’s depreciation.

OUTLOOK:

Economic Outlook 2014 forecasts that the Canadian dollar is expected to remain low for the rest of the
year and into the near term with a slight appreciation of a few cents. As the Bank of Canada will likely

increase interest rates in 2015 this will pressure the Canadian
dollar to increase, however, this change won’t be very
significant as the survey suggests the Federal Reserve to also
move rates at similar times.  Accordingly, narrowing
Canada/U.S. interest rates will keep the dollar low and well
below parity.

Cang/USS Cdn$/USS Exchange Rate

1.60

1.50 -
1.40 A

1.30 - Forecast

1.20 A

1.10 - o
Historical / ~

1.00 A

0.90

1986 1990 1994 1998 2002 2006 2010 2014 2018 2022 2026

10

uss/ Cdn.$/
Year Cdn.S$ uss$
1970 0.96 1.04
1975 0.98 1.02
1980 0.86 1.17
1985 0.73 1.37
1990 0.86 1.17
1995 0.73 1.37
1996 0.73 1.36
1997 0.72 1.38
1998 0.67 1.48
1999 0.67 1.49
2000 0.65 1.49
2001 0.64 1.55
2002 0.71 1.57
2003 0.77 1.40
2004 0.83 1.30
2005 0.88 1.21
2006 0.93 1.13
2007 0.94 1.07
2008 0.94 1.07
2009 0.88 1.14
2010 0.97 1.03
2011 1.01 0.99
2012 1.00 1.00
2013 0.97 1.03
2025 0.92 1.09
2035 0.92 1.09
EO14-1
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MANITOBA DISPOSABLE INCOME

RECENT PERFORMANCE:

Slowdowns in wage growth were largely attributed to austerity measures within the government and
associated programs.

OUTLOOK:

Manitoba’s labour market is expected to tighten in the medium term, due to anticipated expansions in
the construction and mining industry, putting upward pressure on wage rates. This robust growth in the
goods-producing sector will help lift employment and household disposable income over the next two
years and on.

A% Real Disposable Income Real Disposable Income
Year A%
500 1990 1.43
4.00 4 1991 -3.50
3.00 1 1992 0.12
2,00 1993 -0.20
1994 0.06
1001 1995 -0.76
0.00 1 ' ' ; ' ' ; ; - 1996 -0.58
_1.001_‘9 19 98 2002 2006 2010 2014 2018 2022 2026 2030 2034 1997 -1.40
-2.00 - 1998 2.22
1999 3.76
2007 2000 1.02
-4.00 2001 1.25
2002 2.70
2003 0.81
2004 2.87
2005 0.45
2006 4.29
2007 4.27
2008 3.84
2009 1.34
2010 171
2011 1.18
2012 3.24
2013 1.23
2025 2.20
2035 2.20

EO14-1 11
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MANITOBA/CANADA ECONOMIC STATISTICS — FISCAL YEAR BASIS

Man. Man. Man. Cdn. Cdn 90 Cdn LT
Real Man. Popu- Residential Real Cdn. Day T-Bill | Bond 10 Yr+
GDP CPI lation Customers GDP CPI Rate Rate cs/
Year % chge | % chge | '000s '000s % chge | % chge % % uUssS
1989/90 2.7 4.7 1,104 385 2.0 5.2 12.37 9.77 1.18
1990/91 1.2 5.0 1,106 387 -1.1 5.0 12.07 10.59 1.16
1991/92 -2.4 3.8 1,110 389 -1.1 4.4 8.03 9.29 1.15
1992/93 0.7 1.9 1,114 391 1.1 1.6 6.25 8.18 1.23
1993/94 1.2 2.4 1,119 394 3.1 1.5 4.46 7.39 1.31
1994/95 2.8 1.6 1,125 396 4.8 0.4 6.46 8.95 1.38
1995/96 0.9 2.5 1,130 398 1.7 2.1 6.17 7.93 1.36
1996/97 3.2 2.5 1,135 400 2.5 1.7 3.67 7.28 1.36
1997/98 4.2 1.5 1,136 404 4.6 1.4 3.63 6.06 1.40
1998/99 3.6 1.5 1,139 405 3.9 0.9 4.81 5.35 1.50
1999/00 2.1 2.2 1,144 408 5.3 2.2 4.82 5.69 1.47
2000/01 3.4 2.5 1,148 411 4.5 2.7 5.42 5.66 1.50
2001/02 1.2 2.1 1,153 413 1.5 2.2 3.09 5.91 1.57
2002/03 1.5 2.3 1,158 415 2.9 3.0 2.79 5.41 1.55
2003/04 1.5 0.9 1,166 419 1.7 1.9 2.67 4.97 1.35
2004/05 2.4 2.7 1,174 422 3.5 2.2 2.31 4.81 1.28
2005/06 3.0 2.4 1,180 426 3.3 2.3 3.02 4.17 1.19
2006/07 3.5 2.0 1,185 430 2.0 1.9 4.16 4.23 1.14
2007/08 3.1 1.9 1,191 434 2.1 2.1 3.83 4.24 1.03
2008/09 2.8 2.2 1,200 440 0.2 2.2 1.84 3.66 1.13
2009/10 0.5 0.6 1,212 444 -1.6 0.4 0.22 3.89 1.09
2010/11 2.4 1.0 1,224 448 3.5 2.0 0.78 3.48 1.02
2011/12 1.9 2.8 1,238 453 2.3 2.8 0.91 2.83 0.99
2012/13 2.5 1.6 1,254 459 1.6 1.2 0.97 2.18 1.00
2013/14 2.3 2.4 1,269 465 2.1 1.1 0.94 2.70 1.05
Forecast
2014/15 2.2 1.8 1,283 471 2.3 1.6 1.00 3.25 1.10
2015/16 2.5 1.9 1,300 477 2.5 1.9 1.55 3.75 1.08
2016/17 2.7 2.0 1,317 483 2.6 2.0 2.70 4.05 1.07
2017/18 2.6 2.0 1,335 490 2.5 2.1 3.40 4.25 1.08
2018/19 2.1 2.0 1,352 496 2.4 2.0 3.80 4.50 1.09
2019/20 1.8 2.0 1,368 502 2.3 2.0 4.05 4.80 1.08
2020/21 1.6 2.1 1,385 508 1.9 2.0 4.05 5.00 1.09
2021/22 1.6 2.1 1,400 513 1.9 2.0 4.05 5.00 1.09
2022/23 1.6 2.1 1,414 519 1.9 2.0 4.05 5.00 1.09
2023/24 1.6 2.1 1,428 524 1.9 2.0 4.05 5.00 1.09
2024/25 1.6 2.1 1,441 529 1.9 2.0 4.05 5.00 1.09
2025/26 1.6 2.1 1,454 533 1.9 2.0 4.05 5.00 1.09
2026/27 1.6 2.1 1,466 538 1.9 2.0 4.05 5.00 1.09
2027/28 1.6 2.1 1,477 542 1.9 2.0 4.05 5.00 1.09
2028/29 1.6 2.1 1,488 546 1.9 2.0 4.05 5.00 1.09
2029/30 1.6 2.1 1,499 550 1.9 2.0 4.05 5.00 1.09
2030/31 1.6 2.1 1,510 554 1.9 2.0 4.05 5.00 1.09
2031/32 1.6 2.1 1,521 558 1.9 2.0 4.05 5.00 1.09
2032/33 1.6 2.1 1,531 562 1.9 2.0 4.05 5.00 1.09
2033/34 1.6 2.1 1,542 566 1.9 2.0 4.05 5.00 1.09
2034/35 1.6 2.1 1,553 569 1.9 2.0 4.05 5.00 1.09
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MANITOBA/CANADA ECONOMIC STATISTICS — CALENDAR YEAR BASIS

Man. Man. Man. Cdn. Cdn 90 Cdn LT

Real Man. Popu- Residential Real Cdn. Day T-Bill |Bond 10 Yr+

GDP CPI lation Customers GDP CPI Rate Rate cs/
Year % chge | % chge '000s '000s % chge % chge % % UssS
1989 2.7 4.7 1,104 385 2.4 5.1 12.05 9.73 1.18
1990 2.7 4.5 1,105 387 0.1 4.8 12.81 10.73 1.17
1991 -3.4 5.1 1,110 389 2.1 5.6 8.73 9.57 1.15
1992 0.8 1.4 1,113 391 0.9 14 6.58 8.37 1.21
1993 0.4 2.7 1,118 394 2.6 1.9 4.84 7.54 1.29
1994 3.6 1.4 1,123 396 4.6 0.1 5.78 8.56 1.37
1995 0.3 2.7 1,129 398 2.7 2.2 6.89 8.24 1.37
1996 3.0 2.2 1,134 400 1.7 1.5 4.21 7.48 1.36
1997 4.1 2.0 1,136 403 4.3 1.7 3.26 6.39 1.38
1998 4.4 1.3 1,137 405 4.1 1.0 4.73 5.44 1.48
1999 1.4 2.0 1,142 408 5.0 1.8 4.72 5.64 1.49
2000 4.3 2.5 1,147 410 5.1 2.7 5.49 5.80 1.49
2001 1.0 2.7 1,151 412 1.7 2.5 3.77 5.63 1.55
2002 1.6 1.5 1,157 415 2.8 2.2 2.59 5.25 1.57
2003 1.3 1.8 1,164 418 1.9 2.8 2.87 5.09 1.40
2004 2.3 2.0 1,173 421 3.1 1.8 2.22 4.87 1.30
2005 2.7 2.7 1,178 425 3.2 2.2 2.73 4.16 1.21
2006 3.7 2.0 1,184 429 2.6 2.0 4.03 4.13 1.13
2007 2.9 2.0 1,189 433 2.0 2.2 4.15 4.29 1.07
2008 3.8 2.3 1,198 439 1.2 2.3 2.39 3.84 1.07
2009 -0.2 0.6 1,209 443 -2.7 0.3 0.35 3.77 1.14
2010 2.6 0.8 1,221 447 3.4 1.8 0.56 3.55 1.03
2011 1.7 3.0 1,234 452 2.5 2.9 0.93 3.09 0.99
2012 2.6 1.6 1,250 458 1.7 1.5 0.96 2.25 1.00
2013 2.4 2.2 1,265 464 2.0 0.9 0.96 2.58 1.03

Forecast

2014 2.1 1.8 1,279 469 2.3 1.5 0.95 3.05 1.11
2015 2.4 1.9 1,295 475 2.5 1.9 1.30 3.65 1.09
2016 2.7 1.9 1,313 481 2.6 2.0 2.50 4.00 1.07
2017 2.7 2.0 1,330 488 2.5 2.1 3.25 4.20 1.08
2018 2.2 2.0 1,347 494 2.4 2.0 3.70 4.45 1.09
2019 1.8 2.0 1,364 500 2.4 2.0 4.05 4.75 1.08
2020 1.6 2.1 1,381 506 1.9 2.0 4.05 5.00 1.09
2021 1.6 2.1 1,396 512 1.9 2.0 4.05 5.00 1.09
2022 1.6 2.1 1,411 517 1.9 2.0 4.05 5.00 1.09
2023 1.6 2.1 1,425 523 1.9 2.0 4.05 5.00 1.09
2024 1.6 2.1 1,438 527 1.9 2.0 4.05 5.00 1.09
2025 1.6 2.1 1,451 532 1.9 2.0 4.05 5.00 1.09
2026 1.6 2.1 1,463 537 1.9 2.0 4.05 5.00 1.09
2027 1.6 2.1 1,475 541 1.9 2.0 4.05 5.00 1.09
2028 1.6 2.1 1,486 545 1.9 2.0 4.05 5.00 1.09
2029 1.6 2.1 1,497 549 1.9 2.0 4.05 5.00 1.09
2030 1.6 2.1 1,507 553 1.9 2.0 4.05 5.00 1.09
2031 1.6 2.1 1,518 557 1.9 2.0 4.05 5.00 1.09
2032 1.6 2.1 1,529 561 1.9 2.0 4.05 5.00 1.09
2033 1.6 2.1 1,539 565 1.9 2.0 4.05 5.00 1.09
2034 1.6 2.1 1,550 568 1.9 2.0 4.05 5.00 1.09
2035 1.6 2.1 1,560 572 1.9 2.0 4.05 5.00 1.09
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Economic Outlook Appendix A - Fall 2014 Update

MANITOBA / CANADA ECONOMIC STATISTICS - FISCAL YEAR BASIS

Man. Man. Man. Cdn. Cdn 90 Cdn LT
Real Man. Popu- Residential Real Cdn. Day T-Bill | Bond 10 Yr+
GDP CPI lation Customers GDP CPI Rate Rate cs/
Year % chge | % chge | '000s '000s % chge | % chge % % Us$
1989/90 2.7 4.7 1,104 385 2.0 5.2 12.37 9.77 1.18
1990/91 1.2 5.0 1,106 387 -1.1 5.0 12.07 10.59 1.16
1991/92 -2.4 3.8 1,110 389 -1.1 4.4 8.03 9.29 1.15
1992/93 0.7 1.9 1,114 391 1.1 1.6 6.25 8.18 1.23
1993/94 1.2 2.4 1,119 394 3.1 1.5 4.46 7.39 1.31
1994/95 2.8 1.6 1,125 396 4.8 0.4 6.46 8.95 1.38
1995/96 0.9 2.5 1,130 398 1.7 2.1 6.17 7.93 1.36
1996/97 3.2 2.5 1,135 400 2.5 1.7 3.67 7.28 1.36
1997/98 4.2 1.5 1,136 404 4.6 1.4 3.63 6.06 1.40
1998/99 3.6 1.5 1,139 405 3.9 0.9 4.81 5.35 1.50
1999/00 2.1 2.2 1,144 408 5.3 2.2 4.82 5.69 1.47
2000/01 3.4 2.5 1,148 411 4.5 2.7 5.42 5.66 1.50
2001/02 1.2 2.1 1,153 413 1.5 2.2 3.09 5.91 1.57
2002/03 1.5 2.3 1,158 415 2.9 3.0 2.79 5.41 1.55
2003/04 1.5 0.9 1,166 419 1.7 1.9 2.67 4.97 1.35
2004/05 2.4 2.7 1,174 422 3.5 2.2 2.31 4.81 1.28
2005/06 3.0 2.4 1,180 426 33 2.3 3.02 4.17 1.19
2006/07 3.5 2.0 1,185 430 2.0 1.9 4.16 4.23 1.14
2007/08 3.1 1.9 1,191 434 2.1 2.1 3.83 4.24 1.03
2008/09 2.8 2.2 1,200 440 0.2 2.2 1.84 3.66 1.13
2009/10 0.5 0.6 1,212 444 -1.6 0.4 0.22 3.89 1.09
2010/11 2.4 1.0 1,224 448 3.5 2.0 0.78 3.48 1.02
2011/12 1.9 2.8 1,238 453 2.3 2.8 0.91 2.83 0.99
2012/13 2.5 1.6 1,254 459 1.6 1.2 0.97 2.18 1.00
2013/14 2.2 2.4 1,269 465 2.2 1.1 0.94 2.70 1.05
Forecast
2014/15 2.2 1.8 1,283 471 2.3 1.6 0.95 2.60 1.10
2015/16 2.5 1.9 1,300 477 2.5 1.9 1.30 3.30 1.12
2016/17 2.7 2.0 1,317 483 2.6 2.0 2.40 3.75 1.12
2017/18 2.6 2.0 1,335 490 2.5 2.1 3.10 4.05 1.12
2018/19 2.1 2.0 1,352 496 2.4 2.0 3.45 4.25 1.12
2019/20 1.8 2.0 1,368 502 2.3 2.0 3.90 4.45 1.10
2020/21 1.6 2.1 1,385 508 1.9 2.0 3.90 4.45 1.10
2021/22 1.6 2.1 1,400 513 1.9 2.0 3.90 4.45 1.10
2022/23 1.6 2.1 1,414 519 1.9 2.0 3.90 4.45 1.10
2023/24 1.6 2.1 1,428 524 1.9 2.0 3.90 4.45 1.10
2024/25 1.6 2.1 1,441 529 1.9 2.0 3.90 4.45 1.10
2025/26 1.6 2.1 1,454 533 1.9 2.0 3.90 4.45 1.10
2026/27 1.6 2.1 1,466 538 1.9 2.0 3.90 4.45 1.10
2027/28 1.6 2.1 1,477 542 1.9 2.0 3.90 4.45 1.10
2028/29 1.6 2.1 1,488 546 1.9 2.0 3.90 4.45 1.10
2029/30 1.6 2.1 1,499 550 1.9 2.0 3.90 4.45 1.10
2030/31 1.6 2.1 1,510 554 1.9 2.0 3.90 4.45 1.10
2031/32 1.6 2.1 1,521 558 1.9 2.0 3.90 4.45 1.10
2032/33 1.6 2.1 1,531 562 1.9 2.0 3.90 4.45 1.10
2033/34 1.6 2.1 1,542 566 1.9 2.0 3.90 4.45 1.10
2034/35 1.6 2.1 1,553 569 1.9 2.0 3.90 4.45 1.10
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APPENDIX 3.2: ADDITIONAL INFORMATION FOR INTEREST RATE
FORECAST

Table 1 on the following page depicts the sources used to derive the forecast of Canadian 3
month T-bill rates for each quarter of the 2014/15 — 2020/21 period (with end of period rates
adjusted to a comparable average period basis), as utilized in IFF14.

Table 2 depicts the sources used to derive the forecast of Canadian bond yield 10 yr+ rates
for the 2014/15 — 2020/21 period (with end of period rates adjusted to a comparable average
period basis), as utilized in IFF14.

Copies of the publically available source forecasts utilized in IFF14 are provided at the end
of this response.

For forecasters that provided end of period rates, the rates provided in Tables 1 and 2 reflect
rates adjusted to a comparable average period basis. For example, Desjardin’s forecast
provided end of period rates. Their forecast for 2015 Q2 end of period is 1.00% and 2015 Q3
end of period is 1.20% for Canada 3-month T-Bill. In order to place the forecast on an
equivalent basis for a 2015 Q3 average period forecast, Desjardin’s 2015 Q3 end of period
forecast of 1.20% was averaged with their 2015 Q2 end of period forecast of 1.00% to
approximate an average period 2015 Q3 forecast of 1.10%. This process was followed for all
subsequent quarters and for all forecasters that provided end of period rates.
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Appendix 3.2

2015/16 & 2016/17 General Rate Application January 23, 2015
Table 1 — Canadian 3-Month T-Bill Rate - %
End Period 2014 2015 2016 2017 2018 2019 2020 2021
Fcst Date [or Average| Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1
BMO Nesbitt Burns [ 19-Sep-14|Average 0.93 0.93 0.93 0.93 0.93 0.93 1.19 * * * * * * * * * * * * * * * * * * * * *
CIBC 18-Sep-14|End Period | 0.93 0.93 0.93 0.98 1.03 1.13 1.33 1.45 1.45 1.43 1.43 1.90 1.90 1.90 1.90 2.70 2.70 2.70 2.70
Desjardins 29-Sep-14|End Period | 0.93 0.93 0.95 1.00 1.00 1.10 1.35
Laurentian 5-Sep-14|End Period | 0.93 0.93 0.95 1.00 1.00 1.00 1.25
National Bank 1-Oct-14|End Period | 0.93 0.93 0.93 1.00 1.25 1.69 1.93
Royal Bank 1-Sep-14|End Period | 0.93 0.93 1.00 1.10 1.23 1.48 1.73
Scotiabank 1-Oct-14|End Period | 0.93 0.93 0.95 1.00 1.03 1.13 1.38
TD Bank 25-Sep-14|End Period | 0.93 0.93 0.93 0.95 1.00 1.23 1.40 1.48 1.70 1.90 2.00 2.28 2.63 2.85 2.95 2.95 2.95 2.95 2.95
IHS Global Insight 10-Sep-14|Average 0.93 0.93 0.97 1.00 1.00 1.08 1.40 217 2.59 3.07 3.54 4.12 4.51 4.50 4.50 4.50 4.50 4.50 4.50 4.50 4.75 4.75 4.75 4.75 4.75 4.75 4.75 4.50
Conference Board | 19-Sep-14]|Average 0.93 0.93 0.94 0.96 1.00 1.13 1.21 1.25 1.42 1.67 1.92 2.17 2.42 2.67 2.92 3.17 3.42 3.63 3.71 3.71 3.71 3.71 3.71 3.71 3.71 3.71 3.71 3.71
2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 & on
EO2014 Fall Update - Fiscal 0.95 1.30 2.40 3.10 3.45 3.90 3.90

Note: The rates provided for Q2 and Q3 reflect actual average period Canadian 3-month T-bill rates.

Note: In the case where source forecasts are provided as end-of-period, the 2014 Q3 end-of-period actual rate of 0.91% was averaged with the source forecasters’ end-of-period
rate for Q4 in order to approximate an average period 2014 Q4 forecast rate.

Note: The extended forecast provided by BMO Nesbitt Burns for 2016+ is proprietary and cannot be disclosed.

Table 2 — Canadian 10 Year+ Bond Yield Rate - %

End Period 2014 2015 2016 2017 2018 2019 2020 2021

Fcst Date |or Average| Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1
BMO Nesbitt Burns [ 19-Sep-14|Average 2.61 2.44 2.69 2.90 3.07 3.26 3.42 * * * * * * * * * * * * * * * * * * * * *
CIBC 18-Sep-14|End Period | 2.61 2.44 2.45 2.76 3.15 3.28 3.19 3.04 2.98 2.98 3.04 3.25 3.25 3.25 3.25 3.55 3.55 3.55 3.55
Desjardins 29-Sep-14|End Period | 2.61 2.44 2.60 291 3.14 3.28 3.36
Laurentian 5-Sep-14|End Period | 2.61 2.44 2.48 2.61 2.81 3.06 3.35
National Bank 1-Oct-14|End Period | 2.61 2.44 2.52 2.68 2.95 3.20 3.36
Royal Bank 1-Sep-14|End Period | 2.61 2.44 2.64 2.94 3.11 3.31 3.56
Scotiabank 1-Oct-14|End Period | 2.61 2.44 2.55 2.76 3.06 3.34 3.46
TD Bank 25-Sep-14|End Period | 2.61 | 244 { 253 { 274 | 295 | 315 | 334 } 350 | 3.64 | 3.74 | 383
IHS Global Insight | 10-Sep-14|Average 261 | 244 § 287 | 322 | 349 | 357 { 3.64 | 3.79 | 389 | 401 | 415 | 437 | 444 | 443 | 443 | 443 | 443 | 442 | 442 | 442 | 442 | 442 | 442 | 442 | 442 | 442 | 441 § 441
Conference Board | 19-Sep-14|Average 261 { 244 | 229 | 288 | 289 } 3.08 { 323 { 337 | 351 | 365 | 3.80 | 395 | 409 | 422 | 435 | 446 | 458 | 469 | 486 | 486 | 486 | 486 | 486 | 487 | 487 i 487 i 487 | 4.87

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 & on

EO2014 Fall Update - Fiscal 2.60 3.30 3.75 4.05 4.25 4.45 4.45

Note: The rates provided for Q2 and Q3 reflect actual average period Canadian 10 Year+ Bond Yield rates.

Note: In the case where source forecasts are provided as end-of-period, the 2014 Q3 end-of-period actual rate of 2.43% (average of 2.19% for Canada 10 year and 2.67% for

Canada 30 year) was averaged with the source forecasters’ end-of-period rate for Q4 in order to approximate an average period 2014 Q4 forecast rate.

Note: The extended forecast provided by BMO Nesbitt Burns for 2016+ is proprietary and cannot be disclosed.
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Appendix 3.2
2015/16 & 2016/17 General Rate Application January 23, 2015

The calculations of the Canadian 3-Month T-Bill and Canada Bond Yield 10 year+ rates for
the 2014/15, 2015/16 and 2016/17 period are as follows:

e The 2014/15 forecast included the average of all data points within Q2, Q3, Q4 of
2014 and Q1 of 2015. The 2015/16 forecast included the average of all data points
within Q2, Q3, Q4 of 2015 and Q1 of 2016. The 2016/17 forecast included the
average of all data points within Q2, Q3, Q4 of 2016 and Q1 of 2017. For example,
the Canada 3-Month T-Bill rate for 2015/16 of 1.30% (rounded to the nearest 5 basis
points) in Table 1 was calculated as the average of the following data points:

2015 Q2 2015 Q3 2015 Q4 2016 Q1
BMO Nesbitt Burns 0.93% 0.93% 1.19% *
CIBC 1.03% 1.13% 1.33% 1.45%
Desjardins 1.00% 1.10% 1.35%
Laurantian 1.00% 1.00% 1.25%
National Bank 1.25% 1.69% 1.93%
Royal Bank 1.23% 1.48% 1.73%
Scotiabank 1.03% 1.13% 1.38%
TD Bank 1.00% 1.23% 1.40% 1.48%
IHS Global Insight 1.00% 1.08% 1.40% 2.17%
Conference Board 1.00% 1.13% 1.21% 1.25%
Average 1.30%

*Information provided by BMO is proprietary and cannot be disclosed.

The Manitoba Hydro Canadian short-term interest rate was calculated by adding the
guarantee fee of 1.00% to the 3-Month T-Bill rate as follows:

Canada 3-Month T- | Guarantee | MH Cdn Short Term
Bill Fee Rate

2014/15 0.95% 1.00% 1.95%

2015/16 1.30% 1.00% 2.30%

2016/17 2.40% 1.00% 3.40%
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2015/16 & 2016/17 General Rate Application

Appendix 3.2
January 23, 2015

The Manitoba Hydro Canadian long-term interest rate was calculated by adding the
appropriate credit spread to the Canada Bond Yield 10 Year+ rate and a provincial debt
guarantee fee as follows:

Canada Bond Yield MH Cdn Long Term
Spread Guarantee Fee
10 Yr+ Rate
2014/15 2.60% 0.90% 1.00% 4.50%
2015/16 3.30% 0.80% 1.00% 5.10%
2016/17 3.75% 0.75% 1.00% 5.50%
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Canadian Economic Outlook R

BMO Capital Markets Economics
September 19, 2014

2013 2014 2015 2012 2013 2014 2015
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

PRODUCTION (quarter/quarter % change : a.r.)

Real GDP (chain-weighted) 3.0 1.9 3.0 27 0.9 31 3.0 2.0 25 25 27 26 1.7 20 23 25
Final Sales 1.2 26 2.4 1.8 1.4 47 3.1 21 25 26 28 27 1.7 18 25 27
Final Domestic Demand 0.4 20 1.8 08 0.2 30 1.5 1.5 2.0 20 20 19 23 1.4 13 19
Consumer Spending 14 38 3.0 24 157 38 2.0 19 22 23 25 20 1.9 24 26 22

Durables 22 14.0 0.3 -3.7 1.6 147 2.5 0.0 1.8 20 20 1.5 26 34 3.5 23
Non-Durables 0.3 24 49 55 44 -06 20 22 22 24 22 2.0 0.7 24 3.1 20
Services 1.8 2.7 1.9 1.9 1.4 28 20 22 23 24 23 22 22 241 20 23
Government Spending 03 -0.2 -0.4 -1.2 0.8 11 0.9 1.0 1.3 1.1 1.1 14 1.0 0.3 -0.1 1:1
Business Investment [oF] -1.2 0.5 08 -3.0 09 1.9 28 38 43 37 4.2 6.2 13 -0.3 33
Non-Residential Construction 25 -1.0 31 24 0.7 06 1.5 2.0 3.0 45 4.0 4.5 6.9 22 01 3.0
Machinery and Equipment -1.6 -1.6 -3.4 1.7 6.6 15 2:5 4.0 5.0 4.0 3.5 4.0 52 -0.2 -1.1 38
Residential Construction -4.5 6.1 0.4 -1.7 56 11.8 1.0 0.0 0.0 0.0 0.7 o7 8.1 -0.3 09 1.0
Exports 5.4 49 0.7 3.9 0.7 17.8 8.5 43 5.0 5.3 5.4 &85 1.5 22 54 6.2
Imports 2T 24 -0.7 1.5 5.5 11.1 3.4 25 33 36 4.0 3.9 3.1 1.1 1.5 3.8
(billions of chained 2007 dollars : a.r.)
Inventory Change 11.8 7.7 11.5 16.8 145 71 6.9 6.5 6.4 6.1 58 &5 6.8 11.9 8.7 59
Contribution to GDP Growth 20 -1.0 1.0 14 0.6 -1.8 -0.0 -0.1 -0.0 -0.1 0.1 0.1 -0.0 02 -0.2 -0.2
Net Exports -440 -411 -39.2 -36.4 -29.5 -22.4 -15.8 -13.5 -11.3 -9.0 7.2 -5.0 451 402 | -203 -8.1
Contribution to GDP Growth 07 07 0.4 0.7 1.5 2.0 1.6 0.6 0.5 08 0.8 0.8 -0.5 03 1.2 0.8
(billions of dollars : a.r.)

Nominal GDP 1,863 1,866 1,890 1,906 1,837 1956 1979 1,99 2,018 2,041 2,064 2,Dﬁ] 1,820 1,881 1967 2052
(% chng:ar.) 6.0 Q.5 5.4 33 6.7 4.1 4.6 3.6| I 4.5 4.5 4.5 4.6 34 34 4.6 4.3

INFLATION (quarter/quarter % change : a.r.)

GDP Price Index 29 -1.4 286 0.4 59 Q7 16 1.6 20 20 18 18 1.7 1.3 22 18

CPI1 All ltems 1.6 -0.1 1.9 05 28 37 1.3 1.6 2.0 21 21 21 15 0.9 20 20
Excl. Food & Energy 1.3 09 09 0.3 24 23 25 1.8 1.9 20 20 2.0 1.3 09 1.7 20
Food Prices 1.2 08 0.8 0.9 22 55 1.1 1.5 22 23 20 26 24 12 21 21
Energy Prices 3.1 3.8 10.7 26 10.7 134 -5.2 -0.9 23 23 24 24 1.7 1.5 4.9 14
Services 06 24 26 05 16 3.6 3.4 2.0 1.8 21 2.0 22 20 14 22 23

(yearlyear % change)

CPI All items 09 0.8 1.1 09 14 22 21 23 | | 241 1.7 19 21

BoC Core 13 1.2 1.3 1.2 13 1720 22 2.1 19 18 1.9 Ar 12

FINANCIAL (average for the quarter : %)

Overnight Rate 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.25 1.00 1.00 1.00 1.06

3-Month T-Bill 0.95 1.00 1.00 0.93 0.87 0.3 0.24 0.93 0.83 0.93 0.93 1.19 0.94 0.97 0.92 1.00

90-Day BAs 1.20 1.18 1.18 1.23 1.26 1.27 1.28 1.28 1.28 1.28 1.28 1.52 1.21 1.20 1.27 1.34

10 Year Bond Yield 1.92 1.96 2.58 258 2.47 235 2.14 2.42 265 2.83 3.02 3.19 1.87 2.26 2.35 282

Canada/US spread: (bps)

90 day 86 95 96 87 82 80 92 91 l | 91 76 49 52 85 <N 89 67
10 year -4 -3 -13 -16 -30 =27 -35 -35 -33 -30 -27 -25 72 -9 -32 -29

FOREIGN TRADE (billions of dollars : a.r.)

Current Account Balance -60.3 -61.5 -56.8 -62.6 -48.1 -47.5 -39.2 -37.2 -343 -31.8 -295 -264 622 603| 430 -305
(% of GDP) 3.2 -3.3 -3.0 -3.3 25 -2.4 2.0 -1.9 -1.7 -16 14 -1.3 -3.4 -3.2 2.2 -1.5

Merchandise Balance 6.7 -7.8 -5.7 -9.0 71 6.6 14.7 15.5 17.5 19.8 219 247 -12.0 7.3 11.0 21.0

Non-Merchandise Balance -536 -53.7 -511 -53.6 -55.2 -54.1 -53.9 -52.7 -51.8  -51.5 -514 -51.2 502 -53.0| -540 -515

(average for the quarter)

Exchange Rate (US¢/C$) 99.1 ar.7 6.3 953 906 8.7 92.0 91.1 90.1 88.9 87.7 87.0 100.1 971 914 88.4

Exchange Rate (C$/US$) 1.009 1.023 1.038 1.049 1103 1.090 | 1.087 1.098 1.110 1.125 1.140 1.150 0999 1.030| 1.095 1.131

Exchange Rate (¥/C$) 91.5 96.4 952 95,7 93.1 93.6 95.7 99.4 99.9 99.6 99.4 99.6 799 947| 955 996

Exchange Rate (C$/Euro) 1.23 1.34 1.38 1.43 1.51 1.50 1.44 1.43 1.46 1.47 1.47 146 129 137 147 146

INCOMES (yearlyear % change)

Corporate Profits Before Tax 7.9 6.9 5.6 9.4 13.0 233 136 13.0 4.0 4.9 5.1 56 -8.2 0.3 156 4.9

Corporate Profits After Tax 6.5 28 12.4 84 37 9.4 6.4 T4 4.7 43 33 14.0 1.5 7.5 66 6.6

Personal Income 4.3 a5 33 34 83 3.7 4.2 4.0 42 4.7 48 47 43 36 38 4.5

Real Disposable Income 32 25 1.9 2.0 1.8 16 2.2 1.7 1.7 2.2 20 2.0 25 2.4 1.8 2.0

(average for the quarter : %)

Savings Rate 5.9 4.9 44 48 5.0 39 441 42 [ 42 4.0 4.0 40| 5.0 5.0 43 41

OTHER INDICATORS (quarter average)

Unemployment Rate (%) 71 71 7.1 7.0 7.0 7.0 7.0 6.9 6.9 6.8 6.7 6.6 7.3 74 7.0 6.7

Housing Starts (000s, a.r.) 172 190 194 194 175 196 197 193 189 186 184 181 215 188 190 185

Existing Home Sales (yfy % ch) -10.1 -32 96 8.3 1.3 6.0 4.7 39 7.3 -1.5 4.4 0.7 -1.2 0.8 4.0 a.0

MLS Home Price Index (yly % ch) 2.4 24 2.8 4.0 5.0 51 53 43 29 18 18 1.6 4.1 28 5.0 20

Motor Vehicle Sales (mins, a.r.) 1.73 1.78 1.80 1.79 1.74 1.84 1.91 1.81 1.79 1.78 177 1.77 1.72 1.77 1.82 1.78

(quarter/quarter % change : a.r.)

Employment Growth 0.9 1.2 0.8 0.9 0.4 0.3 1.0 0.8 | | 12 1.0 09 1.0

Industrial Production 7.8 29 37 6.9 48 35 4.5 24 2.4 26 26 25

Federal Budget Balance (% of FY GDP)

Note: Qutlined areas represent forecast periods
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Quarterly Medium Term Outlook

Appendix 3.2 - Attachment

2013

2015

Long-Run Assumptions

Forecast Date

Cdn 90 Day T-bill - %|

Cdn 10 Yr Bond Yield - %

Cdn 30 Yr Bond Yield - %

US 90 day T-bill - %

US 10 Yr Bond Yield - %)

US 30 Yr Bond Yield - %
Exchange Rate**

Cdn CPI*** - % change

Cdn GDP Price Index - % change
US CPI*** - % change

US GDP Price Index - % change

* Average Period Data

** (C$/USS)
**% CPI All Items (year/year % change)

**** shaded area denotes forecast period

~ proprietary and cannot be disclosed

- |BMO provides annual granularity for CPI & GDP
beyond 2015 only. It is assumed to be the same

Annualized Q/Q % change

Q2 Q3




CIBC World Markets *

Quarterly Medium Term Qutlook

Appendix 3.2 - Attachment

2014 2015 2016 2017 2018
Forecast Date Q4 Qi Q2 Q3 Q4 Q1 Q2 Q3 Q4

Cdn 98 Day T-hill quarterly end-of-period - %| 18-Sep-14 0.95 1.00 1.05 1.20 1.45 1.45 1.45 1.40 1.45 1.90 2.70

Cdn 10 Yr Bond Yield quarterly end-of-period - %| 18-Sep-14 2.20 2.70 3.00 3.05 2.80 2.75 2.70 2.75 2.80 3.10 3.45
Cdn 30 Yr Bond Yield quarterly end-of-period - %| 18-Sep-14 2.75 3.40 3.50 3.55 3.35 3.25 3.20 3.25 3.35 3.40 3.65
US 90 day T-bill quarterly end-of-period - %| 18-Sep-14 0.10 0.40 0.60 0.85 1.10 1.35 1.25 1.20 1.40 2.05 3.05

US 10 Yr Bond Yield quarterly end-of-period - %| 18-Sep-14 2.60 3.10 3.60 3.45 3.25 3.25 3.30 3.35 3.45 3.65 4.00
US 30 Yr Bond Yield quarterly end-of-period - %| 18-Sep-14 3.35 3.65 4.15 4.10 3.70 3.65 3.70 3.75 3.80 4.00 4.20
Exchange Rate (CS/USS)| 18-Sep-14 1.09 1.12 1.17 1.18 1.16 1.17 1.15 1.15 1.16 1.16 1.18

Cdn CPI Y/Y - % change| 18-Sep-14 23 2.2 1.8 2.2 25 2.6 2.3 2.2 2.1 2.2 2.0

Cdn GDP Price Deflator Q/Q - % change; annualized rate| 18-Sep-14 0.8 3.4 2.6 1.9 2.0 2.5 2.4 2.6 2.3 2.7 2.4
US CPI Y/Y - % change| 18-Sep-14 2.6 2.4 19 21 22 2.2 2.1 2.1 2.2 2.1 2.0

US GDP Price Deflator Q/Q - % change; annualized rate| 18-Sep-14 2.2 2.0 1.8 2.2 2.0 2.2 2.2 2.2 2.2 24 2.0

* Financial data up to and including 2016 are quarterly end-of-period forecasts. Economic data up to and including 2016 are quarterly average forecasts. Thereafter, the forecast:
are provided in annual granularity, as annual averages.
**1f data can only be provided in annual granularity, assume it is the same for each quarter

GDP price deflator is q/q at annual rates, CPl is y/y

Annual averages begin after Q4 2016
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@ Desjardins
Economic Studies The Yield Curve September 2014 www.desjardins.com/economics
Table 4
United States: fixed income market
2013 2014 2015
End of period in % a1 Q2 Q3 Q4 Q1 Q2 Q3f  Q4af Q1f Q2f Q3f Q4f
Key rate
Federal funds 025 025 025 025 025 025 025 025 025 050 1.00 1.25
Treasury bills /73 N
3-month 0.07 0.04 0.02 0.07 0.05 0.04 0.00 0.15 0.30 0.60 {_1 107 1.35
Federal bonds S
2-year 025 034 032 036 039 042 060 1.00 1.40 1E80EES2I00F 2205
5-year 0.74 1.36 1.36  1.71 1.74 1.60 1.80 2.10 235 260 280 3.00
10-year 185 248 262 3.01 273 252 255 295 325 181450 13165 .3/65
30-year 3.1 3.50 369 3.94 356 334 325 360 380 395 4.05 410
Yield curve
5-year - 3-month 0.67 1.32 1.34 1.64 1.66 1.56 1.80 1.95 2:05 2 00 B T ORI R
10-year - 2-year 160 214 230 265 2.34 2.09 195 1.95 1:85 I 6 SE 5 5L 4 ()
30-year - 3-month 3.04 346 3.67 3.87 3.51 3.30 325 345 Bio0 i3 3510 SRR 2475
f: forecasts

Sources: Datastream and Desjardins, Economic Studies

Table 5
fixed income market
2013 2014 2015

End of period in % Q1 Q2 Q3 Q4 Q1 Q2 Q3f Q4af Qif Q2f Q3f Q4f
Key rate

Federal funds 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.50
Treasury bills

3-month 097 1.02 098 091 089 0.94 090 1.00. 12000 100 1208150
Federal bonds

2-year 1.00 122 119 1.14 1.07 110 SlE68EE1240 160 P75 S SO RSO K ()

5-year 130 180 186 1.96 1.71 1.53 il 658 Esi95 220 245 265 280

10-year 176 244 254 278 246 224 220 255 28513 0583 N 5SS 3575

30-year 2.51 290 3.07 3.24 296 278 270 3.00 3253050 3 55
Yield curve

5-year - 3-month 033 078 088 1.05 0.82 059 075 0.95 120 145 145 1.30

10-year - 2-year 076 122 135 1.64 1.39  1.14 0588045 125 1.30 12588015

30-year - 3-month 1.54 188 2.09 233 207 184 1.80 2.00 225 240 230 2.05
Spreads (Canada - U.S.)

3-month 090 098 096 0.84 084 090 090 0.85 0.70 040 0.10 0.15

2-year 0.75 0.88 087 0.78 068 068 0.55 0.40 020 -0.05 -0.10 -0.15

5-year 0.56 044 050 0.25 -0.00 -0.07 -0.15 -0.15 -0.15 -0.15 -0.15 -0.20

10-year -0.09 -0.04 -0.08 -0.23 -0.27 -0.28 -0.35 -0.40 -0.40 -0.40 -0.40 -0.40

30-year -0.60 -0.60 -0.62 -0.70 -0.60 -0.56 -0.55 -0.60 -0.55 -0.55 -0.55 -0.55

f: forecasts
Sources: Datastream and Desjardins, Economic Studies
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' Laurentian Bank Securities - Economic Reseasrch

-‘.’- Forecast Tables

September 5, 2014
Canada
q/q saar (unless otherwise indicated) Annual Average Q4/Q4
2014Q1 2014Q2/2014Q3 2014Q4 2015Q1 2015Q2 2015Q3 2015Q4 2013 2014 2015 2016 2013 2014 2015
Real GDP 09 34|27 24 24 24 25 28 20 24 25 271 27 24 25
Consumption 1.7 41 18 21 21 21 24 3 24 26 22 2.2 26 24 2.1
Business investment 30 10 [ 31 34 37 42 42 42 1.1 -02 35 37 02 02 4.1
Non-residental stuctures 07 06|25 25 30 35 40 40 22 0.3 3.0 3.3 0.5 1.2 3.6
Machinery and equipment 66 15| 40 40 45 50 45 45 02 09 43 42 1207 46
Residential construction 56 M9 -30 -20 -05 00 00 00 03 03 02 00 00 01 -01
Government spending 08 07115 13 08 08 08 08 0.3 0.0 1.0 1.1 05 05 0.8
Exports 07 78| 49 40 40 43 49 49 22 5.0 51 53 37 64 45
Imports 8 M| 24 22 24 29 21 94 14 1.3 29 3.1 1.8 23 24
Infiation
Total CPI (yly %) 14 22121 23 19 15 17 20 0.9 20 1.8 2.0 0.9 23 2.0
Core CPI (yly %) 13 17117 19 18 16 18 19 1.2 1.6 1.8 20 1.2 1.9 19
Unemployment rate (%) * 70 70170 71 70 69 68 67 71 7.0 6.8 6.5 - - -
Employment 04 03]05 10 12 12 12 12 1.3 0.6 1.0 13 0.9 0.5 1.2
Housing starts (in 000s) * 175197 | 190 180 180 180 175 175 188 185 178 178 - - -
Corporate profis (yly %) 130 233 (151 157 72 53 41 34 19 185 50 34 94 157 34
Nominal GDP 68 39 ] 30 43 43 43 44 48 34 44 41 4.6 38 45 44
“Average rate for the period.

Updated: September 2014

- - - L} L] - L] . 1< [ = -
Historical Data
2009 2010 2011 2012 2013Q1 1302 1303 1304 2014Q1 14Q2 | 14Q3 14Q4 [2015Q1 15Q2 15Q3 15Q4
Canada
Overnight Rate 043 059 100 100 100 100 1.00 1.00 100 100 (| 1.00 100 | 100 1.00 1.00 150
3-Month Treasury Bills 033 05 091 094 0896 100 097 091 085 094 ) 100 100 | 100 100 100 150
2-Year Bond 123 154 136 142 | 100 122 149 143 101 110 [ 110 145 125 140 170 200
5-Year Bond 234 248 205 139 130 180 186 195 171 153 | 160 200 | 210 220 245 250
10-Year Bond 323 324 278 188 | 188 244 254 277 246 224 | 210 225 | 240 285 290 325
30-Year Bond 385 377 329 245 250 290 307 324 297 278 | 265 280 | 300 320 350 375
United States
Federal Funds Rate 0125 01425 0425 0125 0125 0425 0425 0425 0125 04125 0125 0425 0125 0425 0500 1.250
3-Month T reasury Bills 015 014 005 009 007 004 001 007 005 004|010 010 015 025 050 125
2-Year Bond 096 070 045 028 025 036 032 039 044 047 | 055 070 | 100 125 155 200
5-Year Bond 219 183 152 076 077 141 142 175 173 162 [ 175 180 | 190 215 250 280
10-Year Bond 326 322 278 180 @ 187 252 251 304 273 253 | 245 260 | 280 310 335 370
30-Year Bond 408 425 391 292 310 368 369 306 356 334 | 320 330 | 340 360 380 410
Canadian Dollar (USSIC$) 0.88 097 102 100 098 095 097 094 0905 0937| 090 088 | 088 089 090 092

Quarter-end data and annual av erages
* Updated: September 2014



MONTHLY ECONOMIC MONITOR

‘Annual % change)*

Gross domestic product (2007 $)
Consumption

Residential construction
Business investment
Government expenditures
Exports

Imports

Change in inventories (millions $)
Domestic demand

Real disposable income
Employment

Unemployment rate

Inflation

Before-tax profits

Federal balance (Public Acc., bil. 3)
Current account (bil. $)

* or as noted

2011

25
53
1.6
1.1

(0.6)
4.7
5.7

7,440
24

24
15
7.4
2.9
1.3
(26.3)
(48.5)

Canada

2012

1.7
1.9
6.1
6.2
1.0
1.5
3.1
6,831
23

25
12
7.3
15
(4.9)
(18.9)
(62.2)

2013

2.0
24
(0.3)
1.3
0.3
22
11
11,927
1.4

2.4
13
7.1
0.9
(1.7)
(17.0)
(60.3)

Economic Forecast

2014

23
26
0.9
0.0

(0.2)
5.3
15

8,107
13

1.8
07
7.0
20
10.9
(4.5)
(44.6)

Financial Forecast**

Current

9/19/14 Q42014 Q12015 Q22015 Q3 2015

2015

25
23
12
4.1
0.2
6.7
35
2,362
1.7

2.3
1:2
6.7
2.0
7.7
5.0
(29.5)

Q4/Q4

2013 2014
27 2.3
26 24
00) 16
02 16
(05 03
27 73
15 30

16,770 5,256
12 15
2.0 §.7
0.9 0.7
7.0 6.9
0.9 25
43 133
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2015

25
22
0.4
43
0.0
59
3.1
2,531
1.6

24
1.3
6.5
24
6.5

Overnight rate
Prime rate
3 month T-Bills
Treasury yield curve
2-Year
5-Year
10-Year
30-Year

CAD per USD
Oil price (WTI), U.S.$

1.00
3.00
0.02

1.17
1.71
2.25
2.76

1.09
92

1.00
3.00
0.96

1.22
1.86
2.37
2.86

1.09
94

1.00
3.00
1.03

1.33
2.02
2.52
2.98

1.10
96

1.25
3.25
1.47

217
2.47
295
3.35

1.12
97

1.75
3.75
1.90

2.34
2.64
3.07
3.44

1.13
98

1.00
3.00
0.96

1.22
1.86
2.37
2.86

1.09
94

2.00
4.00
1.96

2.45
2.87
3.30
3.64

1.13
98

National Bank Financial

** end of period
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Financial market forecast detail

Interest rates—North America

%, end of period

Actual Forecast Actual Forecast

13Q1 13Q2 13Q3 13Q4 14Q1 14Q2 14Q3 14Q4 1501 15Q2 15Q3 15Q4 2012 2013 2014 2015
Canada :
Overnight 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.25 1.50 1.75 1.00 1.00 SROOESSIE7S
Three-month 0.98 1.02 0.98 091 090 094 1.10 1.10 1.10 1.35 1.60 1.85 1.05 0.91 1.10 1.85
Two-year 1.00 1.22 1.19 1.13 1.07 1.10 1.15 1.40 1.75 2.00 2.30 2.50 1.05 1.13  1.40 2.50
Five-year 1.30 1.80 1.86 1.95 171 153 1.70 2.15 2.35 2.50 2.75 3.00 1.30 1.95 B 255 E3300,
10-year 1.88 2.44 255 2.77 2.46 2.24 2.25 2.60 2.80 3.00 3.25 3.55 1.75 2.77 260 E_T5Y
30-year 2.50 2.90 3.07 3.24 296 2.78 2.80 3.10 3.25 3.40 3.60 3.85 2.40 3.24 3.10 3.85
Yield curve (10s-2s) 1) 122 136 164 139 114 110 120 105 100 95 105 70 164 120 105
United States
Fed funds 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.75 1.00 0.25 0.25 0.25 1.00
Three-month 0.07 0.04 0.02 0.07 0.05 0.04 0.05 0.05 0.25 0.65 090 1.30 0.09 0.07 0.05 1.30
Two-year 0.25 0.36 0.33 0.38 0.45 0.47 0.60 0.95 1.45 1.75 2.20 2.50 0.25 0.38 0.95 2.50
Five-year 077 141 139 1.75 1.74 162 1.85 2.30 2.65 2.90 3.20 3.45 0.70 1.75 2.30 3.45
10-year 1.87 2,52 2.64 3.04 273 2,53 2.60 3.00 3.25 3.50 3.75 4.00 1.70 3.04 3.00 4.00
30-year 3.10 3.52 3.69 396 3.55 3.34 3.35 3.80 3.95 4.15 4.35 4.55 2.90 3.96 3.80 4.55
Yield curve (10s-2s) 162 216 231 266 228 206 200 205 180 175 155 150 145 266 205 150
Yield spreads
Three-month T-bills 0.91 098 096 0.84 0.85 09 1.05 1.05 0.85 0.70 0.70 0.55 0.96 0.84 1.05 0.55
Two-year 0.75 0.86 0.86 0.75 0.62 0.63 055 0.45 0.30 0.25 0.10 0.00 0.80 0.75 0.45 0.00
Five-year 0.53 0.39 0.47 0.20 -0.03 -0.09 -0.15 -0.15 -0.30 -0.40 -0.45 -0.45 0.60 0.20 -0.15 -0.45
10-year 0.01 -0.08 -0.09 -0.27 -0.27 -0.29 -0.35 -0.40 -0.45 -0.50 -0.50 -0.45 0.05 -0.27 -0.40 -0.45
30-year -0.60 -0.62 -0.62 -0.72 -0.59 -0.56 -0.55 -0.70 -0.70 -0.75 -0.75 -0.70 -0.50 -0.72 -0.70 -0.70
Interest rates—International
%, end of period

Actual Forecast Actual Forecast

13Q1 13Q2 13Q3 13Q4 14Q1 14Q2 14Q3 14Q4 15Q1 15Q2 1503 15Q4 2012 2013 2014 2015
United Kingdom
Repo 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.75 0.75 1.00 1.00 0.50 0.50 0.50 1.00
Two-year 0.21 0.41 0.30 0.57 0.71 0.87 090 1.20 1.60 1.90 2.20 2.40 0.20 0.57  1.20 2.40
10-year 1.78 2.46 2.50 3.04 2.73 2.68 2.65 3.10 3.40 3.60 3.80 4.10 1.70 3.04 3.10 4.10
Euro Area
Refinancing rate 0.75 0.50 0.50 0.25 0.25 0.15 0.05 0.05 0.05 0.05 0.05 0.05 0.75 0.25 0.05 0.05
Two-year -0.02 0.20 0.15 0.24 0.17 0.03 0.00 0.00 0.10 0.10 0.10 0.10 0.00 0.24 0.00 0.10
10-year 1.29 1.73 1.70 2.11 1.57 1.25 QR0 R0 t7s =00 005 1.50 2.1 123050 20725
Australia
Cash target rate 3.00 2.75 2,50 2.50 2,50 250 250 2.50 250 250 2.50 2.75 3.00 2.50 EZ-h0EN7y
Two-year swap 2.83 2.58 2.45 2.68 2.78 2.80 2.70 2.85 3.00 3.25 3.50 3.75 2.75 2.68 | 2.85 13.75
10-year swap 3.42 3.76 3.81 4.23 4.08 4.00 3.60 3.90 4.05 430 4.55 4.80 3.00 4.23  3.90 4.80
New Zealand
Cash target rate 2.50 2.50 2.50 2.50 2.75 3.25 3.50 3.50 3.75 4.00 4.00 4.00 250 2.50 3.50 4.00
Two-year 2.85 2.85 3.42 3.81 4.01 3.90 4.20 4.30 450 4.60 4.60 4.70 2.60 3.81 430 4.70
10-year 3.96 4.16 4.86 5.23 4.62 5.00 5.20 5.40 5.70 5.90 6.00 6.20 3.80 5.23  5.40 6.20
N\e )

RBC
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- Global Economics

Global Forecast Update

' Quarterly Forecasts 2013 2014 2015
Canada Q3 Q4 Q1 Q2 Q3f Q4f Q1f Q2f Q3f Q4f |

| Real GDP (a/g, ann. % change) 3.0 2.7 0.9 3.1 3.0 2.4 2.4 2.4 2.5 25|}
| Real GDP (yly, % change) 2.2 2.7 2.1 25 24 23 2.7 25 24 2.4
| Consumer Prices (yly, % change) 1.1 0.9 1.4 2.2 2.1 2.2 2.0 1.9 2.4 2.2 L
Core CPI (yly % change) 1.3 1.2 153 1.7 1.9 2.0 2.0 2.0 2.0 20|}

| United States ‘
| Real GDP (a/g, ann. % change) 4.5 3.5 -2.1 4.6 2.8 3.0 3.1 3.2 3.3 3.3 t
Real GDP (y/y, % change) 2.3 3.1 1.9 26 22 2.0 34 3.1 3.2 3.3|
Consumer Prices (yly, % change) 1.5 1.2 1.4 2.1 1.9 2.1 2.1 2.0 2.3 2.3 ‘
Core CPI (y/y % change) 1.7 1.7 1.6 1.9 1.8 1.9 2.0 2.0 2.2 2.2||
Financial Markets

| Central Bank Rates
a Americas (%, end of period) ;
Bank of Canada 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.25] |
| U.S. Federal Reserve 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.75 1.00{ |
| Bank of Mexico 3.75 3.50 3.50 3.00 3.00 3.00 3.00 3.25 3.75 4.00(
Central Bank of Brazil 9.00 10.00 10.75 11.00 11.00 11.00 11.25 1125  11.50 11.50
| Bank of the Republic of Colombia 3.25 3.25 3.25 4.00 4.50 4.75 4.75 5.00 5.00 5.00| |
| Central Reserve Bank of Peru 4.25 4.00 4.00 4.00 3.50 3.50 3.50 3.50 3.50 3.50( |
| Central Bank of Chile 5.00 4.50 4.00 4.00 3.25 3.00 3.00 3.25 3.25 3.25 i
i i
Europe
| European Central Bank 0.50 0.25 0.25 0.15 0.05 0.05 0.05 0.05 0.05 0.05( |
Bank of England 0.50 0.50 0.50 0.50 0.50 0.50 0.75 1.00 1.25 1.50
} Swiss National Bank 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00f |
E Asia/Oceania
Reserve Bank of Australia 2.50 2.50 2.50 2.50 2.50 2.50 2.50 2.75 3.00 3.25| |
| People's Bank of China 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00( |
Reserve Bank of India 7.50 7.75 8.00 8.00 8.00 8.00 7.75 7.50 7.50 7.50( |
Bank of Korea 2.50 2.50 2.50 2.50 2.25 2.25 2.25 2.50 2.75 3.00(
| Bank Indonesia 7.25 7.50 7.50 7.50 7.50 7.50 7.50 7.50 7.50 7.50( |
. Bank of Thailand 2.50 2.25 2.00 2.00 2.00 2.00 2.00 2.00 2.25 2.50
% Canada §
3-month T-bill 0.98 0.92 0.89 0.95 0.92 1.00 1.00 1.05 1.20 1.55] |
| 2-year Canada 1.19 1.14 1.07 1.11 1.12 1.25 1.50 1.80 2.00 2.20( |
E 5-year Canada 1.86 1.94 1.71 1563 1.63 1.80 2.10 2.45 2.75 2.85| |
| 10-year Canada 2.54 2.76 2.46 2.24 2.15 2.50 2.70 3.10 3.25 3.40( /|
| 30-year Canada 3.07 3.23 2.96 2.78 2.67 2.85 3.00 3.45 3.55 3.65
{ United States f
3-month T-bill 0.01 0.07 0.03 0.02 0.02 0.15 0.25 0.70 0.90 1.20
| 2-year Treasury 0.32 0.38 0.42 0.46 0.57 0.95 1.50 1.90 2.20 2.40( 1
| 5-year Treasury 1.39 1.74 1.72 1.63 1.76 2.05 2.35 2.80 3.10 3.20|
| 10-year Treasury 2.61 3.03 272 2.53 2.49 2.90 3.15 3.60 3.75 3.90( |
| 30-year Treasury 3.69 3.97 3.56 3.36 3.20 3.35 3.50 4.05 4.15 4.20
| Canada-U.S. Spreads
3-month T-bill 0.98 0.85 0.86 0.93 0.90 0.85 0.75 0.35 0.30 0.35
| 2-year 0.87 0.76 0.65 0.65 0.56 0.30 0.00 -0.10 -0.20 -0.20] |
| 5-year 0.47 0.20 -0.01 -0.10 -0.13 -0.25 -0.25 -0.35 -0.35 -0.35( |
| 10-year -0.07 -0.27 -0.26 -0.29 -0.34 -0.40 -0.45 -0.50 -0.50 -0.50 |
| 30-year -0.62 -0.74 -0.59 -0.58 -0.53 -0.50 -0.50 -0.60 -0.60 -0.55] |
5 i
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TD Economics | www.td.com/economics

2014 2015 2016
Q1 Q2 Q3F Q4F | QIF Q2F Q3F Q4F | QIF Q2F Q3F Q4aF
CANADA
Overnight Target Rate 100 100 100 100 100 100 150 150 | 150 175 200 2.00
3-mth T-Bill Rate 090 094 095 095|095 105 140 140 | 155 185 195 205
2-yr Govt. Bond Yield 1.07 110 115 130 | 150 1.70 195 205 | 220 245 265 285
5-yr Govt. Bond Yield 171 153 170 190 | 210 235 260 275|295 310 3.15 325
10-yr Govt. Bond Yield 246 224 225 240 | 265 285 305 325|340 355 365 375
30-yr Govt. Bond Yield 296 278 275 285 | 305 325 345 360 | 3.75 385 390 4.00
10-yr-2-yr Govt Spread 139 114 110 110 | 115 115 110 120 | 120 110 1.00 0.90
u.s.
Fed Funds Target Rate 025 025 025 025|025 025 050 075|100 125 150 1.75
3-mth T-Bill Rate 005 004 005 010|020 025 030 055|080 1.00 125 150
2-yr Govt. Bond Yield 044 047 055 080 | 105 135 140 160 | 185 205 220 235
5-yr Govt. Bond Yield 1.73 162 185 205|225 250 255 270 | 28 300 305 3.15
10-yr Govt. Bond Yield 273 253 260 270 | 290 310 315 325|335 345 355 365
30-yr Govt. Bond Yield 356 334 330 335|345 360 360 360|370 3.80 390 4.00
10-yr-2-yr Govt Spread 229 206 205 190 |18 175 175 165 | 150 1.40 135 1.30
CANADA - U.S SPREADS
Can - U.S. T-Bill Spread 085 090 09 085|075 08 110 085|075 085 070 055
Can - U.S. 10-Year Bond Spread [ -0.27 -0.29 -0.35 -030 [-025 -025 -010 000 | 0.05 010 010 0.10

F: Forecast by TD Bank Group as at September 2014

. All forecasts are end-of-period. Source; Bloomberg, Bank of Canada, Federal Reserve.

2016

Currency Exchange rate 2018

Q1 Q2 Q3F Q4F | Q1F Q2F Q3F Q4F | QIF Q2F Q3F Q4F
Exchange rate to U.S. dollar
Japanese yen JPY per USD 103 101 108 108 109 109 110 111 112 112 107 107
Euro USD per EUR 138 137 129 129 | 128 126 124 122 | 122 122 124 124
U.K. pound USD per GBP 167 171 165 168 | 168 168 165 1.61 1.58 158 159 157
Exchange rate to Canadian dollar
U.S. dollar USD per CAD 091 094 090 089 | 087 088 090 09 | 090 090 088 088
Japanese yen JPY per CAD 934 950 972 961 | 948 959 990 999 |100.8 100.8 942 942
Euro CAD per EUR 152 146 143 145 | 147 143 138 136 | 136 136 1.41 1.41
U.K. pound CAD per GBP 184 183 184 188 | 194 191 184 178 | 176 176 1.81 1.78

F: Forecast by TD Bank Group as at September 2014. All forecasts are end-of-period. Source: Federal Reserve, Bloomberg, TDBG.

Price |52-Week|52-Week 2014F 2015F Annual Average
Sep-24 | High low | @1 Q2 Q3F Q4F [ QIF Q2F Q3F Q4F [ 2013 | 2014F | 2015F | 2016F

Crude Oil (WTI, $US/bbl) 94 108 92 104 95 97 92 91 90 92 90 94 97 9 90
Natural Gas ($US/MMBtu) 3.84 8.03 3.36 357 418 395 425|450 425 385 4.00 3.51 3.99 4.15 4.06
Gold ($US/troy oz.) 1307 1418 1189 | 1338 1247 1284 1235|1200 1225 1275 1300| 1579 1276 1250 1275
Silver (US$/troy oz.) 17.7 22.8 17.7 222 201 19.75 18.60|17.50 19.00 19.75 20.25| 28.3 20.2 19.1 20.0
Copper (cents/lb) 307 336 292 325 326 318 308 | 300 300 280 280 346 318 290 275
Nickel (US$/Ib) TTT 9.53 6.03 6.34 633 845 800|9.00 950 975 10.00| 7.36 7.28 9.56 10.44
Aluminum (Cents/Ib) 89 96 76 81 79 89 94 88 84 86 86 88 86 86 88
F: Forecast by TD Bank Group as at September 2014; All forecasts are period averages; Source: Bloomberg, USDA (Haver).

September 25, 2014 6
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FINANCIAL OUTLOOK
2014 2015 2016 2017 2018 Average Annual 4th Qtr/dth Qtr

us. a1 o2 asF] oaF| aiF[ o2F[ Q3F| @daF| QiF[ o2F] asF| a4F| oIF| QoF| o3F| odF| QiF] Q2F] GaF| GaF| 08 10 11 12 13 1aF  15F  16F 7| 08 10 11 13 14F _15F  16F  17F
Target for Fed Funds Rate 025 025 025 025 025 025 050 075 100 125 150 1.75| 200 225 2.50 275 300 325 325 825 025 025 025 025 025 025 044 1348 288| 025 025 025 025 025 075 175 275
3-mth T-Bill Rate (%) 005 004 005 010/ 020 025 030 055 080 100 125 150/ 170 200 220 245 270 280 295 285 045 016 004 008 005 006 033 114 200| 006 012 002 007 010 055 150 245
2-yr Govt. Bond Yield (%) 044 047 055 080 105 135 140 160[ 185 205 220 235 250 265 275 290 305 320 320 325 1.00 067 044 020 033 057 135 211 270| 144 061 025 038 080 160 235 290
5-yr Govt. Bond Yield (%) 173 162 185 205 226 250 255 270 285 300 305 315 325 835 345 350] 360 370 375 380[ 230 191 145 078 133 1.8 250 301 339| 260 201 083 175 205 270 3145 350
10-yr Govt. Bond Yield (%) 273 253 260 270| 290 310 3.45 325 335 345 355 365 370 380 390 400] 410 420 425 430 385 316 262 183 26 264 310 350 385| 385 330 1.89 304 270 326 3565 400
Canada

Overnight Target Rate (%) 100 100 100 100 1.00 100 150 150 150 175 200 200 250 250 300 300 300 300 500 300 031 069 1.00 100 1.00 100 125 181 275| 025 1.00 100 100 100 150 200 500
3-mth T-Bill Rate (%) 090 094 085 095 085 105 140 140 155 1.8 195 205 250 275 295 295 295 295 295 295 026 066 0.87 092 097 094 120 185 279| 019 097 082 091 095 140 205 295
2-yr Govt. Bond Yield (%) 107 110 115 130 1.50 170 195 205 220 245 265 285 290 305 325 325 325 825 325 825 125 154 131 141 114 116 180 254 311| 147 167 085 113 130 205 285 325
5-yr Govt. Bond Yield (%) 171 153 170 190 210 235 260 275 295 310 3145 325 335 340 345 350( 355 360 360 360[ 239 241 194 138 173 171 245 341 343| 277 241 127 195 180 275 325 350
10-yr Govt. Bond Yield (%) 246 224 225 240| 2.65 285 305 325| 340 355 0365 075| 380 3.90 400 4.05| 405 410 410 415 327 813 264 185 238 254 295 350 394| 361 341 194 277 240 325 375 405
USD per CAD 091 094 090 089 087 088 090 090 089 098 100 1.00 096 091 089 096 101 098 094 089 090

CAD per GBP 184 183 1.84 188 194 191 184 178 178 157 158 160 164 185 1.87 1.69 155 158 176 1.88 178

USD per GBP 167 171 165 1.68] 168 168 1.65 161 157 154 158 160 158 168 166 162 156 1.55  1.66  1.68 161

TD Bank September 25, 2014
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Table 24 T ] THS Gicbal Insight - Sept 2014 ] | [ ] ‘ [ ]
Interest Rales I | [ | [ | |
(Percent) I | I { t I | | | | I | |
14Q1 1402 1403 1404 | 1501 | 1502 | 15Q3 | 15Q4 | 1601 ‘ 1602 | 1603 | 1604 | 1701 | 1702 | 1703 | 1704 | 18Q1 | 1802 | 1803 | 1804 | 1901 | 1902 | 1903 | 1904 | 2001 | 2002 | 2003 | 2004 | 2101 | 2102 | 2103 | 2104 | 221 | 2202 | 2203 | 2204 | 2301 | 2302 | 2303 | 2004 | 2401 | 2402 2403 | 2404
Government of Canada | | | | | | ‘ | | { |
| | | t i | | |
Treasury Bills J\ | ' ‘
3 Months 088 093 085 067 | 100 | 100 | 1.08 | 140 | 217 | 250 | 307 | 354 | 412 | 451 | 450 | 450 | 450 | 450 | 450 | 450 | 450 | 475 | 475 | 475 | 475 | 475 | 475 | 475 | 450 | 450 | 450 | 4.50 | 450 | 450 | 450 | 450 | 450 | 450 | 450 | 450 | 450 | 450 | 450 | 450
& Months 091 085 1.00 102 [ 105 [ 1.05 | 144 | 146 | 222 | 264 | 312 | 350 417 | 457 | 455 | 455 | 455 | 455 | 455 | 4.55 | 455 | 480 | 480 | 480 | 480 | 4.80 | 480 | 4.80 | 4.55 | 4.55 | 455 | 455 | 455 | 455 | 455 | 455 | 455 | 455 | 455 | 455 | 455 | 455 | 455 | 455
| | |
Bonds I | i | | ‘ . [ |
| | | | | | | | | | | |
1-3 Years 102106 143 144 | 149 | 123 | 131 | 161 231 | 270 | 314 | 358 | 412 | 449 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 470 | 470 [ 470 | 470 | 470 | 470 | 470 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 447 | 447
| | | | | | I | | | | |
3.5 Years 138 141 143 146 | 158 | 166 | 1.75 | 200 | 258 | 291 | 328 | 266 | 413 | 443 | 442 | 442 | 442 | 442 | 442 | 442 | 442 | 460 | 460 | 450 | 460 | 460 | 460 i 460 | 442 | 442 | 442 | 442 | 442 I 442 | 442 | 442 | 442 | 442 | 442 | 442 | 442 | 442
1 | |
5 Years 163 158 161 1.66 | 1.82 | 1.94 203 | 225 | 276 | 305 | 337 | 371 | 414 ) | 489 | 439 | 430 | 439 | 439 | 439 | 430 | 453 | 453 | 453 | 453 | 453 | 453 | 453 | 439 | 439 | 439 | 439 | 439 | 439 | 439 | 439 | 439 | 439 430 | 439 | 439 | 439
- I ; I D AN N | | - | | =l ! | EX— i
510 Years 197 191 207 216 | 242 | 263 | 271 | 359 | 383 [ 415 | 431 | 431 | 431 | 431 | 431 | 431 | 431 | 4 438 | 488 | 438 | 438 | 4238 | 438 431 31 | 431 | 431 | 431 | 431 | 431 | 431 | 431 | 431 | 431 | 431
1 _| i | IS e R N
10 Years 2.42 207 | 326 | 334 | 342 | 357 | 368 | 379 | 3.95 | 417 423 | 423 | 423 | 423 | 423 | 4.23 | az3 423 | 423 | 423 | 423 | 423 | 423 | 423
[ I | I i e ____:‘:____
10+ Years 81 | 336 | 364 | 371 | 378 | 392 | 402 | 413 | 428 | 450 454 | 454 | 453 | 453 | 453 | 4.53 | 4.53 | 453 | 452 | 452 | 452 | 452 | 452 452 452 | 452
[ | | I I I
30 Years 312 | 346 | 373 | 380 | 387 | 401 | 411 | 422 | 436 | 458 | 462 | 461 | 461 | 461 | 460 | 460 | 460 | 460 460 | 460 | 450 | 453 | 450 | 450 | 450 | 4.50 | 459
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Implicit

Price

IDefiator-

|GDP at  |Consumer United Canada,

Market Price Canada - Exchange |States - 3 |Federal GDP Canada,

IPrices Index 3 Month Rate Month Bonds: Deflator  |Federal |Consumer Price
Descriptio (2007=1.0 (2002 = |Treasury |(Canada/ |Treasury |Long- 30 Year T-|(2009=100 Bonds: 10 |Index, Manitoba
n: 1) 100) Bill () u.s) Bill () Term () |Bill Rate () ) Years () (2002=1.0)
2014.01 1.13 1.24 0.88 1.10 0.05 2.95 3.68 107.69 242 1.24
2014.02 1.13 1.26 0.93 1.09 0.03 2.84 3.44 108.22 2.29 1.26
2014.03 1.23 1.26 0.94 1.09 0.03 2.61 3.21 109.04 2.05 1.26
2014.04 1.14 1.26 0.94 1.11 0.03 2.57 3.11 109.61 2.00 1.27
2015.01 1.14 1.27 0.96 1.11 0.08 3.11 3.22 110.16 2.66 1.27
2015.02 1.15 127 1.00 1.11 0.08 3.1 3.17 110.72 2.67 1.28
2015.03 115 1.28 1.13 1.11 0.15 3.28 307 111.26 2.88 1.29
2015.04 1.16 1.29 1.21 1.11 0.28 3.41 3.24 111.83 3.05 1.29
2016.01 T 4T 1.29 1.25 1.11 0.35 3.53 3.30 112.41 3.21 1.30
2016.02 147 1.30 1.42 1.11 0.50 3.65 3.32 112.98 3.38 1.31
2016.03 1.18 1.31 1.67 1.11 0.75 376] 344 11356 3.54 1.31
2016.04 1.18 1.3 1.92 1.10 1.07 3.92 3.57 114.13 3.69 1.32
2017.01 1.19 1.32 217 1.10 1.52 4.06 3.81 114.68 3.84 1.33
2017.02 1.20 1.33 2.42 1.10 1.99 420 406 115.23 3.98 1.33
2017.03 1.20 1.33 2.67 1.10 2.30 4.34 4.24 115.78 4.11 1.34
2017.04 1.21 1.34 2.92 1.10 2.55 4.46 4.37 116.35 4.24 1.35
2018.01 1.22 1.35 347 1.10 2.80 4.58 4.49 116.92 4.35 1.35
2018.02 1.22 1.35 3.42 1.10 3.15 4.69 4.65 117.51 447 1.36
2018.03 | 1.23 1.36 3.63 1.10 3.40 4.80 477| 11811 458 1.37
2018.04 1.24 1.37 3.71 1.10 3.68  4.98 4.90] 11872 475 137
2019.01 1.24 1.38 3.71 1.10 3.91 4.98 5.02 119.31 4.75
2019.02 1.25 1.38 3.71 1.10 4.02 4.98 5.13 119.88 4.75 -
2019.03 | 1.25 1.39 3.71 1.10 4.02 4.98 5.13 120.45 4.75
2019.04 1.26 1.40 3.7 1.10 4.02 4.98 5.13 121.00 4.75
2020.01 1.27 1.40 3.71 1.10 4.02 4.98 5.13 121.55 4.75
2020.02 1.27 1.41 3.71 1.10 4.02 4.98 5.13 122.09 4.75
2020.03 | 1.28 1.42] 3.71 1.10 4,02 4.98 513 122.63 475
2020.04 1.29 1.43 3.71 1.10 4.02 4.98 5.13|  123.18 4,75
2021.01 1.29 1.43 3.71 1.10 4.02 4.98 5.13 123.73 4.75
2021.02 1.30 1.44 3.71 1.10 4.02 4.98 5.13 124.27 4,75
2021.03 1.31 1.45 3.71 1.10 4.02 4.98 5.13 124.81 4,75
2021.04 | 1.31 1.45 3.71 1:10 4.02 4.98 5.13 125.35 4.75
2022.01 1.32 1.46 3.71 1.10 4.02 4.98 5.13 125.89 4.75
2022.02 | 1.33 1.47 3.71 110 4.02 4.98 5.13 126.44 4,76
2022.03 | 1.33 1.48 3.71 1.10 4.02 4.98 5.13 127.01 4,75
2022.04 1.34 1.48 3.71 1.10 4.02 4.98 5.13 127.58 4.75
2023.01 1.35 1.49 3.71 1.10 4.02 4.98 5.13 128.03 4,75
2023.02 | 1.35 1.50 3.71 1.10 4.02 4.98 513 128.56 4,75
2023.03 | 1.36 1.51 3.71 1.10 4.02 4.98 5.13 129.12 4.75
2023.04 1.37 1.52 3.71 1.10 4.02 4.98 5.13 129.70 4.75
202401 138 152 3.71 110 402) 498 513 13028/ 475 B
2024.02 1.38] 153 3.71 1.10 4.02| 4,98 513 130.87 a7
2024.03 1.39 1.54 3.71 1.10 4,02 4.98 513 131.46 475
2024.04 1.40 1.55 1.10 4,02 4.98 513 132.04 4.75
202501 | 1.40 1.55 110, 402 498  513] 13264 475 -
2025.02 | 1.41 1.56) 1.10 402 498 513 13323 475
2025.03 157, 110 4.02
2025.04 1.58 1.10 4,02
2026.01 1.59 110  4.02
2026.02 1.59 140, 402
2026.03 1.60 1.10 4.02
2026.04 | 145 161 110 402
2027.01 146 1.62] . 110] 402
2027.02 147 163 1.10| 402
2027.03 | 1.48 1.64 1.10 4.02)
2027.04 | 148 1.64 1.10 4.02
2028.01 | 1.49 1.65 1.10]  4.02
2028.02 | 1.50 1.66 1.10]  4.02]
202803 | 151 167 110/ 402
2028.04 1.62 1.68 4.02
2029.01 152 1.69 ) 4.02
2029.02 | 153 1.69 1.10] 4.02
2029.03 | 154 170 1.10 402
2029.04 1.55 1.71 110 4.02
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(Dollars are in millions)
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Actual IFF14 Forecast
2013/14 | 2014/15 | 2015/16 | 2016/17 | 2023/24
PROJECTED RATE INCREASES
- ELECTRIC 3.50%" | 2.75%* | 3.95%° | 3.95%° | 3.95%
- GAS (non-commodity) 1.07% - - - 1.75%
NET INCOME
- ELECTRIC $146 $ 102 $115 $ 59 ($124)
- GAS 20 7 4 0 4
- SUBSIDIARIES 8 6 6 7 11
CAPITAL EXPENDITURES
- ELECTRIC $1348 | $2023 | $2491 | $3073 $ 681
- GAS 35 48 65 51 43
DEBT/EQUITY RATIO 76:24 77:23 81:19 83:17 89:11
INTEREST COVERAGE RATIO 1.28 1.17 1.17 1.07 0.92
CAPITAL COVERAGE RATIO 135 | 099 | 105 | 096 | 1.24
(excl. major new generation & transmission)
RETAINED EARNINGS $2716 | $2831 | $2901 | $2968 | $2 226

' The 3.5% rate increase was implemented effective May 1, 2013. In accordance with PUB Order 43/13,
1.5% of the rate increase will be accrued to a deferral account to be utilized to mitigate the anticipated rate

impact when Bipole Ill is placed in-service.

% The interim 2.75% rate increase was implemented effective May 1, 2014. In accordance with PUB Order
49/14, 0.75% of the rate increase will be accrued to a deferral account to be utilized to mitigate the

anticipated rate impact when Bipole Il is placed in-service.

®The proposed 3.95% rate increases would be effective April 1, 2015 and April 1, 2016.
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EXECUTIVE SUMMARY

The Consolidated Integrated Financial Forecast (IFF14) projects Manitoba Hydro’s
financial results and financial position for the 20-year period from 2014/15 to 2033/34.
Segmented forecasts are also provided for the electricity (MH14), natural gas (CGM14),
and corporate subsidiaries (CS14).

The key changes to the financial outlook in IFF14 are as follows:

e Lower general consumers revenue ($3.3 billion) due mainly to increased demand
side management savings, a lower approved rate increase for 2014/15 and lower
projected indicative rate increases from 2031/32 to 2033/34.

e Lower projected net extraprovincial revenues ($2.0 billion) due mainly to the
suspension of Conawapa, as well as lower projected export prices, partially offset
by increased energy available for export as a result of increased demand side
management (DSM) energy and capacity savings;

e Lower projected capital expenditure forecast ($7.5 billion) mainly due to the
suspension of Conawapa ($10.1 billion) and the deferral of Pointe du Bois
Powerhouse Rebuild ($1.5 billion). This decrease is partially offset by higher
projected capital costs for sustaining capital ($1.9 billion), Bipole Ill ($1.3 billion),
DSM ($0.9 billion), and Keeyask ($0.3 billion).

e Lower finance expense ($2.6 billion) and depreciation expense (down $0.2 billion)
that result from lower projected interest rates, reductions in depreciation rates as
recommended in the updated depreciation study, and the suspension of
Conawapa. These decreases are partially offset by the higher projected capital
costs for sustaining capital, Bipole Ill, DSM, and Keeyask.

In the near term to 2017/18, net income is higher compared to IFF13, largely due to
favourable water flow conditions and lower finance and depreciation expenses.
However, there are lower net earnings projected in the remaining years of IFF14 due to
the key changes noted above. The projected net losses between 2018/19 to 2025/26
largely reflect the significant increase in carrying costs associated with Bipole llI,
sustaining capital expenditures and Keeyask which will essentially double the net plant of
the Corporation. After that period, the higher export revenues associated with Keeyask
and cumulative domestic rate increases return the Corporation to profitability.

For IFF14 forecast purposes, it is assumed that Conawapa has been suspended and
replaced with a gas turbine required in 2037/38 to meet firm capacity requirements.
While the majority of the planning and licensing activities on Conawapa have been
suspended, Manitoba Hydro continues to pursue dependable firm export sales based on
the earliest possible in-service date of Conawapa in 2029/30 and will re-evaluate the
business case (currently anticipated by the Fall of 2016).
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Manitoba Hydro continues to project minimum indicative rate increases of 3.95% per
year in IFF14 to 2030/31 and then 2.00% thereafter to 2033/34. In order to maintain the
3.95% rate increases in the near to medium term, Manitoba Hydro continues to pursue
further cost containment initiatives and the deferral or cancellation of a number of capital
projects. Should a severe drought occur during the first 10-year period, net income and
the equity ratio would be further challenged and higher rate increases would be
necessary.

Consistent with IFF13, the equity ratio is projected to deteriorate from the current 24%
level to 11% equity by 2022/23 before gradually beginning to recover to reach the 25%
equity target by 2033/34. There is no change in attaining the 25% equity target
compared to IFF13.

The other key financial targets — interest coverage and capital coverage — are also below
target for several years but recover to the target range within the later years of the 20
year forecast.

The major factors contributing to the need for the 3.95% rate increases are the
expenditures that are necessary to meet the growing electricity requirements of the
Province and the requirement to replace distribution, transmission and substation assets
that were installed up to 60 years ago. The aging infrastructure issue is facing all utilities
in North America and is resulting in considerably higher rate increases than are being
projected in Manitoba. For this reason, even with the rate increases being projected in
IFF14, it is expected that Manitoba’s domestic electricity customers will continue to have
rates that are affordable and competitive with other utilities in North America.

The following is a summary of projected net income and key financial ratios over the 20-
year period to 2033/34:



Years
Ending
March 31

2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034

Electric
Rate

Increases NetIncome Earnings

3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
3.95%
2.00%
2.00%
2.00%

$115
126
67

Retained

(Millions)

$2,831
2,901

2,968
3,043
2,968
2,866
2,702
2,510
2,336
2,226
2,188
2179
2,276
2,444
2,724
3,139
3,690
4,352
5,093
5,935

Debt/
Equity

77:23
81:19
83:17
84:16
85:15
86:14
87:13
88:12
89:11
89:11
89:11
89:11
88:12
87:13
86:14
84:16
82:18
79:21
76:24
73:27

Interest

Coverage Coverage

1.17
1.17
1.07
1.07
0.94
0.92
0.88
0.86
0.87
0.92
0.97
0.99
1.07
1.12
1.20
1.30
1.41
1.52
1.60
1.70
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Capital

0.99
1.05
0.96
1.13
0.94
0.86
0.87
0.98
1.1
1.24
1.27
1.31
1.47
1.57
1.68
1.91
1.99
2.14
2.22
2.34
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1.0 INTRODUCTION

The Consolidated Integrated Financial Forecast (IFF14) provides projections of Manitoba
Hydro’s financial results and financial position for the 20-year period from 2014/15 to
2033/34. Its purpose is to project the Corporation’s long-term financial direction. The
detailed forecasts in the first two years of the IFF are used for monthly reporting and
variance analysis. The IFF serves as the primary forecast to determine the need for rate
increases that are necessary for the Corporation to maintain a reasonable financial
position and progress towards attaining and maintaining its financial targets.

The forecast is the culmination of an extensive integrated planning cycle at Manitoba
Hydro. It is based on the best available information at the time it is prepared and
includes forward looking information that incorporates expectations, estimates and
assumptions concerning the future which are subject to change. Key inputs to the
Integrated Financial Forecast include:

Economic Outlook

Energy Price Outlook

Electricity Export Price Forecast

Power Smart Plan

Electric Load Forecast

Natural Gas Volume Forecast

Domestic Revenue Forecast

Power Resource Plan

Generation Costs and Interchange Revenue Forecast
Capital Expenditure Forecast

Operating, Maintenance & Administrative Expense Forecast

This forecast supersedes the 2013 Integrated Financial Forecast (IFF13) which was
finalized in February of 2014.
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2.0 RATES and ECONOMIC VARIABLES
2.1 Electricity Rates

In accordance with Manitoba Public Utilities Board (PUB) Order 49/14, IFF14 includes
an interim 2.00% rate increase effective May 1, 2014 for revenues directed to General
Consumers Revenue with a further 0.75% for revenues directed to the Bipole Il
Deferral Account. The Bipole Il Deferral Account was established in PUB Order 43/13
to be utilized to mitigate the anticipated rate impact when Bipole Il is placed in-service.
IFF14 assumes that the revenues accumulated in the Bipole Il Deferral Account will be
drawn down over a 3-year period following the Bipole Il in-service (July 2018) and that
cumulative rate increases applied to the Bipole Il Deferral Account will revert to
general consumers revenue thereafter.

IFF14 proposes additional rate increases of 3.95% effective April 1 in each of 2015 and
2016. The April 1, 2015 rate increase will be requested on an interim basis to be
finalized by the PUB in the 2015 General Rate Application. Indicative additional
average annual electric rate increases of 3.95% are projected each April from 2017/18
through 2030/31 and then 2.00% from 2031/32 to 2033/34.

The rate increases proposed for 2015/16 and 2016/17 have been approved by the
Manitoba Hydro-Electric Board (MHEB) for submission to the PUB. Proposed rate
increases subsequent to 2017/18 may be changed in future forecasts and are
presented for illustrative purposes only. Each year’s revision to the Integrated Financial
Forecast is based on the current year's assumptions including energy supply and
demand, projected interest, escalation and exchange rates, projected prices for
exported energy, operating and capital forecasts and other factors. Changes in any of
these assumptions will have an impact on the projected future results. Actual rate
applications made in future years will depend upon the circumstances and outlook at
that time and will be subject to the review and approval of the MHEB.

2.2 Gas Rates

Manitoba Hydro does not propose any non-gas rate changes for 2014/15 through
2016/17. Thereafter, IFF14 assumes non-gas rate increases as required to generate
Centra Gas net income of approximately $3 million each year. Gas general rate
applications are also subject to review and approval by the MHEB prior to filing with the
PUB.

2.3 Economic Variables

The economic assumptions used in the forecast are based upon Manitoba Hydro’s
Economic Outlook, with certain key variables updated as of October 2014 to reflect
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current economic conditions at that time. Projected rates for key economic indicators
are listed below with the 2013 projected rates in brackets.

MH CDN US-CDN
Manitoba New I\l}/(lal-v'vCLEr’:l Exchange
Consumer Short Term 9 Rate
Price Term (C$/USH)
Index Debt Rate Debt*Rate
1.8% 0.95% 3.50% 1.10
2014/15 (2.0%) (1.15%) (4.05%) (1.03)
1.9% 1.30% 4.10% 1.12
201516 (2.0%) (2.10%) (4.35%) (1.01)
2.0% 2.40% 4.50% 1.12
2016/17 (2.0%) (3.10%) (4.60%) (1.01)
2.0% 3.10% 4.80% 1.12
2017118 (2.0%) (3.70%) (5.40%) (1.03)
2.1% 3.90% 5.20% 1.10
2023/24 (2.0%) (3.90%) (5.75%) (1.03)

* Excludes the 1% Provincial guarantee fee.

The forecasts of US-CDN exchange rates and interest rates have been decreased
since the fall 2013 forecasts. The major factors influencing the drop in the forecast of
US-CDN exchange rates is due to lower oil price projections and differing expectations
with respect to Canadian and US monetary policy and growth. With the actual interest
rates for the first three quarters of 2014 resulting in materially 