AMaE%ODa Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-1a-c

REFERENCE:

Tab 4

PREAMBLE TO IR (IF ANY):
QUESTION:

a) Please extend Figures 4.9, 4.10, 4.17, 4.18, 4.19, 4.20 to 20 year horizon instead of 10
years. Also please provide Figure 4.16 out to 20 years, if available.

b) At page 19, line 20-21, Manitoba Hydro indicates that “The impact of varying interest
rates is +/- $170 million or 2% of the budget in-service cost” for Keeyask. Please confirm
this relates to interest rate changes occurring during construction affecting capital costs
via capitalized Interest During Construction. If not confirmed, please provide a full
explanation.

c) Re: Figure 4.14, Please indicate what other factors in Keeyask’s costs (if any) other than

IDC are affected in the modelled scenario.
RATIONALE FOR QUESTION:
RESPONSE:

a) Please see attached Figures which have been extended to 2035/36. The data to extend

Figure 4.16 out 20 years is not available.
b) Confirmed.

c) The interest rate sensitivity shown in Figure 4.14 isolated the effects of only interest

rate variation. No other factor or assumption was modified in the sensitivity.
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Figure 4.9 Average Export Price

201709 05

$120

$110

$100

$90

$80

$70

$60

S50

S40

Average Export Price
Nominal SCAD

= High ——Reference Low

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036

Page 2 of 7



ll\Manitoba
Hydro

Manitoba Hydro 2017/18 & 2018/19 General Rate Application
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Figure 4.10 Net Export Revenue Variability
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Figure 4.17 Comparison of Equity Ratio Variability

Equity Ratio
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Comparison of the Annual Equity Ratio Variability
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AMH(?%Oba Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-1a-c

Figure 4.18 Comparison of Net Income Variability
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AMH(?%Oba Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-1a-c

Figure 4.19 Comparison of Net Debt Variability

Comparison of the Annual Net Debt Variability
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Figure 4.20 Comparison of Retained Earnings Variability
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AMaE%Oba Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-2a-b

REFERENCE:

Tab 2, Page 29

PREAMBLE TO IR (IF ANY):

Manitoba Hydro notes that “In Manitoba Hydro’s view, a financial plan that returns the
Corporation to a 25% equity level over almost 20 years is not credible as a commitment to
being a self-supporting entity.”

The PUB, in the report on NFAT (page 28-19), noted as follows:

“Manitoba Hydro’s financial targets determine how rates are set. Targets include a self-

imposed 75/25 debt-to-equity ratio. Manitoba Hydro’s financial forecasts are premised on

rates being increased sufficiently to allow the debt-to-equity ratio to recover to the target

level over a 20-year time period, followed by lesser rate increases thereafter. During the

NFAT Review, Manitoba Hydro also provided alternate suggested rate methodologies that
would increase rates more gradually, with the result of pushing back the date at which

financial targets will fully recover.

A doubling of rates will have a significant effect on all ratepayers. This includes not just
residential customers, but also commercial and industrial ratepayers, the latter of which are

sensitive to price increases as it can affect their competitive position. The Panel supports a

relaxation of Manitoba Hydro’s 75/25 debt-to-equity ratio to smooth out rate increases and

the Panel concludes that Manitoba Hydro would still be left with sufficient retained

earnings if the equity level was decreased.” (emphasis added).

QUESTION:

a) Manitoba Hydro states at Tab 2 page 28 lines 8-10 that “In Manitoba Hydro’s view, a
financial plan that returns the Corporation to a 25% equity level over almost 20 years is
not credible as a commitment to being a self-supporting entity.” Please indicate
whether Manitoba Hydro considers that the Preferred Development Plan and the PUB’s

recommendations on that plan were established based on Hydro not being a self-
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-2a-b

supporting entity? Please provide specific reference to materials in the NFAT filings and
PUB report that indicate either party was indifferent to Hydro being a self-supporting
entity.

b) Referencing Manitoba Hydro’s current view, per part (a) above, please indicate the
analytical basis and timing for the change to Hydro’s view from that filed at NFAT,

namely that 20 years (or longer) to reattain 75:25 was acceptable.
RATIONALE FOR QUESTION:
RESPONSE:

Please see Manitoba Hydro’s responses to Coalition/MH I-15 and Coalition/MH I-16.
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AMaE%Oba Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-2c-f

REFERENCE:

Tab 2, Page 29

PREAMBLE TO IR (IF ANY):

Manitoba Hydro notes that “In Manitoba Hydro’s view, a financial plan that returns the
Corporation to a 25% equity level over almost 20 years is not credible as a commitment to
being a self-supporting entity.”

The PUB, in the report on NFAT (page 28-19), noted as follows:

“Manitoba Hydro’s financial targets determine how rates are set. Targets include a self-

imposed 75/25 debt-to-equity ratio. Manitoba Hydro’s financial forecasts are premised on

rates being increased sufficiently to allow the debt-to-equity ratio to recover to the target

level over a 20-year time period, followed by lesser rate increases thereafter. During the

NFAT Review, Manitoba Hydro also provided alternate suggested rate methodologies that
would increase rates more gradually, with the result of pushing back the date at which

financial targets will fully recover.

A doubling of rates will have a significant effect on all ratepayers. This includes not just
residential customers, but also commercial and industrial ratepayers, the latter of which are

sensitive to price increases as it can affect their competitive position. The Panel supports a

relaxation of Manitoba Hydro’s 75/25 debt-to-equity ratio to smooth out rate increases and

the Panel concludes that Manitoba Hydro would still be left with sufficient retained

earnings if the equity level was decreased.” (emphasis added).

QUESTION:

c) Please provide a calculation of CFO:Capex, by year, for the NFAT Preferred Development
Plan that Manitoba Hydro recommended which MIPUG understands is Plan 14 Base

Level DSM (MH Exhibit 104-12-4 starting at pdf page 1). Show all values underlying the

calculation.
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AmanltODa Manitoba Hydro 2017/18 & 2018/19 General Rate Application

d)

f)

HydI’O MIPUG/MH I-2c-f
If Manitoba Hydro does not agree that part (c) represents the best REF-REF-REF baseline
scenario for what Hydro recommended at the final Preferred Development Plan in
NFAT, please provide a reference for the scenario that MH sees as the best
representation of the Preferred Development Plan, and also provide the CFO:Capex for
that scenario. Show all values underlying the calculation.

Please provide a calculation of CFO:Capex, by year, for the NFAT baseline scenario for
what the PUB recommended in their NFAT Report (which MIPUG understands is best
represented by Plan 5 DSM 2 - MH Exhibit 104-12-4 starting at pdf page 37). Show all
values underlying the calculation.

If Manitoba Hydro does not agree that part (e) represents the best REF-REF-REF baseline
scenario for what the Board recommended in NFAT, please provide a reference for the
scenario that MH sees as the best baseline and also provide the CFO:Capex for that

scenario. Show all values underlying the calculation.

RATIONALE FOR QUESTION:

RESPONSE:

c)

Consistent with the CFO to Capex calculation as provided in PUB MFR 51 Updated, the
CFO to Capex ratio for the NFAT Plan 14 Base Level DSM (MH Exhibit 104-12-4 starting
at pdf page 1) can be found below.

It should be noted that the cash flows projected in these development plan scenarios
are a reflection of the projected annual rate increases incorporated in the projected
financial statements. For each of the development plans submitted in Manitoba Hydro’s
2013 NFAT Application, the projected annual rate increases were determined
mechanistically for the purposes of making fair and objective comparisons between the
plans (NFAT Transcript page 2767).

It was noted at NFAT Transcript page 2768 that the mechanistic approach to rate setting
could result in rate increases that were volatile and that “actual rate increases would
vary from those [projected at NFAT], and will depend on many other factors...not just
the choice of development plan [but also] due to changing water flows, weather and

costs to maintain the system, and economic variables (NFAT Transcript page 2769).
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AMaE%ODa Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-2c-f

Manitoba Hydro further noted at NFAT Transcript page 2776 that the annual rate
increases projected for comparative purposes could be higher than even 3.95% in order
to mitigate several years of financial losses. As a result, caution should be used in

reliance on the cash flows provided below.
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All\-faé‘rl(gOba Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-2c-f

CASH FLOW FROM OPERATIONS TO CAPITAL EXPENDITURES
PDP (14) - BASE DSM MAIN SUBMISSION RATE METHODOLOGY
(Millions of Dollars)

For the year ended March 31
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

1861 1919 2039 2170 2274 2413 2796 3013 3153 3283

Cash Receipts from Customers 1692 1819

Cash Paid to Suppliers and Employees (782) (810) (857) (904) (940) (983) (1013) (1042) (1126) (1163) (1191) (1 220)

Interest Paid (467) (483) (512) (543) (599) (695) (814) (814) (1082) (1182) (1160) (1161)
Add Back Total CEF Capitalized Interest (104) (108) (159) (249) (319) (341) (333) (415) (261) (234) (310) (385)

Gross Interest (571) (592) (671) (792) (918)  (1036) (1146) (1229) (1343) (1416) (1470)  (1546)
Deduct Capitalized Interest on Major Projects* 84 64 69 104 157 227 321 403 248 220 293 361

Interest Received 28 17 24 25 30 37 40 38 35 32 18 20

CASH FLOW FROM OPERATIONS (Restated) 451 499 427 353 367 414 476 583 609 686 802 898

Electric PP&E from Cash Flow Statement 1311 1955 2280 2197 2154 2139 2075 2143 1726 1927 1804 1804
Less: Capitalized Interest Included in PP&E Above (104) (108) (159) (249) (319) (341) (333) (415) (261) (234) (310) (385)
CEF Cash Flows including Deferreds 1207 1847 2120 1948 1835 1798 1743 1728 1465 1693 1494 1419
Deduct Major Projects Capex** (417) (912) (1342) (1 346) (1327) (1 348) (1 254) (1301) (981) (1125) (866) (778)
CAPITAL EXPENDITURES 791 934 778 602 507 449 489 426 484 568 627 641
CFO to CAPEX RATIO 0.57 0.53 0.55 0.59 0.72 0.92 0.97 1.37 1.26 1.21 1.28 1.40
Surplus Available to Retire Debt / (Deficiency) (340) (436) (351) (249) (141) (35) (13) 156 125 118 175 256
* Includes Incremental Development Plan Capital excluding BPIII
** Includes Incremental Development Plan Capital including BPIII
Page 4 of 9
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All\-faé‘rl(gOba Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-2c-f

CASH FLOW FROM OPERATIONS TO CAPITAL EXPENDITURES
PDP (14) - BASE DSM MAIN SUBMISSION RATE METHODOLOGY
(Millions of Dollars)

For the year ended March 31
2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036

Cash Receipts from Customers 3405 3476 3 808 4227 4504 4 681 4 870 5085 4234 4264 4316 4339
Cash Paid to Suppliers and Employees (1255) (1274) (1305) (1321) (1362) (1384) (1400) (1427) (1452) (1477) (1501) (1514)
Interest Paid (1162) (1141) (1268) (1551) (1761) (1737) (1758) (1666) (1635 (1617) (1601)  (1593)
Add Back Total CEF Capitalized Interest (458) (545) (501) (259) (65) (80) (35) (27) (38) (36) (11) (15)
Gross Interest (1621) (1686) (1769) (1810) (1826) (1817) (1793) (1693) (1674) (1653) (1612) (1607)
Deduct Capitalized Interest on Major Projects* 430 518 467 223 5 - - - - - - -
Interest Received 29 34 44 61 79 88 101 81 100 74 67 67
CASH FLOW FROM OPERATIONS (Restated) 989 1068 1245 1379 1401 1568 1777 2 046 1209 1207 1269 1285
Electric PP&E from Cash Flow Statement 1762 2 402 1769 1264 1100 1018 959 822 798 829 830 869
Less: Capitalized Interest Included in PP&E Above (458) (545) (501) (259) (65) (80) (35) (27) (38) (36) (11) (15)
CEF Cash Flows including Deferreds 1304 1857 1268 1005 1035 937 924 795 759 793 819 854
Deduct Major Projects Capex** (659) (1181) (613) (200) 1 - - - - - - -
CAPITAL EXPENDITURES 644 676 656 805 1035 937 924 795 759 793 819 854
CFO to CAPEX RATIO 1.53 1.58 1.90 1.71 1.35 1.67 1.92 2.57 1.59 1.52 1.55 1.50
Surplus Available to Retire Debt / (Deficiency) 345 392 589 574 366 631 853 1251 450 415 450 431

* Includes Incremental Development Plan Capital excluding BPIII
** Includes Incremental Development Plan Capital including BPIII
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AmanltODa Manitoba Hydro 2017/18 & 2018/19 General Rate Application

d)

HydI’O MIPUG/MH I-2c-f
Plan 14 Base Level DSM (MH Exhibit 104-12-4 starting at pdf page 1) represents the best
REF-REF-REF baseline scenario for what Hydro submitted as the Preferred Development
Plan in NFAT. It should be noted, however, over the NFAT process timeline, the capital
costs of Keeyask and Conawapa increased and the forecasts for load and export prices
deteriorated significantly, consequently impacting the economics of Conawapa. As a
result, Manitoba Hydro’s view of the Preferred Development Plan evolved over the
NFAT process to protect Conawapa as an option with a future final decision date and
supported the Plan 5 provided in part e) below. Manitoba Hydro, however, did not

formally modify its application with respect to Conawapa.

Consistent with the CFO to Capex calculation as provided in PUB MFR 51 Updated, the
CFO to Capex ratio for the NFAT Plan 5 DSM 2 - MH Exhibit 104-12-4 starting at pdf page

37) can be found below.

Please also see the note in part c) above with respect to the rate increase assumptions

underlying the cash flows below and reliance on them.
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For the year ended March 31

Cash Receipts from Customers
Cash Paid to Suppliers and Employees
Interest Paid

Add Back Total CEF Capitalized Interest
Gross Interest

Deduct Capitalized Interest on Major Projects*
Interest Received
CASH FLOW FROM OPERATIONS (Restated)
Electric PP&E from Cash Flow Statement

Less: Capitalized Interest Included in PP&E Above
CEF Cash Flows including Deferreds

Deduct Major Projects Capex**
CAPITAL EXPENDITURES

CFO to CAPEX RATIO

Surplus Available to Retire Debt / (Deficiency)

* Includes Incremental Development Plan Capital excluding BPIII
** Includes Incremental Development Plan Capital including BPIII

2017 09 05

Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-2c-f

CASH FLOW FROM OPERATIONS TO CAPITAL EXPENDITURES
KEEYASK - GAS (5) - DSM LEVEL 2 MAIN SUBMISSION RATE METHODOLOGY
(Millions of Dollars)

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

2013
1692 1819 1854 1906 2017 2142 2240 2 368 2735 2938 3060 3172
(782) (810) (857) (904) (939) (980) (1005) (1027) (1104) (1133) (1154) (1174)
(467) (483) (527) (570) (633) (733) (866) (878)  (1154) (1265) (1235)  (1235)
(104) (108) (145) (225) (290) (305) (275) (312) (103) (14) (18) (24)
(571) (592) (672) (795) (923) (1037) (1141) (1189) (1257) (1278) (1253) (1258)
84 64 56 81 128 190 264 299 89 - - -
28 17 24 25 30 37 40 38 35 32 18 18
451 498 405 313 312 352 397 489 498 558 671 758
1311 1964 2279 2189 2132 2 050 1547 1190 1019 673 672 692
(104) (108) (145) (225) (290) (305) (275) (312) (103) (14) (18) (24)
1207 1855 2134 1964 1842 1746 1272 878 916 659 654 668
(417) (912)  (1314) (1313) (1239) (1239) (721) (405) (397) (65) (0) -
791 943 820 651 603 507 551 474 520 594 654 668
0.57 0.53 0.49 0.48 0.52 0.69 0.72 1.03 0.96 0.94 1.03 1.13
(340) (445) (415) (338) (291) (155) (153) 15 (22) (36) 17 90
Page 7 of 9
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For the year ended March 31

Cash Receipts from Customers
Cash Paid to Suppliers and Employees
Interest Paid

Add Back Total CEF Capitalized Interest
Gross Interest

Deduct Capitalized Interest on Major Projects*
Interest Received
CASH FLOW FROM OPERATIONS (Restated)
Electric PP&E from Cash Flow Statement

Less: Capitalized Interest Included in PP&E Above
CEF Cash Flows including Deferreds

Deduct Major Projects Capex**
CAPITAL EXPENDITURES

CFO to CAPEX RATIO

Surplus Available to Retire Debt / (Deficiency)

* Includes Incremental Development Plan Capital excluding BPIII
** Includes Incremental Development Plan Capital including BPIII

2017 09 05

Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-2c-f

CASH FLOW FROM OPERATIONS TO CAPITAL EXPENDITURES
KEEYASK - GAS (5) - DSM LEVEL 2 MAIN SUBMISSION RATE METHODOLOGY
(Millions of Dollars)

2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036

3276 3320 3494 3599 3732 3872 4045 4196 3439 3473 3574 3 606
(1202) (1208) (1236) (1251) (1278) (1299) (1307) (1354) (1382) (1415) (1446) (1452)

(1242) (1244) (1224) (1231) (1209) (1174) (1198) (1125) (1111) (1111) (1146) (1163)
(28) (27) (34) (37) (60) (83) (46) (29) (38) (36) (11) (15)

(1270) (1271) (1258) (1268) (1269) (1257) (1243) (1155) (1149) (1148) (1157) (1177)

- - - - 0 3 10 2 - - - -
27 30 40 53 66 69 77 51 64 67 70 68
831 871 1040 1133 1250 1388 1581 1740 973 977 1040 1044
702 732 719 872 1104 1128 1129 853 805 837 838 877
(28) (27) (34) (37) (60) (83) (46) (29) (38) (36) (11) (15)
673 705 685 836 1044 1044 1083 824 767 800 827 863
- - - - (0) (100) (152) (22) - - - -
673 705 685 836 1044 944 931 802 767 800 827 863
1.23 1.24 1.52 1.36 1.20 1.47 1.70 2.17 1.27 1.22 1.26 1.21
157 166 354 297 207 444 650 938 206 177 213 181

Page 8 of 9
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MIPUG/MH I-2c-f

f) The PUB did not specifically recommend one of Manitoba Hydro’s development plans in
its Need For And Alternatives To (NFAT) Review Final Report. However, based on a
comparison of the PUB’s recommendations with Manitoba Hydro’s Plan 5 DSM 2 - MH

Exhibit 104-12-4 (starting at pdf page 37), Plan 5 closely resembles the PUB’s
recommendations.
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AMaE%Oba Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y! MIPUG/MH I-2g

REFERENCE:

Tab 2, Page 30

PREAMBLE TO IR (IF ANY):

Manitoba Hydro notes that “In Manitoba Hydro’s view, a financial plan that returns the
Corporation to a 25% equity level over almost 20 years is not credible as a commitment to
being a self-supporting entity.”

The PUB, in the report on NFAT (page 28-19), noted as follows:

Manitoba Hydro’s financial targets determine how rates are set. Targets include a self-

imposed 75/25 debt-to-equity ratio. Manitoba Hydro’s financial forecasts are premised on

rates being increased sufficiently to allow the debt-to-equity ratio to recover to the target

level over a 20-year time period, followed by lesser rate increases thereafter. During the

NFAT Review, Manitoba Hydro also provided alternate suggested rate methodologies that
would increase rates more gradually, with the result of pushing back the date at which

financial targets will fully recover.

A doubling of rates will have a significant effect on all ratepayers. This includes not just
residential customers, but also commercial and industrial ratepayers, the latter of which are

sensitive to price increases as it can affect their competitive position. The Panel supports a

relaxation of Manitoba Hydro’s 75/25 debt-to-equity ratio to smooth out rate increases and

the Panel concludes that Manitoba Hydro would still be left with sufficient retained

earnings if the equity level was decreased. (emphasis added).

QUESTION:

g) Over the long-term (e.g., since 1980) please provide a list of the years where Manitoba
Hydro’s total long-term debt (including current portion of long-term borrowings)

decreased in absolute terms from year-to-year (i.e., was ”“paid down”) and show the

values by year.
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AMaE%ODa Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y! MIPUG/MH I-2g

RATIONALE FOR QUESTION:
RESPONSE:
The following table depicts the year to year changes in the total long term debt balance (in

millions of dollars) from March 31, 1980 to March 31, 2017, with years where total long-
term debt decreased highlighted.
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Hydro MIPUG/MH I-2g
Fiscal Year LTD Current Portion Total LTD Change

1980 2,404.4 48.6 2,453.0

1981 2,439.8 67.2 2,507.0 54.0
1982 2,529.3 75.4 2,604.7 97.7
1983 2,608.0 172.8 2,780.8 176.1
1984 2,670.0 122.9 2,792.9 12.1
1985 2,553.7 210.5 2,764.2 (28.8)
1986 2,875.0 78.6 2,953.6 189.4
1987 3,027.3 153.1 3,180.4 226.8
1988 3,591.6 229.7 3,821.3 641.0
1989 3,746.2 314.3 4,060.5 239.2
1990 3,986.0 331.8 4,317.8 257.3
1991 4,341.7 314.6 4,656.3 338.5
1992 4,560.7 880.1 5,440.8 784.5
1993 4,809.3 162.1 4,971.4 (469.4)
1994 5,087.5 318.8 5,406.3 434.9
1995 4,938.6 96.5 5,035.1 (371.2)
1996 4,766.8 517.6 5,284.4 249.3
1997 4,246.6 928.2 5,174.8 (109.6)
1998 5,547.9 - 5,547.9 373.1
1999 5,883.0 - 5,883.0 335.1
2000 6,611.0 159.0 6,770.0 887.0
2001 6,968.0 496.0 7,464.0 694.0
2002 7,123.0 538.0 7,661.0 197.0
2003 6,925.0 343.0 7,268.0 (393.0)
2004 7,114.0 276.0 7,390.0 122.0
2005 7,048.0 156.0 7,204.0 (186.0)
2006 7,051.0 118.0 7,169.0 (35.0)
2007 6,822.0 405.0 7,227.0 58.0
2008 7,218.0 353.0 7,571.0 344.0
2009 7,668.0 519.0 8,187.0 616.0
2010 8,228.0 310.0 8,538.0 351.0
2011 8,617.0 30.0 8,647.0 109.0
2012 9,101.0 281.0 9,382.0 735.0
2013 9,329.0 656.0 9,985.0 603.0
2014 10,460.0 408.0 10,868.0 883.0
2015 12,303.0 377.0 12,680.0 1,812.0
2016 14,201.0 326.0 14,527.0 1,847.0
2017 16,102.0 336.0 16,438.0 1,911.0

*Utilizing restated data from annual reports where applicable
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REFERENCE:

Tab 2, Page 31

PREAMBLE TO IR (IF ANY):

Manitoba Hydro notes that “In Manitoba Hydro’s view, a financial plan that returns the
Corporation to a 25% equity level over almost 20 years is not credible as a commitment to
being a self-supporting entity.”

The PUB, in the report on NFAT (page 28-19), noted as follows:

“Manitoba Hydro’s financial targets determine how rates are set. Targets include a self-

imposed 75/25 debt-to-equity ratio. Manitoba Hydro’s financial forecasts are premised on

rates being increased sufficiently to allow the debt-to-equity ratio to recover to the target

level over a 20-year time period, followed by lesser rate increases thereafter. During the

NFAT Review, Manitoba Hydro also provided alternate suggested rate methodologies that
would increase rates more gradually, with the result of pushing back the date at which

financial targets will fully recover.

A doubling of rates will have a significant effect on all ratepayers. This includes not just
residential customers, but also commercial and industrial ratepayers, the latter of which are

sensitive to price increases as it can affect their competitive position. The Panel supports a

relaxation of Manitoba Hydro’s 75/25 debt-to-equity ratio to smooth out rate increases and

the Panel concludes that Manitoba Hydro would still be left with sufficient retained

earnings if the equity level was decreased.” (emphasis added).

QUESTION:

h) Please provide a history of the changes to Manitoba Hydro’s financial targets, starting
with the initial adoption of the three targets in the mid 1990s. Include all changes in
metrics and definitions.

i) Please confirm that the most recent proposed changes to the Interest Coverage Ratio

(to use an EBITDA approach rather than a Net Income and EBIT focused approach) in

2017 09 05 Page 1 of 14
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j)

k)

Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-2h-|

Hydro

effect changes the target from a net income focus to a cash flow focus. Please confirm
that this effectively means Hydro now has one balance sheet related target
(debt:equity) and three cash flow targets cited in the GRA (Interest Coverage, Capital
Coverage, CFO:Capex) and no targets based on the traditional Income Statement
presentation (i.e., based on Net Income or earnings after depreciation, traditional
Revenue Requirement measures, etc.).

Please confirm that the Hydro Interest Coverage target (both the previously used
EBITDA target and the new EBIT version) adjusts for Capitalized Interest (per PUB MFR-
17).

Please provide an update to Figure 3-1 from the KPMG report (Appendix 4.1) to add
scenarios for IFF15, IFF16 and Updated MH16, retaining the 2034 end date.

Please provide a 20 year scenario for the MH-16 (Updated) using the rate increases
shown in Appendix 3.4 (the MH15 Projected Increases). Also please provide an update
to PUB MFR-17 for this scenario.

RATIONALE FOR QUESTION:

RESPONSE:

h) Figure 1 below provides a history of changes made to Manitoba Hydro’s financial

targets.

2017 09 05 Page 2 of 14
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Figure 1:

Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-2h-|

Year

Consolidated Financial Target

1995

75:25 debt equity ratio by 2005/06, interest coverage ratio (EBIT) of 1.20 to
1.35 and fund all capital expenditures, except major new facilities, from
internally generated funds

2001

Achieve 75:25 debt equity ratio by 2005/06, minimum interest coverage
ratio (EBIT) of 1.20 and fund all capital expenditures, except major new
facilities, from internally generated funds

2002

Achieve 75:25 debt equity ratio by 2011/12, minimum interest coverage
ratio (EBIT) of 1.10 and fund all capital expenditures, except major new
facilities, from internally generated funds

2005

Achieve 75:25 debt equity ratio by 2011/12, minimum interest coverage
ratio (EBIT) of 1.20 and fund all capital expenditures, except major new
facilities, from internally generated funds

2009

Maintain a minimum debt equity ratio of 75:25, minimum interest coverage
ratio (EBIT) of 1.20 and maintain a capital coverage ratio of greater than
1.20, except major new facilities, from internally generated funds

2015

Achieve and maintain a minimum equity ratio of 25%, minimum interest
coverage ratio (EBITDA) of 1.80 and maintain a capital coverage ratio of
greater than 1.20, except major new facilities, from internally generated
funds

Figure 2 below provides a history of the changes to Manitoba Hydro’s financial targets

metrics and definitions, starting with the initial adoption of two targets in 1993. All ratios

presented throughout the Application and Information Requests are consistent with the

following.

2017 09 05
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Figure 2:

Manitoba Hydro 2017/18 & 2018/19 General Rate Application

MIPUG/MH I-2h-|

Debt Ratio

Interest Coverage Ratio

Capital Coverage Ratio

1993 - 2003

Represents debt (long-term debt plus notes payable minus
temporary investments) divided by debt plus retained
earnings plus contributions in aid of construction

Represents net income (loss) plus
interest on debt divided by interest
on debt

2004

No change

No change

MH adopts Capital Coverage Ratio as
its 3" financial target. This target
represents internally generated funds
divided by capital expenditures net of
expenditures for new generation and
transmission

2005 - 2007

No change

No change

No change

2008

MH adopted CICA Section 3865 Hedges which transferred
previously unrealized deferred U.S. foreign exchange gains
on long-term debt in an effective cash flow hedge with
future U.S. export revenues to Accumulated Other
Comprehensive Income (AOCI). The debt ratio calculation
had historically included deferred foreign exchange gains
as a component of debt and continued to include AOCI as a
component of debt.

No change

No change

2009

Changed from debt ratio to equity and removes AOCI from
the equity ratio calculation. Equity ratio represents equity
(retained earnings plus contributions in aid of
construction) divided by equity plus debt (long-term debt
plus notes payable minus temporary investments).

No change

No change

2010-2012

Changed from equity ratio to debt ratio and adds AOCl as a
component of equity in the calculation, Debt ratio
represents debt (long-term debt plus notes payable minus
sinking fund investments and temporary investments)
divided by debt plus equity plus contributions in aid of
construction.

No change

No change

2017 09 05
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application

MIPUG/MH I-2h-|

Debt Ratio Interest Coverage Ratio Capital Coverage Ratio
2013 - 2015 Changed from debt ratio to equity ratio. No change in the No change No change
calculation. Equity ratio represents equity (retained
earnings plus accumulated other comprehensive income
plus contributions in aid of construction plus non-
controlling interest) divided by equity plus debt (long-term
debt plus notes payable minus sinking fund investments
and temporary investments).
2016 - 2017 MH adopted IFRS which requires experience gains or losses | Changed interest coverage ratio to an | No change
on pension assets and actuarial gains or losses on pension “EBITDA” interest coverage ratio,
obligations be recognized in other comprehensive income Interest coverage represents earnings
(OCl) in the period which they occur. As such, these gains before finance expense and
or losses are a component of equity in the calculation. depreciation and amortization divided
by finance expense.
2017 09 05 Page 5 of 14
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i)

j)

k)

Manitoba Hydro 2017/18 & 2018/19 General Rate Application

Hydro MIPUG/MH I-2h-|

Manitoba Hydro does not consider an EBITDA to interest coverage ratio to be a cash
flow ratio in that it does not consider an important charge on cash flow which is the
annual capital and deferred expenditures required to be funded in cash to support the
ongoing operation of the business and the electricity network. Manitoba Hydro
considers the EBITDA interest coverage ratio a solvency ratio and all of the underlying
components of the ratio are contained within the income statement with the exception
of capitalized interest which can be found, in the audited financial statements, in a note

to Finance Expense on the income statement.

In December 2015, Manitoba Hydro formally adopted the EBITDA interest coverage
ratio with a minimum target of 1.80 which in effect replaced the EBIT interest coverage
ratio. The EBITDA interest coverage ratio is a better measure compared to the EBIT
interest coverage ratio of how much cushion the Corporation has on a cash basis before
it is necessary to borrow to make interest payments and sustaining capital expenditures,
as well as allowing for better peer and credit rating comparisons. However, the EBITDA
interest coverage ratio is not without limitations particularly as an electricity utility has
less flexibility than other types of business to slow or delay capital expenditures that
renew and protect core operations. An EBITDA to interest ratio may appear healthy but
to the extent the cash flow remaining after all interest payments is not sufficient to fund

necessary reinvestment in the system, a significant financial issue is still present
Confirmed.

Provided below is Figure 3-1 from the KPMG report (Appendix 4.1), updated to include
MH15, MH16, and MH16 Update with Interim.
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-2h-|

Manitoba Hydro’s Equity Ratio
from 1962 — 2034 — Updated for IFF15
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application

Manitoba Hydro’s Equity Ratio
from 1962 — 2034 — Updated for IFF16

50 T
P S Drought& Recovery . ... ... ... }.
(2003,/04 Drought,
Post Limestone MISO Day 2,
40 T e a nd .t.ﬁépe.r.l.c,.dof ........ W‘dsk_u;r-a-t-l-n_l . .:I ............. I,.E..;I.{,d{.}:f ...................
Strengthening Investment and
35 T [LSUWhJSEﬂErH‘fJ ..................................... ﬁeﬂdbgwl-rri-ﬁ ........... g
development (Bipole 11l
NI IR O'FE'N'pErl't ............................................. &K—E‘EHEE:R]-- .
markets, ...}

5 | MNorthernDevelopment /S /K
Period of Service

204 - e N ..\ ........ KB

({Grand Rapids,
Kettle, lenpeg,
Long Spruce, ...)

15
1oy
gl

. I||||I

and Reliability
Improvements
and Limestone
construction

FHF PRI L F ST L

ST S P S

W

| Actuals

m Cutlook |

2017 09 05

MIPUG/MH I-2h-|

Page 8 of 14



ll\Manitoba

Manitoba Hydro 2017/18 & 2018/19 G | Rate Applicati
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MIPUG/MH I-2h-|

Manitoba Hydro’s Equity Ratio
from 1962 — 2034 — Updated for IFF16 Update with Interim
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l) Please see Manitoba Hydro’s response to PUB/MH |-34 Attachment 2, which provides an
updated Appendix 3.4 reflecting the MH16 Update with the Interim rate increase
followed by MH15 rate increases (3.95% 2019-2029, 2%).

The tables from PUB MFR 17 outlining details of the determination of each of the

financial ratios have been updated below based on the MH16 Update with the Interim
rate increase followed by MH15 rate increases (3.95% 2019-2029, 2%).
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Figure 1. Debt Ratio Calculation

Manitoba Hydro 2017/18 & 2018/19 General Rate Application

MH16 Update with Interim and MH15 Rate Increases

MIPUG/MH I-2h-|

Debt Ratio
Electric
($ millions)
A B C D E F G H | J K L M N (K-L+M-N)
(A-B-C-D) (F-G) (E+H+I+J+K-L+M-N)
Unamortized Unamortized Accumulated

Fiscal Retained Retained Retained Adjustments Customer Customer  Unamortized Other Non- Sinking
Year Earnings Earnings Earnings and Retained Contributions Contributions Customer Comprehensive Controlling Long-Term Fund Short-Term Short-Term Debt
Ended  Consolidated Gas Subs Eliminations Earnings Consolidated Gas Contributions* Income Interest Debt Investment Debt Investments Ratio
2012 2450 34 26 2390 318 33 285 327 100 9084 372 - 42 0.74
2013 2542 42 32 2468 340 33 307 299 95 9690 352 - 24 0.75
2014 2716 62 39 2615 381 42 339 96 73 10563 111 - 131 0.77
2015 2779 66 48 6 2659 457 42 415 (720) 120 12 375 114 - 482 0.83
2016 2828 65 57 10 2 696 534 45 489 (776) 140 14 187 - - 944 0.84
2017 2 899 69 69 12 2749 651 45 606 (709) 170 16 078 - - 634 0.85
2018 2842 812 (699) 208 19143 182 - 488 0.85
2019 2990 835 (636) 257 21705 400 - 498 0.86
2020 3056 784 (580) 306 23682 531 - 543 0.86
2021 3181 727 (537) 346 24 760 501 - 542 0.86
2022 3375 657 (497) 382 24 571 34 - 188 0.86
2023 3368 587 (443) 87 24948 98 - 292 0.87
2024 3210 571 (351) 99 24 959 305 - 107 0.87
2025 3106 582 (350) 102 24 939 225 - 167 0.88
2026 2 955 593 (349) 104 25176 336 - 245 0.88
2027 2879 603 (349) 108 24990 356 - 57 0.88
2028 2877 615 (349) 111 25232 477 - 283 0.88
2029 2992 624 (349) 107 25165 694 - 199 0.88
2030 3187 634 (349) 105 24 698 474 - 245 0.87
2031 3418 644 (349) 103 24 295 224 - 400 0.86
2032 3746 654 (349) 100 24 276 482 - 540 0.85
2033 4143 665 (349) 99 23629 520 - 342 0.83
2034 4619 676 (349) 96 23697 742 - 770 0.81
2035 5189 687 (349) 94 23514 1004 - 938 0.79
2036 5783 699 (349) 92 23823 1011 - 1873 0.77

*Unamortized Customer Contributions includes a $29M FMV adjustment for Centra Gas acquisition and an $11M adjustment for intercompany contributions.

2017 09 05
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-2h-|

Figure 2. Long-Term Debt Calculation

MH16 Update with Interim and MH15 Rate Increases
Calculation of Long-Term Debt for input into Debt:Equity Ratio

A B C D E F G
(A-B) (D-E) (C+F)
MHEB Current
Fiscal Year MHEB Long-Term Portion of Long-  Gas Current Portion Current Portion of

Ended Debt Gas Long-Term Debt Long-Term Debt* Term Debt of Long-Term Debt Long-Term Debt Long-Term Debt

2012 9101 235 8 866 281 63 218 9084
2013 9329 295 9034 656 - 656 9690
2014 10 460 270 10 190 408 35 373 10 563
2015 12 303 305 11998 377 - 377 12 375
2016 14 201 340 13 861 326 - 326 14 187
2017 16 102 360 15742 336 - 336 16 078
2018 18 541 400 18 141 1002 - 1002 19 143
2019 21776 400 21376 349 20 329 21705
2020 22 809 420 22389 1293 - 1293 23682
2021 23 824 430 23394 1366 - 1366 24760
2022 23 890 440 23450 1141 20 1121 24 571
2023 25128 460 24 668 290 10 280 24 948
2024 25007 460 24 547 412 - 412 24 959
2025 24729 470 24 259 715 35 680 24939
2026 24 483 485 23998 1178 - 1178 25176
2027 25335 495 24 840 150 - 150 24 990
2028 25677 505 25172 60 - 60 25232
2029 23310 515 22795 2440 70 2370 25165
2030 20 827 525 20302 4396 - 4396 24 698
2031 22 497 535 21962 2373 40 2333 24 295
2032 22471 545 21926 2390 40 2 350 24 276
2033 23128 565 22563 1096 30 1066 23629
2034 22 855 575 22280 1487 70 1417 23697
2035 23 464 605 22859 665 10 655 23514
2036 23968 625 23343 540 60 480 23 823

*Long-Term Debt includes a $17M FMV adjustment for Centra Gas acquisition.
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Figure 3. EDITBA Interest Coverage Ratio Calculation

MH16 Update with Interim and MH15 Rate Increases
EBIDTA Interest Coverage

Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-2h-|

Electric
($ millions)
A B C D E F G H 1 J K L M N (o]

(A-B-C-D) (F-G-H-1) (K-L-M) (E+J+N+0)/(J+0)
Fiscal Consolidated Gas Subs Adjustments Electric Consolidated  Gas Subs Electric Consolidated Gas Subs Electric Electric Electric EBITDA
Year Net Net Net and Net Net Finance Finance Corporate Finance Finance Depreciation  Depreciation Depreciation Depreciation Capitalized Interest
Ended Income Income Income  Eliminations Income Expense Expense Allocation Expense Expense* Expense Expense Expense Expense* Interest Coverage
2012 61 (6) 5 62 423 19 12 392 171 1.11
2013 92 8 6 78 489 18 12 459 141 1.13
2014 174 20 8 146 470 16 12 443 142 1.25
2015 136 11 9 5 111 525 19 12 (2) 496 378 22 1 355 148 1.72
2016 49 (1) 9 4 37 597 20 12 (1) 566 394 23 2 369 180 1.54
2017 71 4 11 3 53 628 19 12 - 597 402 23 3 376 250 1.51
2018 93 577 409 360 1.54
2019 148 663 483 320 1.64
2020 66 727 549 319 1.59
2021 125 801 597 333 1.64
2022 194 878 644 290 1.72
2023 (6) 1126 736 55 1.62
2024 (158) 1194 824 19 1.55
2025 (105) 1198 841 19 1.61
2026 (151) 1194 857 18 1.58
2027 (76) 1205 871 20 1.65
2028 (2) 1209 885 20 1.72
2029 115 1197 898 24 1.83
2030 195 1181 910 22 1.92
2031 231 1201 923 23 1.94
2032 328 1184 940 19 2.05
2033 397 1182 957 18 2.13
2034 476 1164 975 19 2.23
2035 570 1135 993 21 2.35
2036 593 1106 1011 24 2.42

*Presented gross of corporate allocation.
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Figure 4. Capital Coverage Ratio Calculation

MH16 Update with Interim and MH15 Rate Increases

Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-2h-|

Capital Coverage Ratio

Excluding Major Generation

Electric
($ millions)
A B C D E F C/F
(A-B) (D-E)

Fiscal  Consolidated Gas Electric Consolidated Gas Electric Electric
Year Funds from Funds from Funds from Capital Capital Capital Capital
Ended Operations* Operations Operations Expenditures**  Expenditures Expenditures Coverage
2012 567 49 518 503 31 472 1.10
2013 589 35 554 472 34 438 1.26
2014 691 29 662 511 35 476 1.39
2015 665 4 661 557 27 525 1.26
2016 791 75 716 579 40 534 1.34
2017 872 58 814 588 55 530 1.54
2018 734 526 1.40
2019 703 517 1.36
2020 621 516 1.20
2021 742 511 1.45
2022 850 499 1.70
2023 736 521 1.41
2024 722 544 1.33
2025 807 616 1.31
2026 773 640 1.21
2027 863 659 1.31
2028 959 671 1.43
2029 1080 697 1.55
2030 1166 688 1.70
2031 1221 727 1.68
2032 1339 734 1.82
2033 1425 748 1.90
2034 1529 760 2.01
2035 1637 835 1.96
2036 1675 852 1.97

*Includes subsidiary funds from operations.

**Includes gas meter compliance expenditures that are capitalized on consolidation.
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REFERENCE:

Tab 2, Page 31

PREAMBLE TO IR (IF ANY):

Manitoba Hydro notes that “In Manitoba Hydro’s view, a financial plan that returns the
Corporation to a 25% equity level over almost 20 years is not credible as a commitment to
being a self-supporting entity.”

The PUB, in the report on NFAT (page 28-19), noted as follows:

“Manitoba Hydro’s financial targets determine how rates are set. Targets include a self-

imposed 75/25 debt-to-equity ratio. Manitoba Hydro’s financial forecasts are premised on

rates being increased sufficiently to allow the debt-to-equity ratio to recover to the target

level over a 20-year time period, followed by lesser rate increases thereafter. During the

NFAT Review, Manitoba Hydro also provided alternate suggested rate methodologies that
would increase rates more gradually, with the result of pushing back the date at which

financial targets will fully recover.

A doubling of rates will have a significant effect on all ratepayers. This includes not just
residential customers, but also commercial and industrial ratepayers, the latter of which are

sensitive to price increases as it can affect their competitive position. The Panel supports a

relaxation of Manitoba Hydro’s 75/25 debt-to-equity ratio to smooth out rate increases and

the Panel concludes that Manitoba Hydro would still be left with sufficient retained

earnings if the equity level was decreased.” (emphasis added).

QUESTION:

m) Please confirm that the calculation of debt ratio per PUB MFR-17 effectively includes
AOCI as a component of “equity”. Please discuss the reasonableness of this approach,
given AOCI represents unrealized balances that have not yet met the test for recognition
in net income, and once they meet this test they will be a component of calculating

future retained earnings.
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RATIONALE FOR QUESTION:
RESPONSE:

When calculating the debt ratio, Accumulated Other Comprehensive Income (AOCI) is
effectively included as a component of equity. As noted in the response to Coalition/MH II-
38a-c filed as part of the 2014/15 & 2015/16 General Rate Application, the objective of
AOClI is to provide a transparent manner in which to report unrealized gains and losses on
the balance sheet, and reflects the IFRS move towards fair value measurement at the
balance sheet date. The inclusion of AOCI in the Debt-to-Equity ratio is reflective of this
objective. The response also notes that rating agencies such as Moody’s and S&P generally

accept the inclusion of AOCI in the calculation of equity.

Further, page 61 of Appendix 4.1 — Financial Targets Review report prepared by KPMG,
notes that “Of the Canadian utilities in the benchmarking group, all include Accumulated

Other Comprehensive Income (“AOCI”) as part of their equity.”

While some components of AOCI may be recognized in the future through retained earnings
when realized, this is not necessarily the case with all components and the inclusion of AOCI
in equity properly reflects the fair value changes of balance sheet items that, while not
currently included in current year income, are an essential part of equity. AOCI provides a
manner to reflect events and items which are recognized as part of the balance sheet, but
not realized through income. By virtue of their recognition criteria, these components are

considered equity, though not realized through income.
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REFERENCE:

Tab 2, Page 32

PREAMBLE TO IR (IF ANY):

Manitoba Hydro notes that “In Manitoba Hydro’s view, a financial plan that returns the
Corporation to a 25% equity level over almost 20 years is not credible as a commitment to
being a self-supporting entity.”

The PUB, in the report on NFAT (page 28-19), noted as follows:

Manitoba Hydro’s financial targets determine how rates are set. Targets include a self-

imposed 75/25 debt-to-equity ratio. Manitoba Hydro’s financial forecasts are premised on

rates being increased sufficiently to allow the debt-to-equity ratio to recover to the target

level over a 20-year time period, followed by lesser rate increases thereafter. During the

NFAT Review, Manitoba Hydro also provided alternate suggested rate methodologies that
would increase rates more gradually, with the result of pushing back the date at which

financial targets will fully recover.

A doubling of rates will have a significant effect on all ratepayers. This includes not just
residential customers, but also commercial and industrial ratepayers, the latter of which are

sensitive to price increases as it can affect their competitive position. The Panel supports a

relaxation of Manitoba Hydro’s 75/25 debt-to-equity ratio to smooth out rate increases and

the Panel concludes that Manitoba Hydro would still be left with sufficient retained

earnings if the equity level was decreased. (emphasis added).

QUESTION:

n) Per Appendix 4.4, DBRS repeatedly reference at multiple places that debt ratio
calculations are “Adjusted for other comprehensive income”. Please provide a full

description of the calculations DBRS uses (and any calculations Manitoba Hydro

provides DBRS) to implement this “adjustment”.
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Hydro
RATIONALE FOR QUESTION:

RESPONSE:

MIPUG/MH I-2n

DBRS adjusts for other comprehensive income in their total debt in capital structure and

return on equity ratios. It is Manitoba Hydro’s understanding that DBRS utilizes data

available in the Manitoba Hydro-Electric Board’s Annual Report. Using fiscal year 2016 as an

example, the ratios are calculated as follows:

Total Debt in Capital Structure

Long-term debt
Current portion of long-term debt
Adjusted total debt

Adjusted total debt

Equity attributable to Manitoba Hydro
Accumulated other comprehensive loss
Non-controlling interests

Adjusted total capital

Adjusted total debt

Adjusted total capital
Total Debt in Capital Structure

2017 09 05

2016

14,201

326

14,527

14,527
2,052
776
140

17,495

14,527

17,495

83%

Page 2 of 3
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Return on Equity

Opening:

Equity attributable to Manitoba Hydro
Accumulated other comprehensive loss
Non-controlling interests

Adjusted opening equity

Ending:

Equity attributable to Manitoba Hydro
Accumulated other comprehensive loss
Non-controlling interests

Adjusted ending equity

Opening adjusted equity
Ending adjusted equity
Adjusted average equity

Net income

Non-recurring item - Loss on disposal of PPE
Non-controlling interests

Net income before non-recurring items

Net income before non-recurring items

Adjusted average equity
Return on Equity

2017 09 05

2016

2,059
720
120

2,899

2,052
776
140

2,968

2,899
2,968
2,934

39

10
55

55

2,934

1.9%
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REFERENCE:

Tab 2, Page 32

PREAMBLE TO IR (IF ANY):

Manitoba Hydro notes that “In Manitoba Hydro’s view, a financial plan that returns the
Corporation to a 25% equity level over almost 20 years is not credible as a commitment to
being a self-supporting entity.”

The PUB, in the report on NFAT (page 28-19), noted as follows:

Manitoba Hydro’s financial targets determine how rates are set. Targets include a self-

imposed 75/25 debt-to-equity ratio. Manitoba Hydro’s financial forecasts are premised on

rates being increased sufficiently to allow the debt-to-equity ratio to recover to the target

level over a 20-year time period, followed by lesser rate increases thereafter. During the

NFAT Review, Manitoba Hydro also provided alternate suggested rate methodologies that
would increase rates more gradually, with the result of pushing back the date at which

financial targets will fully recover.

A doubling of rates will have a significant effect on all ratepayers. This includes not just
residential customers, but also commercial and industrial ratepayers, the latter of which are

sensitive to price increases as it can affect their competitive position. The Panel supports a

relaxation of Manitoba Hydro’s 75/25 debt-to-equity ratio to smooth out rate increases and

the Panel concludes that Manitoba Hydro would still be left with sufficient retained

earnings if the equity level was decreased. (emphasis added).

QUESTION:

0) Per Manitoba Hydro’s 2016 Annual Report, AOCI as at March 31, 2015 changed from
negative $161 million, to negative $720 million. Is the negative $720 million AOCI as at

March 31, 2015 entirely related to changed USD exchange rates on long-term debt that

is unrealized and has an effective hedge against future USD export revenues? If not,
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please indicate what other items are included and provide a quantification for March
31, 2015 and each year of Appendix 3.6.

RATIONALE FOR QUESTION:
RESPONSE:

The change in AOCI as at March 31, 2015 is entirely related to the accounting for employee
pensions under IFRS. Under CGAAP, the corporation deferred and amortized actuarial gains
and losses for the Manitoba Hydro Plan, Enhanced Hydro Benefit Plan and Centra Gas
pension plans using the corridor method. The corridor approach has been eliminated under
IAS 19 Employee Benefits requiring immediate recognition of experience gains or losses on
the asset and actuarial gains and losses on the liability in Other Comprehensive Income in
the period in which they occur. The adjustment of $559 million reflects the cumulative
adjustment (to March 31, 2015) to Other Comprehensive Income realized from the

retrospective application of the elimination of the corridor method.

The following table provides a quantification of experience and actuarial gains and losses
included in accumulated other comprehensive income to March 31, 2017. Experience and
actuarial gains and losses are not forecasted. As such there are no forecast amounts

available.

Accumulated Other Comprehensive Income (AOCI)
Experience/Actuarial Gains and Losses

(S millions)
IFRS opening balance adjustments, April 1, 2014 (432)
Net experience/actuarial loss on pension, March 31, 2015 (127)
Net experience/actuarial loss on pension, March 31, 2016 (8)
Net experience/actuarial gain on pension, March 31, 2017 94
AOCI balance, relating to experience/actuarial gains and losses (473)

2017 09 05 Page 2 of 2



AMaE%Oba Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-2p

REFERENCE:

Tab 2, Page 32

PREAMBLE TO IR (IF ANY):

Manitoba Hydro notes that “In Manitoba Hydro’s view, a financial plan that returns the
Corporation to a 25% equity level over almost 20 years is not credible as a commitment to
being a self-supporting entity.”

The PUB, in the report on NFAT (page 28-19), noted as follows:

Manitoba Hydro’s financial targets determine how rates are set. Targets include a self-

imposed 75/25 debt-to-equity ratio. Manitoba Hydro’s financial forecasts are premised on

rates being increased sufficiently to allow the debt-to-equity ratio to recover to the target

level over a 20-year time period, followed by lesser rate increases thereafter. During the

NFAT Review, Manitoba Hydro also provided alternate suggested rate methodologies that
would increase rates more gradually, with the result of pushing back the date at which

financial targets will fully recover.

A doubling of rates will have a significant effect on all ratepayers. This includes not just
residential customers, but also commercial and industrial ratepayers, the latter of which are

sensitive to price increases as it can affect their competitive position. The Panel supports a

relaxation of Manitoba Hydro’s 75/25 debt-to-equity ratio to smooth out rate increases and

the Panel concludes that Manitoba Hydro would still be left with sufficient retained

earnings if the equity level was decreased. (emphasis added).

QUESTION:

p) KPMG, at Appendix 4.1, notes the following: “Manitoba Hydro would be deemed to be
no longer self-supporting once it reaches a position of near zero retained earnings and
rates have increased in real terms such that Manitoba can no longer be considered a
cost-competitive jurisdiction with respect to electricity rates.” (page 7, emphasis in

original). Please compare and contrast this definition of “self supporting” with
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Manitoba Hydro’s use of the term at Tab 2 page 28, lines 8-10. Does Manitoba Hydro
disagree with KPMG’s definition?

RATIONALE FOR QUESTION:
RESPONSE:

Please see Manitoba Hydro’s response to PUB/MH I-61.

2017 09 05 Page 2 of 2



AMaE%Oba Manitoba Hydro 2017/18 & 2018/19 General Rate Application
y MIPUG/MH I-2q

REFERENCE:

Tab 2, Page 33

PREAMBLE TO IR (IF ANY):

Manitoba Hydro notes that “In Manitoba Hydro’s view, a financial plan that returns the
Corporation to a 25% equity level over almost 20 years is not credible as a commitment to
being a self-supporting entity.”

The PUB, in the report on NFAT (page 28-19), noted as follows:

Manitoba Hydro’s financial targets determine how rates are set. Targets include a self-

imposed 75/25 debt-to-equity ratio. Manitoba Hydro’s financial forecasts are premised on

rates being increased sufficiently to allow the debt-to-equity ratio to recover to the target

level over a 20-year time period, followed by lesser rate increases thereafter. During the

NFAT Review, Manitoba Hydro also provided alternate suggested rate methodologies that
would increase rates more gradually, with the result of pushing back the date at which

financial targets will fully recover.

A doubling of rates will have a significant effect on all ratepayers. This includes not just
residential customers, but also commercial and industrial ratepayers, the latter of which are

sensitive to price increases as it can affect their competitive position. The Panel supports a

relaxation of Manitoba Hydro’s 75/25 debt-to-equity ratio to smooth out rate increases and

the Panel concludes that Manitoba Hydro would still be left with sufficient retained

earnings if the equity level was decreased. (emphasis added).

QUESTION:

g) Please indicate whether, and how, the Minister’s request to Hydro that: “..the
Manitoba Hydro-Electric Board review its current 75/25 debt-to-equity ratio target with

the aim of moderating rates for consumers while ensuring strong financial health for the

corporation including maintaining sufficient retained earnings” (MH Exhibit 45 from the
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2015 GRA) was relayed to KPMG and taken into account in KPMG’s scope and findings in
Appendix 4.1 (if at all).

RATIONALE FOR QUESTION:

RESPONSE:

o

The Minister’s request to Hydro that “..the Manitoba Hydro-Electric Board review its
current 75/25 debt-to-equity ratio target with the aim of moderating rates for consumers
while ensuring strong financial health for the corporation including maintaining sufficient
retained earnings” was relayed to KPMG along with other information relevant to the

review.

KPMG took into account the Minister’s request to Hydro in the development of its

recommendations.

In December 2014, Manitoba Hydro retained KPMG to undertake a review of its financial
targets and outlined its objectives:

- Provide recommendations with respect to appropriate financial targets for Manitoba
Hydro that align with the mandate of Manitoba Hydro and the interests of its
stakeholders considering its operating and business outlook and associated risks.

- The financial target recommendations should consider at a minimum the following:

o The objective of maintaining rate stability for customers while at the same time
maintaining safe and reliable service.

o The period of significant capital investment and infrastructure renewal that
Manitoba Hydro is entering into.

o The maintenance of Manitoba Hydro’s self-supporting status for credit rating
purposes.

- Conduct scenario analysis to help address PUB’s directive to Manitoba Hydro to review

key operating and financial risks in order to assess the adequacy of financial reserves.

The scope of the work did not extend to reviewing broader policy questions associated with

Manitoba Hydro’s overall structure, governance framework, and business strategy. The
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objective was to identify appropriate targets in light of Manitoba Hydro’s current structure

and plans.

Maintaining a healthy debt/equity ratio and minimizing deviations from its target value are
important strategies for moderating rate impacts on consumers over the longer term.
Manitoba Hydro is dependent upon retained earnings for equity; therefore positive cash
flow and net income for a sustained period will be critical to generating equity and getting
back to its target. Strong financial health for Manitoba Hydro minimizes the risk that rates
will need to be increased rapidly in the event that Manitoba Hydro experiences a major
drought event or experiences other financial set-backs. A reasonable equity ratio is also an
important strategy for ensuring that interest rates paid by both Manitoba Hydro and its
shareholder, the Manitoba government, remain at low levels. Increases in interest rates
paid would have an adverse effect on Manitoba Hydro’s ability to fund new capital
investment in a cost-effective manner and would negatively impact consumers in the longer
term. In parallel, because of the credit linkage between Manitoba Hydro and the
Government of Manitoba, increases in interest rates will also affect Provincial borrowing
costs. Accordingly, the debt/equity ratio of Manitoba Hydro has implications for costs borne
by provincial taxpayers.

Manitoba Hydro notes with concern the fact that Standard and Poor’s, in a 2016 ratings

report, has already indicated that it no longer considers Manitoba Hydro’s debt to be self-

supporting. Moody’s and DBRS have also expressed concerns about increasing debt levels.
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REFERENCE:

Tab 4, Pages 7-26

PREAMBLE TO IR (IF ANY):

QUESTION:

a)

b)

d)

The 2015 Financial Target Review (Appendix 4.2) notes at page 4 that the scenarios for
uncertainty analysis were given “equal probabilistic weighting” to determine the P95,
P80, etc. values. Is this also the approach used in the updated uncertainty analysis in
Tab 4?

In the NFAT filings, three scenario levels were used for the 3 major variables, but the
reference case was given a higher weighting than the low and high probabilities (50-
55%, per NFAT Chapter 10, Figure 10.4, with low and high varying between 15% and
35%). Why was a similar approach not adopted for the Tab 4 uncertainty analysis
instead of the equal weighting approach?

Please produce a set of Tab 4 uncertainty figures for 4.17, 4.18, 4.19, and 4.20 for 20
year scenarios where the reference case is weighted 50% and the high and low cases are
each weighted 25% for export prices. Ensure the response is clear as to which
underlying IFF baseline was used (IFF16 versus MH16 Updated).

Please provide Figure 4.10 based on IFF15.

Please provide a version of Figure 4.13 based on 20 year average term to maturity. If the
values are materially different between IFF16 and MH16 Updated, please also provide
both figures for MH16 Updated.

RATIONALE FOR QUESTION:
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RESPONSE:

a)

b)

Confirmed. Each of the 918 discrete financial projections included in the uncertainty
analysis in Tab 4 were given an equal probabilistic weighting (Tab 4, page 21, lines 18-

20), which is the same approach used in the 2015 Financial Target Review.

For the NFAT, Manitoba Hydro engaged a consultant to assist with the development of
the probabilities that were assigned to the reference, high and low forecasts used in
that uncertainty analysis. The approach used for the NFAT is outlined in Appendix 9.3
Economic Evaluation Documentation of Manitoba Hydro’s submission to the Public
Utilities Board and was based on the estimates and views of the future at that time. For
this forecast, Manitoba Hydro did not engage an external consultant to assist with
estimating probabilities associated with the reference, high and low forecasts. In the
time since NFAT, a similar or comparable approach would need to have been
undertaken for the MH16 uncertainty analysis and would likely have produced different
weightings. In the absence of such weightings, Manitoba Hydro assumed equal

weightings to avoid introducing any subjectivity or bias.

The following figure compares the equity ratio variability in fiscal year 2027 using the
equal weightings (1/918) presented in Tab 4 and the above mentioned probabilities for
reference, high and low export prices and interest rates. The figure below demonstrates
that the specific weightings outlined above do not materially impact the projected risk

profile of the Corporation.
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EQUITY RATIO IN FY2027 (P05 P20 P80 P95 Values)
918 Financial Runs w/MH16 Domestic Rates 7.90% for 5, 2%
¢ P50
35 35
30 30
25 < + 25
) 20 20 )
15 15
10 10
Weightings for Export Prices & Interest Rates Equal Weighting (1/918)
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c) The following figures assume the reference case is weighted 50% and the high and low

cases are each weighted 25% for both export prices and interest rates. The water flow

cases continue to have an equal weighting of 0.98% (1/102).

For example, the

probability assigned to a discrete financial projection under reference export prices and

either high or low interest rates would be calculated as follows: 50% x 25% x 0.98% =

0.12%.
0.11%.

The probability for the same discrete financial projection found in Tab 4 is

Figure 4.17 Equity Ratio with Export & Interest Rate Probabilities (50%/25%/25%)

EQUITY RATIO Variability (P05 P20 P80 P95 Values)
918 Financial Runs w/MH16 Domestic Rates 7.90% for 5, 2%
Export Price & Interest Rate Probabilities - Ref 50%, High 25% and Low 25%
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Figure 4.18 Net Income with Export & Interest Rate Probabilities (50%/25%/25%)

NET INCOME Variability (P05 P20 P80 P95 Values)
918 Financial Runs w/MH16 Domestic Rates 7.90% for 5, 2%
Export Price & Interest Rate Probabilities - Ref 50%, High 25% and Low 25%
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Figure 4.19 with Export & Interest Rate Probabilities (50%/25%/25%)

NET DEBT Variability (P05 P20 P80 P95 Values)
918 Financial Runs w/MH16 Domestic Rates 7.90% for 5, 2%
Export Price & Interest Rate Probabilities - Ref 50%, High 25% and Low 25%
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Figure 4.20 Retained Earnings with Export & Interest Rate Probabilities (50%/25%/25%)

RETAINED EARNINGS Variability (P05 P20 P80 P95 Values)
918 Financial Runs w/MH16 Domestic Rates 7.90% for 5, 2%
Export Price & Interest Rate Probabilities - Ref 50%, High 25% and Low 25%
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d) Figure 4.10 based on IFF15

NET EXPORT REVENUE (P05 P20 P80 P95 Values)
MH15 - 102 Flow Records 1912 To 2013
3 Export Price Scenarios - Low, Expected & High
102 x 3 = 306 Financial Runs
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e) Figure 4.13 based on a 20 year average term to maturity is provided below. This figure

is based on the same underlying dataset used in Tab 4. The stochastic interest rate
generator has not been updated and recalibrated with comparable market data to that
underlying the MH16 Update.

CAN Long Term Debt Rate (20 yr avg term to maturity)

——Upper (95th) ——Mean Lower (5th) ~=———MH16 Consensus Forecast
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REFERENCE:

Tab 8, Pages 8, 28-33

PREAMBLE TO IR (IF ANY):

QUESTION:

a)

b)

c)

d)

e)

Manitoba Hydro notes that of the MISO fees “...approximately $5M are forecast to be
incurred to administer Manitoba Hydro’s Open Access Transmission Tariff
requirements...” (Tab 8, page 5, lines 6-8). Please confirm the transmission tariff applies
based on a revenue requirement comprising effectively all Manitoba Hydro AC
transmission. Please provide the rationale for including the MISO fees as part of the US
Interconnection sub-function if the transmission tariff is designed based primarily on
lines other than the US Interconnection facilities.

Please explain Figure 8.13, in regard to GSS-ND and rates being below cost (both
customer and energy) for a class that has an RCC ratio of 112.5% (i.e., suggesting rates
are above cost).

For Figure 8.15 - RCC Range History (page 33), please confirm that a significant number
of the cited PCOSS studies did not receive any form of review, nor endorsement or
approval, of the Manitoba PUB.

Please comment on the extent to which Figure 8.15 suggests that measures to date to
implement the Order 51/96 decisions regarding addressing the “persistent problem of
certain subclasses (e.g., Zone 3 Residential and General Service Large) being outside the
Zone of Reasonableness” (page 68) have been inadequate. Please comment on the
extent to which the RCC ratios remain outside the Zone of Reasonableness due to
overuse of “across the board” rate changes.

Please confirm that the Figure 8.14 Levelized Marginal Value for Generation is
presented as being equal across the various classes, and has not been developed to take
into account relevant aspects of marginal cost such as load shape, seasonality, degree of
on-peak versus off-peak usage, and the greater degree of losses for customers served

off of lower voltage systems.

RATIONALE FOR QUESTION:
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RESPONSE:

a) Please see Manitoba Hydro’s response to Coalition/MH 1-241 that confirms the
transmission facilities included in the tariff, and provides the rationale for the sub-
function used for the MISO fees.

b) The 5.782 ¢/kWh rate shown in Figure 8.13 for GSS-ND represents the run-off rate
charged for consumption in excess of 11,000 kWh per month. Over 90% of the class’s
consumption is billed at the 8.329 ¢/kWh first block rate which results in average
revenues that are greater than the energy cost of 6.57 ¢/kWh.

c) Please see Manitoba Hydro’s response to PUB/MH 1-137 regarding Manitoba Hydro’s
perspective on the PUB implicit approval of these results.

d) PCOSS02 included measures related to Generation, Transmission and Exports which

addressed the direction in Order 51/96 to solve the problem of certain subclasses that
were persistently outside the Zone of Reasonableness. These proposed methodology
changes were denied in Board Order 07/03. Subsequent studies, up to and including
PCOSS14-Amended, incorporated some similar methodology approaches but to a much
lesser extent. In those ten studies the classes furthest above and below the ZOR were
the Residential class twice, GSS ND on three occasions, GSL >100kV seven times, and
GSL 0-30kV on eight occasions.

The methodology changes as originally proposed would have moved the RCCs for both
the Residential and GSL >100kV classes towards unity, reducing the RCC ranges on nine
occasions.

These measures would not have moderated the results in the case of the GSS ND and
GSL 0-30 kV classes. In these eleven cases differential rate increases would have been

required to move the class RCCs towards unity.
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e) Confirmed. Figure 8.14 provides a simplified comparison of average class revenues to
marginal costs. The results are expected to be directionally consistent with those of a
more detailed marginal cost study that incorporates refinements such as adjustments
for differential losses and time differentiation.
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REFERENCE:

PREAMBLE TO IR (IF ANY):

Hydro does not propose to implement mandatory Time of Use (TOU) rates for industrial

customers at this GRA. However, an optional TOU alternative may be a beneficial approach

to mitigating rate impacts on certain customers.

QUESTION:

a)
b)

d)

f)

Please provide a copy of the January 11, 2017 presentation on Time of Use rates.

Please provide a revenue neutral TOU rate design for the GSL>100kV class consistent
with the principles underlying “Example 1 — lllustrative TOU Rates” (slide 12) for the
rates proposed to be in place as at April 1, 2018. Please provide a similar TOU rate
design for the GSL 30-100kV class using the same principles.

On the basis of comparing the rate in (b) above, please provide a comparison equivalent
to slide 14 for “TOU Rate Impacts” for the GSL>100kV class and the GSL 30-100kV class.
Please provide Hydro’s calculation of the maximum revenue loss from each of the
GSL>100 kV class, and the GSL 30-100kV class in the event the rates in part (b) were
implemented as an option for customers in this class, and all customers who would see
lower bills under TOU rates opted for the TOU rate design. (Assume all customers who
would see lower bills did not opt for the TOU rate design but kept with the rate design
proposed in the GRA).

Please confirm that under the illustrative TOU rate designs prepared to date (e.g., in the
January 11, 2017 presentation), customers would have an increased ability to use off-
peak energy at a price lower than under a flat rate design, which could have the benefit
of increasing sales of lower value power for Hydro

Please indicate the barriers Hydro would see if an optional TOU rate design were to be
offered to GSL >100kV customers starting in 2018 under a rate design with principles

comparable to the January 11, 2017 presentation.

RATIONALE FOR QUESTION:
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RESPONSE:
a) Please see Attachment 1 to this response.

On January 11, 2017 Manitoba Hydro met with representatives of MIPUG to brief them
on the status of a TOU rate proposal, and provided a presentation that included a proxy
TOU rate structure for discussion purposes only. During that meeting, Manitoba Hydro
expressed its concerns that advancing rate design changes for customer classes in light
of potential higher rate increases raised the risk that certain customers may be
negatively impacted by the added effect of rate design changes on top of requested
revenue increases. Manitoba Hydro offered to continue collaborative efforts with

MIPUG members in further refining and developing a potential TOU proposal.

The proxy rate structure information provided in this presentation was a scenario for
discussion purposes only, which was prepared in 2016 based on GSL >100 revenues and

rates relative to August 1, 2016 approved rates.

b) Manitoba Hydro is unable to provide the requested rate design. The information
contained in Attachment 1 was prepared prior to the issuance of Order 164/16. Cost of
service methodology changes directed in Order 164/16 dramatically changed the level
of costs that are classified as energy versus demand. The adoption of a system load
factor approach replacing the weighted energy allocator for the treatment of
Generation costs produces a significantly different unit cost outcome, as shown in the

table on the following page.
Manitoba Hydro has not had an opportunity to evaluate the implications of the change

in unit cost outcomes from the cost of service study and the implications for the design

of TOU rate structures.
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Comparison of Unit Costs

Customer Cost’ PCOSS14- PCOSS14 PCOSS18 Rates
Class Amended 164/16 Augl,
2017
GSL 30-100kV | Demand ($/KVA) 3.98 7.15 7.65 7.34
Energy (¢/kWh) 3.49 2.39 2.30 3.448
GSL >100kV Demand ($/KVA) 2.62 6.85 7.51 6.53
Energy (¢/kWh) 3.47 2.36 2.26 3.342

¢) The individual bill impacts associated with the proxy 2016 TOU rates are shown in the
table below. This data corresponds to the bill impact scenario shown on slide 14 of the

presentation.

Bill Impact
TOU vs Standard GSL
Rate Design
900,200
438,500
140,300
114,700
39,500
36,800
400
(29,700)
(70,800)
(96,900)
(103,800)
(221,500)
(294,400)
(711,000)

d) Manitoba Hydro does not support the introduction of rate structure changes on an
optional basis as the revenue losses associated with the self-selection of rates make it
impossible for the Corporation to fully recover the revenues required from that

customer class.

! GSL demand unit costs include recovery of customer costs
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Please refer to the individual customer bill impacts shown in the table in part c) above.
The data shows that seven customers may hypothetically benefit by lower bills under a
TOU rate structure than on the standard rate structure. The proxy TOU rate structure
produces approximately $1.5 million less revenue for Manitoba Hydro than standard

rate structure for those seven customers.

The other seven customers in the class would be required to pay higher bills under the
proxy TOU rate structure than they would under the standard rate structure. In order
for Manitoba Hydro to be revenue neutral, it would need to recover approximately $1.5
million from those customers to offset the bill reductions afforded to those that benefit
from the proxy TOU rate design.

If two rate designs were offered as options to customers in a given class, those that
would experience higher bills on the proxy TOU rate structure would have no economic
incentive to elect that rate structure. If this rate design was optional, they would likely

elect to decline the TOU rate structure and remain on the standard rate design.

Customers that potentially benefit from an optional rate design would have an
economic incentive to elect that option. Manitoba Hydro would not be able to recover
the lost revenues from the customer that elected the optional TOU rate structure. As a
result, Manitoba Hydro would experience a revenue shortfall of approximately $1.5
million for the GSL > 100 class.

TOU rate structures typically price on-peak energy at a higher level than the average
rate and prices off-peak energy at a lower level than average energy rate in a standard
two part rate structure. However, customers must be able to shift their consumption
and load patterns away from on-peak hours to operate their loads more predominantly
in the off-peak hours of the day in order to obtain the benefits of the lower off peak
energy charge.

III

The most significant barrier to an “optional” rate design as premised in the question, is
that it fails to provide Manitoba Hydro with the opportunity to recover the full amount
of revenues required from the GSL > 100 class and would result in a loss of income to

Manitoba Hydro.
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Time-of-Use Rates
Stakeholder Presentation

January 11, 2017
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-5a-f-Attachment

Presentation Overview

TOU Externalities & Influence

Historic TOU Context

Rate Structure Definitions

lllustrative Time-of-Use Rate Structure
Time-of-Use Rate Impacts

Steps Forward
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-5a-f-Attachment

TOU Externalities/Influences

Outcome of Cost-of-Service Review

— Cost allocation methodology

Changing Export Market Opportunities

— Dynamic market with many externalities

Review of Service Extension Policies

— Included as a component of Order 112/09

Influence of Capital Programs / Revenue Targets

— Changing financial targets due to capital spending
Changing Regulatory Priorities

— Established by Public Utilities Board / Manitoba Hydro
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-5a-f-Attachment

Energy Intensive Industrial Rate

e PUB Board Order 112/09

— Rejected Energy Intensive Rate Application (EIIR)
— Directed an examination of Alternate Rate Structures

Non-industrial load (commercial/government)
Emphasis towards on-peak energy consumption
Need for ongoing baseline adjustments

Equity between new and existing customers
Influence on DSM conservation activities

Rate alternatives relative to export market pricing
Expanded stakeholder consultation (customers)
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-5a-f-Attachment

Stakeholder Consultation

e Seven(7) face-to-face meetings with MIPUG
representatives over a six month period

— Perception of regulatory risk (PUB process)
— Impact on economic growth

— Concern over baseline determination

— Inequity of “formula-based” rate structures
— Discrimination against industrial load growth
— Recognition of the export market influence
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-5a-f-Attachment

Desired Rate Attributes

Facilitate broad-based applicability across industrial,
commercial, government accounts

Provide fairness and equity for all participants in rate
class

Provide energy price signal related to market price
signals, conservation objectives and consumption
behavior

Retain cost-based approach and overall revenue
neutrality within rate classes

Reduce impediments for customer efforts to manage
energy costs through load shifting and batch

processing A\ Manitoba
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Manitoba Hydro 2017/18 & 2018/19 General Rate Application
MIPUG/MH I-5a-f-Attachment

TOU Rate Attributes

e Clear Price Signal that Addresses all Energy Consumption
— Equity for all rate class participants
— Eliminates need for baseline determination

e Time-of-Use Price Signal relates to Market Pricing Behavior
— Export market opportunity minus rate volatility
— Cost allocation methodologies and cost-based rate setting
— Predictable and uniform future rate projections

e Supports Positive Customer Consumption Behavior

— Clear on-peak price signal supports customer engagement
through conservation, load shifting, demand response...

— Energy centric rate reduces influence of capacity ch<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>