
Exhibit PUB #14

Volume 5 - Board Counsel's Book of Documents

Manitoba Hydro 2012113 and 2013114 GRA

INDEX

ReferenceTab Description
PUB/MIPUG 1.663

PUB/MIPUG 1-1164

MH/MIPUG 1-265

PUB/MIPUG 1-18 and MH/MIPUG 1-866

PUB/MIPUG 1-767

cAc/MH l-4768

IFRS, Clarification of Acceptable Methods of Depreciation
and Amortisation: Proposed amendments to IAS 16 and
IAS 38, Exposure DraftEDl2012l5, December 2012

69

MH Exhibit 69 and Exhibit 8170

MH/MIPUG 1-3 and 1-471



63



514

Manitoba Hydro

2012114 General Rate Application

PUB/MIPUG.I-6

1

2

3

4

5

þ

7

B

I
10

11

12

13

14

15

16

17

1B

19

20

21

22

23

24

25

26

27

28

29

30

REFERENCE: Section 2.2.2P9.2'6Bonbright

QUESTION

a) Please list and quantify the specific items on which MIPUG suggests there is an

"over focus on short run costs".

ANSWER:

(a)

The section in question (2.2) sets out important ratemaking principles that guided the

lnterGroup assignment. One caution for ratemaking, as set out in the literature and

established principles, warns against designing rates that are excessively focused on

short-run costs and not sufficiently attentive to longer-term rate stability.

ln the case of Manitoba Hydro, the strength of the established regulatory regime is that

there is a tendency away from specific annual "revenue requirement" items, with instead

a perspective that it is important to look at where costs are going in the coming years.

This results in a number of positive benefits for customers; for example that during some

extreme event like a drought, rates do not have to be dramatically raised (nor

dramatically lowered during a future high water event).

ln this proceeding, however, despite the above regulatory framework which is

successfully designed to help promote stable rates and a long-term focus, Manitoba

Hydro has proposed changes that do drive immediate impacts from short-term changes,

This is mostly related to proposed changes to excessively expense overhead amounts

that are better accounted for as part of the capital program, and to change depreciation

to an ELG approach. The quantification of these changes is set out in the response to

PUB/MIPUG-1 1(a).
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REFERENCE: Pages 4-2 & 4-7 Section 5.0

Level of Rates and Rate Options; Test Years Adjusted IFF

QUESTION:

a) Please provide a table for each of the two test years including a column

containing the lFF11-2 (income statement and retained earnings) as filed; a

column which reflects detail of al[ adjustments that MIPUG suggests need not be

made; a column that identifies adjustments that MIPUG suggests that can be

deferred to other years; and a column with the resulting adjusted lFF.

b) Please comment on the rate implications of the adjusted IFF in (a) for the test

years and for the subsequent "lS sustained years of massive capital investment",

c) Please provide Mr. Bowman's schedule of a "status quo utility" IFF for the test

years and beyond, with all major assumptions detailed.

ANSWER:

(a) and (b)

Table 1 below shows the Electric Operations Projected Operating Statement for the

years 2011112to 2015/16 adjusted for the proposed changes proposed by Mr, Bowman

in the Pre-filed Testimony on pages 1-5 and 1-6.

Note that it is difficult for any party other than Hydro to model the intricacies of some

aspects of the IFF; however, at a coarse level the attached table gives a good

approximation of the effeets of the recommendations.

Table 1 below does not yet complete any quantified adjustment for Mr. Bowman's

recommendations on Hydro's continued need to focus on containing operating cost

escalation and normal capital spending, nor for potential adjustments to asset lives as

noted at page 4-14 to 4-15 of the pre-filed testimony.
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Table 1: Electric Operations Projected Operating Statement Adjusted for
Initial Recommendations based on IFF 11-2 ($ Millions)1

1 Reduction of 1% Rate Defenal as per PUB/MH l-1 and MIPUG/MH l-20(c) where the 2012113 first quarter balance is
multiplied by four as an estimate for the total year and all subsequent years aro set equal. Reduct¡on to Additional rates
calculated as a reduction from Manitoba Hydro proposed cumulative increase on 8.16% in MH1 1-2 to 4.5%. lnterest
Expense calculated as difference between MH and MIPUG net revenues multiplied by CAD dollar Long-term debt rate on
page 7 of lFF11-2 where 2015/16 is set equal lo lhe 2014115 amount. Changes to OM&A and Depreciation and
Amortization from PUB/MH l-42.Adjusted Equity calculated as Relained Earnings from lFFl1-2 less differonce between
Manitoba Hydro and MIPUG proposed Net lncome, less the deduction of Power Smaft Write-Off in 2013/14 as per
PUB/MH l-42, does not inclLtrle AOCI, Uoes not include Long-Term debt from Keeyask and Conawapa calculated from
CEFl 1 (page 2) Total Spending less all remaining spending to incur afterthe year in question. Proposed Net lncome with
Potential lncreased Waterflow adds $32 million to 2012113 as explained in lFF11-2 pg. 3.

3
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Table 2 below shows Mr. Bowman's proposed changes to Electric Retained Earnings

and Table 3 uses the Adjusted Electric Retained Earnings to calculate the Debt Ratio for

the forecast years 2011112to 2015116.

Table 2: Proposed Electric Retained Earnings for Forecast Years 2011Í12lo
2O'15116 ($ Millions)2

Físcal
Year

Ended

Openf ng
Electric

Retained
Earninqs

IFRS Write Off
to Acquisition

IFRS Write Off to (Centra &
Site Manitoba

Remediation Hydro)

IFRS Write
Off for

Employee
Benefits

MIPUG
Proposed

Net lncome

Adjusted
Electric

Retained
Earnlngs

20'l'2

2013

2014

201 5

2016

2,391

2,455

2,556

2,620

2,745

(36) (20) (22)

64

101

142

125

187

2,455

2,556

2,620

2,745

2,931

The adjustments not included to Retained Earnings that Manitoba Hydro has proposed

for 2013114 as a result of IFRS conversion include:

Write Off to Power Smart Programs of $183 million;

Write Off to Regulatory Costs of $2 million;

Write Off to Administrative Overhead of $36 million; and

Change to Equal Life Group Depreciation Write Off of $31 million.

Mr. Bowman also proposes to adopt the removal of net salvage in 2012113 as per page

1-6 of the Pre-Filed Testimony.

" ZOl1hZ Retained Earnings Amount lrom lFF1l-2 page 33. Adjustments lhat MIPUG agrees with deducted from
Retained Earnings as per PUB/MH l-42. MIPUG Proposed Net lncome from Table 1 above.
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Table 3: Ad.iusted Electric operations Debt Ratio calculation (g Millions)3

e D G=D-E-F H J
(G+H+l+Jy(A+B+C+

G+lì+t+J)

2

3 Debt - Equity Calculatíon from MIPUG/MH l-11(c). A justed Retained Eamings from Table 2 above. Keeyask and Conawapa Capital Spending to Date Galculated from
CEF11 (page 2) as Total Pro.¡èct Costs less costs not yet incurred.

1

IÞbt Rat¡o W
Retained Earníngs
Deduction and no

AOCt

0.74

0.75

0.76

4.77

4.77

Short-Tem
lnvestments

(s0)

(e8)

Short-Term Debt

41

58

8

Sinking Fund
lnvestment

(372)

(327)

037)

(r 60)

IJZJI

Keeyask
Capîtal

Long-Tem Spending To
Debt Ðate

Conawapa
Gapital

Spendíng To
Oate

Adjusted
Long-Term

Debt

9,382

10,295

1 1,140

12,49A

14,214

590

754

952

I aÊa

2,0'16

306

411

477

545

733

8,486

9,1 30

9,711

1 0,600

1 1,465

Non-
Controll¡ng

lnterest

'100

Contributions in A¡d
CoNtruction

318

332

345

352

359

Adjusted
Retained
Earninqs

2,455

2,556

2,620

2,74s

2,931

Fiscal
Year

Ended

2012

2013

2014

2015

2016
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The implications of the above adjusted scenario is that Hydro maintains a net income

greater than forecast in the lFFl1-2, while rate levels for customers are reduced, The

cost levels better track the assets in service, and there is also recognition in the

debt:equity calculation that Bipole lll is expected to be in service for domestic ratepayer

benefits in the next few years following this scenario (i.e., Bipole lll spending is not

removed from the debt:equity calculation above).

This approach reasonably reflects continuity with Hydro's forecasts over the last decade

as to capitalization approaches, and ensure current domestic ratepayers are not

burdened by capital costs associated with plant not yet in service (i.e., Conawapa and

Keeyask) at the same time that finances are challenged by the effects of Wuskwatim

coming on-line.

Given the higher overall equity levels, this approach also better positions Hydro for the

capital investment over the coming 15 years, and provides the opportunity to have the

costs that are properly associated with Conawapa and Keeyask be aggregated into the

overall project costs, for future amortization/depreciation once those projects are in

service and providing long-lived value to ratepayers.

(c)

Mr. Bowman does not have the information required to prepare an IFF for a "status quo"

perspective on Manitoba Hydro. A reasonable approach to such a forecast would be to

provide an IFF that reflects the simplest set of planning assumptions available to MH -
likely a mixture of SCCT and CCCTs being constructed as required for capacity and

energy shortfall purposes in the year in which shortfalls arise (other than capacity and

energy being made available from base case DSM and committed resources) or

alternatively the least cost new hydraulic generation planning sequence, This simple

baseline IFF would then become the main basis for rate regulation prior to specific new

capital-intensive resources being committed (e,9., receiving the necessary approvals

such as an Order-in-Council or some other milestone decisions confirming a very high

likelihood of the project proceeding).

When the time comes for major new project assessment, such as for the NFAAT,

Manitoba Hydro can provide data that is contrasted to this simple lFF, looking at an IFF

scenario that includes the optional but recommended plans comprised of larger capital

cost commitments and other attendant changes to the baseline lFF. This is generally
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1 similar to what was done in the Wuskwatim NFAAT hearing, where a baseline IFF

2 consisting of Wuskwatim 2020 was compared to an "advaneement" sce,nario with

3 Wuskwatim in-service for 2009.
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REFERENCE: Page l-6, Lines 16 to 28

Pre-Filed TestimonY of P. Bowman

Mr. Bowman recommends that for rate setting purposes, Manitoba

Hydro should "Maintain allocations of overhead and administrative

and general costs to capital on the basis of full cost accounting, as

permitted by CGMP, consistent with approaches used by Hydro in

the 2008-2010 period" and "To the extent required (i.e', in the event

regulatory accounting cannot be accommodated in Hydro's audited

financial statements), Hydro should provide the Board with 'regulatory'

statements and calculations as an alternative to the lFF, for the

purposes of assessing rate requirements."

QUESTION:

Please explain how Mr. Bowman's recommendations with respect to overhead

capitalized and separate regulatory accounting are consistent with the following:

a) The findings and recommendations contained on pages 112,113 and 389

of Order 116/08, that the PUB was concerned about the aggressive

deferral and capitalization of operating costs under a full-cost accounting

approach and the recommendation that Manitoba Hydro consider the

early adoption of less aggressive IFRS overhead capitalization practices;

and

b) The acceptance by the PUB for rate-setting purposes of the reductions to

overhead capitalized made by Manitoba Hydro that have been

implemented from the 2009/10 to 2011/12 period in Order 5/12, pertaining

to the 2010111 and 2011112test years.

ANSWER:

(a) and (b)

Mr. Bowman was not abfe to locate any reference to overheads on pages 112 or 113 of

Order 116/08, and could not locate a page 389 in that Order (the final page is page 355)'

November 30,2012 Page 1 of 3
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Mr. Bowman also notes that Board Order 116/08 was issued at a time when IFRS

changes were being hypothesized, but without solid information as to the standards and

potential impacts. The Board expressed concerns in that Order that Hydro and

ratepayers would be affected by a major change that could arise with IFRS, in that

overheads would be reduced on an ongoing basis, but past project costs would continue

to include a more fulsome overhead allocation that had been used in prior years, and as

such future ratepayers may be in a way double-burdened by the change in approachl.

The Board also expressed concern with Hydro's capitalization policies in that they
provided a way to mask the degree of cost increases that were occurring in Hydro's

spendin92.

ln the end, the concern of the Board regarding Hydro's capitalization policies for major

new construction, and their effects on intergeneratíonal equity, was not justified. lt is Mr.

Bowman's view that the Board's conclusions on Hydro's capitalization policies did not

properly consider the assets that were being developed, but only the dollars that were

being spent, as noted in the following excerptfrom Order 116/08 discussing Hydro's full

cost accounting approach:

"While there is an argument for the practice, the net result is that costs

now being incurred are not reflected ín rates until years, in fact decades,

later, meaning the current generation of ratepayers leave the results for

the generations that willfollow to meet"3.

The aþove excerpt summarizes the incorrect víew that the "costs now being incLrrred"

should somehow be paid for out of current rates, even through these costs are properly

linked to future development. Mr. Bowman set out in Section 2.2 of the pre-filed

testimony (particularly Section 2.2.4) the rationale as to why it is proper and principled

utility ratemaking to match the financial impact of these costs with the economic benefits

of the underlying assets they produce,

I The Board noted that ".,,there is an argument for MH's current approach..." but that "lf the approach was to change" thls
would "result in current and future ratepayers being billed for costs reflective not only of current costs but also cost
burdens avoided by past ratepayers as a result ofthe current process ofdeferral and capitalization.", page 94,
' "MH had total operating and administratlve expenses before capitalization of $543 million in 2003104, which grew to over
$688 million in 2010 and is forecast to be $703.8 mill¡on in 2010111 and $714.1 millíon in 2011112, before capitalized
activitles and overhead. ln 2003104 MH capitalized approximately 28% of labour and benefits. The amount of labour and
benefits capitalized has lncreased since then, where MH now capitalizes over 32lo of its labour and benefits. The
increase in amounts capitalized mutes the gtowth Ìn O&A expense recorded on an annual basis." Board Order 116/08
page 93,
u Board Order 1 16/08, page 92-93.
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The same assessment can be made on a retrospective basis with regard to the plants

presently in service. For example, with reference to the output of earlier plants such as

Long Spruce (1979) and Limestone (1990), these plants have production costs

estimated earlier at 1.14 cents/kW,h (Long Spruce) and 2.21 cents/kW.h (Limestone)4.

These plants are now roughly one-fifth to one-quarter of the way through their lifespan,

and produce power at all-in prices that are very favourable for today's ratepayers (major

plants that are even older typically have more favourable all-in costs, such as Kettle and

Kelsey). The question becomes whether there is an excessive burden being imposed

today due to previous generations having excessively capitalized project development

costs or overheads, This would not appear to be the case. For today's ratepayers, a

small percentage change ín the output costs of Limestone, due to 1970s or 1980s

ratepayers having been burdened with a greater or lesser percentage of the overhead

costs of building the plant, would appear almost irrelevant to overall system power costs.

There is no evidence of any intergenerational burden having been handed down to

today's ratepayers from the methods that were applied by Hydro in accounting for these

older plants. There is no reason to expect a similar relationship would not hold for

Conawapa or Keeyask.

Please also see PUB/MIPUG-l-12

1 
Per TREE/MH-l-s(h) flom the 2002 Status Update filing.
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REFERENCE Pg.4-17
Net Salvage Removal from Depreciation

QUESTION

a) lf the approach advanced by MH is not related to, or required by, IFRS, when

does Mr, Bowman believe MH should implement the change, and indicate how

an early adoption of such a policy change would impact the rates in the

Application.

b) Please indicate which of the prescribed approaches put fonrard by KPMG are

allowed under IFRS.

ANSWER:

Mr. Bowman considers that the change to remove net salvage from depreciation is a
reasonable approach that should be implemented as soon as possible. Adoption of this

measure would reduce depreciation costs by approximately $55 million for each year

implemented, as per MIPUG/MH-l-15(p). This is understood to include both the effects of

eliminating annual accruals to the provision, and to amortize the accumulated

amortization reserve variance, as this variance value is sensitive to the assumptions

regarding net salvage.

(b)

It has been Mr. Bowman's experience that utÌlities referencing the application of IFRS to

their operations indicate an approach roughly comparable to #(1) is the normal

assumption for most of an asset's life, although as these costs are difficult to disentangle

from the costs of building the replacement asset, in practice approach #(2) may in effect

cover a substantial part of the costs which othenruise would have been included in a
utility's "net salvage" or "future removal and site restoration" provision. Approaches #(3)

through #(5) are typically cited as being unavailable for utilities for financial reporting

under IFRS.
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For ease of reference, the five approaches described by KPMG from pages 4-15 and 4-

16 of Mr, Bowman's PreJiled Testimony arel

1) lgnore salvage values in the calculation of the asset's depreciation rate.

Recognize gross salvage revenue as income and retirement costs as an

expense at the time the asset is retired,

2) lgnore salvage values in the calculation of the asset's depreciation rate

and include the net salvage incurred on the retirement of the asset in the

depreciable cost base of the asset that replaces the retired asset.

3) lgnore salvage values in the calculation of the asset's depreciation rate

and amortize the net salvage incurred on the retirement of the asset over

a period followíng the retirement.

4) Alternatively, incorporate the asset's predicted net salvage value ín the

calculation of its depreciation rate,

5) Establish a separate reserve (or allowance) for net salvage for each

account that is expected to have negative net salvage. Calculate and

display this reserve separately from accumulated depreciation,

November 30,2012 Page 2 of 2
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REFERENCE: Pre-Filed Testimony of F. Bowman

QUESTION:

a) Please provide a concise summary of the recommendations that Mr. Bowman is

making to the PUB with regard to depreciation.

ANSWER:

(a)

Mr, Bowman's recommendations to the PUB with respect to depreciation are as follows:

1) Electricity rates should be set on the basis of depreciation rates, approaches and

policies appropriate for determining fair and reasonaþle allocations to today's

ratepayers, lf Hydro's financial reporting uses depreciation rates that meet this

test, then those depreciation rates should be used for electricity rate-setting. lf

not, then the Board should specify the depreciation rates to be used for electricity

rate setting and ensure Hydro provides, in its GRA filing, a revenue requirement

consistent with those PUB-directed depreciation rates.

2) Hydro's depreciation rates for electricity rate setting should not include net

salvage, including for the test years.

3) Hydro's depreciation rates for electricity rate setting should be based on the ASL

approach to calculating depreciation rates, not the ELG approach,

4) The Board should carefully consider the lives adopted for asset category 000A

Dams Dikes and Weirs (Appendix 16, page 2of 192), and asset category 000D

Spillways (Appendix 16, page 10 of 192) to consider whether the proposed asset

lives are suffíciently long given Hydro's own retirement data.

5) The Board should carefully consider the lives adopted for asset categories such

as 4000J and 4000L (Metal Towers and Overhead Conductors) (Appendix 16,

pages 121 of 192, and 124 of 192)to consider whether the proposed asset lives

are excessively long given Hydro's own retirement data.
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REFERENGE: Section2.2.4Pg.2-9

QUESTION;

a) Has MH has developed Wuskwatim with'no near-term adverse impacts'?

ANSWER:

(a)

No. Wuskwatim is having an adverse impact on Hydro's financial performance over the

first decade of the lFF, as set out within this response. However, this does not

necessarily mean constructing Wuskwatim was a poor decision, as (1) many of the

benefits of the plant (e.9., protection from unexpected load growth) cannot be easily

quantified, and (2) the long-term benefits of advancing the plant are not apparent in this

simple comparison (i.e., what would it have cost to build Wuskwatim 'for 2019, when

needed for domestic service?).

Further, so long as Hydro is not excessively focused on aggressively maintaining or

raising near-term debt ratios, or in front-end loading recognition of Wuskwatim costs, it is

likely that the rate system can mostly absorb this adverse financial effect without a

notable increase to rates in the near-term. However, it is unlikely this project can be

entirely absorbed with no impact on rates over the period Io 2019120.

ln completing this assessment, a number of variables need to be considered.

Need and Timing

The first matter that must be addressed is the need for Wuskwatim. This is because the

appropriate baseline for comparison of the Wuskwatim effects on a given year is

different if it is being required for domestic service than if solely serving exports. ln
particular, if the plant is solely serving exports, then the relevant comparator on a
"with/without basis" is the situation absent the plant. lf however the plant is serving

domestic ratepayers then it is not possible to do a simple "with/without" comparator as

there is no way to simply do "without".
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At the time of the Wuskwatim Need for and Alternatives To (NFAAT) proceeding before

the Clean Ënvironment Commission, Manitoba Hydro indicated that the next power

resource required for domestic load would be needed in 20191. Under the then current
planning assumptions, that plant would have been Wuskwatim. lnstead the project was
"advanced" from a 2019 in-service date to an earlier in-service date based on a number

of premises, such as that: (a) this would provide more flexibilíty to Hydro if loads grew

faster than expected, (b) this would permit Wuskwatim to be placed into service at a
lower cost (due to inflation) and to be partially paid down by export sales in advance of
being needed for domestic service, and (c) this would permit Manitoba Hydro, the

Manitoba Government and the First Nation partners to secure earlier benefits (such as
jobs, water rentals)than by waiting until 2019,

ln the previous GRA, Hydro confirmed in Exhibit MH-35 that the date when Wuskwatim

would be required for domestic service, based on the 2010111 load forecast, remained

20192.

ln this GRA, Manitoba l-lydro has taken a very different approach to determining the data

for when Wuskwatim is needed. For example, in PUB/MH l-25(b) the Board asked

Manitoba Hydro to remove the impacts of Wuskwatim from the lFF11-2 for the years

2012113 to 2015/16, to which Manitoba Hydro responded that it was not practical to

remove Wuskwatim as it is now required to meet firm load commitments, ln MIPUG/MH

l-4(a) Manitoba Hydro was asked to confirm if, based on the 2011112 Power Resource

Plan, Wuskwatim supply is not needed to meet domestic supply untiì 2019/20. Manitoba

Hydro rejected this notion, despite the fact that it was based on the exact same

mathematics as used in Hydro's exhibit MH-35 from the previous GRA. lnstead Hydro

indicated that the need for Wuskwatim generation has changed as load forecasts have

been updated and 250 MW of wind power has been purchased under Power Purchase

Agreements. When asked specifically in MIPUG/MH ll-3(c) about the simple

mathematics of subtracting the Wuskwatim (1250 GWh)from the total system surplus of
1666 GWh in201Bl19 yielding a positive result (and therefore no "need"forWuskwatim
until after that year), Hydro instead focused on the fact that without "Wuskwatim and

wind" there is a system deficit starting in 2011112. lt is not apparent why Hydro has

adopted this new approach, in contrast to exhibit MH-35 from the previous GRA, to

effectively package Wuskwatim and wind as a single resource. lt would appear that the

1

page 19
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Wuskwatim and wind commitments are independent decisions and can each be

assessed on their own merits3.

ln short, in the current GRA, it appears despite Hydro's claims to the contrary, it is

reasonable to assume that Wuskwatim is not required for domestic service in the test

years, but remains a required resource starting approximately 2019/20, This means that

the reasonable comparison for Wuskwatim's effect on ratepayers for the test years is the

situation with Wuskwatim (as set out in the lFF11-2) versus the sìtuation without

Wuskwatim.

lmpacts on Test Years

Focusing on the 2013114 year, the best estimates available astothe costs and revenues

of the Wuskwatim project are set out below. lt is difficult to confirm that this fully captures

the incremental impact of the Wuskwatim Generation and Transmission, as some values

solely reference "Wuskwatim" without clarity as to whether transmission is included or

only generationa. Further, some small impacts of the project, such as the effects of

financing the First Nation partner equity, or payments from the WPLP to Manitoba Hydro

as the General Partner, are difficult to track.

Capital cost: The total Project cost for Wuskwatim Generating Station is $1,375

billion, and the total cost for the Transmission Station is $0.297 billions. The

Wuskwatim Generating Station was to come fully in-service by October,20126,

such that it was to be in full service forthe entire 2013114year.

a

a OM&A: Total 2013114 at $9,635 million per Appendix 5,6, pageT

t Further, at the CEC hearings on Wuskwatim, Manitoba Hydro was already ". ..currently planning to develop 250 MW of
wind generalion during the next ten years, providing further têsting establishes that it is viabfe." per page 58 of lhe CEC
report on Wuskwatim httr¡://ryv_vrLcecnlanitoba.calresource/reports/CEnmiç$j-o-o-_ed:ß.ep.adÊ2-Q04¿8-85:,
Wuskwatim Genq.ralion Transmjssion Proiects Full Reoo¡:t.odf . Further; 'MH indicated that it has been demonstrated
that even if a wind project significantly larger than lhe Projects were to be adopted first, it would have a very small effect
on the economics of the ProJects," At page 59-60.
a For examplo, lvllPUGiMH-l-16(a) asks for the depreciation expense for Wuskwatim generation and transmission. Tho
value provided ($24.8 million) lor 2O13114 is the same value roported in PUB/MH-l-134(a) for the WPLP forecasts, which
would be understood to own onlyr generation.
5 Appendix 6.1: Capital Expenditure Forecast (CEFl 1); p. 14.
o eua/MH t-so1c¡,
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a Finance Expense: cited at $71 million per the WPLP statements in puB/MH-l-

134. However, this value understates the true impact of the wuskwatim
borrowings, as the WPLP partnership is structured to assume 25o/o of the capital
is provided through "equity", ln practice, Manitoba Hydro has generated no
incremental equity from the wuskwatim investment to date (i.e., retained
earnings would have been approximately equal up to 2013/14 with or without
Wuskwatim) and the project has provided effectively no new cash flow sources.
ln short, absent wuskwatim, Hydro would have almost the exact same amount of
retained earnings in 2013/14 as it does in the lFF11-2 scenario, but have
significant less long'term debt. As an approximation of the finance cost of
Wuskwatim, it is necessary to adjust the $71 million to reflect the full balance of
the project (i.e., 100%, not 75% of debt financing), for a total finance cost of
approximately $gS million.

Depreciation: For 2013114, the forecast depreciation and amortization expense
is cited as24.8 millionT.

Water Rentals: The WPLP statements at PUB/MH-l-134 indicate $5 million per
year. This may ignore small effects on generation changes on the remainder of
Hydro's system, but those are expected to be small.

capital raxes: As per cAC/MH-l-15(a), the combined capital rax and water
Rentals are cited as $11 million. As noted above, Water Rentals are projected at
$5 million, leaving $6 million as the approximate Capital Tax impact.

Total 2013/14 Cost: From the above - approximately 9141 million. This ignores
smaller effects such as impacts on sinking Fund balances and charges, etc.

a

a

I

Revenue for Wuskwatim is difficult to isolate from overall Hydro operations in the test
years. A good proxy however is the revenue attributed to the WPLP, which is based on
average prices received by Hydro on long-term export sales (for on-peak Wuskwatim
energy) and opportunity sales (for off-peak Wuskwatim energy). ln the case of 2013114,

this value is $57 million,

t Mteuc/ntH t-to1a¡.
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1 ln sum, the one-year impacts on Manitoba Hydro's financial position in 2013/14 from the

2 Wuskwatim project is approximately negative $83 r¡íllion. Using the same approach as

3 set out above, the foresasts for the next 10 years is shown ln Table 1.
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Table 1: Estirnated Wuskwatim Operating Statement ($ Millions)8
2012113 2013114 2AMn5 2015116 2016117 2017t18 2A1Uß 2ø19t20 202øt21 2021t22

57 57 69 90

REVENUES
Revenue Attributed to WPLP

EXPENSES

Operating and Administrative
Finance Expense
Depreciation and Amortization
Water Rentals and Assessment
CapitalTax

Net lncome

10

100
25

R

A

140 143

(83) (74) (56) (45) (3s) (2s)

57

I
83
23

5
5

(67)

57 69 90
99 108 117 124 125 133
99 108 117 124 125 133

(15) (12) (2)

11

88
25

5
o

lt
91

25
5
b

10

93
25

5
o

10

96
25

5
b

10
97
25

5
6

10

99

25
5

6

10

97
25

5

6

10
95
ZJ

5
6

124 146 144 143 142 139 137 135

2

.)

t Revenues and Water Rentals from PUB/MH l-134. OM&A fo¡ 2O12113 and 2013114 from Appendix 5.6, page 7 with remaining years from PUB/MH l-'134. Finance Expense
calculaled based on amounts in PUB/MH l-134 representing 75% of total expense. Depreciation and AmortÞation Expeñse from MIPUGIMH l-16(a) and pUA/'L4H l-
134.Capital Taxfor 201213 and 2013/14 fom CAC/MH l-15(a) tess Water Rentals with remaining years set equal to 2O13t14.
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ln terms of the impacts on ratepayers in the near-term and the longer-term (as per

PUB/MIPUG-16), as shown in Table 1 above, it is reasonable to expect that Wuskwatim

will not contribute positively to domestic ratepayers until approximately 2021, roughly the

same time frame that it is started to be requíred for domestic service. During this time

frame the adverse impact on retained earnings could be as high as $400 million as per

the net losses in Table 1. Also note that Table 1 does not take into account cumulative

debt impacts from any cash shortfalls in the years noted.

Shortly after the years shown in Table 1, it can be expected that Wuskwatim would begin

making a positive contribution to net income. Retained earnings will remain lower than

they would have been absent Wuskwatim for a longer-term period of time, untilthe $400

million in net losses from the early years has been fully offset,

November 30,2012 Page7 of 7
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201 21 13 &, 201 3 I I 4 Electric General lìate Applicati on

cÄc/Mt{ I-47

Subject:

Reference:

Depreciation
'lab  ,Page 5 Lines 6 8.1

Preamble: Manitoba Hydro states r'... partially offset by the change to the Equal

Life Group methodology for calculating depreciation rates (as required

with the transition to IFRS)."

a) Provide specific cites in IFIIS pronouncements that require the use of Equal Lif'e

Group methoclology and provide a copy of the cited reflerences, together with

copies of the pages containing those ciúes.

ANSWER:

IAS 16 does not require that the Equal Life Group (bLG) rnethod be used fol determining

depreciation rates as both the Avcrage Service Life (ASL) and ELG method are acceptable

methods for determining clepreciation rates under IFRS.

The speciflrc Leferences from the IF'RS pronouncements that MH considered regarding the

change to thc ELG rnetliodology ¿u'e as follows:

IFRS seotion IAS 16 Property, Plant & Equipment paragraphs:

50 The depreciable arnount of al asset shall be allocated on a systematic basis over its

useful life.

57 The useful life o:f an asset is cleflrned in terms of the asset's expected utility to the

entity,,..,,Theestimationoftheusefullifeoftheassetis amatterofjudgementbased
on the experience of the entity with similar assets.

60 The clcpreciation nretirod used shall reflect the pattem iri which the asset's future

econotnic beneflrts are expected to be consumed by the eritity.

68 Thc gain or loss alising from the de-recognition of an itcn of prolrerty, plant ancl

equipment shall be included in prol'rt and loss when the item is clerecognized (rurless

IAS 17 lequires otherwise on a sale and leaseback), Gains shall not be classified as

revenue."

(Plea,se note that MH is not in a position to provide colties of the poges' containing the

particular reference due to cop),ri+ht latus.)
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20 12/ 1 3 &, 20 l 3 l l 4 Electric General lìate Appli c ation

Undel thc ASL mcthod, the depleciation rate is bascd on thc average life of all assets within
the overall component olass. The calculation of the ELG depleciation rate is rnore robust and

is based on the exlrected retirement pattern for similar asset groups within the ovcrall asset

conponent class. Rather than determining a depreciation rate using an overall average life of
the entire asset componcnt class, the ELG method breaks 1lie lalger class into sub-

components groups with similar livos and factors the dífferent selvice livcs of thc sub-

oomponents into the ovelall depreciation rate for the larger component class. As such, the

ELG method provides a better rnatching of deplecialion expense with the expected

consumption ol'the asset, which complies with the requirements o:f IAS 16,

The IAS l6 requirement to recognize gaius and losscs on asset retirerncnts immediately in

net income is significantly different than the existing GAAP accounting practice that permits

the recognition of annual gains ancl losses in accumulated dcpreciation. Differences in how

clepreciation rates ure calculated under the ASL and ELG rnethods will influence the extent

of annual asset retirement gains and losses that will be required to be recognized in net

income uncler IFRS and will thus, influcnce thc method to be chosen by an entity.

Since most assets ars removed frorn service eithq before ol after the average ssrvice life of
the overall component class, it is oxpected that the extent of rnaterial gains ancl losses to be

recognizecl in nct income under IFRS would be higher when using the ASL method, The

ELG calculated late is expected to r¡ore accuratcly reflect the service life of tlie individual

assets within the lalger component class and thus, assets ale more Likely to be fully
depreciatccl when thcy are reÍrovecl from service under the ELG rnethod; reducing any gain

or loss.

Tlre ELG mcthod will minirnize lhe amonnt of gains a¡d losses recognized on retirement of
assets, and will recluce Det income volatility, As a result, thc ELG method is the preferred

approacli lor rate-regulated utilities as it is expected to promote rate stability for customers.
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Thc IA.SII, tht: IFRS FouDilatiolt, the authors ancì the publishers do not acccpt respoDsibílity
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lÂSl]'s addt ess in ftrtl. Oilrerwisc, no part of this publicatioD may be triurslated, rclprintecl or

rcpr.ocluced ol. utilisecl in any foru'r ejther in whole or i1Ì PaIt or by any clectronic,

llecht¡ical or othel means, nolv known ol here¿tlter inventecl, inclucliug photocopying atrd
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ExPoSURE O'ìÀFT-DEoEMÊER 201 2

Introduction and invitation to comment

lntroduction

The luternational Accountiug St¡ndards Boarrl (lASß) has published this Exposure Draft of
tlre proposed arnendrneuts to IAS 16 Propcr|y,PlantondEquqntent and IAS SSlntangil/,eAssets.

Paragraphs 60 of IAS 16 and 97 of IAS 38 establish'consumption of economic benefits'as

the principle for recognisiug depleciatìon or amortisation, whereby the deprecizttion or

flmorcisitlìon methocl used shall reflect the pâttern in which (he asset's futule ecoltoutic

ì¡enefits ale expected to l¡e consurnerl ìly the entity.

Paragraphs 62 of IAS 16 anci 98 of IAS 38 state that a valicty of depleciatiol aud/ot

auroltisation methods can l¡e usecl in applying that plinciple to allocate Ll:e

de¡:rcciilble/amortisable a¡r'lolìnt of an asset olr ír syslernilt¡c basis over its uselitl life. r\n

enriLy selects (he method Utat most closely leflects the expeclcd pallcrn of consumptiou of
the expected futurc econorlic benetits embo<lied i¡r the assc!.

This arrrenchnent proposes to clâr'ify that whell applying the gnidance irl pillaglaplr 62 of
IAS 16 and palagraph 98 of IAS 38, a levenuebasecl mcthod shotrld not l¡e usecl to calculate

the chalge for clepreciation ancl/ol amortisation, because thnt rnetho<l leflects ¿t Piltlern of
econorlic benefits beûtg generatecl fi'orn the asset, rilther than tlre expectecl pattcm of
consumption of the future ecottomic benefits embodied in the asset, The prnposed

a¡rendlnent also plovides sorne further guidance in the application of tha dirninishittg
Lralance nrethod.

The IASII has ¿rlso clecittecl [o make colìsistent the phrase'rtnits of'pt'oclttctiou me Lhod'ancl

has Lhcrefbre amencle d tho.se instances of phrases 'tutit of prodnction method',

lnvitation to comment

Tlle L\SB iuvites cornnents on the pt'oposals in this Exposure Draft, particlllarly oll the

cluestions set out belorv. Coltrmeuts ate Dìost helpful if tltey:

(a) comment on the qucstions as stated;

(b) i¡rdicato the spccific paragr:aplr or gloup ofparagraphs to which thcy relate;

(c) conlain a clear ralionale; tnd

(d) inclucle any ãlternrtive that the IASII shotlld cousidet', ifapplícable.

The IAS)I is uot requesti¡rg conÌrDelìts oD n]afters iu lAS 16 ot'iu I¡\S 38 that ale llot
adclressed in this Ex1:osure Draft.

CourmeDts should be strbmitteci in writing so as to be received uo latel thalì 2 Aptil 2013.

4Þ IFRS Foundation
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CLAR|FTcATtoN oF AocEprA¡iLE METHoDS oF DEPHEotATtoN 
^No 

AMoRTls^floN

Questions for respondents

Question 1

I'he I^Slì proposes to anrerì<l IAS 76 lrropetly, Hant øxdlitltilsnent And IAS 38 Jrrtongfblc zlsscls to
pr:ohiì:it a deprecintion o¡' atnortisation metlrod thÍrt rtses l'eveltr1e generatecl fror¡ an
ricfivily th¡l[ inclndes the use of âû .t$set. Tlris is beeuuse it reflects ¡r pi¡t[er.n of lttttre
econórîric beneûts being geüeiated from the flsset, råther, thall reflccti[g tlre expected
plttetn of cÕlls\llnptiotì of tlre future ccono.ùric benefils e¡nbodied in the asset, Do ¡lon
agreeT Wl1y or \4rhyrnoi?

Question 2

Do you have airy otlrer.cornfnenl$.óR the proposals?

5 ¡ IFFIS Foundatíon
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EXPoSUHE DfìAFT_DEcEMBËIì 201 2

[Draft] Amendments to IAS 16 Property, Plant and Equipment

Paragraphs 62A-428 and 81 G are added. Paragraph 62 is not proposed for amendment

but is included here for ease of reference. New text is underlinsd.

62

Deprecíation method
Á valiery of clepreciation methods can ì¡e used to irllocâte the depleciable

ÍllTtorurt of an ilsset on ¿r sysl.elTlal.ic ìrasis over its usclil life. These nrel,lrocls

include the straightlíne method, the climinishíng balance ntethod alrd the uuits
of procluction nìethod. Tlìe srraight-line ¡'nethod results irr â collsirnt. chalge

ovel the usefnl lìf'e if the asset's t'esidual valtte cloes ttot cltange. T]re

dinrinishing baìauce ureth<¡d lcsulrs in a clect'easing chargc ovet tltc rtseftil life.
The nniLs ofproduccion lnethod::esults in l charge base<l ou tlìe expected tlse ot
output. The cnrity selecls ttc r:rcthocl thítt rnost closcly rclìects tltc cxpeclerl
pâttelrì of consuurptiou of the [uturc cconouric Lrenelits etnl¡ocliecl itr thc assct.

That rnethod is apptied colìsistcntly fÌ'om period to peliocl unlcss therc is a

chauge in the expected pattelu of cousttmptiou of those ftttttlc ecouoltr.ic

benel'ìts.

62/¡.

Ìn âsset is pot arì ¿rppropri¿ìtc deÞteciatioìr method for [ìt¿ìt âssc[.'becâuse it

asset. r¿ìther than a pattern of consr.rnìptiol'r of the {irtrìl'e ecorloníc beltefits

embodied ilr the rsset. PiuagraDh 60 establìshes co¡-rsuntptiou of the benelìts

that were inherent in 0hc âsfet wlìen il- was ¿ìcquirecl :ìs tle pt'inciple fot'

<lepreciation.

When applying th.e di¡rinishing l:alance rretl'rocl. iufor¡ration tl¡otrt techllical

ol collrnlercinl ol¡sole"-ce¡rce of tbe procluct or service orttput is rolevaut fot
estirnatinghor.h the pattern of cotlsutrrption of future ecolrolìlicbetìelits aì1tl the

usefirìlifeoftheasset. Anerpectedlutnlere<lnctioninunitsellingp¡iceofthe

comrnelcial olìsoI c"-ccnce.

521)

Effective date and transition

81G Cldrilì¿dXion 0f Acccprdblc Mcllod.r 0,f l)dprfcifltìo'r drrd,ArilottiJd¿ion (^rnencllìlertts to

I^S l6 and IAS 38). issuecl in ldatel. added parilgr¿ìphs 62r\ and 628. An ar]tity
shall apply t'hose pnlagrauhs lbr annrral pet'íods l¡egiuning on or nfter [datel
rctrospoctively iÌì rc(ordän(ìe with l^S 8 

^.f.orflrt¡fl_g 
P0li.ic.r. Clnlr.çcr- í?r 

^ccoilfltilrglislÛnotcr' d nr, fjrro,r. l.Ìarl ier apltic¡ tiolì is pcrmittcd.
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CLAR|FToAïoN oF AccEprÀBLE lvlETHoDs oF DEpRËctAltoN 
^ND 

,AMotìTrsATtoN

fDraft] Amendments to IAB 38 Intangible Assefs

ln paragraph 98, the phrase 'unit of productíon method' has boen amended to ,units of
production method'. Paragraphs 98A-9BB and lgoc are added. New têxt is underlined.

98

Amortisation períod and amortisation method
A v¿riety of depreciarion rnethocls can be usecl (o alloca[e thc deprcciabltr
Ír¡nount of an assct on a syst"cnlätic basis ovcr, its uselil lìfe, These nethods
include [he straighrline rneth<ld, the <limjnishing balance method anrl the nnít¡
of proclnction nrethod. Tlle method userl is selected ot the l¡asis of the expect-cd
patterrì of consunption of the expected lttule econor¡ic l¡cnefits ernbodied iu
the asset alrcl is applied cousis[ently from per.iocl to periocl, turless there is a

chaDge ilr tha expectod patte¡]lì of cor:sunrptiou of those futu¡e economic
benefits.

984

98Iì

A rrrethod that uses tcvenue genel.¿rte<l frour alr rctivity that inclurles the use ot

estnblishcs cönsilmptiop of tlìe befiefits t'lìitt were inherelìt iu the asset whep it
rvas ircrruíred as the l¡riuci.ple for ¡rrnolr.isation.

of the product or sel'vice oütprlr of rhe .,tsset c(ìuld bc an iltdic¿rtion of the
clinrinution ofthe hrtule econolríc berrefits ofthe intangible asset as a l.esult of
technical ol cornmer:iítl r¡ì:solescence.

Effective date and transition

1s0G Clndf¿rl{on r¡/21¿rce¡rÍablc Mclhod.s o,f Dcl¡rccínf.iol ard,¡\morüisotiol (Âmencl¡rents to
IAS 16 an-d IAS 38). issue d j¡l fr'latel. anre¡rclecl paragrapl-r 98 and ¡cì<led
par¿ìgl'rphs 984-98ß..An entiq' shall ¿ìpply those par¿tgÌaphs f'ôl'¿llllrurl petiods
lreginning on ol'aftel lclatel I'etrospectivcly in accor.<lallt:e with IAS 8 ,¡lccor¡rlí¡ß
Pollncs. Chnrg¿s ln,¡lccollrtfng Ûstfnofrs o¡d lÌtr.¿rr.s. Earlier nDpljcation is pc¡r¡itrccl.
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ExPosUßE Df ìAFT-DEcEMBER 201 2

[Draft] Amendments to the Basis for Conclusions on IAS 3B
lntangible Ássets

ln paragraph 8C72A, the phrase'unit of product¡on method'has been amênded to'units of
productlon method', New lêxt is underlined.

tsc72h The last sentence of paragla¡rh 98 previously strted, 'There is larely, if ever,

perstrasive eviclcnce to suplort rn arnortisation metl¡ocl for intangible assets

with finite useful lives that resullr in a lower alnount of accurnulatccì
aurortisation [lÌaû under the stlaigbtline nrethotl.' hì pr'flctice, rhis wording was

perceived as preventing itn enl-ity fionr usirrg the unit5 of production metlìod to

unorlise asse¿s if it rcsulted in a lower amount of accurnulated au¡oreisation
tl'ran the straight lirre nrethod. I-lowever, using the stÌ¿rightline rnethod could l¡e

inco[sistent with tl-re general requirerùcut of palngraph 38 tlÌat tlÌe
amoltisaüon metlìod shoulcl leflect the expected pattern of corìsurnption of the
expectecl fiiture econor¡ic benef¡ts e¡nl¡oclied in an intangible asset,

CoDsequelltly, the llonld <leciclecl to clelete the lâst selltence ofpalagraph 98.

ID IFRS Foundalion
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CL^ßrFtcATtoN oF AccEPÍABLE MÊTHoDs oF DEpREctATtoN 
^No 

AMoRTtsAÍoN

[Draft] Amendments to the Basis for Conclusions on IFRIC 12
Servíce Co n cession Arrangements

ln paragraph 8C64, the phrâse'unit of production method'has been amendod to'units of
production method'. New text is underlined.

Ilc64 The IIRIC consi<lerecl wlret"her it wor.rld be appropr.iate for. intnngible assets
uuder paragraph 26 to bc amortisecf using irn'intelest'method of rmorrisation,
ie oDc that takes âccoullt of the tirnc valuc of uroney in ad¿ition to tltc
corìsrlrnpciotì ofi the iltaugiblc asset, treating the asset t¡ore like il rnonet¿uy
thiln a non-rnoDetaly assec. Howevet, the IIìRIC co¡clude¿l that thcre wils
nothing uniclne irb<lut these iDtâugible assets that wclulcl justify use of a ncthod
of ctepleciation clifiþrcnt fi'o¡u tha( usecl tbr othel iutarrgible assers. The IßRIC
noted (hat palaglaph 9S of IAS 88 provides for a numì¡er of amor.tisation
llletÌlods l'or intangible ilssets wit.h linite useful livcs. Thcse rnctfiocis inclucìe the
straightline method, the dirninishing balance method aucl the u¡ìiß of
procluction urethod. The urethod used is selected on the l¡asis of the expecte<l
p¿rLlern 0f consunrptioD oI'the expccted fi.rtqre ecoDomic benelits embocliecl iD
the ¿lsset an<'l is appliccl coltsistently ñ'ont peliocl to pcriod, unless there is a

clrange ir tlìe e)(pectecl patter[ of cotìsrlrnptiotl of those liltru.c eco¡tornic
ì:elrcfits.

I ù IFFIS Foundation
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EXPSSURE DRAFT-OEOEMBER 2012

Approval by the Board ol Clariflcdtion of Acceptable
Methods of Depreciatlon and Amortísatlon (Proposed
amendments to IAS 16 and IAS 38) publlshed ln December
2012

'flre lJxpostrre Draft Anújcatlon of Acceptahle Meühods of Deprecluüon fitd Amortlsaxlon was

.rppiovid for publÍcation by the fifteen rnèmbers of the Inti¡n¿ltional /\ccouuting Stalldards

Board.

Hans llooger¡r'orst Çhainna¡

Ian M¡ckintosh Vice.Çh¿tirmatr

Stephen Cooper

Philippe Danjou

Martir: Edelmalrn

Jan ISngstÉrn

I¡atrick l.'innegan

Àmaro Lniz de Olìveira Gomes

PraÞhoka! Kalavacherln

Patrici¿ McConnell

Takatstrgu Ochi

Paul Pacter

Darrel Scotr

Chungwoo Súh

WeiGuo Zhong
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llcl

CLAn¡Flc^TtoN oF AcoËplABLE METHoDs oF DEpßEctAltoN AND 

^MofìTtsAT¡oN

Basis for Conclusions

llhis Basis Jisr conclusiotts accomltaníes, bttt is not ynrt o!, tlrc propose d cuncnclnuús.

Depreciation and amortisation method

l1c2

BCs

BC4

1lc5

The IÂsll cliscussecl whethel it would be aPpro¡:riate ftrr 1:lilnt and ec¡u.iplreur to
bc depreciated and tbr inlangìblc assets to bc ¡nortised using a rcvenne-basecl
depreciation or amortisntio¡r nrethod. A 

'evenue-l¡asecl 
cìepr.eciation ol

amortisation rnethod is one th¡t is clerived û'om an ilrteractioD belween r,rnits (ie
qrlanlity) and price, ¿nc1 that takes ilrto accoLì¡rl. thc (ìxpc(ìl,ed ti:tnr.e chauges in
price as the depreciatìon besis to allocate the amorurt of rn ¿ìssct tlìãt is to be
deplecíateci ot'amorriserl. Paraglaph 60 of IAS 16 arìd par.agraph 92 of lÂS 38
stiltcs rhôt tlìe depreciarion or ¿rnrc¡rtisirrion ¡rethocl used sball leflect the
p¿rttreru in which the assêt's lttruc eco:r<¡rnic bcnel'its ¿Ìre expected to be
colrsumed by the enLÍly.

The IASB pl'opo.ses that a leve¡ìLrc-bascd depreciation o. alror.tisatiotì ¡nethocl
should uot be appliccl because it reflects a pattern of economic ì:enefìts beirrg
generated liorn opeHting ilre bnsiress (of which llle iìsset is palt) râther thân
thc econclnric benelits beiug consurned through tJre use of tl:c ass(.ìt, The lïture
econolníc bc[efits elDborlie<l itr arr asse[ âl.e consumed by ¿u eltity prÌncipally
through its use as clescr.ibecl in palagraph 56 ofl,¡\S 16, The use ofan ssset. calr be
ilssessecl by refelcr:ce to the asset's expccted capacity or. physical orrtput as
clcscribcd in paragraph 56(a) of I^s 16. other f¡rctors ¿rre lnentioned in
paragt'aph 56(b)-(d) of IAS 16 to assist iu the cleterDrination of â pattel.n of
consumptiolì of an asset,

I)ttlir:g its delibelatior,ç, the IASII cousiclerecl thc clucstion of whethcr. 1ùelc
cottld be lirnitecl cilculns(anccs il lvhich revelrue coulcl be usecl to reflect Lhc
patterll irì which the firture ecouomic benclÌts of tìre asset flre cxpected to be
consuntecì. The LASII noletl thnt the liniteeì cilcnmstance whe¡r revenue coul<l
be use<l is when the use of a ltvenue-b¡secl rne(hocl gives the s¿rne result ¡s the
tuse ol'a units of procluction nethod.

I.'or exaDrple, solne lypes of inÌellectuâl property asse ts (for. extllple, acquired
rights to ì¡r'oadcast a filnr) rvill inirially i¡rcnr a siguifìcant rloclino in v¡lue
followed by n diminishíng late of decliue (l'ol exanrple, when l lilm is initially
shown and with each strbsec}rent slroliug ilre vahre of tbc r.¡glì($ typictlly
clccrelsc quíckly at lirsr aDd theu at a slowel rate). The IÀsll uoted th¿rt the use
of a tinre'basecl stÍright-une amortis¿ì[ion rnethorl ¡nay noc be appropriate in
[]rose cases l¡ecarrse these rights have an iDhereDt tntì fhst injtial pattcnì oF
decliue iu valne.

'l'hc IASII obse¡ved that in ll:oser cases a rììeasure such as thcl nrrmber.of vìelvers
ath'actecl curuld be uscd ls ¿r leirsonable basis for tlìe pflttel'n in rvhich the
l¡errefÌts fbr chosc lighLs ale expected to ì¡e consur¡cd, In r.ale cases such as this,
a<lveltising revelllre could serve ns an ccluivllent for viewcr nrìmbers to tlÌe
exteut 1ral. trclvr:rtising r.cvenue lias ¿r liucl.['relaliolslrip with viewer numbcrs.

l'hc lÂsB also ploposes to clal'ify tlìiìt expecl.ed fttule roductious in the nnit
scììing price ofthc ploduct. ol scrvicc output of the ar^set could l¡e an iudicrtor of

BC6
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BC7

ExPosURE DßAFT-DEGEMBER 201 2

the dimirutiorr of the fu[ure ccouolrrìc benehts of thc asscL as a resltlt of

technical or cornrnercial obsolesceuce (which is described as ù foctol for

deterîìining the useful llfe of alr ¿rsset irl Pamgrflph S6(c) of IAS 16 and itt
paragraph go(c) of fAS 38), and thereby relevaflt when applying fhe diminlslting

bnlirnce rìletlìod.

the IASB clccídecl to ntakq consisteuÈ the phtasc 'ultits of plodrrctiou metltod'

an<l has therefore amencled thosc lûstances of phrases 'trnil of procltrctiou

rnathod'.

c IFFS Foundatlon 12
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MH Exhibit #69

Undertaking # 38

Transcript Page #1 98 8- I 989
Page I of2

MANITOBA HYDRO

2OI2II3 & 2OI3II4 ELECTRIC GENERAL RATE APPLICATION

UNDERTAKING PROVIDED BY: V.WARDEN

Manitoba Hvdro Undertakine # 38

Provide the details of the depreciation calculations for Wuskwatim, without salvage,

applying the ASL without salvage and ELG without salvage rates used in response to

MIPUG Pre-Ask #5, including the known expenditures to date and a best estimate of the

expenditures stillto be incurred,

Resfionse:

With respect to the 2013 and 2014 test years, for the purposes of calculating the

depreciation expense for V/uskwatim, Manitoba Hydro has used ASL with net salvage

depreciation rates consistent with all depreciable groups for those years.

Commencing in fiscal 2015, the following table provides the annual depreciation expense

for the Wuskwatim Generating Station calculated using the ASL Without Net Salvage

and the ELG Without Net Salvage depreciation rates provided in the response to MIPUG

Pre-Ask #5.

The depreciation figures shown were calculated using actual capital expenditures to

November 30,2012 plurs projected costs to complete the remaining work associated with

the generating station,

As indicated in pages 1989 - 1991 of the transcript, Mr. Kennedy confirmed that the ASL

without net salvage results shown in the following table would not satisfy the

requirements of IFRS, and as such, would not be implemented.

20t3 01 14
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MH Exhibit #69
Undertaking # 38

Transcript Page #l 988-1 989
Page 2 of 2

MAIIITOBA HYDRO
WUSKWATIM GENERATING STATION
DEPRECIATION EXPENSE
Based on Actual S ¡rending to Nowmlrcr 30, 2012 ¡rlus Projected Cost to Complcte

ASL Without Net Salrase DLG Without Net Sahage

Depreciable Work
Rate
(%) 2015

2016 &
FÏture

Rate

0.87

0,87

2.06

2.07

2.36

1.65

2.t3

2.36

).)u

3.33

t.82

5,00

2016 &
Ftture(%) 201 5

Geucrating Station

Dams, Dykes & Vy'eirs

Por.verfiouse

Spillway

Water Control Systerns

Roads & Site Inrplovements

Tuúines & Crnerators

Covemors & Ercitation System

A/C Electrical Power Systems

Instrumentation, C-ontrol & D/C Systenrs

Auxiliary Station Processes

Support IJuildings

Suppo rt llu ild in g Renov ations

Other Component.s *

Total Gcncrating S tation

Less : Non-Controlling Intcrcst

I\{anitoba Hydro Portion st2,223 $ 12,488

0.80

0,80

L33

2.00

2.00

1.54

2.00

2,00

4,35

2.50

t.54

5,00

s 1,246

4,811

1,265

2,178

l,'127

2,477

105

I,180

479

1,555

689

3

327

$ 1,246

4,811

1,265

2,718

1,792

2,477

105

1,1 80

419

1,620

970

12

303

1,355

5,231

1,959

2,L92

2,041

2,654

tt2
1,392

1,954

2,071

813

J

321

$ 1,355

5,231

1.959

2,192

2,r28

2,654

l12

1,392

1,954

2,159

1,146

12

275

$

$ 22,098

0,07n

$ 22,568

(7,232)

$ 15,021 $ 15,336

* Includes other WPLP Partnershþ assets associated with the Generating Station, such as motor

vehicles, furniture & equþment,

2013 0l 14
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MANITOBA HYDRO

MH Exhibir #81
Undertakin g# 76

Transcript Page # 3438
Page I of I

2OI2/13 & 2OI3II4 ELECTRIC GENERAL RATE APPLICATION

UNDERTAKING PROVIDED BY: D. RAINKIE

Manitoba Hvdro Undertakins #76

Manitoba Hydro to provide the ASL with net salvage calculations for Wuskwatim.

Resnonse:

Commencing in fiscal20l5, the following table provides the annual depreciation expense
for the Wuskwatim Generating Station calculated using the ASL with Net Salvage
depreciation rates provided by Gannett Fleming and filed in Appendix 5.7,in Schedule I
to the letter dated January 13,2012.

The depreciation figures shown were calculated using actual capital expenditures to
November 30,2012 plus projected costs to complete the remaining work associated with
the generating station.

2013 0] L6
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MH Exhibit #81
Undertakine# 76

Transcript Page # 3438
Page I of I

MANITOBA ITYDRO
WUSKWATTM GENERATING STATION
DEPRECIATION EXPENSE ($ooo's)

Based on Achral Spendng to Norember 30,2012 plus Projecte¡lCost to Complete

ASL With Net Salrage

Deprcciable Work
Rate
(%) 201 5

2016 8¿

ll¡ture

Cienerating Statlon

Danrs, Dykes & Weirs

Powerhor¡se

Spillway

Water Control Systenrs

Roads & Site Inprovenænts

Turbines & Cenerators

C.¡rvemors & b<citation System

A/C Electrical Power Systerns

Instru¡rnntation, Control & D/C Systenrs

Auxiliary Station Processes

Support Buildings

Support Building Renovations

Other

'fotal Generatlng S tatlon

[æss ¡ Non-Conholllng Interest

lUsnitobr flydro Portlon $ 14.213 $ 14,504

0.88

0,88

1.47

2.20

2.20

t.69

2.20

2.20

4.78

2.7s

t,69

5.50

$ 1,371

5 20'

I,398

2,329

1,900

2,718

l16

1,298

l,699

l,7lo

755

J

3?0

1,371

5,292

1,398

2,329

I,g7l

2,718

l16

l,2gg

l,699

t,78 r

1,0&

l3

293

$

$ 21,343

(6,839)
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Manitoba Hydro

2012114 General Rate Application

MH/MIPUG.I.3

I
2
e

4

5

b

7

I
I

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

REFERENGE: Page 4-1, lines 11 to 23

Pre-Filed Testimony of P. Bowman

QUËSTION:

a) Please explain the basis of Mr. Bowman's conclusion that a $60 million reduction

to Manitoba Hydro's projected net income is an offsetting factor to the impact of a

$250 million projected reduction in export revenues in 2013114 between lFF09

and lFF11-2.

ANSWER:

(a)

Manitoba Hydro's exposure to natural gas prices and related expoÉ market prices is

partially internally offsetting or "naturally hedged". This is because as natural gas prices

and export market prices drop, Hydro experiences three related effects: 1) lower

revenues from some export sales (largely opportunity sales); 2) lower costs for

purchased power and fuel across all scenarios averaged into the IFF (droughts and

floods); and 3) less severe financial losses during droughts. While items #2 and #3 are

related, there are in fact distinct financial and risk profiles associated with each effect.

A good illustration of the concept is shown in three figures, set out below, Figure 1 is

from data contained in the previous GRA (lR response PUB/MH-|-81(a)) indexed to the

2013114|FF year from the lFF09-1 (the basis of the previous GRA), and Figure 2 is a

repeat of Figure 2-3 from Mr, Bowman's pre-filed testimony wíth the axes made

consistent with Figure 1 directly above it. As such, both figures represent 2013114

forecasts, but with differing vintages of expor.l/drought price risk factored in (one from the

previous GRA, one from this GRA). As shown in Figures 1 and 2, the risk exposure

(illustrated by the height of the various bars) has been materially reduced in this GRA,

and despite a lower forecast net income (the mean of all of the bars - totaling $125

million in lFF09-1 and $68 million in lFF11-2) the risk profile is in fact improved (less

years that lead to absolute losses, and smaller absolute losses when they occur).

November 30,2012 Page 1 of 3
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Manitoba Hydro

2012114 General Rate Application

MH/MIPUG.I-3

1 Figure 1: 20'13114 Net lncome Distribution from lFF09-1 and the 2010-12 GRA

Figure 2;2013114 Net lncome Distribution from IFF'l'l-2 and the 2012114 GRA
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1

2

3

4

5

Manitoba HYdro

2012114 General Rate ApPlication

MH/MIPUG-I.3

ln contrast, had the previous target net income of $125 million for 2013114 been

retained, the situationlor 2013/14 would be as set out in Figure 3 below:

Figure 3:2013t14 Net lncome Distribution for the Gurrent GRA, had the $125

Million Target Net Income from lFF09'1 been Retained

"r9"r""""""r"t"nf 
ru*"*oçno"olù"sr$ç6')"o96"udrsdruærn'1þ6ru$rson"s#"u+"u*"Ñ"o$

æ¡ Not rncome -- --Ill;å?i]'J,l?å;3ais pe r rFFll-2

The distribution of risk and net revenue in Figure 3 is materially shifted as compared to

Figures 1 and2.ln particular, Figure 3 shows that had the $125 million target net income

been retained, there would be no further relevance to even discussing 5 year droughts,

as the longest period of net losses in the historic record would be only 3 years (a repeat

of 1939 to 1941 flows) and would total less than $750 million in net losses, which would

be fully made up within the 5 subsequent years without any new rate increases. The

massive 2O03tO4 drought net losses would have been made up in basically 1 year even

with no rate increases. ln the entire 96 year flow record, there would be a total of only 11

instances of annual net losses for the Corporation. Using the ratemaking principles set

out in Section 2.2 of Mr. Bowman's evidence, there would be no regulatory rationale for

targeting such an excessively high net ineome or reserve build-up persistently across

almost all water flow conditions.
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REFERENGE: Page 4-8, line 1-2

Pre-Filed Testimony of P. Bowman

"This approach [the ËLG Procedure] is more aggressive in that for the

same asset more of the costs are depreciated in the early years of the

asset's life."

QUËSTION:

a) Does Mr. Bowman view that the ELG procedure is a straight line method of

depreciation? Please explain.

ANSWER:

(a)

Yes, ELG is technically considered one of the "straight-line" methods of depreciation,

The mathematics, however, are such that it does not result in the typical intuitive

straight-line profile of the more easily understood Average Service Life (ASL) approach.

For example, the mathematics for a $100,000 investment in a group of like assets with

an average life of 5.5 years and a simple step-function survivor curve (i.e., $10,000 of
gross plant retired each year) would normally be understood to yield an annual

depreciation of $100,000 / 5.5 years = a rate of 18.181 percent, or $1B,1Bl in
depreciation expense in the first year. The depreciation in each subsequent year would

be the remaining gross book value of the class, times 18.181%. Under an ELG

approach, the actual first year depreciation on this group of assets is $29,290 (a 29.29o/o

rate), which then decreases each year through the 1Otl'year when the rate applied is
10,00%1.

I 
National Association of Regulatory Utility Conrmissioners, Publlc Ulility Depreciatlon Practices, August 1996, Chapter

Xll: Equal Life Group Depreciation Rates.
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The net cost to ratepayers is shown in the following graph:

Cost to d e p reciatio n $ 100,000 grou p of assets ove r 10 years
(average life 5.5 years)
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9 10

As a result, it has been Mr. Bowman's experience that when discussing rate impacts of

depreciation methods, a general reference to "straight-line" approaches is understood to

be synonymous with the intuitive mathematics (such as a 20 year average life yielding a

1?Oih, ar 5o/o rate) consistent with the Average Service Life approach'
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