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Table 1: Manitoba Hydro Financial Targets 1986 to 2010/11 

 

 

                                                            
 
1 IFF91-4 page 5. However, other filed materials also note “slippage” in the achievement of the target by one year, to 1995/96 (this is further summarized in IFF93-3 from the 
1994 GRA- page 4. 
2 2 years of the worst drought on record plus maximum self-insurance loss was estimated in MIPUG/MH I-1 from that hearing at $300M in 1993/94 growing to $570M by 
2002-03 and $530M by 2004/05. 
3 Hydro no longer self-insured, so that component of the “minimum retained earnings target” measurement was eliminated. The self-insurance program ended in September 
of 2000, PUB/MH I-51 from the 2002 Status Update. 
4 1986-2004/05 Data as per MIPUG Evidence from 2004 GRA, page 50. 
5 From IFF05-1 page 2: capital construction expenditures, except for major new generation and transmission to be financed by internally generated funds 
6 From IFF06-3 page 14. Timeframe to meet debt: equity target projected to be obtained by 2016/17-no change in target date of 2011/12 recommended at that time. 
7 From IFF07-1 page 14 
8 From IFF08-1 page 15 Timeframe to meet Debt: equity target of 75/25 projected to result by the end of 2008/09 due to the current favourable water flow conditions. Net 
income levels are projected to be sufficient to maintain this ratio at the target level until 2014/15 when capital expenditure levels begin to grow as a result of the construction 
of Keeyask, Conawapa and Bipole III 
9 From IFF09 -1 page 15.  
10 As noted in IFF09-1: due to major investments in the generation and transmission system over the next decade, this ratio is projected to regress to 80:20 between 2015/16 
to 2018/19 and then to recover strongly thereafter.(p.16) 
11 From IFF10 page 14.  
12 From IFF10 page 14 Primarily due to major investments in the generation and transmission system over the next decade (“the decade of investment”) and lower net export 
revenues compared to the previous forecast IFF09, this ratio is projected to regress to 81:19 by 2019/20. 

Test Year Reserve Target/Basis for Reserve 
Level/ Timeframe to Build Reserve 

Debt: 
Equity 
Target 

Timeframe 
to Meet 

Debt: Equity  
Target 

Interest 
Coverage 

Target 
Capital Coverage Target 

1986-1988 $180-200M/ 2 consecutive years of the worst 
drought on record/ unidentified timeframe N/A N/A N/A N/A 

1988/89 $280M/ 2 consecutive years of the worst drought 
on record/ by 1994/95 N/A N/A N/A N/A 

1989/90 
$370M/ 2 consecutive years of the worst drought 
on record plus maximum self-insurance loss/ by 
1994/95 

85:15 

10 years after 
the achievement 

of the target 
reserve 

(2004/05) 

1.15 to 1.25 N/A 

1990/91 
370M/ 2 consecutive years of the worst drought 
on record plus maximum self-insurance loss/ by 
1994/95 

85:15 

10 years after 
the achievement 

of the target 
reserve 

(2004/05) 

1.15 to 1.25 N/A 

1991/92 370M/ 2 consecutive years of the worst drought 
on record plus maximum self-insurance loss/ by 
1994/951 

85:15 By 2004/05 1.15 to 1.25 N/A 

1993/94 $370M/ retain target from 19922/ by 1996/97 85:15 By 2004/05 1.15 to 1.25 N/A 

1995/96 N/A (although no longer a formal target, 2 
consecutive years of the worst drought on 
record plus maximum self-insurance loss was 
estimated in MIPUG/MH I-1(a) (1996/97 GRA) at 
$390M, growing to $470M by 2002/03 and 
$450M by 2005/06 

75:25 By 2005/06 1.15 to 1.35 1.0 

2002 Status 
Update 

N/A (although no longer a formal target, 2 
consecutive years of the worst drought on 
record3 was shown in PUB/MH I-2(a)  
(2002 Status Update) to be $735M, growing to 
$771M by 2009/10 

75:25 B y 2005/06 Minimum 
1.20 1.0 

2004/054 N/A (although no longer a formal target, 2 
consecutive years of the worst drought on 
record plus maximum self-insurance loss was 
shown in MIPUG/MH I-5(c) (2004 GRA) to be 
$716M and growing to $1,151M by 2011/12 

75:25 2011/12  Minimum 
1.00 1.0 

2005/065 
 N/A 75:25  2011/12 Minimum 

1.20 

Minimum 1.0 
Excludes new major generation and 
transmission 

2006/076 
N/A 

Maintain a 
minimum of 

75:25 
2011/12 Minimum 

1.20 

Attain and maintain 1.0  
Excludes head office building and new 
major generation and transmission 

2007/087 
N/A 75:25  2011/12 Minimum 

1.20 

Minimum 1.0  
Excludes head office building and new 
major generation and transmission 

2008/098 
N/A 75:25  2011/12 Minimum 

1.20 

Minimum 1.0  
Excludes head office building and new 
major generation and transmission 

2009/109  All 
targets may not be 
maintained during 
years of major 
investment in 
generation and 
transmission 
 

N/A 
Maintain a 

minimum of 
75:25 

N/A10 Minimum 
1.20 

Minimum 1.2 
Excludes new major generation and 
transmission 

2010/1111 
All targets may not 
be maintained 
during years of 
major investment in 
generation and 
transmission 

N/A 
Maintain a 

minimum of 
75:25 

N/A12 Minimum 
1.20 

Minimum 1.2 
Excludes new major generation and 
transmission 
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Manitoba Hydro Actual Debt Equity and Interest Coverage Ratios 

Year MH Debt: Equity Ratio 
Actuals from Annual Reports 

MH Interest Coverage  
Actuals from Annual Reports 

1984 96:04 0.99 
1985 95:05 1.04 
1986 94:06 1.11 
1987 94:06 1.05 
1988 95:05 0.94 
1989 95:05 0.92 
1990 95:05 1.07 
1991 94:06 1.13 
1992 94:06 1.04 
19931 95:05 0.95 
1994 93:07 1.16 
1995 92:08 1.13 
1996 91:09 1.16 
1997 88:12 1.23 
1998 86:14 1.25 
1999 84:16 1.23 
2000 83:17 1.35 
20012 80:20 1.62 
2002 77:23 1.42 
2003 80:20 1.14 
2004 87:13 0.17 
2005 85:15 1.25 
2006 81:19 1.77 
2007 80:20 1.23 
2008 73:27 1.69 
2009 77:23 1.49 
20103 73:27 1.32 

 

Note: 2008 and 2009 Debt:Equity Ratio and Interest Coverage Expense differ in the table above from the 

58th Annual Report as Accumulated Other Comprehensive Income (AOCI) was not included as a 

component of equity in the accounting practices used in the 58th Annual Report. AOCI is included 

effective 2009/10 in accordance with changing accounting standards and the table above retroactively 

applies AOCI to the 2 years for comparative purposes. Without the inclusion of AOCI the Debt Ratio for 

2008 and 2009 are 76% and 75% respectively.4 

 

                                                            
1 1984‐1993 Debt:Equity and Interest Coverage as per page 62 of the 42nd Annual Report for the Year Ended 
March 31, 1993. 
2 1992‐2001 Debt:Equity and Interest Coverage as per page 79 of the 50th Annual Report for the Year Ended March 
31, 2001. 
3 2001‐2010 data from page 100 of Manitoba Hydro’s 59th Annual Report for Year Ended March 31. 2010. 
4 As per CAC/MSOS/MH I‐116 b and c 
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MIPUG/MH I-3 

 

Financial Targets 

 

b) Please update the response to Coalition/MH I-82 (j) from the 2008 General Rate 

Application regarding the calculation of the debt:equity ratios, including actuals 

for fiscal years ending 2008 and 2009 as well as forecasts from the IFF 09-1 

forecasts for the 2010-2020 period. 

 

ANSWER: 

 

The following table provides the calculations requested. 

 

A B C D E F G (D-E+F-G)
Accumulated (A+B+C+D-E+F-G)

Fiscal Unamortized Other Sinking
Year Retained Customer Comprehensive Long-Term Fund Short-Term Short-Term Debt

Ended Earnings Contributions Income Debt Investment Debt Investments Ratio*

2008 1,822         300                   305                    7,571        718             -              133               0.73
2009 2,120         296                   (169)                   8,180        666             100             170               0.77
2010 2,227         293                   192                    8,120        392             48               9                   0.74
2011 2,315         291                   178                    8,640        264             40               14                 0.75
2012 2,396         285                   143                    9,255        336             23               19                 0.76
2013 2,479         280                   178                    9,635        344             109             25                 0.76
2014 2,616         276                   94                      10,466      40               -              72                 0.78
2015 2,738         273                   71                      11,784      146             -              87                 0.79
2016 2,997         272                   38                      13,341      342             41               42                 0.80
2017 3,268         270                   17                      14,959      518             21               48                 0.80
2018 3,515         268                   6                        16,232      762             -              81                 0.80
2019 3,772         267                   3                        16,767      508             72               61                 0.80
2020 4,059         267                   3                        17,449      595             -              146               0.79

* Debt Ratio for 2008 and 2009 has been restated as per CAC/MSOS/MH I-116(b)

Debt Ratio
($ millions)

 
 

Ref A: As reported in the Financial Statistics of 2009 Annual Report (page 118) and the 

IFF09-1 Consolidated Projected Balance Sheet (page 25). 

 

Ref B: As reported in the Financial Statistics of 2009 Annual Report (page 118) and the 

IFF09-1 Consolidated Projected Balance Sheet (page 25). 

 

Ref C: As reported in the Financial Statistics of 2009 Annual Report (page 118). 

 

Ref D: As calculated in the table below. 
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Ref E: As reported in the Financial Statistics of 2009 Annual Report (page 118). 

 

Ref F: Represents “Notes payable” as reported on the Balance Sheet in the 2009 Annual 

Report (page 89). 

 

Ref G: Represents “Cash and cash equivalents” as reported on the Balance Sheet in the 2009 

Annual Report (page 88). 

 

The following table provides the calculation of long-term debt used in the aforementioned 

debt ratio calculation. 

 

2010 03 25  Page 2 of 2 

I)
($ millions)

H I D = (H+
Fiscal
Year Long-Term Current Portion Long-Term

Ended Debt Long-Term Debt Debt

2008 7,218             353                        7,571                       
2009 7,661             519                        8,180                       
2010 7,816             304                        8,120                       
2011 8,613             27                          8,640                       
2012 9,071             184                        9,255                       
2013 8,786             849                        9,635                       
2014 10,366           100                        10,466                     
2015 11,522           262                        11,784                     
2016 13,140           201                        13,341                     
2017 14,429           530                        14,959                     
2018 15,363           869                        16,232                     
2019 16,446           321                        16,767                     
2020 14,164           3,285                     17,449                      

 

Ref H: As reported in the Financial Statistics of 2009 Annual Report (page 118) and the 

IFF09-1 Consolidated Projected Balance Sheet (page 25). 

 

Ref I: As reported on the Balance Sheet in the 2009 Annual Report (page 89). 
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PUB/MH I-62 

 

Reference: Tab 5, Pages 4 to 7 

 

d) For each of the years 2004/05, 2005/06 and 2006/07 (actual) and 2007/08 to 

2008/09 (forecast), please provide the detailed calculation of: 

 

i. Debt to Equity Ratio 

ii. Capital Coverage Ratio 

iii. Interest Coverage Ratio 

 

ANSWER: 

 

i. Please see the following table for the detailed calculation of consolidated debt to 

equity ratio. 

 

A B C D E F (C-D+E-F)
Unamortized Sinking (A+B+C-D+E-F)

Fiscal Retained Customer Long Term Fund Short Term Short Term Debt:Equity
Year Earnings Contributions Debt Investment Debt Investments Ratio

2004/05 870        296                7,249        562            59              9                  0.85
2005/06 1,285      297                7,296        555            -             119              0.81
2006/07 1,407      335                7,376        630            148            1                  0.80
2007/08 1,708      336                7,691        695            93              -              0.78
2008/09 1,869      334                8,173        544            31              -              0.78

Deb to Equity Ratio
($ millions)

 

 

2007 12 05  Page 1 of 2 
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ii. Please see table below for detailed calculation of capital coverage ratio. 

 

A B A
B

Fiscal Funds from Total Capital Capital
Year Operations Expenditures Coverage

2004/05 433 360 1.20
2005/06 710 311 2.28
2006/07 443 404 1.10
2007/08 484 296 1.64
2008/09 391 362 1.08

Capital Coverage Ratio
Excluding Major Generation

 
 
iii. Please see table below for detailed calculation of interest coverage ratio. 
 

A B C (A+B+C)
(B+C)

Fiscal Operating Net Interest Capitalized Interest
Year Surplus Expense Interest Coverage

2004/05 136 502 36 1.25
2005/06 415 503 38 1.77
2006/07 122 506 43 1.23
2007/08 266 438 67 1.53
2008/09 160 461 89 1.29

Interest Coverage
($ millions)

 

2007 12 05  Page 2 of 2 
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3.0 NET INCOME AND FINANCIAL TARGETS 
 
Projected consolidated net income, equity ratios, interest coverage ratios, and capital 
coverage ratios for the 20 Year Financial Outlook are depicted in Table 1 and Figures 
3 to 6. 
 

Table 1 
20 YEAR FINANCIAL OUTLOOK 

 

Year Ending 
March 31

NET 
INCOME

RETAINED 
EARNINGS

Interest 
Coverage

Capital 
Coverage

(Millions) (Millions)

2010 (actual) 163 2,239 73 : 27 1.32 1.30
2011 158 2,398 74 : 26 1.28 1.50
2012 134 2,531 74 : 26 1.22 1.50
2013 130 2,658 76 : 24 1.20 1.57
2014 195 2,853 77 : 23 1.29 1.29
2015 152 3,005 79 : 21 1.20 1.34
2016 228 3,233 80 : 20 1.27 1.62
2017 278 3,511 80 : 20 1.29 1.71
2018 282 3,793 80 : 20 1.27 1.73
2019 234 4,027 81 : 19 1.21 1.67
2020 303 4,331 81 : 19 1.24 1.83
2021 122 4,453 81 : 19 1.09 1.71
2022 362 4,816 81 : 19 1.26 2.11
2023 456 5,271 80 : 20 1.32 2.11
2024 523 5,794 78 : 22 1.36 2.16
2025 642 6,436 76 : 24 1.43 2.25
2026 610 7,046 74 : 26 1.42 2.37
2027 705 7,751 72 : 28 1.49 2.48
2028 808 8,559 69 : 31 1.58 2.70
2029 919 9,478 66 : 34 1.67 2.74
2030 1,035 10,513 62 : 38 1.78 2.80

Debt/Equity

RATIOS

 
 

Note:  Assumes 2.8% interim approved average rate increase April 1, 2010; 2.9% proposed 
average rate increase April 1, 2011; 3.5% projected average annual rate increases from 2013 
to 2021; and 2.0% from 2022 to 2030. 
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PUB/MH I-205 

 

Reference: Tab 13, 13.4 (3) 20 -Year Financial Outlook 

 

Please indicate the required rate change required in each year to maintain a 75:25 debt 

to equity ratio in each year of the 20 year forecast.  

 

ANSWER: 

 

For illustrative purposes only, the attached table provides the annual rate adjustments 

required to maintain 75:25 debt/equity in each year of the forecast.  Manitoba Hydro expects 

to manage rate change requirements to avoid abnormally large increases, or decreases, to 

ratepayers.  
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2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Rate Increase 0.0% 2.9% 10.1% -0.9% 16.3% 2.8% 0.0% 0.5% -3.1% 1.0% -4.4%
Debt Ratio 74% 75% 75% 75% 75% 75% 75% 75% 75% 75% 75%

2021 2022 2023 2024 2025 2026 2027 2028 2029
Rate Increase 3.3% -6.0% -0.6% -18.8% -1.8% -2.5% 1.4% 0.6% 0.5%
Debt Ratio 75% 75% 75% 75% 75% 75% 75% 75% 75%

Electric Rate Changes Required to Maintain a 75:25 Debt to Equity Ratio
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t h a t  w e  w i l l  d o  e v e r y t h i n g  - -  e v e r y t h i n g  p o s s i b l e  t o1 2

m a i n t a i n  t h a t  r a t i o  a t  7 5 : 2 5 .1 3

T h e  o t h e r  r a t i o s ,  i n t e r e s t  c o v e r a g e ,1 4

c a p i t a l  c o v e r a g e ,  m e e t  t h e  t a r g e t ,  t h e  m i n i m u m  t a r  - -  t h e1 5

t a r g e t  w e  s e t  o f  o n e  p o i n t  t w o  z e r o  ( 1 . 2 0 )  i n  e a c h  a n d1 6

e v e r y  y e a r  o f  t h e  f o r e c a s t  - - -  f o r  t h e  t e n  ( 1 0 )  y e a r1 7

f o r e c a s t .   1 8

R e t a i n e d  e a r n i n g s  c o n t i n u e  t o  g r o w1 9

t h r o u g h o u t  t h e  f o r e c a s t  p e r i o d ,  a n d  b y  2 0 1 9 / ' 2 0  r e a c h  4 . 32 0

b i l l i o n .   2 1

O n  - -  o n  s l i d e  n u m b e r  1 0 ,  w e  d o  o u t l i n e2 2

t h e  f i n a n c i a l  t a r g e t s  t h a t  w e r e  j u s t  r e f e r e n c e d ,  s o2 3

i n t e r e s t  c o v e r a g e ,  m a i n t a i n  a  r a t i o  g r e a t e r  t h a n  1 . 2 0 .  2 4

L i k e w i s e  w i t h  t h e  c a p i t a l ,  a  r a t i o  g r e a t e r  t h a n  1 . 2 0  d e b t2 5
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P a g e  3 3 3

- -  d e b t - e q u i t y  7 5 : 2 5 .1

W e  d o  n o t e  t h a t  t h e  t a r g e t s  m a y  n o t  b e2

m a i n t a i n e d  d u r i n g  y e a r s  o f  m a j o r  i n v e s t m e n t ,  a n d3

g e n e r a t i o n  a n d  t r a n s m i s s i o n  s y s t e m .   I  h a v e  - -  I  m u s t  s a y4

I  h a v e  h a d  n u m e r o u s  d i s c u s s i o n s  w i t h  o u r  r a t i n g  a g e n c i e s5

a b o u t  t h i s ,  a n d  t h e y  f u l l y  a c c e p t  t h e  f a c t  t h a t  - -  t h a t6

o u r  d e b t - e q u i t y  r a t i o  w i l l  d e t e r i o r a t e  d u r i n g  t h i s  p e r i o d7

o f  t i m e .8

T h e y  u n d e r s t a n d  t h a t  M a n i t o b a  H y d r o  i s n ' t9

e m b a r k i n g  o n  a  m a j o r  i n v e s t m e n t  p r o g r a m .   T h e y  a l s o1 0

u n d e r s t a n d  t h a t  t h e  r e t u r n s  i n  t h e  n e x t  d e c a d e  a r e  h u g e .1 1

O n  p a g e  1 1 ,  t h e  i n t e r e s t  c o v e r a g e  r a t i o ,1 2

t h i s  j u s t  d e m o n s t r a t e s  t h a t  w e  d o  m e e t  o u r  t a r g e t .   T h e  -1 3

-  t h e  b l a c k  b a r s  r e p r e s e n t i n g  o u r  f i n a n c i a l  - -  u p d a t e d1 4

f i n a n c e  - -  f i n a n c i a l  f o r e c a s t ,  I F F - 1 0 ,  s o  i t  d o e s  s h o w1 5

t h a t  w e  w i l l  b e  m e e t i n g  o u r  t a r g e t  r a t i o  o f  o n e  p o i n t  t w o1 6

z e r o  ( 1 . 2 0 )  t h r o u g h o u t  t h e  f o r e c a s t  p e r i o d .1 7

S o  t h i s  i s  a  - -  a  s l i g h t  i m p r o v e m e n t  o v e r1 8

t h e  l a s t  y e a r ' s  f o r e c a s t ,  I F F - 0 9 ,  w h e r e  t h e r e  w e r e  f o u r1 9

( 4 )  y e a r s  t h e r e  w h e r e  w e  d i d n ' t  a c h i e v e  t h e  t a r g e t .   T h i s2 0

y e a r ,  o u r  f o r e c a s t  i s  t h a t  w e  w i l l  a c h i e v e  t h e  t a r g e t2 1

e a c h  a n d  e v e r y  y e a r .2 2

O n  p a g e  1 2 ,  a g a i n  w i t h  o u r  c a p i t a l2 3

c o v e r a g e  r a t i o ,  w e  w i l l  m e e t  o u r  t a r g e t  o f  - -  o f  o n e2 4

p o i n t  t w o  z e r o  ( 1 . 2 0 )  v e r y  c o m f o r t a b l y ,  a c t u a l l y ,  i n  e a c h2 5
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Page 4456

MR. BOB PETERS:  And those comments come1

before you shared with Moody's, with Standard & Poor's,2

and DBRS, Manitoba Hydro's capital expenditure forecast3

2010? 4

MR. VINCE WARDEN:   We -- we review our5

capital plans with the rating agencies.  They are aware6

that the ratios will weaken during the decade of7

investment.  They understand why we're doing it.  They8

understand that we have a solid business plan and are9

accepting of that.10

MR. BOB PETERS:   They don't know that the11

new price tag for generation and transmission is at least12

17 billion, maybe even closer to $20 billion, though, do13

they?14

MR. VINCE WARDEN:   Yes.  Yes, we -- we15

share our financial forecast with them, so they would --16

they would be aware of our $17 billion number over the17

next decade yes.18

MR. BOB PETERS:   Was the Moody's document19

prepared after Manitoba Hydro had provided Moody's with20

the capital expenditure forecast for 2010, including the21

revised prices for the capital costs of Keeyask and22

Conawapa?23

MR. VINCE WARDEN:   Yes.24

MR. BOB PETERS:   And the cost for Bipole25
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CAC/MSOS/MH I-8 

 

Subject: Reasons for the Application 

Reference: Tab 2, page 3, lines 29-35 and page 4, lines 1-13 

 

a) In the referenced lines on page 3, Manitoba Hydro appears to accept that the 

debt ratio can exceed it 75% target during the “decade of investment”.  

However, on page 4 Manitoba Hydro states that it is important to maintain an 

adequate level of retained earnings.  Has Manitoba Hydro established any 

criteria or guidelines regarding what an acceptable versus unacceptable debt 

ratio and/or level of retained earnings would be during the forth coming decade?  

If yes, please indicate what they are and how the criteria/guidelines were 

established. 

 

ANSWER: 

 

Manitoba Hydro’s long-standing target for the debt/equity ratio has been 75:25.  The 

adequacy of this target and the level of equity (or retained earnings) at any given time 

depends upon the risks the Corporation faces and the tolerance that the Board of Manitoba 

Hydro has for risk in consideration of the current and projected circumstances.  For example, 

at a time when water storage reservoir levels are full and export markets and prices are 

strong, the Board may be comfortable that the level of equity is adequate for the immediately 

ensuing period.  The fact that Manitoba Hydro’s domestic rates are so much lower than other 

jurisdictions also allows for a higher tolerance for lower equity because the capacity to 

increase rates is substantially greater than elsewhere (should the need arise).  A Financial 

Forecast that shows significant recovery to the debt/equity ratio in the “decade of returns” is 

also a consideration in the adequacy of the ratio in the intervening years. 

 

The absolute level of equity is also an important consideration in determining its adequacy.  

With drought being one of the most significant risks faced by Manitoba Hydro, retained 

earnings should be sufficient to withstand a recurrence of the worst drought on record. 
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Credit Opinion: Manitoba Hydro Electric Board

Global Credit Research - 08 Feb 2010

Manitoba, Canada

Ratings

Category Moody's Rating
Outlook Stable
Bkd Commercial Paper P-1

Contacts

Analyst Phone
Allan McLean/Toronto 416.214.3852
W illiam L. Hess/New York 212.553.3837

Opinion

Rating Drivers

Manitoba Hydro-Electric Board's (MHEB)'s Prime-1 rating reflects the explicit guarantee of
the Province of Manitoba (Province)

The Province is rated Aa1 with a stable outlook

The Province owns 100% of Manitoba Hydro-Electric Board's (MHEB) equity and holds over
90% of MHEB's debt

Extensive ownership, financial and public policy linkages to the Province

Regulated utility with predominantly low cost hydro-electric generation

Corporate Profile

MHEB is a vertically integrated regulated electric and gas utility which is 100% owned by
the Province. MHEB's 14 hydroelectric generating stations typically generate the vast
majority (>90%) of the energy the company delivers. The balance of energy delivered
comes from thermal and wind assets and imports. MHEB's natural gas segment delivers
over 2.1 billion cubic meters of natural gas to approximately 100 communities in the
Province.

MHEB is a provincial Crown Corporation, and in addition to owning 100% of MHEB, the
Province directly provides over 90% of MHEB's debt. The Province also unconditionally
guarantees virtually all of MHEB's third party debt, including the promissory notes issued
under MHEB's promissory note program (commercial paper or CP program). Only $77 million
or less than 1% of MHEB's total debt is neither held nor guaranteed by the Province
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Manitoba. This $77 million is comprised of Manitoba Hydro-Electric Bonds related to
"mitigation projects".

SUMMARY RATING RATIONALE

MHEB's Prime-1 (P-1) rating reflects the Province's guarantee of MHEB's promissory note
program, together with Moody's belief that the Province manages its own liquidity in a
professional manner and will have easy access to capital markets over the next year at a
minimum.

Recent Developments

In November 2009, MHEB's board of directors approved the corporation's Integrated
Financial Forecast (IFF09-1) for the period 2009/10 - 2019/20 inclusive. IFF09-1 reflects the
various impacts of the recession as well as the weak spot export power prices that
prevailed during 2009. MHEB's base case expectation that weak spot export power prices
will persist for some time, combined with large borrowing requirements related to MHEB's
heavy capital spending program, is expected to result in a weakening of the company's
financial profile. Consequently, MHEB expects to undershoot one or more of its key financial
targets (Debt/Equity ratio of 75:25 or less; Interest Coverage ratio of 1.2:1.0 or more; and
Capital Coverage ratio (excluding major new projects) of 1.2:1.0 or more) in the medium
term.

MHEB filed a general rate application (electrical) on November 30, 2009. The GRA seeks
average rate increases of 2.9% effective April 1, 2010 and April 1, 2011. Since MHEB does
not expect a final decision from the Manitoba Public Utilities Board (PUB) on the GRA until
late summer of 2010, MHEB has requested that the PUB approve the April 1, 2010 rate
increase of 2.9% on an interim refundable basis. MHEB hopes to receive a decision on its
request for an interim refundable rate increase in February 2010.

The Province's Ombudsman is investigating a complaint made in December 2008 under the
Province's whistleblower protection laws claiming that MHEB has seriously miscalculated
hydrology risk. The details of the whistleblower's allegations have not been made public,
and Moody's notes that MHEB has defended its risk management policies vigorously. A
report by independent consultants in September 2009 concluded that MHEB's management
of drought risk was reasonable and adequate. The Audit Committee of MHEB's Board of
Directors has also engaged KPMG to provide an independent assessment of its drought risk
management, long term-contracts, hydrologic modeling and power trading governance.
KPMG is expected to present its final report in March 2010. The PUB is expected to consider
the report later in the year, and it may be several months before the Ombudsman
concludes the formal review of the whistleblower's complaint. Moody's will monitor these
developments to determine what, if any, impact they might have on MHEB's credit profile

DETAILED RATING CONSIDERATIONS

PROVINCIAL GUARANTEE

MHEB's Prime-1 (P-1) rating reflects the Province's guarantee of MHEB's promissory note
program, together with Moody's belief that the Province manages its own liquidity in a
professional manner and will have ready access to capital markets over the next year at a
minimum. MHEB and a similar entity, British Columbia Hydro & Power Authority (BC Hydro),
are unique among Moody's-rated companies and are not readily comparable to other
regulated electric utilities. Both are 100% owned by their respective provincial shareholder
and the provincial shareholder owns virtually all of the companies' debts. The ratings of
both MHEB and BC Hydro reflect the guarantee of the utility's rated debt by the respective
provincial shareholder. Moody's observes that MHEB continues to independently support all
of its outstanding debt, make water royalty payments in excess of $100 million annually to
the Province, and earn positive net income thereby maintaining or achieving modest
improvements in its financial profile.
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Other Considerations

PLANNED GENERATION DEVELOPMENTS WILL BOOST EXPORTS AND ANTICIPATE DOMESTIC
DEMAND GROWTH

MHEB meets its customers' needs largely with low-cost power from its hydroelectric plants.
These assets are valuable in that they provide the company with the opportunity to sell
excess supply into neighbouring states and provinces during peak periods and import
energy during off-peak periods. Approximately 35% of MHEB's electric revenues come from
export sales during normal water years. MHEB continues to have a number of major capital
projects in various stages of development. These projects will meet anticipated growth in
domestic demand for the next 25-30 years and also allow MHEB to tap increasing demand
for renewable energy in export markets. MHEB has signed binding term sheets for long-
term export sales contracts with several US utilities that will partially underpin new
generation developments. These contracts continue to be subject to regulatory approvals,
and represent in total around 1,250 MW of capacity. The agreements are conditional upon
the construction of new generation and interconnection facilities. MHEB's policy is to only
enter into long-term contracts to the extent of firm energy that could be generated by
`dependable flow', which assumes a repetition of the worst river flows on record (1939-41).
Moody's notes that this prudent policy does not entirely eliminate the risk that MHEB could
be required to purchase power to meet its contractual commitments in extreme drought
conditions.

MHEB's major development projects include the 200 MW run of river Wuskwatim project
currently under construction. Wuskwatim, together with associated transmission
investment, has an estimated capital cost of $1.6 billion and a current expected in-service
date of 2011. Two other major run of river projects, Keeyask and Conawapa, are in early
stage development. Keeyask is currently envisioned as a 695 MW project with an estimated
budget of $4.6 billion and an earliest in service date of 2018 while Conawapa is currently
expected to be a 1,485 MW project with an estimated budget of $6.3 billion and a
potential in service date of 2022. MHEB's major transmission project, known as Bipole III,
is a new high voltage direct current (HVDC) transmission line on the west side of the
Province. Bipole III will act as a back-up to the current system as well as carry power from
new generation to the south and to export markets. The current targeted in-service date is
fiscal 2017/18, at an estimated cost of $2.2 billion.

Moody's expects that MHEB will finance the construction of its major development projects
with a combination of additional long-term borrowings from the Province and internally
generated funds. Management's 2009 financial forecast, which incorporates an expectation
of weaker near to medium-term export revenues, indicates that MHEB will be more reliant
on debt financing than had been expected in earlier forecasts.

BORROWING REQUIREMENTS AND WEAK SPOT EXPORT POWER PRICES COULD RESULT IN
FAILURE TO MEET FINANCIAL TARGETS IN MEDIUM TERM

MHEB achieved its minimum 25% equity target with an as reported debt/total
capitalization of 75% at March 31, 2009. Favourable hydrology conditions enabled MHEB to
achieve this level earlier than the original 2012 target. However, according to
management's 2009 financial forecast, the company will be challenged to maintain its
75:25 debt/equity target after fiscal 2011 and may not achieve the target again until some
time during the next decade. Although management's forecast assumes 2.9% annual
average electric rate increases in each of fiscal 2010 and 2011 and 3.5% average electric
rate increases annually thereafter, borrowings required to finance MHEB's significant capital
program and weak spot export power prices are expected to drive the company's
debt/equity ratio to approximately 80:20 later this decade. This ratio is projected to
strengthen rapidly after Conawapa enters service, and Moody's also notes that some
combination of larger rate increases, an earlier and more dramatic recovery of export power
prices or a reduction in debt-financed capital spending could assist MHEB in achieving its
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financial targets earlier than is indicated by its 2009 financial forecast.

As noted above, MHEB's rating primarily reflects the Province's guarantee and liquidity
support. However, MHEB's financial ratios, including interest coverage, are an indication of
the extent to which it is capable of supporting its debt independently, which is a
consideration in the rating of the Province. MHEB's financial forecasts indicate that
management expects to generate sufficient cash flow to service the interest on its debt.
However, the anticipated weakening of MHEB's financial profile means that the company
has less cushion against unexpected events such as poor hydrology, capital cost overruns
or construction delays. In the event of such unexpected events, MHEB might need to seek
larger rate increases, curtail its capital spending or take other actions to ensure that the
company continues to be able to independently service its debt.

Liquidity Profile

MHEB's CP borrowings are guaranteed by the Province of Manitoba. While the Province does
not maintain committed bank credit facilities in support of its short-term borrowing
programs, Moody's believes that the probability that the Aa1-rated Province would be
unable to obtain funding on a timely basis either from the capital markets or its bankers is
highly remote. Accordingly, Moody's is comfortable with the Prime -1 rating assigned to
MHEB's provincially guaranteed CP program despite the absence of committed back-up
facilities at either MHEB or the Province. While MHEB maintains $500 million uncommitted
credit facilities in support of its $500 million CP program, Moody's generally views
uncommitted facilities as providing little in the way of support for CP borrowings.
Accordingly, our Prime -1 rating of MHEB's CP program relies principally on the guarantee of
the Province.

Rating Outlook

The Stable Outlook reflects the outlook of the guarantor, the Province of Manitoba.

What Could Change the Rating - Up

A change in the rating of the guarantor

What Could Change the Rating - Down

A change in the rating of the guarantor

CREDIT RATINGS ARE MIS'S CURRENT OPINIONS OF THE RELATIVE FUTURE
CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY
NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE
AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT
RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED
TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT
RATINGS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT
RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR
HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON
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THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS
ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING
THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF
EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING,
OR SALE.

© Copyright 2010, Moody's Investors Service, Inc. and/or its licensors including
Moody's Assurance Company, Inc. (together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT
USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT
MOODY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained
by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors, however, such
information is provided "as is" without warranty of any kind and MOODY'S, in
particular, makes no representation or warranty, express or implied, as to the
accuracy, timeliness, completeness, merchantability or fitness for any particular
purpose of any such information. Under no circumstances shall MOODY'S have any
liability to any person or entity for (a) any loss or damage in whole or in part caused
by, resulting from, or relating to, any error (negligent or otherwise) or other
circumstance or contingency within or outside the control of MOODY'S or any of its
directors, officers, employees or agents in connection with the procurement, collection,
compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or
incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resulting from the
use of or inability to use, any such information. The credit ratings and financial
reporting analysis observations, if any, constituting part of the information contained
herein are, and must be construed solely as, statements of opinion and not statements
of fact or recommendations to purchase, sell or hold any securities. NO WARRANTY,
EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion
must be weighed solely as one factor in any investment decision made by or on behalf
of any user of the information contained herein, and each such user must accordingly
make its own study and evaluation of each security and of each issuer and guarantor
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of, and each provider of credit support for, each security that it may consider
purchasing, holding or selling.

MOODY'S hereby discloses that most issuers of debt securities (including corporate
and municipal bonds, debentures, notes and commercial paper) and preferred stock
rated by MOODY'S have, prior to assignment of any rating, agreed to pay to
MOODY'S for appraisal and rating services rendered by it fees ranging from $1,500 to
approximately $2,400,000. Moody's Corporation (MCO) and its wholly-owned credit
rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and
procedures to address the independence of MIS's ratings and rating processes.
Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly
reported to the SEC an ownership interest in MCO of more than 5%, is posted
annually on Moody's website at www.moodys.com under the heading "Shareholder
Relations - Corporate Governance - Director and Shareholder Affiliation Policy."
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Credit Opinion: Manitoba Hydro Electric Board

Global Credit Research - 07 Feb 2011

Manitoba, Canada

Ratings

Category Moody's Rating
Outlook Stable
Bkd Commercial Paper P-1

Contacts

Analyst Phone
Allan McLean/Toronto 416.214.3852
William L. Hess/New York 212.553.3837

Opinion

Rating Drivers

Manitoba Hydro-Electric Board's (MHEB)'s Prime-1 rating reflects the explicit guarantee of the Province of Manitoba (Province)

The Province is rated Aa1 with a stable outlook

The Province owns 100% of Manitoba Hydro-Electric Board's (MHEB) equity and holds over 90% of MHEB's debt

Extensive ownership, financial and public policy linkages to the Province

Regulated utility with predominantly low cost hydro-electric generation

Corporate Profile

MHEB is a vertically integrated regulated electric and gas utility which is 100% owned by the Province. MHEB's 14 hydroelectric generating
stations typically generate the vast majority (>90%) of the energy the company delivers. The balance of energy delivered comes from thermal
and wind assets and imports. MHEB's natural gas segment delivers over 2 billion cubic meters of natural gas to approximately 100
communities in the Province.

MHEB is a provincial Crown Corporation, and in addition to owning 100% of MHEB, the Province directly provides over 90% of MHEB's debt.
The Province also unconditionally guarantees virtually all of MHEB's third party debt, including the promissory notes issued under MHEB's
promissory note program (commercial paper or CP program). Only $76 million or less than 1% of MHEB's total debt is neither held nor
guaranteed by the Province Manitoba. This $76 million is comprised of Manitoba Hydro-Electric Bonds related to "mitigation projects".

SUMMARY RATING RATIONALE

MHEB's Prime-1 (P-1) rating reflects the Province's guarantee of MHEB's promissory note program, together with our belief that the Province
manages its own liquidity in a professional manner and will have ready access to capital markets over the next year at a minimum.

Recent Developments

In November 2009, MHEB filed a general rate application (electrical), seeking average rate increases of 2.9% effective April 1, 2010 and April 1,
2011. In February 2010 the Manitoba Public Utilities Board's (PUB) approved a 2.8% interim rate increase, effective April 1, 2010.

However, final resolution of the rate application has been delayed, largely because of the PUB's extensive review of MHEB's risk management
practices. This review was prompted by a complaint made by a former consultant to the company in December 2008 under the Province's
whistleblower protection laws claiming that MHEB had seriously miscalculated hydrology risk. The Audit Committee of MHEB's Board of
Directors and the PUB each engaged independent consultants to assess the validity of these claims. While these reports recommend a
number of improvements to risk processes and modelling capabilities, they conclude that MHEB is managing its risk profile appropriately within
established risk tolerances. We will continue to monitor the progress of the PUB's risk review, but do not expect this to have any material
impact on MHEB's credit profile.

DETAILED RATING CONSIDERATIONS

PROVINCIAL GUARANTEE

MHEB's Prime-1 (P-1) rating reflects the Province's guarantee of MHEB's promissory note program, together with our belief that the Province
manages its own liquidity in a professional manner and will have ready access to capital markets over the next year at a minimum. MHEB and a
similar entity, British Columbia Hydro & Power Authority (BC Hydro), are unique among Moody's-rated companies and are not readily
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comparable to other regulated electric utilities. Both are 100% owned by their respective provincial shareholder and the provincial shareholder
owns virtually all of the companies' debts. The ratings of both MHEB and BC Hydro reflect the guarantee of the utility's rated debt by the
respective provincial shareholder. We observe that MHEB continues to independently support all of its outstanding debt, make water rental
payments in excess of $100 million annually to the Province, and earn positive net income thereby maintaining or achieving modest
improvements in its financial profile.

Other Considerations

PLANNED GENERATION DEVELOPMENTS WILL BOOST EXPORTS AND ANTICIPATE DOMESTIC DEMAND GROWTH

MHEB meets its customers' needs largely with low-cost power from its hydroelectric plants. Approximately 35% of MHEB's electric revenues
come from export sales during normal water years, although low power prices meant that exports represented only 27% of electric revenues for
the fiscal year ending March 31, 2010. MHEB continues to have a number of major capital projects in various stages of development. These
projects will meet anticipated growth in domestic demand for the next 25-30 years and also allow MHEB to tap increasing demand for
renewable energy in export markets. The new generation developments will be partially underpinned by long-term export sales contracts with
several US utilities. In April 2010, MHEB entered into power purchase agreements with Xcel Energy for the sale of at least 325 MW of capacity
(375MW in summer) between 2015-2025, which will increase by 125 MW from 2021 if MHEB's proposed Conawapa hydroelectric plant has
entered service. The agreements remain subject to regulatory approval. MHEB continues to negotiate definitive contracts for a further 750 MW
of capacity sales to other US utilities pursuant to binding term sheets signed in 2007 and 2008. These agreements would be conditional upon
the construction of the proposed plants at Keeyask and Conawapa as well major new transmission investments. MHEB's policy is to only enter
into long-term contracts to the extent of firm energy that could be generated by `dependable flow', which assumes a repetition of the worst river
flows on record (1939-41). We understand MHEB's export contracts all contain curtailment provisions which apply if hydrology conditions are
more severe than previously experienced, and these help mitigate the low probability, high impact risk associated with extreme drought. We
regard this strategy as prudent, but believe that the risk that MHEB could be required to purchase power to meet export commitments has not
been entirely eliminated, partly because we believe any attempt to exercise this type of force majeure protection could be subject to dispute.

MHEB's major development projects include the 200 MW run of river Wuskwatim project currently under construction. Wuskwatim, together
with associated transmission investment, has an estimated capital cost of $1.6 billion and a current expected in-service date of 2011. Two other
major run of river projects, Keeyask and Conawapa, are in early stage development. Keeyask is currently envisioned as a 695 MW project with
an estimated budget of $5.6 billion and an earliest in service date of 2019 while Conawapa is currently expected to be a 1,485 MW project with
an estimated budget of $7.8 billion and a potential in service date of 2023. MHEB's major transmission project, known as Bipole III, is a new high
voltage direct current (HVDC) transmission line on the west side of the Province. The Bipole III line is required to improve the reliability of
MHEB's high voltage direct current transmission system and to provide additional capability to deliver power from new generation to southern
markets. The current targeted in-service date is 2017, at an estimated cost of $2.2 billion. We note that MHEB's latest estimates resulted in an
approximate one-year deferral for the entry into service of both Keeyask and Conawapa projects, and an increase in their combined cost of
approximately $2.5 billion. Similarly, revisions to timetable and budget may be made in respect of Bipole III when a review of that project is
completed later this year.

BORROWING REQUIREMENTS AND WEAK SPOT EXPORT POWER PRICES LIKELY TO RESULT IN FAILURE TO MEET FINANCIAL
TARGETS IN MEDIUM TERM

MHEB achieved its minimum 25% equity target with an as reported equity/total capitalization of 27% at March 31, 2010. Favourable hydrology
conditions enabled MHEB to achieve this level earlier than the original 2012 target. However, according to management's 2010 financial
forecast, the company will be challenged to maintain its minimum 25% equity ratio after fiscal 2012 and may not achieve the target again until
sometime during the middle of the next decade. Although management's forecast assumes a 2.9% annual average electric rate increase in
2011 and 3.5% average electric rate increases annually thereafter, borrowings required to finance MHEB's significant capital program and weak
spot export power prices are expected to drive the company's equity ratio below 20% later this decade. This ratio is projected to strengthen
rapidly after Conawapa enters service, and we also note that some combination of larger rate increases, an earlier and more dramatic recovery
of export power prices or a reduction in debt-financed capital spending could assist MHEB in achieving its financial targets earlier than is
indicated by its 2010 financial forecast.

As noted above, MHEB's rating primarily reflects the Province's guarantee and liquidity support. However, MHEB's financial ratios, including
interest coverage, are an indication of the extent to which it is capable of supporting its debt independently, which is a consideration in the rating
of the Province. MHEB's financial forecasts indicate that management expects to generate sufficient cash flow to service the interest on its
debt. However, the anticipated weakening of MHEB's financial profile means that the company has less cushion against unexpected events
such as poor hydrology, capital cost overruns or construction delays. Should such unexpected events arise, MHEB might need to seek larger
rate increases, curtail its capital spending or take other actions to ensure that the company continues to be able to independently service its
debt.

Liquidity Profile

MHEB's CP borrowings are guaranteed by the Province of Manitoba. While the Province does not maintain committed bank credit facilities in
support of its short-term borrowing programs, Moody's believes that the probability that the Aa1-rated Province would be unable to obtain
funding on a timely basis either from the capital markets or its bankers is highly remote. Accordingly, Moody's is comfortable with the Prime -1
rating assigned to MHEB's provincially guaranteed CP program despite the absence of committed back-up facilities at either MHEB or the
Province. While MHEB maintains $500 million uncommitted credit facilities in support of its $500 million CP program, Moody's generally views
uncommitted facilities as providing little in the way of support for CP borrowings. Accordingly, our Prime -1 rating of MHEB's CP program relies
principally on the guarantee of the Province.

Rating Outlook

The Stable Outlook reflects the outlook of the guarantor, the Province of Manitoba.

What Could Change the Rating - Up

A change in the rating of the guarantor

What Could Change the Rating - Down
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A change in the rating of the guarantor

© 2011 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODY'S"). All rights reserved.

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED,
REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD,
OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT. All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all information
contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that
the information it uses in assigning a credit rating is of sufficient quality and from sources Moody's considers to be
reliable, including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process. Under no
circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in part
caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within
or outside the control of MOODY'S or any of its directors, officers, employees or agents in connection with the
procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever
(including without limitation, lost profits), even if MOODY'S is advised in advance of the possibility of such damages,
resulting from the use of or inability to use, any such information. The ratings, financial reporting analysis, projections,
and other observations, if any, constituting part of the information contained herein are, and must be construed solely
as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities.
Each user of the information contained herein must make its own study and evaluation of each security it may
consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY,
TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR
MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS
and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder
Affiliation Policy."

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61
003 399 657, which holds Australian Financial Services License no. 336969. This document is intended to be provided
only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access
this document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representative of, a "wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations
Act 2001.
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Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's Japan K.K. (“MJKK”)
are MJKK's current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like
securities. In such a case, “MIS” in the foregoing statements shall be deemed to be replaced with “MJKK”. MJKK is a
wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness or a debt obligation of the issuer, not on the equity securities
of the issuer or any form of security that is available to retail investors. It would be dangerous for retail investors to
make any investment decision based on this credit rating. If in doubt you should contact your financial or other
professional adviser.
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The Utility 
The Manitoba Hydro-

Electric Board (the 

Utility), a wholly owned 

Crown corporation of 

the Province of 

Manitoba, is a vertically 

integrated electric utility 

that provides 

generation, transmission 

and distribution of 

electricity to 

approximately 522,000 

customers throughout 

Manitoba and natural 

gas service to 

approximately 261,000 

customers via its 

subsidiary, Centra Gas 

Manitoba Inc. The Utility 

also exports electricity 

to more than 30 electric 

utilities through its 

participation in four 

wholesale markets in 

Canada and the mid-

western United States.  
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The Manitoba Hydro-Electric Board 
 

Rating  
 

Debt Rating Action Rating  Trend 

Short-Term Obligations Confirmed R-1 (middle) Stable 
Long-Term Obligations  Confirmed A (high) Stable 
Note: These Obligations are based on the implicit support of the Province of Manitoba and the unconditional guarantee provided by 
the Province on Manitoba Hydro’s third-party debt, and thus reflect the Province’s debt ratings. 

 
Rating Update 

 

The ratings of The Manitoba Hydro-Electric Board (Manitoba Hydro or the Utility) reflect the short- and 
long-term ratings of the Province of Manitoba (the Province; see the DBRS report published December 15, 
2008). Manitoba Hydro’s Long-Term Obligations and Short-Term Obligations ratings are a flow-through of 
the Province’s ratings based on (1) the implicit support of the Province as Manitoba Hydro is for all purposes 
an agent of the Province (see Rating Sovereign Governments for further detail) and (2) the unconditional 
guarantee provided by the Province on the majority of the Utility’s outstanding third-party obligations. The 
Province’s Short-Term Debt and Long-Term Debt ratings were confirmed by DBRS on December 15, 2008, 
at R-1 (middle) and A (high), respectively. The trends on both ratings are Stable.  
 
The Province supports Manitoba Hydro by both advancing funds and guaranteeing its new issues. As at 
March 31, 2008, the Province has provided approximately 94% of the Utility’s long-term debt in the form of 
provincial advances, with the same terms and conditions as the Province’s external debt. Manitoba Hydro has 
issued $456 million of long-term debt in its own name, with an unconditional guarantee provided by the 
Province, except $104 million of Manitoba Hydro-Electric Board Bonds, which do not benefit from an 
explicit provincial guarantee. (Continued on page 2.) 
 

Rating Considerations 

Strengths 
(1) Agent of the Crown with debt securities held or 

guaranteed by the Province 
(2) Low-cost hydro-based generation with 

substantial storage capacity 
(3) Reasonable regulatory framework 
(4) Interconnections with the United States, 

Saskatchewan and Ontario provide access to 
favourable export markets  

Challenges 
(1) Hydrology risk 
(2) High debt levels 
(3) Heightened capital expenditure profile 
(4) Export revenues sensitive to fluctuations in 

exchange rates 
(5) One Northern Flood Agreement (NFA) First 

Nations claim not yet settled 
 

Financial Information 
 

  For the year ended March 31
Manitoba Hydro-Electric Board 2008 2007 2006 2005 2004
EBITDA interest coverage (times) (2) 2.47 1.83 2.41 1.85 0.65
% debt in capital structure (1) 79.0% 82.7% 83.7% 88.5% 90.2%
Cash flow/total debt 10.1% 6.7% 11.1% 6.7% (2.1%)
Cash flow/capital expenditures (times) 0.84 0.70 1.48 0.89 (0.28)
Reported net income ($ millions) 346 122 415 136 (436)
Operating cash flow  ($ millions) 695 454 737 447 (140)
(1) Net of sinking fund assets. (2) Before capitalized interest, AFUDC.
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Rating Update (Continued from page 1.) 
 

The Utility’s credit profile is further supported by the low-cost hydro-based generation, a constructive 
regulatory environment and its vast interconnections (56% of installed capacity), which provide access to 
favourable export markets. Hydrology continues to be the primary risk factor affecting credit metrics, but the 
risk is somewhat mitigated by the geographic diversification of the watersheds, reservoir storage capacity and 
import capabilities. 
 
Manitoba Hydro benefited from robust hydrological conditions during the past year, resulting in a measurable 
improvement in its operating and financial performance indicators. Interim increases in domestic electricity 
rates and favourable export market conditions also contributed positively to operating results. While 
operating cash flow increased markedly, the Utility continued to incur cash flow deficits as a result of 
substantial capital expenditures. In recent years, cash flow deficits have been funded with debt and, in 
previous years, with sinking fund withdrawals or a combination of both debt and withdrawals. Despite 
improvement across key credit metrics, Manitoba Hydro’s leverage remains one of the highest among 
government-owned integrated utilities in Canada.  
 
Continued efforts to forge stronger connections within the U.S. market resulted in the signing of two 15-year 
term sheets with Minnesota Power (MP) and Wisconsin Public Service (WPS), totalling 750 megawatts (MW) 
in aggregate. The MP term sheet is for 250 MW starting in 2020, with the sale of surplus energy in 2008, 
while the WPS term sheet is for 500 MW in 2018. DBRS believes the growing demand for clean, renewable 
sources of energy, such as water power, will continue to economically benefit Manitoba Hydro over the 
longer term. These term sheets will require the development of both new major hydro generation and 
transmission facilities, which the Utility is currently undertaking.  
 
Looking forward, DBRS believes that Manitoba Hydro will continue to generate reasonable levels of EBIT 
and operating cash flows, with the potential for significant volatility resulting from hydrological and export 
market conditions. The ongoing heightened capital expenditure program is expected to continue to pressure 
balance sheet and credit metrics. In addition, completing the large hydro generation and transmission projects 
on time and within budget is key to maintaining a stable financial profile. 
 

Rating Considerations Details 
 

Strengths 
(1) Manitoba Hydro is an agent of the Crown and its debt securities are almost entirely held or guaranteed by 
the Province. Therefore, the ratings assigned to Manitoba Hydro’s obligations are a flow-through of the 
ratings of the Province.  
 
(2) Low-cost hydroelectric-based generating capacity accounts for approximately 91% of installed capacity 
and results in one of the lowest variable cost structures in North America. The low-cost power generation has 
enabled Manitoba Hydro to provide electricity to its domestic customers at one of the lowest rates on the 
continent. This gives the Utility the flexibility to increase rates in the future, especially in light of the 
substantially heightened future capital expenditure requirements to replace aging infrastructure and develop 
new generation facilities. Furthermore, given the water storage capacity of its hydroelectric-based generating 
facilities, Manitoba Hydro has the ability to trade power, buying low-cost power during off-peak hours and 
selling its own power during peak periods at higher rates. Some geographic diversification of drainage basins 
somewhat reduces fluctuations in water flows and water levels. 
  
(3) The regulatory environment in Manitoba is constructive. Manitoba’s Public Utilities Board (PUB) has 
been supportive of Manitoba Hydro’s rate applications and its financial targets. While Manitoba Hydro does 
not benefit from an automatic pass-through of costs, this is mitigated by its low-cost hydroelectric-based 
generating capacity and the PUB’s demonstrated track record of approving rate increases during drought 
conditions.   
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(4) Manitoba Hydro’s interconnections (approximately 56% of installed capacity), with 2,250 MW to the 
United States, 525 MW to Saskatchewan and 300 MW to Ontario, provide the Utility with access to 
favourable export markets. The interconnections also provide a secure supply of electricity for its domestic 
customers during times of poor hydrology. 
 
Challenges 
(1) Given that approximately 91% of Manitoba Hydro’s installed generating capacity is hydroelectricity-
based, earnings and cash flows are highly sensitive to hydrological conditions. The hydrology risk is 
somewhat mitigated by the geographic diversification of the watersheds, reservoir storage and import 
capacity. The two thermal generating stations, with a total capacity of 462 MW (Brandon and Selkirk), and 
the new 99 MW St. Leon wind farm provide a small amount of diversity to the generation mix. Given that 
40% of Manitoba Hydro’s exports are under a long-term fixed price-to-volume basis, during times of poor 
hydrological conditions such as in F2004, Manitoba Hydro may find itself procuring power supply from 
import markets to honour its export commitments under the fixed price-to-volume contract. This exposes 
Manitoba Hydro to significant price and volume risk. However, Manitoba Hydro employs the following 
strategies to mitigate these impacts: 
• Manitoba Hydro sells long-term forward contracts into the export markets based on its historically lowest 

water flow conditions. Any excess power, after accounting for the long-term forward contract sales, are 
sold into the spot market. 

• The three primary advantages of long-term forward contracts are (1) forward prices tend to be higher than 
spot market prices; (2) long-term large volume power contracts with other utilities provide an incentive for 
these utilities to build and/or expand transmission infrastructure in their respective jurisdictions to be able 
to import export power, thus providing Manitoba Hydro with an expanded access to export and import 
markets; and (3) large long-term forward contracts also provide incentive to Manitoba Hydro to expedite 
the construction of new generating facilities, thus mitigating the price and volume risk. 

• Growing its generation base both through upgrades at existing plants (estimated at 122 MW) and new 
greenfield developments (more than 2,200 MW), the Utility is currently constructing a 200 MW plant and 
is in the pre-project planning phase for two major hydro generation facilities. Over the longer term, once 
these projects are completed, Manitoba Hydro will be significantly long on power, thus mitigating long-
term price and volume risk even further. 

• Manitoba Hydro can file for a rate increase through a rate application to the PUB. 
 
(2) Despite improvement across key credit metrics, Manitoba Hydro’s leverage remains one of the highest 
among government-owned integrated utilities in Canada, limiting its financial flexibility.  
 
(3) The need to refurbish its aging infrastructure, combined with the aggressive development of both new 
hydro generation and transmission facilities, will require Manitoba Hydro to deploy significant capital into its 
electricity infrastructure over the next several years. DBRS expects the heightened future capital expenditures 
to pressure the already high debt levels. The extent of this pressure is largely contingent on hydrology and 
export market conditions, which, if robust, would limit funding needs. 
 
(4) The Utility’s income statement and balance sheet are sensitive to changes in the U.S.-Canadian dollar 
exchange rate, since approximately 36% of its outstanding debt and 30% of electricity revenues (at March 31, 
2008) are denominated in U.S. dollars. While U.S. dollar-denominated debt is fully hedged by export 
revenues, the net U.S. dollar surplus is sensitive to changes in the exchange rate. As such, a higher Canadian 
dollar restricts the rise in export revenue expressed in Canadian dollars. 
 
(5) Four out of five First Nations claims related to the NFA have been settled; however, one NFA First 
Nations claim (Cross Lake) has not. The NFA provided for compensation and remedial measures necessary to 
ameliorate the impact of the Churchill River diversion and Lake Winnipeg regulation projects. Manitoba 
Hydro continues to address the adverse effects of its northern hydroelectric developments on five First 
Nations communities. Expenditures to mitigate the Churchill River diversion and the Lake Winnipeg 
regulation projects amounted to $37 million in F2008, with $653 million having been spent since 1977. In 
recognition of future anticipated mitigation payments, the Utility has recorded a liability of $127 million. 
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Rating Methodology Update  
 

Manitoba Hydro is, for all purposes, an agent of the provincial government and its powers may be exercised 
only as an agent of the government. When rating the financial obligations of agents of the federal or 
provincial governments, DBRS generally flows through the rating of the parent government if (1) the status 
of the agent is explicitly provided to the organization through legislation or regulation; (2) the agent is 
empowered to borrow in its constituting act; and (3) there is no provision in the constituting act or the terms 
of the debt precluding the applicability of the agent status to borrowing activities. As these three criteria apply 
to Manitoba Hydro, the Province of Manitoba’s ratings will flow through to the Utility.  
 
In addition, provincial support for the Utility is reflected in the fact that it advanced approximately 94% of 
the Utility’s long-term debt ($7,114 million) and has provided unconditional guarantee for the rest of the 
long-term debt ($352 million), the exception being the $104 million Manitoba Hydro-Electric Board Bonds 
issued for mitigation projects (as part of the NFA), which do not benefit from the provincial guarantee. 
 
Regulation  

 

Manitoba Hydro is governed by the Manitoba Hydro Act and its electricity and natural gas rates are regulated 
by the Manitoba PUB.  
 
Electricity 
Each year, Manitoba Hydro reviews its financial targets, with particular focus on achieving a debt-to-equity 
target capital structure of 75%-to-25% by 2012. If it deems a rate adjustment is needed to meet its financial 
targets, it submits a rate application to the PUB. The PUB reviews the rate adjustment application with the 
objective of allowing Manitoba Hydro to recover its cost of service and achieve its long-term debt-to-equity 
target of 75%-to-25%. The PUB does not have the mandate to pre-approve capital expenditures. The capital 
expenditure planning responsibility resides with Manitoba Hydro and the government of Manitoba.  
 
In July 2008, Manitoba Hydro was granted a 5.0% rate increase across all customer classes. The additional 
rate relief was required to meet financial targets and to reduce external funding needs for capital projects. The 
PUB continues to demonstrate support of Manitoba Hydro’s rate applications and its long-term debt-to-equity 
target of 75%-to-25%.  
 
While Manitoba Hydro is the sole retail electricity supplier in Manitoba, under the Manitoba Hydro 
Amendment Act of 1997 (the Act), other utilities may access the transmission system to reach customers in 
neighbouring provinces and states. The Act also explicitly allows Manitoba Hydro to build new generating 
capacity for export sales, to offer new energy-related services, to enter into strategic alliances and joint 
ventures and to create subsidiaries.  
 
There are presently no plans to move to full retail competition in the province. Manitoba retail customers 
currently enjoy rates that are among the lowest in North America because of Manitoba Hydro’s 
predominantly hydroelectric generation, generally profitable exports and efficient resource management. 
More than 80% of Manitoba Hydro’s export sales are through the Midwest Independent Transmission System 
Operator (MISO), which is a centrally operated electricity market in the U.S. Midwest region (from parts of 
North Dakota down through Minnesota, Wisconsin and Illinois through to Kentucky). This market operates 
much like a typical power pool, with utilities transacting directly with the exchange rather than with one 
another. The energy saved under the Utility’s Power Smart program is sold into these higher-margin markets.  
 

Natural Gas Distribution  
Manitoba Hydro distributes natural gas through its wholly owned subsidiary, Centra Gas Manitoba Inc. 
(Centra Gas). In accordance with the rate-setting methodology for natural gas, commodity rates are changed 
every quarter based on 12-month forward natural gas market prices. The commodity cost of gas is a pass-
through with no markup to customers. 
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Non-commodity costs, such as transportation, distribution and operating and general expenses related to the 
natural gas business, are passed on as well. The PUB allows Centra Gas to target an annual profit of 
approximately $3 million, which is fairly modest compared with Manitoba Hydro’s consolidated earnings. In 
addition, the PUB allows Manitoba Hydro to collect $12 million per year through rates to meet its debt 
servicing and acquisition costs related to its 1999 purchase of Centra Gas from Westcoast Energy Inc.  
 
Licensed natural gas retailers offer consumers a fixed-price alternative to Centra Gas’s quarterly cost-based 
commodity billings. The PUB licenses all retailers, but their prices are unregulated and market driven. In 
accordance with a recent decision of the PUB, Centra Gas plans to enter the fixed-rate market in February 2009. 
 
Earnings and Outlook  

 
        For the year ended March 31

(CAD millions) 2008 2007 2006 2005 2004
Net electricity revenues (1) 1,565 1,413 1,702 1,374 753
Net gas revenues 142 129 120 125 119
Total revenues 1,730 1,558 1,839 1,514 890
EBITDA 1,095 921 1,205 907 320
EBIT 746 589 883 596 24
Gross interest expense (2) 444 504 501 491 495
Net interest expense (3) 367 435 435 432 417
Reported net income 346 122 415 136 (436)
Return on average equity 21.4% 9.1% 38.5% 17.0% (45.8%)
(1) Net electricity revenues are gross revenues less cost of purchased power.  Net gas revenues are gross revenues less cost of gas.

(2) Incudes $32 MM F/X gain on U.S. denominated debt. (3) Adjusted for investment income and interest allocated to construction.  
 
Summary  
Earnings as measured by EBIT improved measurably in 2008, largely due to stronger hydrological conditions. 
The increases in domestic electricity rates, lower fuel and power-purchased costs, as well as favourable 
export market conditions, also contributed positively to the operating results during this period. Despite a 
stronger Canadian dollar, U.S. extraprovincial revenues increased to $515 million from $507 million in 
F2007.  
 
With the adoption of new accounting standards in 2007, net income increased by $32 million because 
financing charges decreased as result of the recognition of foreign exchange gains on U.S. dollar-
denominated debt. Earnings volatility has primarily been due to varying levels of hydrology. While 
hydrology conditions have been reasonable since F2004, Manitoba Hydro expects drought conditions to 
typically occur every ten years or so and retains sufficient earnings to accommodate the financial impact.  
 
Outlook 
Earnings are expected to remain relatively strong over the next fiscal year, primarily due to above-average 
energy in reservoir storage, increases in domestic electricity rates and favourable prevailing exchange rates. 
Manitoba Hydro has projected net income to be greater than $314 million for F2009. Factors that will 
continue to affect EBIT stability over the longer term include the following: 
• Hydrological levels at the Utility’s watersheds. 
• Demand for power in Manitoba Hydro’s export markets and the prevailing exchange rates. 
• Domestic rate increases. 
• Domestic load growth. 
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Financial Profile 
 

        For the year ended March 31
Statement of Cash Flow (CAD millions) 2008 2007 2006 2005 2004
Reported net income 346 122 415 136 (436)
Depreciation & amortization 349 332 322 311 296
Other non-cash adjustments -                           -                     -                   -                    -                   
Cash Flow From Operations 695 454 737 447 (140)
Capital expenditures (net of contrib.) (827) (645) (498) (505) (498)
Dividends -                           -                     -                   -                    (3)
Cash Flow Before W/C Changes (132) (191) 239 (58) (641)
Changes in working capital (65) (11) (27) (14) 13
Net Free Cash Flow (197) (202) 212 (72) (628)
Acq./divest./sinking fund pmt./other inv. (158) (143) (179) (161) (152)

Cash Flow bef. Financing (355) (345) 33 (233) (780)
Sinking fund withdrawals 0 -                     84 236 269
Net change in long-term debt 522 240 11 20                 487
Other financing (35) (13) (18) (20)                -                   
Net Change in Cash Flow 132 (118) 110 3 (24)

Key Financial Ratios
EBITDA interest coverage (times) (2) 2.47 1.83 2.41 1.85 0.65
% debt in capital structure (1) 79.0% 82.7% 83.7% 88.5% 90.2%
Cash flow/total debt 10.1% 6.7% 11.1% 6.7% (2.1%)
(1) Net of sinking fund assets. (2) Before capitalized interest, AFUDC.

Capital Structure 2008 2007 2006 2005 2004
Short-term debt 353                       553                118              215               369               
Long-term debt 7,217                    6,822             7,051           7,048            7,114            
LESS: sinking funds 700                       630                555              562               715               
Total Debt 6,870                    6,745             6,614           6,701            6,768            
Equity 1,822                    1,407             1,285           870               734               
Total Capital 8,692                  8,152           7,899           7,571           7,502           
 
Summary  
Despite stronger operating cash flow, Manitoba Hydro continued to generate free cash flow deficits, largely 
as a result of substantial capital expenditures. Cash flow deficits are typically funded with debt and sinking 
fund withdrawls. Increased capital expenditures have been driven primarily by (1) generation system 
upgrades; (2) the development of new generation facilities, specifically Wuskwatim (200 MW), Conawapa 
(1,485 MW) and Keeyask (695 MW) generating stations; (3) upgrades and additions to improve the reliability 
of Manitoba Hydro’s aging transmission and distribution infrastructure; and (4) the construction of a new 
head office.  
 
Growth in retained earnings has more than offset higher debt levels, resulting in continued improvement in 
the debt-to-capital ratio. However, Manitoba Hydro’s leverage still remains one of the highest among 
government-owned integrated utilities in Canada. With no mandatory dividend payment requirements, the 
Utility has been able to shore up its balance sheet through retained earnings.    
 
Outlook 
Capital expenditures are expected to remain higher over the medium term as Manitoba Hydro continues to 
upgrade and improve the reliability of its aging electric infrastructure, as well as invest in the development of 
new hydro generation facilities. The ongoing heightened capital program is expected to result in continued 
cash flow deficits. The extent of the Utility’s funding requirements will largely be dependent on hydrology 
and export market conditions.  
 
Although debt balances will increase over the medium term, leverage could improve modestly from current 
levels due to increased retained earnings. In addition, completing large hydro generation and transmission 
projects on time and within budget is key to maintaining a stable financial profile.  
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Long-Term Debt Maturities and Bank Lines 
 

Debt Maturities
Debt Profile (CAD millions) % 2008 2007 Year % (CAD millions)
Advances from the Province 94% 7,114 6,640 2009 5% 353
Manitoba Hydro Bonds 3% 212 386 2010 6% 441
Manitoba Hydro-Electric Board Bonds* 3% 244 201 2011 4% 296
Total 7,570 7,227 2012 0% 16
* $104 million of unguaranteed bonds are part of the $244 million. 2013 1% 78

Thereafter 84% 6,386
Total 7,570

For year ended March 31,

 
Summary  
The Province supports Manitoba Hydro by advancing funds or guaranteeing the Utility’s long-term debt 
issues. Long-term debt, net of sinking funds, at March 31, 2008, consisted of the following: 
• $7,114 million in advances from the Province (all of which have annual sinking fund requirements). 
• $212 million Manitoba Hydro Bonds. 
• $244 Manitoba Hydro-Electric Board Bonds. 
• $2,705 or 36% of all obligations are denominated in U.S. dollars.  
 
Manitoba Hydro’s maturity schedule is relatively modest and expected to be refinanced. The Utility has bank 
credit facilities that provide for overdrafts and notes payable up to $500 million denominated in Canadian 
and/or U.S. dollars. At March 31, 2008, there were no amounts outstanding. Manitoba Hydro issues short-
term debt in its own name for all its short-term cash requirements and does not receive short-term funding 
from the Province. These short-term notes are guaranteed by the Province of Manitoba. The $104 million of 
Manitoba Hydro-Electric Board Bonds do not carry the provincial guarantee.  
 
The Watershed Storage Capacity 

 

Manitoba Hydro draws water from four distinct watersheds: Nelson River, Winnipeg River, Saskatchewan 
River and Laurie River. This provides the Utility with some geographic diversification, especially during 
times of low hydrology. The main generation source is the Nelson River, which accounted for approximately 
79% of power generated in F2008. 
 
SOURCE OF ELECTRICAL ENERGY GENERATED AND IMPORTED
For the year ended March 31, 2008

Nelson River 79% Saskatchewan River 6.3%
Billion kWh generated 28.3 Billion kWh generated 2.3
Limestone 26% Grand Rapids 6.3%
Kettle 24%
Long Spruce 20.7% Laurie River 0.02
Kelsey 4.6% Billion kWh generated 0.1
Jenpeg 3.0% Laurie River #1 0.1%

Laurie #2 0.1%

Winnipeg River 11.8%
Billion kWh generated 4.2 Thermal 1.3%
Seven Sisters 3.3% Billion kWh Generated 0.5
Great Falls 2.6% Brandon 1.3%
Pine Falls 1.9% Selkirk 0.0%
Pointe du Bois 1.5%
Slave Falls 1.4% Imports 0.8%
McArthur 1.2% Billion kWh imported 0.3  
Source: Manitoba Hydro. 
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Source: Manitoba Hydro. 
 
Favourable characteristics inherent in Manitoba Hydro’s watersheds include the following:  
• Cold temperatures reduce overall evaporation rates as much of the water is frozen for up to five months of 

the year.  
• A significant portion of the watersheds consists of rock, which has lower seepage rates and higher runoff 

than predominately soil-covered watersheds. 
• Lake Winnipeg, Cedar Lake and South Indian Lake serve as large storage reservoirs. The Utility’s water 

storage capacity is a competitive advantage in trading electricity (buying surplus U.S. power at low off-
peak prices and selling its electricity during peak demand periods at higher prices). 
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Manitoba Hydro’s Generating Capacity 
 

Manitoba Hydro owns and operates an aggregate generating capacity of 5,475 MW and is counterparty to an 
additional 99 MW of contracted wind capacity. 
 
Manitoba Hydro's Generating Stations and Capabilities

Net Capacity
Power Station Location # of units  (MW)
Hydroelectric
Seven Sisters Winnipeg River 6                         165                  

Great Falls Winnipeg River 6                         132                  
Pine Falls Winnipeg River 6                         89                    
McArthur Falls Winnipeg River 8                         55                    
Pointe du Bois Winnipeg River 16                       74                    
Slave Falls Winnipeg River 8                         67                    
Grand Rapids Saskatchewan River 4                         479                  
Limestone Nelson River 10                       1,340               
Kettle Nelson River 12                       1,220               
Long Spruce Nelson River 10                       1,010               
Kelsey Nelson River 7                         234                  
Jenpeg Nelson River 6                         128                  

Laurie River (2) Laurie River 3                         10                    
Total Hydroelectric Generation 102                     5,003               
Thermal
Brandon (coal: 95 MW, gas: 241 MW) 3                         336                  
Selkirk (gas) 2                         126                  

Total Thermal Generation 5                         462                  

Isolated Diesel Capabilities
Brochet 3                      
Lac Brochet 2                      
Shamattawa 3                      
Tadoule Lake 2                      
Total Isolated Diesel Generation 10                    

Total Generation Capacity 5,475                
Source: Manitoba Hydro. 
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The Province of Manitoba 
 

(Excerpt from DBRS rating report dated December 15, 2008) 
 
The Province of Manitoba (Manitoba or the Province) has made steady progress over the past five years at 
reducing its debt burden, generating consistent economic growth and improving financial transparency, 
although the current economic turmoil introduces a significant amount of uncertainty. DBRS notes that 
Manitoba is one of the best-positioned provinces within its current rating to weather a significant downturn, 
with considerable financial flexibility and a track record of above-average economic resilience in 
recessionary periods. Provided the Province remains fiscally responsible and makes further progress towards 
containing debt growth, DBRS would likely review its position on the rating once economic conditions 
stabilize.  
 

Fiscal results were stronger than expected in 2007-08 as the Province posted a DBRS-adjusted deficit of $174 
million (including capital expenditures, as incurred, rather than as amortized by the Province). Strong income 
tax revenues, solid results at Manitoba Hydro and lower-than-expected capital expenditures more than offset 
small spending increases in other program areas. For 2008-09, the budget points to a DBRS-adjusted deficit 
of $354 million as health and education spending will continue to offset modest revenue growth.  
 
Manitoba’s debt burden continued to steadily improve, down from 31.0% in 2006-07 to 29.3% in 2007-08. 
While capital spending plans will lead to debt growth in nominal terms, the Province’s debt-to-GDP ratio is 
expected to remain relatively flat in 2008-09, but could face modest upward pressure next year if GDP 
growth stalls.  
 
In light of rapidly deteriorating economic conditions, the recent private-sector consensus calls for real GDP 
growth of 2.3% in 2008 followed by 1.4% in 2009. This outlook is noticeably weaker than the 2.7% growth 
assumed in both years by the Province at the time of the budget, but compares favourably with provincial 
peers. Furthermore, DBRS notes that the forecast for growth in Manitoba has not been cut as drastically as in 
other provinces, and that speaks to the resilient and diversified nature of its economy.  
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Balance Sheet (CAD millions)           As at March 31           As at March 31
Assets 2008 2007 2006 Liabilities & Equity 2008 2007 2006
Cash & equivalents 133 1 119 Short-term debt 0 148 0
Accounts receivable + accrued rev. 465 426 421 L.t. debt due one yr. 353 405 118
Interest receivable & materials 111 127 165 A/P & accrued liab. 443 443 423
Current Assets 709 554 705 Current Liabilities 796 996 541
Net fixed assets 8,912 8,378 8,010 Long-term debt 7,217 6,822 7,051
Deferred charges + Goodwill 665 560 493 Def'd & other liab. 613 736 702
Pension assets 781 800 719 Pension obligation 714 663 606
Sinking fund investments 700 630 555 Equity & Other 2,427 1,705 1,582
Total Assets 11,767 10,922 10,482 Total Equity & Liabilities 11,767 10,922 10,482

Ratio Analysis           For the year ended March 31
Liquidity Ratios 2008 2007 2006 2005 2004
Current ratio 0.89 0.56 1.30 0.88 0.64
Total debt in the capital structure (1) 79.0% 82.7% 83.7% 88.5% 90.2%
Cash flow/total debt (1) 10.1% 6.7% 11.1% 6.7% (2.1%)
Cash flow/capital expenditures (2) 0.84 0.70 1.48 0.89 (0.28)
Debt/EBITDA 6.3 7.3 5.5 7.4 21.2

Coverage Ratios (3)
EBIT interest coverage 1.68 1.17 1.76 1.21 0.05

EBITDA interest coverage 2.47 1.83 2.41 1.85 0.65
Cash flow interest coverage 2.57 1.90 2.47 1.91 0.72

Earnings Quality/Operating Efficiency

Puchased power/revenues 7.9% 12.6% 6.0% 8.0% 40.7%

Operating margin 38.3% 31.6% 43.6% 34.8% (1.4%)
Net margin (before extras.) 18.6% 6.9% 21.3% 8.3% (31.0%)
Return on avg. equity (before extras.) 21.4% 9.1% 38.5% 17.0% (45.8%)
Customers/employee 90              93                   92                 92                        93                 
Growth in electricity customer base 0.9% 1.4% 0.8% 0.8% 0.8%

GWh sold/employee 5.5 5.4 6.1 5.3 4.4

(1) Debt net of sinking fund assets. 

(2) Capital expenditures net of customer contributions.

(3) Before capitalized interest, AFUDC

The Manitoba Hydro-Electric Board
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Rating  
 

Debt Rating Rating Action  Trend 

Short-Term Obligations Confirmed R-1 (middle) Stable 
Long-Term Obligations Confirmed A (high) Stable 
Note: These Obligations are based on the implicit support of the Province of Manitoba and the unconditional guarantee provided by 
the Province on Manitoba Hydro’s third-party debt, and thus reflect the Province’s debt ratings. 

 
Rating History 

 
 Current 2008 2007 2006 2005 2004 

Short-Term Obligations R-1 (middle) R-1 (middle) R-1 (middle) R-1 
(middle) 

R-1 (low) R-1 (low) 

Long-Term Obligations  A (high) A (high ) A (high) A (high) A (high) A (high) 
Note: These Obligations are based on the implicit support of the Province of Manitoba and the unconditional guarantee provided by the 
Province on Manitoba Hydro’s third-party debt, and thus reflect the Province’s debt ratings. 
 
Related Research 

 

• DBRS Confirms the Province of Manitoba at A (high) and R-1 (middle), December 15, 2008. 
• Province of Manitoba Rating Report, December 15, 2008. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note:  
All figures are in Canadian dollars unless otherwise noted.  
 
Copyright © 2009, DBRS Limited and DBRS, Inc. (collectively, DBRS). All rights reserved. The information upon which 
DBRS ratings and reports are based is obtained by DBRS from sources believed by DBRS to be accurate and reliable. DBRS 
does not perform any audit and does not independently verify the accuracy of the information provided to it. DBRS ratings, 
reports and any other information provided by DBRS are provided “as is” and without warranty of any kind. DBRS hereby 
disclaims any representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability, 
fitness for any particular purpose or non-infringement of any of such information. In no event shall DBRS or its directors, 
officers, employees, independent contractors, agents and representatives (collectively, DBRS Representatives) be liable (1) for 
any inaccuracy, delay, interruption in service, error or omission or for any resulting damages or (2) for any direct, indirect, 
incidental, special, compensatory or consequential damages with respect to any error (negligent or otherwise) or other 
circumstance or contingency within or outside the control of DBRS or any DBRS Representatives in connection with or related 
to obtaining, collecting, compiling, analyzing, interpreting, communicating, publishing or delivering any information. Ratings 
and other opinions issued by DBRS are, and must be construed solely as, statements of opinion and not statements of fact as to 
credit worthiness or recommendations to purchase, sell or hold any securities. DBRS receives compensation, ranging from 
US$1,000 to US$750,000 (or the applicable currency equivalent) from issuers, insurers, guarantors and/or underwriters of debt 
securities for assigning ratings. This publication may not be reproduced, retransmitted or distributed in any form without the 
prior written consent of DBRS. 
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Ratings  
 

Debt Rating Action Rating  Trend 

Short-Term Obligations Confirmed R-1 (middle) Stable 
Long-Term Obligations  Confirmed A (high) Stable 
Note: These Obligations are based on the implicit support of the Province of Manitoba and the unconditional guarantee provided by 
the Province on Manitoba Hydro’s third-party debt, and thus reflect the Province’s debt ratings. 

 
Rating Update 

 

DBRS has confirmed the Long-Term Obligations and Short-Term Obligations ratings of The Manitoba 
Hydro-Electric Board (Manitoba Hydro or the Utility) at A (high) and R-1 (middle), respectively. The trends 
are both Stable. Manitoba Hydro’s ratings reflect the short- and long-term ratings of the Province of 
Manitoba (the Province; see the DBRS report). Manitoba Hydro’s Long-Term Obligations and Short-Term 
Obligations ratings are a flow-through of the Province’s ratings based on (1) the implicit support of the 
Province as Manitoba Hydro is for all purposes an agent of the Province (see methodology Rating Sovereign 
Governments for further detail) and (2) the unconditional guarantee provided by the Province on the majority 
of the Utility’s outstanding third-party obligations. The Province’s Short-Term Debt and Long-Term Debt 
ratings were confirmed by DBRS on October 8, 2010, at R-1 (middle) and A (high), respectively. The trends 
on both ratings are Stable.  
 
The Province supports Manitoba Hydro by both advancing funds and guaranteeing its new issues. As at 
March 31, 2010, the Province has provided approximately 96% of the Utility’s long-term debt in the form of 
provincial advances, with the same terms and conditions as the Province’s external debt. Manitoba Hydro has 
issued $331 million of long-term debt in its own name, with an unconditional guarantee provided by the 
Province, except for $76 million of Manitoba Hydro-Electric Board Bonds, which do not benefit from an 
explicit provincial guarantee. (Continued on page 2.)  
 

Rating Considerations 

Strengths 
(1) Agent of the Crown with debt securities held or 

guaranteed by the Province 
(2) Low-cost hydro-based generation with 

substantial storage capacity Programme 
$500 million 

 
 

 

 

(3) Reasonable regulatory framework 
(4) Interconnections with the United States, 

Saskatchewan and Ontario provide access to 
favourable export markets  

Challenges 
(1) Hydrology risk 
(2) High leverage 
(3) Heightened capital expenditure profile 
(4) Net export revenues sensitive to fluctuations in 

exchange rates 
(5) One Northern Flood Agreement (NFA) First 

Nations claim not yet settled 
 

Financial Information 
 

  For the year ended March 31
Manitoba Hydro-Electric Board 2010 2009 2008 2007 2006
EBITDA interest coverage (times) (2) 2.02 2.18 2.47 1.83 2.41
% debt in capital structure (1) 77.5% 78.6% 79.0% 82.7% 83.7%
Cash flow/total debt 7.1% 8.3% 10.1% 6.7% 11.1%
Cash flow/capital expenditures (times) 0.51 0.69 0.84 0.70 1.48
Reported net income ($ millions) 163 266 346 122 415
Operating cash flow  ($ millions) 547 634 695 454 737
(1) Net of sinking fund assets. (2) Before capitalized interest, AFUDC.

 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 7B

PAGE 37

http://www.dbrs.com/research/225606
http://www.dbrs.com/research/207523
http://www.dbrs.com/research/207523


 
 
 
 
 

 
 

Rating Update (Continued from page 1.) 

2 Corporates: Energy 

The Manitoba 
Hydro-Electric 
Board  
 
Report Date: 
November 10, 2010 

 

 

The Utility’s credit profile is further supported by its low-cost hydro-based generation, a constructive 
regulatory environment and its vast interconnections (56% of installed capacity), which provide access to 
favourable export markets. Hydrology continues to be the primary risk factor affecting credit metrics, but this 
risk is somewhat mitigated by the geographic diversification of the watersheds, reservoir storage capacity and 
import capabilities. Over the medium term, the Utility has witnessed inflows that are well above average, 
resulting in above-average reservoir storage. 
 
Manitoba Hydro’s earnings and performance for the fiscal year ended March 31, 2010, was $103 million 
lower than in the previous fiscal year, due mainly to lower electricity prices in export markets. The lower 
export prices are directly tied to lower demand due to poor economic conditions and the current low natural 
gas prices. 
 
Manitoba Hydro continues to seek new power purchase agreements. In April 2010, Manitoba Hydro and Xcel 
Energy (Xcel) entered into new power purchase and seasonal exchange agreements that will commence in 
2015 and extend to 2025, following the expiry of existing power agreements between the utilities. 
Furthermore, these agreements will allow for access to purchase additional power during the summers and 
winter season. Additionally, Manitoba Hydro entered into an agreement to sell Xcel an additional 125 
megawatts (MW) per year commencing in 2021. This agreement is subject to the construction of Conawapa 
Generating Station.  
 
Looking forward, DBRS believes that Manitoba Hydro will continue to generate reasonable levels of EBIT 
and operating cash flows, with the potential for significant volatility resulting from hydrological and export 
market conditions. The ongoing heightened capital expenditure program is expected to continue to pressure 
balance sheet and credit metrics. In addition, completing the large hydro generation and transmission projects 
on time and within budget is key to maintaining a stable financial profile. 
 
Rating Considerations Details 

 

Strengths 
(1) Manitoba Hydro is an agent of the Crown and its debt securities are almost entirely held or guaranteed by 
the Province. Therefore, the ratings assigned to Manitoba Hydro’s obligations are a flow-through of the 
ratings of the Province.  
 
(2) Low-cost hydroelectric-based generating capacity accounts for approximately 91% of installed capacity 
and results in one of the lowest variable cost structures in North America. The low-cost power generation has 
enabled Manitoba Hydro to provide electricity to its domestic customers at one of the lowest rates on the 
continent. This gives the Utility the flexibility to increase rates in the future, especially in light of the 
substantially heightened future capital expenditure requirements to replace aging infrastructure and develop 
new generation facilities. Furthermore, given the water storage capacity of its hydroelectric-based generating 
facilities, Manitoba Hydro has the ability to trade power, buying low-cost power during off-peak hours and 
selling its own power during peak periods at higher rates. Some geographic diversification of drainage basins 
somewhat reduces fluctuations in water flows and water levels. 
  
(3) The regulatory environment in Manitoba is constructive. Manitoba’s Public Utilities Board (PUB) has been 
supportive of Manitoba Hydro’s rate applications and its financial targets. While Manitoba Hydro does not 
benefit from an automatic pass-through of costs, this is mitigated by its low-cost hydroelectric-based generating 
capacity and the PUB’s demonstrated track record of approving rate increases during drought conditions.  
 
(4) Manitoba Hydro’s interconnections (approximately 56% of installed capacity), with 2,250 MW to the 
United States, 525 MW to Saskatchewan and 300 MW to Ontario, provide the Utility with access to 
favourable export markets. The interconnections also provide a secure supply of electricity for its domestic 
customers during times of poor hydrology. 
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Challenges 
(1) Given that approximately 91% of Manitoba Hydro’s installed generating capacity is hydroelectricity-
based, earnings and cash flows are highly sensitive to hydrological conditions. The hydrology risk is 
somewhat mitigated by the geographic diversification of the watersheds, reservoir storage and import 
capacity. The two thermal generating stations, with a total capacity of 468 MW (Brandon and Selkirk), and 
the new 99 MW St. Leon wind farm provide a small amount of diversity to the generation mix. Given that 
40% of Manitoba Hydro’s exports are under a long-term fixed price-to-volume basis, during times of poor 
hydrological conditions such as in F2004, Manitoba Hydro may find itself procuring power supply from 
import markets to honour its export commitments under the fixed price-to-volume contract. This exposes 
Manitoba Hydro to significant price and volume risk. However, Manitoba Hydro employs the following 
strategies to mitigate these impacts: 
• Manitoba Hydro sells long-term forward contracts into the export markets based on its historically lowest 

water flow conditions. Any excess power, after accounting for the long-term forward contract sales, is sold 
into the spot market. 

• The three primary advantages of long-term forward contracts are (1) forward prices tend to be higher than 
spot market prices; (2) long-term large volume power contracts with other utilities provide an incentive for 
these utilities to build and/or expand transmission infrastructure in their respective jurisdictions to be able 
to import power, thus providing Manitoba Hydro with an expanded access to export and import markets; 
and (3) large long-term forward contracts also provide incentive to Manitoba Hydro to expedite the 
construction of new generating facilities, thus mitigating the price and volume risk. 

• Growing its generation base both through upgrades at existing plants (estimated at 122 MW) and new 
greenfield developments (more than 2,200 MW), the Utility is currently constructing a 200 MW plant and 
is in the pre-project planning phase for two major hydro generation facilities. Over the longer term, once 
these projects are completed, Manitoba Hydro will be significantly long on power, thus mitigating long-
term price and volume risk even further. 

• Manitoba Hydro can file for a rate increase through a rate application to the PUB. 
 
(2) Manitoba Hydro’s leverage remains one of the highest among government-owned integrated utilities in 
Canada, limiting its financial flexibility.  
 
(3) The need to refurbish its aging infrastructure, combined with the aggressive development of both new 
hydro generation and transmission facilities, will require Manitoba Hydro to deploy significant capital into its 
electricity infrastructure over the next several years. DBRS expects these heightened future capital 
expenditures to pressure the already high debt levels. The extent of this pressure is largely contingent on 
hydrology and export market conditions, which, if robust, would limit funding needs. 
 
(4) The Utility’s income statement and balance sheet are sensitive to changes in the U.S.-Canadian dollar 
exchange rate, since approximately 28% of its outstanding debt and 26% of electricity revenues (at March 31, 
2010) are denominated in U.S. dollars. While U.S. dollar-denominated debt is fully hedged by export 
revenues, the net U.S. dollar surplus is sensitive to changes in the exchange rate; however, this amount is 
within the Company’s risk tolerance levels. 
 
(5) Four out of five First Nations claims related to the NFA have been settled; however, one NFA First 
Nations claim (Cross Lake) has not. The NFA provided for compensation and remedial measures necessary to 
ameliorate the impact of the Churchill River diversion and Lake Winnipeg regulation projects. Manitoba 
Hydro continues to address the adverse effects of its northern hydroelectric developments on five First 
Nations communities. Expenditures to mitigate the Churchill River diversion and the Lake Winnipeg 
regulation projects amounted to $37 million in F2008, with $653 million having been spent since 1977. In 
recognition of future anticipated mitigation payments, the Utility has recorded a liability of $127 million. 
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Manitoba Hydro is, for all purposes, an agent of the provincial government and its powers may be exercised 
only as an agent of the government. When rating the financial obligations of agents of the federal or 
provincial governments, DBRS generally flows through the rating of the parent government if (1) the status 
of the agent is explicitly provided to the organization through legislation or regulation; (2) the agent is 
empowered to borrow in its constituting act; and (3) there is no provision in the constituting act or the terms 
of the debt precluding the applicability of the agent status to borrowing activities. As these three criteria apply 
to Manitoba Hydro, the Province of Manitoba’s ratings will flow through to the Utility.  
 
In addition, provincial support for the Utility is reflected in the fact that it advanced approximately 96% of 
the Utility’s long-term debt ($8,288 million) and has provided unconditional guarantee for the rest of the 
long-term debt ($331 million), the exception being the $76 million Manitoba Hydro-Electric Board Bonds 
issued for mitigation projects (as part of the NFA), which do not benefit from the provincial guarantee. 
 
Regulation  

 

Manitoba Hydro is governed by the Manitoba Hydro Act and its electricity and natural gas rates are regulated 
by the Manitoba PUB.  
 
Electricity 
Each year, Manitoba Hydro reviews its financial targets, with particular focus on its debt-to-equity target 
capital structure of 75%-to-25%. If it deems a rate adjustment is needed to meet its financial targets, it 
submits a rate application to the PUB. The PUB reviews the rate adjustment application with the objective of 
allowing Manitoba Hydro to recover its cost of service and achieve its long-term debt-to-equity target of 
75%-to-25%. The PUB does not have the mandate to pre-approve capital expenditures. The capital 
expenditure planning responsibility resides with Manitoba Hydro and the government of Manitoba.  
 
In February 2010, the PUB approved, on an interim basis, new electricity rates effective April 1, 2010, for all 
Manitoba Hydro customer classes, except area and roadway lighting, resulting in an average rate increase of 
2.8%. This interim increase is subject to change pending the outcome of Manitoba Hydro’s General Rate 
Application (GRA) which is currently under review by the PUB. A final order is not expected until 2011. 
 
While Manitoba Hydro is the sole retail electricity supplier in Manitoba, under the Manitoba Hydro 
Amendment Act of 1997 (the Act), other utilities may access the transmission system to reach customers in 
neighbouring provinces and states. The Act also explicitly allows Manitoba Hydro to build new generating 
capacity for export sales, to offer new energy-related services, to enter into strategic alliances and joint 
ventures and to create subsidiaries.  
 
There are presently no plans to move to full retail competition in the province. Manitoba retail customers 
currently enjoy rates that are among the lowest in North America because of Manitoba Hydro’s 
predominantly hydroelectric generation, generally profitable exports and efficient resource management. 
More than 80% of Manitoba Hydro’s export sales are through the Midwest Independent Transmission System 
Operator (MISO), which is a centrally operated electricity market in the U.S. Midwest region (from parts of 
North Dakota down through Minnesota, Wisconsin and Illinois through to Kentucky). This market operates 
much like a typical power pool, with utilities transacting directly with the exchange rather than with one 
another. The energy saved under the Utility’s Power Smart program is sold into these higher-margin markets.  
 

Natural Gas Distribution  
Manitoba Hydro distributes natural gas through its wholly owned subsidiary, Centra Gas Manitoba Inc. 
(Centra Gas). In accordance with the rate-setting methodology for natural gas, commodity rates are changed 
every quarter based on 12-month forward natural gas market prices. The commodity cost of gas is a pass-
through with no markup to customers. 
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Non-commodity costs, such as transportation, distribution and operating and general expenses related to the 
natural gas business, are passed on as well. The PUB allows Centra Gas to target an annual profit of 
approximately $3 million, which is fairly modest compared with Manitoba Hydro’s consolidated earnings. In 
addition, the PUB allows Manitoba Hydro to collect $12 million per year through rates to meet its debt 
servicing and acquisition costs related to its 1999 purchase of Centra Gas from Westcoast Energy Inc.  
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Earnings and Outlook  

 

        For the year ended March 31
(CAD millions) 2010 2009 2008 2007 2006
Net electricity revenues (1) 1,469 1,574 1,565 1,413 1,702
Net gas revenues 136 147 142 129 120
Total revenues 1,633 1,757 1,730 1,558 1,839
EBITDA 937 1,026 1,095 921 1,205
EBIT 553 658 746 589 883
Gross interest expense (2) 463 471 444 504 501
Net interest expense (3) 335 397 367 435 435
Reported net income 163 266 346 122 415
Return on average equity 7.6% 13.6% 21.4% 9.1% 38.5%
(1) Net electricity revenues are gross revenues less cost of purchased power.  Net gas revenues are gross revenues less cost of gas.

(2) Incudes F/X gain/losses on U.S. denominated debt. (3) Adjusted for investment income and interest allocated to construction.

 
Summary  
During the fiscal year ending 2010, Manitoba Hydro witnessed a decrease both in earnings as measured by 
EBIT and in reported net income. The decrease is directly attributable to lower export prices and lower 
electricity demand caused by poor economic conditions and lower natural gas prices. Extraprovincial 
revenues decreased by $196 million in 2010 to $427 million.  
 
As a result of lower prices and a soft economic environment, expenses for electricity and natural gas 
operations decreased from $1.67 billion for fiscal 2009 to $1.57 billion in fiscal 2010. This is attributable to 
lower fuel and power purchased costs as well as lower finance expenses and partially offset by an increase in 
depreciation and amortization costs, operating and administrative costs and capital and other taxes. 
 
Outlook 
Earnings are expected to remain relatively stable over the next fiscal year, primarily due to above-average 
energy in reservoir storage, and increases in domestic electricity rates. Manitoba Hydro is projecting that its 
net income will exceed $100 million for 2010-11. Factors that will continue to affect EBIT stability over the 
longer term include the following: 
• Hydrological levels at the Utility’s watersheds. 
• Demand for power in Manitoba Hydro’s export markets and the prevailing exchange rates. 
• Domestic rate increases. 
• Domestic load growth. 
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        For the year ended March 31
Statement of Cash Flow (CAD millions) 2010 2009 2008 2007 2006
Reported net income 163 266 346 122 415
Depreciation & amortization 384 368 349 332 322
Other non-cash adjustments -                           -                           -                           -                     -                   
Cash Flow From Operations 547 634 695 454 737
Capital expenditures (net of contrib.) (1063) (915) (827) (645) (498)
Dividends -                           -                           -                     -                   
Cash Flow Before W/C Changes (516) (281) (132) (191) 239
Changes in working capital 4 54 (65) (11) (27)
Net Free Cash Flow (512) (227) (197) (202) 212
Acq./divest./sinking fund pmt./other inv. (624) (171) (158) (143) (179)

Cash Flow bef. Financing (1,136) (398) (355) (345) 33
Sinking fund withdrawals 263 261 0 -                     84
Net change in long-term debt 873 157 522 240 11
Other financing 15 6 (35) (13) (18)
Net Change in Cash Flow 15 26 132 (118) 110

Key Financial Ratios
EBITDA interest coverage (times) (2) 2.02 2.18 2.47 1.83 2.41
% debt in capital structure (1) 77.5% 78.6% 79.0% 82.7% 83.7%
Cash flow/total debt 7.1% 8.3% 10.1% 6.7% 11.1%
(1) Net of sinking fund assets. (2) Before capitalized interest, AFUDC.

 
Capital Structure 2010 2009 2008 2007 2006
Short-term debt 310                       619                       353                       553                118              
Long-term debt 8,228                    7,668                    7,217                    6,822             7,051           
LESS: sinking funds 822                       666                       700                       630                555              
Total Debt 7,716                    7,621                    6,870                    6,745             6,614           
Equity 2,239                    2,076                    1,822                    1,407             1,285           
Total Capital 9,955                  9,697                   8,692                    8,152           7,899         
 
Summary  
Despite relatively strong operating cash flow, Manitoba Hydro continued to generate free cash flow deficits, 
largely as a result of substantial capital expenditures. Cash flow deficits are typically funded with debt and 
sinking fund withdrawals. Increased capital expenditures have been driven primarily by (1) generation system 
upgrades; (2) the development of new generation facilities, specifically Wuskwatim (200 MW), Conawapa 
(1,485 MW) and Keeyask (695 MW) generating stations; and (3) upgrades and additions to improve the 
reliability of Manitoba Hydro’s aging transmission and distribution infrastructure.  
 
Capital expenditures during the fiscal year ending March 31, 2010, amounted to just over $1 billion for the 
electricity segment, up from $888 million one year earlier. Capital expenditures for the electricity segment 
are for ongoing plant and equipment requirements, upgrades and new generation projects. For the gas 
segment, capital expenditures amounted to $25 million compared to $32 million in the previous fiscal year. 
Capital expenditures are related to new business, system improvement and other expenditures to meet the 
needs of natural gas customers. 
 
Growth in retained earnings has more than offset higher debt levels, resulting in continued improvement in 
the debt-to-capital ratio. However, Manitoba Hydro’s leverage still remains one of the highest among 
government-owned integrated utilities in Canada. With no mandatory dividend payment requirements, the 
Utility has been able to shore up its balance sheet through retained earnings.  
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anitoba Hydro continues to 
nd improve the reliability of its aging electric infrastructure, as well as invest in the development of 

over the medium term, leverage could improve modestly from current 
vels due to increased retained earnings. In addition, completing large hydro generation and transmission 

 

Outlook 
apital expenditures are expected to remain higher over the medium term as MC

upgrade a
new hydro generation facilities. The ongoing heightened capital program is expected to result in continued 
cash flow deficits. The extent of the Utility’s funding requirements will largely be dependent on hydrology 
and export market conditions.  
 
Although debt balances will increase 
le
projects on time and within budget is key to maintaining a stable financial profile.  
 
 

Long-Term Debt Maturities and Bank Lines 
 

Debt Maturities
Debt Profile (CAD millions) % 2010 2009 Year % (CAD millions)
Advances from the Province 96% 8,288 7,836 2011 4% 310
Manitoba Hydro Bonds 2% 132 165 2012 0% 16
Manitoba Hydro-Electric Board Bonds* 2% 199 216 2013 2% 178
Total 8,619 8,217 2014 12% 1,073
* $76 million of unguaranteed bonds are part of the $199 million. 2015 1% 100

Thereafter 81% 6,942
Total 8,619

7 Corporates: Energy 

For year ended March 31,

 
Summary  

he Province supports Manitoba Hydro by advancing funds or guaranteeing the Utility’s long-term debt 
-term debt at March 31, 2010, consisted of the following: 

s are denominated in U.S. dollars.  

ed foreign currency debt and a 
oderate level of floating-rate debt, which adds stability to debt servicing costs and minimizes interest rate 

T
issues. Long
• $8,288 million in advances from the Province (all of which have annual sinking fund requirements). 
• $132 million Manitoba Hydro Bonds. 
• $199 million Manitoba Hydro-Electric Board Bonds. 
• $2,426 million or 28% of all obligation
 
Manitoba Hydro maintains a relatively smooth maturity profile, no unhedg
m
risk. The Utility has bank credit facilities that provide for overdrafts and notes payable up to $500 million 
denominated in Canadian and/or U.S. dollars. At March 31, 2010, there were no amounts outstanding. 
Manitoba Hydro issues short-term debt in its own name for all its short-term cash requirements and does not 
receive short-term funding from the Province. These short-term notes are guaranteed by the Province of 
Manitoba. Only $76 million of Manitoba Hydro-Electric Board Bonds do not carry the provincial guarantee.  
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Manitoba Hydro draws water from four distinct watersheds: Nelson River, Winnipeg River, Saskatchewan 
River and Churchill River (including the Laurie River). This provides the Utility with some geographic 
diversification, especially during times of low hydrology. The main generation source is the Nelson River, 
which accounted for approximately 81% of power generated in F2010. 
 
SOURCE OF ELECTRICAL ENERGY GENERATED AND IMPORTED
For the year ended March 31, 2010

Nelson River 81.44% Saskatchewan River 3.4%
Billion kWh generated 28.2 Billion kWh generated 1.2
Limestone 27.06% Grand Rapids 3.37%
Kettle 25.66%
Long Spruce 21.20% Churchill River (including the Laurie River) 0.18%
Kelsey 4.93% Billion kWh generated 0.1
Jenpeg 2.59% Laurie River #1 0.10%

Laurie #2 0.08%

Winnipeg River 12.62%
Billion kWh generated 4.4 Thermal 0.41%
Seven Sisters 3.60% Billion kWh generated 0.1
Great Falls 2.93% Brandon 0.32%
Pine Falls 2.04% Selkirk 0.09%
Pointe du Bois 1.75%
Slave Falls 1.00% Imports 1.02%
McArthur 1.30% Billion kWh imported 0.4

Wind 0.96%
Billion kWh imported 0.3  

Source: Manitoba Hydro. 
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Source: Manitoba Hydro. 
 
Favourable characteristics inherent in Manitoba Hydro’s watersheds include the following:  
• Cold temperatures reduce overall evaporation rates as much of the water is frozen for up to five months of 

the year.  
• A significant portion of the watersheds consist of rock, which has lower seepage rates and higher runoff 

than predominantly soil-covered watersheds. 
• Lake Winnipeg, Cedar Lake and South Indian Lake serve as large storage reservoirs. The Utility’s water 

storage capacity is a competitive advantage in trading electricity (buying surplus U.S. power at low off-
peak prices and selling its electricity during peak demand periods at higher prices). 
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Manitoba Hydro owns and operates an aggregate generating capacity of 5,511 MW and is counterparty to an 
additional 99 MW of contracted wind capacity. 
 
Manitoba Hydro's Generating Stations and Capabilities

Net Capacity
Power Station Location of uni  (MW)
Hydroelectric
Seven Sisters Winnipeg River 6     165                      

Great Falls Winnipeg River 6     136                      
Pine Falls Winnipeg River 6     89                        
McArthur Falls Winnipeg River 8     55                        
Pointe du Bois Winnipeg River 16   77                        
Slave Falls Winnipeg River 8     67                        
Grand Rapids Saskatchewan R 4     479                      
Limestone Nelson River 10   1,340                   
Kettle Nelson River 12   1,220                   
Long Spruce Nelson River 10   1,010                   
Kelsey Nelson River 7     250                      
Jenpeg Nelson River 6     135                      

Laurie River (2) Laurie River 3     10                        
Total Hydroelectric Generation 102 102                      
Thermal
Brandon (coal: 98 MW, gas: 241 MW) 3     339                      
Selkirk (gas) 2     129                      

Total Thermal Generation 5     468                      

Isolated Diesel Capabilities
Brochet 3                          
Lac Brochet 2                          
Shamattawa 3                          
Tadoule Lake 2                          
Total Isolated Diesel Generation 10                        

Total Generation Capacity 580                     
Source: Manitoba Hydro. 
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(Excerpt from DBRS rating report dated October 8, 2010) 
 
The Province of Manitoba (Manitoba or the Province) has a relatively resilient and diversified economy, 
which has resulted in only a modest deterioration in fiscal performance. While Manitoba’s debt burden 
continues to grow, unwinding some of the positive momentum of recent years, the Province maintains 
considerable flexibility within its ratings and is well positioned to withstand a potentially prolonged period of 
slow economic growth.  
 
In 2009-10, the Province recorded a deficit of $201 million, weaker than the small surplus originally 
budgeted. This translates into a DBRS-adjusted deficit of $685 million, or 1.4% of GDP – still a favourable 
result in relation to provincial peers. For the current fiscal year, the budget points to a deficit of $545 million, 
or $1.2 billion on a DBRS-adjusted basis. Despite improving economic conditions, total revenues are only 
budgeted to grow by a modest 0.6% in the current fiscal year, slower than the 4.4% increase in spending. 
Health care will account for the bulk of new spending as the Province aims to tightly manage growth in 
program costs and pursue labour agreements with no increases, which DBRS views as an ambitious target. 
The Province anticipates a return to balance by 2014-15, which equates to DBRS-adjusted deficits ranging 
from 2.0% to less than 1.0% of GDP.  
 
DBRS-adjusted debt grew by $1.4 billion in 2009-10, which pushed the debt-to-GDP ratio up to 31.6% from 
28.9% a year earlier. Debt is expected to grow by a further $1.4 billion in 2010-11, or 9.0%, taking the debt-
to-GDP ratio to slightly above 33.0% and eroding some of the progress of recent years. 
 
An improving fiscal picture and gradual decline in capital needs is expected to result in debt-to-GDP peaking 
at around 34% in 2012-13. This represents a somewhat higher peak than what was assumed at the time of last 
year’s review but is nonetheless very manageable within the rating.  
 
After experiencing only a minor contraction in 2009, the Province is anticipating a modest recovery with real 
growth of 2.5% in 2010. Lower non-residential investment in the Province and reduced agricultural output 
due to a wet summer are likely to dampen growth prospects. However, improving demand for non-renewable 
resources and sound domestic demand, supported by a growing population, should provide an offset. For 
2011, the Province has assumed growth of 3.0%, consistent with the current private sector average, which 
DBRS believes carries some downside risks related to the uncertain pace of global economic recovery, and 
the impact of a strong Canadian dollar on exports. Overall, soft fiscal results and recent debt accumulation 
have lessened some of the positive momentum of recent years, but DBRS believes that Manitoba’s above-
average economic and fiscal performance through the recent downturn leaves it well positioned to withstand 
a potentially uneven economic recovery. 
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Balance Sheet (CAD millions)           As at March 31           As at March 31
Assets 2010 Liabilities & Equity 20102009 2008 2007 2009 2008 2007
Cash & equivalents 174 159 133 1 Short-term debt 0 100 0 148
Accounts receivable + accrued rev. 365 434 465 426 L.t. debt due one yr. 310 519 353 405
Interest receivable & materials 104 88 111 127 A/P & accrued liab. 417 430 443 443
Current Assets 643 681 709 554 Current Liabilities 727 1,049 796 996
Net fixed assets 10,128 9,382 8,912 8,378 Long-term debt 8,228 7,668 7,217 6,822
Deferred charges + Goodwill 545 531 665 560 Def'd & other liab. 215 218 613 736
Pension assets 299 287 781 800 Pension obligation 448 409 714 663
Sinking fund investments 822 666 700 630 Equity & Other 2,819 2,203 2,427 1,705
Total Assets 12,437 11,547 11,767 10,922 Total Equity & Liabilities 12,437 11,547 11,767 10,922

Ratio Analysis           For the year ended March 31
Liquidity Ratios 2010 2009 2008 2007 2006 2005 2004
Current ratio 0.88 0.65 0.89 0.56 1.30 0.88 0.64
Total debt in the capital structure (1) 77.5% 78.6% 79.0% 82.7% 83.7% 88.5% 90.2%
Cash flow/total debt (1) 7.1% 8.3% 10.1% 6.7% 11.1% 6.7% (2.1%)
Cash flow/capital expenditures (2) 0.51 0.69 0.84 0.70 1.48 0.89 (0.28)
Debt/EBITDA 8.2 7.4 6.3 7.3 5.5 7.4 21.2

Coverage Ratios (3)
EBIT interest coverage 1.19 1.40 1.68 1.17 1.76 1.21 0.05

EBITDA interest coverage 2.02 2.18 2.47 1.83 2.41 1.85 0.65
Cash flow interest coverage 2.18 2.35 2.57 1.90 2.47 1.91 0.72

Earnings Quality/Operating Efficiency

Puchased power/revenues 6.6% 10.1% 7.9% 12.6% 6.0% 8.0% 40.7%

Operating margin 28.7% 34.3% 38.3% 31.6% 43.6% 34.8% (1.4%)
Net margin (before extras.) 9.4% 13.8% 18.6% 6.9% 21.3% 8.3% (31.0%)
Return on avg. equity (before extras.) 7.6% 13.6% 21.4% 9.1% 38.5% 17.0% (45.8%)
Customers/employee 86                      88              90              93                   92                 92                        93                 
Growth in electricity customer base 0.9% 1.1% 0.9% 1.4% 0.8% 0.8% 0.8%

GWh sold/employee 5.1 5.2 5.5 5.4 6.1 5.3 4.4

(1) Debt net of sinking fund assets. 

(2) Capital expenditures net of customer contributions.

(3) Before capitalized interest, AFUDC

The Manitoba Hydro-Electric Board
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Debt Rating Action  Trend 

Short-Term Obligations R-1 (middle) Stable 
Long-Term Obligations A (high) Stable 
Note: These Obligations are based on the implicit support of the Province of Manitoba and the unconditional guarantee provided by 
the Province on Manitoba Hydro’s third-party debt, and thus reflect the Province’s debt ratings. 

 
Rating History 

 
 Current 2009 2008 2007 2006 2005 

Short-Term Obligations R-1 (middle) R-1 (middle) R-1 (middle) R-1 
(middle) 

R-1 
(middle) 

R-1 (low) 

Long-Term Obligations  A (high) A (high ) A (high ) A (high) A (high) A (high) 
Note: These Obligations are based on the implicit support of the Province of Manitoba and the unconditional guarantee provided by the 
Province on Manitoba Hydro’s third-party debt, and thus reflect the Province’s debt ratings. 
 
Related Research 

 

• DBRS Confirms the Province of Manitoba at A (high) and R-1 (middle), October 8, 2010. 
• Province of Manitoba Rating Report, October 8, 2010. 
 
 
 
 
 
 
 
 
 
 
 
 
Note:  
All figures are in Canadian dollars unless otherwise noted.  
 
Copyright © 2010, DBRS Limited, DBRS, Inc. and DBRS Ratings Limited (collectively, DBRS). All rights reserved. The 
information upon which DBRS ratings and reports are based is obtained by DBRS from sources DBRS believes to be accurate 
and reliable. DBRS does not audit the information it receives in connection with the rating process, and it does not and cannot 
independently verify that information in every instance. The extent of any factual investigation or independent verification 
depends on facts and circumstances. DBRS ratings, reports and any other information provided by DBRS are provided “as is” 
and without representation or warranty of any kind. DBRS hereby disclaims any representation or warranty, express or implied, 
as to the accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or non-infringement of any of 
such information. In no event shall DBRS or its directors, officers, employees, independent contractors, agents and 
representatives (collectively, DBRS Representatives) be liable (1) for any inaccuracy, delay, loss of data, interruption in service, 
error or omission or for any damages resulting therefrom, or (2) for any direct, indirect, incidental, special, compensatory or 
consequential damages arising from any use of ratings and rating reports or arising from any error (negligent or otherwise) or 
other circumstance or contingency within or outside the control of DBRS or any DBRS Representative, in connection with or 
related to obtaining, collecting, compiling, analyzing, interpreting, communicating, publishing or delivering any such 
information. Ratings and other opinions issued by DBRS are, and must be construed solely as, statements of opinion and not 
statements of fact as to credit worthiness or recommendations to purchase, sell or hold any securities. A report providing a DBRS 
rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and 
its agents in connection with the sale of the securities. DBRS receives compensation for its rating activities from issuers, insurers, 
guarantors and/or underwriters of debt securities for assigning ratings and from subscribers to its website. DBRS is not 
responsible for the content or operation of third party websites accessed through hypertext or other computer links and DBRS 
shall have no liability to any person or entity for the use of such third party websites. This publication may not be reproduced, 
retransmitted or distributed in any form without the prior written consent of DBRS. ALL DBRS RATINGS ARE SUBJECT TO 
DISCLAIMERS AND CERTAIN LIMITATIONS. PLEASE READ THESE DISCLAIMERS AND LIMITATIONS AT 
http://www.dbrs.com/about/disclaimer. ADDITIONAL INFORMATION REGARDING DBRS RATINGS, INCLUDING 
DEFINITIONS, POLICIES AND METHODOLOGIES, ARE AVAILABLE ON http://www.dbrs.com. 
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 CORPORATE 
RATINGS

Manitoba Hydro-Electric Board 

Major Rating Factors 

Strengths: 

 Low-cost hydroelectric generation 

 Government ownership and support 

 Vertically integrated electricity monopoly 

 Diversified customer base 

 Supportive regulation 

Weaknesses: 

 Significant hydrology risk exposure and lack of fuel diversification 

 Aggressive financial policy 

 Merchant risk to uncontracted electricity exports and trading activities 

Rationale 

The ‘A-1+’ rating on Manitoba Hydro-Electric Board’s short-term debt reflects the debt service 

guarantee of its owner, the Province of Manitoba (AA/Stable/A-1+). Standard & Poor’s 

Ratings Services has not assigned a long-term debt or issuer credit rating to Manitoba Hydro. 

In our opinion, the ratings on Manitoba reflect the province’s gradually falling tax-

supported debt burden and strong financial and economic performances. Offsetting these 

strengths are Manitoba’s direct and tax-supported debt burdens, which are average compared 

with those of its Canadian and international peers; and ongoing increases in the self-supported 

debt of Manitoba Hydro. (For more information, please see our full analysis on the province, 

published Dec. 17, 2007, on RatingsDirect.) The ratings on Manitoba capture the company’s 

contribution to the province’s business risk and cash flow. This report focuses on the utility’s 

business risk and financial risk profiles. 
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Manitoba Hydro-Electric Board 

Standard & Poor’s  |  ANALYSIS  2 

We believe Manitoba Hydro’s monopoly, gas and electric franchises, and related regulatory 

frameworks provide satisfactory cash flow stability. Furthermore, the utility’s owner, the province, 

strongly supports its creditworthiness. In our opinion, exposure to significant hydrology risk and its 

highly leveraged financial risk profile offset these strengths. 

Manitoba Hydro is a vertically integrated electric utility serving about 522,000 customers. The 

company’s monopoly electricity network business serves the entire province. There is no effective 

competition in electricity generation. Generation facilities include 14 hydroelectric generating stations 

(5,003 megawatts [MW]), two thermal generating stations (462 MW), and four diesel sites (10 MW), 

for total capacity of 5,475 MW. The company also owns and operates a monopoly natural gas 

distribution business serving about 261,000 customers across southern Manitoba. Total debt 

outstanding as of March 31, 2008, was about C$7.6 billion, of which about C$7.1 billion is in the 

form of advances from Manitoba. Total debt, net of sinking fund assets of C$700 million, was C$6.9 

billion. Also as of March 31, Manitoba guaranteed C$352 million of long-term debt issued in the 

utility’s name. The province, however, does not guarantee Manitoba Hydro-Electric Board bonds, 

totaling C$104 million and issued for mitigation settlements. 

The regulatory framework governing the company’s gas operations is shifting to a cost-of-service 

basis for the distribution business, and continues to provide timely protection from exposure to gas 

commodity costs. Manitoba Hydro passes the price it pays for gas supply directly to the customer 

without any markup. It is protected from price risk, as gas rates are adjusted quarterly, subject to 

regulatory approval. There is no defined regulatory mechanism to mitigate the risk associated with the 

utility’s much larger obligation to supply electricity to the province and the resulting significant 

exposure to volume risk and volatile costs of electricity imports and fossil fuels. Instead, Manitoba 

Hydro makes periodic applications to its regulator for rate increases for noncommodity-related gas and 

all electricity-related costs. The regulator approved a 5% rate increase effective July 1. 

We expect a continuing close relationship between Manitoba Hydro and the province, based on the 

company’s strategic nature, the provincial government’s energy policy, the government’s provision for 

debt guarantees, and the governance structures in place. 

The combined impact on the utility’s cash flows of poor hydrology and resulting exposure to fossil 

fuel and replacement power costs can be quite severe. Hydroelectric generation contributes more than 

90% of the utility’s typical annual production. Despite benefiting from large and diverse drainage 

basins (which include most of Saskatchewan, Manitoba, northwestern Ontario, and parts of Alberta 

and North Dakota), Manitoba Hydro can expect drought conditions on average about once every 10 

years. Under these conditions, diminished profits from hydroelectric-based export sales, and the high 

cost of replacement fossil fuel-based generation and imports required to meet domestic needs, lead to 

lower and sometimes negative funds from operations (FFO). As of March 31, the utility expected water 

storage levels and water inflows to be above average for fiscal 2008. 

In our opinion, Manitoba Hydro has an aggressive financial risk profile, with adjusted FFO (AFFO) 

interest coverage typically less than 2.2x and AFFO-to-total debt of less than 10% as of March 31. We 

expect the utility’s financial risk profile to remain under pressure in the long term due to largely debt-

financed capital spending. Adjusted total debt-to-total capital was about 77% as of March 31, which 

was better than 83% and 84% at fiscals year-end 2007 and 2006, respectively, but could weaken 

without average or better water flows and favorable export prices. We expect Manitoba Hydro’s total 

debt burden to increase about C$500 million per year in the next several years. We believe the utility 
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will use the funds to finance the construction of Wuskwatim (200 MW) hydroelectric development, 

planning costs for Conawapa, and other hydroelectric developments. 

Liquidity 

Standard & Poor’s considers Manitoba Hydro’s liquidity to be sufficient, given its very supportive 

relationship with its owner. Manitoba Hydro has a commercial paper program, which the province 

guarantees, for C$500 million or US$500 million, of which C$165 million was outstanding as of Sept. 

30. The program funds the utility’s operating cash flow requirements, and is supported by bank credit 

facilities for up to C$500 million or US$500 million, which the province does not guarantee. As of 

Sept. 30, 2008, the company had access to C$335 million or US$335 million through its bank credit 

facility. 

We expect the utility to generate positive FFO of about C$600 million in fiscal 2008-2009. 

Maintenance and growth-related capital expenditures will be about C$1 billion during the same period 

of which about C$500 million is related to new generation under construction. We do not expect the 

utility to pay out a dividend in fiscal 2008-2009. 

Accounting 

Manitoba Hydro prepares its audited annual financial statements (fiscal year end March 31) in 

accordance with Canadian generally accepted accounting principles and reports in Canadian dollars. In 

analyzing Manitoba Hydro’s financial risk profile, Standard & Poor’s considers long-term debt net of 

sinking funds (see table 1). 
 

Table 1 

Reconciliation Of Manitoba Hydro-Electric Board Reported Amounts With Standard & Poor’s Adjusted 
Amounts (Mil. C$)* (cont.'d) 

 —Fiscal year ended March 31, 2008— 

Manitoba Hydro-
Electric Board 
reported amounts 
(mil. C$) Debt

Shareholders’
equity

Operating 
income 
(before 

D&A)

Operating 
income 
(before 

D&A)

Operating
income

(after D&A)

Interest 
expens

e 

Cash flow 
from 

operations

Cash flow 
from 

operations

Capital
expenditure

s

Reported 6,870.0 2,127.0 1,135.0 1,135.0 786.0 473.0 630.0 630.0 827.0

Standard & Poor’s adjustments 

Postretirement 
benefit obligations 

N/A (9.0) 10.0 10.0 10.0 N/A 7.0 7.0 N/A

Accrued interest not 
included in reported 
debt 

106.0 N/A N/A N/A N/A N/A N/A N/A N/A

Capitalized interest N/A N/A N/A N/A N/A 44.0 (44.0) (44.0) (44.0)

Reclassification of 
nonoperating income 
(expenses) 

N/A N/A N/A N/A 33.0 N/A N/A N/A N/A

Total adjustments 106.0 (9.0) 10.0 10.0 43.0 44.0 (37.0) (37.0) (44.0)

Standard & Poor’s 
adjusted amounts  

Debt Equity Operating 
income 
(before 

D&A)

EBITDA EBIT Interest 
expens

e 

Cash flow 
from 

operations

Funds from 
operations

Capital
expenditure

s

Adjusted 6,976.0 2,118.0 1,145.0 1,145.0 829.0 517.0 593.0 593.0 783.0

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 8B

PAGE 57



Manitoba Hydro-Electric Board 

Standard & Poor’s  |  ANALYSIS  4 

Table 1 

Reconciliation Of Manitoba Hydro-Electric Board Reported Amounts With Standard & Poor’s Adjusted 
Amounts (Mil. C$)* (cont.'d) 

 —Fiscal year ended March 31, 2008— 

Manitoba Hydro-
Electric Board 
reported amounts 
(mil. C$) Debt

Shareholders’
equity

Operating 
income 
(before 

D&A)

Operating 
income 
(before 

D&A)

Operating
income

(after D&A)

Interest 
expens

e 

Cash flow 
from 

operations

Cash flow 
from 

operations

Capital
expenditure

s

*Manitoba Hydro-Electric Board reported amounts shown are taken from the company’s financial statements but might include adjustments made by data 
providers or reclassifications made by Standard & Poor’s analysts. Please note that two reported amounts (operating income before D&A and cash flow from 
operations) are used to derive more than one Standard & Poor’s-adjusted amount (operating income before D&A and EBITDA, and cash flow from operations 
and funds from operations, respectively). Consequently, the first section in some tables may feature duplicate descriptions and amounts. D&A—Depreciation 
and amortization. N/A—Not applicable. 

 

Outlook 

The outlook on Manitoba Hydro’s owner and debt guarantor, the Province of Manitoba, is stable. 

There is no outlook on the utility. An upward rating action on the province would not change the 

‘A-1+’ short-term debt rating on the utility. 
 

Table 2 

Manitoba Hydro-Electric Board—Peer Comparison* (cont.'d) 

 Industry Sector: Government-Owned Electric Utility  

—Average of past three fiscal years— 

(Mil. C$) Manitoba Hydro-
Electric Board§

Newfoundland and 
Labrador Hydro**

New Brunswick 
Electric Finance 

Corp.¶¶ 

Hydro-
Quebec**

British Columbia Hydro
& Power Authority¶¶

Rating as of 
Nov. 20, 2008¶ 

A-1+ A:A-1 NR A+;A-1+ AAA

Revenues 2,263.0 551.3 1,500.0 11,460.3 4,454.3

Net income from 
continuing operations 

294.3 74.5 42.0 2,621.3 347.3

Funds from operations 
(FFO) 

570.7 124.2 228.2 4,213.4 799.7

Capital expenditures 618.7 59.9 260.4 3,083.3 746.3

Cash and short-term 
investments 

84.3 16.5 18.3 2,231.3 17.7

Debt 6,861.0 1,428.0 3,292.6 35,921.5 7,910.7

Equity 1,601.0 569.8 52.5 18,189.7 1,543.7

Debt and equity 8,462.0 1,997.8 3,345.1 54,111.1 9,454.4

Adjusted ratios 

EBIT interest coverage (x) 1.5 1.5 1.2 2.0 1.6

FFO interest coverage (x) 2.0 1.8 2.0 2.4 2.2

FFO/debt (%) 8.3 8.7 6.9 11.7 10.1

Discretionary cash 
flow/debt (%) 

(0.7) 6.2 (1.7) (1.3) (3.5)

Net cash flow/capex (%) 92.2 175.0 84.6 84.6 67.3

Total debt/debt plus 
equity (%) 

81.1 71.5 98.4 66.4 83.7
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Table 2 

Manitoba Hydro-Electric Board—Peer Comparison* (cont.'d) 

Return on common equity 
(%) 

18.4 12.5 19.3 12.8 18.4

Common dividend payout 
ratio (unadjusted; %) 

0.0 26.1 21.4 70.7 80.8

*Fully adjusted (including postretirement obligations). ¶Guaranteed debt rating.§For the three years ended March 31, 2008. **For the three years ended 
Dec. 31, 2007. ¶¶For the three years ended March 31, 2007. NR—Not rated. 

 

 
 

Table 3 

Manitoba Hydro-Electric Board—Financial Summary* 

Industry Sector: Government-Owned Electric Utility 

 —Fiscal year ended March 31— 

(Mil. C$) 2008 2007 2006 2005 2004

Rating history¶ A-1+ A-1+ A-1+ A-1+ A-1+

Revenues 2,250.0 2,140.0 2,399.0 2,017.0 1,781.0 

Net income from continuing operations 346.0 122.0 415.0 136.0 (436.0)

Funds from operations (FFO) 593.0 426.0 693.0 414.0 (167.0)

Capital expenditures 783.0 608.0 465.0 470.0 463.0 

Cash and short-term investments 133.0 1.0 119.0 9.0 6.0 

Debt 6,976.0 6,883.0 6,724.0 6,807.0 6,875.0 

Equity 2,118.0 1,405.0 1,280.0 858.0 721.0 

Debt and equity 9,094.0 8,288.0 8,004.0 7,665.0 7,596.0 

Adjusted ratios 

EBIT interest coverage (x) 1.6 1.2 1.7 1.2 0.2 

FFO interest coverage (x) 2.2 1.7 2.1 1.7 0.7 

FFO/debt (%) 8.5 6.2 10.3 6.1 (2.4)

Discretionary cash flow/debt (%) (2.7) (2.6) 3.4 (0.8) (9.2)

Net cash flow/capex (%) 75.7 70.1 149.0 88.1 (36.7)

Debt/debt and equity (%) 76.7 83.0 84.0 88.8 90.5 

Return on common equity (%) 17.1 6.3 35.5 12.6 (49.5)

Common dividend payout ratio (unadjusted; %) 0.0 0.0 0.0 0.0 0.0 

*Fully adjusted (including postretirement obligations). ¶Guaranteed debt rating. 
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Ratings Detail (As Of 20-Nov-2008)* 

Manitoba Hydro-Electric Board 

Related Entities 
Manitoba (Province of) 

Issuer Credit Rating AA/Stable/A-1+ 

Commercial Paper A-1+ 

  Canadian National Scale Commercial Paper Rating A-1(HIGH) 

Senior Unsecured (71 Issues) AA 

 *Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor’s credit ratings on the global scale are 
comparable across countries. Standard & Poor’s credit ratings on a national scale are relative to obligors or obligations within that specific 
country. 
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Key Indicators

Manitoba, Province of
(Year Ending 3/31) 20042005 20062007 2008 2009
Net Direct and Indirect Debt as a % of Revenues 112.0 97.6 92.1 93.7 97.1 99.4
Net Direct and Indirect Debt as a % of GDP 25.2 24.6 23.7 22.7 24.8 25.3
Cash Financing Surplus (Requirement) as a % of Revenues (8.0) 1.5(1.7) 3.3(4.5)(3.4)
Consolidated Surplus (Deficit) as a % of Revenues (7.2) 6.0 3.5 3.9 4.6 3.6
Interest Expense as a % of Revenues 9.5 7.6 7.4 7.6 6.6 6.4
Intergovernmental Transfers as a % of Revenue 32.2 31.4 28.9 30.4 28.9 29.9

Real GDP Growth (%) [1] 2.2 2.6 3.3 3.6 2.0 -0.2

[1] Corresponds to calendar year.

Opinion

SUMMARY RATING RATIONALE

The Province of Manitoba's Aa1 rating reflects the province's sound fiscal plan, which has
produced balanced fiscal outcomes in recent years. While modest cash requirements have
increased the province's stock of debt, additions to debt have been roughly in line with
economic and revenue growth, keeping the province's debt burden relatively stable. The
province's fiscal flexibility is high and the proportion of revenue consumed by interest
payments remains low at an estimated 6.0% in 2009-10. The Aa1 rating is also supported
by the province's diversified economy, which tends to underperform the Canadian average
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in boom years, but outperform in years of weak economic conditions, providing a measure
of stability.

National and International Peer Comparisons

The Province of Manitoba is rated in the mid-range of Canadian provinces, whose ratings
remain in a narrow range of Aaa-Aa2. Manitoba's debt burden, while higher than that of
some of its Western Canadian peers, remains below the Canadian median. Moreover, the
province's diversified economy presents a source of stability relative to Canadian peers and
is considered a credit positive. On an international basis of comparison, Manitoba benefits
from a higher degree of fiscal flexibility than many of its international sub-sovereign peers-
-including the highly-rated Australian states and German Länder--owing to the high degree
of fiscal flexibility inherent in the way Canadian provinces operate, supporting the high
investment-grade rating.

Credit Strengths

Credit strengths for Manitoba include:

Well-structured fiscal framework and strong track record of fiscal prudence

Moderate debt burden

Diversified, stable economy

Mature institutional framework providing considerable fiscal policy flexibility

Credit Challenges

Credit challenges for Manitoba include:

Expense pressures coupled with slowing revenue growth apply pressure to fiscal outcomes
in the near term

Rating Outlook

The outlook is stable.

What Could Change the Rating - Up

Many years of stronger than expected fiscal performance leading to a material and
sustained reduction in the province's debt burden could apply upward pressure on the
rating. An upgrade to Aaa is considered unlikely in the near term, given the current
economic environment.

What Could Change the Rating - Down

A loss of fiscal discipline, combined with a prolonged economic downturn that would impair
the province's revenue generating capacity on more than a temporary basis and an increase
in debt and debt service ratios, could exert downward pressure on the rating.

DETAILED RATING CONSIDERATIONS

The rating assigned to Manitoba reflects the application of Moody's Joint-Default Analysis
(JDA) rating methodology for regional and local governments (RLGs). In accordance with
this methodology, Moody's first establishes the baseline credit assessment (BCA) for the
jurisdiction and then considers the likelihood of support coming from the federal
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government to avoid a default by the jurisdiction, should this extreme situation ever occur.

Recent Developments

In late December 2009, the province released its second quarter (unaudited) financial
report. Updated projections for 2009-10 as a whole point to an expected deterioration in
fiscal outcomes with both lower revenues (partly due to lower than expected federal
transfers) and higher expenses expected compared to budget. A consolidated deficit of
$592 million (roughly 5% of revenues) is now projected, compared to a roughly balanced
consolidated outcome previously budgeted.

Baseline Credit Assessment

The Province of Manitoba's BCA of 3 (on a scale of 1 to 21 in which 1 represents the lowest
credit risk) reflects the following factors:

Financial Position and Performance

Manitoba recorded a series of positive consolidated fiscal outcomes in recent years, owing
to the province's containment of expense growth below revenue growth in most years.
Between 2004-05 and 2007-08, consolidated surpluses averaged 4.5% of revenue, or 1.1%
of GDP. As such, Manitoba's record of strong fiscal performance positioned the province well
as the Canadian economy entered recession in 2008.

Manitoba's economic outperformance in 2008 relative to Canada (discussed below) was
reflected in the province's 2008-09 fiscal results. Year-on-year revenue growth slowed to
3.8%, as strong growth in personal and corporate income tax receipts (7.4% and 5.2%
growth respectively) was partially offset by lower net income from government business
enterprises. The combination of modest revenue growth and year-on-year expense growth
of 4.9%--driven essentially by health care expenses (growth of 8.6%) and partially offset
by a lower rate of increase (1.8%) for debt service as well as an absolute decline in
education expenses --generated a consolidated surplus of C$470 million, equivalent to
3.6% of revenue, or 0.9% of GDP. This financial performance is in stark contrast with that
of other Canadian provincial governments whose finances were hit harder by the impacts of
the global economic downturn. On a cash basis of accounting, the consolidated surplus
translated to a financing requirement of C$440 million, or 3.4% of revenue (0.9% of GDP).
This reflects primarily the accrual accounting presentation and the difference between
amortization and cash outlays required for capital expenditures.

Updated projections for 2009-10 as a whole point to an expected deterioration in fiscal
outcomes with a consolidated deficit of $592 million (roughly 5% of revenues) now
projected.

Manitoba, like other Canadian provinces, has experienced fiscal pressures with the
economic downturn; however, the magnitude of the fiscal deterioration in Manitoba is low
relative to most other provinces. The Province of Manitoba has a strong track record of
fiscal prudence and is expected to continue with these fiscal management practices. This
fiscal prudence, combined with the strong provincial economic performance relative to the
rest of the country, ensures strong debt servicing ability, supporting the province's high
investment-grade rating.

Debt Profile

While the province's net direct and indirect debt increased from roughly C$10 billion at
March 31, 2005 to approximately C$13 billion at March 31, 2009, absolute increases in the
stock of debt were roughly matched, proportionally, by growth in nominal GDP and
provincial revenues. As a percentage of GDP, net direct and indirect debt remained stable
at roughly 25% between 2004-05 and 2009-10, while this measure of debt as a percentage
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of revenue remained in the 100% range over this period. These debt ratios are considered
manageable for Manitoba given the high degree of fiscal flexibility inherent in the
institutional framework governing the way Canadian provinces operate.

In 2007-08, the province debt-financed C$1.5 billion of the Teachers' Retirement Allowance
Fund (TRAF) unfunded liability. Investments held for the TRAF and the Civil Service
Superannuation Fund (CSSF), which totaled C$2.2 billion in 2007-08, were reclassified and
irrevocably restricted for pension purposes in 2008-09. As a result of the debt-funding of
pension liabilities, the province's unfunded pension obligations declined to C$2.0 billion at
the end of 2008-09 (15.7% of revenue), from C$3.3 billion at March 31, 2004 (32.9% of
revenue). The government expects to continue this policy of debt-funding pension
liabilities. Moody's considers unfunded pension liabilities as debt-like and takes them into
account when establishing a government's credit profile. As such, Moody's views Manitoba's
debt-funding of unfunded pension liabilities as credit-neutral.

Governance and Management Factors

Manitoba, over the past several years, has relied on multi-year fiscal planning, prudent
economic and revenue assumptions and ongoing expense restraint to maintain a strong
financial profile. Overall, Manitoba displays strong governance and management factors.
Fiscal management measures are supported by comprehensive and transparent financial
reporting that is typical of governments in advanced industrial economies.

Economic Fundamentals

The Manitoba economy is highly diversified, which helps to reduce economic volatility
associated with business cycles and certain specific local industries. The service sector--
including finance and insurance, real estate, public administration and transportation--
accounts for an estimated 72% of real economic output, contributing to the province's
overall economic diversity.

The Manitoba economy tends to underperform the Canadian economy in times of rapid
economic growth and to outperform in economic slowdowns. The province's high degree of
economic diversity--which implies the absence of a dominant sector that could act as a
catalyst for growth in boom years and a drag on the provincial economy in recessions--is
one factor that could explain these trends. The province's economic diversity represents a
major source of credit strength, ensuring a broad and productive tax base for the
government.

The province's real GDP is expected to contract slightly in 2009 (-0.2% compared to -2.4%
for the country as a whole), again outperforming the national average. Manitoba's labour
market remains tight as the 2008 unemployment rate of 4.2% was one of the lowest in the
country and well below the national average of 6.1%. As of late 2009, the provincial
unemployment rate was estimated to have climbed moderately to 5.2%, remaining among
the lowest in the country.

Operating Environment

The national operating environment in which Manitoba operates is typical of advanced
industrial economies, characterized by high GDP per capita, low GDP volatility and a high
ranking on the World Bank's Government Effectiveness Index, all of which suggest a
minimal level of systemic economic, financial and political risk. As evidenced by Canada's
record of continued economic expansion and political stability, the macroeconomic
environment is robust and federal government institutions are responsive. Accordingly, the
conditions that have historically preceded national crises associated with widespread
defaults of regional and local governments are not present in Canada.

Institutional Framework
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The Province of Manitoba, like all Canadian provinces, enjoys significant flexibility in its
financial management. Compared to their counterparts in other countries, such as the
German Länder and the Australian states, Canadian provinces enjoy far greater autonomy
in terms of both the spending and revenue sides of their budgets. Unfettered access to a
broad range of tax bases and the ability to alter expenditure programs provide Canadian
provinces with substantial flexibility to meet fiscal challenges. As such, Canadian provinces
benefit from a high degree of fiscal policy flexibility that is more akin to that of sovereign
governments than to many of their international sub-sovereign peers. These positive
institutional factors increase Canadian provinces' ability to manage through economic
downturns and handle relatively high debt burdens. In conjunction with the high degree of
fiscal flexibility, a system of fiscal transfers from the federal government, which seeks to
reduce the fiscal disparities across the country, also provides support to Canadian
provinces' creditworthiness.

Extraordinary Support Considerations

Moody's assigns a very high likelihood that the federal government would act to prevent a
default by Manitoba, reflecting our assessment of the incentive provided by the risk to the
federal government's reputation if Manitoba were to default. It also reflects indications of
a moderately positive national government policy stance, as illustrated by the flexibility
inherent in the system of federal-provincial transfers.

Moody's rating committee also assigns a high default dependence level reflecting the
significant overlap of the economies and revenue bases of the province and federal
government.

Output of the Baseline Credit Assessment Scorecard

In the case of Manitoba, the BCA scorecard (presented below) generates an estimated BCA
of 3, in line with the BCA of 3 assigned by the rating committee.

The BCA scorecard, which generates estimated baseline credit assessments from a set of
qualitative and quantitative credit metrics, is a tool used by the rating committee in
assessing regional and local government credit quality. The credit metrics captured by the
scorecard provide a good statistical gauge of stand-alone credit strength; however, the
estimated BCAs generated by the scorecard do not substitute for rating committee
judgments regarding individual baseline credit assessments, nor is the scorecard a matrix
for automatically assigning or changing these assessments. Concomitantly, scorecard
results have limitations in that they are backward-looking, using historical data, while the
assessments are forward-looking opinions of credit strength. Moreover, the limited number
of variables included in the scorecard cannot fully capture the breadth and depth of our
analysis. Nevertheless, the performance statistics captured in the scorecard are important
and, in general, higher ratings can be expected among issuers with the highest rankings
from the scorecard.

ABOUT MOODY'S SUB-SOVEREIGN RATINGS

National and Global Scale Ratings

Moody's assigns national scale ratings in certain local capital markets in which investors
have found the global rating scale provides inadequate differentiation among credits or is
inconsistent with a rating scale already in common use in the country. Moody's National
Scale Ratings are opinions of the relative creditworthiness of issuers and issues within a
particular country. While loss expectation will be an important differentiating factor in the
ultimate rating assignment, it should be noted that loss expectation associated with
National Scale Ratings can be expected to be significantly higher than apparently similar
rating levels on Moody's global scale. Moody's National Scale Ratings rank issuers and
issues in order of relative creditworthiness: higher ratings are associated with lower
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expected credit loss.

National Scale Ratings can be understood as a relative ranking of creditworthiness
(including relevant external support) within a particular country. National Scale Ratings are
not designed to be compared among countries; rather, they address relative credit risk
within a given country. Use of National Scale Ratings by investors is only appropriate within
that portion of a portfolio that is exposed to a given country's local market, taking into
consideration the various risks implied by that country's foreign and local currency ratings.

The Moody's Global Scale rating for issuers and issues in local currency allows investors to
compare the issuer's/issue's creditworthiness to all others in the world, rather than merely
in one country. It incorporates all risks relating to that country, including the potential
volatility of the national economy.

Country Ceilings for Foreign Currency Obligations

Moody's assigns a ceiling for foreign-currency bonds and notes to every country (or
separate monetary area) in which there are rated obligors. The ceiling generally indicates
the highest rating that can be assigned to a foreign-currency denominated security issued
by an entity subject to the monetary sovereignty of that country or area. In most cases,
the ceiling will be equivalent to the rating that is (or would be) assigned to foreign-
currency denominated bonds of the government. Ratings that pierce the country ceiling
may be permitted, however, for foreign-currency denominated securities benefiting from
special characteristics that are judged to give them a lower risk of default than is indicated
by the ceiling. Such characteristics may be intrinsic to the issuer and/or related to Moody's
view regarding the government's likely policy actions during a foreign currency crisis.

Baseline Credit Assessment

Moody's baseline credit assessment incorporates the government's intrinsic credit strength
and accounts for ongoing operating subsidies and transfers from the supporting
government. In effect, the baseline credit assessment reflects the likelihood that a local
government would require extraordinary support.

Extraordinary Support

Extraordinary support is defined as action taken by a supporting government to prevent a
default by a regional or local government (RLG) and could take different forms, ranging
from a formal guarantee to direct cash infusions to facilitating negotiations with lenders to
enhance access to needed financing. Extraordinary support is described as either low (0% -
30%), moderate (31% - 50%), high (51% - 70%), very high (71% - 95%) or fully supported
(96% - 100%).

Default Dependence

Default dependence reflects the likelihood that the credit profiles of two obligors may be
imperfectly correlated. Such imperfect correlation, if present, has important diversifying
effects which can change the joint-default outcome. Intuitively, if two obligors' default
risks are imperfectly correlated, the risk that they would simultaneously default is smaller
than the risk of either defaulting on its own.

In the application of joint-default analysis to RLGs, default dependence reflects the
tendency of the RLG and the supporting government to be jointly susceptible to adverse
circumstances leading to defaults. Since the capacity of the higher-tier government to
provide extraordinary support and prevent a default by an RLG is conditional on the
solvency of both entities, the more highly dependent -- or correlated -- the two obligors'
baseline default risks, the lower the benefits achieved from joint support. In most cases,
the close economic links and/or overlapping tax bases and/or close intergovernmental fiscal
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arrangements between different levels of government result in a moderate to very high
degree of default dependence.

Default dependence is described as either low (0% - 30%), moderate (31% - 50%), high
(51% - 70%) or very high (71% - 100%).

Rating Factors

Manitoba, Province of
                                                            

Baseline Credit Assessment                     Sub-
Factor

Sub-
Factor

Factor Total

Scorecard - 2008 Value Score Weighting Total Weighting           
Factor 1: Operating Environment                                                             
National GDP per capita (PPP basis,
$US)

38,638 1 50.0%                               

National GDP Volatility (%) 2.0 1 25.0% 1.00 50.0% 0.50
National Govt Effectiveness Index
(World Bank)

1.93 1 25.0%                               

Factor 2: Institutional Framework                                                             
Predictability, Stability,
Responsiveness

1 1 50.0%                               

Fiscal Flexibility (A): Own-Source
Revenues

1 1 16.7% 2.08 10.0% 0.21

Fiscal Flexibility (B): Spending 1 1 16.7%                               
Fiscal Flexibility (C): Extent of
Borrowing

7.5 7.5 16.6%                               

Factor 3: Financial Position &
Performance

                                                            

Interest Payments/Operating
Revenue (%)

6.6 9 25.0%                               

Cash Financing Surplus(Req)/Total
Revenue (%)

-2.8 9 25.0% 10.50 10.0% 1.05

Gross Operating Balance/Operating
Revenue (%)

6.8 9 25.0%                               

Net Working Capital/Total
Expenditures

-22.5 15 25.0%                               

Factor 4: Debt Profile                                                             
Net Direct and Indirect
Debt/Operating Revenue

99.4 6 50.0%                               

Short-Term Direct Debt/Direct Debt
(%)

14.4 3 25.0% 6.00 10.0% 0.60

Net Debt/Operating Revenue Trend 2.8 9 25.0%                               
Factor 5: Governance &
Management

                                                            

Fiscal Management 1 1 40.0%                               
Investment & Debt Management 1 1 20.0%                               
Transparency & Disclosure (A) 1 1 15.0% 1.00 10.0% 0.10
Transparency & Disclosure (B) 1 1 15.0%                               
Institutional Capacity 1 1 10.0%                               
Factor 6: Economic Fundamentals                                                             
Regional or Local GDP pc PPP - 33,671 1 100.0% 1.00 10.0% 0.10
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estimated ($US)
Estimated BCA                                                   3

CREDIT RATINGS ARE MIS'S CURRENT OPINIONS OF THE RELATIVE FUTURE
CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY
NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE
AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT
RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED
TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT
RATINGS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT
RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR
HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON
THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS
ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING
THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF
EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING,
OR SALE.

© Copyright 2010, Moody's Investors Service, Inc. and/or its licensors including
Moody's Assurance Company, Inc. (together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT
USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT
MOODY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained
by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors, however, such
information is provided "as is" without warranty of any kind and MOODY'S, in
particular, makes no representation or warranty, express or implied, as to the
accuracy, timeliness, completeness, merchantability or fitness for any particular
purpose of any such information. Under no circumstances shall MOODY'S have any
liability to any person or entity for (a) any loss or damage in whole or in part caused
by, resulting from, or relating to, any error (negligent or otherwise) or other
circumstance or contingency within or outside the control of MOODY'S or any of its
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directors, officers, employees or agents in connection with the procurement, collection,
compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or
incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resulting from the
use of or inability to use, any such information. The credit ratings and financial
reporting analysis observations, if any, constituting part of the information contained
herein are, and must be construed solely as, statements of opinion and not statements
of fact or recommendations to purchase, sell or hold any securities. NO WARRANTY,
EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion
must be weighed solely as one factor in any investment decision made by or on behalf
of any user of the information contained herein, and each such user must accordingly
make its own study and evaluation of each security and of each issuer and guarantor
of, and each provider of credit support for, each security that it may consider
purchasing, holding or selling.

MOODY'S hereby discloses that most issuers of debt securities (including corporate
and municipal bonds, debentures, notes and commercial paper) and preferred stock
rated by MOODY'S have, prior to assignment of any rating, agreed to pay to
MOODY'S for appraisal and rating services rendered by it fees ranging from $1,500 to
approximately $2,400,000. Moody's Corporation (MCO) and its wholly-owned credit
rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and
procedures to address the independence of MIS's ratings and rating processes.
Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly
reported to the SEC an ownership interest in MCO of more than 5%, is posted
annually on Moody's website at www.moodys.com under the heading "Shareholder
Relations - Corporate Governance - Director and Shareholder Affiliation Policy."
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Manitoba, Province of 
Canada  

Summary Rating Rationale 

The Province of Manitoba’s Aa1 rating reflects the province’s sound fiscal plan, which has 
produced generally balanced fiscal outcomes in recent years. While moderate cash 
requirements have increased the province’s stock of debt, additions to debt have been 
broadly in line with economic and revenue growth, keeping the province’s debt burden 
relatively stable. The province’s fiscal flexibility is high and the proportion of revenue 
consumed by interest payments remains low at an estimated 5.9% in 2009-10. The Aa1 
rating is also supported by the province’s diversified economy, which tends to underperform 
the Canadian average in boom years, but outperform in years of weak economic conditions, 
providing a measure of stability.  

National and International Peer Comparisons 

The Province of Manitoba is rated in the mid-range of Canadian provinces, whose ratings 
remain in a narrow range of Aaa-Aa2. Manitoba’s debt burden, while higher than that of 
some of its Western Canadian peers, remains below the Canadian median. Moreover, the 
province’s diversified economy and resulting stability positions the province well relative to 
Canadian peers. On an international basis of comparison, Manitoba benefits from a higher 
degree of fiscal flexibility than many of its international sub-sovereign peers—including the 
highly-rated Australian states and German Länder—owing to the institutional framework 
within which Canadian provinces operate, supporting the high investment-grade rating.

Rating Outlook 

The outlook is stable. 
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Key Rating Considerations 

Financial Position and Performance 

Strong and Stable Fiscal Results in Recent Years 

Manitoba recorded a series of positive consolidated fiscal outcomes in recent years, owing to the 
province’s containment of expense growth below revenue growth in most years. Between 2004-05 and 
2008-09, consolidated surpluses averaged 4.3% of revenue, or 1.1% of GDP. As such, Manitoba’s 
record of strong fiscal performance positioned the province well as the Canadian economy entered the 
recent downturn. 

Manitoba’s economic outperformance in 2008 relative to Canada was reflected in the province’s 2008-
09 fiscal results. While both revenue and expense growth slowed to 3.8% and 4.9% respectively, the 
province recorded a consolidated surplus of C$470 million, equivalent to 3.6% of revenue or 0.9% of 
GDP. This is in contrast to other provinces, whose finances were hit harder by the impacts of the 
downturn. On a cash basis of accounting, the consolidated surplus in 2008-09 translated into a 
financing requirement of C$440 million, or 3.4% of revenue (0.9% of GDP). This reflects primarily 
the accrual accounting presentation and the difference between amortization and cash outlays required 
for capital expenditures. 

Some Deterioration but Expected to Return to Balance by 2014-15 

The Manitoba economy recorded a small contraction in 2009 and in the fiscal year 2009-10, revenues 
were estimated to have contracted by 3.2% over the previous year, owing primarily to declines in tax 
receipts. Total expenses were estimated to have risen by 4.9%, resulting in a projected consolidated 
deficit of C$555 million in 2009-10, equivalent to about 4.4% of revenues or 1.1% of GDP. 

The 2010-11 Budget projected a slight narrowing of the deficit to C$545 million in 2010-11 as 
revenues start to recover along with the economy. The Budget also outlined the province’s plan to 
return to balance by 2014-15. Concomitantly, the provincial government has made amendments to its 
balanced budget legislation in order to extend the period required to get back to balance to five years.1 
Revenue growth over the projection period is forecast to average 2.9%, while expenses are projected to 
grow by 1.8% over the same period. Expense growth restraint appears ambitious in light of recent 
experience as expenses grew at an estimated average annual growth rate of 6.2% from 2007-08 to 
2009-102

 

. While the province has stated that expense restraint measures will include managing salary 
costs, reducing discretionary spending and prioritization of expenditures, specific measures have not 
yet been clearly outlined, and we will continue to monitor the province’s progress in its consolidation 
plans. Nonetheless, Manitoba has a strong track record of fiscal prudence and is expected to continue 
with these fiscal management practices.  

 

1  The amendments to the Balanced Budget, Fiscal Management and Taxpayer Accountability Act specify an “economic recovery period” from April 1, 2010 to March 31, 
2014 at the latest, after which the legal requirement to have balanced budgets is retained.  

2  This figure adjusts for the consolidation of school boards in 2007-08. 
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Debt Profile 

Debt Ratios Rising Moderately but Still Manageable 

While the province’s net direct and indirect debt is estimated to have risen to approximately C$14 
billion at March 31, 2010 from roughly C$10 billion at March 31, 2005, this has roughly matched 
the growth in nominal GDP and provincial revenues. As a percentage of GDP, net direct and indirect 
debt remained relatively stable, hovering around 25% between 2004-05 to 2009-10, while this 
measure of debt as a percentage of revenue grew marginally over this period. Though debt has 
increased somewhat recently and is expected to increase over the near term, these debt ratios are 
considered manageable for Manitoba given the high degree of fiscal policy flexibility inherent in the 
institutional framework governing the way Canadian provinces operate. 

The province’s debt affordability remains high, as evidenced by the declining proportion of revenues 
consumed by interest costs, which declined to 5.9% in 2009-10 from 7.6% in 2004-05, largely as a 
result of lower interest rates. In the early years of the current decade, this ratio measured over 12%. 
This improvement in debt affordability illustrates the province’s heightened shock-absorption capacity. 

Foreign currency exposure has been eliminated on the province’s debt portfolio for all but debt 
associated with Manitoba Hydro (discussed below). Manitoba Hydro, by virtue of its exports of 
hydroelectric power to the United States, has a natural hedge against USD-CAD currency fluctuations. 
Floating rate exposure, excluding short-term instruments and current maturities, was roughly 10% at 
March 31, 2010. 

Significant Borrowing for Manitoba Hydro, but Self-Supported 

Roughly one third of the province’s total direct and indirect debt is attributed to Manitoba Hydro and 
is considered to be self-supporting. This Crown Corporation’s ability to meet its own financial 
obligations without recourse to provincial subsidies is a positive credit attribute for the province. In 
our view, the likelihood that the contingent liability represented by Manitoba Hydro’s debt would 
materialize remains relatively remote. 

Manitoba Hydro is currently planning for significant future capital expenditures with a view to 
increasing its generation and transmission capacity to meet domestic demand as well as to exploit 
export opportunities over the next 25-30 years. These projects include the 200MW Wuskwatim 
Generating Station, which has an estimated total capital cost of C$1.6 billion (including the 
generation and transmission components) and is scheduled to come into service in December 2011. 
Other projects include the larger Keeyask (695MW) and Conawapa (1,485 MW) generating stations, 
with in-service dates estimated at 2018 (earliest) and 2022 respectively, as well as the construction of a 
third high voltage direct current line (Bipole III), targeted to be in service in 2017/18. The Bipole III 
line would allow power to be carried from new generation stations to southern parts of the province 
and to export markets. Manitoba Hydro intends to cover base capital expenditures with internally-
generated funds from operations and to use external debt financing to fund expansion projects, 
requiring significant new debt financing over the next decade. We will continue to monitor 
developments with Manitoba Hydro’s capital plan to ensure that our conclusion regarding the self-
supporting status of the utility’s debt remains appropriate.  
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Province Addressing Pension Liabilities 

In 2007-08, the province debt-financed C$1.5 billion of the Teachers' Retirement Allowance Fund 
(TRAF) unfunded liability. Investments held for the TRAF and the Civil Service Superannuation 
Fund (CSSF), which totaled C$2.2 billion in 2007-08, were reclassified and irrevocably restricted for 
pension purposes in 2008-09. As a result of the debt-funding of pension liabilities, the province’s 
unfunded pension obligations declined to an estimated C$1.8 billion at the end of 2009-10 (14.5% of 
revenue), from C$3.3 billion at March 31, 2004 (32.9% of revenue). The government expects to 
continue this policy of debt-funding pension liabilities. We consider unfunded pension liabilities as 
debt-like and take them into account when establishing a government's credit profile. As such, we view 
Manitoba’s debt-funding of unfunded pension liabilities as credit-neutral. 

Governance and Management Factors 

Manitoba, over the past several years, has relied on multi-year fiscal planning, prudent economic and 
revenue assumptions and ongoing expense restraint to maintain a strong financial profile.  Overall, 
Manitoba displays strong governance and management factors.  Fiscal management measures are 
supported by comprehensive and transparent financial reporting that is typical of governments in 
advanced industrial economies.   

Economic Fundamentals 

Diverse Economy and Stable Growth Strengthen Credit Profile 

The Manitoba economy is highly diversified, which helps to reduce economic volatility associated with 
business cycles and certain specific local industries.  The service sector—including finance and 
insurance, real estate, public administration and transportation—accounts for over 70% of real 
economic output, contributing to the province’s overall economic diversity. 

Manufacturing accounts for the largest share of the goods-producing sector, representing 11% of real 
GDP.  The recent economic slowdown proved a considerable challenge for the Canadian 
manufacturing industry, with manufacturing output declining by about 12% in 2009. Manitoba’s 
manufacturing sector, however, fared slightly better than the national average, recording a contraction 
of around 9%. The nature of Manitoba’s manufacturing sector, which includes niche areas such as 
aerospace and transit buses, and its high level of diversification have helped it face difficult external 
conditions.  

After underperforming the national average through the first part of the last decade (which saw 
relatively strong economic growth in Canada), real GDP declined 0.9% in 2009, outperforming the 
national average (contraction of 2.5%). Manitoba is less exposed to the US economy than most 
Canadian provinces; the province’s exports to the United States account for approximately 67% of its 
foreign exports, compared to approximately 75% for the Canadian economy as a whole. As a result, 
the province was less affected by the recent US slowdown than Ontario or Quebec, which are more 
exposed to the health of the US economy. In further contrast to other provinces, Manitoba was one of 
only three provinces to record gains in employment, albeit modest, in 2009. 

The Manitoba economy tends to underperform the Canadian economy in times of rapid economic 
growth and to outperform in economic slowdowns. The province’s high degree of economic 
diversity—which implies the absence of a dominant sector that could act as a catalyst for growth in 
boom years and represent a drag on the provincial economy in recessions—is one factor that could 
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explain these trends. The province’s economic diversity represents a major source of credit strength, 
ensuring a broad and productive tax base for the government.   

As with the other provinces and the Canadian economy as a whole, Manitoba’s economy is expected to 
resume growth in 2010 (provincial forecasts project growth of 2.5%). Though unemployment ticked 
up in 2009, Manitoba’s labour market remains relatively tight as the 2009 unemployment rate of 
5.2% was one of the lowest in the country and well below the national average of 8.3%. The 
population and labour force also continue to expand through net in-migration, particularly 
international immigration. 

Operating Environment 

The national operating environment in which Manitoba operates is typical of advanced industrial 
economies, characterized by high GDP per capita, low GDP volatility and a high ranking on the 
World Bank's Government Effectiveness Index, all of which suggest a minimal level of systemic 
economic, financial and political risk. As evidenced by Canada's record of continued economic 
expansion and political stability, the macroeconomic environment is robust and federal government 
institutions are responsive. Accordingly, the conditions that have historically preceded national crises 
associated with widespread defaults of regional and local governments are not present in Canada.  

Institutional Framework 

The Province of Manitoba, like all Canadian provinces, enjoys significant flexibility in its financial 
management. Compared to their counterparts in other countries, such as the German Länder and the 
Australian states, Canadian provinces enjoy far greater autonomy in terms of both the spending and 
revenue sides of their budgets. Unfettered access to a broad range of tax bases and the ability to alter 
expenditure programs provide Canadian provinces with substantial flexibility to meet fiscal challenges.  
As such, Canadian provinces benefit from a high degree of fiscal policy flexibility that is more akin to 
that of sovereign governments than to many of their international sub-sovereign peers. These positive 
institutional factors increase Canadian provinces’ ability to manage through economic downturns and 
handle relatively high debt burdens. In conjunction with the high degree of fiscal flexibility, a system 
of fiscal transfers from the federal government, which seeks to reduce the fiscal disparities across the 
country, also provides support to Canadian provinces’ creditworthiness.  

Application of Joint-Default Analysis 

The Aa1 rating assigned to Manitoba reflects the application of Moody’s joint-default analysis 
methodology for regional and local governments. The province’s rating is composed of two principal 
inputs: a baseline credit assessment of 3 (on a scale of 1-21, in which 1 represents the lowest level of 
credit risk) and a very high likelihood of extraordinary support from the federal government (rated 
Aaa, stable) to prevent a default by Manitoba, or any province. The very high likelihood of support 
reflects Moody's assessment of the incentive provided by the risk to the federal government's 
reputation if Manitoba, or any province, were to default, as well as indications of a moderately positive 
national government policy stance, as illustrated by the flexibility inherent in the system of federal 
provincial transfers.  
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Rating History 

Province of Manitoba  

DATE RATING 

November 2006 Aa1 

January 2003 Aa2 

September 1998 Aa3 

May 1985 A1 

September 1975 Aa 

October 1968 A 
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Annual Statistics 

Province of Manitoba 

DEBT STATEMENT (C$ MILLIONS, AS AT 3/31) 2006 2007 2008 2009 2010F 

Treasury Bills and Promissory Notes  325   325   850   1,185   1,500  

Canada Pension Plan  756   606   597   492   480  

Direct Debentures  18,237   18,923   20,252   20,906   22,314  

Other  1,021   1,047   756   742   358  

Total Direct Debt  20,339   20,901   22,455   23,325   24,652  

Guaranteed Debt      

Manitoba HydroBonds and Promissory Notes  485   670   347   398   251  

Other Guarantees  83   87   94   92   102  

Total Direct and Indirect Debt  20,907   21,658   22,896   23,815   25,005  

Less:      

Manitoba Hydro   6,625   6,640   7,142   7,836   8,289  

Manitoba HydroBonds and Promissory Notes  485   670   347   398   251  

Direct Debt Sinking Fund   3,918   4,118   3,334   2,741   2,582  

Net Direct and Indirect Debt  9,879   10,230   12,073   12,840   13,883  

DEBT TRENDS (AS AT 3/31)      

Net Direct and Indirect Debt (C$ millions)  9,879   10,230   12,073   12,840   13,883  

As % GDP 23.7 22.7 24.8 25.3 27.7 

As % Personal Income 29.3 28.7 31.8 32.0 34.2 

Per Capita (C$)  8,384   8,640   10,116   10,647   11,361  

As % Total Revenues 92.1 93.7 97.1 99.4 111.0 

Total Direct and Indirect Debt  20,907   21,658   22,896   23,815   25,005  

% Hydro Debt 31.7 30.7 31.2 32.9 33.1 

Total Foreign Currency Debt (Before Hedges)  5,672   6,286   5,890   6,178   5,158  

 As % Total Direct and Indirect Debt 27.1 29.0 25.7 25.9 20.6 

Foreign Currency Debt Net of Hedges (C$ 
Millions)  2,838   2,804   2,706   3,005   2,426  

As % Total Direct and Indirect Debt 13.6 12.9 11.8 12.6 9.7 

Short-Term Debt 2247.0 1941.0 3118.0 3364.0 3141.0 

 As % of Total Direct and Indirect Debt 10.7 9.0 13.6 14.1 12.6 

Actuarial Pension Liability (Surplus) (C$ 
millions)  3,430   3,460   2,300   2,003   1,813  

As % of GDP 8.2 7.7 4.7 3.9 3.6 

As % of Revenue 32.0 31.7 18.5 15.5 14.5 

Total Employer Cash Contributions [1]  319   426   1,976   155   466  

As % of Revenue 3.0 3.9 15.9 1.5 3.7 

[1] In 2008 this includes a special contribution of C$1.5 billion, which was borrowed in the capital markets by the province to fund pension plans.  
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Province of Manitoba 
CONSOLIDATED REVENUES AND EXPENSES  
(C$ MILLIONS, YEAR ENDING 3/31) 2007 2008 2009 2010F 2011B 

Revenues      

Personal Income Tax 2,130 2,285 2,455 2,654 2,421 

Corporate Income Tax 311 367 386  247 

Payroll Tax (Health and Education) 318 341 357  282 

Retail Sales Tax 1,277 1,391 1,486  1,669 

Net Income of Government Business 
Enterprises 627 946 807 687 699 

Federal Transfers  3,317 3,597 3,866 4,072 4,126 

Other 2,940 3,510 3,558 5,089 3,278 

Total Revenues  10,920 12,437 12,915 12,502 12,720 

Expenses      

Health 4,005 4,224 4,586 4,851 5,085 

Family Services and Housing 1,142 1,224 1,321 1,321 1,326 

Education 2,397 3,218 3,154 3,240 3,419 

Community, Economic and Resource 
Development 1,280 1,406 1,582 1,834 1,819 

Debt Service 835 815 830 739 767 

Other 831 974 972 1,072 848 

Total Expenses 10,490 11,861 12,445 13,057 13,264 

Consolidated Surplus/(Deficit) 430  576  470  (555) (545) 

Cash Financing Surplus/(Requirement) 365  (560) (440) (913) (1,317) 

      

FINANCIAL TRENDS (YEAR ENDING 3/31) 2006 2007 2008 2009 2010F 

% Change in Revenue   6.8   1.8   13.9   3.8   (3.2) 

As a % of Revenue      

Consolidated Surplus (Deficit) 3.5  3.9  4.6  3.6  (4.4) 

Cash Financing Surplus (Requirement)  (1.7)  3.3   (4.5)  (3.4)  (7.3) 

Interest Expense  7.4   7.6   6.6   6.4   5.9  

Intergovernmental Transfers  28.9   30.4   28.9   29.9   32.6  

% Change in Expenses  9.6   1.4   13.1   4.9   4.9  

As a % of Expenses      

Health  37.2   38.2   35.6   36.9   37.2  

Education  22.9   22.9   27.1   25.3   24.8  

Interest Expense  7.6   8.0   6.9   6.7   5.7  

As a % of GDP      

Revenues  25.8   24.3   25.5   25.7   24.9  

Expenses  24.9   23.3   24.3   24.7   26.0  

Consolidated Surplus (Deficit)  0.9   1.0   1.2   0.9   (1.1) 

Cash Financing Surplus (Requirement)  (0.4)  0.8   (1.1)  (0.9)  (1.8) 

Health Expenses  9.3   8.9   8.7   9.1   9.7  

Expenses Per Capita (C$) 8,784 8,860 9,938 10,319 10,685 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 9C

PAGE 80



Province of Manitoba 

ECONOMIC TRENDS (YEAR ENDING 12/31) 2005 2006 2007 2008 2009 

Population in 1000s 1,178 1,184 1,194 1,206 1,222 

Real GDP (2002 C$ millions) 38,603 39,880 41,394 42,079 41,685 

% Growth 2.0 3.3 3.8 1.7 -0.9 

Nominal GDP (C$ millions) 41,512 44,957 48,727 50,324 50,200 

% Growth 4.4 8.3 8.4 3.3 -0.2 

Personal Income (C$ millions)  33,705   35,600   38,024   40,198   40,597  

Per Capita (C$)  28,605   30,067   31,859   33,332   33,222  

As % Canadian Average 89.2 88.5 89.3 90.7 91.2 

Personal Disposable Income (C$)  26,386   28,028   29,841   31,911   32,393  

As % Personal Income 78.3 78.7 78.5 79.4 79.8 

Employment Growth (%) 0.6 1.2 1.6 1.7 0.0 

Participation Rate 68.6 68.8 69.4 69.6 69.4 

Unemployment Rate 4.8 4.3 4.4 4.2 5.2 

Manufacturing Shipments (C$ millions)  13,688   14,862   16,168   16,378  14,568 

Housing Starts (units)  4,731   5,028   5,738   5,537   4,174  

Retail Sales (C$ millions) 12,372 12,874 14,016 14,980 14,915 

Per Capita (C$)  10,500   10,873   11,743   12,421   12,205  

CPI, All Items  106.6   108.7   110.9   113.4   114.1  

Inflation Based on CPI % Change  2.7   2.0   2.0   2.3   0.6  
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Debt Rating Rating Action  Trend 

Short-Term Debt* R-1 (middle) Confirmed Stable 
Long-Term Debt* A (high) Confirmed Stable 
* Issued / guaranteed by the Province, including Manitoba Hydro-Electric Board 
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Rating Update  

The Province 
Manitoba is located in 

Central Canada and 

ranks fifth among 

Canadian provinces by 

population and ranks 

sixth in terms of GDP. 

The Province is home to 

significant renewable 

energy resources with 

almost all power 

generated from water.  

 
Recent Actions 
December 15, 2008 
Confirmed 

 

 

 

 

 

DBRS has confirmed the Long- and Short-Term Debt ratings of the Province of Manitoba (Manitoba or the 
Province) at A (high) and R-1 (middle), respectively. The trend on both ratings remains Stable, although 
DBRS notes that the Province is weathering the recession better than most of its peers. Manitoba’s continued 
spending discipline and its resilient economy has helped to limit fiscal erosion and debt growth, leaving the 
Province well positioned to further improve its already sound credit profile when the economic recovery 
gains momentum.  
 
Manitoba is one of only two provinces that have planned for a fiscal surplus in 2009-10, budgeted at $48 
million. While this translates into a DBRS-adjusted deficit of $573 million, or 1.1% of GDP, it nonetheless 
represents a sound outlook in relation to the challenging global economic environment and the difficulties 
experienced by provincial peers. Only a modest decline in revenues is expected, while expenditure growth 
will be limited at 4.2%, driven by health, education and capital spending initiatives. This follows a better-
than-expected result in 2008-09, when a DBRS-adjusted surplus of $129 million was posted, demonstrating 
the Province’s commitment to prudent fiscal management. The current plan points to another DBRS-adjusted 
deficit of around $600 million for 2010-11, after which DBRS expects the Province to return to balance, 
provided the economic recovery takes hold as suggested by private sector forecasts. (Continued on page 2.) 
 
Rating Considerations 

 

Strengths  Challenges 
(1) Resilient and well-diversified economy 
(2) Manageable debt burden 
(3) Prudent fiscal management practices 
(4) Abundant low-cost hydro electricity 
 

 (1) Containing growth in health care costs 
(2) High reliance on federal transfers 
(3) Revenue volatility introduced by Manitoba 

Hydro 

 
Financial Information 

 

For the year ended March 31
(all financial figures DBRS adjusted) 2009-10B 2008-09 2007-08 2006-07 2005-06
Debt* ($ millions) 15,558 14,503 14,234 13,907 13,518
Debt*/GDP 31.2% 28.5% 29.3% 31.0% 32.6%
Surplus (deficit) ($ millions) (573) 129 (192) 240 308
Surplus (deficit)/GDP (1.1%) 0.3% (0.4%) 0.5% 0.7%
Interest costs/total revenue 2.9% 2.5% 2.9% 3.1% 3.1%

Federal transfers/total revenue 29.7% 28.1% 28.0% 27.5% 27.2%

Nominal GDP ($ millions) 49,919 50,886 48,549 44,911 41,517

Real GDP growth rate (0.2%) 2.4% 3.3% 4.0% 2.4%

Unemployment rate 5.4% 4.2% 4.4% 4.3% 4.8%
* DBRS-defined: tax-supported debt + unfunded pension liabilities.  B = Budget; P = Projected.  

Source: Province of Manitoba, Statistics Canada, and DBRS calculations.
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Rating Update (Continued from page 1.) 
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After falling to 28.5% of GDP in 2008-09, the fourteenth straight year of decline, Manitoba’s debt-to-GDP 
ratio is expected to rise to 31.2% in 2009-10. This is a relatively modest deterioration when compared with 
the pace of debt accumulation in most other provinces and is consistent with DBRS’s expectation that the 
Province could weather the downturn without considerable erosion to its debt profile. Debt will continue 
growing in 2010-11 but, assuming a modest economic recovery, the debt-to-GDP ratio should peak at 32% 
before fiscal balance is restored. This is a significant improvement from the last recession in 1991, when the 
Province experienced deficits approaching 3.0% of GDP and added 10% to its debt-to-GDP ratio.  
 
Following solid real GDP growth of 2.4% in 2008, the second best performance of all provinces, Manitoba is 
again expected to outperform most provinces in 2009, as the private sector consensus points to only a 0.4% 
contraction in real GDP, demonstrating the resilience of the provincial economy. A growing service sector 
and a fairly diverse manufacturing base will support economic activity, aided by the Province’s four-year, 
$4.7 billion capital plan. For 2010, the private sector consensus points to real GDP growth of 2.0%, although 
DBRS believes there is still considerable uncertainty with respect to the timing and pace of the recovery. 
DBRS also notes that after ten years in power, Premier Gary Doer recently announced his intention to resign 
this fall. Policy continuity appears likely, however, especially since no election is due before 2011, although 
the upcoming change in leadership adds an element of uncertainty to the outlook. DBRS remains of the view 
that stabilizing economic conditions, continued fiscal prudence and an improving debt outlook could have 
positive implications for the Long-Term Debt rating at the next review.  
 
Rating Considerations Details 

 

Strengths 
(1) Manitoba’s economy has proven very resilient over the years and has generated steady growth. With a 
fairly diversified manufacturing base and meaningful finance, insurance, health care, government and 
transportation sectors, the provincial economy shows less volatility than its manufacturing and resource-
reliant neighbours. The Province has one of the lowest unemployment rates in the country and a below-
average reliance on international exports.  
 
(2) The Province’s debt burden has been on a steady declining trend for the past 14 years and stood at 28.5% 
of GDP at March 31, 2009, the fourth lowest among all provinces. While this trend is expected to reverse 
temporarily in the current year, the erosion should be relatively limited, keeping Manitoba’s debt burden 
manageable. A relatively smooth maturity profile and predominantly Canadian dollar denominated fixed rate 
debt help to mitigate interest and foreign exchange rate risk.  
 
(3) Through transparent financial reporting practices and enhanced quarterly updates, Manitoba exhibits 
prudent stewardship of its fiscal resources which has resulted in DBRS-adjusted surpluses in four of the last 
five years, a performance matched by few other provinces.  
 
(4) Manitoba benefits from an abundance of low-cost hydro electricity resulting in some of the lowest 
electricity rates in North America. This gives the Province a distinct advantage when competing for new 
business investment.  
 
Challenges 
(1) Limiting the rate of growth in health care costs remains a challenge for all provinces, including Manitoba. 
Over the past five years, health care expenditures have risen by an average of 6.8% and the Province aims to 
keep spending growth contained to 2.6% in 2009-10, which could prove challenging in light of salary and 
wage increases historically needed to retain and attract health care professionals.  
 
(2) Federal transfers comprised over 28% of total revenues in 2008-09, highlighting Manitoba’s vulnerability 
to changes in transfer programs. In particular, changes announced last fall to limit growth in the equalization 
program will result in no increase in equalization entitlement for 2009-10.  
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(3) Manitoba Hydro’s financial results exhibit considerable volatility due to the significant dependence on 
water flows. While this renewable, low-cost energy source is a boon to the Province, it adds an element of 
volatility to Manitoba’s fiscal results and is difficult to forecast.  

3 Public Finance: Provinces and Municipalities 

Province of 
Manitoba 
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September 25, 2009 

 

 

 
2009-10 Budget 

 

DBRS-Adjusted Surplus (Deficit)-to-GDP
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2009-10 DBRS-Adjusted Expenditures 
(Total: $13.3 billion)
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Manitoba’s resilience and prudent fiscal management is evident in its 2009 budget, which calls for a surplus 
of $48 million. This translates into a deficit of $573 million or 1.1% of GDP on a DBRS-adjusted basis 
(recognizing capital expenditures on a pay-as-you-go basis rather than as amortized), but is, nonetheless, a 
sound performance given the significant fiscal challenges affecting all provinces. Total revenues are forecast 
to fall by a modest 1.3%. Own-source revenues are expected to fall by 3.5% owing to lower personal and 
corporate income tax collections as well as reduced mining taxes. Providing an offset to lower tax receipts, 
federal transfers are budgeted to rise by 4.4%, supported by statutory increases in health and social transfers 
and additional funds for infrastructure renewal. As a result of the federal government’s decision to limit 
growth in the size of the equalization program, Manitoba’s equalization payments will remain flat, at $2.1 
billion, in 2009-10.  
 
DBRS-adjusted total expenditures are budgeted to grow by 4.2% as the Province provides targeted increases 
for education and infrastructure programs. Additional funds will be allocated for health care to address 
demand pressures and cost inflation. Upcoming labour negotiations with nurses could add to salary pressures 
while spending reductions in other program areas will provide a partial offset. Following through on a capital 
plan announced in November 2008, the Province plans to invest $4.7 billion over four years in capital 
renewal projects. This includes $1.1 billion in capital projects for the current year, up 16.6% from $978 
million in 2008-09.  
 
Outlook 
The first quarter update (at June 30, 2009) points to a better-than expected performance thus far, with weaker 
revenues (down by $77 million) more than offset by lower spending (down by $132 million). However, this 
is largely attributed to timing differences rather than an improving forecast. The Province plans to provide an 
updated year-end projection in its second quarter report later this fall and DBRS expects that costs associated 
with the Red River flood earlier this spring and H1N1 preparedness could cause a deterioration in fiscal 
results.  
 
According to the medium-term outlook, as presented in the budget, the Province plans for another small 
surplus in 2010-11 of $34 million. This is likely to result in a DBRS-adjusted deficit of around $600 million 
based on another strong year of capital spending. The 2009-10 budget only presents a two-year fiscal outlook, 
unlike the four-year outlook presented in past budgets. Nevertheless, DBRS expects Manitoba to continue to 
exhibit disciplined fiscal management. Combined with the somewhat favourable economic outlook of the 
Province, this should reduce the risk of a prolonged period of weak fiscal results typical of recessionary times.  

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 10B

PAGE 91



 
 
 
 

 
 

 

4 Public Finance: Provinces and Municipalities 

Province of 
Manitoba 
 
Report Date: 
September 25, 2009 

 

 

2008-09 Results 
 

Year-end results indicate the Province posted a small DBRS-adjusted surplus of $129 million, or 0.3% of 
GDP, in 2008-09. This was notably better than the $365 million deficit originally expected and was a result of 
healthy Manitoba Hydro earnings and personal and corporate taxation, which helped drive total revenues up 
6.6% over the prior year. Federal transfers also provided a boost to revenue as equalization payments rose 
13.0% year-over-year.  
 
Total expenditures grew by 3.9% over the prior year. Health, education and social services accounted for the 
bulk of the increase, although most other program areas also experienced growth. Capital spending fell by 
4.3% compared to 2007-08 as some planned projects experienced weather-related delays. 
 
Debt Profile 

 
 

Manitoba’s financial profile continued on its 
gradually improving trend in 2008-09. DBRS-
adjusted debt, defined as tax-supported debt 
plus unfunded pension liabilities, grew by 
$269 million, or 2%, in 2008-09. Capital 
funding needs accounted for the bulk of new 
debt. Growth in nominal GDP more than offset 
growth in debt, resulting in the fourteenth 
straight decline in Manitoba’s debt-to-GDP to 
28.5% from a high of 47.8% in 1994-95.  
 
For 2009-10, the pace of debt growth is 

utlook 
tes that while the increase in debt interrupts a trend of gradually improving debt metrics, it 

expected to accelerate to 7.3%, representing an 
increase of $1.1 billion from the previous year. 
Weaker fiscal conditions and borrowing needs 

for hospitals and crown corporations will account for the increase. Additional debt, along with a contraction 
in nominal GDP, will result in a debt-to-GDP ratio of 31.2%, marking the first increase in fifteen years. 
Consolidated borrowing requirements are estimated at $3.3 billion for the year, of which $1.6 billion had 
already been fulfilled at the time of this report. Roughly $1.5 billion will be required for refinancing needs 
with the remainder being used to finance capital spending, pension contributions and the debt needs of 
Manitoba Hydro. The Province maintains a relatively smooth maturing profile, modest floating rate debt and 
no foreign currency debt; all of which help to provide stability to debt servicing obligations.  
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nonetheless is a relatively solid performance in relation to other provinces where debt is growing at faster 
rates. This is in part due to a more resilient economy and sound fiscal management, and positions the 
Province well to return to an improving debt trend following a recovery in economic conditions. Although a 
further deficit of roughly $600 million in 2010-11 will drive debt growth, assuming a modest economic 
recovery, debt-to-GDP should peak at 32% before fiscal balance is restored and a downward trend is resumed. 
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* Based on the Conference Board's and  major Canadian banks' forecasts at the time of this report.

Real GDP Growth Outlooks*

-4%

-3%

-2%

-1%

0%

1%

2%

3%

BC AB SK MB ON QC NB NS PE NL

2009 2010

2008 Real GDP Breakdown

other services
26.6%

other
4.0%finance, 

insurance, real 
estate
18.3%

pub. admin.
6.8%

wholesale & 
retail

13.0%

transpo. & 
warehouse

6.8%

manuf. & 
construction

18.2%

ag., forestry, 
fishing & 

hunting, 4.6%

 
In 2008, Manitoba experienced real growth of 2.4%, a solid performance in light of deteriorating economic 
conditions across the country. Manitoba’s resilience has been evident over the last ten years, having achieved 
the lowest standard deviation in real GDP growth of all provinces. Thanks in part to a relatively diversified 
manufacturing base that produces a wide range of products, including transit buses, aerospace components, 
farm and rail equipment, the economic downturn has not been as severe as in other manufacturing-intensive 
provinces. Finance, agriculture and mining sectors also play an important role in the provincial economy, 
though results were mixed in 2008. A growing population and steady employment growth led to relatively 
solid housing starts, only down 3.5% in 2008 compared to a decline of 7.6% nationally, and strong growth in 
retail sales of 7.2%, the third-highest among all provinces.  
 
Outlook 
For 2009, the private sector consensus calls for a contraction in real GDP of 0.4%, which is slightly weaker 
than the budget planning assumption of -0.2%. This is the second best growth outlook among provinces and 
implies only a mild recession in Manitoba. On a seasonally-adjusted basis, Manitoba boasted the second 
lowest provincial unemployment rate in August 2009, at 5.7%, while retail trade had seen a relatively small 
decline of 0.2% as of July 2009, compared with a 4.9% decline nationally. As a result of the Province’s four-
year $4.7 billion capital plan, investment will remain strong in the current year. Based on the July 28, 2009 
Capital Expenditures Survey, non-residential construction and machinery and equipment spending intentions 
are expected to fall 2.4%, which compares favourably with a 10.4% decline nationally. DBRS notes, however, 
that there could be some downside risks to the current outlook as the financial impact of the Red River flood 
earlier this year and the H1N1 virus outbreak have yet to be quantified. 
 
The 2010 private sector consensus points to real growth of 2.0%, although DBRS notes that considerable 
uncertainty remains with respect to the timing and pace of the global economic recovery. Manitoba is 
expected to continue building on its strengths with a growing service sector, including a regional distribution 
hub, and supportive manufacturing and agricultural industries. The Province has proven its resilience through 
this downturn, which provides considerable support to the credit profile.  
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Economic Statistics For the year ended December 31

2010P 2009P 2008 2007 2006 2005 2004
Nominal GDP ($ millions) 51,716 49,919 50,886 48,549 44,911 41,517 39,748
Nominal GDP growth 3.6% -1.9% 4.8% 8.1% 8.2% 4.5% 6.1%
Real GDP growth 2.0% -0.2% 2.4% 3.3% 4.0% 2.4% 2.2%
Population (thousands) 1,226 1,217 1,208 1,194 1,184 1,178 1,174
Population growth 0.7% 0.8% 1.2% 0.8% 0.5% 0.4% 0.8%
Employment (thousands) 607 604 607 597 587 580 577
Unemployment rate 6.0% 5.4% 4.2% 4.4% 4.3% 4.8% 5.3%
Housing starts (units) 4,250 3,950 5,537 5,738 5,028 4,731 4,440
Retail sales ($ millions) n/a n/a 15,017 14,008 12,870 12,381 11,692
Inflation rate (CPI) 2.0% 0.6% 2.3% 2.0% 2.0% 2.7% 2.0%
Personal income per capita ($) n/a n/a 33,330 32,106 30,179 28,722 27,834
Sources: Statistics Canada (actuals), Manitoba Finance, CMHC, and DBRS estimates.   P= Projected.   n.a. = not available.
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Budget Budget
Budget Summary* ($ millions) 2009-10 2008-09 2008-09 2007-08 2006-07 2005-06
Revenue 12,728 12,891 12,303 12,093 11,363 10,711
Program expenditure 12,938 12,445 12,300 11,939 10,774 10,067
Program surplus (deficit) (210) 446 3 154 589 644
Interest expense (363) (317) (368) (346) (349) (336)
DBRS-Adjusted Surplus (Deficit) (573) 129 (365) (192) 240 308
DBRS adjustments:
Capital expenditures less amortization 621 341 461 376 245 85
Other non-recurring items, incl. assets sales 0 0 0 374 0 0
Surplus (deficit), as reported 48 470 96 558 485 394

Tax-supported debt + unfunded pension liabilities 15,558    14,503    14,690    14,234 13,907 13,518
Gross borrowing requirements (all entities) 3,253 3,322 2,783 3,104 2,708 2,868
Gross capital expenditure 1,140 978 865 1,022 771 575
Note: Historical DBRS-adjusted results have been revised to improve comparability with other provinces.
* DBRS adjusts reported figures to exclude certain non-recurring items (e.g. asset sales). DBRS also
   recognizes capital expenditures as incurred, rather than as amortized, to improve inter-provincial comparability.

Selected Financial Indicators (DBRS-Adjusted)
Debt*/GDP 31.2% 28.5% 28.9% 29.3% 31.0% 32.6%
Surplus (deficit)/GDP (1.1%) 0.3% (0.7%) (0.4%) 0.5% 0.7%
Surplus (deficit)/total revenue (4.5%) 1.0% (3.0%) (1.6%) 2.1% 2.9%
Interest costs/total revenue 2.9% 2.5% 3.0% 2.9% 3.1% 3.1%
Total tax revenues/total revenue 41.9% 42.9% 42.9% 43.8% 43.4% 43.0%
Federal transfers/total revenue 29.7% 28.1% 29.4% 28.0% 27.5% 27.2%
Program expenditures/total revenue 101.6% 96.5% 100.0% 98.7% 94.8% 94.0%
Health expenditures/total expenditures 32.8% 33.3% 33.7% 31.8% 32.9% 33.1%
Program expenditure growth 4.0% 4.2% 3.0% 10.8% 7.0% 8.4%
Total expenditure growth 4.2% 3.9% 3.1% 10.4% 6.9% 8.3%
Total revenue growth (1.3%) 6.6% 1.7% 6.4% 6.1% 5.7%
* DBRS-defined: tax-supported debt + unfunded pension liabilities.   

Province of Manitoba

 
 

 Party in power:   New Democratic Party Legislature seats:   36 of 57
 Premier:                Gary Doer* Election to be held by:   October 2011
  *Announced plans to resign as of fall 2009.

Background Political Information
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Budget Budget
Revenue ($ millions) 2009-10 2008-09 2008-09 2007-08 2006-07 2005-06
Personal income tax 2,343 2,455 2,312 2,285 2,130    1,949    
Retail sales tax 1,595 1,569 1,549 1,473 1,357    1,280    
Corporate taxes 910        979       830        939         846       870       
Gasoline & motive fuel tax 221 229 227 248 241       236       
Tobacco taxes 194 190 170 191 202       192       
Energy, mining, and other taxes 65          110       189        158         152       81         
Total tax revenue 5,327     5,532    5,278     5,294      4,927    4,607    
Lottery income 312 305 301 297 283       277       
Liquor control commission 236 229 227 219 208       196       
Manitoba Hydro (4) 265 314 160 346 122       415       
Natural resource levies 162 146 139 150 139       154       
Fees, permits, licences, & other 315 335 294 289 270       277       
Total Own-Source Revenue 6,617     6,860    6,400     6,594      5,948    5,927    
Equalization payments 2,063 2,063 2,063 1,826 1,709    1,601    
Canada health & social transfer 1,296 1,263 1,224 1,206 1,109    1,058    
Other federal transfers 423 298 325 351 305       255       
Total Federal Transfers 3,782     3,624    3,612     3,383      3,122    2,914    
Consolidation adjustments (1) 2,329 2,407 2,291 2,116 2,292    1,870    
DBRS-Adjusted Revenue 12,728   12,891  12,303   12,093    11,363  10,711  

Expenditures ($ millions)

Health 4,362     4,253    4,268     3,912      3,658    3,441    
Education and training 2,207     2,067    2,092     1,960      1,847    1,728    
Social services 1,285     1,259    1,279     1,160      1,077    1,018    
Justice 386        368       374        334         309       292       
Transportation & government services 464        442       456        418         390       368       
Agriculture, economic, & resource dev. 668        577       629        570         517       572       
Manitoba property & other tax credits 44          45         45          48           50         50         
Intergovernmental affairs 232        333       336        251         225       200       
Other general government 275        329       287        363         283       265       
Capital expenditures less amortization (2) 621        341       461        376         245       85         
Consolidation adjustment (1) 2,460 2,431 2,136 2,546 2,172    2,047    
Other (65)        -            (65)         -             -            -            
DBRS-Adjusted Program Expenditures 12,938   12,445  12,300   11,939    10,774  10,067  
DBRS-Adjusted Program Surplus (Deficit) (210)      446       3            154         589       644       
Net interest expense (3) (363)      (317)      (368)       (346)        (349)      (336)      
DBRS-adjusted Expenditures 13,301   12,762  12,668   12,285    11,123  10,403  
DBRS-Adjusted Surplus (Deficit) (573)      129       (365)       (192)        240       308       
DBRS adjustments:
Capital expenditures less amortization (2) 621        341       461        376         245       85         
Non-recurring revenue (expenditure) (4) -              -              -              374         -              -              
Surplus (deficit), as reported 48          470       96          558         485       394       

Note: Expenditure categories may not be strictly comparable from year to year due to departmental reorganizations.

(1) 2006-07 and later years include school divisions which were previously excluded from public accounts.

(2) This adjustment converts capital expenditures to a pay-as-you-go basis. 

(3) Interest expense is net of interest income generated by the Fiscal Stabilization and Debt Retirement Funds.  

(4) Hydro net income excludes one-time impact of accounting change for recognition of FX gains and losses in prior years. 

FX gains and losses are not included in budget figures but will impact actual results going forward. 

Province of Manitoba
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8 Public Finance: Provinces and Municipalities 

Balance Sheet (Consolidated Statement)
($ millions) As at March 31 As at March 31
Financial Assets 2009 2008 2007 Liabilities 2009 2008 2007
Cash and cash equivalents 2,657 2,694         2,704         A/P and accrued charges 3,576 3,308         2,733         
Amounts receivable 1,110 1,177         1,103         Debt (1) 22,733 21,944       19,288       
Loans & advances (1) 8,603 7,887         7,411         Unamortized for. exch. fluc. (61) (67)             (73)             
Equity in gov't enterprises 2,189 2,697         1,933         Unfunded pension liability 2,003 4,470         4,190         
Net tangible capital assets 6,520 5,934         5,299         Other liabilities -                   -                 -                 
Other assets 2,268 4,673         2,584         28,251 29,655 26,138
Total Financial Assets 23,347 25,062 21,034 Accumulated Deficit (4,904) (4,593)        (5,104)        

Total Liabilities 23,347 25,062 21,034

Net Public Sector Debt* As at March 31
($ millions) 2010B 2009 2008 2007 2006 2005 2004 2003
Net general purpose debt 10,415 9,660 9,059 7,463 7,210 7,130 7,049 6,650
Crown corporation & gov't agencies 1,451 1,164 1,269 1,279 1,272 1,340 1,187 1,116
Schools and universities 384 384 387 360 306 300 272 441
Hospitals 1,054 831 833 790 767 739 615 640
Municipalities (2) 476 476 476 524 502 550 544 539
Net Tax-Supported Debt 13,780 12,516 12,025 10,416 10,057 10,059 9,667 9,386
Self-supporting debt: 
Manitoba Hydro 8,247 7,575 6,796 6,636 6,524 6,615 6,649 6,344
Total net public sector debt 22,027 20,091 18,821 17,052 16,581 16,674 16,316 15,729

Unfunded Pension Liabilities (3) 1,778 1,987 2,209 3,491 3,461 3,379 3,304 3,260

Per Capita (CAD) (3)

Tax-supp. debt + unf. pension liabilities 12,783 12,006 11,926 11,746 11,473 11,451 11,145 10,933
Total public sector debt 18,097 16,632 15,769 14,402 14,072 14,208 14,019 13,599

As a % of GDP (3)

Tax-supp. debt + unf. pension liabilities 31.2% 28.5% 29.3% 31.0% 32.6% 33.8% 34.6% 34.6%
Total public sector debt 44.1% 39.5% 38.8% 38.0% 39.9% 41.9% 43.6% 43.0%

Debt Breakdown by Currency (4)

Cdn$ pay n/a 100% 100% 100% 100% 100% 100% 97%

Non-CAD pay n/a 0% 0% 0% 0% 0% 0% 3%

Fixed/Floating Rate Debt Breakdown (4)

Fixed rate n/a 80% 81% 82% 81% 80% 73% 74%

Floating rate n/a 20% 19% 18% 19% 20% 27% 26%

Unfunded Pension Liabilities (Tax-Supported) Valuation Date Mar. 31, 2009
(CAD millions)

Civil service (5) Dec. 31, 2007 1,197 ($ millions) %

Teachers (5) Jan. 1, 2006 725 2009-10 2,194 9.4%
Other plans (includes MLAs, judges, other) Various 65 2010-11 2,046 8.7%

2011-12 2,004 8.6%
Total liabilities: 1,987 2012-13 1,615 6.9%

Less pension assets: (incl. above) 2013-14 1,476 6.3%
Total Unfunded Pension Liabilities: 1,987 2014-15 to 2018-19 5,633 24.0%

2019-20+ 8,461 36.1%
* Net of sinking fund and Debt Retirement Fund assets.  P = Projected; B = Budget; n/a = not applicable. Total 23,429 100%

(1) Includes asset and liability items related to debt of The Manitoba Hydro-Electric Board and Manitoba Lotteries Corporation.
(2) Not guaranteed by the Province.  DBRS estimate for 2009P; 2010B.
(3) Excludes pension liabilities of self-supporting Crown corporations.
(4) Net of hedges (if any).
(5) Civil Service includes amounts for indexation and unamortized pension adjustment; Teachers includes amount for indexation.

Province of Manitoba

Total Liabilities

Public Sector Debt

Gross Debt Maturity Profile
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Debt Rating Rating Action  Trend 

Short-Term Debt* R-1 (middle) Confirmed Stable 
Long-Term Debt* A (high) Confirmed Stable 
* Issued/guaranteed by the Province, including Manitoba Hydro-Electric Board 

 
Rating History 

 
 Current 2008 2007 2006 2005 2004 

Short-Term Debt R-1 
(middle) 

R-1 
(middle) 

R-1 
(middle) 

R-1 
(middle) 

R-1 (low) R-1 (low) 

Long-Term Debt A (high) A (high) A (high) A (high) A (high) A (high) 

 
Related Research 

 

• Canadian Provincial Government Fact Sheet, July 31, 2009. 
   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 
All figures are in Canadian dollars unless otherwise noted.  
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Rating Update  

The Province 
Manitoba is located in 

Central Canada and 

ranks fifth among 

Canadian provinces by 

population and sixth in 

terms of GDP. The 

Province is home to 

significant renewable 

energy resources, with 

almost all power 

generated from water.  

 
Recent Actions 
September 25, 2009 
Confirmed 

 

 

 

 

 

DBRS has confirmed the long- and short-term debt ratings of the Province of Manitoba (Manitoba or the 
Province) at A (high) and R-1 (middle), respectively. The trend on both ratings remains Stable. A relatively 
resilient and diversified economy has resulted in only a modest deterioration in fiscal performance. While 
Manitoba’s debt burden continues to grow, unwinding some of the positive momentum of recent years, the 
Province maintains considerable flexibility within its ratings and is well positioned to withstand a potentially 
prolonged period of slow economic growth.  
 

In 2009-10, the Province recorded a deficit of $201 million, weaker than the small surplus originally 
budgeted. This translates into a DBRS-adjusted deficit of $685 million, or 1.4% of GDP – still a favourable 
result in relation to provincial peers. For the current fiscal year, the budget points to a deficit of $545 million, 
or $1.2 billion on a DBRS-adjusted basis. Despite improving economic conditions, total revenues are only 
budgeted to grow by a modest 0.6% in the current fiscal year, slower than the 4.4% increase in spending. 
Health care will account for the bulk of new spending as the Province aims to tightly manage growth in 
program costs and pursue labour agreements with no increases, which DBRS views as an ambitious target. 
The Province anticipates a return to balance by 2014-15, which equates to DBRS-adjusted deficits ranging 
from 2.0% to less than 1.0% of GDP. 
 

DBRS-adjusted debt grew by $1.4 billion in 2009-10, which pushed the debt-to-GDP ratio up to 31.6% from 
28.9% a year earlier. Debt is expected to grow by a further $1.4 billion in 2010-11, or 9.0%, taking the debt-
to-GDP ratio to slightly above 33.0% and eroding some of the progress of recent years. (Continued on page 2.) 
 

Rating Considerations 
 

Strengths  Challenges 
(1) Resilient and well-diversified economy 
(2) Manageable debt burden 
(3) Prudent fiscal management practices 
(4) Abundant low-cost hydro electricity 
 

 (1) Containing growth in health-care costs 
(2) High reliance on federal transfers 
(3) Revenue volatility introduced by Manitoba 

Hydro 

 

Financial Information 
 

For the year ended March 31
(all financial figures DBRS adjusted) 2010-11B 2009-10 2008-09 2007-08 2006-07
Debt* ($ millions) 17,486 16,046 14,684 14,234 13,907
Debt*/GDP 33.1% 31.6% 28.9% 29.2% 30.9%
Surplus (deficit) ($ millions) (1,194) (685) 110 (192) 240
Surplus (deficit)/GDP (2.3%) (1.4%) 0.2% (0.4%) 0.5%
Interest costs/total revenue 3.1% 2.7% 2.6% 2.9% 3.1%

Federal transfers/total revenue 29.5% 29.1% 28.4% 28.0% 27.5%

Nominal GDP ($ millions) 52,762 50,732 50,834 48,718 45,029

Real GDP growth rate 2.5% (0.2%) 2.0% 3.6% 3.3%

Unemployment rate 5.7% 5.2% 4.2% 4.4% 4.3%
* DBRS-defined: tax-supported debt + unfunded pension liabilities.  B = Budget.

Source: Province of Manitoba, Statistics Canada, and DBRS calculations.
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An improving fiscal picture and gradual decline in capital needs is expected to result in debt-to-GDP peaking 
at around 34% in 2012-13. This represents a somewhat higher peak than what was assumed at the time of last 
year’s review but is nonetheless very manageable within the rating.  
 

After experiencing only a minor contraction in 2009, the Province is anticipating a modest recovery with real 
growth of 2.5% in 2010. Lower non-residential investment in the Province and reduced agricultural output 
due to a wet summer are likely to dampen growth prospects. However, improving demand for non-renewable 
resources and sound domestic demand, supported by a growing population, should provide an offset. For 
2011, the Province has assumed growth of 3.0%, consistent with the current private sector average, which 
DBRS believes carries some downside risks related to the uncertain pace of global economic recovery, and 
the impact of a strong Canadian dollar on exports. Overall, soft fiscal results and recent debt accumulation 
have lessened some of the positive momentum of recent years, but DBRS believes that Manitoba’s above-
average economic and fiscal performance through the recent downturn leaves it well positioned to withstand 
a potentially uneven economic recovery.  
 

Rating Considerations Details 
 

Strengths 
(1) Manitoba’s economy has proven very resilient over the last decade and this was evident again in 2009 as 
real GDP fell by a mild 0.2% compared with a 2.6% decline nationally. With a fairly diversified 
manufacturing base and meaningful finance, health care, government and transportation sectors, the 
provincial economy shows less volatility than its manufacturing and resource-dependent neighbours. The 
Province has one of the lowest unemployment rates in the country and a below-average reliance on 
international exports.  
 

(2) Manitoba’s debt burden ended the 2009-10 fiscal year at 31.6% of GDP. This positions Manitoba with the 
fifth lowest debt burden among Canadian provinces and is a level that is very manageable within the rating. 
The Province maintains a relatively smooth maturity profile, no unhedged foreign currency debt and a 
moderate level of floating-rate debt, which adds stability to debt servicing costs.  
 

(3) Through transparent financial reporting practices and regular quarterly updates, Manitoba exhibits prudent 
stewardship of its fiscal resources. This is evident in the Province’s fiscal results, which exhibited a fairly 
stable and consistent performance for several years prior to the downturn and only mild erosion since. 
 

(4) Manitoba benefits from an abundance of low-cost hydro electricity, resulting in some of the lowest 
electricity rates in North America. This gives the Province a distinct advantage when competing for new 
business investment. Work on the $1.6 billion Wuskwatim dam project is currently underway and will further 
add to Manitoba’s supply of hydro electricity.  
 
Challenges 
(1) Growth in health-care spending remains one of the primary challenges for all provinces, including 
Manitoba. Over the last five years, spending on health has grown by 6.7% on average, including an estimated 
5.8% in 2009-10. Going forward, health-care spending will continue to crowd out demands in other program 
areas as it accounts for the bulk of expenditure growth in the Province’s medium-term plan.  
 

(2) Federal transfers accounted for 29.1% of total revenues in 2009-10, highlighting Manitoba’s vulnerability 
to changes in transfer programs. For the 2010-11 year, the federal government provided protection to ensure 
that major federal transfers to provinces did not decline year-over-year. However, Manitoba could experience 
a decline in equalization entitlements in the coming years, due to program growth limits introduced in 2008 
and because of above-average fiscal performance through the recent downturn,.  
 

(3) Manitoba Hydro’s financial results exhibit considerable volatility due to the significant dependence on 
water flows. While this renewable, low-cost energy source is a boon to the Province, it adds an element of 
volatility to Manitoba’s fiscal results and is difficult to forecast.  
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2010-11 Budget 
 

DBRS-Adjusted Surplus (Deficit)-to-GDP
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owth. Manitoba benefited from the federal government’s decision to protect provinces and ensure 

of 6.7%. Aside from a modest increase for 

The first quarter update, released on September 27, 2010, points to a somewhat stronger-than-expected 
performance through the early part of the year, with revenues tracking $65 million ahead of plan while 
spending is $80 million under budget. The Province attributes this variance largely to timing differences 
rather than to a significant deviation from plan and notes that unanticipated costs related to flooding and 
forest fire fighting earlier in the year will add some pressure. An updated year-end fiscal forecast will be 
provided in the Province’s second quarter update later this fall.  
 
The Province has returned to a five-year fiscal planning cycle, after opting for a shorter outlook in last year’s 
budget due to heightened economic uncertainty. This year’s plan forecasts gradually declining deficits with a 
return to a small surplus forecasted in 2014-15. On a DBRS-adjusted basis, this would imply deficits ranging 
from 2.0% to less than 1.0% of GDP over the period. DBRS believes this is a realistic and achievable plan 
and notes that it may be possible for the Province to return to balance earlier than forecast if the economic 
recovery gains traction. Alternatively, a weaker-than-expected recovery would likely require enhanced 
spending restraint as the Province is unable to increase major taxes without a referendum.  

 
For 2010-11, the Province is forecasting a deficit of $545 million, which translates into a DBRS-adjusted 
deficit of $1.2 billion, or 2.3% of GDP. If achieved, this is likely to be one of the smallest fiscal shortfalls 
among Canadian provinces. Total revenues are only projected to grow by 0.6%, supported by a recovery in 
tax revenues. Retail sales tax proceeds are expected to grow by 6.3%, owing to improving economic 
conditions along with 4.4% growth in tobacco taxes due to a two-cent increase per cigarette. This is expected 
to be partially offset by a decline in corporate tax receipts as prior-year losses are carried forward. Federal 

ansfers, which are expected to account for almost 30% of total revenues in the current fiscal year, will see tr
slower gr
that no province experienced a decline in overall major federal transfers (equalization, health and social 
transfers), but could be at risk of lower federal transfers in the coming years.  
 
Total expenditures are forecast to grow by 4.4% in 2010-11 as the Province embarks on a plan to manage 
growth in program costs through reductions in discretionary spending, delaying new initiatives and 
controlling wage and salary growth. Health care will consume the bulk of new funds and is forecast to grow 

y 4.0%, which is below the five-year average growth rate b
education (3.2%), most other program areas will see little to no growth. An important component of 
Manitoba’s expenditure management plan is a goal to limit the increase in wages and salaries by pursuing 
labour agreements with no increases. DBRS views this as an ambitious target but notes that a recent 
agreement with Manitoba nurses involved two years of zero increases, which indicates that there is support 
for the government’s plan. In addition, DBRS notes that the size of the civil service could be reduced through 
attrition, potentially providing some relief to overall wage and salary costs. 
 
Outlook 
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2009-10 Results 
 

Based on the recently released Public Accounts, Manitoba recorded a deficit of $201 million in 2009-10 
(compared with a $48 million surplus originally budgeted), reflecting revenues that were somewhat below 
budget expectations and increased spending on disaster assistance and H1N1 preparations. On a DBRS-
adjusted basis, this translates into a deficit of $685 million, or 1.4% of GDP – still a favourable result in 
relation to most other provinces. Year-over-year, total revenues shrank by close to 1.0%, largely due to lower 
corporate and personal income tax receipts and weaker results at Manitoba Hydro. Higher federal transfers 
helped to provide a partial offset.  
 
Total spending grew by 5.5% over the prior year and faster than budgeted. Social services were a key driver 
of year-over-year spending growth while health and education also witnessed meaningful increases. Gross 
capital spending increased by 25% and emergency costs for H1N1 preparedness and spring flooding also 
contributed to spending growth.  
 
Debt Profile 

 

DBRS-adjusted debt, defined as tax-supported debt 
plus unfunded pension liabilities, grew by $1.4 
billion, or 9.3%, in 2009-10. This increase was 
somewhat larger than expected and was largely 
driven by weak fiscal results and capital spending 
needs. After falling for fourteen straight years to 
28.9% in 2008-09, Manitoba’s debt-to-GDP ratio 
climbed to 31.6% as of March 31, 2010.  
 
Outlook 
Another deficit and sizeable capital program will 
contribute to debt growth of $1.4 billion, or 9.0%, 
in 2010-11. Crown corporations and hospitals will 
account for $324 million of debt needs. As a result, 

the debt-to-GDP ratio is forecast to rise to 33.1%, which would be the fourth lowest among all provinces. 
Gross borrowing requirements are estimated at $3.4 billion for the year, of which almost $900 million is 
needed for refinancing needs, with the remainder being used to fund the fiscal shortfall, capital needs, 
pension contributions and the needs of Manitoba Hydro. At the time of writing, $2.1 billion in borrowing 
requirements had been fulfilled. The Province aims for a smooth maturity profile; as of March 31, 2010, it 
had only modest floating rate debt and, excluding Manitoba Hydro, no foreign currency debt, which helps 
provide stability to debt servicing obligations.  

DBRS-Adjusted Debt-to-GDP
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Based on the Province’s medium-term outlook, and DBRS’s expectation that capital needs will be gradually 
reduced as stimulus initiatives expire, the debt-to-GDP ratio is projected to peak around 34% in 2012-13 and 
start declining thereafter. This represents a somewhat higher peak than what was assumed at the time of last 
year’s review but is nonetheless very manageable within the rating.  
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* Based on major Canadian banks' forecasts at the time of this report.

2009 Real GDP Breakdown
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d exceeded the national average for the first time since 

, including real growth of 2.5%, which is somewhat 
consensus. Due to excessive moisture in parts of the Province early in the growing 
t is likely to dampen growth prospects although favourable demand in the mining 

sector does provide an offset. Based on Statistics Canada’s survey of investment intentions, Manitoba is the 
only province expected to see a decline in non-residential investment. This is evident in the value of building 
permits, which, as of July 2010, were down by 8.3% (seasonally adjusted) year-over-year compared with a 
Canada-wide increase of 33.0%. Slowing, but still-solid population growth of 1.0% should help support 
domestic demand. Mainly through its provincial nominee program, the Province is targeting 20,000 new 
immigrants annually by 2016, up from 13,500 in 2009.  
 
For 2011, the budget assumes real growth of 3.0%, consistent with the private sector average. DBRS notes 
that provincial growth forecasts have been revised downward of late, highlighting the uncertain pace of 
economic recovery, particularly in the United States, and also the impact of a strong Canadian dollar on 
exports, both of which continue to pose downside risks.  
 

18.9%
7.0%16.4%

 
In 2009, Manitoba experienced its first contraction in real GDP since 1991, although the decline of 0.2% was 
mild in relation to the 2.6% drop that occurred nationally. The Province’s resilience is, in part, due to a relatively 
diversified manufacturing base that provides a wide range of products, including transit buses, aerospace 
components, and farm and rail equipment. Nonetheless, the value of manufacturing sales fell by 11.1%, 
compared with a significant 17.4% for Canada as a whole. Manitoba was one of only three provinces to register 
a gain in employment in 2009, although labour force growth boosted the unemployment rate to 5.2%, up from 
.2% the prior year. Population growth was also sound an4

1985. However, this was insufficient to support the housing market and retail sales. Housing starts contracted by 
25% and Manitoba experienced its first decline in retail trade since the early nineties. 
 
Outlook 

 modest recovery is assumed by the Province for 2010A
below the private sector 
season, agricultural outpu

Economic Statistics For the year ended December 31

2011P 2010P 2009 2008 2007 2006 2005
Nominal GDP ($ millions) 55,189 52,762 50,732 50,834 48,718 45,029 41,681
Nominal GDP growth 4.6% 4.0% (0.2%) 4.3% 8.2% 8.0% 4.9%
Real GDP growth (1) 3.0% 2.5% (0.2%) 2.0% 3.6% 3.3% 2.6%
Population (thousands) 1,247 1,235 1,220 1,206 1,194 1,184 1,178
Population growth 0.9% 1.3% 1.2% 1.0% 0.8% 0.5% 0.4%
Employment (thousands) 622 612 607 607 597 587 580
Unemployment rate 5.3% 5.7% 5.2% 4.2% 4.4% 4.3% 4.8%
Housing starts (units) 4,950 5,125 4,174 5,537 5,738 5,028 4,731
Retail sales ($ millions) n.a. n.a. 14,915 14,980 14,016 12,874 12,372
Inflation rate (CPI) 1.9% 1.5% 0.6% 2.3% 2.0% 2.0% 2.7%
Personal income per capita ($) n.a. n.a. 33,233 33,330 32,106 30,179 28,722
Sources: Statistics Canada (actuals), Manitoba Finance, CMHC, and DBRS estimates.   P= Projected.   n.a. = not available.

(1) Real GDP at basic prices for 2009; real GDP at market prices for all other years.
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6 Public Finance: Provinces and Municipalities 

Province of 
Manitoba 
 
Report Date: 
October 8, 2010 

 

 

Budget Budget
Budget Summary* ($ millions) 2010-11 2009-10 2009-10 2008-09 2007-08 2006-07
Revenue 12,720    12,646    12,728    12,745    12,093    11,363      

rogram expenditure 13,516    12,988    12,937    12,304    11,939    10,774      
rogram surplus (deficit) (797)        (342)        (209)        441         154         589           
terest expense (397)        (343)        (363)        (330)        (346)        (349)          

S-Adjusted Surplus (Deficit) (1,194)     (685)        (572)        110         (192)        240           
S adjustments:

ital expenditures less amortization 649         484         620         341         376         245           
ther non-recurring items, incl. assets sales -              -              -              -              374         -                

lus (deficit), as reported (545)        (201)        48           451         558         485           

ax-supported debt + unfunded pension liabilities 17,486    16,046    15,558    14,684    14,234    13,907      
ross borrowing requirements (all entities) 3,406      4,684      3,253      3,322      3,104      2,708        
ross capital expenditure 1,600      1,227      1,140      978         1,022      771           

 DBRS adjusts reported figures to exclude certain non-recurring items (e.g. asset sales). DBRS also
ecognizes capital expenditures as incurred, rather than as amortized, to improve inter-provincial comparability.

ed Financial Indicators (DBRS-Adjusted)
/GDP 33.1% 31.6% 30.7% 28.9% 29.2% 30.9%

lus (deficit)/GDP (2.3%) (1.4%) (1.1%) 0.2% (0.4%) 0.5%
lus (deficit)/total revenue (9.4%) (5.4%) (4.5%) 0.9% (1.6%) 2.1%

terest costs/total revenue 3.1% 2.7% 2.9% 2.6% 2.9% 3.1%
ue 42.7% 42.3% 41.9% 43.4% 43.8% 43.4%

ederal transfers/total revenue 29.5% 29.1% 29.7% 28.4% 28.0% 27.5%
rogram expenditures/total revenue 106.3% 102.7% 101.6% 96.5% 98.7% 94.8%

alth expenditures/total expenditures 33.4% 33.5% 32.5% 33.4% 31.8% 32.9%
rogram expenditure growth 4.1% 5.6% 5.1% 3.1% 10.8% 7.0%
otal expenditure growth 4.4% 5.5% 5.3% 2.8% 10.4% 6.9%
otal revenue growth 0.6% (0.8%) (0.1%) 5.4% 6.4% 6.1%

 DBRS-defined: tax-supported debt + unfunded pension liabilities.   

Province of Manitoba

P
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T
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 Party in power:   New Democratic Party Legislature seats:   36 of 57
ier:                Greg Selinger Election to be held by:   October 2011

Background Political Information

 Prem
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7 Public Finance: Provinces and Municipalities 

Province of 
Manitoba 
 
Report Date: 
October 8, 2010 

 

 

Budget Budget
Revenue ($ millions) 2010-11 2009-10 2009-10 2008-09 2007-08 2006-07
Personal income tax 2,421 2,343 2 2,285 2,130     

1,669 1,595 1 1,473 1,357     
910            939   846        
221 229 248 241        

225 216 194 190 191 202        
r taxes 68          75          65           110          158        152        

Total tax revenue 5,433     5,347     5,327      5,532       5,294     4,927     
ottery income 30 312 5 283        

mission 208
) 2 122 
vies 149 62 139 

ther 322 354 315 335 289 270        
ue 6,580     6,520     6,617      6,860       6,594     5,948     

Equalization payments 2,002 2,063 2,063 2,063 1,826 1,709     

2,401 ,455
Retail sales tax 1,570

       
,569
979      Corporate taxes 821        855        

asoline & motive fuel tax 230 230G
Tobacco taxes
Energy, mining, and othe

L 313 7 30 297
Liquor control com 247 23

1
4 236

65
229 219         

 Manitoba Hydro (4
atural resource le

113
152

9 2
1

314
146

346       
150        N

Fees, permits, licences, & o
Total Own-Source Reven

Canada health & social transfer 1,358 1,290 1,296 1,263 1,206 1,109     
Other federal transfers 391 323 423 298 351 305        
Total Federal Transfers 3,751     3,67     
Consolidation adjustments (1) 2,389 2,45

6 3,782      3,624       3,383     3,122     
0 2,329 2,261 2,116 2,292     

RS-Adjusted Revenue 12,720   12,646   12,728    12,745     12,093   11,363   

xpenditures ($ millions)

ealth 4,650     4,471     4,328      4,225       3,912     3,658     
ducation and training 2,253     2,184     2,198      2,069       1,960     1,847     
ocial services 1,465     1,444     1,365      1,344       1,160     1,077     
stice 401        410        385         377          334        309        

ransportation & government services 497        491        478         451          418        390        
griculture, economic, & resource dev. 595        702        645         582          570        517        

nitoba property & other tax credits 44          42          44           41            48          50          
tergovernmental affairs 256        248        222         327          251        225        

er general government 261        232        257         249          363        283        
l expenditures less amortization (2) 649        484        620         341          376        245        

2,510 2,280 2,460 2,299 2,546 2,172     
(65) -            (65)         -             -            -            

RS-Adjusted Program Expenditures 13,516   12,988   12,937    12,304     11,939   10,774   
589  

)
3
0

-  
485        

Province of Manitoba

s 

DB

E
H
E
S
Ju
T
A
Ma
In
Oth
Capita
Consolidation adjustment (1)

er         Oth
DB
DBRS-Adjusted Program Surplus (Deficit) (797)      (342)      (209)       441          154              
Net interest expense (3) (397)      (343)      (363)       (330)        (346)      (349      
DBRS-adjusted Expenditures 13,914   13,331   13,301    12,635     12,285   11,12   
DBRS-Adjusted Surplus (Deficit) (1,194)   (685)      (572)       110          (192)      24        
DBRS adjustments:
Capital expenditures less amortization (2) 649        484        620         341          376        245        
Non-recurring revenue (expenditure) (4) -              -              -              -              374                      
Surplus (deficit), as reported (545)      (201)      48           451          558        

Note: Expenditure categories may not be strictly comparable from year to year due to departmental reorganizations.

(1) 2006-07 and later years include school divisions which were previously excluded from public accounts.

(2) This adjustment converts capital expenditures to a pay-as-you-go basis. 

(3) Interest expense is net of interest income generated by the Fiscal Stabilization and Debt Retirement Funds.  
(4) In 2007-08, hydro net income excludes one-time impact of accounting change for recognition of FX gains and losses in prior years. FX gains and losse
are not included in budget figures but will impact actual results going forward. 
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8 Public Finance: Provinces and Municipalities 

Province of 
Manitoba 
 
Report Date: 
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Balance Sheet (Consolidated Statement)
($ millions) As at March 31 As at March 31
Financial Assets 2010 2009 2008 Liabilities 2010 2009 2008
Cash and cash equivalents 1,939 2,106 2,694         A/P and accrued charges 3,513 3,528 3,308         
Amounts receivable 1,263 1,143 1,177         Debt (1) 24,456 22,788 21,944       
Loans & advances (1) 9,075 8,603 7,887         Unamortized for. exch. fluc. (56) (61) (67)             
Equity in gov't enterprises 3,068 2,127 2,697         Unfunded pension liability 1,800 1,991 4,470         
Net tangible capital assets 7,315 6,518 5,934         Other liabilities -               -                   -                 
Other assets 2,685 2,873 4,673         29,713 28,246 29,655
Total Financial Assets 25,345 23,370 25,062 Accumulated Deficit (4,368) (4,876) (4,593)        

Total Liabilities 25,345 23,370 25,062

Net Public Sector Debt* As at March 31
($ millions) 2011B 2010 2009 2008 2007 2006 2005 2004
Net general purpose debt 12,077 10,911 9,660 9,059 7,463 7,210 7,130 7,049
Crown corporation & gov't agencies 1,587 1,478 1,341 1,269 1,279 1,272 1,340 1,187
Schools and universities 466 432 384 387 360 306 300 272
Hospitals 1,092 949 831 833 790 767 739 615
Municipalities (2) 476 476 476 476 524 502 550 544
Net Tax-Supported Debt 15,698 14,246 12,693 12,025 10,416 10,057 10,059 9,667
Self-supporting debt: 
Manitoba Hydro 8,574 7,730 7,575 6,796 6,636 6,524 6,615 6,649
Total net public sector debt 24,272 21,976 20,268 18,821 17,052 16,581 16,674 16,316

Unfunded Pension Liabilities (3) 1,788 1,800 1,991 2,209 3,491 3,461 3,379 3,304

Per Capita (CAD) (3)

Tax-supp. debt + unf. pension liabilities 14,154 13,158 12,181 11,926 11,746 11,473 11,451 11,145
Total public sector debt 19,647 18,020 16,813 15,769 14,402 14,072 14,208 14,019

As a % of GDP (3)

Tax-supp. debt + unf. pension liabilities 33.1% 31.6% 28.9% 29.2% 30.9% 32.4% 33.8% 34.6%
Total public sector debt 46.0% 43.3% 39.9% 38.6% 37.9% 39.8% 41.9% 43.6%

Debt Breakdown by Currency (4)

Cdn$ pay n/a 100% 100% 100% 100% 100% 100% 100%

Non-CAD pay n/a 0% 0% 0% 0% 0% 0% 0%

Fixed/Floating Rate Debt Breakdown (4)

Fixed rate n/a 82% 80% 81% 82% 81% 80% 73%

Floating rate n/a 18% 20% 19% 18% 19% 20% 27%

Unfunded Pension Liabilities (Tax-Supported) Valuation Date Mar. 31, 2010
(CAD millions)

Civil service (5) Dec. 2007 2,119 ($ millions) %

Teachers (5) Jan. 2009 2,612 2010-11 2,035 8.3%
Other plans (includes MLAs, judges, other) Various 1,661 2011-12 1,992 8.1%

2012-13 2,113 8.6%
Total liabilities: 6,392 2013-14 2,690 10.9%

Less pension assets: 4,592           2014-15 1,641 6.7%
Total Unfunded Pension Liabilities: 1,800 2015-16 to 2019-20 5,290 21.5%

2020-21+ 8,882 36.0%
* Net of sinking fund and Debt Retirement Fund assets.  P = Projected; B = Budget; n/a = not applicable. Total 24,643 100%

(1) Includes asset and liability items related to debt of The Manitoba Hydro-Electric Board and Manitoba Lotteries Corporation.
(2) Not guaranteed by the Province.  DBRS estimate for 2010P; 2011B.
(3) Excludes pension liabilities of self-supporting Crown corporations.
(4) Net of hedges (if any).
(5) Civil Service includes amounts for indexation and unamortized pension adjustment; Teachers includes amount for indexation.

Province of Manitoba

Total Liabilities

Public Sector Debt

Gross Debt Maturity Profile
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Rating  
 

Debt Rating Rating Action  Trend 

Short-Term Debt* R-1 (middle) Confirmed Stable 
Long-Term Debt* A (high) Confirmed Stable 
* Issued/guaranteed by the Province, including The Manitoba Hydro-Electric Board. 

 
Rating History 

 
 Current 2009 2008 2007 2006 2005 

Short-Term Debt R-1 (middle) R-1 (middle) R-1 (middle) R-1 (middle) R-1 (middle) R-1 (low) 
Long-Term Debt A (high) A (high) A (high) A (high) A (high) A (high) 

 
Related Research 

 

• HRestoring Fiscal Balance – Easier Said Than Done: 2009 Canadian Federal and Provincial Governments 
OverviewH, December 21, 2009. 

• Canadian Provincial Government Fact Sheet, October 8, 2010.  
 
 
 
 
 
 
 
 
 
 
 
 
Note: 
All figures are in Canadian dollars unless otherwise noted.  
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TOPIC: Sinking Funds 1 

 2 

ISSUE: 3 

 4 

34. Should the Board recommend to Hydro and/or the Government of Manitoba 5 

that the requirement for Hydro to set aside sinking funds on its debt be 6 

eliminated? 7 

 8 

MIPUG POSITION: 9 

 10 

The Board should direct that Manitoba Hydro seek relief from the Government of 11 

Manitoba with respect to all sinking fund requirements as soon as possible. The Board 12 

should recommend to the Minister of Finance that the sinking fund requirement for 13 

Hydro’s debt be eliminated. 14 

 15 

DISCUSSION AND SUPPORT: 16 

 17 

The potential to eliminate Hydro’s sinking funds was canvassed in interrogatories and 18 

cross-examination. Interrogatories noted in particular that the elimination of the sinking 19 

fund requirement would, all other things being equal, be expected to enhance Hydro’s 20 

net income over the period of the IFF by $93 million1 (and consequently reduce net debt 21 

by the same amount)2. Hydro has indicated that it does not believe eliminating the 22 

sinking fund requirements would have any adverse effect on the borrowing rates it is 23 

able to secure;3 its ability to access capital markets;4 the range of borrowing instruments 24 

available to it;5 or the debt ratings for Manitoba and related contributions of Manitoba 25 

Hydro to the provincial debt rating.6  26 

 27 

In transcript Hydro further noted that “the access to capital is so much greater now that 28 

the sinking fund isn't as necessary as it used to be”7 and that with respect to the 29 

opportunity to request the government remove Hydro’s obligation to maintain a sinking 30 

fund “we've been looking at that for some time”8 as “the sinking fund doesn't play as 31 

                                                 
1 MIPUG/MH-I-13 (a). 
2 MIPUG/MH II-13 (d). 
3 MIPUG/MH II-13 (h) i. 
4 MIPUG/MH II-13 (h) ii. 
5 MIPUG/MH II-13 (h) iii. 
6 MIPUG/MH II-13 (h) iv. 
7 Transcript page 1323, lines 22-24. 
8 Transcript page 603, line 18. 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 12A

PAGE 107



 MIPUG Final Argument 

 Manitoba Hydro 2008 General Rate Application 

 Issue 34: Sinking Funds 

  

 

May 20, 2008  Page 34-2 

 

large a role as it did in the past in terms of the hedging program”9 for the exposure 1 

management program. 2 

 3 

The evidence of Bowman and McLaren also noted the potential for “further financial 4 

benefits from reducing the exposure to interest rate spreads between the earnings of the 5 

sinking funds as compared to the interest costs on the underlying debt, and by allowing 6 

a more flexible approach to maintaining bullet payment debt.”10 7 

 8 

It is also of note that the BC government removed the requirement for BC Hydro to 9 

maintain sinking funds as of 2005.11 10 

 11 

MIPUG particularly notes that “Manitoba Hydro obtains the majority of its debt 12 

requirements through advances from the Province of Manitoba”12 and as such, 13 

implementing the recommended revision may not require any legislative change, but 14 

solely a direction from the Lieutenant Governor in Council under subsection 41(7) of the 15 

Manitoba Hydro Act. 16 

 17 

With respect to timing, Hydro indicated that they do not view it yet to be an opportune 18 

time to pursue elimination of the sinking fund requirement but that they may pursue this 19 

change in the next 2 to 3 years.13 Given the scale of borrowings anticipated over the 20 

coming years, including within the next 2-3 years, and in light of the substantial noted 21 

benefits (including in terms of costs) of eliminating the sinking fund requirements, a 22 

further impetus in the form of a Board directive to pursue this matter without delay is 23 

merited. 24 

 25 

REFERENCES: 26 

 27 

1. MIPUG/MH I-12 (d) 28 

2. MIPUG/MH II-13(a), (c),(d) and (h)(i)through(iv) 29 

3. Transcript pages 603 to 604 30 

4. Transcript pages 1322 line 22 through 1329 line 23 31 

5. Evidence of Bowman and McLaren pages 20-21 32 

                                                 
9 Transcript page 604, lines 11-13. 
10 Evidence of Bowman and McLaren, page 21. 
11 MIPUG/MH I-12 (d). 
12 MIPUG/MH II-13 (h)ii. 
13 Transcript page 1327, lines 1-4. 
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MIPUG/MH I-12 

 

Reference: Sinking Funds 

 

d) Please confirm that since December 12, 2005, BC Hydro has had all sinking fund 

requirements removed from its obligations an all new and outstanding debt. 

 

ANSWER: 

 

It is Manitoba Hydro’s understanding that BC Hydro’s sinking fund requirements were 

removed from its obligations on all new and outstanding debt as of December 2005. 

2007 12 05  Page 1 of 1 
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MIPUG/MH II-13 

 

Reference: MIPUG/MH-I-12(g) and (h)  

 

a) Please confirm that MIPUG/MH-I-12(h) indicates that Hydro’s financial 

situation (level of retained earnings) by the end of the IFF 07-1 period would be 

improved by $93 million compared to retaining the obligation to continue to 

contribute to sinking funds. 

 

ANSWER: 

 

Confirmed. 

2008 01 18  Page 1 of 1 
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MIPUG/MH II-13 

 

Reference: MIPUG/MH-I-12(g) and (h)  

 

c) With respect to part (b) of this response, please indicate the transition provisions 

that were put in place in BC when they eliminated the requirement for BC 

Hydro sinking funds in 2005 

 

ANSWER: 

 

Manitoba Hydro’s understanding is that no transition provisions were necessary when the 

requirement for BC Hydro to make payments into its sinking fund was eliminated in 2005. 
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MIPUG/MH II-13 

 

Reference: MIPUG/MH-I-12(g) and (h)  

 

d) Please indicate the impact on Hydro’s net long-term debt levels by the end of the 

IFF period under a scenario in which sinking funds contribution requirements 

were eliminated, as shown in MIPUG/MH-I-12(h). 

 

ANSWER: 

 

Net debt levels would decline by the same $93 million by which retained earnings would 

increase. 
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MIPUG/MH II-13 

 

Reference: MIPUG/MH-I-12(g) and (h)  

 

h) Is it anticipated that, if Manitoba Hydro was relieved of the legislated 

requirement for sinking funds as BC Hydro was in 2005, there would be any 

changes in the future borrowings of Manitoba Hydro in respect of each of the 

following matters: 

 

i. The borrowing interest rates Manitoba Hydro is able to secure. 

 

ANSWER: 

 

If Manitoba Hydro was relieved of the legislated requirement for sinking funds, there would 

be no impact on the borrowing interest rates Manitoba Hydro is able to secure. 

 

2008 01 18  Page 1 of 1 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 12C

PAGE 113



MIPUG/MH II-13 

 

Reference: MIPUG/MH-I-12(g) and (h)  

 

h) Is it anticipated that, if Manitoba Hydro was relieved of the legislated 

requirement for sinking funds as BC Hydro was in 2005, there would be any 

changes in the future borrowings of Manitoba Hydro in respect of each of the 

following matters: 

 

ii. The ability to access capital markets (i.e., would the pool of lenders be 

diminished, or increased) 

 

ANSWER: 

 

Manitoba Hydro’s ability to access capital markets would not be affected by the elimination 

of the sinking fund.  Manitoba Hydro obtains the majority of its debt requirements through 

advances from the Province of Manitoba. 
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MIPUG/MH II-13 

 

Reference: MIPUG/MH-I-12(g) and (h)  

 

h) Is it anticipated that, if Manitoba Hydro was relieved of the legislated 

requirement for sinking funds as BC Hydro was in 2005, there would be any 

changes in the future borrowings of Manitoba Hydro in respect of each of the 

following matters: 

 

iii. The range of borrowing instruments available to Manitoba Hydro, 

including instruments with different term, covenants, etc. 

 

ANSWER: 

 

The range of borrowing instruments available to Manitoba Hydro would not be affected by 

the elimination of the sinking fund. 
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MIPUG/MH II-13 

 

Reference: MIPUG/MH-I-12(g) and (h)  

 

h) Is it anticipated that, if Manitoba Hydro was relieved of the legislated 

requirement for sinking funds as BC Hydro was in 2005, there would be any 

changes in the future borrowings of Manitoba Hydro in respect of each of the 

following matters: 

 

iv. The debt ratings for Manitoba and related contributions of Manitoba 

Hydro to the debt rating agencies’ view of Manitoba. 

 

ANSWER: 

 

Manitoba Hydro does not believe that the debt ratings for Manitoba and related contributions 

of Manitoba Hydro would be affected by the elimination of the sinking fund. 
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Page 602

for example?  1

There'd be 3. -- or $2.2 billion of2

expenditures that wouldn't be necessarily required?3

MR. VINCE WARDEN:   No, the 2.2 billion4

takes us out to 2017/'18.  So we -- we'd only look at the5

actual expenditures incurred to the end of 2007/'08 in6

the case of Conawapa.  So it would be the total of,7

starting in 2002/'03, going from the .5 million up to and8

including 32.6 million under 2007/'08.9

10

(BRIEF PAUSE)11

12

MR. BOB PETERS:   And from Manitoba13

Hydro's accounting practice, sir, if a decision was made14

to advance one (1) of those over the other, the one (1)15

that was not being advanced would end up being16

capitalized and kept capitalized until a decision was17

made on bringing that plant in-service?18

MR. VINCE WARDEN:   No, and I -- I just19

want to make clear that it's not a necessarily a20

tradeoff, one (1) for the other.  Both could proceed, in21

which case there wouldn't be an accounting issue with22

respect to how those costs are handled.  23

But under the assumption that -- that24

you're using -- that Conawapa is the one (1) that doesn't25
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Page 603

proceed, then those costs would be transferred back to1

our -- our planning -- what we call planning studies and2

amortized over a period of fifteen (15) years.3

MR. BOB PETERS:   They'll be deferred and4

amortized?5

MR. VINCE WARDEN:   Exactly.6

MR. BOB PETERS:   All right.  Related to7

the long-term debt, Mr. Warden, is an obligation on the8

Corporation to maintain a -- a sinking fund?9

MR. VINCE WARDEN:   Yes.10

MR. BOB PETERS:   And there's been a11

suggestion in these proceedings that there may be some12

benefit to having Manitoba Hydro request the government13

to remove the obligation to contribute to the sinking14

fund?15

MR. VINCE WARDEN:   Well, I think that16

suggestion was probably made by us, by Manitoba Hydro. 17

We -- we've been looking at that for some time.  18

The sinking fund has served a purpose in19

the past.  And going forward, that purpose is probably20

not as -- as useful as it was in the past.  And we -- we21

would look at the potential for either eliminating or --22

or drawing it down to an absolute minimum.23

MR. BOB PETERS:   What was its -- what do24

you believe its useful purpose was in the past?25
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MR. VINCE WARDEN:   Well, we did to the1

extent that we had a statutory requirement to make a -- a2

payment into the sinking fund every year, we used that as3

part of our exposure management program for -- for4

managing foreign currency risks.5

MR. BOB PETERS:   And that's the -- the6

purpose that you don't feel is needed as much going7

forward?8

MR. VINCE WARDEN:   No, with the -- with9

the changes in the accounting standards that were10

effective this year, the -- the sinking fund doesn't play11

as large a role as it did in the past in terms of the12

hedging program.13

14

(BRIEF PAUSE)15

16

MR. BOB PETERS:   Mr. Warden, if I recall17

correctly, Mr. Page indicated that there was a sinking18

fund established relative to the Wuskwatim Power Limited19

Partnership debt.  20

Did you understand him to be saying that?21

MR. VINCE WARDEN:   It's not specifically,22

related to the Wuskwatim Power Limited Partnership debt. 23

To the extent that Manitoba Hydro borrows on behalf of24

the limited partnership, that just forms part of the25
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Page 1322

right?1

MR. LLOYD KUCZEK:   When we're determining2

what our levelized cost is, we're looking at it from our3

perspective, yes.  4

MS. TAMARA MCCAFFREY:   And, again, based5

on the discussion we had earlier about the -- the6

marginal costs versus the cost of DSM, if a DSM program,7

based on the way you're calculations -- I mean, if a DSM8

program is looking like a good deal, it's something that,9

naturally, this Utility, with its -- with its aim at10

being cost-efficient, is -- is going to be looking at and11

pursuing.  12

And I'm -- I'm assuming that there's more13

-- there's more of that to be done in future.  Am I14

correct?15

MR. LLOYD KUCZEK:   Yes, there's still16

more to be done.17

MS. TAMARA MCCAFFREY:   I want to thank18

you, Mr. Kuczek, for -- for your efforts to -- to clarify19

this in terms that I can understand and for the example20

you provided.  That's very helpful.21

I want to leave the DSM subject now, and22

I'd like to move on to sinking funds.  And a lot's been23

done about sinking funds, so it won't take me long to go24

through this with you.25
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Just to start our discussion, Mr. Page and1

Mr. Derksen, can you just state on the record what2

sinking funds are?3

MR. IAN PAGE:   Sinking funds are4

essentially setting aside an amount every year so that,5

over time, the principal of a debt issue can be repaid. 6

MS. TAMARA MCCAFFREY:   The principal of7

a...?8

MR. IAN PAGE:   Of -- of a -- of a bond9

issue.  So if Hydro issues a bond, it expenses the10

interest every year and sets aside an amount every year11

to put into a sinking fund to provide for the repayment12

of the principal.13

MS. TAMARA MCCAFFREY:   Now, I -- I14

believe that it was discussed with Mr. Peters earlier. 15

Sinking funds served a useful purpose in the past, but16

going forward, they may not be as useful.  Does that17

sound familiar?  I think it was Mr. Warden that -- that I18

heard that from.  19

Would you agree with that?20

MR. IAN PAGE:   Yes, I think we would21

agree with that.  Generally, the -- the access to capital22

is so much greater now that the sinking fund isn't as23

necessary as it used to be.24

MS. TAMARA MCCAFFREY:   Okay.  And sure,25
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times change and -- and the environments changes, and1

sometimes something -- a tool that's worked well in the2

past may no longer be that useful and -- and the Utility3

has to adapt to that in changing circumstances, correct?4

MR. IAN PAGE:   The Utility also has to5

conform with legislation.6

MS. TAMARA MCCAFFREY:   Absolutely.  But7

even leaving aside sinking funds, when times change and8

something that maybe doesn't work anymore that used to9

work before, you have to re-evaluate it.  And if it's not10

working anymore, it's time to move on.  Fair enough?11

MR. IAN PAGE:   As a general principle,12

I'd agree with that.13

MS. TAMARA MCCAFFREY:   And the converse14

is also true as a general principle.  If something15

perhaps was tried a number of years ago, didn't work very16

well so it's shelved.  Times change, circumstances17

changes.  It might be time to bring a tool out again and18

see maybe it would be a better fit for -- for current19

times.  That -- that's also true as a principle.20

MR. IAN PAGE:   You'd have to have reason21

to want to go back and test things that didn't work in22

the past.23

MS. TAMARA MCCAFFREY:   Absolutely.24

Manitoba Hydro provided responses in -- in25
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MIPUG/MH-2-13(h), that it indicated -- you don't even1

need to turn to the interrogatory 'cause I don't think2

it's even in dispute, but it indicated that it did not3

see any negative impacts on borrowing interest rates or4

access to capital markets of removing the sinking fund5

requirements.  Is that correct?6

MR. IAN PAGE:   Yes, I'd agree with that.7

MS. TAMARA MCCAFFREY:   And I think that8

Mr. Warden might have told Mr. Peters earlier that9

Manitoba Hydro was also looking at the potential for10

either eliminating or drawing down the sinking funds to11

an absolute minimum, which would be zero, as I12

understand.  Is that right?13

MR. IAN PAGE:   Sorry, I didn't quite14

catch the question there.15

MS. TAMARA MCCAFFREY:   Manitoba Hydro is16

looking at drawing down sinking funds to a minimum, to17

zero, or to getting rid of them.18

MR. IAN PAGE:   Manitoba Hydro19

periodically has discussions with the government on the20

need for that, but right now we're not in any -- in any -21

- in any mode to eliminate the sinking funds.22

MS. TAMARA MCCAFFREY:   I believe -- and I23

can give you the transcript reference if you need it, but24

I don't think you're disagreeing with me, sir.  There's25
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an IR, MIPUG/Manitoba Hydro 1-2(g), which states that1

Hydro has not sought relief from sinking fund2

requirements to-date, but this will be pursued at an3

opportune time.  4

Is that in line with -- with your5

evidence?6

MR. IAN PAGE:   Yes.  7

MS. TAMARA MCCAFFREY:   An opportune time8

would mean what?9

MR. VINCE WARDEN:   A date in the future.10

MS. TAMARA MCCAFFREY:   How would you know11

if that date was an opportune time?12

MR. VINCE WARDEN:   Well, Ms. McCaffrey,13

our evidence is that the sinking fund has served a useful14

purpose in the past, and it continues to serve a useful15

purpose.16

The -- effective April the 1st of 200717

there were some accounting changes with respect to18

financial instruments that makes this sinking fund not as19

valuable to us as it was in the past.  We are in a20

transitional phase in terms of implementing those new21

financial standards, and we will continue to utilize the22

sinking fund during that trans  -- transitional phase23

which will probably be over the next two (2) or three (3)24

years.25
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So, the opportune time in the future would1

be within that time frame.  Within the next two (2) or2

three (3) years we would look at substantially reducing3

or possibly eliminating the sinking fund.4

MS. TAMARA MCCAFFREY:   Has the sinking5

fund been drawn down at this point?  Are they starting to6

be drawn down now while you're in transition?7

MR. VINCE WARDEN:   The sinking fund has8

been drawn down from historical levels.  We -- we are9

currently at a level which is considerably lower than it10

has been in the past.11

12

(BRIEF PAUSE)13

14

MS. TAMARA MCCAFFREY:   And you're aware15

that other utilities such as the -- BC Hydro, as a16

specific example, had their sinking fund requirement17

removed?18

MR. VINCE WARDEN:   Yes, I'm aware of19

that.20

MS. TAMARA MCCAFFREY:   And just to recap21

the cost of the sinking funds, MIPUG/Manitoba Hydro First22

Round 12(h) which estimates the cumulative impact through23

the IFF period of the sinking funds, and the calculation24

there is $93 million.  25
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Do you recall that evidence?1

MR. IAN PAGE:   Yes, I did that2

calculation.3

MS. TAMARA MCCAFFREY:   Can you describe4

for the Board how those costs are calculated and why they5

arise?6

MR. IAN PAGE:   It was -- it's done as --7

because we don't -- we're not -- we don't have the option8

right now of eliminating the sinking fund.  What we did9

was essentially assume that the interest rate spread from10

the guarantee fee did -- did not occur. 11

So we essentially added back the interest12

rate spread of the guarantee fee back to the sinking fund13

earnings and assume that that -- the sinking fund balance14

that we have now we're able to earn that -- an amount15

equal to the cost of debt rather than earn generally a16

little bit less than -- than the cost of debt17

And that -- that's what the 93 million18

represents.  It didn't represent an actual elimination of19

the sinking fund.20

MS. TAMARA MCCAFFREY:   Thank you for21

that, Mr. Page.  We're -- we're looking at -- Manitoba22

Hydro's looking at accumulating some more debt in order23

to builds -- Conawapa or Keeyask, and in the context of24

that, how would -- how would that affect the cost related25

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 12E

PAGE 126



Page 1329

to maintaining sinking funds?1

MR. IAN PAGE:   The -- the 93 million2

calculation incorporated all the -- the debt throughout3

the -- throughout the IFF, so the -- Conawapa and4

Wuskwatim have been -- been incorporated to the extent5

that they're within the IFF period.6

MS. TAMARA MCCAFFREY:   Thank you.  But7

Keeyask was not?8

MR. IAN PAGE:   No, Keeyask is not in --9

in our current IFF either.10

MS. TAMARA MCCAFFREY:   And I think that's11

something like 3.7 billion cost, or one (1) of the12

numbers that's been tossed around with respect to that.13

Can you give us a rough idea of how that14

might impact the -- the sinking fund expense?15

MR. IAN PAGE:   If -- if there was a 116

percent spread from the guarantee fee on -- on something17

like Keeyask then you could take essentially 1 percent of18

the -- of the Keeyask capital expenditures in any one (1)19

year and that would -- well on an cumulative basis and20

then that would be  -- that would be the -- essentially21

the cost of maintaining the sinking fund.22

MS. TAMARA MCCAFFREY:   Thank you.23

24

(BRIEF PAUSE)25
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PRE-FILED TESTIMONY OF P. BOWMAN AND A. MCLAREN FEBRUARY 5, 2008 

MANITOBA INDUSTRIAL POWER USERS GROUP PAGE 20 

 

number of u nits exported, at the m eter), there i s a po tential to clearly identify that p ortion of export 1 
revenue that is not presen tly required to cover the f ully-allocated costs to serve exports on a unit basis.  2 
Under the present situation, absent a priority allocation of this “surplus” export revenue (such as to fund 3 
the Uniform Rates policy), this amount is allocated back to all customers via the Cost of Service study in 4 
proportion t o each cla ss’ total alloc ated cost s.  In short, the surplus expor t revenue s ser ve to all ow 5 
ratepayers today to pay less than the fully allocated costs of serving their class. 6 
 7 
There remains a compelling case, in the event an appropriate and protected reserve provision mechanism 8 
can be developed using any number of  approaches (from third-party inve stment mechanisms, to internal 9 
“trust” approaches, to reg ulatory liabilities), to apply this identified “s urplus” export rev enue amount as 10 
an initi al all ocation to beg in to build such reserves . Secti on 4 of this evidenc e identifies the potential  11 
ultimate allocation as bein g approxim ately $131 million. 56  This surplus can only exis t to the ext ent 12 
domestic rat es are adjusted to remov e this all ocation (sub sidy) from the rate-setting pr ocess.  It is 13 
important to  note that t hese funds  only a rise to  th e extent  domestic  rat es are r aised to replace  thi s 14 
amount of revenue from  the appropr iate classes of Manitoba customers –  this will tak e time.  The 15 
eventual outcome of such a transition, where export revenues in excess of their fully alloc ated costs are 16 
prioritized towards building necessary and prudent protected reserves, will  help all ratepayers, as these 17 
needed funds will be available as of th e next drought to help offset or avoid the need for the same level 18 
of rate increases that would otherwise be required. 19 
 20 
The Board sh ould ensure that any investigation of the potential for protected re serves as noted in the 21 
preceding section includes con sideration of th e implic ations for  long-term r ate level s arising from th e 22 
evolution of net export revenue allocation (what Hydro referred to in the 2006 Cost of Service hearing as 23 
“above cost” export revenues) and in particular a revision to ensure these revenues are first allocated to 24 
secure ratepayer reserves under the oversight of the Board rather than to the COS analysis. 25 
 26 
A breakdown of the PCOS S08 result of $131 million in “surplus” or “above cost” export revenues can be 27 
calculated from MIPUG/MH-I-25(b) and is summarized in Section 4. 28 

3.2.2 Sinking Funds 29 

The Manitoba Hydro Act requires the Corporation to make annual sinking fund payments to the Minister 30 
of Finance of not less th an 1% of the debt and 4% of the sinking fund balance at Marc h 31 st of the 31 
previous year57 except where exempted by the Minister.  The Minister invests the sinking fund payments 32 
in securities that ar e authorized by Section 27(2) of The F inancial A dministration A ct.58  Maintaining 33 
sinking funds for future d ebt repaym ent has been  rea sonably common l ongstanding pr actice among 34 
Crown own ed utilities, such as Newf oundland an d Labrador Hydro, NWT P ower and New Brunswick  35 
Power.   36 

                                                
56 Per MIPUG/MH-I-25(b), derived from the difference between a fully allocated cost of exports of $414 million and a forecast export 
revenue of $552 million.  However, $7 million of this amount is required as an allocation to the diesel zone and cannot be addressed 
by the methods noted above. 
57 MIPUG/MH I-12 a). 
58 The authorized securities are detailed in the response to MIPUG/MH I -12 a). 
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PRE-FILED TESTIMONY OF P. BOWMAN AND A. MCLAREN FEBRUARY 5, 2008 

MANITOBA INDUSTRIAL POWER USERS GROUP PAGE 21 

 

Though Manitoba Hydro indicates it does not maintain detailed information on the sinking fund policies of 1 
other Crown utilities59, Hydro has confirmed that B.C . Hydro’s sinking fund requirements wer e removed 2 
from its obligations on all new and outstanding debt as of D ecember 2005.60  Hydro als o notes that no 3 
transition provisions were necessary when the sinking fund requirement for B.C. Hydro was eliminated.61 4 
 5 
Hydro estimates that removing its own sinking fund requirements would result in a benefit to net income 6 
of approxim ately $93 million during the IFF07-1 period 62 (due to reduced finance expense). 63  While 7 
these savings represent the immediately apparent avoided costs that may arise, there would also seem to 8 
be a potential for further financial benef its from reducing the exposure to interest rate spreads between 9 
the earnings on th e sinking funds as compared to the interest costs on the underlying debt, and by  10 
allowing a more flexible approach to m aintaining bullet payment debt.  Hydro has indicated that it does 11 
not believe el iminating the sinking fund requirements  would hav e any adverse effect on th e borrowing 12 
rates it is abl e to secure 64; its ability to access c apital markets 65; the range of b orrowing instruments 13 
available to it 66; or the debt ratings for Manitoba and rela ted contributions of Manitoba Hy dro to the 14 
provincial debt rating.67 15 
 16 
Despite the cost savings that would be avail able to  Hydro, with no apparent  adverse effects, Hydro 17 
indicates that it has not sought relief from sinking fund requirements to date but that it will be pursued at 18 
an “oppor tune time”. 68  Given the magnitude of Hydr o’s planned capital progr am and associ ated debt 19 
requirement, as well as Hydro identifying upward pressu re on capital project construction costs as a key 20 
financial risk69, it is not clear why this is not an opportune time for such evolution. 21 
 22 

While Hydro cannot apparently terminate sinking fu nd contributions wi thout some form of relief under 23 
the necessary sections of The Manitoba Hydro Act, such relief should be assessed, based on the support 24 
of Hydro and the Board, as a clear measure to aid in reducing costs to ratepayers. 25 

3.2.3 Brandon Unit #5 26 

IFF07-1 canvasses for the first time the financial impacts that may arise in the event the Brandon Unit #5 27 
(coal) is prematurely dec ommissioned; it is estimated that for each ye ar the  plant i s prematurely shut 28 
down (prior to 2019), there will be an adverse impact on net income of $20 million per year. 29 
 30 
Hydro provided numerous responses to Information Requests regarding the appropriate management of 31 
Brandon Unit #5 and the need for th e plant, in light  of the environmental per mits and lic ences in place 32 

                                                
59 MIPUG/MH I -12 c) 
60 MIPUG/MH I – 12 d) 
61 MIPUG/MH II-13 c) 
62 MIPUG/MH II-13 a) 
63 MIPUG/MH II-13 e) 
64 MIPUG/MH II-13 h) i 
65 MIPUG/MH II-13 h) ii 
66 MIPUG/MH II-13 h)iii 
67 MIPUG/MH II-13 h) iv 
68 MIPUG/MH I – 12 g) 
69 Page 18 IFF-07-1 
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PUB/MH I-25 

 

Subject: Tab 4: Financial Results & Forecast 

Reference: Sinking Fund 

 

b) Please provide the implication of the removal of sinking fund requirements on 

revenue requirement and discuss MH’s efforts to remove this obligation. 

 

ANSWER: 

 

Manitoba Hydro estimates the net impact of removal of the sinking funds to be 

approximately $8 million per year. However, this does not take into consideration potential 

negative impacts that may result from credit rating agency reviews. 

 

The Province of Manitoba is aware of Manitoba Hydro’s objective to ultimately eliminate the 

sinking fund requirements. 
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MIPUG/MH II-6 

 

Sinking Funds 

 

a) With reference to the response to PUB/MH I-25 b), please elaborate on the 

“potential negative impacts that may result from credit rating agency reviews” 

from removing the sinking fund requirements. 

 

ANSWER: 

 

Liquidity levels provided by a large pool of sinking funds have been noted as a major credit 

rating strength factor in credit opinions provided by Standard & Poor’s for the Province of 

Manitoba. It is unknown if the elimination of the sinking fund would negatively impact the 

credit rating of the Province of Manitoba through time and potentially increase Manitoba 

Hydro’s credit spreads and borrowing costs.  
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For the year ended March 31
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

OPERATING ACTIVITIES
Cash Receipts from Customers 1,645     1,732     1,829     1,907     1,988     2,137     2,220     2,315     2,398     2,630     
Cash Paid to Suppliers and Employees (731)       (794)       (805)       (832)       (857)       (882)       (912)       (955)       (986)       (1,065)    
Interest Paid (400)       (431)       (485)       (489)       (528)       (565)       (573)       (610)       (681)       (731)       
Interest Received 25          29          30          26          16          26          39          49          53          47          

540        536        569        613        618        716        773        799        784        881        

FINANCING ACTIVITIES
Proceeds from Long-Term Debt 970        600        730        1,390     1,155     1,800     1,400     2,200     2,200     1,800     
Sinking Fund Withdrawals 651        25          128        463        -         8            -         -         444        167        
Retirement of Long-Term Debt (1,024)    (25)         (119)       (829)       (65)         (312)       (201)       (530)       (857)       (317)       
Other (228)       18          (12)         (7)           (1)           (3)           (2)           (1)           (12)         (3)           

369        618        727        1,017     1,089     1,494     1,197     1,669     1,776     1,647     

INVESTING ACTIVITIES
Property, Plant and Equipment, net of contribution (1,134)    (1,046)    (1,105)    (1,431)    (1,569)    (1,907)    (1,813)    (2,197)    (2,276)    (2,179)    
Sinking Fund Payment (119)       (99)         (117)       (167)       (111)       (199)       (157)       (239)       (198)       (226)       
Other (21)         (16)         (17)         (16)         (17)         (36)         (46)         (28)         (27)         (27)         

(1,274)    (1,160)    (1,238)    (1,614)    (1,697)    (2,142)    (2,016)    (2,463)    (2,501)    (2,432)    

Net Increase (Decrease) in Cash (364)       (6)           58          16          10          68          (46)         5            58          96          
Cash at Beginning of Year 170        (195)       (201)       (143)       (128)       (118)       (50)         (96)         (91)         (33)         
Cash at End of Year (195)       (201)       (143)       (128)       (118)       (50)         (96)         (91)         (33)         63          

(In Millions of Dollars)
PROJECTED CASH FLOW STATEMENT

ELECTRIC OPERATIONS (MH10)
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For the year ended March 31
2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

OPERATING ACTIVITIES
Cash Receipts from Customers 2,895     3,100     3,196     3,410     3,836     4,023     4,125     4,208     4,310     4,405     
Cash Paid to Suppliers and Employees (1,069)    (1,126)    (1,160)    (1,190)    (1,200)    (1,215)    (1,233)    (1,256)    (1,289)    (1,322)    
Interest Paid (1,109)    (1,007)    (949)       (1,028)    (1,269)    (1,424)    (1,394)    (1,355)    (1,313)    (1,252)    
Interest Received 44          44          23          25          38          45          48          63          77          82          

761        1,011     1,111     1,217     1,405     1,429     1,546     1,659     1,785     1,913     

FINANCING ACTIVITIES
Proceeds from Long-Term Debt 1,390     1,400     600        590        200        190        -         (10)         -         (40)         
Sinking Fund Withdrawals 278        722        167        -         -         339        -         -         60          250        
Retirement of Long-Term Debt (403)       (725)       (167)       -         -         (450)       -         -         (60)         (220)       
Other 28          (12)         (8)           (8)           (9)           (10)         (11)         (12)         (12)         (13)         

1,293     1,384     592        582        191        69          (11)         (22)         (12)         (23)         

INVESTING ACTIVITIES
Property, Plant and Equipment, net of contribution (1,767)    (1,707)    (1,623)    (1,407)    (1,332)    (756)       (807)       (936)       (1,109)    (1,059)    
Sinking Fund Payment (299)       (357)       (223)       (222)       (236)       (248)       (242)       (251)       (261)       (269)       
Other (33)         (38)         (29)         (32)         (30)         (30)         (33)         (31)         (32)         (32)         

(2,099)    (2,103)    (1,874)    (1,661)    (1,598)    (1,035)    (1,081)    (1,218)    (1,402)    (1,360)    

Net Increase (Decrease) in Cash (45)         292        (171)       138        (2)           463        454        419        371        530        
Cash at Beginning of Year 63          18          310        139        277        275        739        1,192     1,612     1,982     
Cash at End of Year 18          310        139        277        275        739        1,192     1,612     1,982     2,512     

PROJECTED CASH FLOW STATEMENT
ELECTRIC OPERATIONS (MH10)

(In Millions of Dollars)

 
 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 14

PAGE 133



HYDRO-MANITOBA L.R.M. 1987, c. H190

29

(c) for the stabilization by the board of rates or
prices for power sold by the corporation, the meeting
of extraordinary contingencies, and such other
requirements or purposes as in the opinion of the
board are proper.

c) la stabilisation par le conseil des tarifs de
l'énergie que vend la Régie, les provisions pour les
circonstances imprévues ainsi que les autres
exigences et objectifs qui sont jugés opportuns par
le conseil.

Use of reserves
40(2) The reserves created pursuant to
subsection (1) may be used or employed by the board

(a) towards the reservation and setting aside of the
sinking fund established under section 41;

(b) towards the renewal, reconstruction, or
replacement, or depreciated, damaged, or
obsolescent property and works;

(c) towards restoration of any property lost or
damaged, or the payment of any claims, in respect of
which a reserve as insurance has been established;

(d) in such manner towards the stabilization of rates
or prices for power, the meeting of extraordinary
contingencies, and for such other requirements or
purposes, as the board in its discretion deems
proper; and

(e) subject to the approval of the Lieutenant
Governor in Council, towards the cost of
construction of new works and extensions,
improvements, or additions, to any property and
works of the corporation.

Utilisation des réserves
40(2) Le conseil peut utiliser les réserves établies
en vertu du paragraphe (1) aux fins suivantes :

a) la constitution du fonds d'amortissement prévu à
l'article 41;

b) la rénovation, la reconstruction ou le
remplacement des biens ou des ouvrages dépréciés,
endommagés ou frappés d'obsolescence;

c) la remise en état d'un bien perdu ou endommagé,
l'indemnisation d'un sinistre, si ces risques ont fait
l'objet d'une constitution de réserve aux fins
d'assurance;

d) la stabilisation des tarifs ou des prix de l'énergie,
l'adaptation à des circonstances exceptionnelles ainsi
que l'adaptation des exigences ou des objectifs que
le conseil, à sa discrétion, juge pertinente;

e) sous réserve de l 'approbation du
lieutenant-gouverneur en conseil, le financement de
la construction de nouveaux ouvrages ainsi que
l'extension, l'amélioration, la mise en exploitation ou
l'agrandissement de biens et d'ouvrages de la Régie.

SINKING FUND FONDS D'AMORTISSEMENT

Establishment of sinking fund
41(1) The board shall reserve and set aside, out of
the reserves or funds of the corporation established and
maintained under section 40 and out of such other
revenues and funds of the corporation as may be
available for such purposes,

(a) such annual or other periodic amounts as may be
required to be reserved and set aside as a sinking
fund under any agreement or undertaking entered
into, or assumed, by the corporation or the
responsibility for the performance or implementation
of which is an obligation of the corporation, relative
to the repayment of moneys borrowed by the
corporation and

Établissement d'un fonds d'amortissement
41(1) Le conseil doit mettre en réserve, sur les
réserves et les fonds de la Régie établis et maintenus en
application de l'article 40 et sur les autres revenus et
fonds de la Régie disponibles à de telles fins,  les
sommes suivantes :

a) les sommes qui peuvent être nécessaires à la
Régie pour rembourser les sommes qu'elle a
recueillies ou empruntées; pour ce faire, la Régie
doit constituer un fonds d'amortissement sur une
base annuelle ou périodique qui doit servir au
paiement qui découle d'un contrat ou d'un accord
que la Régie a passé ou a cautionné ou dont la Régie
est responsable de l'exécution ou de la mise en
oeuvre;
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(b) such additional annual or other periodic
amounts as the Lieutenant Governor in Council
may from time to time direct to be reserved and
set aside as a sinking fund for the repayment of
any other moneys borrowed by, or advanced to,
the corporation and applied to the cost of
acquisition or construction of property and

b) les sommes que le lieutenant-gouverneur en
conseil peut ordonner à la Régie de mettre en
réserve sur une base annuelle ou périodique, à
titre de fonds d'amortissement pour le
remboursement des sommes qu'elle a recueillies
ou empruntées ou qu'elle a reçues à titre
d'avance et qui sont affectées au coût

Act continues on page 31. Suite à la page 31.
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works of the corporation, or indebtedness assumed
by the corporation or the liability for the repayment
of which is an obligation of the corporation, in
respect of the cost of any property or works of the
corporation, or otherwise.

d'acquisition ou de construction de ces biens et
ouvrages, ou au remboursement qu'elle pourrait devoir
faire du fait qu'elle a cautionné des dettes relatives au
coût de biens et ouvrages lui appartenant ou non.

Minimum annual amount for sinking fund
41(2) Subject to subsection (7), the aggregate of
the amounts so reserved and set aside as a sinking fund
in each fiscal year under subsection (1) shall not be less
than

(a) 1% of the advances, borrowings, and
assumptions of indebtedness or indebtedness for
which the corporation is liable, mentioned in
subsection (1) that are outstanding as at March 31 of
the fiscal year next preceding the fiscal year in
which the sinking fund payment is made; and

(b) an amount in each fiscal year equal to interest at
the rate of 4% per annum on the total sinking fund
balances as at March 31 in the next preceding fiscal
year.

Apport annuel minimum au fonds d'amortissement
41(2) Sous réserve du paragraphe (7), le montant
global des sommes mises en réserve à titre de fonds
d'amortissement pour chaque exercice en vertu du
paragraphe (1) ne doit pas être inférieur aux montants
suivants :

a) 1 % des avances, des emprunts, des dettes et des
cautionnements de dette dont la Régie est
responsable ,  lesquels sont  prévus au
paragraphe (1) et qui demeurent à payer au 31 mars
de l'exercice qui précède immédiatement l'exercice
au cours duquel le versement au fonds
d'amortissement est fait;

b) une somme équivalente pour chaque exercice à
un intérêt annuel de 4 % sur le solde global du fonds
d'amortissement établi au 31 mars de l'exercice
immédiatement précédent.

Payment to Minister of Finance
41(3) The moneys reserved and set aside in each
fiscal year for sinking fund purposes under
subsections (1) and (2) shall be paid to the Minister of
Finance as trustee for the corporation before the end of
that fiscal year.

Versement au ministre des Finances
41(3) Les sommes mises en réserve lors de chaque
exercice dans un fonds de réserve en vertu des
paragraphes (1) et (2) doivent être versées au ministre
des Finances, fiduciaire de la Régie à cette fin, avant la
fin de l'exercice concerné.

Sinking fund trust account
41(4) The Minister of Finance shall continue to
maintain appropriate sinking fund trust accounts, in
which shall be included

(a) the moneys and investments made from the
moneys reserved and set aside by the corporation,
and from interest earnings thereon, held by the
Minister of Finance at the time this Act comes into
force; and

(b) the moneys paid to the Minister of Finance under
subsection (3).

Compte en fiducie pour le fonds d'amortissement
41(4) Le ministre des Finances maintient les
comptes en fiducie qu'il convient pour les fonds
d'amortissement. Sont versés dans ces comptes :

a) les sommes et investissements que détient le
ministre des Finances au moment de l'entrée en
vigueur de la présente loi et qui proviennent des
sommes mises en réserve par la Régie ainsi que des
intérêts qu'ils ont produits;

b) les versements faits au ministre des Finances en
vertu du paragraphe (3).

Investment by Minister of Finance
41(5) The Minister of Finance shall invest and
keep invested the moneys and investments so held
by the Minister of Finance, in securities authorized
by The Financial Administration Act

Investissement par le ministre des Finances
41(5) Le ministre des Finances doit investir et
garder investis les sommes et investissements ainsi
détenus dans les titres pour lesquels la Loi sur
l'administration financière permet
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for the investment of funds, and shall apply them
towards the repayment of advances made to, and
moneys borrowed or assumed by, the corporation or
liability for the repayment of which is an obligation of
the corporation and to which reference is made in
subsection (1), as they fall due; and the Minister of
Finance shall pay to the corporation all interest earned
from the investment of the moneys so reserved and set
aside and paid to and held by the Minister of Finance.

l'investissement de fonds.  Il doit utiliser ces sommes et
investissements pour les remboursements que la Régie
doit faire des avances qu'on lui a consenties, des
sommes qu'elle a recueillies ou empruntées ou des
dettes dont elle est responsable du remboursement et
qui sont visées au paragraphe (1) lorqu'elles viennent à
échéance.  Le ministre des Finances doit verser à la
Régie les intérêts produits par l'investissement des
sommes ainsi mises en réserve qui lui ont été versées et
qu'il détient.

Repayments to the government
41(6) The corporation in addition to the payments
provided for under subsections (1) and (2), may pay to
the Minister of Finance such money as it may have
available for application on advances made by the
government to the corporation or assumed by the
corporation or liability for the repayment of which is an
obligation of the corporation.

Remboursements au gouvernement
41(6) Outre les versements prévus aux
paragraphes (1) et (2), la Régie peut verser au ministre
des Finances les sommes disponibles pour le
remboursement des avances que lui a faites le
gouvernement, pour le remboursement de celles qu'elle
assume ou pour les remboursements pour lesquels la
Régie assume une responsabilité.

Authorization of omission or deferment of
commencement of sinking fund payments
41(7) Subject to subsection (1) and
notwithstanding subsection (2), the Lieutenant
Governor in Council may direct that

(a) in respect of any moneys advanced to or
borrowed by the corporation pursuant to sections 31
or 32, no amounts need be reserved or set aside as a
sinking fund; and

(b) in respect of any moneys advanced to, or
borrowed or assumed by, the corporation, or liability
for the repayment of which is an obligation of the
corporation, and that are applied to the cost of newly
constructed works of the corporation, the payments
to which reference is made in clauses (2)(a) and (b),
shall begin with such fiscal year of the corporation
as, in each case, the Lieutenant Governor in Council
may direct.

Autorisation de reporter le début des paiements
41(7) Sous réserve du paragraphe (1) et malgré le
paragraphe (2), le lieutenant-gouverneur en conseil peut
décider :

a) qu'eu égard aux sommes avancées à la Régie ou
que cette dernière a empruntées en vertu de
l'article 31 ou 32, il n'est pas nécessaire de mettre
des sommes en réserve sous la forme d'un fonds
d'amortissement;

b) qu'eu égard aux sommes avancées à la Régie, qui
lui ont été prêtées ou dévolues ou dont elle assume
la responsabilité du remboursement et qui sont
affectées au coût des ouvrages de la Régie
nouvellement construits, les paiements visés aux
alinéa (2)a) et b) débutent lors d'un exercice de la
Régie que le lieutenant-gouverneur en conseil peut,
dans chaque cas, indiquer.

Limitation respecting fiscal year that is to be fixed
41(8) The fiscal year to be directed by the
Lieutenant Governor in Council under clause (7)(b)
shall not be later than five years after the making of the
respective advances to or borrowings by the corporation
or, in the case of moneys assumed by the corporation or
liability for the repayment of which is an obligation of
the corporation, shall not be later than five years after
the making of the respective advances or borrowings
liability for repayment of which is an obligation of the
corporation.

Restriction eu égard à la détermination de l'exercice
41(8) L ' e x e r c i c e  q u ' i n d i q u e  l e
lieutenant-gouverneur en conseil aux termes de
l'alinéa (7)b) ne peut se situer plus de cinq ans après les
avances ou emprunts qu'a contractés la Régie ou, dans
le cas de sommes dévolues à la Régie ou d'autres
responsabilités de remboursement, ne peut se situer plus
de cinq ans après ces engagements.
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"Works" defined for purposes of subsection (7)
41(9) For the purposes of subsection (7), the
expression "works", in addition to the meaning given
it in section 1, includes preliminary reports, surveys,
investigations, engineering, accounting, or organization
work or service, or any other work or service in
connection with, or incidental to, any proposed
development or construction.

Définition du mot « ouvrages »
41(9) Aux fins du paragraphe (7), le mot
« ouvrages », outre le sens que lui donne l'article 1,
s'entend des rapports préliminaires, études, enquêtes, de
l'ingénierie, de la comptabilité, des travaux ou services
d'organisation et de tout autre travail ou service relié ou
subsidiaire à tout aménagement ou construction
envisagé.

APPLICATION OF REVENUES AFFECTATION DES REVENUS

Application of revenues of the corporation
42(1) The corporation shall apply its revenues
toward payment of the operating expenses, interest, and
other charges, to which reference is made in
clauses 39(1)(a) and (b), and the establishment and
maintenance of the reserves and funds established under
section 40, and to the reservation and setting aside of
the sinking fund established under section 41, and
towards all other obligations of the corporation; and the
corporation may pay the Minister of Finance, for
investment for the corporation, such additional moneys
as are available for that purpose and as are not
immediately required for the purposes and objects of the
corporation.

Affectation des revenus de la Régie
42(1) La Régie doit affecter ses revenus aux
paiements des dépenses de fonctionnement, des intérêts
et autres frais visés aux alinéas 39(1)a) et b), de la
constitution et du maintien de réserves et fonds visés à
l'article 40, à la mise en réserve du fonds
d'amortissement visé à l'article 41, à l'exécution de ses
autres obligations.  La Régie peut verser au ministre des
Finances, pour qu'il les investisse au bénéfice de la
Régie, les sommes excédentaires qui, n'étant pas
immédiatement nécessaires à la réalisation de l'objet de
la Régie, sont disponibles à cet effet.

Funds to be held in trust
42(2) Additional moneys paid to the Minister of
Finance for investment under subsection (1) shall form
part of the Consolidated Fund; and interest earnings
thereon shall be credited to the account of the
corporation in the Consolidated Fund or shall be paid
over to the corporation by the Minister of Finance.

Sommes détenues en fiducie
42(2) Les sommes excédentaires versées au
ministre des Finances pour investissement en vertu du
paragraphe (1) sont détenues dans le Trésor.  Les
intérêts que produisent ces investissements sont soit
versés au compte de la Régie au Trésor, soit versés à la
Régie par le ministre des Finances.

Right of corporation to use of funds and securities
42(3) The moneys referred to in subsection (2),
and any investment therefrom held for the corporation,
may be used as required by the board for the purposes
of the corporation.

S.M. 1996, c. 59, s. 98.

Droit pour la Régie d'utiliser les fonds et les titres
42(3) Les sommes visées au paragraphe (2) et tout
investissement fait à partir de ces sommes et détenu
pour la Régie peuvent être utilisés comme l'exige le
conseil pour les objets de la Régie.

L.M. 1996, c. 59, art. 98.

TAXATION, CHARGES AND DISTRIBUTIONS TAXATION, CHARGES ET VERSEMENTS

43(1) Repealed, S.M. 1989-90, c. 24, s. 85. 43(1) Abrogé, L.M. 1989-90, c. 24, art. 85.
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July 29, 2008 
Order No. 116/08 

  Page 69  
4.0 Finance Expense 

 
 

review.  Such a review may suggest a different mix between fixed and floating 

debt, which may reduce finance expense. 

Because of the potential for MH’s overall debt level reaching $20 billion, possibly 

over twice the debt taken on by the province on its own account (with all debt 

guaranteed by the province) the Board will direct MH to engage an external 

assessment of the Corporation’s relative weighting of fixed vs. floating debt, and 

file a report with the Board on or before June 30, 2009. 

Sinking Fund 

The Board notes that elimination of the sinking fund requirement has been 

forecast to result in savings of $93 million over an eleven year forecast period.  

While the potential savings are alluring and demand a consideration of the 

positions of interveners and the views of the Utility, the Board believes that MH 

has been served well in the past by the obligation to have sinking funds. Yet, the 

Board accepts that its future benefit may be diminished due to changes in 

accounting standards and improvements in the capital markets.  

The Board understands MH’s perspective that elimination of the sinking fund 

requirement will have no impact on the credit rating of MH or the Province, nor 

would it limit MH’s access to the capital that it clearly needs to proceed with its 

expansion plans.   

Out of an abundance of caution, and in light of the major capital expansion and 

related anticipated growth in debt levels now planned, the Board will recommend 

that MH seek independent advice, as well as advice from government and its 

credit rating agencies, as to the merits of a possible elimination of the sinking 

fund requirements. 
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PUB/MH I-25 

 

Subject: Tab 4: Financial Results & Forecast 

Reference: Sinking Fund 

 

a) Please provide a continuity schedule of the sinking fund from fiscal years 2000 to 

2020 including contributions, income earned, and withdrawals from the fund. 

 

ANSWER: 

 

Please see the attached schedule. 
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PUB/MH 1 - 25 (a)

MANITOBA HYDRO
SINKING FUND CONTINUITY

Actuals to March 31, 2009
(In $Millions Canadian Dollars)

Actual Actual Actual Actual Actual Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast
2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 201718 2018/19

$CAD Sinking Fund

Opening 301         81           (0)            (0)            (0)            (0)            13           31           103         116         19           32           39           50           62           
Contributions 13           5             13           31           98           116         10           13           10           11           11           12           
Withdrawals (236)        (84)          (13)          (27)          (103)        (107)        -          (3)            -          -          -          
Premiums/Discounts 3             (2)            
Total 81           (0)            (0)            (0)            (0)            13           31           103         116         19           32           39           50           62           73           

$USD Sinking Fund in $CAD

Opening 414         481         555         630         718         666         379         233         233         227         21           114         302         467         700         
Contributions 86           98           100         96           124         81           67           -          -          167         95           192         150         234         192         
Withdrawals -          (261)        (262)        (214)        -          -          (376)        -          -          -          -          (456)        
Premiums/Discounts/Other* 14           (1)            (13)          64           (32)          (6)            (3)            (3)            (2)            (4)            (3)            (4)            12           (1)            (1)            
FX Adjustments (34)          (22)          (12)          (72)          116         (100)        3             4             (4)            8             0             1             3             -          -          
Total 481         555         630         718         666         379         233         233         227         21           114         302         467         700         434         

Total Sinking Funds in $CAD 562         555         630         718         666         392         264         336         344         40           146         342         518         762         508         

*Premiums/Disounts/Other includes premiums and discounts on investments; and effective 2007/08 includes changes to portfolio carrying value from premiums, discounts and changes in fair value.
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MANITOBA Board Order 7/03 
  

THE PUBLIC UTILITIES BOARD ACT  
  

THE MANITOBA HYDRO ACT  
  

THE CROWN CORPORATIONS PUBLIC 
REVIEW AND ACCOUNTABILITY ACT 

 
February 3, 2003 

 
 
 
 
 

Before: G. D. Forrest, Chair 
 R. A. Mayer, Q.C., Vice Chair 
 Dr. K. Avery Kinew, Member 

 
 
 

A FILING BY MANITOBA HYDRO TO PROVIDE AN INFORMATION 
UPDATE REGARDING FINANCIAL RESULTS, FORECASTS, 
METHODOLOGIES, PROCESSES, AND OTHER MATTERS 

RELATING TO SALES RATES CHARGED BY MANITOBA HYDRO 
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February 3, 2003 
Board Order 7/03 
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the program, prior to the change in accounting policy, Hydro had reflected the balance of the US 

debt, and sinking fund at a designated US exchange rate, which has been significantly below the 

rates currently experienced.  As a result of this policy, the debt of Hydro at March 31, 2001 was 

valued at approximately $1 billion less in the financial statements than it would have been if the 

year-end exchange rate had been used to translate the US denominated debt into Canadian dollar 

equivalent. 

The Board notes that as a result of the accounting policy change, US denominated transactions 

and balances will better reflect the true economic costs and benefits and more clearly reflect the 

risks faced by Hydro to US denominated transactions and balances, which in the Board’s view, 

are significant. 

 
21.8 Operating Expenses 

Although Hydro’s operating and administration expenses appear reasonable, the Board 

encourages Hydro to continue to control these expenses through aggressive cost control 

initiatives and management of the labour force.  The Board appreciates that some operating and 

administration expenses, particularly payments to the Province, are beyond Hydro’s control.  

However, it remains necessary for Hydro to continue to be diligent in taking steps to control all 

such costs and improve efficiencies. 

Corporate performance measures such as the operating and administration costs per customer or 

per kW.h targets are of great assistance in assessing the performance of Hydro’s cost control 

initiatives compared to other utilities.  The Board recommends Hydro aggressively pursue 

meeting its operating and administration costs per customer target while finding ways to increase 

productivity.  The Board also encourages Hydro to continue to participate in benchmarking 

initiatives to help identify and implement further efficiencies and enhancements in its operations 

as compared to other utilities.  Hydro should actively pursue all possible synergy savings in 
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operating and administration expenses as a result of Hydro’s recent acquisition of 

Winnipeg Hydro. 

 
21.9 Transmission Tariffs 

The jurisdiction of the Board over transmission tariffs is an area of concern to the Board and 

parties were requested to address this issue in their closing argument. 

The MISO tariff does not apply to the Hydro transmission grid, but only outside the Province.  

Therefore, there is no provincial authority over the MISO tariff, and accordingly, no role for the 

Board. 

The Board receives its jurisdiction and obligations for Hydro rates mainly from The Crown 

Corporations Public Review and Accountability Act.  Rates for services provided by Hydro shall 

be approved by the Board, which rates for service means the provision of electrical power.  Even 

though Hydro can issue its own tariff under s. 15 of The Manitoba Hydro Act, Hydro is still 

obligated to have such a tariff as a rate for service for the provision of electrical power approved 

by the Board.  Whether the provision of power is bundled or unbundled between generation, 

transmission and distribution, the Board retains the jurisdiction to approve rates for service if 

offered in this province. 

Accordingly, the Board will direct Hydro to make a separate application to the Board for 

approval of the Hydro Open Access Transmission Tariff.  Hydro is ordered to file such an 

application by no later than June 30, 2003.  Such an application should contain tariff and rate 

schedules, and a comprehensive explanation of the pricing and costs included in designing the 

rates. 
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MANITOBA Board Order 116/08 
  

THE PUBLIC UTILITIES BOARD ACT  
  

THE MANITOBA HYDRO ACT  
  

THE CROWN CORPORATIONS PUBLIC 
REVIEW AND ACCOUNTABILITY ACT 

 
July 29, 2008 

  
Edited for format and typographical errors only 

August 25, 2008 
Further amended September 4, 2008 

 

 
 
 
 

Before: Graham Lane CA, Chair 
 Robert Mayer Q.C., Vice-Chair 
 Susan Proven, P.H.Ec., Member 

 
 
 

AN ORDER SETTING OUT FURTHER DIRECTIONS, RATIONALE AND 
BACKGROUND FOR OR RELATED TO THE DECISIONS IN BOARD 

ORDER 90/08 WITH RESPECT TO AN APPLICATION BY MANITOBA 
HYDRO FOR INCREASED RATES AND FOR RELATED MATTERS 
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MKO also recommended that MH and the Board clearly distinguish MH’s 

necessary and appropriate costs (expenditures and investments related to 

operations, mitigation and agreement obligations) from “charitable donations”. 

MKO suggested that endowments funded by MH’s net export revenues (intended 

to benefit “MH Affected Communities”, such as for regional economic 

development, community infrastructure and the enhancement of fish and wildlife) 

should not be “charitable donations”. 

5.8 Board Findings 

The Board remains concerned with the growth of OM&A expenses, particularly 

the level and growth of these expenditures prior to deferrals, capitalization and 

allocations to subsidiaries.  

As stated in Order 101/04: 

“The Board will expect MH to maintain vigilance over its costs, so that the 
additional revenues [from PUB approved rate increases] contribute as they 
are intended to move towards achieving the debt to equity target more quickly 
than suggested in MH’s 2003 Integrated Financial Forecast.” 

Expectations from past recommendations related to OM&A expenses have not 

been met.  The Board expects MH to control OM&A expense levels to assist in 

meeting its financial targets.  Further control of OM&A costs is vital given the 

planned major capital expansion, and in light of the fact that MH will not meet its 

debt to equity target over the current forecast period.  

And, in this Order, the Board continues to be concerned with MH’s “aggressive” 

capitalization and deferral policies with respect to OM&A expenses.  While there 

is an argument for the practice, the net result is that costs now being incurred are 

not reflected in rates until years, in fact decades, later, meaning the current 
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generation of ratepayers leave the results for the generations that will follow to 

meet.   

The following concern, from Order 143/04, echoes past concerns raised by the 

Board with respect to the capitalization policies followed by MH.  The Board then 

stated: 

“The Board is concerned with the range and level of costs being capitalized by 
MH. While the Board understands that many of the projects undertaken by 
MH are long-term in nature, both from a benefit and cost perspective, 
aggressively capitalizing costs and selecting long amortization periods 
increases the rate risks to future generations of electric customers.  If the 
Board questions whether aggressive capitalization policies are prudent...... 
The Board does not dispute that MH’s accounting is based on GAAP, only 
that GAAP also provides for a more conservative capitalization approach.” 

In Order 117/06 the Board further stated: 

“The Board is concerned with MH’s present capitalization and notes MH’s 
comment that net export revenue represents a form of “windfall” which cannot 
be guaranteed to continue at recent levels. Even though net export revenues 
have been significant over the past decade, progress towards the debt:equity 
target of 75:25 is slow.” 

The Board notes MH defends its level of OM&A expenditures on the basis of 

’need’ and has argued that it has successfully ’controlled OM&A cost per 

customer account’. The Board is of the view that this premise will remain not fully 

substantiated, given the enormous amount and percentage of total OM&A costs 

that have been and are forecast to be capitalized, at least until adequate peer 

benchmarking has been performed and the results reviewed.   

As expressed in past Orders, for two decades MH’s annual net income result has 

been assisted/increased by its deferral and capitalization process.  If non – direct 

construction costs (an allocation of the salary of staff in contracts not involved in 

actual construction but more in planning in supporting roles) had been expensed 
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in the period incurred, rather than capitalized or deferred, annual net income 

would have been considerably lower, and possibly negative in many years; 

OM&A cost per customer account would have been much higher; rate pressure 

would have been considerably greater than has been demonstrated to date; and 

retained earnings would be much lower. 

As indicated, while there is an argument for MH’s current approach (to expense 

costs in the current period and reflect them in current rates, when the costs relate 

to projects not expected to provide benefits until the future, would mean charging 

the current generation of MH’s customers for costs that could arguably be met by 

future generations), MH’s rate structure and rates, even including the increases 

directed and indicated in Order 90/08, is premised on past and future OM&A cost 

deferrals and capitalization. If the approach was to change (a distinct possibility 

with the upcoming adoption of IFRS), costs now capitalized in the current period 

would be expensed.  This would, again as previously noted, 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 of the current process of 

deferral and capitalization. 

The Board does not believe OM&A should be adjusted based on the corporate 

strategic plan target of $640 per customer as suggested by the Coalition.  The 

Board is not convinced the benchmark is completely relevant, given the level of 

expense deferrals and capitalization impacting the current result. Once more 

stringent capitalization requirements are put in place with IFRS such a metric 

may have more value and use in the establishment of rate requirements.   

To arbitrarily direct, as some interveners have suggested, that a significant 

amount of expense not be reflected in rates, as a way of sending a message to 
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MH that it is spending too much on OM&A, would be irresponsible given what the 

Board and the recent process has revealed. 

This Board must rely on the public GRA process to provide opportunities to 

assess OM&A, and while the Board continues to express concern, there is 

nothing on the record sufficiently concrete to justify not accepting the costs in 

rates.  

IFRS 

The Board notes the coming adoption of IFRS is likely to have a material impact 

on MH’s financial reporting and results.  The Board further notes that AcSB has, 

in advance of IFRS, established a new reporting standard with respect to 

accounting for intangible assets [including goodwill, deferred charges and 

capitalized expenditures].  

These new requirements are effective for fiscal years beginning on or after 

October 1, 2008 and could have an impact on MH’s fiscal 2009 - 2010 accounts.  

However, the Board is aware that MH is looking to U.S. Federal Accounting 

Standards Board (FASB) accounting standards in support of its continuing its 

present accounting practices in the short term.   

The Board’s primary concern is not accounting for the short-term, but the long 

term, particularly with MH’s massive capital expenditure plans. 

The Board notes in The FASB Handbook section 71.34 (in part), Accounting for 

the Effects of Certain Types of Regulation, reads as follows: 

“The regulator's action provides reasonable assurance of the existence of an 
asset (paragraph 9). Accordingly, the regulated enterprise would capitalize the 
cost and amortize it over the period during which it will be allowed for rate-
making purposes.”  
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MANITOBA HYDRO Schedule 4.5.3
OPERATING, MAINTENANCE AND ADMINISTRATIVE COSTS BY BUSINESS UNIT (000's)

2007/08 2008/09 2009/10 2010/11 2011/12
Actual Actual Forecast Forecast Forecast

President & CEO
General Counsel 4,629$         5,669$         5,450$         5,545$         5,673$         
Public Affairs 2,939           3,189           3,299           3,352           3,429           
Research & Development 3,548           3,396           4,310           4,395           4,496           
Administration 9,861           9,901           11,416         12,137         12,416         

20,977$       22,155$       24,475$       25,429$       26,014$       
Corporate Relations

Aboriginal Relations 4,331$         4,473$         4,372$         4,448$         4,550$         
Administration 914              1,047           728              752              769              

5,245$         5,520$         5,100$         5,200$         5,320$         
Corporate Planning & Strategic Analysis

Corporate Strategic Review 582$            626$            1,064$         2,658$         2,719$         
Corporate Planning & Development 1,042           1,069           2,078           2,592           2,652           
Administration 362              380              558              1,050           1,074           

1,986$         2,075$         3,700$         6,300$         6,445$         
Finance & Administration

Information Technology Services 32,709$       33,959$       35,070$       35,500$       36,317$       
Treasury 2,001           2,067           2,090           2,100           2,148           
Corporate Risk Management 460              566              820              836              855              
Gas Supply 2,058           2,248           2,250           2,300           2,353           
Rates & Regulatory Affairs 2,998           2,918           3,700           3,741           3,827           
Corporate Controller 9,475           10,053         11,480         11,626         11,893         
Human Resources 11,084         10,666         10,925         10,915         11,166         
Corporate Safety & Health 3,411           3,663           3,700           3,750           3,836           
Corporate Services 33,117         35,279         36,200         36,644         37,487         
Administration 1,820           1,901           2,520           2,555           2,614           

99,133$       103,320$     108,755$     109,967$     112,496$     
Power Supply
Power Planning 2,955$         4,015$         6,422$         6,494$         6,643$         
Power Projects Development 411              730              383              396              405              
HVDC 19,128         21,659         22,856         23,096         23,627         
Generation North 30,929         33,671         28,702         28,942         29,608         
Generation South 46,747         50,020         51,841         52,437         53,643         
Power Sales & Operations 11,625         12,578         13,153         13,290         13,596         
Engineering Services 4,909           4,534           5,074           5,171           5,290           
New Generation Construction (228)             24                (249)             (249)             (255)             
Administration 11,134         14,952         16,818         18,523         18,949         

127,610$    142,183$    145,000$    148,100$    151,506$     
Transmission
Transmission System Operations 28,453         31,408         33,054         33,545         34,317         
Transmission Planning & Design 3,403           5,219           4,034           4,660           4,767           
Transmission Construction & Line Maintenance 15,952         15,964         16,485         16,661         17,044         
Apparatus Maintenance 33,834         36,281         35,070         35,579         36,397         
Administration 1,529           2,216           2,457           1,955           2,000           

83,171$      91,088$      91,100$      92,400$      94,525$       
Customer Services & Distribution
Customer Service Operations - Winnipeg & North 44,893         48,121         47,988         48,808         49,931         
Customer Service Operations - South 43,951         46,243         48,609         49,439         50,576         
Distribution Planning & Design 8,075           8,541           8,424           8,555           8,752           
Distribution Construction 910              694              930              942              964              
Administration 544              163              1,349           1,256           1,285           

98,373$      103,762$    107,300$    109,000$    111,507$     
Customer Care & Marketing
Industrial & Commercial Solutions 2,669$         2,077$         3,258$         3,293$         3,369$         
Consumer Marketing & Sales 8,264           8,850           10,000         10,341         10,579         
Business Support Services 22,937         23,128         23,329         23,622         24,165         
Administration 4,989           5,288           5,413           5,744           5,876           

38,859$      39,343$      42,000$      43,000$      43,989$       

Motor Vehicle Chargeout (15,394)       (16,043)      (16,154)      (16,601)      (16,983)       
Payroll Tax (8,774)         (9,679)        (9,873)        (10,070)      (10,272)       
Corporate Allocations & Adjustments (4,930)         (3,824)        (8,775)        (9,666)        (10,160)       
CICA Accounting Changes* -              5,000         7,000         7,000         7,000          
Provision for IFRS -              -             -             -             15,000        
Operating & Administration Charged to Centra (56,270)        (59,042)        (60,160)        (61,343)        (62,570)        
Capitalized Overhead (67,289)        (66,198)        (67,964)        (69,021)        (70,447)        

Operating & Administrative Costs Attributable to Ele 322,697$    359,660$    371,504$    379,695$    403,370$     

* Other CICA Accounting  Changes totalling $4 million (beginning in 2009/10) are embedded within the Business Units  1 
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MANITOBA HYDRO Schedule 4.5.4
EQUIVALENT FULL TIME EMPLOYEES - ANNUAL RESULTS BY BUSINESS UNIT

2007/08 2008/09 2009/10 2010/11 2011/12
Actual Actual Forecast Forecast Forecast

President & CEO
General Counsel 27                26                29                29                29                
Public Affairs 31                32                34                34                34                
Research & Development 2                  2                  2                  2                  2                  
Administration 27                27                32                34                34                

87                87                97                99                99                

Corporate Relations
Aboriginal Relations 61                67                64                65                65                
Administration 8                  8                  4                  4                  4                  

69                75                69                69                69                

Corporate Planning & Strategic Analysis
Corporate Strategic Review 5                  6                  9                  21                21                
Corporate Planning & Development 11                11                10                12                12                
Administration 3                  3                  4                  5                  5                  

19                20                23                38                38                

Finance & Administration
Information Technology Services 313              313              313              314              314              
Treasury 15                15                15                15                15                
Corporate Risk Management 4                  5                  6                  6                  6                  
Gas Supply 18                20                20                20                20                
Rates & Regulatory Affairs 19                19                21                21                21                
Corporate Controller 108              107              119              119              119              
Human Resources 159              163              158              158              158              
Corporate Safety & Health 30                30                30                30                30                
Corporate Services 309              316              347              347              347              
Administration 11                11                13                13                13                

986              999              1,042           1,043           1,043           

Power Supply
Power Planning 55                58                68                68                68                
Power Projects Development 46                49                58                58                58                
HVDC 235              250              268              270              270              
Generation North 215              219              227              229              229              
Generation South 455              459              469              470              470              
Power Sales & Operations 84                84                88                89                89                
Engineering Services 175              183              213              213              213              
New Generation Construction 55                83                142              143              143              
Administration 150              191              224              246              246              

1,470           1,576           1,757           1,785           1,785           

Transmission
Transmission System Operations 362              362              370              370              370              
Transmission Planning & Design 178              191              215              216              216              
Transmission Construction & Line Maintenance 273              275              295              296              296              
Apparatus Maintenance 397              421              432              433              433              
Administration 45                49                44                44                44                

1,255           1,298           1,355           1,358           1,358           

Customer Services & Distribution
Customer Service Operations - Winnipeg & North 520              530              532              534              534              
Customer Service Operations - South 561              566              578              579              579              
Distribution Planning & Design 173              178              185              185              185              
Distribution Construction 386              397              406              407              407              
Administration -               -               6                  6                  6                  

1,640          1,671         1,708         1,711         1,711          

Customer Care & Marketing
Industrial & Commercial Solutions 52                54                60                60                60                
Consumer Marketing & Sales 216              216              215              218              218              
Business Support Services 229              229              229              227              227              
Administration 48                51                57                60                60                

545              550              561              566              566              

Total 6,071           6,276           6,613           6,669           6,669           
 1 

2010 01 15  Page 36 of 36 
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Cost Constraint Measures

• Travel restrictions

• Hiring freeze

• Overtime reductions

• Computer life extensions

• Fleet reductions

• New IT systems
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MANITOBA PUBLIC UTILITIES BOARD 
 
 
 

IN THE MATTER OF The Crown Corporations Public Review and Accountability Act 
 
 
 

AND IN THE MATTER OF the Manitoba Hydro filing 
in respect to Increase Electric Rates for 2010/11 2011/12 

 
 
 
 
 

REBUTTAL EVIDENCE OF MANITOBA HYDRO 
 
 
 
 
 
 

WITH RESPECT TO THE WRITTEN EVIDENCE OF: 
 

 DR. ATIF KUBURSI AND DR. LONNIE MAGEE – Independent Consultants 
retained by the Manitoba Public Utilities Board (“PUB”) 

 DR. TOM CARTER, CARTER RESEARCH ASSOCIATES INC. on behalf of The 
Consumers’ Association of Canada (Manitoba) Inc./Manitoba Society of Seniors 
(“CAC/MSOS”) 

 M. GREG MATWICHUK, STEPHEN JOHNSON, CHARTERED 
ACCOUNTANTS on behalf of The Consumers’ Association of Canada (Manitoba) 
Inc./Manitoba Society of Seniors (“CAC/MSOS”) 

 JOHN D. MCCORMICK, J. D. MCCORMICK FINANCIAL SERVICES, INC. on 
behalf of The Consumers’ Association of Canada (Manitoba) Inc./Manitoba Society 
of Seniors (CAC/MSOS) 

 PAUL CHERNICK, RESOURCE INSIGHT, INC. on behalf of Resource 
Conservation Manitoba / Time to Respect Earth’s Ecosystems (“RCM/TREE”) 

 ROGER COLTON, FISCHER SHEEHAN & COLTON on behalf of Resource 
Conservation Manitoba / Time to Respect Earth’s Ecosystems (“RCM/TREE”) 

 JONATHON WALLACH, RESOURCE INSIGHT, INC. on behalf of Resource 
Conservation Manitoba / Time to Respect Earth’s Ecosystems (“RCM/TREE”) 

 PATRICK BOWMAN AND ANDREW MCLAREN INTERGROUP 
CONSULTANTS LTD. on behalf of Manitoba Industrial Power Users Group 
(“MIPUG”) 

 
 

December 31, 2010
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REBUTTAL EVIDENCE 

 

 

December 31, 2010  Page 14 of 92 

Compounded
Average

2005/06 2006/07 200708 2008/09 2009/10 2010/11 2011/12 Annual Increase

Consolidated OM&A 375$         386$         391$         442$         456$         476$         482$         4.3%
Less:

Centra Gas (53)           (54)           (56)           (60)           (61)           (63)           (64)           
Subsidiaries (11)           (9)             (12)           (18)           (17)           (15)           (16)           

Electric OM&A 311           323           323           364           378           398           402           4.4%

Less Accounting Changes:
CICA Changes (10)           (13)           (13)           (13)           
Reclassifications (3)             2               2               (3)             
Provision for Acct. Changes (18)           (14)           

Net Electric OM&A after Accounting 
Changes 311$         323$         323$         351$         367$         369$         372$         3.0%

Year over Year % Increase Net of Acctg 
Changes 4.1% -0.2% 8.9% 4.3% 0.6% 0.9%
CPI 2.3% 1.4% 1.2% 1.4% 2.0% 2.0% 1.7%

Actuals Forecast

MANITOBA HYDRO
OPERATING, MAINTENANCE & ADMINISTRATIVE COSTS

(in millions of dollars)

 1 
2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

 

As illustrated in this table, Manitoba Hydro electric operations has forecasted an average 

annual increase in OM&A of 3.0% between 2005/06 and 2011/12, after adjusting for 

accounting changes.  This increase is above the average annual increase in Canadian CPI at 

1.7%, reflecting higher costs and maintenance requirements that have been experienced by 

Manitoba Hydro and most other electrical utilities in Canada. 

  

Manitoba Hydro has provided substantial evidence in this and previous GRA’s with respect 

to cost and business drivers which have caused actual OM&A costs to exceed CPI.  Details 

of those cost drivers have been provided in Appendix 4.4 of this application.   

 

To offset these cost drivers, Manitoba Hydro has focused on productivity improvements and 

has initiated various cost constraint measures. These measures are also outlined in Appendix 

4.4 and have been supplemented by several more stringent controls on hiring, travel, and 

overtime.  Operating costs for 2010/11 to date are approximately $5 million below budget 

which serves to confirm the effectiveness of these controls. 
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PUB/MH I-34 

 

Subject: Tab 4: Financial Results & Forecast 

Reference: Tab 4 Page 13 of 29 Schedule 4.5.1, 4.5.4 Staffing Levels 

 

a) Please re-file the schedule 4.5.1 including the years 1999/00 through 2011/12. 

 

ANSWER: 

 

Please see the following schedule for EFT information from 2004/05 through 2011/12. 
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MANITOBA HYDRO Schedule 4.5.1
EQUIVALENT FULL TIME EMPLOYEES - ANNUAL RESULTS BY BUSINESS UNIT

2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12
Actual Actual Actual Actual Actual Forecast Forecast Forecast

President & CEO 84                82                84                87                87                97                99                99                
Corporate Relations 49                62                67                69                75                69                69                69                
Corporate Planning & Strategic Analysis 18                19                20                19                20                23                38                38                
Finance & Administration 1,032           1,031           999              986              999              1,042           1,043           1,043           
Power Supply 1,344           1,367           1,405           1,470           1,576           1,757           1,785           1,785           
Transmission 1,208           1,221           1,233           1,255           1,298           1,355           1,358           1,358           
Customer Services & Distribution 1,605           1,648           1,617           1,640           1,671           1,708           1,711           1,711           
Customer Care & Marketing 527              552              564              545              550              561              566              566              

Total 5,867         5,982         5,989         6,071          6,276         6,613         6,669         6,669          
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PUB/MH/PRE-ASK-15 (REVISED) 

 

Reference:  PUB/MH II-23 (a) EFT 

 

a) Please update PUB/MH II-23 (a) to incorporate actual 2009/10 and updated 

2010/11 and 2011/12 results. 

 

ANSWER: 

 

The following schedule updates PUB/MH I-23(a) to incorporate actual results for 2009/10.  

Please note that 2008/09 has also been restated to reflect changes in accounting standards for 

intangible assets.  In addition, IFF10 OM&A targets have been adjusted to reflect the 

provision for accounting changes. 
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MANITOBA HYDRO
OPERATING, MAINTENANCE AND ADMINISTRATIVE COSTS BY COST ELEMENT

(000's)
Fiscal Fiscal

2004/05 2005/06 2006/07 2007/08 2008/09 2004/05-2008/09 2009/10 2010/11 2011/12 2008/09-2011/12
Actual Actual Actual Actual Actual Compounded Actual Forecast Forecast Compounded Growth

Annual Growth % Inc/(Dec)
Labour

Wages, Salaries 320,808$  332,257$  344,701$     359,249$     380,031$     4.3 407,988$     415,215$     424,765$     3.8
Overtime 33,842      38,032      38,896         41,781         45,890         7.9 50,307         48,061         49,166         2.3
Employee Benefits 68,442      70,184      73,636         76,807         83,671         5.2 82,674         93,035         95,175         4.4

Subtotal - Labour and Benefits 423,093       440,473       457,233       477,838       509,592       4.8 540,968       556,311       569,106       3.8
EFTs (Straight Time + Overtime) 5,885        5,999           6,007           6,090           6,312           1.8 6,465           6,704           6,704           2.0
Labour & Benefits per EFT 72                73                76                78                81                2.9 84                83                85                1.7

Employee Safety & Training 5,275        3,686        3,487           3,646           4,145           (5.8) 4,623           4,747           4,856           5.4
Travel 23,534      26,212      27,729         28,331         31,812         7.8 32,435         32,963         33,721         2.0
Motor Vehicle 17,726      19,380      19,731         22,423         24,126         8.0 24,281         23,114         23,646         (0.7)
Materials & Tools 23,893      26,046      25,414         27,824         29,345         5.3 26,897         26,178         26,780         (3.0)
Consulting & Professional Fees 7,269        7,229        8,498           7,503           9,704           7.5 14,814         10,904         11,155         4.8
Construction & Maintenance Services 13,345      13,700      13,711         15,938         18,378         8.3 20,109         21,785         22,286         6.6
Building & Property Services 21,031      22,973      24,697         25,740         28,947         8.3 22,931         20,671         21,146         (9.9)
Equipment Maintenance & Rentals 9,546        10,720      11,606         11,719         13,029         8.1 14,379         13,858         14,177         2.9
Consumer Services 4,203        4,301        4,316           4,651           5,284           5.9 5,798           5,683           5,814           3.2
Computer Services 3,959        4,293        2,622           1,131           858              (31.8) 983              696              712              (6.0)
Collection Costs 5,161        6,790        7,218           5,256           5,019           (0.7) 4,599           4,542           4,646           (2.5)
Customer & Public Relations 5,223        5,585        6,493           6,665           6,901           7.2 8,155           6,014           6,152           (3.8)
Sponsored Memberships 1,149        1,012        1,187           1,192           1,465           6.3 1,325           1,267           1,296           (4.0)
Office & Administration 15,447      15,902      14,939         14,427         14,652         (1.3) 15,320         15,703         15,857         2.7
Communication Systems 1,844        1,447        1,866           1,353           1,449           (5.8) 1,772           1,603           1,640           4.2
Research & Development Costs 3,685        2,874        3,251           2,979           3,059           (4.6) 3,952           4,110           4,205           11.2
Miscellaneous Expense 2,470        2,811        2,422           3,292           903              (22.2) 1,190           1,087           1,112           7.2
Contingency Planning -            -            -               -               -               -               5,417           3,921           
Operating Expense Recovery (18,105)        (19,205)        (20,570)        (23,314)        (21,519)        4.4 (21,580)        (16,497)        (16,670)        (8.2)

Total Costs 569,749       596,229       615,849       638,594       687,149       4.8 722,951       740,156       755,558       3.2

Capital Order Activities (157,730)   (170,458)   (176,992)      (192,338)      (203,077)      6.5 (224,298)      (235,040)      (239,741)      5.7
CICA Accounting Changes* -            -            -               -               5,000           9,000           9,000           9,000           21.6
Provision for Accounting Changes -            -            -               -               -               -               18,000         13,500         
Capitalized Overhead (58,174)     (62,028)     (61,887)        (67,289)        (65,743)        3.1 (69,151)        (71,021)        (72,447)        3.3
Operating and Administration Charged to Centra (55,232)     (53,085)     (53,505)        (56,270)        (59,042)        1.7 (60,951)        (63,400)        (64,000)        2.7

OM&A Attributable to Electric Operations 298,613$    310,658$    323,465$    322,697$    364,287$    5.1 377,551$    397,695$    401,870$    3.3

* Other CICA Accounting  Changes totalling $4.6 million in 2008/09 and $4.0 million in 2009/10 & future years are embedded within the Total Costs  
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PUB/MH/PRE-ASK-15 (REVISED) 

 

Reference:  PUB/MH II-23 (a) EFT 

 

b) Please provide the Compounded Annual Growth for the 2004/05 to 2009/10 and 

2009/10 to 2011/12. 

 

ANSWER: 

 

Please see the following schedule which incorporates actual results for 2009/10.  Please note 

that 2008/09 has been restated to reflect changes in accounting standards for intangible 

assets.  In addition, IFF10 OM&A targets have been adjusted to reflect the provision for 

accounting changes. 
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MANITOBA HYDRO
OPERATING, MAINTENANCE AND ADMINISTRATIVE COSTS BY COST ELEMENT

(000's)
Fiscal Fiscal

2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2004/05-2009/10 2010/11 2011/12 2009/10-2011/12
Actual Actual Actual Actual Actual Actual Compounded Forecast Forecast Compounded Growth

Annual Growth % Inc/(Dec)
Labour

Wages, Salaries 320,808$  332,257$  344,701$     359,249$     380,031$     407,988$     4.9 415,215$     424,765$     2.0
Overtime 33,842      38,032      38,896         41,781         45,890         50,307         8.3 48,061         49,166         (1.1)
Employee Benefits 68,442      70,184      73,636         76,807         83,671         82,674         3.9 93,035         95,175         7.3

Subtotal - Labour and Benefits 423,093       440,473       457,233       477,838       509,592       540,968       5.0 556,311       569,106       2.6
EFTs (Straight Time + Overtime) 5,885        5,999           6,007           6,090           6,312           6,465           1.9 6,704           6,704           1.8
Labour & Benefits per EFT 72                73                76                78                81                84                3.1 83                85                0.7

Employee Safety & Training 5,275        3,686        3,487           3,646           4,145           4,623           (2.6) 4,747           4,856           2.5
Travel 23,534      26,212      27,729         28,331         31,812         32,435         6.6 32,963         33,721         2.0
Motor Vehicle 17,726      19,380      19,731         22,423         24,126         24,281         6.5 23,114         23,646         (1.3)
Materials & Tools 23,893      26,046      25,414         27,824         29,345         26,897         2.4 26,178         26,780         (0.2)
Consulting & Professional Fees 7,269        7,229        8,498           7,503           9,704           14,814         15.3 10,904         11,155         (13.2)
Construction & Maintenance Services 13,345      13,700      13,711         15,938         18,378         20,109         8.5 21,785         22,286         5.3
Building & Property Services 21,031      22,973      24,697         25,740         28,947         22,931         1.7 20,671         21,146         (4.0)
Equipment Maintenance & Rentals 9,546        10,720      11,606         11,719         13,029         14,379         8.5 13,858         14,177         (0.7)
Consumer Services 4,203        4,301        4,316           4,651           5,284           5,798           6.6 5,683           5,814           0.1
Computer Services 3,959        4,293        2,622           1,131           858              983              (24.3) 696              712              (14.9)
Collection Costs 5,161        6,790        7,218           5,256           5,019           4,599           (2.3) 4,542           4,646           0.5
Customer & Public Relations 5,223        5,585        6,493           6,665           6,901           8,155           9.3 6,014           6,152           (13.1)
Sponsored Memberships 1,149        1,012        1,187           1,192           1,465           1,325           2.9 1,267           1,296           (1.1)
Office & Administration 15,447      15,902      14,939         14,427         14,652         15,320         (0.2) 15,703         15,857         1.7
Communication Systems 1,844        1,447        1,866           1,353           1,449           1,772           (0.8) 1,603           1,640           (3.8)
Research & Development Costs 3,685        2,874        3,251           2,979           3,059           3,952           1.4 4,110           4,205           3.2
Miscellaneous Expense 2,470        2,811        2,422           3,292           903              1,190           (13.6) 1,087           1,112           (3.3)
Contingency Planning -            -            -               -               -               -               5,417           3,921           
Operating Expense Recovery (18,105)        (19,205)        (20,570)        (23,314)        (21,519)        (21,580)        3.6 (16,497)        (16,670)        (12.1)

Total Costs 569,749       596,229       615,849       638,594       687,149       722,951       4.9 740,156       755,558       2.2

Capital Order Activities (157,730)   (170,458)   (176,992)      (192,338)      (203,077)      (224,298)      7.3 (235,040)      (239,741)      3.4
CICA Accounting Changes* -            -            -               -               5,000           9,000           9,000           9,000           0.0
Provision for Accounting Changes -            -            -               -               -               -               18,000         13,500         
Capitalized Overhead (58,174)     (62,028)     (61,887)        (67,289)        (65,743)        (69,151)        3.5 (71,021)        (72,447)        2.4
Operating and Administration Charged to Centra (55,232)     (53,085)     (53,505)        (56,270)        (59,042)        (60,951)        2.0 (63,400)        (64,000)        2.5
Adjustment per IFF10 -               -               

OM&A Attributable to Electric Operations 298,613$    310,658$    323,465$    322,697$    364,287$    377,551$     4.8 397,695$    401,870$    3.2

* Other CICA Accounting  Changes totalling $4.6 million in 2008/09 and $4.0 million in 2009/10 & future years are embedded within the Total Costs  
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Figure 3.2.1 - Organizational Chart 
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Manitoba Hydro                                                                                                                                              1     
Consolidated Capital Expenditure Forecast (CEF10)  
For the Years 2010/11 – 2019/20 
 

 

 

1.0 Overview 
 
 
 
Capital Expenditure Forecast Summary 
 
This Consolidated Capital Expenditure Forecast (CEF10) totals $16 931 million for the ten year period to 2019/20.  
Expenditures for Major New Generation & Transmission total $12 354 million, with the balance of $4 577 million 
comprised of expenditures for infrastructure renewal, system safety and security, new and increasing load 
requirements, and ongoing efficiency improvements. 
 
 

Comparison to CEF09 
 
The Capital Expenditure Forecast (CEF10) for the ten year period ending 2019/20 totals $16 931 million compared to 
$15 376 million for the same ten year period included in last year’s Capital Expenditure Forecast (CEF09).  
 

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
 10 Year 

Total 
CEF09 1 085   1 036   1 024   1 486   1 765   2 156   2 165   1 716   1 651   1 291   15 376      

Incr (Decr) 37        33        108      (17)      (166)     (216)     (321)     514      660      923      1 555        

CEF10 1 122   1 069   1 133   1 469   1 599   1 940   1 845   2 231   2 311   2 214   16 931       
 
The increase of $1 555 million in capital expenditures over the ten year forecast period is comprised of the 
following: 
 

 Total 
Projected Cost 

 Total Project 
Increase / 
(Decrease) 

 10 Year
Increase 

(Decrease) 

Keeyask Generating Station 5 637$         1 045$         924$            

Conawapa Generating Station 7 771           1 446           (399)             

Kelsey Improvements & Upgrades 302              112              111              

Pointe du Bois Spillway Replacement 398              80                83                

Kettle Improvements & Upgrades 166              90                70                

Wuskwatim Generating Station 1 275           -              55                

Pointe du Bois Safety Upgrades 50                50                50                

System Refurbishment and Other Projects NA NA 328              

Reduction to Target Adjustment NA NA 333              

1 555$         

 ($ Millions 
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Capital Expenditure Forecast (CEF10)
2010/11 - 2019/20

Corporate Controller Division 
Finance & Administration

November 2010
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Manitoba Hydro                                                                                                                                              6     
Consolidated Capital Expenditure Forecast (CEF10)  
For the Years 2010/11 – 2019/20 
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PUB/MH II-64 

 

Subject: Tab 6: Capital Expenditures 

Reference: PUB/MH I-66 Capital Target Adjustment 

 

Please explain how the general provision was determined. Provide supporting 

calculations. 

 

ANSWER: 

 

In the course of preparing of CEF09, Manitoba Hydro established direction that the overall 

capital spending should not vary substantially from the amount approved in CEF08. An 

analysis of previous years’ capital expenditure performance indicated that due to various 

circumstances, including resource capabilities, project constraints, and active project 

prioritization, the achieved levels of capital expenditures on an annual aggregate basis was 

consistently lower than the sum of all individual projects.   

 

By considering historical capital performance factors, capital expenditure trends, and current 

capital demands, annual capital targets were proposed that met the corporate direction for 

capital spending levels and were deemed to be realistic given prevailing resourcing, 

capabilities and project constraints.  The annual targets were reviewed and accepted for 

CEF09. 

 

Subsequent to the establishment of the targets and the approval of the specific projects 

included in CEF09, the target adjustment was calculated as the difference between the capital 

targets as determined above and the total of all approved individual project spending.  
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A B C D E F G H I J

CEF10 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 Total

1 Total Electric Capital 1,179.3 1,139.6 1,178.2 1,424.5 1,562.7 1,903.0 1,808.2 2,193.5 2,272.1 2,174.9 16,836.0

2 Sub‐Total New Generation and Transmission Spending 746.6 688.6 739.7 964.3 1,110.2 1,472.7 1,368.0 1,743.9 1,813.8 1,706.4 12,354.2

3 Electric Capital Excluding Major New Gen/Trans Capital 432.7 451.0 438.5 460.2 452.5 430.3 440.2 449.6 458.3 468.5 4,481.8

CEF09 2011 2012 2013 2014 2015 2016 2017 2018 2019 2220 Total

4 Total Electric Capital 1,165.5 1,074.5 1,038.6 1,228.0 1,691.7 2,247.6 2,160.5 1,653.3 1,800.3 1,557.9 15,617.9

5 Sub‐Total New Generation and Transmission Spending 681.5 599.4 623.1 844.1 1,318.0 1,843.4 1,748.4 1,283.8 1,408.7 1,167.4 11,517.8

6 Electric Capital Excluding Major New Gen/Trans Capital 484.0 475.1 415.5 383.9 373.7 404.2 412.1 369.5 391.6 390.5 4,100.1

7 CEF10 Increase/(Decrease) compared to CEF09 ‐51.3 ‐24.1 23.0 76.3 78.8 26.1 28.1 80.1 66.7 78.0 381.7

CEF07 2011 2012 2013 2014 2015 2016 2017 2018 2019 2220 Total

8 Total Electric Capital 932.5 818.1 803.9 1,211.6 1,129.9 1,255.6 1,313.5 1,099.4 ‐ ‐ 8,564.5

9 Sub‐Total New Generation and Transmission Spending 483.4 412.2 469.9 886.2 809.4 969.5 1,045.0 821.3 ‐ ‐ 5,896.9

10 Electric Capital Excluding Major New Gen/Trans Capital 449.1 405.9 334.0 325.4 320.5 286.1 268.5 278.1 ‐ ‐ 2,667.6

11 CEF10 Increase/(Decrease) compared to CEF07 ‐16.4 45.1 104.5 134.8 132.0 144.2 171.7 171.5 ‐ ‐ 887.4

2011 03 30

($ millions)

Comparison of Electric Operations Normal Capital Spending
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MH/CAC/MSOS (Carter)-7

Reference: Page 48

“8.0 Conclusions

The policy outcomes of energy subsidy programs like LIEEPs are to:

• reduce the energy poverty of low income households:
• reduce energy usage and thus the cost of energy consumption:
• promote energy conservation and the drain on resources that are non-renewable; and,
• reduce greenhouse gas emissions and help achieve climate change objectives.

Subsidiary  objectives  of  such  programs  include  “green  job”  creation,  promotion  of 
community development, improving the quality of the living environment resulting in 
positive  heat  outcomes  and  enhancing  education  on  energy  savings  and  home 
operation.”

Question:

a) If the objective of a utility’s DSM programs are to pursue energy efficient opportunities, are you 
of the opinion that a utility should use additional ratepayer dollars (i.e. over and above those 
dollars required to capture energy efficiency savings) to achieve social policy objectives (e.g. 
creating green jobs, promotion of community development, improving health outcomes, etc.). 
If  so,  to  what degree would it  be acceptable for a utility  to use ratepayer dollars for these 
purposes and how would the utility justify those expenditures if those objectives were outside 
the mandate of a utility?

ANSWER:

First I am not of the opinion that utilities should be vehicles for poverty alleviation programs. In my 
opinion Manitoba Hydro or any public or private energy distributor should be regulated to ensure that 
rate increases and the prices they charge are justified. However, poverty alleviation should not be the 
responsibility of these agencies. The increasing price of energy contributes to increases in poverty 
(energy poverty) but so do rises in food costs and we don’t look to international or national food 
producers to introduce poverty alleviation. Increasing housing costs contribute more to poverty than 
increasing energy costs but we generally look to governments to address the affordable housing 
problems, not the housing industry, although the industry at times may make contributions. The vast 
majority of funding for poverty alleviation is provided by government and most programs are 
administered by, or overseen by governments, although non-profit community based organizations 
often act as the delivery agents. 

Poverty alleviation programs work most effectively if they are designed and administered as part of a 
broader poverty “alleviation strategy.” Strategies should consist of integrated programs that target all 
vulnerable groups in society in poverty and these programs as well as providing assistance to raise 
people’s incomes should also provide assistance to deal with the systemic causes of poverty such as 
inadequate levels of education. Isolated programs, although they may make a contribution, are more 
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effective if they are part of this integrated strategy. Governments are in the best position to play this 
integrated role, even though they may at times not do an adequate job. 

What is the best role for an organization like Manitoba Hydro within this context? Certainly to be a 
player in an integrated strategy but not a funder of programs to alleviate poverty. Manitoba Hydro must 
play a role in program design, energy audits, education, promotion, monitoring, perhaps even delivery 
in conjunction with community based organizations. However, funding should rest mainly with 
governments. 

The other concern is that energy efficiency, LIEEPs or HEEPs tend to be short term. Few last more 
than five to ten years. Poverty alleviation must, of necessity, be a long term initiative. There are also 
difficulties extending such programs to all people in poverty, particularly those in the rental sector as 
the report points out and participation is low for a variety of other reasons as also discussed in the 
report. Basic programs like social assistance have much broader penetration to those who need 
assistance. Some of the funding for LIEEPs also results in modest savings for those in poverty: $300-
$500 per year. Although a positive contribution to poverty alleviation, and to other subsidiary 
objectives of such programs, other poverty alleviation initiatives make much greater contributions. 

Given the above statements I am not in favour of utilities using tax payer’s or ratepayer’s dollars for 
these purposes. Tax payer dollars are necessary but should be channelled through other agencies.
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MIPUG/MH II-3 

 

Reference: Cost of Service Study 

 

g) Please provide a schedule showing the costs incurred by Hydro related to the 

2006 Cost of Service Study review. Please separately identify costs internal to 

hydro; costs awarded by the Board to intervenors and external consultant or 

legal costs including the costs to prepare the NERA study. 

 

ANSWER: 

 
2005/06 2006/07 2007/08 Total 

Internal Costs1 $188,980 $198,549 $577 $388,107

PUB related costs2: 0

Legal 26,842 117,559 3,747 148,148
Accounting 69,497 95,609 165,106
Consulting 87,785 145,542 68,888 302,215
Transcription Service 1,902 28,874 30,777
PUB awarded Intervenor Costs 118,508 118,508

Total $375,006 $704,642 $73,212 $1,152,861

NERA Report $129,624

$1,282,485

1 - includes labour, overhead and miscellaneous expense

2- does not include monthly PUB administration fee.  
 

 

2008 01 18  Page 1 of 1 
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Appendix A

Terms of Reference for External Review of Manitoba 
Hydro’s Cost of Service Study 
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 - 1 - 

TERMS OF REFERENCE FOR EXTERNAL REVIEW OF 
MANITOBA HYDRO’S COST OF SERVICE STUDY 

 
 
1 PURPOSE

Manitoba Hydro (“MH”) is seeking proposals from qualified consultants to assist 
in the redevelopment of the Corporation’s Cost of Service Studies (“COSS“) for 
both its electric and gas operations.  The deliverable will be a report which 
recommends a COSS methodology most appropriate to Manitoba Hydro’s 
electricity and natural gas systems and which incorporates best practices within 
the energy utility industry in North America.   
 
The key uses of the COSS are: 
 
a) A basis for the apportionment of the utility’s revenue requirement among 

its classes of service; 
 

b) A measure of just and reasonable rates to each of the customer classes; 
and  

 
c) A guide in rate design and service extension policy. 
 
The consultant selected to carry out this review will be required to demonstrate 
extensive expertise in the area of utility cost of service procedures in North 
America.   

 
 
2 OBJECTIVES OF THE ASSIGNMENT 

Manitoba Hydro is seeking consulting assistance with the following: 
 
a) Review the structure of Manitoba Hydro’s operating and capital costs and 

recommend an appropriate methodology to allocate those costs to 
customer classes based on cost causation.   

 
b) Provide recommendations on how or if Marginal Cost adjustments could 

be made to, or otherwise reflected in an embedded COSS; and  
 

c) Prepare a report which sets forth in detail the findings of the review with 
respect to all material issues and methodologies, such report to be in an 
appropriate format for submission to the PUB and other stakeholders.   

 
The selected consultant may be required to provide expert testimony before the 
Manitoba Public Utilities Board with respect to its recommendations and 
conclusions.   
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- 2 - 

 
3 TIMING 

Manitoba Hydro is seeking a consultant to commence the study by October 2010 
with a final report to be complete by early 2011. 

 
 
4 QUALIFICATIONS

The consultant firm selected will have specialized knowledge in the electricity 
and natural gas industries, including relevant engineering and cost study 
disciplines, economics, regulation, and public policy.   The consultant personnel 
selected to carry out the assignment will have a documented extensive record in 
carrying out and/or reviewing cost of service studies and their methodologies, and 
in defending their work before public utilities tribunals in North America.   The 
selected consultant should be able to demonstrate experience and expertise with 
respect to cost drivers at electric utilities which are predominantly hydraulic and 
for which a significant portion of sales is to off-system wholesale customers. 

 
 
5 BASIS FOR AWARD OF ASSIGNMENT 

Manitoba Hydro will select the proposal that, in its opinion, provides the best 
value to Manitoba Hydro based on the consultant’s technical proposal, the 
consultant’s proposed budget and the qualifications of the firm as well as those of 
the principals and other consultants proposed to carry out this assignment. 

 
 
6 BACKGROUND AND MAJOR ISSUES IN COST OF SERVICE 

STUDY

To assist consultants bidding on this assignment, this discussion identifies the key 
issues of concern to Manitoba Hydro in both its electric and natural gas cost 
studies.  It is noted, however, that the assignment is to review all material aspects 
of the COSS. 
 

6.1 Electric Cost of Service Study:  

Manitoba Hydro has carried out embedded cost of service studies to allocate its 
costs to its various customer classes since the 1970s.  The Corporation’s study 
methodology has changed incrementally over the years.  In 2006, the key features 
of the study were: 

 
a) Embedded cost results reported on a prospective test year basis; 
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b) Five main functions: Generation; Transmission; Sub-transmission; 
Distribution Plant; Distribution Services. 

 
c) Bulk Power functions (Generation and Transmission) classified between 

Demand and Energy on the basis of System Load Factor. 
 

d) Generation and Transmission Demand related costs allocated on the basis 
of class contribution to Summer Peak (top 50 hours) and Winter Peak (top 
50 hours). 

 
e) Sub-transmission classified as 100% Demand related and allocated on 

basis of Class Non-Coincident Peaks. 
 

f) Distribution Plant classified between Customer and Demand, with 
different classification ratios for the sub-functions (eg: Poles & Wire; Line 
Transformers).  Demand-related costs allocated on basis of class Non-
Coincident Peak; Customer-related costs on weighted customer count. 

 
g) Distribution Services classified as Customer-related with different 

weightings for allocation of various sub-functions (eg: customer service; 
billing and collections) 

 
A highly relevant feature of the Cost of Service Study is the practice of crediting 
net revenue from off-system (export) sales to domestic customer classes.  A 
significant portion of Manitoba Hydro’s sales are to wholesale markets outside the 
Province. In 1992 net export revenue was sufficient to cover 15% of Manitoba 
Hydro’s total cost of service, in 1997 this coverage had increased to 25% and by 
2004 net export revenue was sufficient to cover fully 33% of Manitoba Hydro’s 
costs. Moreover, export revenue per kW.h sold was also increasing significantly 
throughout this period, from 1.5 cents per kW.h in 1992 to 4.9 cents per kW.h in 
the 2004 COSS.  Approximately 50% of net export revenue is derived from firm, 
long-term sales. 
 
Manitoba Hydro’s practice, prior to 2006, was to credit net export revenue to 
customer classes on the basis of their share of Generation and Transmission costs.  
The basis of this allocator was that it is the Generation and Transmission assets 
that make possible the export sales.  As export revenues increased through the 
1990s, these credits covered an increasing proportion of Generation and 
Transmission costs. In the 2003/04 Cost of Service Study, net export revenues 
covered fully 47% of Generation and Transmission costs while accounting for 
only 35% of sales from the Transmission system.  
 
In effect, customer classes were receiving export credits based on an ever 
increasing marginal cost of bulk energy while being allocated costs based on 
embedded cost of Generation which was relatively stable from year to year. This 
approach was particularly beneficial for the large industrial class, served at high 
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voltage, for whom Generation and Transmission represents the vast proportion of 
cost to serve.  For this class, the export credit approach was, in effect, offsetting 
almost half the total allocated Generation and Transmission cost.  For Residential 
and Small General Service customers, the offset was also substantial, but at 28%, 
much less than for General Service Large. 

 
Manitoba Hydro became concerned with this situation for two reasons: (1) that the 
class results from the study were becoming distorted relative to each other, 
because of the preponderance and treatment of export revenues and the different 
percentages of Generation and Transmission cost in the total class allocated to 
each class; and (2) that rates to industrial customers based on embedded cost were 
encouraging location of new large loads that, effectively, had to be served at 
marginal cost, while paying rates based on embedded cost. 
 
Manitoba Hydro filed cost of service documents for review by the Manitoba 
Public Utilities Board in 2005.  This material contained Manitoba Hydro’s 
recommendations for revisions to the Study methodology which would address its 
concerns.  Manitoba Hydro’s filing was reviewed by the PUB in a public hearing 
which concluded in June of 2006.  The PUB further clarified its directives in an 
Order on Manitoba Hydro’s 2008/09 General Rate Application.  The PUB 
directives supported some, but not all, of Manitoba Hydro’s Cost of Service Study 
recommendations.   
 
There is a substantial public record of the evolution of the cost of service study in 
Manitoba’s regulatory setting over the past six or seven years.  This includes 
Manitoba Hydro’s General Rate Applications, PUB regulatory decisions, previous 
consultant studies and other documents made available during discovery 
processes.  

 
6.2 Natural Gas Cost of Service Study 

Manitoba Hydro’s natural gas operations are similar to those of other gas LDC’s 
in Canada and the US.  There are special challenges related to serving customers 
across a geographically wide service territory with significant areas of low 
customer density, where most of the load is seasonal, and where seasonal 
temperatures can be both extreme and highly variable.  Manitoba Hydro procures 
its natural gas supplies from outside the province using a portfolio of contracted 
supply, pipeline and storage assets.  However, while there are these and other 
unique features to Manitoba gas operations, cost allocation procedures have not 
been subject to the same degree of controversy as those of the electric operations. 
 
The Corporation’s natural gas Cost of Service and Rate Design Methodology was 
last comprehensively reviewed in 1996.  The key features of the study include: 
 
a) Embedded costs results reported on a future test year basis; 

 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 34

PAGE 176



 

 - 5 - 

b) Six main functions: Production, Pipeline, Storage, Transmission, 
Distribution, Onsite; 

 
c) Production related costs are market based.  Costs allocated based on 

volume and daily load curve; 
 

d) Pipeline and Storage related costs contractually based.  The majority of 
these costs are demand related and allocated on peak and average basis.  
The peak is determined on a class non-coincident basis; 

 
e) Transmission related costs classified as 100% demand and allocated on the 

basis of peak and average.  Peak is determined on class non-coincident 
basis; 

 
f) Distribution related costs split between demand and customer on the basis 

of a diameter length methodology.  Demand related costs allocated to 
classes on the basis of peak and average.  Peak is determined on a class 
non-coincident basis; 

 
g) Customer related costs allocated on weighted customer count;  

 
h) Allocated costs basis of rates.  Revenue to Cost Ratio at unity; and 

 
i) Rate Design significantly unbundled.  Small volume users have essentially 

a 5 part rate:  Fixed Monthly Charge; volumetric Primary Gas, 
Supplemental Gas, Transportation and Distribution rates.  Industrial 
Customers have, in addition to those identified above, Demand 
Transportation and Distribution rates 

 
While there has not been significant public review of the natural gas cost of 
service study over the past ten years and the current cost of service study has 
served the utility well, a number of significant changes have occurred including a 
change in ownership, industry changes, customer changes, demand side 
management and low income customer considerations and stakeholder changes.  
These changes together with the requirement to review electric cost of service 
make it appropriate for cost of service to be reviewed in its entirety. 
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July 29, 2008 
Order No. 116/08 

  Page 350  
19.0 Board Directives 

 
e)   MH to file with the Board on or before June 30, 2009 a draft plan, 

with projected implications, to increase the Corporation’s integrated 

(natural gas and electricity) energy-efficiency initiatives with respect 

to low-income households, so as to allow for reduced energy 

consumption for all such households within a decade; 

f)   MH to report back to the Board on the potential for a low-income 

and a general refrigerator replacement program, and provide the 

merits of such programs, on or before June 30, 2009; and 

g)   MH to accrue interest on the AEF balance, to ensure additional 

funds are available to fund expanded low-income energy efficiency 

programs and to avoid the loss of “purchasing power” of the AEF 

due to continuing inflation; 

19. MH to refile the COSS by January 15, 2009 on the following basis: 

a) As defined by Order 117/06; 

b) Incorporating diesel and exports in the same fashion as other 

domestic customer classes; 

c) The assigning of 50% fixed and 100% variable thermal plant costs 

to the Export class; 

d) Assign DSM cost directly to export class and add DSM energy 

savings to domestic load for Generation cost-sharing purposes; 

e) Use the most recent actual [not forecast] export prices to establish 

export revenue in the COSS; and 

f) Use actual [eight year] energy [SEP] prices and energy use profiles 

in Generation energy weighting process; 
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July 29, 2008 
Order No. 116/08 

  Page 351  
19.0 Board Directives 

 
20. MH to provide and file with the Board by January 15, 2009 a revamped 

Marginal Cost (MC)-COSS analysis, one reflecting needed 

refinements to generation, transmission and distribution marginal 

costs.  This should include specific demonstrations of how alternative 

MC adjustments could be applied to an embedded COSS.  Among the 

scenarios to be explored, MH should consider the addition or blending 

of marginal costs to embedded costs prior to comparison to class 

revenues;  

21. MH to file all appropriate data [e.g. SEP/ NEB/ MISO clearinghouse 

information and avoided cost information etc.] required for input to the 

marginal cost determinations for generation, transmission and 

distribution and to further define the key assumptions employed by MH 

in support of this process, with the Board [on a confidential basis if 

necessary] on or before September 30, 2008;  

22. MH to provide a planned implementation strategy outline by 

September 30, 2008 for TOU Rates as appropriate to the classes with 

required metering technology already in place.  Alternative rate 

strategies should be included for consideration at the upcoming 

Energy Intensive Industry rate hearing; 

23. MH file a plan by January 15, 2009 outlining the pros and cons of the 

various potential inverted rate strategies under consideration, and the 

MH-proposed course of action to address this issue over the next five 

years;  

24. MH to plan to re-balance demand and energy charges on a revenue-

neutral basis, and submit a 5-year transition plan for the Board’s 

approval at the earliest of June 30, 2009, or the next GRA; 
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e) MH to file with the Board on or before June 30, 2009 a draft plan, with 
projected implications, to increase the Corporation’s integrated (natural 
gas and electricity) energy-efficiency initiatives with respect to low-
income households, so as to allow for reduced energy consumption for 
all such households within a decade; 
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f) MH to report back to the Board on the potential for a low-income and a 
general refrigerator replacement program, and provide the merits of 
such programs, on or before June 30, 2009; and 

 

g) MH to accrue interest on the AEF balance, to ensure additional funds 
are available to fund expanded low-income energy efficiency programs 
and to avoid the loss of “purchasing power” of the AEF due to 
continuing inflation; 

 

The responses to items 18 (a); (b); (c); and (d) were filed with the PUB on September 30, 

2008. 

 

The responses to items 18(e) and (f) were filed with the PUB on July 24, 2009. 

 

Manitoba Hydro filed a response to 18(d) on March 4, 2009.  This directive was updated 

in Order 32/09; Directive 8.  The response to that directive will be provided in January, 

2010. 

 

19. MH to refile the COSS by January 15, 2009 on the following basis: 
 

a) As defined by Order 117/06; 
 

b) Incorporating diesel and exports in the same fashion as other domestic 
customer classes.  This Directive remains conditional on the full 
execution of the Settlement Agreement and is also subject to further 
review and approval by the Board in a required separate application and 
proceeding; 

 

c) The assigning of 50% fixed and 100% variable thermal plant costs to the 
Export class; 
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d) Assign DSM cost directly to export class and add DSM energy savings to 
domestic load for Generation cost-sharing purposes; 
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e) Use the most recent actual [not forecast] export prices to establish export 
revenue in the COSS; and 

 

f) Use actual [eight year] energy [SEP] prices and energy use profiles in 
Generation energy weighting process; 

 

A Cost of Service Study for the year ended March 31, 2008, was prepared consistent with 

this directive and was filed with the Public Utilities Board March 4, 2009.  This study is 

provided in the General Rate Application as Appendix 11.3. 

 

20. MH to provide and file with the Board by January 15, 2009, or by such 
subsequent date as determined by the Board following the clarification 
meeting(s) between Board staff and/or Advisors and MH, a revamped Marginal 
Cost (MC)-COSS analysis; one reflecting needed refinements to generation, 
transmission and distribution marginal costs. This should include specific 
demonstrations of how alternative MC adjustments could be applied to an 
embedded COSS. Among the scenarios to be explored, MH should consider the 
addition or blending of marginal costs to embedded costs prior to comparison to 
class revenues; 

 

A meeting was held on November 24, 2009 between Manitoba Hydro and the PUB to 

discuss this directive.  A copy of a report produced pursuant to this and any subsequent 

similar meetings will be provided in due course. 

 

Manitoba Hydro intends to engage external consulting services to review the entire Cost 

of Service methodology for consistency with cost causation, utility economics and the 

range of regulatory practice in North America and, pursuant to that review, to make 

appropriate recommendations with respect to either maintaining or varying those 

methodologies.  Manitoba Hydro will file its proposed Terms of Reference for the review 

in January, 2010.  

 

21. MH to file all appropriate data [e.g. SEP/ NEB/ MISO clearinghouse 
information and avoided cost information etc.] required for input to the 
marginal cost determinations for generation, transmission and distribution and 
to further define the key assumptions employed by MH in support of this 
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Order 116/08 Directive 19 Revisions to PCOSS08 
 
The attached Electric Cost of Service schedules are filed to comply with Directive 19 in PUB 
Order 116/08 requiring Manitoba Hydro to re-file the results of the 2007/08 Prospective Cost 
of Service Study (“PCOSS08”) with modifications as directed in that Order.  Order 116/08 
was issued subsequent to PUB Order 90/08 which dealt with Manitoba Hydro’s 2008/09 
General Rate Application.  Order 116/08 provided further direction on a number significant 
matters including directing Manitoba Hydro to make some specific modifications to the 
Corporation’s Cost of Service Study (“COSS”) that had been filed as part of the 2008/09 
GRA as compliant with earlier Cost of Service Order 117/06.  Directed modifications are 
discussed below. 
 
a) Manitoba Hydro was directed to re-file the study using the methodology as 

defined by Order 117/06 (Directive 19(a)).   
 
Manitoba Hydro has revised PCOSS08 to reflect the intention of the PUB as clarified in 
Order 116/08.  Differences from the methodology used by Manitoba Hydro in preparing 
PCOSS08 as per order 117/06 and PCOSS08 as revised pursuant to the clarifications issued 
in Order 116/08 are discussed in the remainder of the document. 
 
b) The PCOSS should incorporate diesel and exports in the same fashion as other 

domestic customer classes (Directive 19(b)).  
 
As directed the Export and Diesel classes have been incorporated, and disclosed, in the study 
in the same fashion as other customer classes as shown in Schedules 5 and 6. 
 
c) Fifty percent of fixed and 100% variable thermal plant costs are to be directly 

assigned to the Export class. (Directive 19(c)).  
 
In Order 117/06 Manitoba Hydro was directed to allocate costs to the export customer class 
in a manner that reflected cost causation, and in particular, costs assigned to the Export class 
were to include thermal plant costs. 
 
In PCOSS08 filed to support the 2008/09 GRA, Manitoba Hydro assigned the thermal fuel 
costs to the export customers, while the remaining operating and maintenance, interest and 
depreciation expense were allocated as part of the generation pool.  Manitoba Hydro believed 
this treatment was the closest cost-causal interpretation consistent with the directive.  
MIPUG provided support for Manitoba Hydro’s interpretation and agreed that the treatment 
did not appear unreasonable. 
 
In Order 116/08 the Board stated that while it understood the rationale that “thermal plants 
provide dispatchable energy, increase dependable energy for export, and enhance the 
reliability of domestic energy and, as such, all non-variable costs should be shared by both 
domestic and export classes”, the approach “would reject the principles of cost causation and 
would be avoiding a proper allocation of costs” (Order 116/08, pp 270).   The Directive from 
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Order 117/06 was modified in 116/08 to assign all fuel costs and 50% of the fixed costs to 
the Export class. 
 
Manitoba Hydro continues to believe that it is inconsistent with cost causation, and therefore 
inappropriate to directly assign fixed thermal plant costs to the Export class, or to assign any 
fixed cost at all to opportunity export sales. However, as directed, 100% of the fuel costs of 
$23.2 million have been directly assigned to the Export class in the revised study.  The 
remaining fixed operating and maintenance costs ($20.5M), interest ($20.3M) and 
depreciation ($17.5) are split evenly between exports and the generation pool.  The 
$52.4 million in thermal plant fixed and variable costs assigned to exports implies a cost of 
8.92¢/kWh for the 587 GW.h of thermal energy forecast in PCOSS08. The remaining costs 
are assigned to the generation pool for allocation to the domestic and Export classes, with the 
export share reduced for sales deemed served by thermal generation and power purchases.   
 
d) Assign DSM cost directly to export class and add DSM energy savings to 

domestic load for Generation cost-sharing purposes (Directive 19(d)).   
 
Order 117/06 directed Manitoba Hydro to directly assign the cost of domestic DSM to export 
customers, but did not provide a specific treatment for DSM energy.  In PCOSS08 Manitoba 
Hydro interpreted the directive to mean that the associated DSM energy savings should also 
be assumed to serve the export market.  The PUB clarified their intent in 116/08, and stated 
that while the costs of DSM are to be directly assigned to the export class, exports should not 
to be deemed to receive the benefit from the associated energy savings.   
 
As directed Manitoba Hydro has assigned the costs of domestic DSM programs to the Export 
class, and added the DSM energy and capacity savings into the domestic load in this revised 
PCOSS. No reduction was made to the Export class energy or demand for cumulative DSM 
savings.  
 
Energy savings from DSM programs are included in the PCOSS in two ways.  Energy 
savings from programs undertaken in the past are implicitly and inextricably included in the 
forecast energy consumption for the class.  Additional energy savings from new DSM 
planned for the two forecast years included in the PCOSS are then explicitly assigned to 
reduce forecast consumption for each class.  This treatment of the DSM energy savings is 
consistent with PCOSS prepared prior to the issuance of 117/06. 
 
In this revision to PCOSS08, once forecast class loads (including savings from DSM 
undertaken in the two forecast years) are calculated, the forecast cumulative DSM savings of 
1,350 GW.h (actual to 2005/06 plus forecast for 2006/07 and 2007/08) are added back to the 
domestic classes in accordance with Directive 19(d). The determination of class energy 
including cumulative DSM is illustrated in Schedule 1. The DSM savings are assumed to 
have the same distribution between the twelve time periods as the forecast class energy when 
determining the weighted energy allocator for Generation cost-sharing purposes. The 
determination of marginal cost weighted class energy including cumulative DSM is 
illustrated in Schedule 2. 
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While forecast DSM savings are allocated to individual classes for rate design and use in the 
PCOSS, the DSM cumulative savings have only been tracked on an aggregate basis by 
sector, and are not available broken down by customer class.  The sector aggregations can be 
directly matched to a specific class in the case of Residential programs, but in the cases of 
Industrial and Commercial programs participants belong to multiple classes.  To estimate the 
savings on a class level, cumulative DSM savings aggregated by sector have been split using 
the forecast for DSM as used in the PCOSS (See Table 1).  For example, if General Service 
Medium class was expected to provide 36% of the forecast savings from the Commercial 
DSM programs, then 36% of the 539 GW.h savings projected from Commercial programs to 
the end of 2007/08 would be added to the GSM load.   
 
The class share of forecast sector savings from a sample of past studies (PCOSS from 1995, 
1999, 2004 and 2008) has been averaged to recognize the evolution in the Power Smart 
programs as technologies change, existing opportunities are exhausted and new ones 
identified.  Table 2 shows the average class share of forecast savings for the Commercial and 
Industrial sector programs in the sampled studies.  As a PCOSS is not prepared each year, 
and due to the considerable effort required to produce the data, a complete analysis 
incorporating all years is neither practical nor even possible.   
 
Unlike other classes that benefit from ongoing DSM programs, the Streetlighting and 
Sentinel conversion was completed in a single program spanning several years in the early 
1990’s and accordingly are not represented in Power Smart program forecasts since that time.  
The programs were significant, but would not be recognized in the revised PCOSS without a 
specific adjustment to the methodology used to estimate class share of DSM savings.  A post-
conversion review of the Streetlighting and Sentinel programs identified the savings realized 
from the conversion.  As these savings are directly attributable to the lighting class, they are 
removed from the Commercial sector savings before allocating the remaining savings 
between classes. 
 
While Manitoba Hydro believes this method of estimating class share of DSM savings is the 
most reasonable given the lack of historical data at the detailed level, it should be stressed 
that these results may vary considerably from actual class-by-class savings had they been 
tracked in that manner since the Power Smart program’s inception. 
 
Table 1 – Cumulative DSM Energy Savings Forecast to 2007/08 (GW.h @ Generation) 
 

Sector 

Program 
Savings 

by 
Sector 

Codes & 
Standards 

Savings 
Attributed 
to Sectors 

Total 
Savings by 

Sector 
Residential (including Customer Service Initiatives) 113.0  279.9  392.9  
Industrial 349.0  27.5  376.6  
Commercial (less A&R Lighting) 386.5  151.4  538.0  
A&R Lighting 42.6  -    42.6  
Total Energy Savings 891.1  458.9  1,350.0  
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Table 2 – Average Class Share of Forecast Sector Savings in PCOSS 
 

Sector Res 
A&R 

Lighting 
GSS 
ND 

GSS 
Demand GSM 

GSL 
0-30 

GSL 
30-100 

GSL 
>100 Total 

Industrial 0.0% 0.0% 2.5% 2.5% 17.3% 17.7% 6.3% 53.8% 100% 
Commercial 0.5% 0.0% 25.8% 27.4% 36.0% 8.4% 1.1% 0.7% 100% 

 
Table 3 – Sector Energy Savings Assigned to Classes (GW.h @ Gen) 
 

Sector Res 
A&R 

Lighting 
GSS 
ND 

GSS 
Demand GSM 

GSL 
0-30 

GSL 
30-100 

GSL 
>100 Total 

Residential 392.9         392.9 
Industrial -       9.4 9.4 65.0 66.7 23.5  202.5 376.6 
Commercial 2.9   138.6 147.4 193.9 45.4 6.1  3.6    538.0 
A&R 
Lighting  42.6       42.6 
Total Savings 395.8  42.6 148.0 156.8  258.9 112.1 29.6  206.1 1,350.0 

 
Both Coincident Peak (CP) and class Non-Coincident Peak (NCP) demand allocators for 
Transmission, Subtransmission and Distribution incorporate the cumulative DSM capacity 
savings into the forecast class demand in a similar manner.  Cumulative winter and summer 
demand savings by sector, excluding rate programs, have been broken down to the class level 
on the same basis as energy savings and added to the forecast seasonal demands used to 
calculate the seasonal demand (2 CP) allocator for Transmission.  The determination of the 
seasonal demand allocator is illustrated in Schedule 3.  Cumulative savings forecast to 
2007/08 are 294.5 MW at Generation at winter peak, and 249.5 MW at summer peak, 
excluding rate programs 
 
Demand for curtailable customers was calculated in previous PCOSS as if the customers 
were not curtailed at the time of the system peak.  There were no curtailments in the top fifty 
hours, summer or winter, in the 2005/06 Load Research results used in PCOSS08 so the 
adjustment did not change calculated demand in the study.  This adjustment to customer 
demand allocators, and the possible resulting increase in demand allocated costs, was offset 
in prior studies by crediting the affected classes with a cost reduction equal to the value of 
the curtailable load. However, as the demand allocators for all customer classes have now 
been increased by the amount of their cumulative DSM demand savings, this trade-off for the 
curtailable incentive is no longer applicable.  As such, there is no assignment of a curtailable 
credit to the curtailable classes in this revised version.   
 
The increase in class Non-Coincident Peak is estimated using the increase in winter CP and 
the class diversity factor, and results in an increase to total NCP load of 340.6 MW at 
Generation. The determination of the NCP demand allocator is illustrated in Schedule 1. 
 
Manitoba Hydro is of the view that the treatment of DSM savings and costs, as described 
above, is unnecessarily cumbersome, requires significant analytical effort, provides only a 
rough allocation of DSM energy and demand to classes, and does not improve the results of 
the PCOSS.  Manitoba Hydro recommends that DSM be incorporated into the PCOSS by 
allocating ongoing costs and benefits both to the domestic classes. 
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e) Use the most recent actual [not forecast] export prices to establish export 

revenue in the COSS (Directive 19(e)). 
 
The 7,707 GWh of forecast export sales in PCOSS08 had an average price 6.362¢/kWh, 
while the actual average price for Market and Bilateral sales in 2005/06 (the most recent 
actual year at the time PCOSS08 was prepared) was 5.194¢/kWh. The actual average sales 
price has been adjusted for forecast CPI in 2006/07 and 2007/08 (2.0% per year) to calculate 
the inflation adjusted price used in the PCOSS of 5.404¢/kWh.  For comparison purposes the 
actual average price received for export sales for the first three quarters of 2007/08 was 
4.942¢/kWh.   
 
Export revenue in the study also included $42.5 million in Merchant or Off System sales that 
are made only when there are arbitrage opportunities to allow such sales to be made 
profitably.  These price-sensitive sales are directly linked to an offsetting import purchase, 
the cost of which ($35.2 million) is directly assigned to the export class as part of power 
purchases.  There is no energy associated with these transactions in the PCOSS. 
 
As a proxy for restating using actual export prices, total merchant sales revenue has been 
adjusted while purchases are held constant, to yield the same ratio of sales to purchases as 
realized in 2005/06.   In 2005/06 the ratio of actual sales revenue to purchases was 114.4% 
for these transactions, compared to the 120.8% forecast for 2007/08. 
 
Table 4 – Calculation of Revised System Merchant Sales Revenue 
 
2005/06 System Merchant Sales ($/MWh)      68.49  
2005/06 System Merchant Purchase ($/MWh)      59.87  
Ratio of Sales:Purchase  114.4% 
Forecast System Merchant Purchases in PCOSS08 (000$)     35,213  
Adjusted System Merchant Sales in PCOSS08 (000$)     40,283  

 
Export revenue includes items such as MISO Transmission Credits and other export related 
revenues that are not related to energy sales. These items have not been adjusted in the 
revised PCOSS.  Revised export revenue of $475.4 million is $76 million less than in the 
prior version of PCOSS08. 
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Table 5 – Calculation of Revised Export Revenue 
 
 (000 $) 
Export Sales at Forecast Price (7,707 GW.h @ 6.362¢/kWh) 490,314 
Adjust Export Sales to use Actual Price (5.404¢/kWh vs 6.362¢/kWh) (73,840) 
Merchant Sales at Forecast Price 42,538 
Adjust Merchant Sales to 114.4% of Forecast Merchant Purchases (2,255) 
Miscellaneous Revenue 18,662 
Revised Export Revenue 475,419 

 
Adjusting the revenue side of the transaction requires a corresponding adjustment to the cost 
of the supply that is subject to many of the same market forces and conditions.  The 
2,028 GW.h in forecast Power Purchases included in the PCOSS have been restated to use 
the CPI adjusted actual price of purchased power for 2005/06 of 3.939¢/kWh, resulting in the 
power purchase costs directly assigned to the Export class increasing by $5.8 million.  Power 
Purchases also include Merchant Purchases, PSO Transmission Charges and Financial 
Transmission Rights.  These items have not been adjusted in the revised PCOSS. 
 
Table 6 – Calculation of Revised Power Purchases 
 
 (000 $) 
Power Purchases at Forecast Price (2,028 GW.h @ 3.652¢/kWh) 74,065 
Adjust Power Purchases to use Actual Price (3.939¢/kWh vs. 3.652¢/kWh) 5,817 
Merchant Purchases at Forecast Price 35,213 
PSO Transmission and FTR Charges 25,181 
Revised Power Purchases 140,276 

 
The net change in Manitoba Hydro revenue due to the $76.1 million reduction in export 
revenue and $5.8 million increase in Purchased Power costs is matched on the cost side by 
making a $81.9 million reduction in Contribution to Reserves (a component of Interest costs 
included in the PCOSS) so costs continue to equal revenue in the study. 
 
The intervenor, COALITION, has raised concerns that this would result in revenues and net 
costs in the PCOSS that will not match Manitoba Hydro’s projected revenue requirement as 
per the Integrated Financial Forecast (IFF).   Manitoba Hydro does not believe that the fact 
that PCOSS revenues do not match Manitoba Hydro’s projected revenue requirement 
necessarily reduces the usefulness of the PCOSS results.  There is already a precedent for a 
mismatch between the PCOSS and the IFF revenue requirement with the addition of the 
Uniform Rate Adjustment (URA) which increased revenue in the PCOSS without, by 
definition, a similar increase to the revenue requirement.    
 
The purpose of the COSS is to determine a fair sharing of revenue requirement among the 
customer classes and with minor changes in export revenue the apportionment of the revenue 
requirement is still valid, regardless of the precise amount of revenue required.  The risk is 
that a dramatic reduction in export revenue requires adjustments to the PCOSS that imply a 
considerably lower cost for Manitoba Hydro’s plant, even though the Corporation’s revenue 
requirement as identified in the IFF does not change. 
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Revenue Cost Coverage (RCC) ratios for the domestic classes are utilized post allocation of 
net export credit and the change will not be material for most classes as a result of the change 
in gross export revenues.   There are some classes that are more sensitive to these changes 
than others, and could see significant changes in their RCC with dramatic changes to export 
revenues.  The accompanying change in interest costs has the greatest impact on plant-
intensive functions such as Generation and Transmission, while the reduction in net export 
has a uniform effect on the net cost of all functions.  As a result the net cost of Generation 
and Transmission after allocation of exports is reduced more than other functions due to this 
change. Similarly, directly assigned interest costs will change, but are not offset by net export 
revenues in the approved methodology.  Classes with a relatively higher proportion of direct 
costs or Generation and Transmission related costs are liable to see greater changes than 
average with the directed change to export revenue. 
 
f) Use actual [eight year] energy [SEP] prices and energy use profiles in 

Generation energy weighting process (Directive 19(f)).  
 
In the version of the PCOSS08 filed during the 2008/09 GRA the energy consumption 
patterns from the last actual year are used to distribute forecast energy consumption into the 
twelve time periods, which are then weighted by the relative value of SEP energy in each 
period.  The distribution of export energy among the twelve periods in the actual years 
previous to the PCOSS06 and PCOSS08 were quite different due to different water 
conditions in 2003/04 versus 2005/06. 
 
The season and time of day that export sales are made by Manitoba Hydro are logically 
affected by changing water conditions.   The pattern of domestic energy use does not share 
the same connection to water conditions, but is likely affected by variations in weather and 
other factors from year to year.  Manitoba Hydro agrees that using averages improves data 
quality for the export customers, and to a lesser degree for the domestic classes. 
 
Load Research data is not available to provide domestic consumption profiles over the 
required twelve periods for years prior to 2002/03.   The revised study has used energy use 
profiles for the four year period from 2002/03 to the 2005/06 base year of PCOSS08.  Future 
PCOSS will use the full eight year average as data becomes available. As expected the use of 
average weightings from a number of years affects the Export class distribution more than 
any domestic class. 
 
Table 7 – Energy Profile Using Average of 2002/03 to 2005/06 Actual Consumptions 
 

 Spring Summer  Fall Winter 
  On  Shoulder  Off   On  Shoulder  Off   On  Shoulder  Off   On  Shoulder  Off  
Residential 3.3% 6.2% 3.9% 6.2% 11.6% 5.9% 4.2% 7.8% 4.9% 11.4% 20.6% 14.1% 
GSS 3.7% 6.5% 3.9% 8.3% 12.6% 7.2% 4.4% 7.7% 4.7% 10.5% 18.4% 12.0% 
GSM 3.9% 6.7% 4.1% 8.6% 14.0% 8.3% 4.3% 7.6% 4.7% 9.8% 16.9% 11.0% 
GSL 3.8% 7.1% 5.3% 7.5% 13.8% 10.3% 3.9% 7.4% 5.6% 8.4% 15.4% 11.6% 
Exports 6.3% 9.2% 3.4% 13.7% 20.6% 7.9% 3.9% 7.0% 3.7% 6.7% 11.2% 6.5% 
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Table 8 – Energy Profile Using 2005/06 Actual Consumption 
 

  Spring  Summer  Fall Winter 
  On  Shoulder  Off   On  Shoulder  Off   On  Shoulder  Off   On  Shoulder  Off  
Residential 3.2% 5.9% 4.1% 6.4% 12.0% 6.4% 4.2% 7.6% 5.2% 11.2% 20.3% 13.4% 
GSS 3.9% 6.7% 4.0% 8.5% 12.8% 7.5% 4.4% 7.6% 4.6% 10.4% 17.9% 11.5% 
GSM 4.0% 7.0% 4.2% 8.7% 14.3% 8.4% 4.3% 7.7% 4.6% 9.6% 16.5% 10.7% 
GSL 3.9% 7.1% 5.4% 7.7% 13.8% 10.5% 3.9% 7.3% 5.5% 8.3% 15.2% 11.5% 
Exports 4.0% 7.8% 5.6% 9.2% 17.3% 11.7% 3.6% 7.6% 5.5% 6.5% 12.8% 8.4% 

 
Table 9 compares the ratio of class weighted energy to their un-weighted energy under both 
consumption profiles, and illustrates the effect of using an averaged consumption profile 
versus a single year.  The use of a multi-year consumption profile instead of just a single year 
has essentially no effect on the aggregate weighting applied to the domestic classes energy 
consumption, and only moderately increases the weighting applied to the export energy sales.  
While it is reasonable to assume that the aggregate weighting for the domestic class will not 
change significantly once the full eight year sample is available, it is difficult to predict the 
impact the additional data will have on the export aggregate weighting. 
 
Table 9 – Comparison of Aggregate Weightings of Single vs. Multi-Year Energy Profile 
 
 Aggregate Weight using 

2002/03 to 2005/06 
Profiles 

Aggregate Weight 
using 2005/06 Profile 

Increase Due to 
Multi-Year Profile 

Residential 2.25 2.25 0.3% 
GSS 2.26 2.26 0.1% 
GSM 2.25 2.25 0.1% 
GSL 2.17 2.17 0.0% 
Exports 2.32 2.16 7.1% 

 
Revised Results of PCOSS08 
 
Manitoba Hydro has modeled the results of the Prospective Cost of Service Study for 
2007/08 to reflect the modifications directed in Order 116/08 as discussed above.  Other than 
the changes previously mentioned, costs and revenues in PCOSS08 have not been updated or 
changed in order to allow comparison between versions, and allow the effects of 
Order 116/08 revisions to be studied in isolation.  A variance analysis illustrating the effect 
of incorporating these directions is included as Schedule 7.  The changes were implemented 
on a cumulative basis in the variance analysis, and it should be noted that the impact 
attributed to any individual modification may be different if they had been implemented in a 
different sequence. 
 
The assignment and allocation of costs as directed in Order 116/08 results in net export 
revenue of $48.7 million remaining to be allocated to domestic customers, considerably 
lower than the $165 million in the study prior to incorporating the 116/08 directives. 
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Table 10 – Comparison of Net Export Revenue under Order 116/08 vs. 117/06 
 
 PCOSS08 116/08i 

($ Million) 
PCOSS08 117/06ii 

($ Million) 
   
Gross Export Revenue 475 552 
Less:   

Uniform Rates 17 17 
DSM 23 25 
Trading Desk 13 13 
MAPP/MISO/NEB 7 7 
Purchased Power 140 134 
Thermal Costs 52 23 
Allocated Generation 129 116 
Allocated Transmission 45 51 

Net Export Revenue 49 165 
 
Table 11 – Comparison of Class Share of Export Revenue 
 

Customer Class 
PCOSS08 

116/08i 
PCOSS08 

117/06ii 
PCOSS06 
Previousiii 

PCOSS06 
Recommendediv 

Residential 42.6% 42.4% 34.2% 42.6% 
GSS Non-Demand 8.6% 8.3% 8.4% 9.6% 
GSS Demand 9.8% 9.7% 8.6% 8.3% 
GSM 13.6% 13.4% 14.8% 13.6% 
GSL 0-30 kV 7.0% 7.0% 7.3% 6.5% 
GSL 30-100 kV 3.1% 3.2% 3.5% 2.6% 
GSL >100kV 13.8% 14.5% 22.8% 15.4% 
A&R Lighting 0.7% 0.5% 0.4% 0.5% 
Diesel 1.0% 0.9% 0.0% 0.8% 

 
As shown in Table 12, application of Order 116/08 directives yields results similar to those 
from studies before the review and revision of Manitoba Hydro’s Cost of Service 
methodology began.  With the reduction of net export to only $49 million, the distorting 
effects of exports on class RCC’s remain.  Although the study no longer explicitly allocates 
net export credits as an offset to Generation and Transmission costs, the assignment of 
sufficient Generation and Transmission expenses to the Export class to largely eliminate the 
net export credit has simply shifted the appearance of the allocation but not its results. 
 
The changes perpetuate the distorting effects of export revenues that caused concern for 
Manitoba Hydro and some of the parties in the first place.  Using the methodology from 
116/08 results in four classes falling within the 0.95 - 1.05 zone of reasonableness (ZOR), 
three classes above the ZOR, and one below the ZOR.   
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Manitoba Hydro Page 10 March 3, 2009 

The greatest impact on class RCC is from the assignment of DSM costs directly to the Export 
class, and the addition of DSM savings back to the domestic class load.  Unfortunately the 
lack of detailed historic data on realized savings requires a number of assumptions and 
allocations to disaggregate savings to the class level, and yields an estimate for which the 
level of confidence is disproportionate to its impact on the results of the study. 
 
Table 12 – Comparison of Class RCC  
 

Customer Class 
PCOSS08 

116/08i 
PCOSS08 

117/06ii 
PCOSS06 
Previousiii 

PCOSS06 
Recommendediv 

Residential 96.2% 96.4% 92.2% 97.0% 
GSS Non-Demand 101.4% 104.3% 103.1% 107.4% 
GSS Demand 107.8% 107.2% 106.0% 105.4% 
GSM 100.2% 101.1% 102.9% 100.6% 
GSL 0-30 kV 89.9% 90.4% 94.0% 90.1% 
GSL 30-100 kV 108.4% 103.7% 109.4% 101.5% 
GSL >100kV 112.0% 108.7% 114.7% 103.2% 
A&R Lighting 102.4% 105.8% 105.2% 107.1% 

 
i Version of PCOSS described herein with changes as directed in PUB Order 116/08 
ii Version of PCOSS submitted during the 2008/09 GRA with changes as directed in PUB Order 117/06 
iii Version of PCOSS submitted during the 2005 Cost of Service Review using Manitoba Hydro’s then current 
methodology  
iv Version of PCOSS submitted during the 2005 Cost of Service Review using Manitoba Hydro’s preferred 
methodology 
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Prospective Cost of 
Service Study

For Fiscal Year Ending 
March 31, 2011

Cost of Service Department
May 25, 2010
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Manitoba Hydro’s approach to PCOSS11 is outlined as follows: 

 

Export Class 

 

PCOSS11 includes a single export class that is allocated Generation and Transmission costs on 

the same basis as to domestic customers.  

 

Load Profile for Allocation of Generation Costs 

 

Twelve SEP time periods have been used in the allocation of generation-related costs, using 

energy use profiles averaged over seven years.  Future PCOSS will use the full eight year 

average as Load Research data becomes available.  

 

Assignment of DSM Costs 

 

DSM costs are assigned to the customer classes benefiting from the DSM programming, in the 

same manner as carried out prior to PCOSS08. This process reasonably assigns costs in 

accordance with the classes which benefit from the expenditures, is relatively simple to carry out, 

and avoids methodological complications associated with tracking cumulative DSM energy and 

capacity savings.  

 

The costs of programs that are funded by the Affordable Energy Fund (AEF) have been charged 

directly to the export class in this study. 

 

Thermal Plant Costs Assigned to the Export Class 

 

As gas-fired generation is almost never used to support exports and the plants provide 

dispatchable energy for the benefit of domestic customers, PCOSS11 assigns the cost of gas-

fired thermal plants entirely to the domestic classes. 

 

In accordance with climate change legislation, use of the Brandon Unit 5 coal generating station 

is limited to emergency use only.  As Manitoba Hydro can no longer use coal-fired generation to 

support exports, all the fixed and variable costs have been assigned entirely to the domestic 

classes in this study. 

 

 

Assignment of Other Costs to Exports   
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All persons making use of this consolidation are
reminded that it has no legislative sanction.
Amendments have been inserted into the base
regulation for convenience of reference only.  The
original regulation should be consulted for purposes
of interpreting and applying the law.  Only amending
regulations which have come into force are
consolidated.  This regulation consolidates the
following amendments: ??/??.

Veuillez noter que la présente codification n'a pas
été sanctionnée par le législateur.  Les modifications
ont été apportées au règlement de base dans le seul
but d'en faciliter la consultation.  Le lecteur est prié
de se reporter au règlement original pour toute
question d'interprétation ou d'application de la loi.
La codification ne contient que les règlements
modificatifs qui sont entrés en vigueur.  Le présent
règlement regroupe les modifications suivantes :
??/??.

01/10 1

THE CLIMATE CHANGE AND EMISSIONS
REDUCTIONS ACT
(C.C.S.M. c. C135)

LOI SUR LES CHANGEMENTS CLIMATIQUES ET
LA RÉDUCTION DES ÉMISSIONS DE GAZ À
EFFET DE SERRE
(c. C135 de la C.P.L.M.)

Coal-Fired Emergency Operations Regulation Règlement sur l'utilisation du charbon en cas

d'opérations d'urgence

Regulation  186/2009
Registered  November 18, 2009

Règlement  186/2009
Date d'enregistrement : le 18 novembre 2009

Emergency operations defined

1(1) In section 16 of The Climate Change

and Emissions Reductions Act, "emergency

operations" means operations using coal to generate
or prepare to generate power in Manitoba that, in
the opinion of Manitoba Hydro, are necessary to

(a) prevent or minimize the impact of a system or
local emergency or any other condition that may

(i) jeopardize the continuous supply of
power, at acceptable voltage and frequency,
or 

Définition

1(1) À l'article 16 de la Loi sur les

changements climatiques et la réduction des

émissions de gaz à effet de serre, « opérations

d'urgence » s'entend des opérations où l'on utilise
du charbon pour produire ou se préparer à produire
de l'énergie au Manitoba et qui, selon
Hydro-Manitoba, sont nécessaires aux fins
suivantes :

a) prévenir une situation d'urgence ou autre qui
se produit localement ou à l'échelle du réseau, ou
en atténuer les répercussions, laquelle situation
pourrait avoir dans la province ou un réseau
régional de distribution l'une des conséquences
suivantes :

(i) menacer l'alimentation sans interruption
en énergie, à un voltage et à une fréquence
acceptables,
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CLIMATE CHANGE AND EMISSIONS REDUCTIONS C135 — M.R. 186/2009

01/102

(ii) cause or contribute to instability,
uncontrolled separation or cascading
failures, or to uncontrolled electricity flows,

within Manitoba or an integrated regional power
grid;

(b) provide power if, due to forecasted water
supply conditions in Manitoba, demand for
power is expected to exceed aggregate supply; or

(c) maintain coal-fired generating facilities in a
state of readiness to respond to an emergency or
other condition.

(ii) causer des cas d'instabilité, des
séparations non contrôlées, des défaillances
en cascade ou des flux électriques non
contrôlés ou y contribuer;

b) fournir de l'énergie si, en raison de conditions
prévues au chapitre de l'approvisionnement en
eau, l'on prévoit que la demande d'énergie sera
supérieure à l'alimentation globale;

c) veiller à ce que les centrales alimentées au
charbon soient prêtes à fonctionner si une
situation d'urgence ou autre survient.

1(2) Manitoba Hydro must, in assessing the
potential for an emergency or other condition under
clause (1)(a) or in making a forecast under
clause (1)(b), consider

(a) any interconnection or other binding
agreement under which Manitoba Hydro is
obligated to provide a reliable and continuous
supply of power; and 

(b) any standards, rules, terms, conditions,
guidelines or schedules established by a
standards authority which relate to the planning,
design or operation of power generation or
transmission facilities or systems within an
integrated regional power grid.

1(2) Au moment d'évaluer si une situation
d'urgence ou autre visée à l'alinéa (1)a) pourrait
survenir ou de faire des prévisions conformément à
l'alinéa (1)b), Hydro-Manitoba tient compte des
facteurs suivants :

a) l'existence d'une convention d'interconnexion
ou autre liant les parties et en vertu de laquelle
elle est tenue de fournir un approvisionnement
fiable et constant en énergie;

b) l'existence de normes, de règles, de modalités,
de conditions, de lignes directrices ou de
programmes établis par un organisme de
normalisation et ayant trait à la planification, à la
conception ou à l'exploitation d'installations ou
de réseaux de production ou de transport
d'énergie au sein d'un réseau régional de
distribution.

1(3) In clause (2)(b), "standards authority”

means any agency, industry organization or body
that makes or approves standards or criteria that
apply both in and outside Manitoba relating to the
operation or reliability of power generation or
transmission facilities or systems.

1(3) À l'alinéa (2)b), « organisme de

normalisation » s'entend d'un organisme, d'une
organisation représentant l'industrie ou d'une entité
qui établit ou approuve des normes ou des critères
applicables au Manitoba et ailleurs à l’égard de
l'exploitation ou de la fiabilité des installations ou
des réseaux de production ou de transport d'énergie.

Minister must be notified — coal operations

2(1) Manitoba Hydro must give the minister
notice as soon as reasonably practicable if it uses
coal to generate power in Manitoba for any reason
other than for maintaining coal-fired generating
facilities in a state of readiness to respond to an
emergency or other condition.

Obligation d'aviser le ministre en cas d'utilisation

de charbon

2(1) Hydro-Manitoba est tenue d'aviser le
ministre dès que possible si elle utilise du charbon
pour produire de l'énergie au Manitoba, à moins que
cette mesure ne serve à garder des centrales
alimentées au charbon prêtes à fonctionner en cas
de situation d'urgence ou autre.
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CHANGEMENTS CLIMATIQUES ET RÉDUCTION
DES ÉMISSIONS DE GAZ À EFFET DE SERRE C135 — R.M. 186/2009

01/10 3

2(2) Manitoba Hydro must give the minister
notice if, due to forecasted water supply conditions,
it is of the opinion that it may be necessary to use
coal to generate power in Manitoba.  The notice
must include Manitoba Hydro's rationale for its
opinion.

2(2) Hydro-Manitoba est tenue de remettre
un avis motivé au ministre si elle juge, en raison des
cond i t i ons  p r é vu e s  a u  ch ap i t r e  d e
l'approvisionnement en eau, qu'elle pourrait devoir
utiliser du charbon pour produire de l'énergie au
Manitoba.

2(3) After giving notice under subsection (2),
Manitoba Hydro must notify the minister when
water supply conditions improve to the point that it
no longer expects to use coal to generate power in
Manitoba.

2(3) Après  a vo i r  donné  l ' a v i s ,
Hydro-Manitoba est tenue d'aviser le ministre de
nouveau lorsque les conditions au chapitre de
l'approvisionnement en eau s'améliorent à un point
tel qu'elle ne s'attend plus à devoir utiliser du
charbon pour produire de l'énergie au Manitoba. 

Annual coal operations emergency preparedness

plan

3 Manitoba Hydro must prepare and
submit to the minister an annual coal operations
emergency preparedness plan for the 12-month
period beginning April 1 of each year.  The plan
must be submitted to the minister on or before the
date specified by the minister. 

Plan annuel de préparatifs d'urgence sur

l'utilisation du charbon

3 Hydro-Manitoba dresse et soumet au
ministre, au plus tard à la date limite qu'il fixe, un
plan annuel de préparatifs d'urgence sur l'utilisation
du charbon visant la période de 12 mois
commençant le 1er avril.

Reporting

4(1) Within 30 days after the end of each
quarter, Manitoba Hydro must submit a report to
the minister setting out the following in respect of
each time in the quarter it used coal under
subsection 1(1):

(a) the reason or reasons for the use;

(b) the start and end date of the use;

(c) the gross power generated;

(d) an estimate of the resulting emissions.

Rapport

4(1) Dans les 30 jours suivant la fin d'un
trimestre, Hydro-Manitoba soumet au ministre un
rapport précisant, à l'égard de chaque utilisation de
charbon visée au paragraphe 1(1) au cours de cette
période, les renseignements suivants :

a) les raisons de l'utilisation;

b) la date où l'utilisation a commencé et pris fin;

c) l'énergie brute produite;

d) une évaluation des émissions de gaz à effet de
serre produites.

4(2) In subsection (1), "quarter" means the
consecutive three-month periods of January to
March, April to June, July to September and
October to December. 

4(2) Au paragraphe (1), « trimestre »

s'entend des périodes consécutives de trois mois
allant de janvier à mars, d'avril à juin, de juillet à
septembre et d'octobre à décembre.

Coming into force

5 This regulation comes into force on
January 1, 2010.

Entrée en vigueur

5 Le présent règlement entre en vigueur
le 1er janvier 2010.

The Queen's Printer
for the Province of Manitoba

L'Imprimeur de la Reine
du Manitoba
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– A minor modification to the Terms and Conditions of the Curtailable Rate Program 1 

effective April 1, 2008.; and 2 

 3 

– Modification to the Terms and Conditions of the Short Term Power Rate. 4 

 5 

These items, as well as details of the specific rate changes by customer class are 6 

discussed in Section 10.2 of this Tab. 7 

 8 

The PUB has approved, on an interim basis, several applications filed by Manitoba 9 

Hydro with respect to General Consumers rate increases, Diesel Rate Applications, the 10 

Limited Use of Billing Demand Rate option, the Curtailable Rate Program and the 11 

Surplus Energy Program.  Manitoba Hydro is now requesting final approval of these 12 

Orders, a listing of which is included in Appendix 10.6. 13 

 14 

10.1 RATE OBJECTIVES 15 

 16 

The proposed rate schedules are compatible with Manitoba Hydro’s general rate making 17 

objectives and long-term direction as follows: 18 

 19 

1. Manitoba Hydro’s long-term target is to have all class Revenue Cost Coverage 20 

(RCC) ratios in the range of 95% to 105%, and further that all classes should be 21 

gradually moved toward RCC’s of unity. 22 

 23 

2. In conformity with the principles of gradualism and sensitivity to customer 24 

impacts, annual adjustments to revenues by customer class are less than two 25 

percentage points greater than the overall 2.9% proposed increase in total revenue 26 

for the year. 27 

 28 

3. Consistent with conservation objectives, the rate schedules propose an inverted 29 

rate for the Residential and greater increases to energy charges than demand 30 

charges for the General Service Small Demand, Medium and Large classes. 31 

 32 

4. The combined impact of proposed class average rate increases and adjustments to 33 

rate structure results in customer monthly impacts which fall within Manitoba 34 

Hydro’s guidelines: 35 

 36 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 43F

PAGE 221



2007 08 01  Page 4 of 18 

– For Residential customers, no customer will experience a bill increase which 1 

exceeds the greater of $3.00 per month or three percentage points more than 2 

the class average increase. 3 

 4 

– For General Service customer, no customer will experience an increase in 5 

their average monthly bill over a year which exceeds the greater of $5.00 per 6 

month or five percentage points more than the class average increase. 7 

 8 

10.2 PROPOSED RATE CHANGES BY CUSTOMER CLASS 9 

 10 

Rate proposals for April 1, 2008 include some redesign in rate structure and changes to 11 

Terms and Conditions as described in this section under the appropriate rate class. 12 

Manitoba Hydro believes these changes are consistent with rate design principles in 13 

addition to addressing concerns of the Board cited in Orders 117/06 and 20/07. 14 

 15 

All customer classes will receive a 2.9% increase in rates with the exception of Area and 16 

Roadway Lighting which will have a 1.0% rate increase applied.  17 

 18 

A detailed Proof of Revenue is included in Appendix 10.1.  Appendix 10.2 includes Rate 19 

Schedules for rates effective April 1, 2008.  Appendix 10.3 includes Bill Calculations 20 

comparing the current rates to those proposed for April 1, 2008. 21 

 22 

Residential 23 

 24 

For rates effective April 1, 2008 the monthly Basic Charge will remain unchanged at 25 

$6.24 per month. The increase in revenue will be derived solely from the Energy Charge.  26 

Manitoba Hydro is proposing to eliminate the declining block rate structure, replacing it 27 

with an inverted rate whereby the first 900 kW.h per month will be at the lower rate of 28 

5.98¢/kW.h.  All energy consumed in excess of 900 kW.h per month will be at the higher 29 

rate of 6.01¢/kW.h. This inverted rate structure is consistent with Manitoba Hydro’s 30 

objective of promoting energy conservation as well as complying with Directives from 31 

the PUB’s Order 117/06 which directed Manitoba Hydro to exam phasing out or 32 

eliminating declining block rate schedules. 33 

  34 
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  TAB 10 1 

2 

3 

4 

5 

6 

MANITOBA HYDRO 

2010/11 & 2011/12 RATE INCREASE APPLICATION 

 

PROPOSED RATES AND CUSTOMER IMPACTS 

 

 7 

8 

9 

10 

11 

12 

13 

14 

15 

INDEX 

 

10.0 Overview............................................................................................................................. 1 

10.1 Rate Objectives ................................................................................................................... 2 

10.2 Proposed Rate Changes By Customer Class....................................................................... 3 

10.4 Customer Impacts of the Proposed Rate Changes .............................................................. 8 

10.5 Request for Final Approval of Interim and/or Ex Parte Orders ......................................... 9 

10.6 Rate Comparisons With Other Utilities ............................................................................ 10 
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1  

Customer Class 

2010/11 

Increase in Revenue 

2011/12 

Increase in Revenue 

Residential $13.8 million $14.3 million 

GS Small 7.1 million 7.0 million 

GS Medium 4.2 million 4.9 million 

GS Large 8.3 million 9.3 million 

Area / Roadway Lighting 0.6 million 0.6 million 

Miscellaneous 0.2 million 0.2 million 

DSM (0.9) million (1.3) million 

Total $33.4 million $35.1 million 

2 

3 

4 

5 

 

A Proof of Revenue for each fiscal year detailing the total increase by customer class is 

provided in Appendices 10.1 and 10.2 

 

10.1 RATE OBJECTIVES 6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

 

The proposed rate schedules are compatible with Manitoba Hydro’s general rate making 

objectives and long-term direction as follows: 

 

1. Manitoba Hydro’s long-term target is to have all class Revenue Cost Coverage 

(RCC) ratios in the range of 95% to 105%, and further that all classes should be 

gradually moved toward RCC’s of unity.  Attainment of this objective will take 

longer than anticipated given the across-the-board increases being proposed in 

this Application.  Manitoba Hydro intends on having an external review done of 

the Cost of Service Study methodologies before relying on the results of the study 

for rate design. 

 

2. In conformity with the principles of gradualism and sensitivity to customer 

impacts, annual adjustments to revenues by customer class are less than two 

percentage points greater than the overall 2.9% proposed increases in total 

revenue for each year. 

 

3. Consistent with conservation objectives, the rate schedules propose the 

continuation of an inverted rate for the Residential class and greater increases to 

energy charges than demand charges for the General Service Small Demand, 

Medium and Large classes. 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

 

4. The combined impact of proposed class average rate increases and adjustments to 

rate structure results in customer monthly impacts which fall within Manitoba 

Hydro’s guidelines: 

 

– For Residential customers, no customer will experience a bill increase which 

exceeds the greater of $3.00 per month or three percentage points more than 

the class average increase. 

 

– For General Service customer, no customer will experience an increase in 

their average monthly bill over a year which exceeds the greater of $5.00 per 

month or five percentage points more than the class average increase. 

 

10.2 PROPOSED RATE CHANGES BY CUSTOMER CLASS 14 

15 

16 

17 

18 

19 

20 

21 

22 

 

All customer classes will receive approximately a 2.9% increase in rates for each of the 

two test years.  

 

Detailed Proof of Revenues are included in Appendices 10.1 and 10.2.  Appendices 10.3 

and 10.4 include Rate Schedules for rates effective April 1, 2010 and April 1, 2011.  

Appendices 10.5 and 10.6 include Bill Comparisons for both test years. 

 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

Residential 

 

For rates effective April 1, 2010 the monthly Basic Charge will decrease by $1.00 per 

month to $5.85, and for rates effective April 1, 2011 the Basic Charge will drop an 

additional $1.00 per month to $4.85.  These decreases are being proposed to assist low 

income customers with low metered monthly consumption.  Seasonal residential 

customers will maintain their current Annual Basic Charge of $82.20 

 

The total increase in class revenue will be derived solely from the Energy Charge.  

Consistent with the intention of promoting energy conservation, the gap between the first 

block rate and tail block rate will be larger than the current rate structure.  For rates 

effective April 1, 2010, the first block rate will increase by 1.9% to 6.37¢/kW.h, whereas 

all energy consumed in excess of 900 kW.h per month will be at the higher rate of 

6.75¢/kW.h, representing an increase of 7.1% from current rates.  In year two of the rate 
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CAC/MSOS/MH I-193 

 

Subject: Temporary Billing Demand Concessions 

Reference: Appendix 13.1 

  Tab 1, page 2 

 

c) Please provide a schedule that for each account (name withheld) lists: 

 

 The average range of monthly load factors and the overall average load factor 

for the period September 2006 to August 2008. 

 The applicable 2009 rate schedule  

 The average per unit cost of energy based on the overall average load factor 

(September 2006 – August 2008) and 2009 rates 

 The months the accounts received the billing demand concession 

 The range of load factors and the overall average load factor for the eligible 

months to-date 

 The average unit energy cost that would have been paid based on standard 

rates over these months 

 The average unit cost of energy actually paid over these months. 

 

ANSWER: 

 

The information requested is of a commercially-sensitive nature and specific to customers for 

whom energy expense represents a significant portion of overall operating costs. The small 

number of customers located in Manitoba within specific industry sectors tends to make this 

type of information transparent to knowledgeable individuals. Given this sensitivity and 

respecting the privacy of commercially-sensitive information as it relates to customer-

specific operations, Manitoba Hydro needs to provide answers on an aggregated basis by rate 

class. 

 

Manitoba Hydro has applied for the deferrals granted to eligible customers under PUB Board 

Order 126/09 to be converted into concessions. At present amounts deferred under the 

program are subject to repayment in accordance with the terms specified under the order. 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 44

PAGE 226



Range of Load Factors and Average Load Factor for Accounts Participating in the 

Distressed Industry Billing Demand Deferral Program during the Billing Periods of Sep 

2006 - Aug 2008  

 

Range of Load Factors 
Rate Class 

Program 

Participants Min Avg Max 

GSL > 100 kV 4 0.224 0.722 0.938 

GSL 30 kV to 100 kV 2 0.481 0.787 0.892 

GSL 750 V to 30 kV 5 0.120 0.417 0.714 

GSM 13 0.105 0.365 0.702 

 

Applicable 2009 Rate Schedules 

 

The applicable 2009 rate schedules for General Service Large (GSL) and General Service 

Medium Customers can be found on Manitoba Hydro’s corporate web site at 

http://www.hydro.mb.ca/regulatory_affairs/energy_rates/electricity/historical.shtml 

 

Average Unit Energy Cost for Accounts Participating in the Distressed Industry Billing 

Demand Deferral Program Based on 2009 Rates and Overall Average Load Factor 

during the Billing Periods of Sep 2006 - Aug 2008 

 

Rate Class 
Unit Energy Cost 

(average) 

GSL > 100 kV $0.0354 

GSL 30 kV to 100 kV $0.0363 

GSL 750 V to 30 kV $0.0505 

GSM $0.0607 

 

Months that Accounts Received Billing Demand Deferrals by Rate Class 

 

(See attached table outlining program participation) 
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Range of Load Factors and Average Load Factor for Accounts Participating in the 

Distressed Industry Billing Demand Deferral Program during the Billing Periods of Jun 

2009 - Nov 2009 

  

Range of Load Factors 
Rate Class 

Program 

Participants Min Avg Max 

GSL > 100 kV 4 0.263 0.314 0.651 

GSL 30 kV to 100 kV 2 0.157 0.461 0.875 

GSL 750 V to 30 kV 5 0.099 0.259 0.450 

GSM 13 0.100 0.274 0.581 

 

Average Unit Energy Costs Based on Standard 2009 Rates and Average Load Factor 

 

Rate Class 
Unit Energy Cost 

(average) 

GSL > 100 kV $0.0489 

GSL 30 kV to 100 kV $0.0437 

GSL 750 V to 30 kV $0.0646 

GSM $0.0720 

 

Average Unit Energy Costs Paid After Distressed Industry Billing Demand Deferrals 

 

Rate Class 
Unit Energy Cost 

(average) 

GSL > 100 kV $0.0436 

GSL 30 kV to 100 kV $0.0390 

GSL 750 V to 30 kV $0.0567 

GSM $0.0656 

 

Note:  It is important to recognize that lower unit energy costs are the direct result of 

deferrals applied to customer accounts. Customer savings, resulting from lower unit 

costs, are dependent on the deferral being converted into a concession per Manitoba 

Hydro’s application to the PUB. 
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APPROVED BILLING DEMAND DEFERRALS BY RATE CLASS 
(June 2009 to November 2009 Billing Periods) 

 

 

JUNE 2009 JULY 2009 AUGUST 2009 

Accounts Deferral Amts Accounts Deferral Amts Accounts Deferral Amts 

 
Rate 
Class Eligible Approved $ kV.A Eligible Approved $ kV.A Eligible Approved $ kV.A 
Medium 38 8 4,885 586 45 11 6,386 766 48 13 9,306 1,116

L <30 10 4 23,213 3,689 12 4 28,688 4,428 12 5 37,811 5,891

L 30-100  0 0 - - 2 2 28,822 4,756 2 2 31,154 5,141

L >100 5 5 190,750 35,324 5 5 466,168 86,327 5 5 141,946 26,286

Total 53 17 218,848 39,599 64 22 530,064 96,277 67 25 220,217 38,434

SEPTEMBER 2009 OCTOBER 2009 NOVEMBER 2009 

Accounts Deferral Amts Accounts Deferral Amts Accounts Deferral Amts 

 
Rate 
Class Eligible Approved $ kV.A Eligible Approved $ kV.A Eligible Approved $ kV.A 
Medium 48 10 5,739 688 44 12 8,387 1,006 45 9 6,361 763

L <30 10 4 28,052 3,962 10 5 30,078 4,248 10 5 23,475 3,316

L 30-100  2 2 6,185 1,021 2 2 12,889 2,127 2 2 17,744 2,928

L >100 2 2 17,793 3,295 3 3 81,192 15,035 3 3 84,166 15,586

Total 63 18 57,769 8,966 61 22 132,546 22,416 61 19 131,746 22,593

TOTAL (June - November)      

Deferral Amounts      

 
Rate 
Class $ kV.A      

Medium 41,064 4,925      

L <30 171,317 25,534      

L 30-100  96,794 15,973      

L >100 982,015 181,853      

Total 1,291,190 228,285      
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CAC/MSOS/MH I-193 

 

Subject: Temporary Billing Demand Concessions 

Reference: Appendix 13.1 

  Tab 1, page 2 

 

d) With respect to Appendix 13.1, for each month please indicate the average unit 

energy cost for the customers in each class.  Please also indicate the actual cost of 

energy under the SEP for each month. 

 

ANSWER: 

 

Average Unit Energy Cost (prior to deferrals) for Accounts Participating in the 

Distressed Industry Billing Demand Deferral Program by Month for the Billing Periods 

of Jun 2009 - Nov 2009 

 

Average Unit Energy Cost ($/kWh) Billing 

Period GSL > 100 kV GSL 30 - 100 kV GSL 750 V - 30 kV GSM 

Jun 09 $ 0.0433 $ 0.0367 $ 0.0620 $ 0.0694 

Jul 09 $ 0.0711 $ 0.0536 $ 0.0623 $ 0.0717 

Aug 09 $ 0.0421 $ 0.0548 $ 0.0778 $ 0.0765 

Sep 09 $ 0.0500 $ 0.0414 $ 0.0630 $ 0.0701 

Oct 09 $ 0.0507 $ 0.0435 $ 0.0640 $ 0.0737 

Nov 09 $ 0.0551 $ 0.0456 $ 0.0623 $ 0.0718 

 

Average Actual Unit Energy Costs under the Surplus Energy Program for 

Corresponding Months of the Distressed Industry Billing Demand Deferral Program 

 

GSL > 100 kV (SEP) Billing 

Period On-Peak Shoulder Off-Peak 

Jun 09 $ 0.0290 $ 0.0215 $ 0.0086 

Jul 09 $ 0.0334 $ 0.0238 $ 0.0092 

Aug 09 $ 0.0325 $ 0.0202 $ 0.0076 

Sep 09 $ 0.0264 $ 0.0186 $ 0.0062 

Oct 09 $ 0.0259 $ 0.0191 $ 0.0084 

Nov 09 $ 0.0353 $ 0.0260 $ 0.0157 
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GSL 30 - 100 kV (SEP) Billing 

Period On-Peak Shoulder Off-Peak 

Jun 09 $ 0.0294 $ 0.0218 $ 0.0087 

Jul 09 $ 0.0339 $ 0.0242 $ 0.0094 

Aug 09 $ 0.0330 $ 0.0205 $ 0.0077 

Sep 09 $ 0.0268 $ 0.0189 $ 0.0062 

Oct 09 $ 0.0262 $ 0.0193 $ 0.0086 

Nov 09 $ 0.0358 $ 0.0264 $ 0.0160 

 

 

GSL 750 V - 30 kV (SEP) Billing 

Period On-Peak Shoulder Off-Peak 

Jun 09 $ 0.0301 $ 0.0223 $ 0.0089 

Jul 09 $ 0.0347 $ 0.0248 $ 0.0096 

Aug 09 $ 0.0338 $ 0.0210 $ 0.0079 

Sep 09 $ 0.0274 $ 0.0194 $ 0.0064 

Oct 09 $ 0.0269 $ 0.0198 $ 0.0088 

Nov 09 $ 0.0367 $ 0.0270 $ 0.0164 

 

 

GSM (SEP) Billing 

Period On-Peak Shoulder Off-Peak 

Jun 09 $ 0.0306 $ 0.0226 $ 0.0091 

Jul 09 $ 0.0352 $ 0.0251 $ 0.0097 

Aug 09 $ 0.0343 $ 0.0213 $ 0.0080 

Sep 09 $ 0.0278 $ 0.0196 $ 0.0065 

Oct 09 $ 0.0273 $ 0.0201 $ 0.0089 

Nov 09 $ 0.0372 $ 0.0274 $ 0.0166 

 

Note: The Distressed Industry Billing Demand Deferral Program did not provide deferrals 

against energy charges. The intent of the program was to mitigate the impact of 

“fixed” demand charges during periods of production curtailment, thereby decreasing 

the average unit cost of energy. 

 

SEP rates are specific to time of day and week, and do not include distribution costs. 

Available energy is of an interruptible nature and period specific rates are set weekly 

by Manitoba Hydro based on availability of energy, market conditions and associated 

costs of supply. These rates are approved by the PUB on a weekly basis. 
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For purposes of this analysis, PUB approved weekly SEP rates were averaged over 

monthly billing periods and presented based on the specific time of day during which 

they applied. 
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CAC/MSOS/MH I-193 

 

Subject: Temporary Billing Demand Concessions 

Reference: Appendix 13.1 

  Tab 1, page 2 

 

e) With respect to Appendix 13.1 please provide a total across all customer classes 

for each of the following: 

 

 Total kWhs subject to Billing Demand Concession 

 Total Revenues under the Billing Demand Concession 

 Total Estimated Revenues assuming the equivalent energy was sold at SEP 

rates during the same month. 

 Total Estimate Revenues assuming the equivalent energy was sold at SEP 

rates (recalibrated to actual costs) during the same month. 

 

ANSWER: 

 

The Distressed Industry Billing Demand Deferral Program was not intended to provide relief 

for the energy charge Manitoba Hydro applies against energy consumed. The purpose of the 

program was to mitigate the impact of “fixed” demand charges on the customer’s average 

cost of energy as production was curtailed to balance inventories with demand for the 

customer’s products and/or services. Therefore, kWh’s were not subject to deferral under the 

program. 

 

The total revenues subject to deferral under the Distressed Industry Billing Demand Deferral 

Program are shown by rate class and month in the accompanying table. 

 

Energy charges were not subject to deferral under the Distressed Industry Billing Demand 

Deferral Program. As result, there is no value for equivalent energy sold at SEP rates (posted 

or actual). 
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APPROVED BILLING DEMAND DEFERRALS BY RATE CLASS 
(June 2009 to November 2009 Billing Periods) 

 

 

JUNE 2009 JULY 2009 AUGUST 2009 

Accounts Deferral Amts Accounts Deferral Amts Accounts Deferral Amts 

 
Rate 
Class Eligible Approved $ kV.A Eligible Approved $ kV.A Eligible Approved $ kV.A 
Medium 38 8 4,885 586 45 11 6,386 766 48 13 9,306 1,116

L <30 10 4 23,213 3,689 12 4 28,688 4,428 12 5 37,811 5,891

L 30-100  0 0 - - 2 2 28,822 4,756 2 2 31,154 5,141

L >100 5 5 190,750 35,324 5 5 466,168 86,327 5 5 141,946 26,286

Total 53 17 218,848 39,599 64 22 530,064 96,277 67 25 220,217 38,434

SEPTEMBER 2009 OCTOBER 2009 NOVEMBER 2009 

Accounts Deferral Amts Accounts Deferral Amts Accounts Deferral Amts 

 
Rate 
Class Eligible Approved $ kV.A Eligible Approved $ kV.A Eligible Approved $ kV.A 
Medium 48 10 5,739 688 44 12 8,387 1,006 45 9 6,361 763

L <30 10 4 28,052 3,962 10 5 30,078 4,248 10 5 23,475 3,316

L 30-100  2 2 6,185 1,021 2 2 12,889 2,127 2 2 17,744 2,928

L >100 2 2 17,793 3,295 3 3 81,192 15,035 3 3 84,166 15,586

Total 63 18 57,769 8,966 61 22 132,546 22,416 61 19 131,746 22,593

TOTAL (June - November)      

Deferral Amounts      

 
Rate 
Class $ kV.A      

Medium 41,064 4,925      

L <30 171,317 25,534      

L 30-100  96,794 15,973      

L >100 982,015 181,853      

Total 1,291,190 228,285      
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CAC/MSOS/MH II-80 

 

Subject: Temporary Billing Demand Concession 

Reference: CAC/MSOS/MH I-193 d) 

 

a) Please confirm whether the first table presented in the response is the average 

unit energy cost before or after the granting of the concession.  

 

 If “before”, please provide a comparable table the sets out the average unit 

energy cost “after” the concession was granted. 

 If “after”, please provide a comparable table that sets out the average unit 

energy cost “before” the concession was granted. 

 

ANSWER: 

 

The first table provided in the response to CAC/MSOS/MH I-193(d) shows the average unit 

cost of energy “before” the application of the billing demand deferral. The table below shows 

the average unit cost of energy “after” application of the billing demand deferrals. 

 

Average Unit Energy Cost (after deferrals) for Accounts Participating in the Distressed 

Industry Billing Demand Deferral Program by Month for the Billing Periods of Jun 2009 - 

Nov 2009 

 

Average Unit Energy Cost ($/kWh) Billing 

Period GSL > 100 kV GSL 30 - 100 kV GSL 750 V - 30 kV GSM 

Jun 09 $ 0.0391 $ 0.0367 $ 0.0560 $ 0.0651 

Jul 09 $ 0.0429 $ 0.0402 $ 0.0550 $ 0.0658 

Aug 09 $ 0.0391 $ 0.0400 $ 0.0637 $ 0.0668 

Sep 09 $ 0.0494 $ 0.0399 $ 0.0557 $ 0.0649 

Oct 09 $ 0.0475 $ 0.0399 $ 0.0558 $ 0.0652 

Nov 09 $ 0.0513 $ 0.0399 $ 0.0562 $ 0.0656 
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MIPUG/MH II-12 

 

Demand Billing Concessions 

 

Reference: PUB/MH I-170(a) 

 

b) Please confirm, as stated in the letter from P.J. Ramage to G. Gaudreau dated 

November 18, 2009, attached to the response to PUB/MH 1-170 (a), that certain 

customers who would otherwise have been eligible for the program elected not to 

apply given uncertainty with respect to whether the demand concession would 

be forgiven or require repayment. 

 

ANSWER: 

 

Concern about the deferral aspect of the Billing Demand Deferral Program was raised by 

many customers inquiring about the program. A key aspect of this concern was related to the 

fact that the “deferral” remained as a liability from a financial perspective, with the potential 

to increase future unit energy costs. 

 

Due to this concern, several companies chose not participate in the Billing Demand Deferral 

Program, reducing the effectiveness of the program in assisting customers that were 

experiencing high unit energy costs during periods of curtailed operation resulting from the 

economic downturn. 
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MIPUG/MH I-21 

 

Demand Billing Concessions 

 

a) Without providing information specific to any one customer’s load, please 

provide a detailed sample calculation of the demand billing concession for each 

eligible class and subclass. For clarity, the calculation should illustrate: 

 

i. The demand and energy billing determinants, including both metered 

demand and ratcheted demand 

ii. The applicable demand and energy rates. 

iii. The customer’s bill before any concession is applied. 

iv. The calculation of the demand concession. 

v. The customer’s bill following application of the concession. 

 

ANSWER: 

 

i. Demand and Energy Billing Determinants (as shown in attached worksheets) 

 

 Energy Consumed (kWh) per Billing Period 

 Recorded Demand (kVA) per Billing Period 

 Billing Demand (kVA) per Billing Period (includes ratchet amount as requested) 

 

ii. Approved 2009 rates for General Service Large (GSL) and General Service Medium 

rates classes and subclasses as shown on Manitoba Hydro’s website were used to 

calculate the applicable revenues and deferrals. 

 

 http://www.hydro.mb.ca/regulatory_affairs/energy_rates/electricity/historical.shtml 

 

iii. Customer’s Bill, minus applicable municipal, provincial and federal taxes and other 

adjustments, prior to application of deferral is shown in the attached worksheet in the 

column, “Revenue 2009 Rates” 

 

iv. Calculation of the Monthly Demand Deferral is based on the following formula: 

 

Deferral Threshold = Avg Unit Energy Cost (Sep 06 - Aug 08) x 1.10 
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The deferral threshold is determined based on the average unit energy cost during the 

24 month period ending with the August 2008 billing period, increased by 10 percent 

to account for variances in production levels. 

 

Average Unit Energy Cost = Revenue (2009 Rates) / Energy Consumed 

 

The average unit energy cost is determined for each billing period by dividing the 

total revenue obtained from fixed, energy and demand charges by the total energy 

consumed during the billing period. 

 

 
 RatesateChDemandUnit

ThresholdDeferralCostEnergyUnitAvgxConsumedEnergykVADeferralDemand
2009arg

)(


  

 

v. Calculation of the customer’s bill is determined by subtracting the amount of the 

Billing Deferral from the combined value of the fixed, energy and demand charges 

applied to the customer energy and demand for each billing period. Applicable 

municipal, provincial, federal taxes and other adjustments are then applied. 

 

)(($) ThresholdDeferralCostEnergyUnitAvgxConsumedEnergyDeferralBilling   

 

Deferral analysis worksheets providing detailed billing deferral calculations for each eligible 

class and subclass are attached for information. 

 

 

2010 03 25  Page 2 of 2 
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Billing      
Period

Srvc 
Count

Bill
Days

Energy    
Consumed

(kWh)

Recorded 
Demand 

(kVA)

Billing 
Demand 

(kVA)

Load 
Factor

Revenue          
2009 Rates

Average  
Unit Energy 

($/kWh)

Deferral 
Threshold 

($/kWh)

Demand 
Deferral 

(kVA)

 Billing   
Deferral       

($) 

Period 
Description

2009, NOV 1 30 14,086,065 36,625 36,625 0.534  $           708,451.77  $     0.05029  $     0.04943 1,453  $      12,114.02 

2009, OCT 1 31 14,086,330 36,774 36,774 0.515  $           709,704.10  $     0.05038  $     0.04943 1,605  $      13,382.01 

2009, SEP 1 30 9,399,474 36,518 36,518 0.357  $           573,527.05  $     0.06102  $     0.04943 13,062  $    108,939.90 

2009, AUG 1 31 1,788,769 4,930 25,679 0.094  $           265,459.88  $     0.14840  $     0.04943 21,227  $    177,034.45 

2009, JUL 1 31 1,799,083 4,858 25,679 0.094  $           265,754.85  $     0.14772  $     0.04943 21,203  $    176,831.82 

2009, JUN 1 30 10,360,326 37,016 37,016 0.389  $           605,160.74  $     0.05841  $     0.04943 11,155  $      93,035.72 

2009, MAY 1 31 5,771,280 34,981 34,981 0.222  $           456,937.96  $     0.07917  $     0.04943 

2009, APR 1 30 8,242,538 34,935 34,935 0.328  $           527,234.38  $     0.06397  $     0.04943 

2009, MAR 1 31 11,222,012 34,829 34,829 0.433  $           611,559.13  $     0.05450  $     0.04943 

2009, FEB 1 28 9,755,023 36,684 36,684 0.396  $           585,078.12  $     0.05998  $     0.04943 

2009, JAN 1 31 17,999,364 36,612 36,612 0.661  $           820,265.79  $     0.04557  $     0.04943 

2008, DEC 1 31 6,016,778 36,645 36,645 0.221  $           477,839.04  $     0.07942  $     0.04943 

2008, NOV 1 30 18,739,182 36,630 36,630 0.711  $           841,574.72  $     0.04491  $     0.04943 

2008, OCT 1 31 20,232,875 36,579 36,579 0.743  $           883,868.99  $     0.04368  $     0.04943 

2008, SEP 1 30 18,524,084 38,081 38,081 0.676  $           847,526.33  $     0.04575  $     0.04943 

2008, AUG 1 31 20,130,562 36,802 36,802 0.735  $           882,800.56  $     0.04385  $     0.04943 

2008, JUL 1 31 11,848,923 36,678 36,678 0.434  $           644,913.62  $     0.05443  $     0.04943 

2008, JUN 1 30 19,341,998 35,697 35,697 0.753  $           851,034.03  $     0.04400  $     0.04943 

2008, MAY 1 31 19,783,270 35,852 35,852 0.742  $           864,949.20  $     0.04372  $     0.04943 

2008, APR 1 30 18,957,775 35,963 35,963 0.732  $           842,265.78  $     0.04443  $     0.04943 

2008, MAR 1 31 19,670,762 35,712 35,712 0.740  $           860,561.78  $     0.04375  $     0.04943 

2008, FEB 1 29 18,441,305 35,516 35,516 0.746  $           823,766.74  $     0.04467  $     0.04943 

2008, JAN 1 31 19,498,137 45,409 35,727 0.577  $           936,495.59  $     0.04803  $     0.04943 

2007, DEC 1 31 18,495,730 35,864 35,864 0.693  $           828,219.36  $     0.04478  $     0.04943 

2007, NOV 1 30 19,254,432 35,860 35,860 0.746  $           849,886.97  $     0.04414  $     0.04943 

2007, OCT 1 31 19,951,447 36,059 36,059 0.744  $           871,485.43  $     0.04368  $     0.04943 

2007, SEP 1 30 18,514,210 35,606 35,606 0.722  $           826,596.16  $     0.04465  $     0.04943 

2007, AUG 1 31 19,349,432 35,988 35,988 0.723  $           853,673.58  $     0.04412  $     0.04943 

2007, JUL 1 31 11,135,585 35,437 35,437 0.422  $           614,160.12  $     0.05515  $     0.04943 

2007, JUN 1 30 18,899,470 35,721 35,721 0.735  $           838,577.87  $     0.04437  $     0.04943 

2007, MAY 1 31 18,691,571 35,792 35,792 0.702  $           833,219.95  $     0.04458  $     0.04943 

2007, APR 1 30 19,473,620 35,438 35,438 0.763  $           852,640.44  $     0.04378  $     0.04943 

2007, MAR 1 31 19,950,626 35,703 35,703 0.751  $           868,490.81  $     0.04353  $     0.04943 

2007, FEB 1 28 18,013,059 35,475 35,475 0.756  $           811,174.89  $     0.04503  $     0.04943 

2007, JAN 1 31 19,439,446 36,091 36,091 0.724  $           857,104.90  $     0.04409  $     0.04943 

2006, DEC 1 31 16,029,685 35,606 35,606 0.605  $           755,545.01  $     0.04713  $     0.04943 

2006, NOV 1 30 19,386,569 35,601 35,601 0.756  $           851,508.11  $     0.04392  $     0.04943 

2006, OCT 1 31 19,812,138 35,333 35,333 0.754  $           861,440.11  $     0.04348  $     0.04943 

2006, SEP 1 30 19,502,628 35,256 35,256 0.768  $           851,950.10  $     0.04368  $     0.04943 

24 Month Base Line Analysis for Determination of Per Unit Cost Deferral Threshold

Srvc 
Count

Billing 
Days

Energy  Consumed 
(kWh)

Recorded 
Demand 

(kVA)

Billing 
Demand 

(kVA)

Load 
Factor

Revenue          
2009 Rates

Average  
Unit Energy 

($/kWh)

Deferral  
Threshold 

($/kWh)

24 Mth Sum 24.0 731.0 443,572,379 868,457 858,776  $      19,932,461.11 

24 Mth Avg 1.0 30.5 36,186 35,782 0.699  $     0.04494  $     0.04943 
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Billing      
Period

Srvc 
Count

Bill
Days

Energy    
Consumed

(kWh)

Recorded 
Demand 

(kVA)

Billing 
Demand 

(kVA)

Load 
Factor

Revenue          
2009 Rates

Average  
Unit Energy 

($/kWh)

Deferral 
Threshold 

($/kWh)

Demand 
Deferral 

(kVA)

 Billing   
Deferral       

($) 

Period 
Description

2009, NOV 1 30 14,086,065 36,625 36,625 0.534  $           643,852.80  $     0.04571  $     0.04511 1,194  $        8,451.64 

2009, OCT 1 31 14,086,330 36,774 36,774 0.515  $           644,916.73  $     0.04578  $     0.04511 1,333  $        9,437.84 

2009, SEP 1 30 9,399,474 36,518 36,518 0.357  $           515,154.84  $     0.05481  $     0.04511 12,878  $      91,174.89 

2009, AUG 1 31 1,788,769 4,930 25,679 0.094  $           230,639.29  $     0.12894  $     0.04511 21,180  $    149,952.49 

2009, JUL 1 31 1,799,083 4,858 25,679 0.094  $           230,920.86  $     0.12835  $     0.04511 21,152  $    149,755.63 

2009, JUN 1 30 10,360,326 37,016 37,016 0.389  $           544,911.94  $     0.05260  $     0.04511 10,960  $      77,598.84 

2009, MAY 1 31 5,771,280 34,981 34,981 0.222  $           405,219.65  $     0.07021  $     0.04511 

2009, APR 1 30 8,242,538 34,935 34,935 0.328  $           472,361.08  $     0.05731  $     0.04511 

2009, MAR 1 31 11,222,012 34,829 34,829 0.433  $           552,946.71  $     0.04927  $     0.04511 

2009, FEB 1 28 9,755,023 36,684 36,684 0.396  $           526,034.85  $     0.05392  $     0.04511 

2009, JAN 1 31 17,999,364 36,612 36,612 0.661  $           750,595.60  $     0.04170  $     0.04511 

2008, DEC 1 31 6,016,778 36,645 36,645 0.221  $           423,704.63  $     0.07042  $     0.04511 

2008, NOV 1 30 18,739,182 36,630 36,630 0.711  $           770,920.08  $     0.04114  $     0.04511 

2008, OCT 1 31 20,232,875 36,579 36,579 0.743  $           811,336.81  $     0.04010  $     0.04511 

2008, SEP 1 30 18,524,084 38,081 38,081 0.676  $           775,322.74  $     0.04185  $     0.04511 

2008, AUG 1 31 20,130,562 36,802 36,802 0.735  $           810,120.72  $     0.04024  $     0.04511 

2008, JUL 1 31 11,848,923 36,678 36,678 0.434  $           583,155.84  $     0.04922  $     0.04511 

2008, JUN 1 30 19,341,998 35,697 35,697 0.753  $           780,771.32  $     0.04037  $     0.04511 

2008, MAY 1 31 19,783,270 35,852 35,852 0.742  $           793,917.21  $     0.04013  $     0.04511 

2008, APR 1 30 18,957,775 35,963 35,963 0.732  $           772,167.07  $     0.04073  $     0.04511 

2008, MAR 1 31 19,670,762 35,712 35,712 0.740  $           789,852.77  $     0.04015  $     0.04511 

2008, FEB 1 29 18,441,305 35,516 35,516 0.746  $           754,902.67  $     0.04094  $     0.04511 

2008, JAN 1 31 19,498,137 45,409 35,727 0.734  $           785,246.29  $     0.04027  $     0.04511 

2007, DEC 1 31 18,495,730 35,864 35,864 0.693  $           758,847.00  $     0.04103  $     0.04511 

2007, NOV 1 30 19,254,432 35,860 35,860 0.746  $           779,533.02  $     0.04049  $     0.04511 

2007, OCT 1 31 19,951,447 36,059 36,059 0.744  $           799,974.00  $     0.04010  $     0.04511 

2007, SEP 1 30 18,514,210 35,606 35,606 0.722  $           757,524.86  $     0.04092  $     0.04511 

2007, AUG 1 31 19,349,432 35,988 35,988 0.723  $           783,034.53  $     0.04047  $     0.04511 

2007, JUL 1 31 11,135,585 35,437 35,437 0.422  $           554,893.66  $     0.04983  $     0.04511 

2007, JUN 1 30 18,899,470 35,721 35,721 0.735  $           768,860.20  $     0.04068  $     0.04511 

2007, MAY 1 31 18,691,571 35,792 35,792 0.702  $           763,683.71  $     0.04086  $     0.04511 

2007, APR 1 30 19,473,620 35,438 35,438 0.763  $           782,532.64  $     0.04018  $     0.04511 

2007, MAR 1 31 19,950,626 35,703 35,703 0.751  $           797,429.32  $     0.03997  $     0.04511 

2007, FEB 1 28 18,013,059 35,475 35,475 0.756  $           742,919.52  $     0.04124  $     0.04511 

2007, JAN 1 31 19,439,446 36,091 36,091 0.724  $           786,219.37  $     0.04044  $     0.04511 

2006, DEC 1 31 16,029,685 35,606 35,606 0.605  $           689,702.65  $     0.04303  $     0.04511 

2006, NOV 1 30 19,386,569 35,601 35,601 0.756  $           781,308.41  $     0.04030  $     0.04511 

2006, OCT 1 31 19,812,138 35,333 35,333 0.754  $           791,025.48  $     0.03993  $     0.04511 

2006, SEP 1 30 19,502,628 35,256 35,256 0.768  $           782,034.22  $     0.04010  $     0.04511 

24 Month Base Line Analysis for Determination of Per Unit Cost Deferral Threshold

Srvc 
Count

Billing 
Days

Energy  Consumed 
(kWh)

Recorded 
Demand 

(kVA)

Billing 
Demand 

(kVA)

Load 
Factor

Revenue          
2009 Rates

Average  
Unit Energy 

($/kWh)

Deferral  
Threshold 

($/kWh)

24 Mth Sum 24.0 731.0 443,572,379 868,457 858,776  $      18,189,656.48 

24 Mth Avg 1.0 30.5 36,186 35,782 0.707  $     0.04101  $     0.04511 
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 Energy Consumption, Average Unit Cost and Billing Deferral Information

GSL - 750 to 30 kV
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Billing      
Period

Srvc 
Count

Bill
Days

Energy    
Consumed

(kWh)

Recorded 
Demand 

(kVA)

Billing 
Demand 

(kVA)

Load 
Factor

Revenue          
2009 Rates

Average  
Unit Energy 

($/kWh)

Deferral 
Threshold 

($/kWh)

Demand 
Deferral 

(kVA)

 Billing   
Deferral       

($) 

Period 
Description

2009, NOV 1 30 14,086,065 36,625 36,625 0.534  $           585,366.46  $     0.04156  $     0.04128 651  $        3,944.10 

2009, OCT 1 31 14,086,330 36,774 36,774 0.515  $           586,277.76  $     0.04162  $     0.04128 790  $        4,789.35 

2009, SEP 1 30 9,399,474 36,518 36,518 0.357  $           463,807.01  $     0.04934  $     0.04128 12,502  $      75,759.76 

2009, AUG 1 31 1,788,769 4,930 25,679 0.094  $           201,763.76  $     0.11279  $     0.04128 21,108  $    127,914.86 

2009, JUL 1 31 1,799,083 4,858 25,679 0.094  $           202,029.86  $     0.11230  $     0.04128 21,084  $    127,770.84 

2009, JUN 1 30 10,360,326 37,016 37,016 0.389  $           491,614.88  $     0.04745  $     0.04128 10,548  $      63,923.21 

2009, MAY 1 31 5,771,280 34,981 34,981 0.222  $           360,882.37  $     0.06253  $     0.04128 

2009, APR 1 30 8,242,538 34,935 34,935 0.328  $           424,363.57  $     0.05148  $     0.04128 

2009, MAR 1 31 11,222,012 34,829 34,829 0.433  $           500,588.62  $     0.04461  $     0.04128 

2009, FEB 1 28 9,755,023 36,684 36,684 0.396  $           473,984.64  $     0.04859  $     0.04128 

2009, JAN 1 31 17,999,364 36,612 36,612 0.661  $           686,252.31  $     0.03813  $     0.04128 

2008, DEC 1 31 6,016,778 36,645 36,645 0.221  $           377,301.56  $     0.06271  $     0.04128 

2008, NOV 1 30 18,739,182 36,630 36,630 0.711  $           705,448.71  $     0.03765  $     0.04128 

2008, OCT 1 31 20,232,875 36,579 36,579 0.743  $           743,676.92  $     0.03676  $     0.04128 

2008, SEP 1 30 18,524,084 38,081 38,081 0.676  $           708,693.74  $     0.03826  $     0.04128 

2008, AUG 1 31 20,130,562 36,802 36,802 0.735  $           742,387.09  $     0.03688  $     0.04128 

2008, JUL 1 31 11,848,923 36,678 36,678 0.434  $           527,970.90  $     0.04456  $     0.04128 

2008, JUN 1 30 19,341,998 35,697 35,697 0.753  $           715,347.38  $     0.03698  $     0.04128 

2008, MAY 1 31 19,783,270 35,852 35,852 0.742  $           727,673.01  $     0.03678  $     0.04128 

2008, APR 1 30 18,957,775 35,963 35,963 0.732  $           707,047.90  $     0.03730  $     0.04128 

2008, MAR 1 31 19,670,762 35,712 35,712 0.740  $           723,920.39  $     0.03680  $     0.04128 

2008, FEB 1 29 18,441,305 35,516 35,516 0.746  $           691,014.14  $     0.03747  $     0.04128 

2008, JAN 1 31 19,498,137 45,409 35,727 0.734  $           719,557.55  $     0.03690  $     0.04128 

2007, DEC 1 31 18,495,730 35,864 35,864 0.693  $           694,522.63  $     0.03755  $     0.04128 

2007, NOV 1 30 19,254,432 35,860 35,860 0.746  $           714,074.43  $     0.03709  $     0.04128 

2007, OCT 1 31 19,951,447 36,059 36,059 0.744  $           733,266.39  $     0.03675  $     0.04128 

2007, SEP 1 30 18,514,210 35,606 35,606 0.722  $           693,435.94  $     0.03745  $     0.04128 

2007, AUG 1 31 19,349,432 35,988 35,988 0.723  $           717,302.63  $     0.03707  $     0.04128 

2007, JUL 1 31 11,135,585 35,437 35,437 0.422  $           502,044.79  $     0.04508  $     0.04128 

2007, JUN 1 30 18,899,470 35,721 35,721 0.735  $           704,075.58  $     0.03725  $     0.04128 

2007, MAY 1 31 18,691,571 35,792 35,792 0.702  $           699,139.03  $     0.03740  $     0.04128 

2007, APR 1 30 19,473,620 35,438 35,438 0.763  $           717,175.19  $     0.03683  $     0.04128 

2007, MAR 1 31 19,950,626 35,703 35,703 0.751  $           731,086.32  $     0.03664  $     0.04128 

2007, FEB 1 28 18,013,059 35,475 35,475 0.756  $           679,715.43  $     0.03773  $     0.04128 

2007, JAN 1 31 19,439,446 36,091 36,091 0.724  $           720,247.64  $     0.03705  $     0.04128 

2006, DEC 1 31 16,029,685 35,606 35,606 0.605  $           629,339.74  $     0.03926  $     0.04128 

2006, NOV 1 30 19,386,569 35,601 35,601 0.756  $           715,915.54  $     0.03693  $     0.04128 

2006, OCT 1 31 19,812,138 35,333 35,333 0.754  $           725,268.12  $     0.03661  $     0.04128 

2006, SEP 1 30 19,502,628 35,256 35,256 0.768  $           716,819.16  $     0.03676  $     0.04128 

24 Month Base Line Analysis for Determination of Per Unit Cost Deferral Threshold

Srvc 
Count

Billing 
Days

Energy  Consumed 
(kWh)

Recorded 
Demand 

(kVA)

Billing 
Demand 

(kVA)

Load 
Factor

Revenue          
2009 Rates

Average  
Unit Energy 

($/kWh)

Deferral  
Threshold 

($/kWh)

24 Mth Sum 24.0 731.0 443,572,379 868,457 858,776  $      16,648,346.92 

24 Mth Avg 1.0 30.5 36,186 35,782 0.707  $     0.03753  $     0.04128 

GSL - 30 to 100 kVRate Class:
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 Energy Consumption, Average Unit Cost and Billing Deferral Information

GSL - 30 to 100 kV

MIPUG/MH I-21(a) 
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Billing      
Period

Srvc 
Count

Bill
Days

Energy    
Consumed

(kWh)

Recorded 
Demand 

(kVA)

Billing 
Demand 

(kVA)

Load 
Factor

Revenue          
2009 Rates

Average  
Unit Energy 

($/kWh)

Deferral 
Threshold 

($/kWh)

Demand 
Deferral 

(kVA)

 Billing   
Deferral       

($) 

Period 
Description

2009, NOV 1 30 14,086,065 36,625 36,625 0.534  $           552,742.49  $     0.03924  $     0.03922 52  $           281.72 

2009, OCT 1 31 14,086,330 36,774 36,774 0.515  $           553,555.12  $     0.03930  $     0.03922 209  $        1,126.91 

2009, SEP 1 30 9,399,474 36,518 36,518 0.357  $           434,065.28  $     0.04618  $     0.03922 12,115  $      65,420.34 

2009, AUG 1 31 1,788,769 4,930 25,679 0.094  $           183,742.50  $     0.10272  $     0.03922 21,035  $    113,586.82 

2009, JUL 1 31 1,799,083 4,858 25,679 0.094  $           184,002.40  $     0.10228  $     0.03922 21,009  $    113,450.15 

2009, JUN 1 30 10,360,326 37,016 37,016 0.389  $           460,967.96  $     0.04449  $     0.03922 10,111  $      54,598.92 

2009, MAY 1 31 5,771,280 34,981 34,981 0.222  $           334,332.31  $     0.05793  $     0.03922 

2009, APR 1 30 8,242,538 34,935 34,935 0.328  $           396,360.95  $     0.04809  $     0.03922 

2009, MAR 1 31 11,222,012 34,829 34,829 0.433  $           470,868.60  $     0.04196  $     0.03922 

2009, FEB 1 28 9,755,023 36,684 36,684 0.396  $           443,920.18  $     0.04551  $     0.03922 

2009, JAN 1 31 17,999,364 36,612 36,612 0.661  $           651,288.77  $     0.03618  $     0.03922 

2008, DEC 1 31 6,016,778 36,645 36,645 0.221  $           349,505.80  $     0.05809  $     0.03922 

2008, NOV 1 30 18,739,182 36,630 36,630 0.711  $           670,029.40  $     0.03576  $     0.03922 

2008, OCT 1 31 20,232,875 36,579 36,579 0.743  $           707,395.06  $     0.03496  $     0.03922 

2008, SEP 1 30 18,524,084 38,081 38,081 0.676  $           672,445.67  $     0.03630  $     0.03922 

2008, AUG 1 31 20,130,562 36,802 36,802 0.735  $           706,019.60  $     0.03507  $     0.03922 

2008, JUL 1 31 11,848,923 36,678 36,678 0.434  $           496,654.06  $     0.04192  $     0.03922 

2008, JUN 1 30 19,341,998 35,697 35,697 0.753  $           680,182.16  $     0.03517  $     0.03922 

2008, MAY 1 31 19,783,270 35,852 35,852 0.742  $           692,140.56  $     0.03499  $     0.03922 

2008, APR 1 30 18,957,775 35,963 35,963 0.732  $           671,937.49  $     0.03544  $     0.03922 

2008, MAR 1 31 19,670,762 35,712 35,712 0.740  $           688,548.01  $     0.03500  $     0.03922 

2008, FEB 1 29 18,441,305 35,516 35,516 0.746  $           656,508.63  $     0.03560  $     0.03922 

2008, JAN 1 31 19,498,137 45,409 35,727 0.734  $           684,278.85  $     0.03509  $     0.03922 

2007, DEC 1 31 18,495,730 35,864 35,864 0.693  $           659,755.29  $     0.03567  $     0.03922 

2007, NOV 1 30 19,254,432 35,860 35,860 0.746  $           678,854.34  $     0.03526  $     0.03922 

2007, OCT 1 31 19,951,447 36,059 36,059 0.744  $           697,496.42  $     0.03496  $     0.03922 

2007, SEP 1 30 18,514,210 35,606 35,606 0.722  $           658,827.78  $     0.03558  $     0.03922 

2007, AUG 1 31 19,349,432 35,988 35,988 0.723  $           681,940.89  $     0.03524  $     0.03922 

2007, JUL 1 31 11,135,585 35,437 35,437 0.422  $           471,975.19  $     0.04238  $     0.03922 

2007, JUN 1 30 18,899,470 35,721 35,721 0.735  $           669,160.03  $     0.03541  $     0.03922 

2007, MAY 1 31 18,691,571 35,792 35,792 0.702  $           664,301.69  $     0.03554  $     0.03922 

2007, APR 1 30 19,473,620 35,438 35,438 0.763  $           682,101.77  $     0.03503  $     0.03922 

2007, MAR 1 31 19,950,626 35,703 35,703 0.751  $           695,551.97  $     0.03486  $     0.03922 

2007, FEB 1 28 18,013,059 35,475 35,475 0.756  $           645,494.09  $     0.03583  $     0.03922 

2007, JAN 1 31 19,439,446 36,091 36,091 0.724  $           684,764.08  $     0.03523  $     0.03922 

2006, DEC 1 31 16,029,685 35,606 35,606 0.605  $           596,221.81  $     0.03719  $     0.03922 

2006, NOV 1 30 19,386,569 35,601 35,601 0.756  $           680,786.93  $     0.03512  $     0.03922 

2006, OCT 1 31 19,812,138 35,333 35,333 0.754  $           690,061.39  $     0.03483  $     0.03922 

2006, SEP 1 30 19,502,628 35,256 35,256 0.768  $           681,848.63  $     0.03496  $     0.03922 

24 Month Base Line Analysis for Determination of Per Unit Cost Deferral Threshold

Srvc 
Count

Billing 
Days

Energy  Consumed 
(kWh)

Recorded 
Demand 

(kVA)

Billing 
Demand 

(kVA)

Load 
Factor

Revenue          
2009 Rates

Average  
Unit Energy 

($/kWh)

Deferral  
Threshold 

($/kWh)

24 Mth Sum 24.0 731.0 443,572,379 868,457 858,776  $      15,815,411.66 

24 Mth Avg 1.0 30.5 36,186 35,782 0.707  $     0.03565  $     0.03922 

GSL - >100 kVRate Class:
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 Energy Consumption, Average Unit Cost and Billing Deferral Information

GSL - >100 kV
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Rate Class Type
Monthly 
Charge

Energy 
Block 1

Energy 
Block 2

Energy 
Block 3

Demand 
Charge

$/Mth $/kWh $/kWh $/kWh $/kVA

GSM - All $27.60 $0.0642 $0.0448 $0.0286 $8.34

GSL - 750 to 30 kV $0.00 $0.0273 $7.08

GSL - 30 to 100 kV $0.00 $0.0258 $6.06

GSL - >100 kV $0.00 $0.0252 $5.40

MIPUG/MH I-21(a) 
Attachment 1 
Page 5 of 5
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PUB/MH I-167 

 

Subject: Tab 13: PUB Directives 

Reference: Tab 13.1 (2) Demand Billing Concessions 

 

a) Please detail the reasons MH now seeks “forgiveness” of the demand billing 

deferrals. 

 

ANSWER: 

 

It is Manitoba Hydro’s opinion that billing demand concessions were necessary to retain 

operations in Manitoba, at a time when companies with facilities in multiple jurisdictions, 

were closing the facilities with higher cost of operations in an effort to reduce costs and 

match inventories with global demand for their products. Retention of these operating 

facilities in Manitoba enables facilities to return to normal operation as market conditions 

improve, protecting Manitoba Hydro’s investment in the infrastructure already deployed to 

service these customers. Additionally, opportunities for employment and provincial 

economic activity are retained maintaining the benefit to the Province. 

 

In reviewing Manitoba Hydro’s initial application, the PUB expressed considerable concern 

about the unpredictable aspect of the total value of concessions that Manitoba Hydro might 

provide under the program. With the conclusion of the program in November 2009, 

Manitoba Hydro has clearly established its liabilities as they relate to the deferrals provided 

to eligible customers. These liabilities are well within the range of estimates provided by 

Manitoba Hydro in its initial application and subsequent supporting information, providing 

known impacts on revenues. As a result, impact on rates is less than originally anticipated. 

 

Customers have indicated that simply deferring payments of portions of their bills does not 

meet their need of relief from higher unit energy costs, as expense is simply transferred to 

other periods via the deferral. In fact, costs are further increased by the application of interest 

to these outstanding amounts. As such, these liabilities must be maintained in the evaluation 

of operating costs for future production activities. Converting deferrals into concessions 

provides customers with the ability to maintain competitive energy costs on a going-forward 

basis as markets strengthen and operations return to normal. 
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PUB/MH I-167 

 

Subject: Tab 13: PUB Directives 

Reference: Tab 13.1 (2) Demand Billing Concessions 

 

b) In addition to MH’s response to (a), please provide detailed information in 

response to the possible additional information listed in items (a) through (n) 

[both inclusive] on pages 14 through 24 of Order 126/09. 

 

ANSWER: 

 

Possible additional information referenced in items (a) through (i) on pages 14 through 24 of 

Order 126/09 are addressed in the responses below: 

 

a) The Distressed Industry Billing Demand Deferral Program was intended to address 

potentially negative impacts of Manitoba Hydro’s billing structure on unit energy 

costs in instances where operations were curtailed for the specific purpose of 

matching output to market demand. Customers able to mitigate this impact by 

reducing electrical demand in relation to energy consumption were not negatively 

impacted by Manitoba Hydro’s rate structure and therefore not harmed by increasing 

unit energy costs. The capability to match electrical demand to energy consumption 

does not exist in all industry sectors due to process requirements that establish 

electrical demand levels irrespective of production volume.   

 

 The intent of Manitoba Hydro’s application was to address the negative cost 

implications of its rate structure on companies striving to maintain competitiveness in 

their markets. A company’s profitability may be impacted by additional factors 

beyond energy costs. Manitoba Hydro’s products and/or services may not directly 

relate to those factors. The Corporation’s objective in providing for relief was to 

ensure that energy costs, which are universal to operations in all jurisdictions, not 

contribute negatively to the competitiveness of a Manitoba-based operation. 

 

 There was therefore, no requirement for a qualifying customer to file, or have 

reviewed, its financial information. 
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b) Manitoba Hydro concluded the Distressed Industry Billing Demand Deferral program 

with the Nov 09 billing period. Based on applications received and approved for 

deferral, it is known that the Corporation’s liability for outstanding deferrals totals 

$1,291,190.  

 

 The total amount of deferral is distributed by rate type and subclass as follows: 

 

Rate Type (subclass) Deferral ($) 

GSM $   41,064 

GSL 750 V - 30 kV $ 171,317 

GSL 30 - 100 kV $   96,794 

GSL > 100 kV $ 982,015 

 

 Reductions in consumption and revenues were evaluated based on analysis of 

participating customers’ energy consumption and revenues (at 2009 rates w/o taxes) 

during previous fiscal periods relative to the Jun 09 - Nov 09 period during which the 

billing demand deferral program was available. Combined reduction in energy 

consumption were estimated at 339,868,443 kWh, with a corresponding decline in 

revenues (at 2009 rates) of $ 9,352,471, 

 

 The approximate reductions in consumption and revenues by rate class for the period 

during which the billing demand deferral program operated are provided in the table 

below: 

 

Rate Type (subclass) 
kWh 

Reduction 

Revenue 

Reduction 

GSM 10,661,780 $    350,000 

GSL 750 V - 30 kV 25,572,023 $    835,000 

GSL 30 - 100 kV 20,557,997 $    593,000 

GSL > 100 kV 283,076,643 $ 7,575,000 

 

 In its Order 126/09, the PUB noted the financial cost or benefit of energy sold on the 

domestic market versus that sold on the export market as a result of the economic 

downturn. 
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 The value of energy not sold to domestic customers participating in the billing 

demand deferral program was examined using surplus energy rates posted by the 

Corporation on a weekly basis, as approved by the PUB. An estimation of this 

impact, indicates that approximately $6.7 million in revenue would be received had 

this energy been sold on the export spot market using SEP prices for the period, 

compared to the $9.4 million noted above as total energy and revenue loss.  

 

 The accompanying table provides a summary of this analysis by rate class: 

 

Rate Type (subclass) SEP ($) 

GSM $     243,000 

GSL 750 V - 30 kV $     536,000 

GSL 30 - 100 kV $     415,000 

GSL > 100 kV $  5,573,000 

 

c) The duration and impact of the current economic recession on Manitoba Hydro’s 

customers varies depending on the industry sector and general trends within specific 

markets. No general statement covers the entire experience of a diverse group of 

companies and industrial sectors. 

 

 Conditions within the pulp and paper sector remain difficult, with no near-term relief 

anticipated through increased market demand and strengthening prices. Some 

companies within the metals and mining sectors are experiencing slow and gradual 

recovery in demand for their products as global inventories of raw materials and 

finished products stabilize, resulting in increased production of products 

incorporating metal components. Several companies within the mining sector are 

moving forward with plans to expand product capacity in anticipation of strengthened 

global demand for their products. Many manufacturing companies are indicating 

expectations of recovering markets in the second quarter of 2010 with continued 

improvement through year-end, although such expectations are not universal. In all 

cases, recognition exists that recovery is fragile and rate of improvement susceptible 

to significant variation. 

 

d)   Manitoba Hydro has offered technical assistance to customers participating in the 

billing demand deferral program, in order to assist these companies in evaluating 
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alternate technologies and processes that will improve the competitiveness of these 

companies as they ramp up production in response to improvements in market 

conditions. 

 

 Manitoba Hydro is not aware of the specific nature of assistance provided to 

resource-based companies in Northern Manitoba. 

 

e) Manitoba Hydro is only aware of one other utility that has offered some form of rate 

relief to customers during the economic recession. The Quebec government 

authorized industrial customers whose power demand exceeded 50 MW to benefit, 

once, from an exceptional reduction in contract power during the period April 1, 2009 

to March 31, 2010. Hydro Quebec also offers a Load Retention Rate (in place since 

1993) to large customers (5000 kW or more) that are experiencing financial 

difficulties and who can demonstrate that they are obtaining nonrefundable reductions 

from their other suppliers. 

 

 Manitoba Hydro’s GSL and GSM rate structures are designed around typical load 

factors that have historical basis for customers in these rate classes. These load factors 

have proven to be relatively stable under normal market conditions. Manitoba 

Hydro’s rates are among the lowest in North America under these conditions. 

 

 The global economic downturn created abnormal market conditions that forced 

companies to significantly curtail production in attempts to reduce inventories and 

match output to market demand. In some cases, implementing these curtailments 

resulted in significant reductions in load factor due to the “fixed” nature of electrical 

demand levels, which remained relatively static despite significant reductions in 

energy consumption. The structure of Manitoba Hydro’s GSL and GSM rates under 

these conditions resulted in higher unit energy costs. Manitoba Hydro adopted a 

minimum requirement of a 10 percent increase in unit energy costs to attain eligibility 

for the program in order to filter out variations resulting from normal fluctuations in 

load factor. 

 

 Examples of normal (historic), actual, and billed (after deferral) unit energy costs are 

provided in the table below: 
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Rate Type 

(subclass) 

Actual 

($/kWh) 

Normal 

($/kWh) 

Billed 

($/kWh) 

GSL > 100 kV $ 0.0458 $ 0.0364 $ 0.0400 

GSL 30 - 100 kV $ 0.0574 $ 0.0361 $ 0.0397 

GSL 750 V - 30 kV $ 0.0637 $ 0.0554 $ 0.0610 

GSM $ 0.0683 $ 0.0527 $ 0.0580 

 

 The implementation of the EIIR was not a consideration in the design of the 

Distressed Industry Billing Demand Deferral Program as the potential growth 

targeted by that initiative was not evident among during the period in which the 

program was available. 

 

f)   All reports with respect to Low Income have been filed, or will be filed, during the 

course of the current proceeding. As noted in response to CAC/MSOS/Manitoba 

Hydro I-88 no further diesel reports have been filed other than those from November 

16, 2009 as an application for revised rates in the Diesel Zone is currently being 

reviewed internally prior to making application to the PUB. 

 

g) Manitoba Hydro granted the following concessions to customers participating in the 

billing demand deferral program: 

  

Concession  Type Amount 
Value 

(before taxes) 
Rationale 

Demand 426 kVA $2,300.99 Equipment Testing  

 

 Any bill reduction or concession granted by MH was accounted for prior to the 

determination of the billing demand deferral amount available under the program. 

 

h) Manitoba Hydro is aware that some industries faced the consequences of the global 

recession earlier than others. The Jun 09 - Nov 09 period during which billing 

demand deferrals were provided was determined by the timing of customer-initiated 

communication requesting relief from anticipated higher unit energy costs that would 

arise as operations were curtailed in an attempt to match inventories with demand. 
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2010 03 25  Page 6 of 6 

i) Manitoba Hydro has no additional submissions from interested parties, which were 

unknown during the Ex Parte proceeding. 
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 SCHEDULE B2 
 Customer, Demand, Energy Cost Analysis 
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NOT exceeding 200 Amp 1000 kWh 500 kWh

Monthly Basic Charge:
Customer Charge 6.85$ 6.85$ 

PLUS

Energy Cost:
Rate first 900 kWh (¢/kWh) @ 0.0638 0.0638

Balance of kWh (¢/kWh)  @ 0.0657

Energy Usage (kWh)  1,000                                    500

Total Energy Cost 63.99$  31.90$    

Total Monthly Bill  70.84$  38.75$    

Average Cost (¢/kWh) 7.08 7.75

% Change 9.40%

3,000,000 kWh 1,500,000 kWh

Monthly Basic Charge:
Demand (kV.A) 5,000                                    5,000                                        

Demand Charge  5.40$ 5.40$ 

Total Demand Charge 27,000.00$      27,000.00$     

PLUS

Energy Cost
Energy Usage (kWh)  3,000,000                            1,500,000                              

Energy Charge (¢/kWh) @ 0.0262 0.0262

Total Energy Cost 78,600.00$   39,300.00$  

Total Monthly Bill  105,600.00$    66,300.00$     

Average Cost (¢/kWh) 3.52 4.42

 % Change  25.57%

Note: Rates effective as of April 1, 2010

1 ‐ Minimum monthly charge is the Basic Charge

2‐ Minimum monthly bill is the Demand Charge

Monthly Bill Comparison

Residential Customer Monthly Bill1

Industrial Customer Monthly Bill (GSL >100)2
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PUB/MH I-170 

 

Subject: Tab 13: PUB Directives 

Reference: Tab 13.1(2) Demand Billing Concessions Correspondence 

 

Please file a copy of the following correspondence related to the Demand Billing 

Concession matter: 

 

a) MH’s letter to the Board dated November 18, 2009; 

 

ANSWER: 

 

Please see the following attachment. 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 51

PAGE 253



Manitoba
Hydro

P0 Box 815 • Winnipeg Manitoba Canada • R3C 2P4
Street Location for DELIVERY: 22”~ floor —360 Portage Avenue

Telephone/N° de téléphone:(204) 360-3946 • Fax / N° de télécopieur:(204) 360-6147
pjramage@hydro.mb.ca

November 18, 2009
DELIVERED

Mr. G. Gaudreau
THE PUBLIC UTILiTIES BOARD
400 - 330 Portage Avenue
WINNIPEG, Manitoba R3C 0C4

Dear Mr. Gaudreau:

RE: DIRECTIVE 3, ORDER 126/09

As discussed on Monday, November 16, 2009, Manitoba Hydro is writing in order to report to the
Public Utilities Board, pursuant to Order 126/09, Directive 3, on the status of customer uptake and
Demand Billing Deferrals approved and expected to be approved to November 30, 2009.

Manitoba Hydro advised all customers who may qualify for the Demand Billing Deferral by letters
issued in late September. Key Account, Major Account and Retail Operations staff followed up
with each eligible customer.

To date, nine customers, involving ten accounts, have requested the demand billing deferral and the
first bills incorporating that deferral will issue on or about the end of November, 2009. Manitoba
Hydro estimates that the total of deferrals to November 30, 2009 will be approximately $2.0
million. Further details are provided in the attachment to this letter.

Manitoba Hydro has not yet determined whether or not it will extend this program beyond
November 30, 2009, but will make this determination prior to that date and will advise the Public
Utilities Board of its decision. If the program is extended, Manitoba Hydro’ s best current estimate
of Demand Billing Deferrals for the period December 1, 2009 through March 31, 2010, is $1.0 -

$ 1.25 million.

Manitoba Hydro would like to take this opportunity to advise the Public Utilities Board, that a
number of customers have expressed concern that the program has been approved for billing
deferral only and not for a full Concession. These customers indicate that deferral does not allow

PUB/MH I-170(a) 
Attachment 1 
Page 1 of 3
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The Public Utilities Board
November 18, 2009
Page 2

them to incorporate the cost reduction into their bidding on new orders, since it remains a liability
on their books. Some customers have indicated that, while they may be eligible for the program,
they are opting not to apply because of the uncertainty regarding the concession.

Yours truly,

MANITOBA HYDRO LAW DEPARTMENT
Per:

PATRICIA J. ‘‘MAGE
Barrister & Solicitor

PJR/
end.

PUB/MH I-170(a) 
Attachment 1 
Page 2 of 3
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Manitoba Hydro Demand Billing Deferrals Pursuant to Order 126/09
General Service Large and Medium Demand Billing Deferrals Estimated to November 30, 2009

Manitoba Hydro Rate Class # of Total to November Total to 
Accounts June July August September October 30-Oct estimated 30-Nov

General Service Medium 0 -$              -$             -$               -$               -$               -$                 -$                  

General Service Large <30 kV 4 20,816$    26,358$    35,181$     24,653$      26,971$      133,979$     34,000$    167,979$      

General Service Large 30 - 100 kV 1 -$              28,328$    23,244$     2,900$        5,551$        60,023$       6,500$      66,523$        

General Service Large > 100 kV 5 190,750$  466,168$  141,946$   272,790$    335,862$    1,407,516$  380,000$  1,787,516$   

Total Demand Billing Deferrals 10 211,566$ 520,854$ 200,371$  300,343$   368,384$   1,601,518$  420,500$ 2,022,018$   

Demand Billing Deferrals by Customer Class (actuals)

PUB/MH I-170(a) 
Attachment 1 
Page 3 of 3
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 Exhibit # MH-77 
 Transcript Page #3791 
 
Manitoba Hydro Undertaking #79 
 
Manitoba Hydro to provide the Board the payments to government in the years 
following the in-service of Keeyask and Conawapa. 
 
The table below summarizes the payments to government and the percentage of those 
payments to gross revenue to 2029/30, with the forecast information being based on the 
20 Year Outlook from IFF10.  As the table demonstrates, the total payments to government 
as a percentage of gross revenue will range between 14% to 15% after the in-service of 
Keeyask and 11% to 14% after the in-service of Conawapa. 
 

Year Payments
% of Gross 
Revenue

2005 Actual $228 M 15%
2006 Actual $235 M 13%
2007 Actual $221 M 14%
2008 Actual $237 M 14%
2009 Actual $239 M 14%
2010 Actual $244 M 15%
2011 Forecast $259 M 16%
2012 Forecast $261 M 15%
2013 Forecast $266 M 15%
2014 Forecast $277 M 15%
2015 Forecast $289 M 15%
2016 Forecast $309 M 14%
2017 Forecast $332 M 15%
2018 Forecast $353 M 15%
2019 Forecast $379 M 16%
2020 Forecast $401 M 15%
2021 Forecast $409 M 14%
2022 Forecast $432 M 14%
2023 Forecast $445 M 14%
2024 Forecast $461 M 14%
2025 Forecast $482 M 13%
2026 Forecast $489 M 12%
2027 Forecast $488 M 12%
2028 Forecast $489 M 12%
2029 Forecast $491 M 11%
2030 Forecast $493 M 11%  
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 Exhibit # MH-25 
 Transcript Page #1367 
 
Manitoba Hydro Undertaking # 17 
 
Provide actual payment to Provincial government for fiscal year 2010. 
 
The following table details the actual payments to the Provincial government in fiscal 2010. 
 

Fiscal 2010 Payments to the Province 
 

  Actual 
 
 Water Rental  114 
 PGF  72 
 Sinking Fund  1 
 Capital Tax  46 
 Payroll Tax  10 
 
   243 
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PUB/MH I-24 

 

Subject: Tab 4: Financial Results & Forecast 

Reference: Tab 4 Page 21 & 22 of 29 Payments to Governments 

 

a) Please provide a schedule that details all payments to municipalities and the 

Province by year for the fiscal years 2000 through 2009 and forecast for 2010, 

2011 and 2012. 

 

ANSWER: 

 

Please see the attached schedule for all payments to municipalities and the Province for 2005 

through 2012. 
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Fiscal Year 
Ended

Water 
Rentals

Provincial 
Guarantee 

Fee

Sinking 
Fund 

Admin. Fee

Capital 
Taxes

Payroll 
Taxes

Provincial 
Mitigation 

or 
Settlement 
Obligations 

(1)

Municipal 
GILT and 
Business 

Taxes 

Gross 
Electricity 

Operations 
Revenue

Gross 
Export 

Revenue

2005 104$         68$           1$             35$           7$             13$           10$           1,508$      554$         
2006 124           66             0               36             7               2               10             1,828        827           
2007 106           68             0               37             8               2               10             1,632        592           
2008 117           70             1               39             8               2               11             1,707        625           
2009 115           70             1               44             9               0               11             1,765        623           
2010 111           72             1               45             9               2               15             1,581        414           
2011 102           78             0               47             9               8               15             1,584        383           
2012 100           83             0               48             9               0               15             1,808        554           
2013 103           89             0               50             10             1               15             1,895        583           
2014 104           93             0               55             10             0               16             1,987        615           
2015 103           101           0               61             10             0               16             2,039        590           
2016 103           114           0               69             10             0               16             2,219        701           
2017 104           131           0               77             10             0               17             2,320        729           
2018 103           147           0               82             11             0               17             2,404        742           
2019 103           159           1               88             11             0               17             2,628        894           
2020 112           166           0               91             11             0               18             2,907        1,093        

(1)

Payments to the Province and Municipalities (Millions)

Hydro entered into an agreement with the Province whereby the Corporation assumed obligations of the Province
with respect to certain northern development projects. Obligations totaling $143 million were assumed, with
respect to which water rental charges had been fixed until March 31, 2001. Of these obligations, $11 million
remain to be paid in fiscal 2010 and future years.  
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PUB/MH I-24 

 

Subject: Tab 4: Financial Results & Forecast 

Reference: Tab 4 Page 21 & 22 of 29 Payments to Governments 

 

b) Please provide a schedule that details the calculation of the debt guarantee fee 

for the fiscal years 2000 through 2009 and forecast for 2010, 2011 and 2012. 

 

ANSWER: 

 
PUB/MH I - 24(b)

Provincial Debt Guarantee Fee Calculations
($ millions)

Actual Actual Actual Actual Actual Actual Forecast Forecast
2005 2006 2007 2008 2009 2010 2011 2012
(1) (1) (1) (1) (1) (1) (2) (3) (3)

Long Term Debt Balance 7,311     7,141     7,108     7,160     7,486     8,132     8,104     8,623     

Short Term Debt Balance 94          59          -         148        -         100        48          40          

Trust Investment from Pre-Financing (122)       (166)       

PDGF Assessed On 7,405     7,200     7,108     7,308     7,364     8,066     8,152     8,663     

Guarantee Fee Rate 0.95% 0.95% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00%

Amount Paid to Province 70          68          71          73          74          76          82          87          

Portion Allocated to Centra (3)           (3)           (3)           (3)           (3)           (3)           (3)           (4)           

Net Hydro Guarantee Fee 68          66        68        70        70        72         78          83        

Notes: (1)

(2)

(3) US Dollar long term debt balance converted at forecast year end rate of 1.06 at March 31, 2010 for 2011 and
US Dollar long term debt balance converted at forecast year end rate of 1.07 at March 31, 2011 for 2012.

The fee calculation is based on ending debt balances at March 31 of the prior fiscal year.  Manitoba Hydro is not 
assessed the debt guarantee fee on bonds issued for mitigation purposes. The long term debt balance presented in 
PUB 24(b) represents that amount of debt upon which the Provincial Debt Guarantee Fee was paid or is payable.

The PDGF on US debt is paid in US dollars using the stated PDGF rate. For presentation purposes, US debt balances 
are translated to a Canadian equivalent using the year end exchange rate. The presentation of the US long term debt 
balance at March 31, 2009 was translated at the year end exchange rate of 1.2602 although the US dollar PDGF 
payment was made at a 1.05036 exchange rate utilizing FX forward contracts. Therefore, the Canadian equivalent of the 
amount paid to the Province for this year is less than 1%.
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PUB/MH I-24 

 

Subject: Tab 4: Financial Results & Forecast 

Reference: Tab 4 Page 21 & 22 of 29 Payments to Governments 

 

c) Please provide a schedule that details the calculation of water rental payments 

for the fiscal years 2000 through 2009 and forecast for 2010, 2011 and 2012. 

 

ANSWER: 

 

Please see the following schedule for the water rental payment calculation for the years 2005 

through 2012. 
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Water Rental Calculation
Actual Actual Actual Actual Actual Forecast Forecast Forecast
2005 2006 2007 2008 2009 2010 2011 2012

Megawatt-Hours Generated 31.1      37.2      31.6      34.9      34.2      33.1       30.5       30.1       
(million mWh)
Converted to Horsepower-years 5.1        6.1        5.2        5.7        5.6        5.4         5.0         4.9         (1)

Rental Rate per Horsepower-year 20.32    20.32    20.32    20.32    20.32    20.32     20.32     20.32     (2)

Calculated Water Annual Rental 104.1$  124.4$  105.7$  116.7$  114.3$  110.7$   102.0$   100.5$   
($ million)

Minimum Rental Adjustment 0.2        0.5         0.3         (3)
Other Adjustment 0.3        (4)

Total Water Rentals 104.1$  124.4$ 105.7$ 117.0$ 114.5$  111.2$  102.3$  100.5$  

(1) The Water Power Act defines "Horsepower-year" as kW.h/6535 X 1.075.

(2) The water rental fee was calculated at a rate of 9.90 per Horsepower-year generated up to March 31, 2001.  Effective 
April 1, 2001 the rate was increased to its current level of $20.32 per Horsepower-year.

(3) The Water Power Act of Manitoba provides that the water rentals charged for each generation site be the greater of 
(a) a fixed rate multiplied by the installed capacity of that site and (b) a fixed rate multiplied by the electrical output for
the year of that site.  Generally , the calculation under (b) based on actual output results in the greatest amount for 
each generation site.  In some years, such as 2009 it is necessary to adjust the amounts calculated under the (b) 
calculation for some specific sites to bring the total up to the amount calculated under the (a) installed capacity 
calculation method.

(4) Due to a rounding difference.
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PUB/MH I-24 

 

Subject: Tab 4: Financial Results & Forecast 

Reference: Tab 4 Page 21 & 22 of 29 Payments to Governments 

 

d) Please explain whether MH has received any indication from the Province that 

there will be changes to the water rental change, the provincial guarantee fee or 

any other government charges for 2010, 2011 and 2012. 

 

ANSWER: 

 

The Province has provided no indication regarding planned changes to government charges 

with respect to 2010, 2011 or 2012. 

 

 

 

. 
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25

To Build the Québec of Tomorrow
ENERGY

ORIENTATIONS AND PRIORITY ACTIONS

WATER POWER CHARGES

The users of private or public water power are
required to pay charges, or royalties, on the electricity
they produce. The charges allow all Quebecers to
benefit from the joint wealth that our water resources
represent.

• The Government confirms that the current system 
of charges for the private sector will be maintained,
and existing contracts will be honoured. The alloca-
tion of water power in the domain of the State to
industrial self-generators is a powerful lever for
economic development in the regions. Self-generators
can rely on stable, foreseeable production costs,
and the message sent out by the Government con-
cerning water power charges helps reinforce this
stability.

• Self-generators must, however, respect their
commitments to society. If they reduce or terminate
the industrial activities based on the use of the
electricity they generate, the Government will
re-assess the conditions on which they use public
water power. In particular, the Government will not
tolerate self-generators selling or exporting, outside
Québec, any quantity of electricity made available
by reducing their industrial activities in Québec.

• The Government will re-assess the conditions on
which self-generators use public water power if
they cease to supply their customers at the regulatory
rate in order to sell the electricity concerned on the
open market.

• During the public hearings that preceded the drafting
of the energy strategy, many participants stressed
the need to ensure that the collective wealth repre-
sented by our water resources benefits society as a
whole. 

In response to this recommendation, the Government
recently announced its intention to implement three
measures:

—first, as indicated in the 2006-2007 Budget Speech,
the Government will require Hydro-Québec to pay
the same royalties as private producers, namely the
statutory and contractual royalties prescribed by 
the Watercourses Act. The royalties will come into
effect gradually over a two-year period, beginning
on January 1, 2007, and will be index-linked, like
those for private producers.

Hydro-Québec will be asked to absorb the additional
cost through efficiency gains and increased export
revenues;

—second, the new revenue for the Québec state –
estimated at around $500 million per year – will be
entirely paid into the Generations Fund, whose
creation was announced by the Minister of Finance
in the 2006-2007 Budget Speech. The Generations
Fund is a tool created by the Government to reduce
the burden of the public debt;

—third, the Government will pay into the Generations
Fund all the royalties currently paid by private
hydroelectric producers. This amount of $80 million
per year will be allocated to the Fund, beginning on
January 1, 2007. 

4) LIMIT THE ROLE PLAYED BY NUCLEAR ENERGY IN
QUÉBEC BY DEVELOPING HYDROELECTRIC
RESOURCES

By making a clear choice in favour of hydroelectricity,
Québec has not had to invest massively in nuclear
generation, unlike Ontario and certain European coun-
tries. Gentilly-2, with an installed capacity of 675 MW,4
is the only operating nuclear power station in Québec,
whereas Ontario, to meet its electricity needs, cur-
rently relies on three nuclear power stations with a
total capacity of 11,400 MW.

4. Gentilly-2 produces 5.2 TWh, with a usage factor of 90 % (2004 data).
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An Act respecting the Régie de l'énergie

 
© Éditeur officiel du Québec  Updated to 1 October 2010  

This document has official status. 
 
 
R.S.Q., chapter R-6.01 
 
An Act respecting the Régie de l'énergie
 
CHAPTER I  
APPLICATION
 

1. This Act applies to the supply, transmission and distribution of electric power and to 
the supply, transmission, distribution and storage of natural gas delivered or intended 
for delivery by pipeline to a consumer.

 
This Act also applies to any other energy matter to the extent provided for herein.

 
1996, c. 61, s. 1; 2000, c. 22, s. 1.

 
2. In this Act, unless the context indicates otherwise,

 
“electric power carrier” means Hydro-Québec when carrying on electric power 
transmission activities;

 
“electric power distribution system” means a network of installations for the distribution 
of electric power once it leaves transformation substations, including distribution lines 
at voltages below 44 kV and any equipment located between such lines and connecting 
points to consumer installations and, in the case of independent electric power 
distribution systems of the electric power distributor, a network of works, machinery, 
equipment and installations used for the production, transmission and distribution of 
electric power;

 
“electric power distributor” means Hydro-Québec when carrying on electric power 
distribution activities;

 
“electric power supplier” means any electric power producer or trader supplying electric power;

 
“electric power supply” means electric power made available or sold to the electric 
power distributor by a supplier or a representative;

 
“electric power supply contract” means a contract entered into between the electric 
power distributor and a supplier for the purpose of meeting the electric power needs of 
Québec markets;

 
http://www2.publicationsduquebec.gouv.qc.ca/dynamicSearch/telecharge.php?type=2&file=/R_6_01/R6_01_A.html (1 sur 54) [2010-10-18 13:00:43]
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An Act respecting the Régie de l'énergie

 
1996, c. 61, s. 52; 2000, c. 22, s. 14.

This section came into force on 2 June 1997 as it applies to natural gas. Order in Council 
714-97 dated 28 May 1997, (1997) 129 G.O. 2, 2475.

 
 

52.1. When fixing or modifying rates chargeable by the electric power distributor to 
a consumer or a class of consumers, the Régie shall consider the cost of the electric power 
to the electric power distributor and the transmission costs, as fixed by the transmission 
tariff, borne by the electric power distributor, the revenues required for the operation of 
the electric power distribution system and the factors set out in subparagraphs 6 to 10 of 
the first paragraph of section 49 and in the second and third paragraphs of that section, with 
the necessary modifications.

 
The Régie may use any other method it considers appropriate when fixing or modifying 
a demand-side management tariff or an emergency power tariff. A demand-side 
management tariff is a tariff applied to a consumer by the electric power distributor at 
the consumer's request, according to which the cost of electric power is based on the 
market price or according to which service to the consumer may be interrupted by 
the distributor.

 
Rates applicable to a class of consumers must be uniform throughout the electric 
power distribution system, with the exception of independent electric power distribution 
systems north of the 53rd parallel.

 
The Régie shall not modify the rates applicable to a class of consumers in order to alleviate 
the cross-subsidization of rates applicable to classes of consumers.

 
The fourth paragraph does not apply where the Régie fixes or modifies a transition rate 
in respect of a consumer that is transferring to another class of consumers.

 
2000, c. 22, s. 15; 2006, c. 46, s. 39.

 
52.2. The cost of electric power referred to in section 52.1 shall be established by the 
Régie by adding the cost of heritage pool electricity and the actual costs to the electric 
power distributor of the supply contracts entered into to meet the needs of Québec markets 
in excess of the heritage pool, or the needs to be supplied out of an energy block 
determined by the Government in a regulation under subparagraph 2.1 of the first paragraph 
of section 112. The cost of electric power shall be attributed to the various classes 
of consumers according to their consumption characteristics, that is, utilization factors 
and power losses attributable to the transmission and distribution system.

 
For the purposes of the first paragraph, the cost of heritage pool electricity shall be 
established by totalling the products obtained by multiplying the consumption of heritage 
pool electricity attributable to each class of consumers by the cost attributed to that class 

http://www2.publicationsduquebec.gouv.qc.ca/dynamicSearch/telecharge.php?type=2&file=/R_6_01/R6_01_A.html (15 sur 54) [2010-10-18 13:00:43]
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An Act respecting the Régie de l'énergie

of consumers, it being provided
 

 (1) that the annual heritage pool corresponds to the net consumption by Québec markets, 
up to 165 terawatt-hours, exclusive of consumption under demand-side management 
or emergency power tariffs, consumption attributed to independent electric power systems 
and consumption out of the energy blocks determined by regulation of the Government;

 
 (2) that the cost attributed to each class of consumers is based on an average heritage 
pool electricity cost of 2.79 cents per kilowatt-hour and corresponds

 
(i)  for the year 2000, to the cost stated in Schedule I;

 
(ii)  for subsequent years until such time as heritage pool consumption reaches 165 
terawatt-hours, to the cost determined by the Régie on the proposal of the electric 
power distributor, based on Schedule I, changes in rate classes and the 
consumption characteristics referred to in the first paragraph; and

 
(iii)  for the following years, to the cost determined by the Government.

 
In the case of special contracts entered into under the Hydro-Québec Act (chapter H-5), 
the cost of electric power corresponds to the rate stipulated in the contract, less 
the transmission and distribution costs applicable according to consumption 
characteristics, and does not affect the cost to the electric power distributor applicable to 
other classes of consumers for the purposes of section 52.1.

 
The heritage pool electricity cost attributed to a class of consumers may only be 
modified subject to the conditions provided in section 24.1 of the Hydro-Québec 
Act. Subsequent to any such modification, the modified heritage pool electricity cost is the 
cost to be used by the Régie for the purposes of this section.

 
2000, c. 22, s. 15.

 
52.3. The revenues required for the operation of the electric power distribution system 
shall be established having regard to the provisions of subparagraphs 1 to 10 of the 
first paragraph of section 49, the last paragraph of that section and sections 50 and 51, with 
the necessary modifications.

 
2000, c. 22, s. 15.

 
53. The electric power carrier or distributor or a natural gas distributor may not, in respect of 
a consumer, impose or agree to a rate or to conditions other than those fixed by the Régie 
or the Government.

 
Nor may the electric power carrier or distributor or a natural gas distributor discontinue 
or interrupt service to a consumer because of his refusal to pay an amount other than 
the amount resulting from the application of a rate or condition fixed by the Régie or 

http://www2.publicationsduquebec.gouv.qc.ca/dynamicSearch/telecharge.php?type=2&file=/R_6_01/R6_01_A.html (16 sur 54) [2010-10-18 13:00:43]
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PUB/MH I-149 

 

Subject: Tab 12: Corporate Risk Management 

Reference: ICF Report, Chapter IV (Page 18) 

 

a) Please provide specific example (s) of MH’s arbitrage merchant trading 

transaction (e.g., MISO purchase/Ontario sale) to illustrate how this differs from 

non-arbitrage merchant trading. 

 

ANSWER: 

 

Arbitrage is the practice of taking advantage of a price differential between two or more 

markets: striking a combination of matching deals that capitalize upon the imbalance, the 

profit being the difference between the market prices.  An arbitrage transaction(s) is entered 

into with the expectation of profit.   

 

Example of an arbitrage merchant transaction: 

Manitoba Hydro submits an offer to sell the Ontario market (IESO) 50 MW for the hour 

ending 7:00 a.m. at a price of C$50/MWh.  The IESO accepts the energy offer at 4:00 a.m. 

(two hours prior to the delivery hour).    Given the commitment to sell to the IESO, at 5:10 

a.m., Manitoba Hydro purchases power from the MISO Real Time market to be delivered to 

the IESO Real Time market via firm transmission capacity.  Market participants are unable to 

specify a purchase price in the MISO Real Time market but, in this example, the MISO 

market has recently been trading in the US$30-US$35/MWh range for hour ending 7:00 a.m. 

The MISO market ends up settling at US$30/MWh for hour ending 7:00 a.m.  In this 

example, with a US/Cdn exchange rate of 1.02, Manitoba Hydro would realize a profit of 

C$1,029.41 (C$50 – (US$30/1.02)) x 50 MW). 

 

Example of a non-arbitrage merchant transaction: 

A company sells energy forward at the forward market price in the California market for the 

upcoming summer period with an expectation that it will purchase the power at a favorable 

price at a later date.  In this case, the seller is betting against the market.  There exists a 

significant risk that the seller’s expectations will not be realized and a loss will occur. 
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CAC/MSOS/MH I-24 

 

Subject: Fuel and Power Purchased 

Reference: Tab 4, pages 23-24 

 

h) For the period 2007/08 to 2011/12, what are the annual purchase volumes in each 

year that are associated with simultaneous back to back export sales? 

 

ANSWER: 

 

The actual and forecasted net revenues associated with arbitrage merchant transactions are 

summarized in the following table where Net Revenues recognizes all revenues and 

associated costs. 

 

 Net Merchant   

 Revenues (CAD$)  

   

2007/08 $7,136,715 Actual 

2008/09 $7,481,401 Actual 

2009/10 $4,413,000 Forecast 

2010/11 $3,816,000 Forecast 

2011/12 

and 

thereafter $0 

 

 

Forecast 

 

 

 

 

 

 

 

 

 

 

 

Manitoba Hydro enters into back to back arbitrage transactions when the market price 

differential is favorable.  For the forecast period, Manitoba Hydro only forecasts the net 

revenues and doesn’t forecast the volumes involved.  Therefore, for comparability, only net 

revenues are shown for 2007/08 and 2008/09. 

 

 

2010 03 11  Page 1 of 1 
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Rights, Auction Revenue Rights and virtual bids and offers into standard markets such as 
the MISO Day 2 Market are done via computer interface on a secured network.   
 
Oversight for System Financial Products is provided by the Power Sales and Operations 
Market Committee (PSOMC).  The PSOMC consists of the Power Trading Department 
Manager, Export Power Marketing Manager and the Division Manager of Power Sales 
and Operations.   
 
The PSOMC would approve strategies used to purchase, nominate or sell FTRs or ARRs, 
make virtual supply or demand bids, and for the use of call and put options, contracts for 
differences and swaps.  The PSOMC would also approve transactions for monthly, 
seasonal and yearly Financial Transmission Rights or Auction Revenue Rights, based on 
analysis from staff in Export Power Marketing and Power Trading departments.  A 
complete list of approval authorities for System Financial Products is outlined in the 
Approval Authority Table. 

 

Merchant Transactions  
 
Merchant Transactions include transactions of Energy and Financial Products that do not 
involve power directly from or to Manitoba Hydro’s system and fit into one of following 
categories: 

1. Related Merchant Transactions involve the resale of power purchased from third 
parties, and which either flows over transmission owned or reserved by/for 
Manitoba Hydro, or was purchased for Manitoba Hydro system requirements and 
has subsequently been deemed surplus. 

 
2. Pure Merchant Transactions involve the purchase of power by Manitoba Hydro 

from one or more parties for resale to one or more parties. 
 
Management Control Objective: 

• To ensure Manitoba Hydro is not put at unnecessary risk or harm as a result of 
individuals engaging in unauthorized business transactions. 

• To ensure any Merchant Transactions Manitoba Hydro enters into have a 
strong expectation of profit. 

• To ensure transactions are billed and recorded in a timely and accurate 
manner. 

 
MCP: 
The portfolio of controls in Manitoba Hydro developed to protect the Corporation from 
unauthorized business System Transactions would apply to all Merchant Transactions.  
 
The Energy and Financial Products used for System and Merchant Transactions are the 
same.  The difference between System and Merchant Transactions is that System 
Transactions involve power either sourced from Manitoba Hydro resources or procured 
to meet domestic or existing system export obligations and Merchant Transactions do 

RCM/TREE/MH I-30(a) 
Attachment 1 
Page 7 of 13
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not.  The approval authority for all Merchant Transactions is outlined in the Approval 
Authority Table. 
 
The initial intent for Merchant Transactions is to have smaller scale merchant activity 
that would allow Manitoba Hydro’s power trading staff to attain knowledge of and 
experience with evolving energy markets which is transferable to the management and 
optimization of Manitoba Hydro’s core export sales activity.  The MCP for Merchant 
Transactions limits the scale of merchant activity to minimize risk exposure for Manitoba 
Hydro.    
 
Transaction limits for Related Merchant Transactions are: 

• A maximum net power position of 1000 GWh.  
• Fixed price to fixed price transactions may be entered into only if there is a 

positive profit margin. 
• All other transactions may be entered into only if there is a positive expected 

value and with a term no more than three days in duration. 
 
Transaction limits for Pure Merchant Transactions are: 

• A Stop Loss Limit of US$500,000.  In other words, all Pure Merchant 
Transactions would stop if the net losses for the year reached $500,000 US.  A 
report would be immediately sent to the EPRMC. 

• At any point in time, the Value at Risk (VaR) in the portfolio must be less than 
the Stop Loss Limit.  This VaR would be calculated on a daily basis. 

• Fixed price to fixed price transactions may be entered into only if there is a 
positive profit margin. 

• All other transactions may be entered into only if there is a positive expected 
value and with a term no more than three days in duration. 

 
All Merchant Transactions shall  have a maximum duration of six months. 

 
General Transaction Controls 
 
The underlying framework for bilateral transactions is the Master or Interchange 
Agreement, which defines the standard terms and conditions for power transactions 
entered into with each customer.   Transactions are only to be made with customers who 
have been deemed creditworthy and for which there is a Master Agreement in place.  All 
transactions are subject to Manitoba Hydro’s Contract Documentation and Review 
Procedures which establishes a review process to minimize contract documentation risk. 
For transactions into a standard electricity market such as MISO or IESO, there is a 
similar Market Participant Agreement with the market operator that defines the market 
products and the rules binding both parties. 
 
Secured computer networks and digital certificates are used to submit transactions into 
standard markets  Telephone lines of staff responsible for System and Merchant 
Transactions are recorded to ensure proper power trading conduct and to aid in dispute 
resolution as required. 
 

RCM/TREE/MH I-30(a) 
Attachment 1 
Page 8 of 13
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could in carrying out negotiations for long-term export1

contracts.2

In the opinion of KPMG -- this is a very -3

- a -- a more specific issue here -- does Manitoba Hydro4

have qualified people and seek infor -- information as5

and when appropriate to carry out those negotiations?6

MR. ANURAG GUPTA:   It is our opinion that7

Manitoba Hydro brings the right level of people to the8

negotiations with the right level of experience and the9

background necessary, and they do go out and seek10

information as required to help them in -- in the11

negotiation's process.12

MR. ANTOINE HACAULT:   Thank you.  Does13

KPMG have any recommendations on additional information14

which Manitoba Hydro should have going forward in15

negotiating such term sheets and contracts?16

MR. ANURAG GUPTA:   I think our -- our17

recommendations are as they are in the report; I don't18

think we have anything further than what -- what we wrote19

up in -- in our April report.20

MR. ANTOINE HACAULT:   Thank you.  The21

second area of questioning deals with whether Manitoba22

Hydro's approach to risk management is appropriate for a23

Crown owned regulated public utility.  And I'd like to24

direct your attention to pages 254 to -- up to 257.  It's25
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the section dealing with merchant trading.  This is in1

the April report.2

3

(BRIEF PAUSE)4

5

MR. ANTOINE HACAULT:   The first question6

is for my own education.  On page 255 there is a table,7

Exhibit 6-4, and one (1) line is entitled, "Related8

Merchant," and the next line is entitled, "Pure9

Merchant."  Could somebody from the panel educate me as10

to what the difference is between the two (2).11

MR. FRANK CHEN:   On page 254 there's a12

footnote denoted number 27 that provide respective13

definitions for related merchant and pure merchant14

transactions that hopefully will provide a -- a summary15

description and understanding of the difference.16

MR. ANTOINE HACAULT:   Is it possible to17

give me an example which might help me understand this18

technical wording that's at the bottom of page 254?19

MR. FRANK CHEN:   Some merchant gen --20

general merchant transactions are essentially sales and -21

- and purchase of electricity with third parties on an22

opportunistic basis.  It's the sale of excess supply23

energy on a short-term basis with third parties that do24

not -- are not intended to -- to serve load.  It's -- the25
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intent is to crease incremental revenue by selling off1

excess supply once the load has already been served or2

met.  These are short-term transactions with third3

parties and con -- typically, bilateral tran --4

transactions with -- directly made with either the ISO or5

the MISO specifically, or with commercial counterparties.6

MR. ANTOINE HACAULT:   Now, could you7

explain the difference in the risk between a related8

merchant transaction and what's been defined as a pure9

merchant transaction?10

MR. FRANK CHEN:   Essentially, the risk is11

-- is essentially the same; there's no difference in12

magnitude or risk.  The inherent risk in both type of13

transactions are pretty much the same.14

MR. ANTOINE HACAULT:   That's the inherent15

risk.  Is there more control in a related merchant16

transaction as compared to a pure merchant transaction?17

MR. FRANK CHEN:   The pure merchant18

transactions, as indicated by the stop loss limit, have -19

- or carry incremental greater risk given that the stop20

loss limit -- I'm sorry, the related merchant21

transactions carry a greater amount of risk given the22

lower stop loss limit, and the mer -- pure merchant23

transactions carry a lesser degree of risk given the24

larger stop loss limit.25
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MR. ANTOINE HACAULT:   In Mr. Rose's1

testimony on behalf of ICF he uses the words "arbitrage2

transactions" and "non-arbitrage transactions."  Is there3

any equivalency between the terms that were used in the4

report to the terms used by Mr. Rose, do you know?5

MR. FRANK CHEN:   Arbitrage is intended as6

-- as a descriptive -- or term used as -- as a type of7

transacting strategy.  And I would say just -- that that8

type of strategy would fall under the merchant type --9

the merchant transaction type.10

MR. ANTOINE HACAULT:   And is there an11

industry meaning that people would ascribe to a non-12

arbitrage transaction then?  Wou -- that wouldn't be13

related to either one of these headings, or would it?14

MR. FRANK CHEN:   An arbitrage -- well, to15

make the distinction for everyone's understanding, an16

arbitrage is essentially a low risk type transacting17

strategy to take advantage of pricing differences, either18

locationally or -- or by quality type.  And that's just19

due to market inefficiencies and -- and transfer of20

information or one (1) party having better information21

than ano -- another, where a similar product has22

different pricing discrepancies, and then a market23

participant is able to take advantage of a spread. 24

A non-arbitrage is then a full25
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universitive (phonetic) type transactions that are1

considered just non-arbitrage, so they may greater risk,2

or they may have similar risk or less risk.  Non -- non-3

arbitrage is a pretty broad term.4

MR. ANTOINE HACAULT:   So there's some5

comment here as to what Hydro does engage in.  Would you6

qualify Hydro's engagement in this market as arbitrage or7

non-arbitrage?8

9

(BRIEF PAUSE)10

11

MR. FRANK CHEN:   At the moment when we12

did this and at the time that these limits were13

developed, all these transactions were arbitrage related,14

which were the -- the lower risk type.15

MR. ANTOINE HACAULT:   Thank you.  Am I16

right in understanding your answers, that merchant17

trading activity, whether it's what you qualified as a18

pure merchant trading activity or related merchant19

trading activity introduces risks to Manitoba Hydro which20

are different than those that it experiences in -- I'm21

going to say the pure export power business.22

MR. FRANK CHEN:   My understanding is with23

respect to these type of merchant transactions -- again,24

these transactions are solely related to selling excess25
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supply.  And to the extent that excess supply is exported1

out to a counterparty then they're -- they could be2

overlapping;  meaning a related or pure merchant3

transaction can be considered an export sale as well,4

depending on who that counterparty is on the other side5

of the transaction.6

MR. ANTOINE HACAULT:   What I was trying7

to distinguish between was Manitoba Hydro selling its own8

power, which is asset-based into the export markets from9

what I understood to be a different function being10

undertaken by Manitoba Hydro and its merchant trading.11

MR. FRANK CHEN:   The related merchant12

transactions could be power that's generated, you know,13

off their equity system and sold to a counterparty14

that's, you know, across border as an export sale.15

The pure merchant transaction, just to16

clarify, again that's where Hydro may act as a middle17

pers -- middleman or as a broker-type participant to18

match up two (2) parties and earns a spread off of that19

transaction with no -- where that energy is not20

necessarily generated from their equity -- equity21

generation assets are off system.22

MR. ANTOINE HACAULT:   Sir, and here it23

may just be a question of definition, that's why I was24

trying to understand it.  Because to the uneducated25
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fellow like me, I thought I heard in Manitoba's Hy --1

Hydro's direct evidence, or in cross-examination, that2

some of the transactions it undertook were exactly of the3

nature you just immediately described in your previous4

answer, was that they would know there was a spread with5

a certain amount of certainty because of their knowledge6

of the market and they felt that they had a certain7

measure of sophistication which would guarantee them some8

kind of a profit on the transaction, and that was between9

two (2) positions.  10

Say, for example, in the MISO market there11

might be certain amount of energy available at a certain12

price and they knew they could get a better price in13

Ontario and then they would engage in that transaction14

with the hope of generating a profit.15

Is that what you would qualify as a pure16

merchant transaction?17

MR. FRANK CHEN:   No, that transaction is18

-- that type of strategy or arbitra -- arbitrage strategy19

is with power that Manitoba Hydro is generating.  So20

that's a related merchant transaction.21

Merchant transactions are aware -- the22

transaction involves power that's not generated at all by23

the system and where Mano -- Manitoba Hydro is matching24

up two (2) parties as part of a transaction and earning a25
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spread off of that transaction in which that type of1

activity is not currently conducted.  The arbitrage is a2

related type mer -- merchant transaction where that3

excess supply generated off of Hydro's system is sold off4

into the export markets to earn that arbitrage or locate5

that price diff -- difference.6

MR. ANTOINE HACAULT:   I think I7

understand your question.  I think there's a disconnect8

between what Manitoba Hydro has said it -- or has9

communicated to you that it does and the evidence on the10

record as to what it says it does, and that's why I was11

asking my questions.  12

If -- unless I have misunderstood the13

evidence, the evidence on the record is that it does14

engage into transactions which do not have hydro coming15

from its system at all.  It engages in transactions where16

it is buying a position of another party and selling it17

to a third party.  So in my example, a US counterpart. 18

It's buying that position and then selling it to Ontario. 19

And that would be a pure merchant transaction.20

MR. FRANK CHEN:   I can't confirm that21

except for what I can tell you in -- on page 255 under22

footnote 3, that footnote specifically says:23

"No pu -- no pure merchant transactions24

have occurred from 2005 through January25
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2010."1

MR. ANTOINE HACAULT:   And that would have2

been based on some discussion and some interpretation by3

Hydro staff, but they may have had a different definition4

of what that meant, in fairness.  You don't know that?5

MR. FRANK CHEN:   Fair -- in fairness, we6

were discussed -- that -- that point was made consistent7

with the definition provided on page 254 of what the pure8

and related merchant transactions; that's the context of9

that discussion and that point.10

MR. ANTOINE HACAULT:   Do you have any11

recollection of which manager or position would have12

given you that information?13

MR. FRANK CHEN:   The footnote indicates14

per the PSO division manager, footnote number 3.15

MR. ANTOINE HACAULT:   Thank you. 16

MR. WILL LIPSON:   Yeah, and I think we17

heard that from others in the organization as well.  It18

wasn't just a single individual.19

20

(BRIEF PAUSE)21

22

MR. ANTOINE HACAULT:   I'm just trying to23

get a little bit of clarity on the record.  If the24

evidence on the record is that Manitoba Hydro buys the25
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position -- hopefully I'm explaining this in correct1

terms, of a third-party in the US, with a view of selling2

it to a third-party in Ontario, that would be the type of3

transaction which KMB -- KPMG is saying should not occur4

for this type of utility?5

MR. FRANK CHEN:   We're not -- KPMG has no6

position on whether these transactions should or should7

not occur.  We're saying that the -- the fact that these8

transactions do occur and that they're approved9

transactions, that limits should be developed to control10

those types of act -- the exposure associated with those11

types of activities.12

MR. ANTOINE HACAULT:   So then it would be13

a matter for others to comment on as to whether or not14

getting into this pure merchant type transaction is15

something that a Crown utility like Manitoba Hydro should16

be doing?17

MR. FRANK CHEN:   That's a business18

decision.  That's a -- a mana -- senior management and19

board decision to decide what activities Manitoba Hydro20

should and should not engage in.21

MR. ROBERT MAYER:   The -- this whole line22

of question is confusing me, quite frankly.  I read what23

it says on page 255, that you don't do -- no merchant --24

no pure merchant transactions have occurred from 200525
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through January 2010.  1

I've heard about the same kind of2

transactions that -- that Mr. Hacault over here has3

talked about.  I understand they happen.  Are they pure4

merchant transactions?5

6

(BRIEF PAUSE)7

8

MR. FRANK CHEN:   It's my understanding9

that the -- the transactions that you're referring to are10

-- fit the definition of a related merchant transaction,11

and that pure merchant transactions, again, are not, and12

have not occurred, according to the footnote, from 200513

through January 2010.14

MR. ROBERT MAYER:   That's not helpful.  I15

guess we're going to have to get back to, and maybe I16

won't pursue it, because My Learned Friend to the left17

here probably will, but I thought we had a definition of18

pure merchant trading where Manitoba Hydro is not selling19

its generated power, is acquiring a position and, in20

fact, transporting it into Ontario through US lines. 21

Their power is not involved, tha -- is22

that not a pure merchant transaction?23

MR. FRANK CHEN:   That fits the definition24

of a pure merchant transaction, but that's not what25
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Manitoba's Hydro -- that's not what Manitoba Hydro is1

doing; that's my understanding.2

MR. ROBERT MAYER:   We'll test that, I3

guess, with the Hydro panel when they come back.  Thank4

you.5

6

CONTINUED BY MR. ANTOINE HACAULT: 7

MR. ANTOINE HACAULT:   Thank you.  I think8

that last ques -- answer clarifies.  Again, if I look at9

page 254, the definition of pure merchant transactions10

involves the purchase of power by Manitoba Hydro from one11

(1) or more parties, so that would be a third party in12

the US, for resale to one (1) or more parties; that would13

be, for example, transmission through the US to Ontario.  14

So that type of transaction fits squarely15

into the definition at the bottom of page 254, doesn't16

it?17

MR. FRANK CHEN:   It fits squarely as a18

considered pure merchant transaction.19

MR. ANTOINE HACAULT:   Thank you.  I'll20

move on.21

MR. JONATHAN ERLING:   Actually, I just --22

just a point of clarification.  I do note that the first23

definition, which is the related merchant transmission,24

does specify:25
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"Involve the resale of power purchased1

from third parties in which either2

flows over transmission owned or3

reserved by Manitoba Hydro."4

So it's possible that that is an issue5

that bears on the confusion.  We can likely clarify this6

at the -- during the break and come back with an7

explanation for what is an apparent disconnect, if that's8

appropriate.9

MR. ANTOINE HACAULT:   We can do that. 10

11

--- UNDERTAKING NO. 76:  Mr. Erling to provide an12

explanation for what is an13

apparent disconnect re14

related merchant15

transmission.16

17

CONTINUED BY MR. ANTOINE HACAULT:18

MR. ANTOINE HACUALT:   The definition of19

twenty-seven (27), how is it read at the very end then,20

that related merchant transactions at the bottom of page21

254 of the April report?  And I just remind this panel22

that it is providing an independent opinion.  I'm23

reading, for the record, what it says.24

"Related merchant transactions involve25
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 Exhibit # MH-23 
 Transcript Page #825 
 
Manitoba Hydro Undertaking #4 
 
Manitoba Hydro to provide the net results of the merchant trading function on an 
annual basis for the last five (5) years. 
 
The following table details merchant sales and costs for the period 2003/04 to 2010/11 (to November 2010):

2004 2005 2006 2007 2008 2009 2010 2011 Total

Sales (000 000 $CDN) $0.5 $10.5 $62.9 $60.8 $72.7 $86.1 $26.4 $21.0 $340.9
Purchases 0.5        8.1        53.1      53.7      63.2      77.3      21.8      17.3      295.0  

Gross Profit $0.0 $2.4 $9.8 $7.1 $9.5 $8.8 $4.6 $3.7 $45.9

Other Expenses
Transmission $0.3 $2.1 $4.5 $8.5 $6.0 $5.1 $4.8 $3.0 $34.3
Internal Labour 0.0        0.4        0.4        0.4        0.4        0.4        0.4        0.3        2.7      

Total Expenses $0.3 $2.5 $4.9 $8.9 $6.4 $5.5 $5.2 $3.3 $37.0

Net Profit ($0.3) ($0.1) $4.9 ($1.8) $3.1 $3.3 ($0.6) $0.4 $8.9

Notes:

1)

2)

Fiscal Year

This report has been prepared by allocating subsequent resettlements and adjustments to the fiscal period to 
which they pertain and therefore will not exactly agree with amounts previously represented.

The Internal Labour component represents the full cost related to internal staff with merchant trading 
responsibilities.  These staff also provide back-up duties related to extra-provincial trading functions.  

2011 01 18 Page 1 of 1 
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PUB/MH/RISK-99 

 

Reference:  page 47 Exhibit 3–4 

Risk Issue: HERMES Model Validation 

 

a) Please provide the respective data points for the graph and provide a 

comparison with actual versus forecast generation. 

 

ANSWER: 

 

See table below. These forecasts were produced in late summer or in the fall; hence early 

months of the fiscal year forecast contained actuals.    

 

Fiscal Year 

Forecast 

Date 

Forecast 

Generation 

Actual 

Generation Variance Variance 

    GWh GWh GWh % 

1999/00 1999-09-09 29347 30146 799 3 

2000/01 2000-09-27 32265 32687 422 1 

2001/02 2001-09-24 33419 32557 -862 -3 

2002/03 2002-09-10 29924 29118 -806 -3 

2003/04 2003-09-10 21820 19369 -2451 -11 

2004/05 2004-10-08 30918 31534 616 2 

2005/06 2005-08-10 36516 37629 1113 3 

2006/07 2006-08-22 33515 32121 -1394 -4 

2007/08 2007-10-01 34330 35354 1024 3 

2008/09 2008-09-24 34547 34528 -19 0 

Average   31660 31504 -156 0 

 

2010 10 29  Page 1 of 1 
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Maximizing Net Revenues versus Minimizing Costs 2 
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In the KM Report and again in response to a CAC/MSOS interrogatory, KM argue that 

 

“the last thing the citizen shareholder would like to see is the utility using its market 
power to maximize its rents, especially given the inherent concern about the implicit 
trade off between domestic load and exports” (KM Report, Page 65), 

 

and  

 

“It would be more reasonable and more consistent with its mandate for MH to 
minimize the cost of the given volume it has to deliver.” (CAC/MSOS/KM-30), 
 

and  

 

“Seventh, we would like to formulate the objective function to minimize cost of 
generation and delivery rather than maximizing net revenues.” (KM Report, 

Page 65). 
 
Manitoba Hydro disagrees with KM on these issues. Manitoba Hydro’s first obligation in all 

of its activities, consistent with its legislative authority established in The Manitoba Hydro 
Act, is “to provide for the continuance of a supply of energy to meet the needs of the 
province….” Given this mandate, there is no risk that Manitoba Hydro power traders may 

trade off service to Manitobans to maximize rents in the export market. To ensure against 

that possibility, Manitoba Hydro has separated its merchant function (profit maximization) 

from its transmission and system operation function (reliability). This separation is 

prescribed in the Corporation’s “Standard of Conducts for Providing Open Access 

Transmission and Interconnection Service.”  

 

Further, all Manitoba Hydro export contracts subordinate exports to deliveries to firm 

Manitoba customers through appropriate curtailment rights. In real-time the availability of 

surplus electricity to the export market is determined by Manitoba Hydro’s System Control 
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Department, having first satisfied itself that the needs of the Province have been met. 

Manitoba Hydro has never curtailed firm load in Manitoba in order to continue to serve any 

export obligation. 

 

Manitoba Hydro disagrees with KM that efficiency should be pursued rather than profit 

maximization in order to protect its domestic customers. This is unnecessary as the protection 

of domestic customers is enshrined in legislation, Manitoba Hydro policy, and Manitoba 

Hydro’s export contracts. Manitoba Hydro’s inability to tradeoff domestic firm load versus 

export load is represented in all its models where Manitoba load is not a decision variable 

that could be subject to curtailment. 

 

Manitoba Hydro believes that its practices of optimizing net export revenues in its water 

management and market activities, benefits its ratepayers. Having done that, it dispatches its 

generation resources in the most efficient manner. To do otherwise (i.e. to formulate the 

objective function in its models to maximize efficiency and minimize generation and 

purchase costs) would cost Manitoba Hydro customers millions in lost profits from foregone 

hourly, daily, weekly and seasonal arbitrage activities and result in higher domestic 

electricity rates. 

 

Drought is Not an Emergency at Manitoba Hydro 20 

21 

22 

23 
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33 

 

In the KM Report and in response to interrogatories from the PUB (PUB/KM-11; 

PUB/KM-50; and PUB/KM-53), KM suggests that Manitoba Hydro does not have Risk 

Preparedness Plans, especially one for drought. 

 
“Risk Preparedness Plans and manuals are needed for all costly risks. A Drought 
Preparedness Plan is a critical necessity. It must be completed and instituted in the 
working mechanisms of the organization immediately. The preparedness plans should 
not stop at the Drought Plan. There are many other emergencies and drastic events 
that may occur that need to be expected and plans made to deal with them. A broad 
preparedness plan can make substantial contributions to the effectiveness of risk 
management services and plans at MH.” (KM Report, Page 194) 
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Benefits of Additional Reservoir Storage Already Effectively Captured 1 
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In the KM Report (p. 245) KM states: 

 

“MH should think of keeping a storage level each year as a hedge against a major 
drought. This amount can be thought of an “insurance premium payment.” There is a 
minimum level that should remain in storage consistent with dependable energy 
targets; the level above that minimum should be part of the mitigation strategy and 
should be adjusted in proportion to deviation of retained earnings from their targeted 
minimum. The closer the retained earnings are to their minimum desirable value, the 
higher the water that should be left in storage for drought mitigation purposes.”  

 

Manitoba Hydro disagrees with KM that it should change its current practice of managing 

minimum reservoir storages and keep additional storage as a drought buffer as an additional 

hedge for low flows.  

 

Manitoba Hydro’s storage operating practice is reflected in Figure 4 which indicates the 

history of Manitoba Hydro controlled reservoir storage for the period since it began 

regulating Lake Winnipeg and the Churchill River Diversion in 1977. The aggregated storage 

indicated include Lake Winnipeg, Cedar Lake and Southern Indian Lake, reservoirs over 

which Manitoba Hydro has complete control. 

 

Figure 4 demonstrates that Manitoba Hydro is already doing what KM is recommending. At 

the end of each fiscal year, Manitoba Hydro has retained 5 TWh in storage on average, with a 

range between 2 TWh and 8.1 TWh. Depending upon current circumstances (firm load 

obligations, upstream storage conditions, thermal availability, in-service dates for new hydro 

generation), Manitoba Hydro calculates the minimum storage reserves needed to maintain a 

dependable supply for the upcoming year. For the current year that amount is approximately 

3 TWh which is typical for the recent past. 
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As indicated on Figure 4, in the majority of the years, reservoir storage is not drawn to the 

minimum. This may have been because it was uneconomic to do so or it was physically 

impossible to draw reservoir storage to the minimum reserve amount, which are both 

impacted by the inefficiency of Lake Winnipeg as a reservoir. It may be uneconomic because 

at low levels of Lake Winnipeg, maximum outflows from the lake in the winter are 

insufficient to meet load demands without expensive thermal or imports. It may be physically 

impossible to draw reservoir storage to minimum storage reserve levels because winter 

inflows to the lake exceed maximum outflow capacity, with Lake Winnipeg going up in level 

rather than being drawn down.  

 

When it is an economic issue, Manitoba Hydro manages the storage on its reservoirs to 

maximize net revenues. This optimization normally results in a combination of Lake 

Winnipeg and Churchill River Diversion regulation involving maximum outflows in the 

winter and carry-over storage. The amount of storage carry-over varies from year to year 
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depending upon inflows during the winter season. In situations where the economic 

management of storage results in carryover storage above the minimum storage reserves, the 

hedge against drought created by the additional storage is achieved at no cost. 

 

In its financial planning process, Manitoba Hydro’s cost of drought calculations recognize 

the issues and costs associated with the winter inefficiencies of Lake Winnipeg as a reservoir. 

 

The Value of Seasonal Diversity Contracts 8 
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Reference PUB/KM-56 

 

a) “Please confirm that in low flow years, MH’s energy shortages could relate 
to: 
 Firm contract sales commitments in the summer and winter. 
 Diversity sales in the summer. 
 Short-term summer sales. 
 Day-ahead and real time sales in the summer. 

 
b) Please confirm that the above sales may, at times, result in winter energy 

shortages and that MH may face high import prices. 
 
c) Please confirm that the decision to undertake the above sales commitments 

may well predate MHs anticipation of a drought situation.” 
 

Manitoba Hydro disagrees with KM’s response to part a) that “Diversity sales in the summer 
are not firm obligations;...”. Manitoba Hydro’s Seasonal Diversity contracts are firm 

obligations which require both Manitoba Hydro and its counterparties to provide accredited 

capacity and associated energy according to the terms and conditions established in the 

contracts. Diversity contracts do not create energy shortages; rather they are at least energy 

neutral, with each party having the equivalent right to call on energy. In addition Manitoba 

Hydro’s diversity contracts provide for additional energy over firm transmission paths, 

which, rather than create shortages, enhance the dependable energy supply allowing 

Manitoba Hydro to avoid the construction of other dependable resources in Manitoba. 
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I
I

the modeling approach is reasonable and appropriately takes into account information
that is available at the time of a decision.

3A Overview of Models

I In this section we provide a brief description of each of the three models and how
they are used by MH. The descriptions are based on documentation provided by MH

1 and the findings of our interview process.

3.4.1 Description of Models

1 3.4.1.1 HERMES
HERMES (Hydro Electric Resource Management Evaluation System) is a planning
tool and decision support system used by the Power Sales and Operations group to

I support hydraulic operations planning. It provides a suggested water release
schedule and aSsociated production estimates over the planning horizon of 12 to 16
months. While management uses HERMES as a support tool in making water
release decisions, these decisions Incorporate broader considerations. HERMES can
also be used to identify the probable cost of serving proposed sale transactions.

HERMES takes into consideration a broad set of data in order to model the state of
the system. Input data to HERMES includes:

• hydrologic information;
• hydraulic system characteristics;
• generation maintenance schedule;
• load requirements;

j • ~exportfimport contracts;
• export/import power prices; and

I • internal and external transmission characteristics.
Exhibit 3-1 provides a graphic representation of HERMES.

I
I
I
I 35
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Figure 3.4 – Load Duration Curve Model 
 

 
Source: P. E. Barritt-Flatt and A.D. Cormie. A comprehensive Optimization 
Model for Hydro-Electric Reservoir Operations. P. 6. 

 
 

3.2.3.3 Forecasting Accuracy of HERMES 

 
“The taste of the pudding is in the eating.” Many forecasters have argued that the utility 
of a model and its worth are singularly dependent on forecasting accuracy. While this 
notion has been challenged, it is still valid for forecasting models that seek to calculate 
future values with accuracy as guides to operations and plans. Forecasting errors arise 
from two sources—errors in the data used or in the structure (logic) of the model. When 
input data are checked and validated, it is only then that forecasting errors can be used to 
validate the structure of the model. 
 
HERMES generates a large set of forecasts from generation to net income. These 
forecasts are used with other information to plan operations and exports. The accuracy of 
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the forecasts is not of mere academic interest: the viability and reliability of the system 
depends upon them. 
 
We have obtained from MH data on the discrepancies between annual forecast values and 
annual actual values for generation, total revenues, total costs, net revenues and exports 
between 1999 and 2009. 
 
Positive errors (under-predicting) are not equivalent to negative errors (over-predicting). 
This fact is also contingent on the nature of the variable predicted. For example, under-
predicting revenue is not a problem but under-predicting costs are a major problem. This 
is why different forecasting error measures have been devised to deal with this issue. We 
will here restrict our presentation to the simple variance of the predicted from the actual 
values. We will not use the average of the error variance because it is meaningless when 
positive and negative values are averaged (negative and positive errors cancel each 
other). A better measure would be one that takes the average of the absolute values of the 
errors, which in the case of the numbers in Table 3.1 would be an average of 3.3% 
instead of the 0% reported by MH. 
 
On average the HERMES model predicts annual generation well. It over-predicts almost 
equally to what it under-predicts. Where it failed, however, was in the crucial period of a 
critical year of low flow. The error in 2003/04 is large, with over 11% (see Table 3.1 and 
Figure3.5). 
    
 

Table 3.1 – Forecast and Actual Generation, 1999-2009 
 

FISCAL YEAR
END MAR 31 FORECASTED ACTUAL Variance % Variance

1999/00 29,347 30,146 799 3%
2000/01 32,265 32,687 422 1%
2001/02 33,419 32,557 -862 -3%
2002/03 29,924 29,118 -806 -3%
2003/04 21,820 19,369 -2451 -11%
2004/05 30,918 31,534 616 2%
2005/06 36,516 37,629 1113 3%
2006/07 33,515 32,121 -1394 -4%
2007/08 34,330 35,354 1024 3%
2008/09 34,547 34,528 -19 0%
Average 31,660 31,504 -156 0%

TOTAL GENERATION

 
Source: Manitoba Hydro. HERMES. 
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Figure 3.5 - Forecast and Actual Generation, 1999-2009 
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Source: Manitoba Hydro. HERMES. 

 
HERMES under-predicts total export revenues. For the ten year period of forecasts, it 
under-predicted three times (3 out of 10) in 2001/02, 2003/04 and 2004/05 (Table 3.2 and 
Figure 3.6). The overall error is relatively low except in 2003/04 and 2005/06--two 
widely different years. The average of the absolute errors is 5.1% instead of the 3% 
reported in Table 3.2.  
 
 

Table 3.2 – Forecast and Actual Total Export Revenue, 1999-2009 
 

FISCAL YEAR
END MAR 31 FORECASTED ACTUAL Variance % Variance

1999/00 365 377 12 3%
2000/01 448 481 33 7%
2001/02 602 578 -24 -4%
2002/03 485 485 0 0%
2003/04 397 357 -40 -10%
2004/05 564 555 -9 -2%
2005/06 748 882 134 18%
2006/07 656 657 1 0%
2007/08 583 626 42 7%
2008/09 621 624 3 0%
Average 547 562 15 3%

TOTAL EXPORT REVENUE

 
Source: Manitoba Hydro. 
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ICF Response to KM Comment that ICF’s

 

Calculation of a 3.1 Percent 

 
Chance that Any Year will be the First of a Drought of Five Years Duration 

 
or Longer is an Underestimation 

© 2011 ICF International.  All rights reserved. YAGTP4225

Source: Response to PUB Order 117/06, p.1  

Notes: 

The calculations for the graph above assume current generation capability and a single base case for other parameters.  

2. The circled time periods indicate extended drought years 

 
Variation of Flow Related Revenue ($ million)

IV.7 ICF Response to KM Comments
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2010/11 Recommended Plan 

Page 1 of 2
Fiscal Year 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28
Power Resources 
Existing Manitoba Hydro Plant 21090 21080 21060 21040 21030 20920 20900 20880 20870 20850 20840 20830 20820 20820 20810 20560 20560 20550

Wuskwatim
 

550 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250
Conawapa 

          
2151 4550 4550 4550 4550

Keeyask 
       

677 2898 2903 2903 2903 2903 2903 2903 2903

Supply Side Enhancement Projects 
    (incremental to exisiting) 

Kelsey Rerunnering
Pointe du Bois

              
Bipole III HVDC LINE 243 243 243 258 258 258 258 162 162 162 162

Manitoba Thermal Plants
Brandon Unit 5 Coal 811 811 811 811 811 811 811 811 811
Selkirk Gas 953 953 953 953 953 953 953 953 953 953 953 953 953 953 953 953 953 953
Brandon Units 6-7 SCCT 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354

New Thermal Plants
SCGTs
CCGTs

Wind Committed 238 MW 493 783 783 783 783 783 783 783 783 783 783 783 783 783 783 783 783 783

Demand Side Management 197 348 479 615 736 837 843 914 958 982 1011 1046 1076 1096 1112 1086 1059 1028

Imports
Contracted Energy Imports: 2705 2705 2705 2705 2705 1609 1614 1614 1614 1614 1614 1614 1614 1614 1614 267

Proposed Contracted Energy Imports 383 843 1431 1534 2238 2301 2301 2301 2301

Non-Contracted Energy Imports 1100 1100 1100 1100 1100 1100 1100 1100 1100 1100 1446 1575 1575

TOTAL POWER RESOURCES 28603 29584 30395 30511 30621 30617 30607 30901 30936 31188 33904 34522 34644 37519 39891 38615 38450 38409

Demand 
2010 Base Load Forecast 24117 24739 25142 25807 26180 26599 27055 27362 27657 28016 28381 28748 29120 29496 29878 30269 30663 31062
Non-Committed Construction Power 10 25 60 65 90 115 100 80 80 100 90 30 15 20 30

Current Exports 3602 3583 3457 3354 3189 2115 2012 2012 2012 2012 2012 2012 2012 2532 2572 289 145 145
Less: Adverse Water Energy -91 -91 -91 -309 -370 -370 -370 -370 -370 -370 -370 -489 -513 -85

Proposed Exports 574 1263 2143 2296 3350 3444 3444 3444 3444

TOTAL DEMAND 27628 28231 28507 29171 29394 28465 28762 29094 29414 30332 31365 32613 33158 34979 35412 33932 34272 34681

SYSTEM SURPLUS 975 1353 1888 1340 1227 2153 1845 1807 1522 857 2539 1909 1486 2540 4479 4683 4178 3728
Less: Brandon Unit 5 Coal 811 811 811 811 811 811 811 811 811

Adverse Water Energy 91 91 91 309 370 370 370 370 370 370 370 489 513 85
EXPORTABLE SURPLUS 72 451 985 529 416 1033 664 626 341 487 2169 1539 1116 2051 3967 4598 4178 3728

System Firm Energy Demand and Dependable Resources (GW.h)
2010 Base Load Forecast
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2010/11 Recommended Plan 

Page 2 of 2
Fiscal Year 2028/29 2029/30 2030/31 2031/32 2032/33 2033/34 2034/35 2035/36 2036/37 2037/38 2038/39 2039/40 2040/41 2041/42 2042/43 2043/44 2044/45 2045/46
Power Resources 
Existing Manitoba Hydro Plant 20540 20540 20530 20530 20520 20510 20510 20500 20490 20490 20480 20480 20470 20460 20460 20450 20440 20440

Wuskwatim 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250 1250
Conawapa 4550 4550 4550 4550 4550 4550 4550 4550 4550 4550 4550 4550 4550 4550 4550 4550 4550 4550
Keeyask 2903 2903 2903 2903 2903 2903 2903 2903 2903 2903 2903 2903 2903 2903 2903 2903 2903 2903

Supply Side Enhancement Projects 
    (incremental to exisiting) 

Kelsey Rerunnering
Pointe du Bois 60 150 150 150 150 150 150 150 150 150 150 150 150 150 150 150

              
Bipole III HVDC LINE 162 162 162 162 162 162 162 162 162 162 162 162 162 162 162 162 162 162

Manitoba Thermal Plants
Brandon Unit 5 Coal
Selkirk Gas 953 953 953 953 953 953 953 953 953 953 953 953 953 953 953 953 953 953
Brandon Units 6-7 SCCT 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354 2354

New Thermal Plants
SCGTs 443 886 1329 1772 2215
CCGTs

Wind Committed 238 MW 783 783 783 783 783 783 783 783 783 783 783 783 783 783 783 783 783 783

Demand Side Management 996 964 937 914 885 855 834 807 790 772 757 757 757 757 757 757 757 757

Imports
Contracted Energy Imports:

Proposed Contracted Energy Imports 2301 2301 1662 1534 895 767 767 767 767 767 767 767 767 767 767 767 767 767

Non-Contracted Energy Imports 1575 1575 1575 1575 1575 1575 1575 1575 1575 1575 1575 1575 1575 1575 1575 1575 1575 1575

TOTAL POWER RESOURCES 38366 38335 37719 37657 36980 36812 36791 36754 36726 36709 36684 36684 36674 37107 37550 37983 38416 38859

Demand 
2010 Base Load Forecast 31464 31869 32277 32686 33094 33503 33911 34320 34728 35137 35545 35954 36362 36771 37179 37587 37996 38404
Non-Committed Construction Power 30 35 30 10

Current Exports 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145
Less: Adverse Water Energy 
Proposed Exports 3444 3444 2488 2296 1340 1148 1148 94

TOTAL DEMAND 35083 35493 34940 35137 34579 34796 35204 34559 34873 35282 35690 36099 36507 36916 37324 37732 38141 38549

SYSTEM SURPLUS 3284 2842 2779 2520 2401 2016 1587 2195 1853 1427 994 585 167 191 226 250 275 309 
Less: Brandon Unit 5 Coal

Adverse Water Energy 
EXPORTABLE SURPLUS 3284 2842 2779 2520 2401 2016 1587 2195 1853 1427 994 585 167 191 226 250 275 309

System Firm Energy Demand and Dependable Resources (GW.h)
2010 Base Load Forecast
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PUB/MH I-199 

 

Reference: Tab 13, 13.4 (3) 20 -Year Financial Outlook Pages 8, 9, 10, and 11 

 

a) Please re-file the 20-Year IFF that reflects only electric operations and include 

the financial ratios 

 

ANSWER: 

 

Please refer to the attached schedules. 
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PUB-MH-I-199 (a)

For the year ended March 31
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

REVENUES

General Consumers
  at approved rates 1,160     1,159     1,177     1,191     1,204     1,229     1,244     1,260     1,272     1,283     1,297     
  additional * -         33          69          113        161        212        266        322        381        442        508        
 Extraprovincial 414        383        554        583        615        590        701        729        742        894        1,093     
 Other 7            7            8            8            8            8            8            9            9            9            9            

1,581     1,584     1,808     1,895     1,987     2,039     2,219     2,320     2,404     2,628     2,907     

EXPENSES

 Operating and Administrative 372        380        403        411        420        428        437        445        467        478        497        
 Finance Expense (Before Corp Allocation) 423        419        474        532        533        551        536        552        594        680        885        
 Finance Expense 417        413        468        525        527        544        529        545        587        674        878        
 Depreciation and Amortization 368        386        407        435        446        466        476        481        501        532        566        
 Water Rentals and Assessments 120        110        111        113        114        114        115        115        115        115        124        
 Fuel and Power Purchased 103        132        248        250        260        269        297        341        363        441        419        
 Capital and Other Taxes 73          76          77          80          85          92          100        109        115        121        124        
Corporate Allocation 8            9            9            9            9            9            9            9            9            9            9            

1,460     1,505     1,723     1,824     1,860     1,922     1,963     2,046     2,156     2,370     2,617     

 Non-controlling Interest -         -         1            1            (2)           (5)           (9)           (11)         (12)         (15)         (14)         

Net Income 121        78          87          72          125        113        248        263        235        244        276        

*Additional General Consumers Revenue
  Percent Increase 2.90% 2.90% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50%
  Cumulative Percent Increase 2.90% 5.88% 9.59% 13.43% 17.40% 21.50% 25.76% 30.16% 34.71% 39.43%

Financial Ratios
  Debt 74% 75% 76% 76% 78% 79% 80% 80% 80% 80% 80%
  Interest Coverage 1.24 1.14 1.14 1.11 1.19 1.15 1.30 1.28 1.23 1.22 1.22
  Capital Coverage (excl Major Gen.) 1.37 1.11 1.14 1.31 1.25 1.53 1.89 1.87 1.96 2.21 2.71

(In Millions of Dollars)

ELECTRIC OPERATIONS (MH09-1)
PROJECTED OPERATING STATEMENT

20 YEAR FINANCIAL OUTLOOK
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PUB-MH-I-199 (a)

For the year ended March 31
2021 2022 2023 2024 2025 2026 2027 2028 2029

REVENUES

General Consumers
  at approved rates 1,312     1,327     1,342     1,357     1,374     1,393     1,413     1,433     1,450     
  additional * 550        594        639        687        736        789        844        901        959        
 Extraprovincial 1,201     1,223     1,379     1,758     1,940     1,908     1,903     1,928     1,950     
 Other 9            9            10          10          10          10          10          11          11          

3,073     3,153     3,370     3,812     4,060     4,100     4,170     4,273     4,370     

EXPENSES

 Operating and Administrative 509        519        536        547        558        569        580        592        603        
 Finance Expense (Before Corp Allocation) 965        858        897        1,078     1,173     1,133     1,101     1,044     986        
 Finance Expense 958        851        890        1,071     1,166     1,126     1,094     1,037     980        
 Depreciation and Amortization 592        598        626        687        731        747        764        767        777        
 Water Rentals and Assessments 129        130        136        150        154        155        155        156        157        
 Fuel and Power Purchased 435        460        474        460        492        420        396        425        446        
 Capital and Other Taxes 117        121        126        128        128        129        129        130        131        
Corporate Allocation 9            9            9            9            9            9            9            9            9            

2,750     2,688     2,798     3,051     3,239     3,156     3,127     3,116     3,103     

 Non-controlling Interest (25)         (27)         (28)         (29)         (30)         (34)         (38)         (41)         (43)         

Net Income 299        439        544        732        791        911        1,005     1,116     1,224     

*Additional General Consumers Revenue
  Percent Increase 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%
  Cumulative Percent Increase 42.22% 45.06% 47.96% 50.92% 53.94% 57.02% 60.16% 63.36% 66.63%

Financial Ratios
  Debt 79% 78% 76% 74% 70% 66% 62% 57% 51%
  Interest Coverage 1.24 1.36 1.45 1.59 1.66 1.79 1.90 2.05 2.22
  Capital Coverage (excl Major Gen.) 2.32 2.26 2.30 2.59 2.50 2.81 2.95 3.19 3.19

(In Millions of Dollars)

ELECTRIC OPERATIONS (MH09-1)
PROJECTED OPERATING STATEMENT

20 YEAR FINANCIAL OUTLOOK
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PUB-MH-I-199 (a)

For the year ended March 31
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

ASSETS

Plant in Service 12,527   13,034   15,075   15,566   15,982   16,691   17,127   17,837   20,301   21,599   25,001   
Accumulated Depreciation (4,663)    (5,018)    (5,398)    (5,805)    (6,216)    (6,649)    (7,091)    (7,540)    (8,010)    (8,514)    (9,052)    

Net Plant in Service 7,865     8,015     9,677     9,761     9,765     10,042   10,035   10,297   12,292   13,085   15,950   

Construction in Progress 1,947     2,458     1,341     1,818     2,838     3,854     5,532     6,948     6,159     6,446     4,168     
Current and Other Assets 2,767     2,735     2,871     2,926     2,708     2,860     3,047     3,259     3,564     3,348     3,683     
Goodwill 42          42          42          42          42          42          42          42          42          42          42          

12,621   13,251   13,931   14,546   15,353   16,798   18,656   20,545   22,057   22,922   23,843   

LIABILITIES AND EQUITY

Long-Term Debt 7,800     8,596     9,054     8,769     10,349   11,505   13,123   14,412   15,346   16,429   14,147   
Current and Other Liabilities 2,156     1,926     2,119     2,916     2,106     2,306     2,333     2,692     3,045     2,586     5,514     
Contributions in Aid of Construction 290        288        284        280        276        275        274        273        272        271        271        
Retained Earnings 2,183     2,261     2,331     2,403     2,528     2,641     2,889     3,153     3,388     3,632     3,908     
Accumulated Other Comprehensive Income 192        178        143        178        94          71          38          17          6            3            3            

12,621   13,251   13,931   14,546   15,353   16,798   18,656   20,545   22,057   22,922   23,843   

(In Millions of Dollars)

ELECTRIC OPERATIONS (MH09-1)
PROJECTED BALANCE SHEET
20 YEAR FINANCIAL OUTLOOK
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PUB-MH-I-199 (a)

For the year ended March 31
2021 2022 2023 2024 2025 2026 2027 2028 2029

ASSETS

Plant in Service 26,067   26,505   30,392   33,459   34,732   35,524   36,105   36,821   37,414   
Accumulated Depreciation (9,616)    (10,190)  (10,793)  (11,461)  (12,177)  (12,911)  (13,663)  (14,420)  (15,188)  

Net Plant in Service 16,451   16,316   19,599   21,998   22,556   22,613   22,441   22,401   22,226   

Construction in Progress 4,523     5,453     3,111     877        270        119        207        205        338        
Current and Other Assets 3,886     3,422     3,704     4,315     5,201     5,650     6,794     8,013     9,284     
Goodwill 42          42          42          42          42          42          42          42          42          

24,902   25,233   26,456   27,232   28,068   28,424   29,484   30,661   31,890   

LIABILITIES AND EQUITY

Long-Term Debt 17,406   17,838   18,640   18,642   18,044   18,047   18,049   17,991   17,743   
Current and Other Liabilities 3,015     2,476     2,354     2,394     3,036     2,477     2,527     2,642     2,891     
Contributions in Aid of Construction 272        272        273        274        276        277        280        283        287        
Retained Earnings 4,207     4,645     5,190     5,922     6,713     7,623     8,629     9,745     10,969   
Accumulated Other Comprehensive Income 2            1            (0)           0            0            0            0            0            0            

24,902   25,233   26,456   27,232   28,068   28,424   29,484   30,661   31,890   

(In Millions of Dollars)

ELECTRIC OPERATIONS (MH09-1)
PROJECTED BALANCE SHEET
20 YEAR FINANCIAL OUTLOOK
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PUB-MH-I-199 (a)

For the year ended March 31
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

OPERATING ACTIVITIES
Cash Receipts from Customers 1,581     1,584     1,808     1,895     1,987     2,039     2,219     2,320     2,404     2,628     2,907     
Cash Paid to Suppliers and Employees (646)       (690)       (827)       (845)       (872)       (898)       (946)       (1,010)    (1,059)    (1,156)    (1,168)    
Interest Paid (453)       (423)       (479)       (541)       (550)       (549)       (554)       (566)       (634)       (725)       (915)       
Interest Received 29          22          14          16          14          4            15          26          36          39          33          

511        493        516        524        579        596        734        769        746        786        859        

FINANCING ACTIVITIES
Proceeds from Long-Term Debt 745        800        600        540        1,600     1,400     1,800     1,800     1,800     1,400     1,000     
Sinking Fund Withdrawals 262        227        27          103        483        -         3            -         -         456        171        
Retirement of Long-Term Debt (355)       (304)       (27)         (121)       (849)       (100)       (262)       (201)       (530)       (869)       (321)       
Other (35)         (10)         19          (10)         (14)         (12)         (13)         (14)         (15)         (26)         (15)         

618        713        619        512        1,220     1,288     1,528     1,585     1,255     961        835        

INVESTING ACTIVITIES
Property, Plant and Equipment, net of contribution (1,113)    (1,079)    (1,004)    (989)       (1,457)    (1,737)    (2,125)    (2,135)    (1,685)    (1,619)    (1,259)    
Sinking Fund Payment (94)         (99)         (98)         (116)       (176)       (107)       (201)       (159)       (242)       (200)       (256)       
Other (36)         (20)         (16)         (17)         (15)         (31)         (29)         (40)         (28)         (27)         (27)         

(1,243)    (1,198)    (1,118)    (1,123)    (1,648)    (1,876)    (2,355)    (2,334)    (1,954)    (1,846)    (1,543)    

Net Increase (Decrease) in Cash (114)       8            17          (86)         151        9            (92)         21          47          (98)         151        
Cash at Beginning of Year 66          (48)         (40)         (23)         (109)       41          51          (41)         (21)         26          (72)         
Cash at End of Year (48)         (40)         (23)         (109)       41          51          (41)         (21)         26          (72)         79          

ELECTRIC OPERATIONS (MH09-1)
PROJECTED CASH FLOW STATEMENT

(In Millions of Dollars)
20 YEAR FINANCIAL OUTLOOK

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 73

PAGE 308



2010 03 04  Page 7 of 7 

PUB-MH-I-199 (a)

For the year ended March 31
2021 2022 2023 2024 2025 2026 2027 2028 2029

OPERATING ACTIVITIES
Cash Receipts from Customers 3,073     3,153     3,370     3,812     4,060     4,100     4,170     4,273     4,370     
Cash Paid to Suppliers and Employees (1,194)    (1,234)    (1,277)    (1,289)    (1,337)    (1,279)    (1,266)    (1,308)    (1,343)    
Interest Paid (1,000)    (894)       (908)       (1,099)    (1,206)    (1,178)    (1,137)    (1,092)    (1,046)    
Interest Received 30          27          4            3            11          15          10          18          27          

909        1,052     1,189     1,426     1,528     1,659     1,777     1,891     2,009     

FINANCING ACTIVITIES
Proceeds from Long-Term Debt 1,000     600        800        -         -         -         -         -         -         
Sinking Fund Withdrawals 285        741        171        -         -         341        -         -         60          
Retirement of Long-Term Debt (285)       (744)       (171)       -         -         (600)       -         -         (60)         
Other 11          (26)         (23)         (24)         (24)         (25)         (27)         (29)         (30)         

1,011     571        777        (24)         (24)         (284)       (27)         (29)         (30)         

INVESTING ACTIVITIES
Property, Plant and Equipment, net of contribution (1,443)    (1,359)    (1,536)    (820)       (651)       (622)       (651)       (695)       (706)       
Sinking Fund Payment (292)       (349)       (208)       (183)       (188)       (193)       (179)       (183)       (188)       
Other (33)         (38)         (28)         (32)         (29)         (30)         (33)         (31)         (31)         

(1,768)    (1,746)    (1,772)    (1,035)    (868)       (845)       (862)       (909)       (925)       

Net Increase (Decrease) in Cash 152        (124)       194        367        636        529        887        953        1,053     
Cash at Beginning of Year 79          231        107        301        669        1,305     1,834     2,721     3,674     
Cash at End of Year 231        107        301        669        1,305     1,834     2,721     3,674     4,727     

ELECTRIC OPERATIONS (MH09-1)
PROJECTED CASH FLOW STATEMENT

(In Millions of Dollars)
20 YEAR FINANCIAL OUTLOOK

 

MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 73

PAGE 309



 



MIPUG 2010/11 & 2011/12 GRA/RISK BOOK OF DOCUMENTS TAB 74

PAGE 310



 



PUB/MH I-81 

 

Subject: Tab 8: Energy Supply 

Reference: 2008 GRA PUB/MH I-30(b), 2008 GRA PUB/MH I- 3(f) 

 

a) Please re-file an updated version of 2008 GRA PUB/MH I-30b) showing annual 

system inflows/MH hydraulic energy/net revenue/etc. 

 

ANSWER: 

 

It is noted that the reference from the 2008 GRA should be PUB/MH II-30(b) from Round II 

and not Round I of the proceeding. The 2008 GRA response was derived from an estimate 

for load year 2010/11 and the current update is derived for load year 2011/12. The flow 

record currently utilized by Manitoba Hydro in its generation estimates is based on a 94 year 

flow record that extends up to the year 2005/06 inclusive. It has been the practice in 

Manitoba Hydro to update the flow record about every five years, and therefore the same 

flow record is currently being utilized as that in the 2008 GRA. The updated table for 2009 

conditions is provided on the following page. This update is based on the 2009 Load Forecast 

and the 2009 forecast of export and import prices as well as all other updates for the 2009 

IFF.  
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Variation Variation
of Net of Net

Annual MH Revenue Annual MH Revenue
Flow Year System Hydraulic Net from Flow Year System Hydraulic Net from

Inflow Energy Revenue Average Inflow Energy Revenue Average
Kcfs (GWh/yr) (M $Cdn) (M $Cdn) Kcfs (GWh/yr) (M $Cdn) (M $Cdn)

1912 111 35202 424 222 1961 75 20539 -459 -661
1913 118 31970 330 128 1962 119 31024 288 86
1914 98 27839 160 -42 1963 111 30866 284 82
1915 104 29382 236 34 1964 115 31380 306 104
1916 135 34704 430 228 1965 159 36853 470 268
1917 118 33198 377 175 1966 153 36455 443 241
1918 105 29278 226 24 1967 114 33827 364 162
1919 98 26433 74 -128 1968 138 33335 380 178
1920 102 28144 168 -34 1969 150 36494 455 253
1921 113 30457 269 67 1970 148 36617 457 255
1922 105 28860 209 7 1971 140 35044 419 217
1923 111 30032 248 46 1972 125 33842 371 170
1924 98 25802 28 -174 1973 116 30842 292 90
1925 119 31260 307 105 1974 165 36643 451 249
1926 110 30500 277 75 1975 138 36328 455 253
1927 154 36649 462 260 1976 94 26867 6 -196
1928 113 33282 375 173 1977 100 25698 22 -180
1929 86 24379 -83 -285 1978 121 31927 329 127
1930 89 23391 -172 -374 1979 136 33632 362 160
1931 86 22960 -215 -417 1980 95 25825 34 -168
1932 95 25443 3 -199 1981 85 22798 -229 -431
1933 100 26855 105 -97 1982 116 30392 267 65
1934 118 31577 313 111 1983 111 29677 240 38
1935 117 31484 310 108 1984 100 26734 91 -111
1936 96 26018 43 -159 1985 139 33347 380 178
1937 98 26951 104 -98 1986 131 34508 392 190
1938 88 24939 -36 -238 1987 83 22950 -217 -419
1939 79 21512 -356 -558 1988 72 19445 -542 -744
1940 54 19389 -545 -747 1989 90 24863 -43 -245
1941 92 21497 -355 -557 1990 87 24732 -52 -254
1942 101 28406 182 -20 1991 91 25243 -14 -216
1943 107 29753 243 41 1992 116 30307 260 58
1944 106 29542 234 32 1993 105 29548 228 26
1945 118 31437 314 112 1994 101 28200 149 -53
1946 113 31209 302 100 1995 105 29479 227 25
1947 125 33054 373 171 1996 141 34459 400 198
1948 113 32367 312 111 1997 153 36215 452 250
1949 115 30074 258 56 1998 106 30012 172 -30
1950 147 34610 404 202 1999 111 30039 253 51
1951 132 35442 439 237 2000 128 32517 350 148
1952 106 31097 297 95 2001 128 32908 318 116
1953 124 32858 371 169 2002 107 28990 196 -6
1954 144 36475 463 262 2003 72 20182 -496 -698
1955 132 35240 416 214 2004 140 33577 392 190
1956 119 32632 336 134 2005 171 37646 484 282
1957 112 30890 287 85
1958 95 26326 66 -136 Average 113 30067 202 0
1959 137 33574 389 187
1960 102 29106 201 0

 
 

2010 04 23  Page 2 of 2 
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GRA 2009/10 

 

APPENDIX 15 

 

20 Year Financial Outlook 

Alternative Scenarios
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Five Year Drought 

Page 14 of 40 

For the year ended March 31

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

REVENUES

 General Consumers 1,652 1,670 1,739 1,808 1,869 1,953 2,028 2,101 2,178 2,256 2,336

 Extraprovincial 414 383 334 288 429 365 502 729 742 894 1,093

2,066 2,054 2,073 2,096 2,298 2,317 2,530 2,830 2,920 3,151 3,429

 Cost of Gas Sold 351 332 340 346 342 349 350 351 352 353 352

1,715 1,722 1,733 1,750 1,956 1,968 2,180 2,479 2,568 2,798 3,077

 Other 28 29 31 32 32 33 34 34 35 36 36

1,742 1,751 1,765 1,782 1,988 2,001 2,214 2,513 2,603 2,834 3,113

EXPENSES

 Operating and Administrative 446 456 482 492 501 512 522 532 555 568 589

 Finance Expense 454 451 519 614 658 703 718 757 811 910 1,130

 Depreciation and Amortization 394 415 438 469 481 502 513 519 540 573 607

 Water Rentals and Assessments 120 110 87 77 97 95 99 115 115 115 124

 Fuel and Power Purchased 103 131 471 733 340 382 385 341 362 440 418

 Capital and Other Taxes 97 99 100 103 109 116 125 133 140 146 150

1,613 1,663 2,097 2,488 2,186 2,310 2,362 2,398 2,523 2,753 3,019

 Non-controlling Interest -         -         1            1            (2)           (5)           (9)           (11)         (12)         (15)         (14)         

Net Income 129        88          (331)       (705)       (200)       (313)       (157)       104        67          66          81          

Additional General Consumers Revenue

General electricity rate increases 2.90% 2.90% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50%

General gas rate increases 0.00% 1.50% 0.00% 1.00% 0.00% 1.00% 0.00% 1.00% 1.00% 0.00%

Financial Ratios

  Debt 74% 75% 80% 86% 89% 93% 94% 95% 95% 95% 94%

  Interest Coverage 1.24 1.15 0.49 0.02 0.75 0.65 0.85 1.09 1.05 1.05 1.05

  Capital Coverage 1.39 1.09 0.25 (0.50) 0.57 0.50 0.88 1.46 1.48 1.66 1.99

CONSOLIDATED PROJECTED OPERATING STATEMENT (IFF09-1)

(In Millions of Dollars)

5 YEAR DROUGHT
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Five Year Drought 

Page 15 of 40 

For the year ended March 31

2021 2022 2023 2024 2025 2026 2027 2028 2029

REVENUES

 General Consumers 2,392 2,454 2,514 2,581 2,651 2,721 2,801 2,877 2,957

 Extraprovincial 1,201 1,223 1,379 1,758 1,940 1,908 1,903 1,928 1,950

3,593 3,677 3,892 4,338 4,591 4,630 4,704 4,805 4,907

 Cost of Gas Sold 351 350 350 349 348 347 346 346 345

3,242 3,327 3,543 3,990 4,243 4,283 4,358 4,459 4,562

 Other 37 38 39 39 40 41 42 42 43

3,279 3,364 3,581 4,029 4,283 4,324 4,399 4,502 4,605

EXPENSES

 Operating and Administrative 602 615 634 647 660 673 686 699 713

 Finance Expense 1,225 1,134 1,190 1,391 1,500 1,473 1,455 1,412 1,369

 Depreciation and Amortization 634 639 667 729 773 789 807 810 821

 Water Rentals and Assessments 129 130 136 150 154 155 155 156 157

 Fuel and Power Purchased 435 459 473 459 492 420 395 424 445

 Capital and Other Taxes 143 147 153 154 155 156 157 158 159

3,168 3,124 3,254 3,529 3,734 3,666 3,655 3,660 3,664

 Non-controlling Interest (25)         (27)         (28)         (29)         (30)         (34)         (38)         (41)         (43)         

Net Income 86          214        300        471        519        623        707        801        898        

Additional General Consumers Revenue

General electricity rate increases 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%

General gas rate increases 0.00% 1.00% 0.00% 1.00% 1.00% 0.00% 1.00% 0.00% 1.00%

Financial Ratios

  Debt 94% 93% 92% 91% 88% 86% 83% 79% 75%

  Interest Coverage 1.06 1.14 1.20 1.30 1.34 1.42 1.48 1.56 1.65

  Capital Coverage 1.72 1.73 1.78 2.07 2.01 2.26 2.36 2.55 2.58

CONSOLIDATED PROJECTED OPERATING STATEMENT (IFF09-1)

(In Millions of Dollars)

5 YEAR DROUGHT
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Five Year Drought 

Page 16 of 40 

For the year ended March 31

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

ASSETS

Plant in Service 13,097   13,626   15,691   16,213   16,654   17,387   17,844   18,579   21,071   22,401   25,835   

Accumulated Depreciation (4,800)    (5,171)    (5,562)    (5,985)    (6,414)    (6,864)    (7,320)    (7,787)    (8,275)    (8,799)    (9,357)    

Net Plant in Service 8,297     8,455     10,129   10,228   10,240   10,523   10,524   10,792   12,796   13,602   16,478   

Construction in Progress 1,949     2,460     1,343     1,820     2,840     3,856     5,534     6,950     6,161     6,448     4,170     

Current and Other Assets 2,421     2,374     2,503     2,555     2,287     2,447     2,673     2,931     3,165     3,005     3,407     

Goodwill 107        107        107        107        107        107        107        107        107        107        107        

12,775   13,397   14,082   14,710   15,475   16,933   18,838   20,780   22,230   23,163   24,163   

LIABILITIES AND EQUITY

Long-Term Debt 7,816     8,613     9,471     9,986     11,766   13,322   15,540   17,029   17,963   19,446   17,364   

Current and Other Liabilities 2,246     2,000     2,216     3,004     2,277     2,518     2,397     2,768     3,228     2,617     5,619     

Contributions in Aid of Construction 293        291        285        280        276        273        272        270        268        267        267        

Retained Earnings 2,227     2,315     1,967     1,262     1,062     748        592        696        764        830        910        

Accumulated Other Comprehensive Income 192        178        143        178        94          71          38          17          6            3            3            

12,775   13,397   14,082   14,710   15,475   16,933   18,838   20,780   22,230   23,163   24,163   

CONSOLIDATED PROJECTED BALANCE SHEET (IFF09-1)

(In Millions of Dollars)
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Five Year Drought 

Page 17 of 40 

For the year ended March 31

2021 2022 2023 2024 2025 2026 2027 2028 2029

ASSETS

Plant in Service 26,935   27,406   31,328   34,430   35,739   36,567   37,186   37,941   38,573   

Accumulated Depreciation (9,943)    (10,538)  (11,165)  (11,855)  (12,595)  (13,354)  (14,132)  (14,916)  (15,711)  

Net Plant in Service 16,991   16,868   20,164   22,575   23,144   23,213   23,054   23,025   22,861   

Construction in Progress 4,525     5,456     3,114     879        273        121        210        207        340        

Current and Other Assets 3,588     3,090     3,313     3,856     4,456     4,607     5,440     6,332     7,265     

Goodwill 107        107        107        107        107        107        107        107        107        

25,212   25,521   26,698   27,417   27,981   28,049   28,810   29,671   30,574   

LIABILITIES AND EQUITY

Long-Term Debt 20,823   21,455   22,457   22,659   22,061   22,064   22,066   22,008   21,760   

Current and Other Liabilities 3,124     2,588     2,464     2,509     3,151     2,592     2,643     2,758     3,007     

Contributions in Aid of Construction 266        266        267        267        268        270        272        275        279        

Retained Earnings 996        1,210     1,510     1,981     2,500     3,123     3,830     4,631     5,529     

Accumulated Other Comprehensive Income 2            1            (0)           0            0            0            0            0            0            

25,212   25,521   26,698   27,417   27,981   28,049   28,810   29,671   30,574   

CONSOLIDATED PROJECTED BALANCE SHEET (IFF09-1)

(In Millions of Dollars)
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Five Year Drought 

Page 18 of 40 

For the year ended March 31

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

OPERATING ACTIVITIES

Cash Receipts from Customers 2,171     2,159     2,181     2,201     2,404     2,424     2,638     2,938     3,029     3,261     3,540     

Cash Paid to Suppliers and Employees (1,175)    (1,227)    (1,563)    (1,830)    (1,477)    (1,536)    (1,565)    (1,560)    (1,613)    (1,712)    (1,726)    

Interest Paid (474)       (445)       (510)       (603)       (663)       (683)       (718)       (757)       (840)       (941)       (1,148)    

Interest Received 29          22          14          16          14          4            15          26          37          39          34          

551        510        122        (217)       278        209        370        647        613        646        701        

FINANCING ACTIVITIES

Proceeds from Long-Term Debt 900        800        1,000     1,400     1,800     1,800     2,400     2,000     1,800     1,800     1,200     

Sinking Fund Withdrawals 262        227        27          103        487        -         18          -         13          456        189        

Retirement of Long-Term Debt (448)       (304)       (27)         (183)       (849)       (100)       (262)       (201)       (530)       (869)       (321)       

Other (36)         (12)         19          (10)         (13)         (11)         (13)         (14)         (14)         (26)         (15)         

678        712        1,019     1,309     1,425     1,689     2,144     1,785     1,269     1,361     1,054     

INVESTING ACTIVITIES

Property, Plant and Equipment, net of contributions (1,151)    (1,117)    (1,046)    (1,035)    (1,495)    (1,774)    (2,163)    (2,173)    (1,723)    (1,658)    (1,299)    

Sinking Fund Payment (94)         (99)         (98)         (121)       (176)       (123)       (201)       (172)       (242)       (218)       (256)       

Other (36)         (20)         (16)         (17)         (17)         (31)         (29)         (41)         (28)         (27)         (27)         

(1,281)    (1,236)    (1,160)    (1,172)    (1,687)    (1,928)    (2,393)    (2,385)    (1,993)    (1,903)    (1,582)    

Net Increase (Decrease) in Cash (52)         (15)         (19)         (80)         16          (30)         121        47          (111)       104        172        

Cash at Beginning of Year (32)         (84)         (99)         (118)       (197)       (181)       (211)       (90)         (43)         (154)       (50)         

Cash at End of Year (84)         (99)         (118)       (197)       (181)       (211)       (90)         (43)         (154)       (50)         122        

CONSOLIDATED PROJECTED CASH FLOW STATEMENT (IFF09-1)

(In Millions of Dollars)

5 YEAR DROUGHT
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Five Year Drought 
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For the year ended March 31

2021 2022 2023 2024 2025 2026 2027 2028 2029

OPERATING ACTIVITIES

Cash Receipts from Customers 3,704     3,789     4,005     4,451     4,705     4,744     4,819     4,920     5,023     

Cash Paid to Suppliers and Employees (1,753)    (1,795)    (1,840)    (1,853)    (1,903)    (1,846)    (1,835)    (1,879)    (1,915)    

Interest Paid (1,247)    (1,157)    (1,192)    (1,397)    (1,525)    (1,511)    (1,483)    (1,453)    (1,424)    

Interest Received 30          27          4            3            14          19          12          23          34          

734        864        977        1,205     1,290     1,406     1,513     1,611     1,718     

FINANCING ACTIVITIES

Proceeds from Long-Term Debt 1,200     800        1,000     200        -         -         -         -         -         

Sinking Fund Withdrawals 285        741        171        -         -         428        -         -         60          

Retirement of Long-Term Debt (285)       (744)       (171)       -         -         (600)       -         -         (60)         

Other 11          (26)         (23)         (24)         (24)         (25)         (27)         (29)         (30)         

1,211     771        977        176        (24)         (198)       (27)         (29)         (30)         

INVESTING ACTIVITIES

Property, Plant and Equipment, net of contributions (1,483)    (1,400)    (1,577)    (863)       (692)       (665)       (694)       (739)       (750)       

Sinking Fund Payment (292)       (349)       (214)       (222)       (230)       (236)       (220)       (227)       (233)       

Other (33)         (38)         (29)         (32)         (29)         (30)         (33)         (31)         (31)         

(1,808)    (1,788)    (1,820)    (1,116)    (951)       (931)       (947)       (997)       (1,015)    

Net Increase (Decrease) in Cash 137        (153)       134        265        315        277        539        586        673        

Cash at Beginning of Year 122        259        106        240        505        820        1,097     1,636     2,222     

Cash at End of Year 259        106        240        505        820        1,097     1,636     2,222     2,894     

CONSOLIDATED PROJECTED CASH FLOW STATEMENT (IFF09-1)

(In Millions of Dollars)

5 YEAR DROUGHT
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