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NEEDS FOR AND ALTERNATIVES TO (NFAT)

Manitoba Hydro Undertaking #49

Manitoba Hydro to provide a table in similar format to what is shown on page 147 of Exhibit
58-3, and on an annual basis, provide the costs, including operating and administration
segregated from finance expense, which would be segregated from depreciation expense,
which would be segregated from the capital tax for the major capital projects, which include
Wuskwatim, Bipole ifi, Keeyask, Conawapa, and the 750 megawatt transmission
interconnection line that is part of Manitoba Hydro’s Preferred Development Plan; will also
include the interest costs associated with the sunk costs in the plans without Keeyask or
Conawapa in them.

Response:

As requested in the undertaking, summaries of the projected costs by major capital projects
have been provided in a series of tables found below. Please note that the calculations have

been provided for Conawapa for both 2026/27 and 2031/32 in-service dates. The operating
and administrative expense and depreciation expense costs categories are directly associated
with the individual major capital projects. However, in practice, finance expense is
calculated based on the total outstanding debt balance and capital taxes is calculated based on
the total paid up capital balance which are both contained in the pro forma financial
statements. As such, finance expense and capital taxes contained in the tables below have
been calculated based on the average net book value of the major capital assets. An annual
average interest rate (including the 1% provincial guarantee fee) was derived from the pro
forma financial statements and used to calculate finance expense. A flat one-half percent
(0.5%) was applied to the net book value for each project to calculate the capital taxes. The
annual values for finance expense and capital taxes are simply approximations or rough
allocations of the total finance expense and total capital taxes found in the pro forma

financial statements.

In addition to the requested cost calculations, Manitoba Hydro notes that it applies for
general rate increases for its electricity operations by considering projections of all of the
revenues and expenses of the utility as well as financial targets and not on an incremental or
project by project basis. When preparing the Corporation’s Integrated Financial Forecast
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(1FF), all costs and revenues associated with the existing system as well as all of the costs
and revenues related to any future planned additions to the electricity system (i.e. Bipole Ill,

Keeyask G.S., Conawapa G.S. etc.) are included in the pro forma financial statements.
Electricity rate increases are then projected in an attempt to best match revenues with

expenses such that minimum financial targets are achieved.

Manitoba Hydro’s hydraulic power system is modelled and operated to take maximum
advantage of the synergies each individual asset can contribute to the whole. As a result,
each individual generating station becomes part of the hydro system which is operated to
manage the most efficient use of the water resource. As proposed future generating assets
(Keeyask G.S. or Conawapa G.S.) and transmission assets (750 MW Interconnection
Transmission Line) are added, the water resource is once again optimized and the synergistic
benefits of the entire hydro system are realized. The synthesis of all the assets, both existing
and future contained in any proposed development plan, yields the associated production
costs and revenues. While some of the costs — operating and administrative expense and
depreciation expense — are directly attributable to a particular asset, the benefits are not.
Some of the benefits (net export revenues) are the result of the synergies realized by the
system as a whole and cannot be accurately attributed to any individual asset. For additional
information, please see Manitoba Hydro’s letter dated June 3, 2014. For these reasons, it is
best to evaluate the projected customer rate impacts of any proposed generating asset or
transmission asset in the context of a complete development plan, as shown in the pro forma
financial statements. The financial projections filed during the NFAT proceedings contain
all of the synergistic benefits and costs related to all the assets — both existing and proposed.

Please see the attached pro forma financial statements for the PDP Plan 14 DSM Level 2

Alternative Rate Methodology #2 also found in MH Exhibit 104-12-4 which contains an
example of how the required rate increases of a development plan have been projected for
each year in the 50 year evaluation period. Alternative Rate Methodology #2 expands upon
Alternative Rate Methodology #1 and minimizes the net losses projected during the first ten
(10) years under Alternative #1. Even-annual rate increases above 3.95% were projected
over the 2018 to 2022 timeframe to improve the projected net income/loss, the impact on
retained earnings, the interest coverage ratios and the debt/equity ratios to an acceptable
level. Beginning in 2023, if the target interest coverage ratio of 1.20 was not achieved, 3.95%

annual rate increases were projected and if the target 1.20 was exceeded, 0.00% rate
increases were projected until the interest coverage ratio returned to the 1.20 target. Once the
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target interest coverage is achieved, projected rates are adjusted annually to maintain the
Corporation’s interest coverage ratio target of 1.20.

The PDP Plan 14 is projecting even-annual rate increases of 4.32% (over the 2018 to 2022
timeframe) followed by 3.95% rate increases in 2023 and 2024 before the 1.20 interest
coverage target is achieved. During this seven year timeframe, total net plant in service is
projected to increase by approximately $10 billion — almost doubling the Corporation’s net
fixed assets — yet annual rates increases are maintained at or near the 3.95% level. This
observation is important as one cannot infer the customer rate impacts noted above by simply
reviewing the O&M, depreciation expense, interest expenses, and taxes related to a few
assets in the development plan. Reviewing a select number of costs (in absolute terms or in
$IkWh) related to individual assets does not provide the entire picture and is potentially
misleading. Without considering the net revenue derived from the synergies of the system in
a particular development plan, all the revenues and costs associated with all other system
assets, as well as the acceptable level of financial targets that result from the net revenues, it
would be next to impossible to draw any conclusions regarding projected customer rate
impacts.
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Manitoba Hydro Undertaking #49

For the year ended March 31
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

Finance Expense ‐            ‐            ‐            ‐            ‐            ‐            ‐            79              262            354            349            356            350            351            345            340            334            334            329            323            318            317            317            316            315           
OM&A Costs ‐            ‐            ‐            ‐            ‐            ‐            ‐            5                15              15              15              16              16              16              16              16              16              16              15              16              16              16              17              16              16             
Depreciation ‐            ‐            ‐            ‐            ‐            ‐            ‐            7                67              91              91              91              91              91              91              91              91              91              91              91              91              91              91              91              91             
Capital Tax 3                5                9                12              17              23              27              30              31              31              30              30              29              29              29              28              28              27              27              26              26              25              25              24              24             

For the year ended March 31
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

Finance Expense ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            158            443            598            623            614            601            593            589            586            586            585           
OM&A Costs ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            18              19              19              19              20              20              20              20              20              21              25             
Depreciation ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            32              100            146            148            148            148            148            148            148            148            148           
Capital Tax 1                2                2                2                3                4                6                11              15              22              27              33              38              46              51              51              51              50              49              48              48              47              46              45              45             

For the year ended March 31
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

Finance Expense ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            186            518            707            746            747            747           
OM&A Costs ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            20              21              21              21              22              22             
Depreciation ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            38              118            173            174            174            174           
Capital Tax 1                2                2                2                2                3                3                3                4                5                6                9                15              19              26              33              39              45              54              60              60              60              59              58              57             

For the year ended March 31
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

Finance Expense ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            19              36              36              36              35              35              34              33              32              32              31              30              29              29              29              28              28             
OM&A Costs ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            39              38              37              36              34              33              32              31              30              29              27              26              25              24              22              22              21             
Depreciation ‐            ‐            ‐            ‐            ‐            ‐            ‐            ‐            10              14              14              14              14              14              14              14              14              14              14              14              14              14              14              14              14             
Capital Tax 0                0                0                0                0                1                2                2                3                3                3                3                3                3                3                3                3                3                3                2                2                2                2                2                2               

For the year ended March 31
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

Finance Expense 100            97              91              89              92              91              91              89              89              86              85              86              84              84              83              81              79              79              77              76              74              74              73              72              72             
OM&A Costs 6                11              11              11              12              12              12              12              13              13              13              13              14              14              14              14              15              12              12              12              12              12              13              13              13             
Depreciation 17              29              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27             
Capital Tax 9                8                8                8                8                8                8                8                8                7                7                7                7                7                7                7                7                6                6                6                6                6                6                6                5               

For the year ended March 31
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

Finance Expense 0                2                4                6                10              95              182            178            177            170            166            168            164            163            159            155            151            149            145            141            137            135            133            131            129           
OM&A Costs ‐            ‐            ‐            ‐            ‐            12              12              13              13              13              13              14              14              14              14              15              15              15              16              16              16              16              17              17              17             
Depreciation 0                1                1                3                5                32              67              67              67              67              67              67              67              67              67              67              67              67              66              66              66              66              66              66              66             
Capital Tax 2                5                8                12              15              16              16              15              15              15              14              14              14              13              13              13              12              12              12              11              11              11              10              10              10             

For the year ended March 31
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

Finance Expense ‐            ‐            36              69              69              64              61              57              53              48              43              40              36              32              27              22              18              13              8                4                1                0                0                0                0               

(In Millions of Dollars)

KEEYASK (ISD 2019/20)
(In Millions of Dollars)

CONAWAPA (ISD 2031/32)
(In Millions of Dollars)

750MW TRANSMISSION INTERCONNECTION LINE (MB AND US PORTIONS)

CONAWAPA (ISD 2026/27)
(In Millions of Dollars)

(In Millions of Dollars)

WUSKWATIM 
(In Millions of Dollars)

BIPOLE III
(In Millions of Dollars)

FINANCING IMPACTS OF THE SUNK COSTS RELATING TO KEEYASK, CONAWAPA & 750MW TRANSMISSION INTERCONNECTION LINE
FOR DEVELOPMENT PLANS EXCLUDING THESE CAPITAL EXPENDITURES

1 of 2 May 2014



Manitoba Hydro Undertaking #49

For the year ended March 31

Finance Expense
OM&A Costs
Depreciation
Capital Tax

For the year ended March 31

Finance Expense
OM&A Costs
Depreciation
Capital Tax

For the year ended March 31

Finance Expense
OM&A Costs
Depreciation
Capital Tax

For the year ended March 31

Finance Expense
OM&A Costs
Depreciation
Capital Tax

For the year ended March 31

Finance Expense
OM&A Costs
Depreciation
Capital Tax

For the year ended March 31

Finance Expense
OM&A Costs
Depreciation
Capital Tax

For the year ended March 31

Finance Expense

KEEYASK (ISD 2019/20)
(In Millions of Dollars)

2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049 2050 2051 2052 2053 2054 2055 2056 2057 2058 2059 2060 2061 2062

309            308            302            296            290            284            282            276            270            264            255            249            247            241            235            233            227            226            222            217            215            210            208            203            198           
17              17              17              18              18              18              19              19              19              20              20              21              21              21              22              22              23              23              24              24              25              25              26              26              27             
91              91              91              91              91              91              91              91              91              91              88              88              89              89              89              89              89              92              93              93              93              93              94              94              94             
24              23              23              22              22              21              21              20              20              20              19              19              18              18              18              17              17              17              16              16              16              15              15              15              14             

CONAWAPA (ISD 2026/27)
(In Millions of Dollars)

2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049 2050 2051 2052 2053 2054 2055 2056 2057 2058 2059 2060 2061 2062

580            573            565            556            547            540            534            525            515            508            491            485            478            472            460            452            444            433            420            407            400            392            384            373            363           
21              22              22              23              23              22              23              23              24              30              25              25              26              26              30              31              31              32              33              36              30              31              31              32              32             

148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148            148           
44              43              42              42              41              40              40              39              38              37              37              36              35              34              34              33              32              31              31              30              29              28              28              27              26             

CONAWAPA (ISD 2031/32)
(In Millions of Dollars)

2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049 2050 2051 2052 2053 2054 2055 2056 2057 2058 2059 2060 2061 2062

736            736            724            713            701            690            688            677            665            653            632            621            618            607            595            592            580            569            548            537            533            521            517            505            493           
22              22              22              23              28              23              24              24              25              25              25              25              26              26              33              27              28              28              29              33              34              35              35              36              40             

174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174            174           
56              55              54              54              53              52              51              50              49              48              47              47              46              45              44              43              42              41              40              40              39              38              37              36              35             

750MW TRANSMISSION INTERCONNECTION LINE (MB AND US PORTIONS)
(In Millions of Dollars)

2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049 2050 2051 2052 2053 2054 2055 2056 2057 2058 2059 2060 2061 2062

27              26              25              24              23              22              22              21              20              19              18              17              16              15              14              13              12              11              19              27              26              25              24              23              22             
20              20              19              19              18              18              17              17              16              16              15              15              14              14              13              13              12              12              11              11              10              10              9                0                0               
14              14              14              14              14              14              14              14              14              14              14              14              14              14              14              14              14              14              17              18              18              18              18              18              18             
2                2                2                2                2                2                2                2                1                1                1                1                1                1                1                2                2                2                2                2                2                2                2                2                2               

WUSKWATIM 
(In Millions of Dollars)

2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049 2050 2051 2052 2053 2054 2055 2056 2057 2058 2059 2060 2061 2062

70              69              68              66              64              62              61              60              58              56              53              52              51              49              47              46              44              42              40              38              37              35              33              32              30             
13              14              14              14              14              15              15              15              15              16              16              16              17              17              17              18              18              18              19              19              20              20              20              21              21             
27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27              27             
5                5                5                5                5                5                5                4                4                4                4                4                4                4                3                3                3                3                3                3                3                2                2                2                2               

BIPOLE III
(In Millions of Dollars)

2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049 2050 2051 2052 2053 2054 2055 2056 2057 2058 2059 2060 2061 2062

125            122            118            114            110            105            103            98              94              90              85              80              77              73              69              69              67              63              58              53              50              45              42              37              33             
18              18              18              19              19              20              20              20              21              21              21              21              21              21              21              21              21              21              21              21              21              21              21              21              21             
66              64              64              64              64              64              63              63              63              63              63              63              63              63              63              64              64              64              64              64              64              64              64              64              64             
9                9                9                8                8                8                8                7                7                7                6                6                6                6                5                5                5                4                4                4                4                3                3                3                2               

2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049 2050 2051 2052 2053 2054 2055 2056 2057 2058 2059 2060 2061 2062

0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0                0               

FINANCING IMPACTS OF THE SUNK COSTS RELATING TO KEEYASK, CONAWAPA & 750MW TRANSMISSION INTERCONNECTION LINE
FOR DEVELOPMENT PLANS EXCLUDING THESE CAPITAL EXPENDITURES

(In Millions of Dollars)

2 of 2 May 2014



Needs For and Alternatives To
DSM Evaluation - 2013 Electric Load Forecast
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