
Manitoba Hydro and Interim Rates: 
An Unhealthy Addiction

Submission of CAC Manitoba & Winnipeg Harvest
(The Consumer Coalition)

Prepared by: Byron Williams, Public Interest Law Centre

February 10, 2016



Part 1 - Overview - An Unhealthy Addiction

The regulatory record since 2010 suggests Manitoba Hydro is developing an unhealthy addiction to 
interim rate increases to the detriment of Manitoba consumers.  On November 15, 2015, Hydro filed its
eighth interim rate application in the last seven fiscal years.1  

The evidence filed in support of the interim application raises profound questions about:

 the reliability of the Crown monopoly's forecasts given a close to $1 Billion positive shift in its 
projected fortunes over the next decade 

 the credibility of IFF15 given Hydro's failure to incorporate express regulatory directives which
would reduce expense costs by more than $500 Million over the next decade

The Consumers Association of Canada (Manitoba Branch) and Winnipeg Harvest (the Consumer 
Coalition) are troubled by Hydro's temerity in seeking a more than $60 Million interim rate increase 
based on a forecast which essentially defies the regulatory accounting direction of the PUB.  IFF15 
cannot be relied upon on a prima facie basis for interim rate setting purposes.2

At a more pragmatic level, the record of this proceeding begs the question of whether Hydro's 
inflexible adulation of 3.95% annual rate increases is just and reasonable.  In light of recent financial 
circumstances, there can be no allegation of financial urgency.  The projection of an additional $700 
million in finance expense savings over the next decade surely constitutes both a repudiation of Hydro's
case theory from the 2015/16 GRA and a material and positive change in circumstances from IFF14.  

The rate setting alternatives explored by the PUB in the interim rate process coupled with enduring 
“forecasting cushions” strongly suggest there are lower rate impact options available which would 
better protect Manitoba consumers while providing sustainable protection against adverse events such 
as lengthy droughts.

Since the great recession of 2007/08, Manitoba ratepayers have already been battered by double the 
rate of inflation rate increases3 driven to a significant degree by Hydro's multi-billion dollar errors in 
forecasting export revenues4 and capital costs.5  Approval of a 3.95% interim rate increase would 
exacerbate the pressure on many Manitoban households and constitute a cumulative rate increase of 
more than 36% since 2008/09.6 

Unfortunately, the tools to assist Manitoba consumers in managing the consequences of Hydro's errors 
are limited.  While DSM should be a primary means of ratepayer protection, the NFAT process 
confirmed that Hydro's DSM portfolio has underperformed compared to North American good 
practice.7  

1 See Appendix A

2  For this purposes of its submissions in this proceeding, the Consumer Coalition will employ the standard for the determination of interim rates 
articulated by the PUB in Order 49/14 where the Board held that i) the standard of proof is on a prima facie basis ii) the legal question is whether it 
would be just and reasonable to grant interim rates iii) urgency is not a necessary precondition for an interim rate increase but it is appropriate to 
consider current financial circumstances in light of recent financial results, p. 16 and 17. Please see Appendix D. 

3 See Appendix B, Table 1

4 2015/16 & 2016/17 GRA, Coalition I-24 a) and Interim Application, Attachment 16

5 2015/16 & 2016/17 GRA, PUB I-17 c)

6 Appendix B, Table 1

7 PUB, Final NFAT Report, page 22
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Manitoba consumers cannot be confident that robust energy efficiency options will be there for them 
when they need it. 

The DSM budget continue to be underspent.  Affordable energy efforts are still evolving.  The future of
energy efficiency initiatives whether delivered by Manitoba Hydro or some allegedly independent 
subsidiary is clouded by legislative and administrative uncertainty.  The prospects for meaningful Bill 
Assistance are uncertain and even in the best case scenario months away.

Given Hydro's ongoing challenges with its export market gamble,8 the best protection for Manitoba 
consumers is a robust regulatory process including an oral public hearing process.  Rate signals are the 
most important and only universal tool to protect ratepayers and to incent efficient and transparent 
corporate behaviour.

An interim rate process is no forum in which to test the questionable bona fides of IFF15.   
The Consumer Coalition recommends that the interim rate tool be employed as an exception rather than
the norm and primarily in special or urgent circumstances.   

Interim rates enable Manitoba Hydro to delay rigorous scrutiny under oath.  They create budgeting 
uncertainty for consumers.  The interim rate process allows for the entrenchment of a regulatory status 
quo that tends to favour the Crown monopoly and is difficult to overturn.  It enables the imposition of 
significant rate increases without rigorous “before the fact” regulatory review.  

While the Consumer Coalition acknowledges the disruptive effect of the NFAT in 2014, eight interim 
rate applications in seven fiscal years suggest that Hydro's regulatory house is not in order.

In the respectful view of the Consumer Coalition, Manitoba Hydro's addiction to interim rate processes 
should not be enabled in the current instant.  A strong message should be sent to Manitoba Hydro to 
revisit its regulatory and forecasting processes while pursuing all available options to robustly protect 
Manitoba consumers from unsustainable rate pressures.

Part 2 - Outline of the Submission and Supporting Materials

This submission presents a high level summary of the analysis of the Consumer Coalition.  It is 
supported by four Appendices:

 Appendix A provides a table setting out the Coalition's understanding of the interim processes 
initiated by Manitoba Hydro since 2010. It offers a basis for the conclusion that Manitoba 
Hydro has an unhealthy addiction to interim rate applications

 Appendix B documents the significant rate pressures Hydro consumers have endured since the 
great recession.  It provides a recent summary of export revenue and capital expenditure 
forecast errors in support of the Coalition's contention that double the rate of inflation rate 
increases have been driven to a significant degree by Hydro's multi-billion dollar errors in 
forecasting export revenues and capital costs

8 The Consumers Coalition acknowledges that it will take many years to fully understand the failures and successes of Hydro's export market risk 
taking over the past decade.  However, there can be no doubt that to date, much lower than expected export prices and much higher than planned 
capital expenditure forecasts have placed significant pressures on Manitoba ratepayers.
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 Appendix C offers a detailed 29 page critical analysis of the record of this proceeding.  It 
examines the credibility of IFF15 and considers alternatives to Hydro's rate proposal

 Appendix D presents a brief analytic summary of the legal standard employed by the Consumer
Coalition in assessing this application.  It also seeks clarification from the Board in terms of 
whether and how s. 48 of The Public Utilities Board Act is to be employed in assessing interim 
rate applications

The remainder of this submission highlights the key conclusions from Appendix C.  It provides the 
recommendations of the Consumers Coalition with regard to factual findings as well as the ultimate 
interim rate decision.

Part 3 - The Billion Dollar Bounce Constitutes a Material Change in Circumstances

Just five months before the interim rate application was filed, Manitoba Hydro was before the PUB 
seeking a $60 million rate increase.  Central to Hydro's case theory was the allegation that it was facing
a sea of red ink between 2019 and 2024.  Witnesses for Hydro testified under oath that it was projecting
a loss of more than $900 million over that six year period.9  Hydro was dismissive of allegations by the 
Consumer Coalition that the credibility of the current financial forecast  was undermined by “a 
prevailing trend to overestimate interest rates.”10  

However, IFF15 confirms the Consumer Coalition's hypothesis that IFF14 was inflated by a massive 
overstatement of finance expense.  It portrays a materially different story of the next ten years than the 
one offered in IFF14.  The central driver of this material change in forecasts is a $757 million 
downward revision in finance expense out to 2025.11 

Just a few months ago, the Consumer Coalition asserted that it:

has no confidence in the current financial forecast which it believes embeds a financial 
cushion.12

Despite its other limitations, IFF15 confirms the existence of an ongoing credibility gap related to 
finance expense.  It highlights the need for a robust review of Hydro forecasts and financials rather than
the light handed interim rate approach.  

IFF15 presents a more than $900 million positive swing between 2019 and 2024 effectively eliminating
the alleged losses.  For the 10 year outlook period of 2016-2025, it shows an accumulation of annual 
net income that is almost $ 1 billion higher than IFF1413. 

9 And if you add up the losses that – if you look at the columns between 2019 and 2024 and you add up the losses that are of 90 million, 160 million, 8 
178 million, 206 million, 187 million, and 124 million, those are losses of $901 million in the last six (6) years of -- of this particular ten (10) year 
part of the forecast.  (Mr. Rainkie, June 13, 2015, p. 3785).  IFF14 shows net income losses for 2019 to 2024 of $90 M, $116 M, $178 M, $206 M, 
$197 M and $124 M for a total of $911 See also Board Order 73/15, Manitoba Hydro announced that successive increases of 3.95% are indicated 
until 2031. Despite those rate increases, the utility still projects losses from 2019 to 2025 (the total to exceed $980 million) and deterioration in its 
financial condition, p. 4.  The current IFF14 forecasts operating losses commencing in 2019 and totaling $980 million over eight years, p. 19

10 Order 73/15, page 48 and 49.

11 See Figure 14 from the Interim Application, page 2

12 Order 73/15, p. 19

13 $975 M, Interim Application, page 24
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By 2025 under IFF15 as compared to IFF14, long term debt is lower14 and retained earnings are 
higher.15 Overall, this results in a higher equity ratio of 13% in IFF15 versus 10% in IFF14.

While there is ample reason to conclude that IFF15 materially overstates the expenses of Hydro by 
failing to integrate PUB regulatory accounting determinations, the IFF does offer greater comfort in 
terms of Hydro's ability during a time of high capital expenditure to absorb the costs of a $1.6 billion 
five year drought.16 

Part 4 - The Defiant IFF Conceals as Much as it Reveals

While IFF15 reveals the finance expense overstatement embedded in IFF14, it effectively conceals the 
effect of Board Order 73/15 on critical regulatory accounting questions.  Put simply, the financial 
forecast presented in IFF15 appears to be in direct defiance of PUB directives that:

◦ Manitoba Hydro “continue to utilize the existing Average Service Life (ASL) method for 
rate setting”17

◦ remaining administrative costs (over and above the $36 M previously approved by the PUB)
“continue to be capitalized as per existing practices”18 

Hydro's defiance has profound adverse effect on the credibility of IFF15 over both the current and test 
year as well as over the next decade.  The Crown monopoly's refusal to respect the direction of the 
PUB with regard to overhead capitalization and depreciation reduces net income by almost $100 M in 
2015/16 and 2016/17.19 Over the next decade, the defiant IFF inflates expenses by more than half a 
billion dollars.20

Hydro's failure to integrate the Board's regulatory accounting directives from Order 73/15 effectively 
amounts to a “back door” attempt to review and vary that order.  But Manitoba Hydro has not brought a
motion to review and vary Order 73/15.  

Absent either a motion to review and vary Order 73/15 or a general rate application in which the merits
of the regulatory accounting determinations of the PUB can be expressly challenged, the rate setting 
process is bound by the Board's prior determinations.  

An interim rate application is no process in which to rehash the merits of an express Board directive.

Given the absence of a motion to vary Order 73/15 and the failure by Hydro to incorporate express 
Board directives which would have a meaningful effect on its projections, IFF15 cannot be relied upon 
for interim rate setting purposes.  It does not offer a prima facie platform on which the Board can rest 

14  $22.7 B versus $23.4 B

15 $2.9 B versus $1.9 B

16 MIPUG I-12 a) suggests the cost of5 year drought running from 2017/18 to 2021/22 is $1.6 Billion and the cost of a 7 year drought running from 
2017/18 to 2021/22 is 2.3 Billion. 

17 Interim Application, Attachment 1, page 53

18 Interim Application, Attachment 1, page 53

19 From comparing the expenses forecast in IFF15 with the results of Interim Application, Attachment 46, Scenario 11

20 See Coalition 1-28 b) and 1-29
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an interim rate determination.

Part 5 – an Information Gap Relating to Sustaining Capital Expenditures

The reliability of IFF15 is also undermined by the failure of Hydro to provide a robust capital asset 
analysis in support of its projected sustaining capital expenditures in 2016/17 and over the next decade.

Over the past eight years, the Consumer Coalition has alleged an ongoing failure by Manitoba Hydro to
manage its day to day or sustaining capital expenditures in a reasonable and prudent manner consistent 
with North American good practice.  It has decried the failure of Hydro to provide a robust explanation 
of the health of its assets and of its asset management plan.

The PUB sought to address Hydro's asset management shortcomings in Orders 116/08, 73/13 and 
49/14.21

But eight years after Order 116/08, a material information gap remains. Hydro's ongoing challenges 
related to the “pacing and prioritization” of sustaining capital expenditures were identified by the 
Coalition and MIPUG in the most recent GRA.22  

In Order 73/15, the Board accepted the reality of a sustaining capital “information gap” for the period 
beyond the 2015/16 test year.  It indicated that this information shortfall should be addressed  in 
advance of the next General Rate Application:

To bridge what the Board considers to be an information gap, the Board expects Manitoba 
Hydro to file, by October 31,2015, updated Terms of Reference and schedules for 
an Asset Condition Assessment. The schedules should contemplate completion of the 
Assessment in advance of the next GRA. (bolding added)23

The PUB has expressly identified an “information gap” going to the prudence and reasonableness of 
sustaining capital expenditures in 2016/17 and beyond.  Hydro has not provided an asset condition 
assessment and management plan which can support the sustaining capital expenditures which are 
portrayed in IFF15.

The Board's finding of an “information gap” relating to sustaining capital expenditures has not been 
overturned.  This reinforces the reality that IFF15 is not a reliable platform on which to make a prima 
facie finding of whether the proposed interim rate increase is “just and reasonable.”

Part 6 –  a 3.95% Interim Rate Increase is Not Supported by the Current Record

There are compelling reasons not to rely upon IFF15 for the purposes of setting an interim rate.  

21 See for example, Order 49/14, p. 18.  As noted by CAC, Manitoba Hydro has not yet filed an Asset Condition Assessment that would provide 
additional clarity regarding expected depreciation and amortization expenses in the future. Directive 7 of Order 43/13 required Manitoba Hydro to 
file an Asset Condition Assessment no later than the filing of the Corporation’s next depreciation study.

22 Order 73/15, p. 19, The Coalition also believes that higher rate increases should not be considered until the planning and prioritization of sustaining 
capital spendingis refined. The Coalition expressed concerns with the quality of information used in determining the level of sustaining capital 
spending. 

23 Order 73/15, p. 68

5



Despite the obvious shortcomings in the evidence and process, there is a key narrative that emerges 
from the interim rate application record:

 there is an implicit concession that the long term outlook for the Corporation has significantly 
improved driven to a large degree by lower finance expense costs 

 while the short term outlook of the Corporation for 2015/16 and 2016/17 appears to have 
worsened based on IFF15, a more scrupulous examination of the record dictates a different 
conclusion

Caveats in Comparing IFF14 and IFF15
  
In comparing IFF15 to IFF14, it is important to note three key factors which should inform the 
analysis. 

First, IFF15 assumes a shorter duration of 3.95% rate increases and assumes a quicker 
achievement of the 75/25 debt/equity target than contemplated in IFF14 or the NFAT.24

Second, IFF15 does not comply with the Board's regulatory accounting directives with a close 
to $100 million impact on expenses over 2015/16 and 2016/17 and a more than $500 million 
impact on expenses over the next decade.25

Finally, it is important to recall that IFF15 income statements for 2015/16 and 2016/17 will be 
dampened by the re-direction of $55 million in additional revenues to the Bipole III deferral 
account.  This was not contemplated in IFF14.

2014/15 Results

In terms of net income, the actual results for 2014/15 are not materially different from forecast.  They 
would have been favourable relative to forecast save for the new purchase power agreement between 
Manitoba Hydro and WPLP.

However, finance expense would have been lower and net income higher if borrowing undertaken for 
the year had been aligned with the changed investing requirements and cash from operating activities.26

If such re-alignment had occurred, it is likely that the equity ratio for 2014/15 would have been higher 
(as opposed to lower) than forecast.  

24 In IFF14, the assumption was that rates would increase by 3.95% until 2030/31 and then by 2% per annum in the years to follow.  The result would be
a 75/25 debt equity ratio by 2033/34.  IFF15 assumes a 3.95% rate increases through to 2028/29 followed by 2% per annum increases resulting in a 
75/25 debt/equity ratio by 2031/32.

25 Hydro acknowledges that in Order 73/15 the PUB indicated that it would not accept the additional $20 M in overhead costs (over and above the 
initial $36 M identified by Manitoba Hydro) that was being expensed due to the implementation of IFRS. However, IFF15, does not reflect the 
direction of the PUB.  Coalition I-29 indicates that the impact of not following the Board’s direction leads to overall increases in expenses of $19 M 
in 2015/16 and $18 M in 2016/17 – after the impact on depreciation is netted out.  Over the 10 year period, this would reduce O&A expense by $200 
M and have the net effect of an overall reduction in expenses of $155 M, after allowing for the amortization of the “capitalized” amounts.  In Order 
73/15 the PUB directed Manitoba Hydro to continue to use the existing Average Service Life (ASL) methodology for calculating depreciation rates 
for rate setting purposes.  However, IFF15 was prepared using the Equal Life Group method. In interrogatory responses PUB I-52 a-c) and Coalition 
I-28 b), Manitoba Hydro has indicated that that the impact of using ASL (and amortizing the difference between ASL and ELG) would be to reduce 
depreciation expense by $30 M in 2015/16 and by $31 M in 2016/17.  Manitoba Hydro has indicated that using ASL over the 2015/16 to 2024/25 
period would decrease depreciation and amortization charges by $371 M, even after allowing the amortization of difference.

26 During 2014/15 Manitoba Hydro issued more debt than was required to finance ongoing activities (e.g. capital expenditures).  PUB I-30 explains that 
this was due to two factors:A decision to borrow additional funds now when rates were exceptionally “low” – given such funds would be required in 
the near term to fund ongoing activities. 
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Finally, at year-end 2014/15, Manitoba Hydro was ahead of schedule with regard to its planned staff 
reductions, which should have a favourable impact on the 2015/16 results.  The fact that not all of the 
reduction in Other O, M and A Costs was due to accelerated staff reductions suggests there may be 
opportunities to maintain this reduction going forward.27 

Conclusions Relating to the Current and Test Year Forecast

Taking IFF15 at face value, there is an apparent deterioration in Manitoba Hydro’s financial 
situation over 2015/16 and 2016/17.

However, the following considerations must be considered when comparing the net income 
results:

o While the impacts have not been quantified, it is reasonable to assume that both O&A costs and 
interest costs in 2015/16 will be less than forecast.  However, export prices are also expected to 
be lower

o Manitoba Hydro’s decision to follow IFRS as opposed to PUB direction with respect to 
overhead capitalization and depreciation reduces net income over 2015/16 and 2106/17 by 
almost $100 million.  Following the Board’s directives would have reduced the net income 
shortfall between the two IFFs from $132 million to roughly $34 million28

o In addition, $55 million of the difference in net income reported in IFF5 is due to higher 
accruals to the BP III account

Recognizing Hydro's failure to follow PUB direction relating to overhead capitalization and 
depreciation and the difference resulting from higher accruals to the BP III account, it is 
reasonable to conclude from an operating perspective that the current income forecast in IFF15 
for 2015/16 and 2016/17 is more favourable than that in IFF14.

Similarly, when considering the increase in debt levels it is important to note that the main 
reasons for the higher debt are:

o The advancement of spending that was originally planned to occur in 2017/18 and 2018/19, and
 

o The plan to increase Manitoba Hydro's liquidity position which is expected to reduce costs over 
the long term.

It would appear that the factors leading to any alleged deterioration in Hydro's financial position
are short-term in nature and not indicative of any long term deterioration in the Corporation’s 
financial position relative to IFF14.  

Indeed, the opposite is likely the case as, under the Board’s directed approach to regulatory 
accounting, retained earnings (including BP III deferral account accruals) will be higher than 

27 Coalition 1- 14 a)

28 From comparing IFF14 with the results of Interim Application, Attachment 1, Scenario 1
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forecast in IFF14 and interest rates (even lower than those forecast in IFF15) are now expected.

Conclusions for the Longer Term

Over the longer term Manitoba Hydro’s financial outlook is improved significantly in IFF15 
relative to IFF14.  This can be seen from the improvement in the equity ratio outlook between 
the two IFFs.  

This improvement occurs despite the fact that in IFF15 the 3.95% annual rate increases are only
maintained through to 2028/29.  In IFF14, they were maintained through to 2030/31.  The 
improvement in the longer term outlook beyond 2024/25 occurs even though the cumulative 
rate increases through to 2034/35 are lower.

More fundamentally, IFF15 does not reflect the impact of following the Board’s directions with 
respect to the capitalization of overheads and continuing use of the ASL methodology for 
depreciation.  Attachment 28 sets out the forecast financial results if these two directives are 
followed and show that in 2024/25:

o Retained Earnings have increased to $3.4 B (as compared to $2.9 B in IFF15), and

o The equity ratio has increased to 15% (from 13% in IFF15)

The target equity ratio of 25% is attained in 2030/31 as opposed to 2031/32.

In its discussion of the results which would flow from following the Board’s regulatory 
accounting directives, Manitoba Hydro raises concerns regarding inter-generational equity29 
relying upon comments by the BC Auditor General regarding BC Hydro’s use of deferral 
accounts for rate smoothing purposes.30  

These submissions are not appropriate in the context of an interim rate application.  Hydro 
could have challenged the Board's determination through a review and vary motion. It chose not
to.  Hydro cannot seek to escape robust regulatory scrutiny by delaying an oral public process 
then employ a much less robust process to challenge the essence of a prior regulatory 
accounting decision by the PUB.

Finally, while it now appears that export price will be lower than forecast it also appears that 
interest rates will be lower as well.  It is not clear what the net effect of these two factors will 
be.

Despite this uncertainty, the IFF15 results and the further scenarios provided in Attachment 28 
beg the question of whether or not a steady pattern of 3.95% annual rate increases called for by 
Manitoba Hydro for more than the next ten years is required.

29 Attachment 28, pages 2-3

30 This argument would appear to be tautological given that Hydro's concern is predicated on the view that ELG is the appropriated depreciation 
methodology and that the $20 M in O&A is more appropriately expensed each year from an inter-generational perspective.  In the case of 
depreciation, both ELG and ASL recover the costs of the assets in-service.  If ASL is deemed by the PUB to be the appropriate depreciation method 
then the use of deferral/regulatory accounts will contribute to inter-generational equity.
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Part 7 - The Alternative Rate Increase Scenarios Presented by Hydro are not Credible

In its Application,31 Manitoba Hydro examined the implication of adopting annual rate increases
of 2% or 2.5% over the period 2016/17 to 2024/25.  

However, there are at least two issues with Manitoba Hydro’s analysis.  The first is that there is 
a significant distance between 2.5% and 3.95% annual rate increases.  But Manitoba Hydro did 
not explore any of this “middle ground”.  The second is that the analysis was based on IFF15 
which was not based on the Board’s directives with respect to depreciation methodology or 
overhead capitalization.

Part 8 – the PUB Alternative Rate Increase Scenarios are Instructive

Hydro's inflexible adulation of annual 3.95% rate increases is undermined by the alternative 
analysis undertaken by the PUB.

Following the initial filing, PUB staff requested a scenario based on meeting the 25% equity 
ratio target by 2033/34 (the same year as in IFF14) and using the Board’s directed accounting 
for depreciation and overheads.  The results32 indicated that:

o A sustained rate increase of 3.36% would be required to achieve the desired results

o The equity ratio would only dip to a low of 12% (as opposed to the 10% in IFF15), and 

o Retained earnings would dip to a low of $2.8 billion in 2022/23 and 2023/24 (as compared 
to a low of $2.7 billion in IFF15)

The long term outlook for the equity ratio based on this scenario versus IFF15 is set out in the 
following chart:33

31 Page 36

32 Attachment 46, Scenario 1

33 PUB I-4 c)
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PUB I-5 – Based on Board’s Accounting Direction

The PUB also requested variations on Attachment 46 where rate increases of 0%, 2%, 3% and 
5% were implemented in 2016/17 with an average annual rate increase determined through to 
2033/34 in order to yield the target equity ratio for that year.  The rate increase results are 
summarized in the table below:34

ANNUAL RATE INCREASES TO ACHIEVE 25% EQUITY RATIO BY 2033/34
BASED ON IFF15 AND PUB’DIRECTIVES RE:  DEPRECIATION AND OVERHEADS

2016/17 2017/18 -> 2033/34
3.36% 3.36%

0% 3.78%
2% 3.53%
3% 3.41%
5% 3.16%

These results demonstrate that annual 3.95% rate increases are not required. 

Part 9 – Recommended Findings Based on the Record

In reviewing the record of this proceeding, the Coalition has come to the following conclusions 
which it would ask the PUB to adopt.

Recommended Finding 1 - Based on its review of the record, there is no “urgent” need for the 
3.95% interim rate increase requested by Manitoba Hydro.

o Using the values from IFF15, a rate increase of slightly more than 2% would be sufficient to

34 The Coalition notes that under the 0%/3.78% scenario, the minimum equity ratio for the period is 11%.This value increases to 12% for the 2%/3.53%;
3%/3.41% and 3.36%/3.36% scenarios and is 13% for the 5%/3.16% scenario.
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ensure projected net income for 2016/17 is greater than zero35

 
o Using the accounting approach directed by the PUB in 73/15, a 0% rate increase in 2016/17 

would still result in positive net income for 2016/1736

o Using the values from IFF15, a 2% rate increase in 2016/17 followed by rate increases 
similar to those proposed in IFF15 would yield longer term financial results (in terms of 
equity ratio) that are similar to IFF14 (i.e. achievement of target ratio by 2033/34 – same as 
IFF14 - and a minimum equity ratio of 11% higher than the 10% minimum in IFF14)37 

o Employing the accounting approach directed by the PUB, a 0% rate increase in 2016/17 
would require subsequent increases of 3.78% per annum in order to achieve the target equity
ratio in 2033/34 (and the minimum equity ratio would again be 11%)

Recommended Finding 2 - To the extent that issues of long term rate stability and rate 
smoothing are viewed as relevant considerations when considering requests for interim rate 
approval, it is clear that even under IFF15 an increase of less than 3.95% in 2016/17 and 
equivalent thereafter through to 2030/31 would result in achieving the target equity ratio prior 
to 2033/34 – the year that the ratio was projected to be achieved in IFF1438. 

Under the accounting approach directed by the PUB, steady rate increases of 3.36% per annum 
to 2033/34 would result in achieving the target equity ratio in 2033/34 – the same year as 
IFF14.

Recommended Finding 3 – Given the interim nature of this proceeding, it's appropriate to rely 
upon the Board’s directed accounting for depreciation and overheads.  Absent a motion to 
review and vary this direction or a full GRA, it is not appropriate to reconsider the Board's 
directives which were fully canvased in the proceedings leading to Order 73/15.

Recommended Finding 4 - IFF15 cannot be relied upon on a prima facie basis for interim rate 
setting purposes due to its failure to employ Board directed accounting for depreciation and 
overheads

Part 10 – Other Considerations of the Coalition

Apart from the record of this proceeding, the ultimate recommendations of the Consumer Coalition are 
also driven by the sense that Manitoba consumers are being forced to bare the consequence of 
questionable decisions and forecasts by the Corporation.  This reality is compounded by the fact that  
consumers lack the tools to adequately protect themselves against Hydro's self inflicted injuries.  

the Self Inflicted injuries of Manitoba Hydro

35 Based on IFF15 a 3.95% increase produces $61 M in additional revenue and a net income for 2016/17 of $29 M.  As a result, each 1% rate increase 
produces over $15 M in additional revenues.

36 Attachment 28, page 5

37 PUB -5 bvi (2%)

38 IFF15 only calls for increases of 3.95% through to 2028/29 (as opposed to 2030/31 in IFF14) and still achieves the target equity ratio two years earlier
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Just four years ago, in Order 5/12, the PUB warned that Hydro's:39 

view of fiscal responsibility is skewed by blind adherence to a future major capital plan that 
has not been fully tested before an independent tribunal considering the “Needs For And 
Alternatives To” such a major capital expenditure plan (NFAAT). 

In Order 73/15, the Board noted the impact of successive years of poor export price estimates on the 
business case for Hydro's major new capital investments:40

The Board is concerned that successive Manitoba Hydro export price forecasts have been 
revised downward and consistently overestimate actual results. That trend 
continues since, according to IFF14, Manitoba Hydro expects a further price decline which will
negatively impact the business case for Manitoba Hydro’s new investments in generation and 
transmission.  (bolding added)

Whether limited by “blind adherence” to grandiose expansion plans or not, Manitoba Hydro has 
struggled in coming to dramatic changes in the marketplace.  

Appendix B to this submission, highlights the multi-billion dollar forecasting challenges that have 
underpinned Hydro's estimates of both export prices and capital program costs over the past decade.  It 
also documents double the pace of inflation rate increase which can be directly tied to Hydro's 
forecasting challenges.

Will Manitoba Consumers Have Adequate Tools to Protect Themselves?

Manitoba consumers have a right to question whether Hydro and the Province have stepped up to the 
plate in protecting consumers.

While DSM should be a primary means of ratepayer protection, the NFAT process confirmed that 
Hydro's DSM portfolio has underperformed compared to North American good practice.41  

Affordable energy efforts are still evolving.42 DSM budgets continue to be underspent.43 The future of 
energy efficiency initiatives whether delivered by Manitoba Hydro or some allegedly independent 
subsidiary is clouded by legislative and administrative uncertainty. 

Manitoba consumers cannot be confident that robust energy efficiency options will be there for them 
when they need it. 

In terms of Bill Assistance, there is no certainty in terms of the ultimate outcome.  Hydro has raised 
jurisdictional concerns.  While it has initiated a collaborative process to examine options, the PUB has 
observed that:

39 Page 26.

40 Order 73/15, p. 87.

41 PUB, Final NFAT Report, page 22

42 See the comments of the Coalition, MMF and MKO as documented in Order 73/15, page 77

43 For 2014/15 see Order 73/15, page 9. The Coalition has no doubt that planning efforts are being hampered by uncertainty relating to who will 
delivery energy efficiency services in the future
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the collaborative process should not be limited to the consideration of special lower income 
rates. From a policy perspective, there may well be better solutions that have not been proposed 
to date.  Furthermore, the optimal solution may well involve a portfolio of measures rather than 
a single measure.  However, the idea of lower income rates should not be discarded upfront due 
to jurisdictional concerns.44

In a best case scenario, any robust policy solutions are unlikely to be presented for many months.  The 
composition of the Hydro and PUB Boards that many months into the future is unclear.  Even if a 
robust policy solution is arrived at, Manitoba ratepayers cannot be confident it will be implented.

Given Hydro's ongoing challenges with its export market gamble,45 the best protection for Manitoba 
consumers is a robust regulatory process including an oral public hearing process.  Rate signals are the 
most important and only universal tool to protect ratepayers and to incent efficient and transparent 
corporate behaviour.

Part 10 - Recommended Order 

In making its final recommendation, the Consumer Coalition was guided by fundamental concerns that:

 there is substantial reason to question the forecasting veracity of Manitoba Hydro especially 
with regard to finance expense and export revenues

 interim rates are overused and unfair to ratepayers
 IFF15 does not reflect the Board's directives relating to regulatory accounting for depreciation 

and overheads
 the “information gap” relating to the test year and future year sustaining capital expenditures 

has still not been addressed despite persistent requests by the PUB dating back to 2008
 uncertainty related to energy efficiency and Bill Assistance programming provides little 

confidence that Manitoba consumers will have adequate tools to mitigate adverse rate impacts 
in the current fiscal year

The Consumers Coalition also has taken note that material reductions in finance expense projections 
have left Hydro better able to weather adverse events such as lengthy droughts. 

The Coalition recognizes that there is no financial urgency.  Using the accounting approach directed by 
the PUB in Order 73/15, even a 0% rate increase in 2016/17 would still result in positive net income 
for 2016/1746

While the Consumer Coalition is aware of the arguments in favour of rate smoothing advanced in 
Order 73/15, it does not consider them persuasive in the interim rate context.  This is especially the 
case given that employing the accounting approach directed by the PUB, a 0% rate increase in 2016/17 

44 Order 73/15, p. 28

45 The Consumers Coalition acknowledges that it will take many years to fully understand the failures and successes of Hydro's export market risk 
taking over the past decade.  However, there can be no doubt that to date, much lower than expected export prices and much higher than planned 
capital expenditure forecasts have placed significant pressures on Manitoba ratepayers.

46 Attachment 28, page 5
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would require subsequent increases of less than 3.8% per annum47 in order to achieve the target equity 
ratio in 2033/34 and still achieve a minimum equity ratio above that contemplated in IFF14.48

Given these reasons, the Consumer Coalition would ask the PUB to issue an Order:

 rejecting the interim rate application of Manitoba Hydro’s, and
 give direction aimed at curing Hydro's addiction to interim rate processes

Part 11 – Conclusion

Manitoba consumers have high expectations of Manitoba Hydro.  They expect the Crown monopoly to:

 to facilitate orderly rate setting that provides consumers with a reasonable opportunity to be 
heard 

 provide financial statements that properly reflect Board directives and communicate the impact 
of Board directives to all Manitobans

 produce forecasts that are reasonably reflective of true financial position of the Corporation
 to respond in a responsible and timely manner to Board Directives aimed at enhancing prudent 

and reasonable management practices
 manage Hydro in a prudent and reasonable manner that inspires confidence in ratepayers
 take reasonable actions to mitigate the impacts of Corporate decisions and errors upon all 

consumers including the most vulnerable consumers

These expectations have not been met in IFF14, IFF15 or the interim rate application. Rather than 
allocating scarce public resources to an interim rate increase process, the energies of Manitoba Hydro,  
could have been better directed to: 

 correcting Hydro's systemic forecasting challenges;
 ensuring the ongoing dialogue relating to energy efficiency and low income affordability is 

meaningful;
 facilitating a timely and robust COSS review, and
 preparing for a General Rate Application 

The Consumers Coalition urges the PUB to reject Manitoba Hydro's interim rate application.  Manitoba
Hydro's addiction to interim rate processes should not be enabled in the current instant.  A strong 
message should be sent to Manitoba Hydro of the need to revisit its regulatory and forecasting 
processes while pursuing all available options to robustly protect Manitoba consumers from 
unsustainable rate pressures.

47 3.78%

48 11%
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Appendix A

An Interim Rate Addiction?

Fiscal Year Interim Rate Order Result

2010/11 Order 18/10 2.9% after being varied in
Order 5/12 confirmed in

Order 43/13

2011/12 Order 40/11 2.0% confirmed Order 43/13

2011/12 Order 99/11 0% confirmed Order 5/12

2012/13 Order 32/12 2.0% confirmed Order 43/13

2012/13 Order 116/12 2.4% confirmed Order 43/13

2013/14 No I0 sought N/A

2014/15 Order 49/14 2.75 confirmed Order 51/14

2015/16* Order 17/15 No interim application
entertained

2016/17 Pending Proposed 3.95%

*Confirming January 27, 2015 letter

2015/16 GRA  Appendix 11.9  Financial Information MFR 3
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RATE INCREASES SINCE THE GREAT RECESSION AND  
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TABLE #2
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TABLE #3

                          Source:  Manitoba Hydro’s 2015/16 & 2016/17 GRA, Coalition I-24 h)



1

Appendix C
OVERVIEW OF MANITOBA HYDRO’S APPLICATION FOR 

INTERIM RATES EFFECTIVE APRIL 1, 2016

CURRENT FINANCIAL STATUS AND OUTLOOK

BACKGROUND

 On January 16, 2015, Manitoba Hydro sought approval of an across-the-board increase of
3.95% effective April 1, 2015.  The crown monopoly also asked the Public Utilities Board 
(PUB) to approve an additional 3.95% rate increase effective April 1, 20161.

 From Hydro's perspective, the key reasons for the requested increases included2:
o the deterioration in export market prices and a resulting decline in net export 

revenues3.
o planned extensive capital investments over the next 10 years which would be 

funded primarily through debt financing.
o the projected deterioration in Manitoba Hydro’s financial strength that would occur 

without future rate increases leading to increased borrowing costs and the risk of 
rate instability.

o the resulting requirement for steady rate increases through this period.

 The financial forecast provided with the Application (IFF14) portrayed double the rate of 
inflation annual rate increases of 3.95% to 2030/31 followed by 2% per annum in the years
to follow.  Hydro expected the equity ratio for electric operations to decline to 10% by 
2022/23 but recover to over 25% by 2033/34.  In Hydro's view, the projected deterioration 
in the equity ratio was the minimum acceptable financial operating level4.  

 This analysis is illustrated graphically in Figure 3.4 taken from the January 2015 
application:  

1 2015/16 & 2016/17 GRA, Tab 1, page 1
2 2015/16 & 2016/17 GRA, Tab 2, pages 3-4 and Tab 3, pages 1-2
3 Ibid, Tab 2, page 26.  Historically, net export revenues made a significant contribution to overall revenues enabling 

lower rates for domestic customers.
4 Ibid, Tab 3, page 13
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 During the course of the proceeding, the PUB advised Manitoba Hydro that it would not 
consider new rates for April 1, 20165.  It eventually approved a rate increase of 3.95% 
effective August 1, 2015, but directed 2.15% of the increase to be placed in the previously 
established deferral account to mitigate rate increases when the Bipole III Project came 
into service in 2018/196.

 In making its Order, the PUB:

o expressly denied “Manitoba Hydro’s request to calculate depreciation expense 
using the Equal Life Group (ELG) method and required Manitoba Hydro to continue
to utilize the existing Average Service Life (ASL) method for rate setting”7, and

o rejected the higher level of OM&A costs requested by Hydro and indicated that the 
remaining administrative costs would “continue to be capitalized as per existing 
practices”8.

5 Order 73/15, page 5
6 Order 73/15, page 3
7 Order 73/15, pages 8/9
8 Order 73/15, pages 35/36.  It confirmed as indicated at the last GRA that $36 million of additional costs could be 

expensed.
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CURRENT INTERIM RATE APPLICATION

 On November 15, 2015, Manitoba Hydro filed a “supplemental filing”9 to the 2015/16 & 
2016/17 GRA.  It sought an interim rate increase of 3.95% effective April 1, 201610.  

 Hydro's reasons for the requested increase were consistent with those outlined in its 
2015/16 & 2016/17 GRA including11:

o an upcoming period of extensive capital investment,
o continued downward pressure on electricity prices in the export market with a need 

to increase domestic prices to compensate, and
o the need to maintain financial ratios at acceptable levels in order to promote rate 

stability.

 To support its Application, Hydro filed its actual financial results for 2014/15 and an 
updated financial outlook (IFF15).

 In the next sections, the Consumers Coalition compares the 2014/15 actual financial 
results and current outlook with the forecasts provided during the last GRA.

Caveats in comparing IFF14 and IFF15
  
 However, in comparing the forecasts it is important to note a key distinction in the 

assumptions underlying the two IFFS:

o In IFF14, the assumption was that rates would increase by 3.95% until 2030/31 and
then by 2% per annum in the years to follow.  The result would be a 75/25 debt 
equity ratio by 2033/34.  

o IFF15 assumes a 3.95% rate increases through to 2028/29 followed by 2% per 
annum increases resulting in a 75/25 debt/equity ratio by 2031/32.

 In addition, it is important to note that IFF15 does not comply with the Board's directive 
that:

o Manitoba Hydro “continue to utilize the existing Average Service Life (ASL) method 
for rate setting”

o remaining administrative costs “continue to be capitalized as per existing practices”

 Finally, it is important to recall that the income statements for 2015/16 and 2016/17 
portrayed in IFF15 will be dampened by the direction of additional revenues to the Bipole 
III deferral account.  This was not contemplated in IFF14.

9 This will be referred to as the “Interim Application”.
10 Interim Application, page 3
11 Interim Application, pages -4
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ACTUAL 2014/15 FINANCIAL RESULTS (vs. GRA FORECAST)

Income Statement

 Actual electric operations for 2014/15 net income is $95 M versus the $102 M forecast at 
the time of the GRA.  A comparison of the actual versus forecast Statements of Income is 
set out below12.

Revenue – Domestic

 The Application indicates that domestic revenues are higher primarily due to higher 
residential usage than forecast13.  

12 Interim Application, page 17
13 Interim Application, page 18
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 The 2015 Load Forecast14 provides further details indicating that weather adjusted sales to
both Residential and General Service Mass Markets were higher than forecast but that 
sales to the Top Consumers (i.e. large industrial customers) were lower.

Revenue – Export

 The Application notes that export revenue were slightly lower than forecast primarily due 
to an outage of the 500 kV line which limited exports to the US15.

 However, Coalition I-7 b) indicates that overall export volumes were higher than forecast 
(10,010 GWh vs. 9,985 GWh).  It would appear that the lower sales to the US were offset 
by higher volumes to other Canadian provinces16.

 Also, Coalition I-7 b) indicates the average overall export price in 2014/15 was higher than
forecast ($37.82/MWh v. $37.23/MWh) - primarily due to a lower actual Canadian 
exchange rate versus forecast.  Similarly, a comparison of the forecast sales revenues17 to
US and Canada to actuals18 for 2014/15 show that in both cases the actual values are 
higher before adjustments for transmission and environment charges.

 While there still some inconsistencies in the revenues amount reported in the Application 
and IR response, it would appear that the lower export revenues are attributable to 
differences in non-energy related export revenues as opposed to lower volumes or prices 
in 2014/15.

Expenses – Operating and Administration

 Actual reported O&A for 2014/15 is $5 M less than forecast.

 A detailed comparison of the forecast vs. actual O&A for 2014/15 can be found in the 
response to Coalition I-24 a).  The following table summarizes the key aspects.

14 Attachment 25, page 10
15 Interim Application, page 18
16 Compare Interim Application Attachment 16 with last GRA, Attachment 11.19.
17 2015/16 & 2016/17 GRA, Attachment 11.19 
18 Interim Application, Attachment 16
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2014/15 Operating and Administrative Expense ($ M)
Cost Element Forecast Actual

Wages and Salaries 502.7 493.3
Overtime 61.7 69.5
Benefits 160.6 164.7
Total (Labour & Benefits) 725.0 727.6
Less – Charges to Capital 256.6 257.5
Labour & Benefits to Opns. 468.4 470.1

Other Costs – Total 199.8 192.9
Less Other Costs to Capital 33.3 33.4
Other Costs to Operations 166.4 159.5

Total Labour, Benefits and 
Other Costs to Operations

634.8 629.6

Less Capitalized Labour 289.9 290.9

Less Capitalized O/Hs 81.3 81.7

Less Charge to Centra 67.8 67.5

Electric O&A Costs 485.8 480.5

 Actual total Labour costs are lower than forecast.  This is consistent with MH being ahead 
of schedule on its planned staff reductions19.  However, this is more than offset by higher 
than forecast benefits costs resulting in actual total labour and benefits being higher than 
forecast.    

 Other (non-labour and benefit) costs are lower than forecast which contributes to the lower
overall actual results20. The fact that not all of the reduction in Other Costs is due to the 
accelerated staff reductions,21 suggests there may be opportunities to maintain elements 
of this reduction on a going forward basis. 

19 PUB I-21 a)
20 Coalition I-14 a)
21 Coalition I-14 a)
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Expense – Finance

 Finance expense is unchanged.  While borrowing was higher, interest rates on debt issued
were lower.  

 The USD/CAD exchange rate was higher on an actual basis than forecast and as a result, 
the interest expense associated with the conversion of USD interest payments to CAD 
was higher than forecast.  However, the revaluation of USD bank balances into CAD 
within the Interest Income and Other category more than offset the currency conversion of 
USD interest expense during 2014/15.22.  

 It is noted that during 2014/15 Manitoba Hydro issued more debt than was required to 
finance ongoing activities (e.g. capital expenditures).  PUB I-30 explains that this was due 
to two factors:

o a decision to borrow additional funds now when rates were exceptionally “low” – 
recognizing these funds would be required in the near term to fund ongoing 
activities, and

o a decision to increase Hydro's cash position (i.e. liquidity).

 Manitoba Hydro claims that borrowing additional funds when rates are at an all-time low 
will benefit ratepayers over the long term as interest expense will be lower for the entire 
term of the debt (e.g. 30 years)23.  It also asserts that improving liquidity by advanced 
borrowing will reduce overall interest costs over the long term24.  Even, so it does have a 
negative impact on MH’s financial position in the short term25.

Expense – Depreciation & Amortization

 Depreciation and amortization is slightly less than forecast.  

Expense – Fuel & Purchased Power

 Fuel and Purchased Power expense is $12 M higher than forecast.  This is primarily due 
to higher power purchases and merchant purchases offset somewhat by lower thermal 
fuel costs and transmission charges26.  

22 Coalition I-11 ad
23 Coalition I-10 c)-d)
24 Coalition I-21 a)-c)
25 Manitoba Hydro was asked to quantify the impact for 2014/15 but did not provide a response (Coalition I-10 c) –d).  

Coalition I-21 a)-c) shows that while approach used by MH reduces costs in the medium to long term it also shows that 
cost increase in the near term.

26 Coalition I-8 a) and 2015/16 and 2016/17 GRA, Schedule 5.1.8
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Net Loss – Attributable to Non-Controlling Interest

 The $14 M increase in net loss over forecast is the result of the revised power purchase 
agreement between Manitoba Hydro and WPLP resulting from implementation of the 
Wuskwatim PDA Supplement #227.

Capital Spending

 Actual capital spending for 2014/15 was less than forecast ($1,934 M vs. $2,023 M)28.

 The under spending occurred in all three major areas:  Sustaining ($12 M), DSM ($19 M) 
and Major G&T ($58 M).  In terms of Major G&T projects, the key areas of lower spending 
were29:

o Keeyask (due to resource constraints related to BP III scheduling)
o BP III (due to delays in construction)
o Conawapa (delays in activities related to wind-down).

Balance Sheet

 The actual borrowings for 2014/15 were up even though cash from operating activities 
was up and investing needs were lower than forecast – giving rise to a $600 M increase in
year-end cash versus forecast30.  (See early discussion under Finance expense.)

 Overall, long term debt levels are higher (see previous comment regarding borrowing 
under Expense-Finance) and retained earnings are lower than forecast (due to lower than 
forecast net income for 2014/15), this results in the equity ratio for Electric Operations 
being 21% as opposed to the 22% forecast in IFF1431.  

 It should be noted that this reduction in the equity ratio would likely not have occurred had 
the borrowings be maintained in line with the investment requirements. 

General Conclusions – 2014/15

 The actual results for 2014/15 (in terms of net income) are not materially different from 
forecast.  Indeed, they would have been favourable relative to forecast save for the new 
purchase power agreement between Manitoba Hydro and WPLP.

27 Interim Application, page 18
28 Coalition I-2 a)
29 Coalition I-2 c)
30 Coalition I-10 a) versus IFF-14, page 40 and PUB I-2 a) & b)
31 Coalition I-5 a)
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 However, finance expense would have been lower still and net income higher if borrowing 
undertaken for the year had been aligned with the changed in investing requirements and 
cash from operating activities.  If such re-alignment had occurred it is likely that the equity 
ratio for 2014/15 would have been higher (as opposed to lower) than forecast.  

 Finally, at year-end 2014/15, Manitoba Hydro was ahead of schedule with regard to its 
planned staff reductions, which should have a favourable impact on the 2015/16 results.

FORECAST 2015/16 AND 2016/17 RESULTS (IFF14 vs. IFF15)

Income Statement

 The current IFF15 forecast indicates that the cumulative net income for 2015/16 & 
2016/17 will be $132 M less than forecast in IFF14.  A comparison of the income 
statements is set out below32:

Domestic Revenues

 Manitoba Hydro notes the reduction in 2015/16 revenues in IFF15 is due to the delay in 
the implementation of the 2015/16 rate increase to August 2015 ($16 M) along with the 

32 Interim Application, page 24
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fact that a portion ($22 M) of the increase was directed to the BP III deferral account.  
These impacts are offset by a higher load forecast for residential and mass market 
customers ($22 M)33.

 Manitoba Hydro similarly notes the increase in forecast domestic revenues for 2016/17 is 
due to higher load forecasts for residential and mass market customers ($39 M) offset, 
again, by an additional $33 M accruing to the BP III account34.

 In terms of the load forecast, the basic load forecast (prior to DSM) is higher in IFF15 and 
the impact of DSM is lower than in IFF1435 – both contributing to higher domestic volumes 
in 2015/16 and 2016/17 in IFF15.

 It should be noted that for purposes of calculating Manitoba Hydro’s equity ratio, the 
amounts directed to the BP III deferral account ($55 M in total over the two years) is 
treated as equity36.

Export Revenues

 Export Revenues are lower by $83 M over the two year period.  However, $25 M of this is 
due to a change in reporting practices for transmission credits which has no impact on Net
Income because the offset is picked up under Fuel and Purchased Power37.

 The reduction in total export revenues is due entirely to lower forecast export prices which 
are offset somewhat by changes in forecast foreign exchange rates and export volumes38. 

 The response to PUB I-13 a) shows the material reduction in average US export prices (in 
US$) between IFF14 and IFF15 in 2015/16 (from 3.95 to 3.18 cents/kWh) and 2016/17 
(from 5.26 to 4.12 cents/kWh).

 In its Interrogatory responses, Manitoba Hydro notes that it has seen a further decline in 
MISO opportunity prices since the forecast was prepared and now expects export prices 
to be lower still39.

Other Revenue

 Other Revenue shows an increase of $29 M in total over the two years.  However, this is 
all accounted for by the change in reporting of:  i) amortization of customer contributions 
and ii) billing surcharge recoveries40.

33 Interim Application, page 24
34 Interim Application, page 24
35 Coalition I-15 a)
36 Coalition I-25 b)
37 Coalition I-23 c)
38 Interim Application, page 25 and Coalition I-16 c)- d)
39 PUB I-14 c)
40 Coalition I-18 a)
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Expenses – Operating and Administrative

 The O&A forecasts for the two years are unchanged as between IFF14 and IFF15.

Planned Staff Reductions

 The response to PUB I-21 indicates that Manitoba Hydro is ahead of schedule with 
respect to staffing reductions.  This has reduced overall 2015/16 costs by $5.7 M as of 
December 31, 2015.  PUB I-25 indicates that as of December 31, 2015 overall Electric 
Operations O&A costs are $8 M less than forecast for the same period.  However, 
Manitoba Hydro claims41 that it is “premature” to adjust the overall forecast results for 
2015/16.

IFRS

 Hydro acknowledges that the PUB indicated42 it would not accept the additional $20 M in 
overhead costs (over and above the initial $36 M identified by Manitoba Hydro) that was 
being expensed due to the implementation of IFRS. However, IFF15 does not reflect the 
direction of the PUB.

 Coalition I-29 indicates that the impact of not following the Board’s direction leads to 
overall increases in expenses of $19 M in 2015/16 and $18 M in 2016/17 – after the 
impact on depreciation is netted out.

Expenses – Finance Expense

 Over the two year period, Finance Expense is $97 M higher in IFF15 (versus IFF14).  This
is attributed to the impacts of foreign exchange and lower capitalized interest credits, 
offset somewhat by lower interest payments43.

      Interest Rate Forecasts

 The interest rate forecast used by Manitoba Hydro in IFF15 is based on an update 
prepared in October 201544.  PUB I-28 provides an updated forecast using more recent 
sources which indicates that current forecasts for 2015/16 are now calling for even lower 
long term debt rates (3.95% vs. 4.05%) and for 2016/17 are now calling for lower rates for 
both short-term (1.45% vs. 1.55%) and long-term (4.15% vs. 4.35%) debt.  (Note:  These 
lower rates are after allowing for Manitoba Hydro’s assumed increase in the spread 
between Canada bond yields and its borrowing rate – see PUB I-12 b-c)

 The result it that interest expense for 2015/16 and 2016/17 is now likely to be lower than 

41 PUB I-21
42 Page 35
43 Interim Application, page 26
44 Interim Application, Attachment 1, page 3
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forecast in IFF15, all other factors unchanged. 

Expenses – Depreciation and Amortization

 Depreciation and amortization for the two years increases by $13 M of IFF14.  This 
increase is entirely due to the change in reporting with respect to the amortization of 
customer contributions which increases the depreciation expense for the two years by $21
M45.  

 Without this change in reporting practice, the overall expense would have been lower. This
reduction can be traced to both lower amortizations for DSM and Electric Assets46, due to 
lower in-service values for both over the two-year period47.

     IFRS

 In Order 73/15 the PUB directed Manitoba Hydro to continue to use the existing Average 
Service Life (ASL) methodology for calculating depreciation rates for rate setting 
purposes.  However, IFF15 was prepared using the Equal Life Group method48.

 In interrogatory responses Manitoba Hydro has indicated that that the impact of using ASL 
(and amortizing the difference between ASL and ELG) would be to reduce depreciation 
expense by $30 M in 2015/16 and by $31 M in 2016/1749.

Expense – Fuel & Purchased Power

 Fuel & Purchased Power expense for the two years is lower in IFF15 (versus IFF14) by 
$50 M.  The revised reporting practices for transmission charges account for $25 M of the 
reduction while lower volumes and market prices account for the balance which is offset to
some extent by changes in foreign exchange forecasts50.

Capital Spending

 Capital spending for 2015/16 and 2016/17 is higher in IFF15 than IFF1451.

45 Coalition I-22 a)
46 Coalition I-22 a)
47 Coalition I-3 a-d)
48 Interim Application, Attachment 1, page 53
49 PUB I-52 a-c) and Coalition I-28 b)
50 Coalition I-23 a)
51 Coalition I-1
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 The higher level of capital spending in 2015/16 and 2016/17 is in part to catch-up for on 
the under spending in 2014/15.  It also reflects the advancement of expenditures on BP III 
and Keeyask previously planned for 2017/18 and 2018/1952.  Reasons for the 
advancement are provided in Coalition I-1 c).

Balance Sheet

 As of the end of 2016/17, the overall level of long term debt is higher and retained 
earnings are lower in IFF15 (than IFF14) leading to a lower equity ratio of 14% versus 
16%.

 Three factors contributing to the higher long term debt are:

o Higher total capital spending over the 2014/15 - 2016/17 period in IFF 15 as 
discussed above.

o Lower net income levels, even after allowing for higher contributions to the BP III 
deferral account.

o Advanced borrowing to improve Manitoba Hydro’s liquidity.

52 Coalition I-1 d)
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Conclusions 2015/16 and 2016/17 revised forecast:

 Taking IFF15 at face value, there is an apparent deterioration in Manitoba Hydro’s 
financial situation over these two years as suggested by the decline in the equity ratio for 
2016/17 from 16% in IFF14 to 14% in IFF15.   Lower net income over the period leads to 
lower retained earnings and higher long term debt.

 However, the following considerations must be taken into account when comparing the 
results regarding net income:
o While the impacts have not been quantified it is reasonable to assume that both O&A 

costs and interest costs in 2015/16 will be less than forecast.  However, export prices 
(and therefore revenues) are also expected to be lower.

o Manitoba Hydro’s decision to follow IFRS as opposed to the PUB’s direction with 
respect to overhead capitalization and depreciation reduces net income in over the two
year 2015/16 and 2106/17 by almost $100 M.  Following the Board’s directives would 
have reduced the net income shortfall between the two IFFs from $132 M to roughly 
$34 M53. 

o In addition, $55 M of the $132 M difference in net income reported in IFF5 vs. IFF14 for
the two years is due to higher accruals to the BP III account.

o Recognizing Hydro's failure to follow PUB direction relating to overhead capitalization 
and depreciation and the difference resulting from higher accruals to the BP III 
account, it is reasonable to conclude that from an operating perspective that the 
current income forecast in IFF15 for 2015/16 and 2016/17 is more favourable than that 
in IFF14.

 Similarly, when considering the increase in debt levels it is important to note that the main 
reasons for the higher debt are:
o The advancement of spending that was originally planned to occur in 2017/18 and 

2018/19, and 
o The plan to increase Manitoba Hydro liquidity position which, in turn, is expected to 

reduce costs over the long term.

 Taken in this context, it would appear that the factors leading to the deterioration are short-
term in nature and not indicative of any long term deterioration in the Corporation’s 
financial position relative to IFF14.  

 Indeed the opposite is may be the case as, under the Board’s directed approach to 
regulatory accounting, retained earnings (including BP III deferral account accruals) will be
higher than forecast in IFF14 and interest rates (even lower than those forecast in IFF15) 
are now expected.  However, offsetting these positives are indications that export prices 
may be lower than those used in the forecast.

53 From comparing IFF14 with the results of Interim Application, Attachment 1, Scenario 1
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FORECAST TEN YEAR RESULTS (IFF15 vs. IFF14)

Income Statement

 Over the 10 year period 2016-2025 IFF15 is showing an accumulation of annual net 
income that is almost $ 1 Billion higher than IFF14 ($975 M)54.

 Contrary to IFF14, the net income is now positive in eight as opposed to just four of the 
eleven years up to 2024/25. .

Domestic Revenues

 Over the ten year period between 2016 and 2025, general consumer revenues are $73 M 
lower in IFF15 than IFF14.

 Coalition I-15 a) presents a chart setting out the change in the load forecast between 
IFF14 and IFF15.  

54 Interim Application, page 24
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 The IFF15 load forecast before DSM is higher in all years except 2018/19 and 2019/20.  
The IFF15 forecast is lower in these years due to an assumed delay in a pipeline project55.
The generally higher growth overall is attributable to the residential sector and an increase
in the customer forecast56.

 DSM savings in IFF15 are assumed to be less in the early years.  However, this is more 
than offset by more aggressive DSM in the later years.  As a result, after DSM load in the 
later years is less under IFF15.

 As set out in the table from Coalition I-15 a), overall the lower revenue in later years (from 
the lower net load forecast) under IFF15 partially  offsets  the higher revenues in the 
earlier years.  Higher accruals to the BP III account in IFF15 also offset the higher revenue
of the the earlier years57.

55 Interim Application, Attachment 25, page 14
56 Ibid, page 12
57 Coalition I-15 a)
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Export Revenues

 Total export revenues over the 10 year period are reported to be $26 lower in IFF15 (as 
compared to IFF14)58.  This $26 M reduction is more than accounted for by the change in 
reporting of Transmission credits59.

 After allowing for the impact of transmission credits, the increase in export revenues in 
IFF15 (over IFF14) is attributable to the projected weakening of the Canadian dollar and 
lower Manitoba loads in the later part of the period which allow for increased export sales. 
These positive effects are offset to some extent by lower forecast export prices60.

 The table below provides a comparison of the average revenue from US exports (in 
US$)61.  Export prices are considerably lower in IFF15 at the start of the 10-year period but
the gap closes over the period.

58 Interim Application, page 24
59 Coalition I-23 c)
60 Interim Rate Application, page 25
61 PUB I-13 a)



18

 The following graphic shows the combined effect of the change in export prices in US $ 
and the change in the exchange rates used between IFF14 and IFF15 on the total export 
revenues in each case62.

62 PUB I-13 b)
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 As noted earlier, Manitoba Hydro is now expecting MISO prices to be lower than 
forecast63.  There is no indication as to how long prices are now expected to be lower or by
how much but it appears likely the overall export revenues for the period will be less than 
forecast in IFF15.

Other Revenues

 Over the 10 year period, Other Revenues in IFF15 are $415 M higher.  Virtually all of the 
difference is due to changes between the two IFFs in the way amortization of customer 
contributions; billing surcharge recoveries and amortization of the BPIII deferral account 
are reported64.

Expenses – Operating and Administrative (O&A)

 Over the period there is no change in the O&A cost forecasts as between IFF14 and 
IFF1565.  

        IFRS

 As noted previously, in preparing IFF15, Manitoba Hydro did not follow the Board’s 
direction regarding the capitalization of the additional $20 M in overheads66.  Over the 10 
year period, this would reduce O&A expense by $200 M and have the net effect of an 

63 PUB I-14 c)
64 Coalition I-18 a)
65 MIPUG I-14 b)
66 Interim Application, Attachment 1, page 53
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overall reduction in expenses of $154 M67, after allowing for the amortization of the 
“capitalized” amounts.

Expenses – Finance Expense

 Over the 10-year period Manitoba Hydro is forecasting that Finance Expenses will be 
$757 M lower in IFF15 as compared to IFF14.  This is due to the lower forecast interest 
rates in IFF15 (vs. IFF14).  The following graph shows the change in the average cost of 
debt as between IFF14 and IFF1568.

 As noted previously, Manitoba Hydro has provided a more recent interest rate forecast 
which now expects interest rates to be lower still.  While there is also a reduction in 
forecasted rates over the long term, it is not as great as what was seen for 2015/16 and 
2016/1769.  However, the sensitivity analysis provided by Manitoba Hydro in IFF15 
indicates that even a 0.1% reduction in rates could increase retained earnings by $88 M 
by 2024/2570.

67 Coalition I-29
68 PUB I-29
69 PUB -28
70 Interim Application, Attachment 1, page 27
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Expenses – Depreciation and Amortization

 The total depreciation and amortization charges for the 2016/17 to 2024/25 period 
increase by $335 M in IFF15 (over IFF14)71.  However, $289 M of this is due to the change
in reporting of:  i) the amortization of customer contributions and ii) the BP III deferral 
account amortization72.  Also, contributing to this increase are higher levels of amortization
for DSM in the latter years73 of the forecast as well as the new Manitoba-Saskatchewan 
Transmission project74.

IFRS

 As noted previously, IFF15 was prepared75 using the ELG methodology for calculating 
deprecation as opposed to the ASL methodology that the PUB had directed be used.  

 Manitoba Hydro has indicated that using ASL over the 2015/16 to 2024/25 period would 
decrease depreciation and amortization charges by $371 M76, even after allowing the 
amortization of the difference.

71 Interim Application, page 24
72 Coalition I-22 a)
73 Coalition I-22 a) 
74 Manitoba Hydro has declined to provide details regarding the impact of the Manitoba-Saskatchewan Transmission 

Project (Coalition I-31 c).  However the Project costs $57 M and comes into service in June 2021 (CEF15, page 16)
75 Interim Application, Attachment 1, page 53
76 Coalition I-28 b)
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Expenses – Fuel and Power Purchased

 Over the 2015/16 to 2024/25 period total Fuel and Power Purchased expense is lower in 
IFF15 (versus IFF14) by $295 M.

 This is due to a reduction in both volumes and market prices as well as the reporting 
change for transmission credits/charges, offset to some extent by change in foreign 
exchange assumptions77.

Capital Spending

 Total capital spending over the 2015/16 to 2024/25 period is $320 M more than in IFF14 
as shown below78.  

77 Coalition I-23 c)
78 Coalition I-1
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 Of this, $132 M is due to increased spending on DSM, while some of the key changes to 
New Generation and Transmission project costs are summarized below79.  

79 Interim Application, page 50
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 It should be noted that the chart sets out  changes in the planned spending for the period 
2015/16 to 2024/25 and increases in this period do not necessarily mean the total project 
costs, but rather a change in timing (including catch up on underspending in 2014/15). The
following chart sets out the changes in total project costs in IFF15 versus IFF1480.

Balance Sheet

 As of 2025, forecast Total Assets in IFF1581 are higher than in IFF1482 ($29.3 B versus 
$27.9 B).  Long Term Debt is lower ($22.7 B versus $23.4 B) and Retained Earnings are 
higher ($2.9 B versus $1.9 B).  Overall, this results in a higher equity ratio of 13% versus 

80 Interim Application, page 51
81 Interim Application, Attachment 1, page 43
82 2015/16 & 2016/17 GRA, Appendix 11.12
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10%.

 The change in financial outlook also changes the pattern of projected equity ratios for the 
entire period and beyond as illustrated in the following figure83.  As can be seen, the lower 
IFF15 equity ratios noted earlier for 2015/16 and 2016/17 disappear by 2019/20 and 
progressively improve (relative to IFF14) thereafter.  This is primarily due to the lower 
projected interest rates and resulting finance charges84.

Conclusions for the longer term

 Over the longer term Manitoba Hydro’s financial outlook is improved significantly in IFF15 
relative to IFF14.  This can be seen from the improvement in the equity ratio outlook at 
between the two IFFs.  

 This improvement occurs despite the fact that in IFF15 the 3.95% annual rate increases 
are only maintained through to 2028/29.  In IFF14, they were maintained through to 
2030/31.  So the improvement in the longer term outlook beyond 2024/25 occurs even 
though the cumulative rate increases through to 2034/35 are lower.

 Just as fundamentally, this outlook does not reflect the impact of following the Board’s 
directions with respect to the capitalization of overheads and continuing use of the ASL 
methodology for depreciation.  Attachment 28 sets out the forecast financial results if 

83 Interim Application, page 33
84 Interim Application, page 34
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these two directives are followed and show that in 2024/25:

o Retained Earnings have increased to $3.4 B (as compared to $2.9 B in IFF15), and

o The equity ratio has increased to 15% (from 14% in IFF15).

The target equity ratio of 25% is attained in 2030/31 as opposed to 2031/32.

 In its discussion of the results from following the Board’s directives Manitoba Hydro raises 
concerns regarding inter-generational equity that it views are triggered by the growth in 
regulated assets85.  Manitoba Hydro goes on to quote the BC Auditor General’s comments 
regarding BC Hydro’s use of deferral accounts for rate smoothing purposes.  Hydro's 
concern is predicated on the view that ELG is the appropriated depreciation methodology 
and that the $20 M in O&A is more appropriately expensed each year from an inter-
generational perspective.  

 These are issues that are a matter for debate and for robust regulatory deliberations which
the PUB already has already initiated.  In the case of depreciation, both ELG and ASL 
recover the costs of the assets in-service.  If ASL is deemed by the PUB to be the 
appropriate depreciation method then the use of deferral/regulatory accounts will 
contribute to inter-generational equity.

 Finally, while it now appears that export price will be lower than forecast it also appears 
that interest rates will be lower as well.  It is not clear what the net effect of these two 
factors will be.

 Despite this uncertainty, the IFF15 results and the further scenarios provided in 
Attachment 28 beg the question of whether or not a steady pattern of 3.95% annual rate 
increases called for by Manitoba Hydro for more than the next ten years is required.

ALTERNATIVE RATE INCREASE SCENARIOS

Interim Rate Application

 In its Application86 Manitoba Hydro examined the implication of adopting annual rate 
increases of 2% or 2.5% over the period 2016/17 to 2024/25.  The analysis concluded that
both rate increase “scenarios” would produce unacceptable financial results over the 
period as indicated by the following chart87 and that the proposed indicative rate increases 
of 3.95% continue to be the minimum necessary88.

85 Attachment 28, pages 2-3
86 Page 36
87 Interim Application, page 39
88 Ibid, page 42
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 However there are at least two issues with Manitoba Hydro’s analysis.  The first is that 
there is a significant difference between 2.5% and 3.95% annual rate increases and 
Manitoba Hydro did not explore any of this “middle ground”.  The second is that the 
analysis was based on IFF15 which, as already noted, was not based on the Board’s 
directives with respect to depreciation methodology or overhead capitalization.

Other Alternative Scenarios

 Following the initial filing and during the IR process various alternative scenarios were 
requested and provided by Manitoba Hydro.

Attachment 46

 Following the initial filing, the PUB Staff requested a scenario based on meeting the 25% 
equity ratio target by 2033/34 (the same year as in IFF14) and using the Board’s directed 
accounting for depreciation and overheads.  The results89 indicated that:

o A sustained rate increase of 3.36% would be required to achieve the desired 

89 Attachment 46, Scenario 1
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results,
o The equity ratio would only dip to a low of 12% (as opposed to the 10% in IFF15), 

and 
o Retained earnings would dip to a low of $2.8 B in 2022/23 and 2023/24 (as 

compared to a low of $2.7 B in IFF15)
 The long term outlook for the equity ratio based on this scenario versus IFF15 is set out in 

the following chart90:

PUB I-5 – Based on Board’s Accounting Direction

 Requested variations on Attachment 46 where rate increases of 0%, 2%, 3% and 5% were
implemented in 2016/17 and then the average annual rate increase determined through to
2033/34 that would yield the target equity ratio in that year.  The rate increase results are 
summarized in the following table:

ANNUAL RATE INCREASES TO ACHIEVE 25% EQUITY RATIO BY 2033/34
BASED ON IFF15 AND PUB’s DIRECTIVES RE:  DEPRECIATION AND OVERHEADS

2016/17 2017/18 -> 2033/34
3.36% 3.36%

0% 3.78%
2% 3.53%
3% 3.41%
5% 3.16%

 It should also be noted that under the 0%/3.78% scenario the minimum equity ratio for the 
period is 11%.  This value increases to 12% for the 2%/3.53%; 3%/3.41% and 
3.36%/3.36% scenarios and is 13% for the 5%/3.16% scenario.

90 PUB I-4 c)
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PUB I-5 – Based on IFF15

 The same interrogatory asked for variations of IFF15 where the rate increases were 0% 
and 2% in 2016/17 followed by Manitoba Hydro’s proposed rate increases thereafter.  The 
following Table summarizes the results and also includes the results from IFF15 and IFF14
for comparison.

RATE INCREASE
PATTERN

MINIMUM EQUITY RATIO YEAR 25% EQUITY
ACHIEVED

2016/17 – 0% / IFF15 
thereafter

9% 2034/35

2016/17 – 2% / IFF15 
thereafter

11% 2033/34

IFF15 throughout 12% 2031/32

IFF1491 10% 2033/34

MIPUG I-13

 Asked for a scenario based on IFF15 but using 2% rate increases through to 2018/19 and 
then 3.95% thereafter.  Under this scenario:

o The target 25% equity ratio is achieved in 2034/35, and 
o The minimum equity ratio falls to 8%.

Conclusions

 There is no “urgent” need for the 3.95% interim rate increase requested by Manitoba 
Hydro.

o Using the values from IFF15, a rate increase of slightly more than 2% would be 
sufficient to ensure projected net income for 2016/17 is greater than zero92.  
However, using the accounting approach directed by the PUB in 73/15 a 0% rate 
increase in 2016/17 would still result in positive net income for 2016/1793.

o Using the values from IFF15, a 2% rate increase in 2016/17 followed by rate 
increases similar to those proposed in IFF15 would yield longer term financial 
results (in terms of equity ratio) that are similar to IFF14 (i.e. achievement of target 
ratio by 2033/34 – same as IFF14 - and a minimum equity ratio of 11% - higher 
than the 10% minimum in IFF14).  Furthermore, using the accounting approach 
directed by the PUB a 0% rate increase in 2016/17 would only require subsequent 
increases of 3.78%/annum in order to achieve the target equity ratio in 2033/34 
(and the minimum equity ratio would again be 11%).

 To the extent issues of long term rate stability and rate smoothing are viewed as relevant 

91 2015/16 & 2016/17 GRA, Appendix 11.12
92 Based on IFF15 a 3.95% increase produces $61 M in additional revenue and a net income for 2016/17 of $29 M.  As a 

result, each 1% rate increase produces over $`15 M in additional revenues.
93 PUB I-5 b) ii) – Scenario 1 (d)
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considerations when considering requests for an interim rate approval, it is clear that even 
under IFF15 an increase of less than 3.95% in 2016/17 and equivalent thereafter through 
to 2030/31 (same as used in IFF14) would result in achieving the target equity ratio prior 
to 2033/34 – the year that the ratio was projected to be achieved in IFF1494.  Furthermore, 
under the accounting approach directed by the PUB steady rate increases of 3.36% per 
annum to 2033/34 would result in achieving the target equity ratio in 2033/34 – the same 
year as IFF14.

94 IFF15 only calls for increases of 3.95% through to 2028/29 (as opposed to 2030/31 in IFF14) and still achieves the 
target equity ratio two years earlier.



                        
                                           Appendix D 
       The Legal Standard for Just and Reasonable Interim Rates

It is well accepted that the legal criteria for setting rates is driven by the “just and reasonable” 
standard as articulated in s. 77 of The Public Utilities Board Act (PUB Act) as well as s. 27(3) 
of The Crown Corporation Public Review and  Accountability Act. This standard is confirmed 
in Order 5/12, p. 27 as well as Order 98/14, p. 28.

On its face, the Board's jurisdiction in making an interim order is quite broad. Section 47(2) of 
The PUB Act provides that: 

47(2)  The board may, instead of making an order final in the first instance, make an 
interim order and reserve further directions, either for an adjourned hearing of the 
matter, or for further application.

However, s. 48 of The PUB Act states that:

48    The board shall not make an order involving any outlay, loss, or deprivation to any
owner of a public utility, or any person without due notice and full opportunity to all 
parties concerned, to produce evidence and be heard at a public hearing of the board, 
except in case of urgency; and in that case, as soon as practicable thereafter, the 
board shall, on the application of any party affected by the order, re-hear and 
reconsider the matter and make such order as to the board seems just.

In prior proceedings, some Intervenors have argued that s. 48 operates to limit the power of 
the Board to issue an interim rate unless a full opportunity to present evidence has been 
offered.  They have suggested that unless there is a finding of urgency or similar special 
circumstances, no interim Order resulting in an outlay, loss or deprivation (ie a rate increase) 
can be issued absent due notice and a full opportunity to all parties to produce evidence and 
be heard at a public hearing.

The PUB has rejected this assertion most notably in Order 49/14 where it found that:

• the standard of proof is on a prima facie basis
• the legal question is whether it would be just and reasonable to grant interim rates
• urgency is not a necessary precondition for an interim rate increase but it is 

appropriate to consider current financial circumstances in light of recent financial 
results1

For this purposes of its submissions in this proceeding, the Consumer Coalition will employ 
the standard for the determination of interim rates articulated by the PUB in Order 49/14.2  
However, in reviewing both Order 49/14 and Order 40/11, the Coalition has not observed a 
substantive explanation of whether the PUB considers section 48 to be relevant to interim rate
determinations.  

1 Order 49/14, pages 16 and 17.  See also Order 40/11, p. 11.
2 The application of 49/14 criteria should not be taken as a concession in future interim applications that s. 48 does not 
apply to interim rate decisions.

https://web2.gov.mb.ca/laws/statutes/ccsm/p280f.php#48
https://web2.gov.mb.ca/laws/statutes/ccsm/p280f.php#47(2)


All consumers would benefit from an explanation of whether and how s. 48 applies to interim 
rate applications.  In issuing its Order with regard to the interim rate application, the 
Consumers Coalition would ask the PUB to consider whether an explanation of whether and 
how section 48 of The PUB Act applies to interim rate determinations.
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