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Objectives of Cost of Service

Review key COS methodology, |
those that affect 80% of M

Confirm MH COS consiste
principles such that o
depiction of cost by «

Review Manitoba
allocation

Bring COS back i
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MH Cost of Service Overvie

e There is no one right answer
 Some solutions are better than oth
e Good judgment has to p

— Trying to assign the co
indivisible, in large p:
travel at the speecd

 As such, reasonak

— Drilling down to
complex analyt
clear answer ¢
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Key Issues for Oral Testimo

Generation

— What facilities should be include
Function?

— How should Generation «
Transmission

— How should Transn
— The unique role ¢
Export Class

— Definition anc

-The assignme
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What facilities shc

Lauris River 2

Launs Hiver 1

LEGEND
Hydro generating
Themnal generating
Dies=l generating
Wind generating
Converter stations
Control structures
Diversion channels
Points of interchange
HWds bansmission
500KV transmission
230V transmission
138-kV transmission
115-kV transmission
GE-KV bansmission
25-kV fransmission
TransCanada Pipeline
Gas distribution

|l v/mmcece
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COS Schematic: P

Revenue Requirement $1.7B

Functionalize Generation Trans Subtrans Dist Plant Cust Svc
($1.1B) (S153Mm) (S64M) ($284M) (S110M)

Classify Energy Demand Demand Demand Customer Customer
($1.1B) (5148M) (S64M) ($196M) (588M) (S110M)

Weighted Weighted 2CP NCP NCP Weighted & Weighted &
Allocate Energy Energy Demand Demand Demand Unweighted Unweighted

($1.1B) ($5M) ($148M) ($64M) (5196M) (588M) (s110M)

Energy
(S5M)

CP = Coincic
NCP = Non C
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MH’s Approa
Functionalizati

Supportive Disagree
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What facilities should be
the Generatior

 Mr. Chernick and

e Recommend some

e Bipolelll

 Dorsey &
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Bipole lll is Generation Outlet Transmission

e Purpose and function identical to Bipoles
| & Il —i.e. Generation Outlet Transmission

e Bipole lll not required in the absence of
new and existing generation in the north

e  Existing northern generation would be isolated
in the event of a Bipoles | and Il outage

* New northern generation would require some
other generation outlet transmission

* Required for both energy and capacity

reliability across many hours of the yea

— Role is to move energy from remote gene
to transmission network 8760 hours a ye

— Required in Winter and Summer to cove

loss of both Bipoles | and Il
* |nappropriate to differentiate Bip
from the existing Bipoles and Lo
Nelson Generating Facilities
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Treatment C

MH’s treatmen

Functionalize e Generation

Classify e Energy

Allocate e Weighted Energy
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Dorsey & Riel Converter Stations are
Generation Outlet Facilities

Converter facilities are dedicated to Bipoles
e Required for interconnection of Generation.

Main function of Dorsey and Riel is to make northern Generation
available to the southern grid in all hours of the year.

Role of Dorsey and Riel in assuring Grid Transmission stability is of
secondary importance.

MH review of former treatment upon advice of CA leads to
conclusion to change the functionalization of Dorsey in COSS and
exclude it from OATT.

Bipole 3 and Riel Converter fulfill the same role as Bipoles | & Il and
Dorsey and should be treated consistently.

AC facilities at Dorsey and Riel are properly functionalized as
Transmission.
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Treatment of C

MH’s treatr

Functionalize e Generation

Classify e Energy

Allocate e Weighted Energy
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MH’s Weighted Energy Approach to

Classification and Allocation of Generation is

14

Appropriate and Reasonable

Captures the economic value of resources

Reflects how Manitoba Hydro plans and
operates its largely hydraulic system

Places a heavier emphasis on energy as a cost
driver of hydraulic facilities

Incorporates both equity and efficiency goals
within the context of embedded COS



MH’s Weighted Energy Approac
Allocation of Generation is Ag

Supportive Overall

o

Harper

Disagree

Chernick
LEI
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Manitoba Hydro’s Surplus Energy Price
Appropriate Source for Margir

e Proxy for short-run mar

e COS uses after-the-fe
forecast SEP prices

* Actual SEP price
to access the n

e Largely MISC

* Not always
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Capacity Adder in Weigt

* MH introduced a capaci
Weighted-Energy a

e Based on advice

e Reflects the d

— the Referenc
Program

* Applied to

tI\Manitoba
B Hydro



18

|s Capacity Adder Necessary?

MH continues to view that weighted energy implicitly
provides some recognition to peak (even if capacity is
zero)

MH views that market conditions suggest that MISO
energy prices likely reflect limited capacity

Investment in large fixed cost generation facilities to
secure energy costs

MH builds to meet customers energy requirements
even in the most adverse water conditions which
means that in most conditions it can serve peak loads



Functionalization of Transmission

* Once Generation-
related
Transmission is
determined, little
controversy
regarding the
functionalization
of >100 kV
transmission
assets
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Manitoba Hydro’s Classifi
Allocation of Transmissi

e Manitoba Hydro’s c
grid transmissior

e With the excef
parties appe
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Unique Role of

G GGG GGG

GGGG GGG
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Unique Role of U.S. Inte

e Provide Manitoba with a
resources in times o

* Provide an outlet 1
domestic need.

* Facilitate econ
periods.
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MH’s Treatment of US

Manitoba Hyc

U.S. Interties serve ¢
classified and

Functionalize e Transmission

Classify e Energy

Allocate e Weighted Energy
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Manitoba Hydro’s trec
US Interconnectio

Supportive Disagree

Bowman

CA

Harper

Chernick

LEI
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Why does MH use &

 To more fairly shar
Manitoba custc

* No Export C
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Use of an Export Class is Reasor

* A reasonable and transpare
accomplish the appropr
revenue between cu

— Once reasonable c«
residual NER allc
absolute and re
responsibility
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26 Hydro



27

Use of an Export Class is Apg

Supportive Disagree

CA

Bowman

Harper

Chernick

LEI



Export Class Cost Respc

e MH distinguishes cost re

Dependable Opportunity

® Pro rata share of e Variable Costs
all Generation
and Transmission

Costs

e Class disti

— IFF12 res
tI\Manitoba
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Cost Distinction of Export Sale
Warranted

e Dependable and Opportuni
sales types with different ¢

* To not recognize Deper
differences in COS
service level disti
customer and a

tI\Manitoba
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Assigning Only Variable Costs to
Opportunity Sales is Reasonable

Operational Considerations
 May occur when favorable water conditions exist

e Results from salvaging temporary energy and capacity that is unused by
Manitobans

— While surplus water is expected in most years, what is not predictable is whether
surplus water will be used for Manitobans, sold as an opportunity sale at whatever price
above variable cost can be achieved in the market, or may be spilled

 They are short term and curtailable

Economic Considerations

e Most, i.e. 13 of 16 generating facilities did not consider potential
opportunity sales revenue economics

e Opportunity sales revenues potential is not the only driver of current
hydro; there are many factors that drove decision:
— Environmental
— Manitoba economic impacts
— fuel price uncertainty

30



Potential Ran

PCOSS14
(116/08)
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Cost Distinction of
Warre

Supportive Disagree

Bowman

CA

Harper

Chernick

LEI
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Allocation of NER on

Generally Supportive
CA
Harper
Chernick

LEI

Disagree
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Curtailable Rate Prc

e Currently difference be
of CRP and annual
charged to partici

e MH believes f
should be all¢
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Treatment of D

e MH directly assigns DSV
program designation
program spending i

Functionalize DSM

Direct Assignment Possibly a Hybrid

of DSM BEISAE Approach
Resource

LEI

Manitoba
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