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1. Executive Summary 

In Board Order 42-23 the PUB identified the following six policy issues related to the appropriate 

choice of a depreciation methodology. The PUB asked that the parties arrange for a discussion 

between their respective depreciation experts ahead of the hearing to find common ground and 

narrow any areas of disagreement.  

Following this direction, technical conference meetings on depreciation have been held with an 

objective of clarifying each identified policy issue and outlining viable alternatives to the PUB to 

address the policy issues on a combined basis in an attempt to have the depreciation issues 

resolved as part of the current rate application proceeding.  

The following outlines areas of consensus between Manitoba Hydro (MH), Manitoba Industrial 

Power User’s Group (MIPUG), Consumers Coalition (Coalition) and General Service Small/General 

Service Medium customer classes (GSS/GSM) (collectively “the Parties”) reached during the 

technical conference meetings: 

• The principle that it’s preferable for Manitoba Hydro to apply the same depreciation 

methodology for financial reporting (i.e. an IFRS compliant methodology) and rate-

setting purposes, assuming it results in just and reasonable rates for customers. This 

removes the need to maintain separate accounts between financial reporting and 

rate-setting and improves the comparability and understandability of the financial 

statements. Currently, Manitoba Hydro is unique amongst its Canadian utility peers 

as it uses a different basis of depreciation for financial reporting and rate-setting 

purposes and uses previous CGAAP for rate setting purposes. 

• The whole life technique should continue to be used for the calculation of 

depreciation. While both whole life and remaining life techniques are acceptable, 

Manitoba Hydro’s practice is to apply the whole life technique. 

• Judgement is required in order to determine the appropriate level of 

componentization and it should be based on significance/materiality. A review of 

the level of componentization required for IFRS-compliant depreciation is 

appropriate. An IFRS-ALG methodology can likely be achieved with a lower level of 

componentization than identified in the Alliance study.  

• Amortization periods for depreciation related regulatory deferral accounts are 

required. These are required to ensure there is an ability for Manitoba Hydro to 

recover regulatory deferral costs, which is a requirement of IFRS 14 and promotes 
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intergenerational equity (i.e., customers who are benefitting from in-service assets 

are paying for those assets vs. future customers paying). 

The topics where there is not full agreement are the depreciation methodology to be applied 

(ALG vs. ELG) and the treatment of gains & losses. These issues were discussed together as it is 

difficult to treat them independently. During this combined discussion, there were areas of 

concurrence as well as areas of divergence. These are summarized below:  

• ALG and ELG depreciation procedures both provide a rational and systematic 

method for determining depreciation expense, are both acceptable under IFRS and 

both can be applied for rate setting purposes. The Parties did not agree on whether 

one of the depreciation methodologies was preferable over the other or whether both 

methodologies provide just and reasonable rates for customers. 

• For financial reporting purposes IFRS requires the recognition of gains and losses in 

net income but also permits deferral of those gains and losses for regulatory 

purposes if directed by the PUB. The Parties did not reach consensus on the approach 

used to calculate losses for ELG and ALG. 

The Parties acknowledge that either approach (ELG or ALG) is rational, systematic, and 

implementable but differ in their views on the merits and drawbacks of the two approaches, and 

whether both approaches lead to just and reasonable rates. While the two approaches are both 

internally coherent approaches to depreciation, there was no consensus as to which is preferred 

or whether both lead to just and reasonable rates. Note, it is not possible for Manitoba Hydro to 

convert to IFRS-ALG depreciation immediately on receipt of an Order, as further work would be 

required to refine componentization and implement changes to Manitoba Hydro’s financial 

systems.  

On this basis, MH, MIPUG and GSS/GSM have identified two primary, combined approaches 

(Alternatives 1 and 2) to address the identified depreciation issues. These two approaches are 

aligned with the areas of consensus and consider the financial implications. Coalition submits 

that full compliance with the PUB’s directives on depreciation have not been met in the current 

proceeding and an interim decision (Alternative 3 or 4) should be considered. 

The following four alternatives have been identified for the PUB to consider to address the 

depreciation issues: 
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Alternative  Description 

Alternative 1 Accept IFRS-ELG as presented in the Amended Financial Forecast Scenario 

Alternative 2 Accept IFRS-ALG, with implementation following a further regulatory review 
process to finalize componentization 

Alternative 3 Continue with previous CGAAP-ASL on an interim basis without amortization of 
the existing deferral accounts1 until the PUB opines on depreciation matters 

Alternative 4 Continue with previous CGAAP-ASL on an interim basis and commence 
amortization of the existing deferral accounts until the PUB opines on 

depreciation matters 

 
 

Manitoba Hydro considers Alternative 1 preferable, but Alternative 2 is also viable, MIPUG and 

GSS/GSM recommend Alternative 2 and Coalition recommends either Alternative 3 or 4. The 

position of each party is outlined in detail in Section 8.2.  

  

2. Issue: 

In Board Order 42-23 the PUB identified the following 6 policy issues related to the appropriate 

choice of a depreciation methodology:  

1. The use of an IFRS-compliant depreciation methodology for rate-setting purposes;  

2. The use of the Average Service Life (ASL) procedure as opposed to the Equal Life Group 

(ELG) procedure;  

3. The use of the remaining life technique as opposed to the whole life technique;  

4. The required level of componentization;  

5. The treatment of interim gains and losses; and  

6. The establishment and disposition of deferral accounts 

In addressing these 6 policy issues related to depreciation, the PUB asked that: 

a) Depreciation-related evidence is to be delivered by way of concurrent evidence; and  

 
1 Alternative 3 would require the PUB to include a finding in their Order that amortization periods will be determined 

once a final decision is made on depreciation policy issues, to address financial reporting and audit risks related to 
the future recovery of the depreciation deferral account balances. 
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b) The Parties are requested to arrange for a discussion between their respective 

depreciation experts ahead of the hearing in an attempt to find common ground and 

narrow the areas of disagreement. 

 

3. Approach & Participants: 

Three technical conferences to discuss the identified depreciation policy issues have been held 

between Manitoba Hydro, counsel & advisors for the PUB and Interveners, but without 

involvement of the respective clients. This document does not represent a negotiated outcome, 

or a document indicating agreement by the intervenor entities. References to “MIPUG”, 

“Coalition” or “GSS/GSM” taking a position in this document should be read as being a reference 

to the experts for the party taking this view, rather than the party itself. 

The purpose of the technical conferences was to find common ground on the depreciation issues 

where possible and narrow the scope of any areas where there remains disagreement as 

requested by the PUB. The first technical conference was held on April 13, 2023 and included 

legal counsel for each party.  Following the first technical conference, Manitoba Hydro met with 

Patrick Bowman (independent expert on behalf of MIPUG), Dustin Madsen (independent expert 

on behalf of GSS/GSM) and Ian Innis (from Elenchus Research on behalf of the PUB) on April 18, 

2023 to discuss the depreciation policy issues in further detail. A third meeting of the same 

participants with the addition of Darren Rainkie (independent expert on behalf of Coalition) was 

held on May 2, 2023.  Additionally, on matters related to IFRS compliance, the MIPUG expert 

takes no position, and the comments represent the view of Manitoba Hydro, Coalition and 

GSS/GSM. 

Each of the participating experts have submitted evidence to the PUB in this proceeding. In each 

case, that evidence remains valid and a part of the public record. None of the participants were 

asked to, nor have they, varied or withdrawn their evidence, conclusions, or recommendations 

as a result of this process. 

 

4. Objective 

The parties participating in the depreciation technical conferences were seeking to  reach 

agreement on identified policy issues where possible and, where agreement was not possible, 
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narrow the scope on the unresolved issue. The objective was to clarify each identified policy issue 

and outline viable alternatives to the PUB to try and address the policy issues on a combined 

basis such that the topic of depreciation could potentially be resolved as part of the current rate 

application proceeding. 

5. Summary of Findings  

The summary of the findings from the technical conference discussions are outlined below. The 

analysis to support each finding is detailed in Section 6 and Section 7:   

1. It’s preferable that Manitoba Hydro apply the same IFRS-compliant depreciation 

methodology for financial reporting and rate-setting purposes, assuming it results in just and 

reasonable rates for customers (discussed in section 6.1); 

2. Manitoba Hydro should continue to use the whole life technique for the calculation of 

depreciation (discussed in section 6.2); 

3. Based on both regulatory principles and accounting standard requirements, amortization 

periods should be applied on the existing depreciation related deferral accounts to ensure a 

cost recovery mechanism is in place. The amortization periods should be based on the 

remaining useful life of the assets contributing to the accounts (discussed in section 6.3); 

4. Manitoba Hydro should continue to review its componentization as part of future 

depreciation studies, including if a change to an ALG procedure is made. Any changes to 

componentization should be based on significance/materiality and provide for just and 

reasonable rates for customers (discussed in section 6.4); 

5. While there are differences in the ALG and ELG procedures and the resulting calculated 

depreciation expense amount, both provide a rational and systematic method for 

determining depreciation expense, are both acceptable under IFRS, and can be applied for 

rate setting purposes (discussed in section 6.5); Cumulative net income over the 20-year 

forecast period is $267 million higher if an ALG methodology is applied vs. an ELG 

methodology (Note: This assumes deferral of gains and losses);  

6. The continued deferral of gains and losses (with amortization of the resulting regulatory 

deferral account balance) is acceptable under IFRS (as per IFRS 14). Deferral of gains and 

losses over the remaining life of each account leads to a comparable approach to the 
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traditional ASL procedure as it was applied under previous CGAAP. Deferral of gains and 

losses has a greater (positive) impact on net income under ALG compared to ELG (based on 

Manitoba Hydro's current approach and calculations) as compared to not deferring and 

amortizing these amounts (discussed in section 6.6); There would be an increase to net-

income over the 20-year forecast period associated with the deferral of gains and losses, 

particularly for ALG ($318 million versus $34 million for ELG) (discussed in section 7.2); 

7. Establishing a phase-in deferral would reduce the impact to net income of implementing an 

IFRS-compliant depreciation methodology, particularly for ELG, but may not be necessary if 

an ALG approach is adopted (discussed in section 6.7); 

8. Based on the analysis, MH, MIPUG and GSS/GSM have identified 2 combined approaches to 

address the identified depreciation issues. Alternative 1 is the approach as submitted in 

Manitoba Hydro’s Application. Alternative 2 is to transition to an ALG methodology with 

continued deferral of gains and losses. In both cases the balances in the existing regulatory 

deferral accounts would be amortized; and  

9. Coalition submits that full compliance with the PUB’s directives on depreciation have not 

been met in the current proceeding and an interim approach continuing the use of previous 

CGAAP ASL depreciation (Alternatives 3 and 4) with or without amortization of the existing 

regulatory deferral accounts, until the PUB opines on depreciation matters.  

6. Discussion of Identified Key Depreciation Policy Issues 

6.1. The use of an IFRS-compliant depreciation methodology for rate-
setting purposes 

Issue:   Manitoba Hydro currently applies a different depreciation 
methodology/calculation for financial reporting purposes vs. rate-
setting purposes. To accommodate this approach first an IFRS-
compliant depreciation methodology is applied for Manitoba Hydro’s 
financial reporting and then a regulatory deferral account is used to 
apply a different methodology for rate-setting. 

Key question(s): Why is it important or beneficial to apply the same depreciation 
methodology for financial reporting and rate-setting purposes? 

Position of MH, 
MIPUG, Coalition 
and GSS/GSM: 

All Parties agree that it is preferable that Manitoba Hydro apply, to the 
extent possible, the same overall depreciation methodology for 
financial reporting purposes as for rate-setting purposes. This removes 
the need to maintain separate accounts between financial reporting 
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and rate-setting and improves the comparability and understandability 
of the financial statements. 
 
Some degree of variation may remain, to be addressed through 
regulatory deferral accounts. The need for regulatory deferral accounts 
should generally be minimized to the extent practical, so long as this 
can be achieved while also achieving just and reasonable rates. 
 
 

Evidence on record MH: Appendix 4.3, Section 1.4.14 (pages 29-30). 

MIPUG: Pre-filed evidence P. Bowman: Recommendation #9 with 

support on page 38. 

GSS/GSM: Pre-filed evidence D. Madsen: Page 10, lines 7-8. 

Financial analysis  The depreciation expense applied in Manitoba Hydro’s Amended 
Financial Forecast Scenario is an IFRS-compliant ELG methodology.  

Resulting finding: It’s preferable that Manitoba Hydro be able to apply the same IFRS-
compliant depreciation methodology for financial reporting and rate-
setting purposes. 

 

6.2. The use of the remaining life technique as opposed to the whole 
life technique 

Issue:   Manitoba Hydro has consistently applied the whole life technique in the 
calculation of depreciation expense. The IFRS-compliant ASL 
Depreciation Study was conducted using a remaining life technique and 
was subsequently updated to reflect a whole life technique for 
comparability purposes in order to satisfy PUB Order 43/13 Directive 8 
& 9. The new study has raised PUB concerns over which technique 
should be used by Manitoba Hydro. 

Key question(s): What impact does the whole life vs remaining life technique have on 
depreciation expense? 

Position of MH, 
MIPUG, Coalition 
and GSS/GSM: 

All Parties agree that it is preferable that Manitoba Hydro continue to 
use a whole life technique for calculating depreciation expense. 
Continuing to use the whole life technique eliminates the need for 
Manitoba Hydro to change its current method, provides comparability 
to its prior depreciation expense and does not require a depreciation 
study to update its depreciation technique from whole life to a 
remaining life. 
 
It was not Manitoba Hydro's intent to cause confusion regarding 
depreciation techniques or to raise concern over the appropriateness of 
Manitoba Hydro’s existing whole life technique. Manitoba Hydro did 
not specify depreciation technique in its request for IFRS-compliant ASL 
Depreciation Study proposals. Additionally, regardless of technique, the 
depreciation expense applied should result in just and reasonable rates 
for customers. 
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Evidence on record MH: Appendix 9.12, Section 1.2.2 (page 10 lines 12-23); Appendix 9.12 
Attachment 2; PUB/MH I-81 e), MIPUG/MH II-28 a-e). 
MIPUG: Indicated preference for whole life technique in technical 
conference. 
GSS/GSM: Pre-filed evidence D. Madsen: Page 59 lines 9-11. 

Financial analysis  The depreciation technique applied in Manitoba Hydro’s Amended 
Financial Forecast Scenario and the scenarios presented in this 
document use depreciation rates determined with the whole life 
technique for the calculation of depreciation expense.  

Resulting finding: Manitoba Hydro should continue to use a whole life technique for 
calculating depreciation expense. 

 

6.3. The establishment and disposition of deferral accounts 

Issue:   Manitoba Hydro has been deferring the Change in depreciation 
methodology which is the difference between ELG vs previous CGAAP 
ASL depreciation expense and the Loss on retirement or disposal of 
assets since it transitioned to IFRS as the PUB required more 
information to opine on the depreciation method for rate setting 
purposes.  

Key Question(s): Why is it important or beneficial to dispose of deferral accounts?  

Position of MH, 
MIPUG, Coalition 
and GSS/GSM: 

MH, Coalition and GSS/GSM agree that IFRS 14 requires a recovery 
mechanism for the disposition of regulatory deferrals to demonstrate 
recoverability of costs from customers. MIPUG agrees that 
recoverability has regulatory merit as it is not appropriate to create 
orphaned accounts with no means for them to be addressed. 
 
All Parties agree that amortizing these costs over the remaining life of 
the assets contributing to the accounts is reasonable for customer rates 
as it yields the same result had the amounts been retained in 
accumulated depreciation.  
 
All Parties agree that Additions to the Change in depreciation method 

deferral are not required if the PUB accepts an IFRS-compliant 

depreciation method (either ALG or ELG) for rate setting purposes and 

the balance should be amortized. 

Evidence on record MH: Appendix 4.3 Section 1.4.4, 1.4.17 and 1.4.18 (pages 16-18 and 31-

32); PUB/MH I-16 b); PUB/MH I-115 a). 

MIPUG: Pre-filed evidence P. Bowman: Recommendation #8 with 

support on page 35; Recommendation #10 with support on pages 37-

38. 

GSS/GSM: Pre-filed evidence D. Madsen: Page 38 lines 13-15; Page 40 
lines 21-22; Page 41 row 23. 

Financial analysis  Alternatives 1, 2 and 4 include amortization of the Change in 
depreciation method deferral and the Loss on retirement or disposal of 
assets deferral over the remaining life of the assets contributing to the 
accounts.  
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Resulting finding: Based on regulatory principles and accounting standard requirements, 
amortization periods should be applied on the existing depreciation 
related deferral accounts to ensure costs are recovered from 
customers. The amortization periods should be based on the 
remaining useful life of the assets contributing to the accounts.  

 

6.4. The required level of componentization 

Issue:   Manitoba Hydro filed an IFRS-compliant ASL Depreciation Study as 
required by PUB Order 59/13 Directive 8 & 9. The study recommended 
an increase of 410 depreciation components. 

Key question(s): How to determine the appropriate level of componentization for an 
IFRS-compliant ALG depreciation method? 

Position of MH, 
MIPUG, Coalition 
and GSS/GSM: 

All Parties agree that judgement is required in order to determine the 
appropriate level of componentization to achieve IFRS compliance and 
that IFRS compliance could be achieved with ALG with a lower level of 
componentization than identified in the Alliance study. 
 
Manitoba Hydro should continue to review its componentization in the 
future as part of its regular depreciation studies regardless of the 
procedure recommended.  
 
If IFRS-ALG is recommended for rate setting purposes, Manitoba Hydro 
will need to apply judgement in determining the appropriate level of 
componentization using the information from the IFRS-compliant ASL 
Depreciation Study, in conjunction with an assessment of which 
components are necessary because they cause a significant impact on 
total depreciation expense including gains and losses.  

Evidence on record MH: Appendix 4.3, Section 1.4.8 and 1.4.10 (pages 22-23 and page 25 

line 28 – page 26 line 3); PUB/MH I-109 Section 1.2; PUB/MH I-122 a-b). 

MIPUG: Pre-filed evidence P. Bowman: Recommendation #6 & #7 with 

support on pages 32-33. 

GSS/GSM: Pre-filed evidence D. Madsen: Page 14 lines 18-20. 

Financial analysis  The estimates provided for ALG reflect the scenario using the IFRS-
compliant ASL Depreciation Study componentization. Although 
additional work would be required to determine the appropriate level 
of componentization by eliminating immaterial/insignificant 
components, at this time, the study is considered by Manitoba Hydro to 
be a reasonable estimate of depreciation expense once the new 
components are established. 

Resulting finding:  Manitoba Hydro should continue to review its componentization as 
part of future depreciation studies, regardless of whether a change to 
an ALG procedure is made. Any changes to componentization should 
be based on significance/materiality.  
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6.5. The use of the Average Service Life (ASL) procedure as opposed to 
the Equal Life Group (ELG) procedure 

Issue:   The ALG and ELG depreciation procedures result in differences in both 
depreciation expense and gains and losses. 

Key Question(s): Does the procedure used to calculate depreciation significantly impact 
customers? 

Position of MH, 
MIPUG, Coalition 
and GSS/GSM: 

All Parties agree that the ELG and ALG depreciation procedures are 
both acceptable under IFRS. There is a wide variation amongst peers 
with respect to depreciation procedure. 
 
There are merits to both procedures, and both provide a rational and 
systematic method for determining depreciation expense. 
 
The Parties did not reach consensus on the preferred methodology to 
apply for rate setting purposes (ELG or ALG). The position of each party 
is discussed in Section 8.2. 

Evidence on record MH: Appendix 4.3, Section 1.4.15 (page 30); Appendix 9.12, Section 1.1 

(pages 2-3); PUB/MH I-118a-c; PUB/MH II-37. 

MIPUG: Pre-filed evidence P. Bowman: Recommendation #5 with 

support on pages 23-31. 

GSS/GSM: Pre-filed evidence D. Madsen: Page 10 lines 7-8 (not explicit 
but per D. Madsen is intended to refer to ELG and ALG both being IFRS 
compliant). 

Financial analysis  Under ALG depreciation expense is lower than ELG, and gains and 
losses as calculated by Manitoba Hydro are higher under ALG compared 
to ELG. See Section 6.6 for a discussion of the treatment of gain and 
losses. 
 
Under ALG there will be a delayed transition, due to a needed 
componentization review and implementation process. This delay will 
lead to an increase the Change in depreciation method deferral of 
approximately $140 million, assuming continued deferral and 
amortization of the previous CGAAP ASL vs ELG difference until 
implementation of IFRS-compliant ALG (after completion of a further 
review process as defined by the PUB). However, once implemented, 
there will likely be less need for a transition deferral. 
 
See Section 7.3 for a comparison of financial results determined using 
the ELG vs ALG depreciation procedures. 

Resulting finding: While there are differences in the methodologies and resulting 
depreciation expense amount, ALG and ELG both provide a rational 
and systematic method for determining depreciation expense and are 
both acceptable under IFRS. However, there are differing views on the 
suitability of each method for rate setting purposes. 
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6.6. The treatment of interim gains and losses 

Issue:   Manitoba Hydro currently calculates gains and losses on the retirement 
of assets and records them in income. This approach changed when 
Manitoba Hydro transitioned to IFRS as gains and losses were no longer 
recorded to accumulated depreciation. 

Key question(s):  Does the treatment of gains and losses impact customer rates?  

Position of MH, 
MIPUG, Coalition and 
GSS/GSM: 

MH, Coalition and GSS/GSM agreed that for financial reporting 
purposes, IFRS requires the recognition of gains and losses in net 
income per IAS 16.68 and IFRS 14 would permit the deferral of gains 
and losses for regulatory purposes if Manitoba Hydro was directed to 
defer these costs (assuming an amortization period is established).  
 
The Parties do not agree on whether it is necessary to defer and 
amortize gains and losses. The position of each party is discussed in 
Section 8.2. 
 
Regardless of the procedure recommended (ALG or ELG), the 
calculation of gains and losses requires judgement. The Parties did not 
agree on the approach that Manitoba Hydro uses for calculating gains 
and losses but did agree that gains and losses could be deferred while 
still complying with IFRS.  

Evidence on record MH: Appendix 4.3, Section 1.4.5 (pages 18-20); PUB/MH I-130 c); 

PUB/MH II-13. 

MIPUG: Pre-filed evidence P. Bowman: Recommendation # 8 with 

support on pages 34-35. 

GSS/GSM: Pre-filed evidence D. Madsen: Page 31 lines 26-30. 

Financial analysis  Deferring gains and losses would have a positive impact on net income 
under an ALG procedure, and an insignificant impact on net income 
under the ELG procedure. 
 
See Section 7.2 for a comparison of financial results determined with 
and without deferral of gains and losses for both the ELG vs ALG 
depreciation procedures. 

Resulting finding: Deferring gains and losses has a positive impact on net income.  

 

6.7. Establishment of a phase-in deferral account 

Issue:   As part of the Amended Financial Forecast, Manitoba Hydro 
recommended establishing a phase-in deferral account to smooth the 
impact to customers as a result of increased depreciation as an IFRS-
compliant depreciation expense is higher than previous CGAAP ASL.  

Key Question(s): Does the establishment of a phase-in impact customer rates?  

Position of MH, 
MIPUG, Coalition and 
GSS/GSM: 

All Parties agree that phase-in deferral is warranted if the ELG 
procedure is selected. The Parties do not agree on the necessity for a 
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phase-in if ALG is selected. The position of each party is discussed in 
Section 8.2. 

Evidence on record MH: Appendix 4.3, Section 1.4.16 (pages 30-31). 

MIPUG: Pre-filed evidence P. Bowman: Recommendation #9 page 2 

with support on page 38. 

GSS/GSM: Pre-filed evidence D. Madsen: Per technical conference. 

Financial analysis Establishing a phase-in deferral would reduce the impact to net income 
of implementing an IFRS-compliant depreciation methodology, 
particularly for ELG. Removing the phase-in from the Amended 
Financial Forecast Scenario decreases cumulative net income by $223 
million over the 20-year forecast.   

Resulting finding: A phase-in deferral has a positive impact on net income, particularly 
for ELG, but may not be necessary if an ALG approach is adopted. 

 

7. Financial Analysis of Key Remaining Issues 

As summarized in Section 5 and discussed in detail in Section 6, the Parties reached agreement 

on many of the depreciation policy items but did not reach full consensus on 1) the appropriate 

depreciation procedure (ALG vs. ELG), or 2) and the treatment of gains and losses. To further 

assess these remaining depreciation policy items, financial analysis was conducted to understand 

how decisions around both issues could impact forecasted net income (or revenue requirement) 

and the forecasted debt-to-capitalization ratio and rate path.  

The financial analysis conducted was structured to isolate the impact of each policy decision 

(depreciation method & treatment of gains & losses). As such, the scenarios and associated 

amounts do not represent a combined and implementable approach to address all depreciation 

items. Rather, the analysis allows for a specific assessment around the depreciation methodology 

(ALG vs. ELG) and treatment of gains and losses. Please see Section 8 Proposed Alternatives for 

PUB Consideration for combined and implementable approaches to address all depreciation 

items. 

7.1. Common Assumptions 

The analysis presented in Sections 7.2 and 7.3 have the following common assumptions: 

• There is no phase-in of IFRS-compliant depreciation.  

• Amortization of the depreciation methodology and Loss on retirement or disposal of 

assets deferral accounts begins on September 1, 2023.  

• IFRS-ELG and IFRS-ALG are both shown with immediate implementation to allow an 

effective comparison of the gains & losses and depreciation methodology issues. 
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Therefore, the September 2023 phase-in of ELG proposed in the Amended Financial 

Forecast Scenario, and the additional implementation time required to convert to ALG 

have been excluded from the analysis in Sections 7.2 and 7.3. 

• The same 2% rate path has been assumed for all scenarios in order to assess the 

depreciation methodology impacts to financial results, all else being equal. The use of a 

2% rate path for this analysis is not intended to endorse or suggest acceptance of that 

rate path.  

• The IFRS-compliant ALG scenarios used for this analysis have been modeled based on the 

IFRS-Compliant ASL Depreciation Study provided by Alliance. Additional work would be 

required to determine the appropriate level of componentization. 

 

7.2. Treatment of Gains & Losses 

As noted in Section 6.6, based on Manitoba Hydro’s current approach for calculating gains and 

losses, it is anticipated that a decision to defer gains and losses would have a near-term positive 

impact on net income under an ALG procedure but an insignificant impact on net income under 

a ELG procedure. The treatment of gains and losses has been isolated for demonstration 

purposes, to allow for a direct comparison. For ELG the difference in net income over the 20-year 

forecast with vs. without the deferral of gains and losses is $34 million. For ALG the difference in 

net income over the 20-year forecast with vs. without the deferral of gains and losses is $318 

million. These results are shown in Figure 1 (net income under ELG with/without deferral of gains 

and losses) and Figure 2 (net income under ALG with/without deferral of gains and losses) below 

with net income quantified in the table shown in Figure 3. 

Figure 1 Forecast Net Income under ELG 
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Figure 2 Forecast Net Income under ALG 

 

Figure 3 Forecast Net Income Comparisons of ELG and ALG with and without Deferred Gains & Losses 

 

It should be noted that while the analysis indicates that under ALG there is a benefit to deferring 

gains and losses, while there is a minimal impact under ELG based on an assumed level of asset 

retirements. If significant unexpected asset retirements were to occur (e.g., early failure of a large 

piece of equipment), there could be a more noticeable positive impact to net income resulting 

from the deferral of gains and losses under both approaches. These calculations are dependent 
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on how the gains and losses under the ALG and ELG procedures are determined, which is subject 

to judgment. 

 

When the impact of deferring gains and losses is isolated, Manitoba Hydro’s analysis indicates 

that while there would be an increase to net-income over the 20-year forecast period associated 

with the deferral of gains and losses, particularly under an ALG methodology, the increase to net 

income is not sufficient to accelerate the achievement of the assumed debt-to-capitalization 

target or change the proposed rate path. With or without the deferral of gains and losses, for 

both ALG and ELG, the same debt-to-capitalization target continues to be achieved in 2039/40 

based on an identical rate path. This is outlined below in Figure 4 and Figure 5 with the debt 

ratios quantified in the table shown in Figure 6. 

Figure 4 Forecast Debt Ratio under ELG 
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Figure 5 Forecast Debt Ratio under ALG 

 

Figure 6 Forecast Debt Ratio Comparisons of ELG and ALG with and without Deferred Gains & Losses 

 

The primary reason why the proposed rate path to achieve the assumed debt ratio target by 

2039/40 is unchanged, is due to a minimal change in net debt since depreciation is a non-cash 

item. An increase in net income due to a difference in depreciation expense does not impact cash 

flow and therefore does not substantially impact net debt. An increase in net income over the 
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forecast period due to depreciation only impacts retained earnings (i.e., the capitalization/equity 

portion of the debt-to-capitalization ratio).  

 

Figure 7 below provides a comparison of Revenue-Cost-Coverage (RCC) ratios resulting from 

application of IFRS-ELG and IFRS-ALG depreciation scenarios to the Prospective Cost of Service 

Study presented in Tab 8, with and without deferral of gains and losses. Please refer to Appendix 

B for additional information regarding the PCOSS scenarios provided below. As discussed in 

Appendix B, assuming implementation of rate changes over a five-year timeframe, as proposed 

by Manitoba Hydro in Tab 8, an RCC change of +/- 0.1% is not considered to be material enough 

to impact proposed customer rates. 

Figure 7 Impact of Gain-Loss Treatment on RCC Ratios by Customer Class 

 

 

Based on Manitoba Hydro’s analysis, when the impact of deferring gains and losses is isolated, 

the differences in RCC shown in Figure 7 above indicate that: 

• The treatment of gains and losses does not significantly impact proposed rates for the 

Residential, General Service Small (GSS) and General Service Medium (GSM) classes 

regardless of which depreciation procedure is used. 

• With use of ELG, the deferral of gains and losses does not significantly impact proposed 

differential rates for any customer class.  
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• With the use of ALG, the differences in the RCC ratios for General Service Large (GSL) and 

the Area and Roadway Lighting (A&RL) classes indicate a potential impact to proposed 

customer rates resulting from the treatment of gains and losses, as indicated in Figure 7 

above.  

o For the GSL customer classes the RCC ratios are further above the 95% - 105% zone of 

reasonableness (ZOR), indicating the potential for lower rates without deferral of 

gains and losses, but for the reasons discussed in Tab 8, section 8.4.2, these 

differences in RCC are not likely to be material enough to impact the rates proposed 

by Manitoba Hydro for these classes.  

o With respect to the A&RL class, deferral of gains and losses results in an RCC above the 

ZOR, compared to a RCC within the ZOR without deferral of gains and losses. As such, 

the difference in RCC is significant enough that it would likely affect the proposed 

rates for the class, resulting in a lower proposed rate for the class with deferral of 

gains and losses. Given the relatively small share of total revenue allocated to the 

A&RL class, it would be unlikely for this change to materially impact proposed rates 

for the other customer classes. 

 

7.3. Depreciation Methodology – ELG vs. ALG 

As noted in Section 6.5, assuming deferral of gains and losses to isolate the impact of ALG vs. ELG 

depreciation expense for demonstration purposes, depreciation expense under an ALG approach 

is on average $15 million lower year-over-year compared to depreciation expense under an ELG 

approach. All else being equal, the resulting impact is that over the 20-year forecast period 

cumulative net income is $267 million higher if an ALG methodology is applied vs. an ELG 

methodology. This is shown in Figures 8 and 9 below with net income and debt ratios quantified 

in the table shown in Figure 10. 
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Figure 8 Forecast Net Income Comparison of ELG and ALG with Deferred Gains & Losses 

 

When the depreciation procedure is isolated, despite the difference in cumulative net income 

between ALG and ELG, assuming a constant rate path, the same target debt-to-capitalization 

ratios would be achieved by 2039/40. This is shown in Figure 9 below. As outlined in section 7.2, 

the proposed rate path is unaffected as depreciation expense is a non-cash item. 

Figure 9 Forecast Debt Ratio Comparison of ELG and ALG with Deferred Gains & Losses 
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Figure 10 Forecast Net Income & Debt Ratio Comparison of ELG and ALG with Deferred Gains & Losses 

 

Figure 11 below provides a comparison of Revenue-Cost-Coverage (RCC) ratios resulting from 

application of IFRS-ELG versus IFRS-ALG depreciation scenarios to the Prospective Cost of Service 

Study presented in Tab 8. In order to isolate the impact attributable to the depreciation 

procedure for demonstration purposes, both scenarios assume the deferral of gains and losses. 

Please refer to Appendix B for additional information regarding the PCOSS scenarios provided 

below.  
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Figure 11 Impact of Depreciation Procedure on RCC Ratios by Customer Class 

 

Based on Manitoba Hydro’s analysis, when the depreciation procedure impact is isolated, the 

differences in RCC shown in Figure 11 above indicate that: 

• The selection of depreciation procedure does not significantly impact the proposed rates 

by customer class. 

• As discussed in section 7.2 above, the differences in RCC for the Residential, GSS and GSM 

classes are immaterial, and as such the choice of depreciation procedures does not impact 

proposed rates for these classes.  

o For the GSL customer classes the RCC ratios are further above the ZOR with use of IFRS-

ELG, indicating the potential for lower rates for these classes with use of ELG, but for 

the reasons discussed in Tab 8, section 8.4.2, these differences in RCC are not likely to 

be material enough to impact the rates proposed by Manitoba Hydro for these 

classes.  

o With respect to the A&RL class, the use of IFRS-ALG results is an RCC which is further 

above the ZOR than ELG, indicating the potential for a lower rate with use of IFRS-ALG 

vs IFRS-ELG, but for reasons discussed in Tab 8, the difference RCC is not likely 

significant enough that it would likely affect the proposed rates for the class. In 

addition, even if the proposed rate for the A&RL class was impacted, given the 

relatively small share of total revenue allocated to the A&RL class, it would be unlikely 

that such a change would materially impact proposed rates for the other customer 

classes. 
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8. Proposed Alternatives for PUB Consideration 

Based on the analysis outlined in Sections 6 and 7, MH, MIPUG and GSS/GSM have identified two 

primary, combined approaches to address the identified depreciation issues as part of the 

current proceeding. These two approaches are aligned with the areas of consensus and consider 

the financial implications as outlined in Section 7.  

Alternative 1 – IFRS-ELG as presented in the 

Amended Financial Forecast 

Alternative 2 – IFRS-ALG 

 

 Cease gain & loss deferral and depreciation 

method deferral, amortize deferral balances 

and phase-in ELG depreciation  

Convert to ALG following completion of a 

further review process as defined by the 

PUB*, continue gains and losses deferral, 

continue depreciation methodology deferral 

until ALG transition; commence 

amortization of deferral balances effective 

September 1, 2023 

* It is not possible for Manitoba Hydro to convert to IFRS-ALG depreciation immediately on receipt 
of an Order, as further work would be required to refine componentization and implement 
changes to Manitoba Hydro’s financial systems. 

A comparison of Alternative 1 and 2, based on the depreciation policy items, implementation 

considerations and financial impacts is presented in Appendix A. 

Based on the need to refine componentization and the potential for different financial impacts 

resulting from that refinement of componentization, Coalition submits that full compliance with 

the PUB’s directives on depreciation have not been met in the current proceeding, and that a 

final decision on depreciation matters cannot be made at this time. As such, other interim 

approaches (Alternatives 3 & 4) should be considered rather than those outlined above. These 

alternatives are discussed in detail in the Consumers Coalition’s position in Section 8.2.  
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Alternative 3 – Previous CGAAP without 

Amortization 

Alternative 4 – Previous CGAAP with 

Amortization 

Continue depreciation methodology and gains 

and losses deferrals without amortization 

until the PUB opines on depreciation matters* 

Continue to defer depreciation methodology 

differences and gains and losses until the 

PUB opines on depreciation matters, 

commence amortization of deferral balances 

effective Sept, 2023 

* Alternative 3 would require the PUB to include a finding in their Order that amortization periods 
will be determined once a final decision is made on depreciation policy issues, to address financial 
reporting and audit risks related to the future recovery of the depreciation deferral account 
balances. 

A comparison of Alternative 3 and 4, based on the depreciation policy items and implementation 

considerations has not been provided as such decisions would be made in a subsequent 

proceeding. 

8.1. Comparison of Proposed Alternatives  

A comparison of financial impact for the proposed alternatives is presented below.  

Figure 12 below provides a comparison of net income and debt ratios for Alternatives 1 and 2. 

Please refer to Appendix C (Figures 17 through 34) for financial statements and metrics reflecting 

Alternatives 1 and 2. Please note that the financial statements and metrics for Alternative 1 are 

also available in Appendix 4.1 (Amended) of Manitoba Hydro’s application. Alternative 1 reflects 

depreciation determined using IFRS-ELG effecting September 1, 2023, with phase-in and no 

deferral of gains and losses, whereas Alternative 2 reflects depreciation determined using IFRS-

ALG effective April 1, 2026, with deferral of gains and losses, without phase-in. 
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Figure 12 Forecast Net Income & Debt Ratio Comparison of Alternatives 1 and 2 

  

Figure 13 below provides a comparison of net income for Alternative 3 and 4. Alternatives 3 and 

4 reflect depreciation based on previous CGAAP ASL, with continuation of depreciation 

methodology and gains and losses deferrals. Alternative 3 does not include amortization of 

deferral balances whereas Alternative 4 assumes amortization commencing September 1, 2023. 

Alternative 3 has been previously filed as COALITION/MH I-41 c) and PUB/MH I-111 b)-i). 

Alternative 4 has been previously filed as COALITION/MH I-41 d). 

Figure 13 Forecast Net Income Comparison of Alternatives 3 and 4 

 

Figure 14 below provides a comparison of net income for Alternatives 1 through 4. 
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Figure 14 Forecast Net Income Comparison of Alternatives 1 through 4 

 
 

Figure 15 below provides a comparison of the RCC ratios for 2023/24 by customer class 

determined in PCOSS24 (based on the Amended Financial Forecast Scenario) versus those 

calculated with the application of IFRS-ALG depreciation. The following comparison does not 

reflect PCOSS analysis of the 2026/27 forecast, differences in depreciation resulting from 

componentization changes or differences in regulatory deferral amortization resulting from the 

deferred implementation of Alternative 2. As such, the RCC’s ratios provided below would differ, 

but given the minimal impact to RCC’s resulting from the treatment of gains and losses (as 

discussed in Section 7.2) and from choice of depreciation procedure (as discussed in Section 7.3), 

Manitoba Hydro considers the differences in RCC ratios reflected in Figure 15 to be indicative of 

a reasonable comparison of the alternatives. 

The RCC ratios by customer class have not been calculated for Alternatives 3 and 4 but given the 

minimal difference in net income for the test years, these alternatives are not expected to 

materially impact the proposed rate path or the proposed differential rates by customer class. 
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Figure 15 Comparison of RCC Ratios by Customer Class – PCOSS24 vs IFRS-compliant ALG 

 

As discussed in Section 7.2 and Section 7.3 above, based on Manitoba Hydro’s analysis, the 

differences in RCC ratios reflected in Figure 15 above are not material enough to significantly 

impact the proposed rates by customer class.  

 

8.2. Party Positions Regarding Proposed Alternatives  

 Party Positions Regarding Proposed Alternatives 

Manitoba Hydro While Manitoba Hydro considers both Alternative 1 and 2 to be viable, it considers 

Alternative 1 to be preferred as it could be implemented immediately on receipt of 

direction from the PUB and fully resolves the depreciation issues. Furthermore, based 

on the analysis outlined in Section 8.1, since depreciation is a non-cash item the 

difference in net income between Alternatives 1 and 2 is not material enough to 

impact Manitoba Hydro’s proposed rate path, the proposed differential rates by 

customer class, or the achievement of the 70% debt ratio target by 2039/40. 

 

It should also be noted that there has been a shift in Canadian electric utility 

depreciation practices since 2015, with Manitoba Hydro no longer being an outlier in 

the use of an ELG procedure (PUB/MH II-37). 

 

While Alternative 1 assumes a phase-in of ELG depreciation over 15 years with 

amortization over 30 years and does not include the deferral of gains and losses, 

Manitoba Hydro is open to consideration of deferring gains and losses and alternate 

approaches to the proposed 15-year phase-in (based on the analysis outlined in 

Section 7) together with an ELG approach. 
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Although Alternative 2 (ALG) would be viable, it would take several years and require 

administrative effort and costs to implement. The Parties all agree that further work 

should occur to refine the level of componentization that is currently proposed by 

Alliance for ALG, to remove components of immaterial amount or insignificant effect 

to either depreciation expense or gains and losses. After this work, Manitoba Hydro 

would proceed with the effort to convert to ALG. Additional resources (permanent 

FTE) would be required to execute this conversion and provide on-going support. This 

would result in increased O&A expenses which are not anticipated to be material to 

Manitoba Hydro’s overall electric segment.  

 

Since Alternative 2 could not be implemented immediately, a transition period 

would be required where the current CGAAP-ASL methodology (with amortization 

of the existing deferral balances) is continued until the new ALG methodology can 

be applied. If Alternative 2 is selected, a phase-in may not be necessary as the 

impacts to net income are expected to be smaller than ELG due to the proposed 

deferral of gains and losses under this alternative. 

 

Manitoba Hydro does not recommend either Alternative 3 or 4. MH believes that 

sufficient information has been provided to satisfy Directives 8 and 9 of Order 

43/13. This is discussed in Tab 9, Section 9.11 Directive 17. The finalization of IFRS-

ALG components is unlikely to change the financial outcome significantly enough to 

prevent the PUB from opining on depreciation matters as part of the current 

proceeding.  

 

MIPUG The MIPUG position is more fully set out in Exhibit MIPUG-6 and the responses to 

IRs on MIPUG-6. ELG is a highly inferior procedure for depreciation for a Crown 

utility with long-lived assets (the only other Crown utility shown in PUB/MH II-37 

that uses ELG is NB Power). It results in significantly higher depreciation expense, 

that is not tied to the consumption of utility services, which is the outcome 

depreciation should be trying to achieve. 

  

The estimates in this paper reflect a comparison of Concentric’s ELG study with 

Alliance’s ALG study. Apples-to-apples, Concentric’s studies show ELG costs $54 

million more per year for 2022/23[2] (excluding gains and losses, which should be 

 
[2] Data at PUB/MH-II-39 Figure 1 at $561 million ($588 million less $27 million gains and losses) versus PUB/MH-I-
81 Figure 1 at $615 million ($618 million less $3 million gains and losses). The difference between ELG and ASL is 
$54 million 
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amortized in any case); and Alliance shows ELG costs $30 million more per year[3]. 

It is only by comparing Alliance ALG (who is more aggressive in life estimates) to 

Concentric (who is less aggressive) that one comes up with the estimated difference 

being as small as $15 million per year as quoted in this paper ($267 million over 20 

years) and even then ELG is still more costly. It is the MIPUG expert’s view that this 

estimated gap is likely to increase as: 

1. The Alliance components are tested by Hydro and only material relevant 

new components are implemented, and  

2. Hydro then has its depreciation consultants complete a full and proper 

study of asset lives, akin to what was done by Concentric in this proceeding. 

  

In addition, implementing ELG today, as proposed by Hydro is sufficiently onerous 

that it requires a lengthy phase-in (30 years) which underlines the adverse impacts 

that ELG causes, and lengthy phase-in periods are not a desirable requirement for 

setting rates. 

  

A final decision on ALG can be made in this hearing, and although it takes some time 

to implement, once implemented in about 2 years time, there may well be no 

further need for phase-in as the impacts will be much smaller than ELG. 

  

Assertions that have been made about the need for additional componentization 

only if implementing ALG are not well founded. There is no text or procedure 

manual that says that assets of materially different lives can be combined as long as 

the utility uses ELG. No accounting standard references ELG, much less as a means 

to avoid componentizing properly. No depreciation textbook describes ELG as a 

solution for bad componentization. Now that Alliance has identified accounts where 

assets of materially different lives are mixed, it is incumbent on Hydro to consider 

implementing these components (if the net impacts are material) whether using 

ELG or ASL. 

 

The MIPUG position is more fully set out in Exhibit MIPUG-6 and the responses to 

IRs on MIPUG-6.  

 

The ALG approach set out in Alternative 2 is recommended. It maintains adherence 

to the approach used for rate setting in recent years, and the approach used prior 

to Hydro electing to adopt ELG. When combined with the proposed regulatory 

 
[3] Data at PUB/MH-II-39 Figure 1 at $606 million ($628 million less $22 million gains and losses) versus PUB/MH-I-
81 Figure 5 at $636 million ($639 million less $3 million). 
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deferral accounts, it reflects a net impact that is equivalent to the most common 

industry standard approach to setting depreciation expense by utilities in North 

America.  

 

The only significant change represented by the ALG Alternative #2 as compared to 

past practice is to increase componentization. Where this reflects improved tracking 

of assets that were previously mixed into accounts with materially different lives, 

this is a beneficial factor that should be pursued regardless as to the depreciation 

procedure selected. Componentization is a matter that Hydro should be continually 

re-evaluating as part of tracking depreciation estimates. 

 

There is not likely to be a significant need for a phase-in of this approach, if any. The 

approach is also transparent, intuitive, and appropriately matches the service value 

delivered by a group of assets in a year to the net depreciation expense recorded. 

 

Finally, the ALG approach best reflects that material increases in depreciation 

expense are not required when the accumulated depreciation that is presently 

recorded on Hydro’s balance sheet exceeds the estimated accumulated 

depreciation required at this time by between $700 million and $1.3 billion. 

 
In respect of Alternatives 3 and 4 being applied on an interim basis, these are viable 

alternatives available to the Board in the event it determined that the information 

available still does not meet the standard of a “full” information base to test the 

alternatives. If the Board makes this interim type determination, Alternative 3 is 

preferred to Alternative 4, as it most closely retains the existing ALG approach on an 

interim basis. However, MIPUG does not consider that an interim approach is 

required or prudent given the large number of issues that the Board may need to 

address in the next GRA. Further, selecting Alternatives 3 or 4 on an interim basis 

today has all of the downsides of selecting Alternative 2 in terms of the work that is 

demanded of Hydro by the next GRA, but without the clarity that the work will 

ultimately be worthwhile. 

 

Outside of an interim solution, it is also noted that Alternative 4 could effectively be 

pursued permanently, as practical differences between Alternative 4 and 

Alternative 2 are fundamentally very limited – solely related to the degree of 

componentization. MIPUG views that Hydro’s ongoing practice should always 

include a continuing review of rational componentization where merited, regardless 

as to the alternative selected. For this reason, the MIPUG position would be that 
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Alternatives 2 and 4 are basically a distinction without any material difference and 

would ultimately gravitate towards the precise same ultimate outcome. Alternatives 

2 and 4 are both effectively indicating Hydro should keep doing what it has always 

done to set rates (ALG depreciation) and add new asset components where merited 

(including potentially where internal staff suggest it is helpful to achieve a clean IFRS 

audit under ALG, eliminating the need for one of the regulatory deferrals) with all 

amounts that are deferred for regulatory purposes being amortized over the 

remaining life of the assets. MIPUG also takes note of the evidence of GSS/GSM that 

the current regulatory approach of ASL would be IFRS compliant if used for financial 

reporting with limited to no additional componentization. 

 

GSS/GSM GSS/GSM supports the adoption of Alternative 2. The rate impacts of adopting a 

change to IFRS-ELG (Alternative 1) are significant and not warranted in this case. 

Further, Mr. Madsen’s evidence outlines in detail why the ELG procedure should not 

be adopted, and GSS/GSM agrees with this evidence. 

 

GSS/GSM supports the use of IFRS-ALG as the preferred alternative (Alternative 2). 

GSS/GSM considers the definition of “IFRS-ALG” at this time to represent the 

current level of componentization under Concentric’s 2019 Depreciation Study 

applying the ALG procedure. GSS/GSM also considers that the level of 

componentization under existing “CGAAP-ASL” would be IFRS compliant.  

 

GSS/GSM supports the use of the whole life technique and the amortization of any 

gains/losses, reserve imbalances, and deferrals over the expected remaining life of 

the assets. GSS/GSM considers that additional work may be required to refine the 

calculation of gains and losses under the ALG procedure. Such efforts would assist in 

refining the amount of costs included within accumulated depreciation as opposed 

to being included in a deferral account but will have no impact on overall rates. 

 

Regarding componentization, GSS/GSM supports some additional componentization 

to adopt ALG beyond that already contemplated in the Concentric 2019 

Depreciation Study. However, GSS/GSM does not in principle consider material 

additional componentization to be required and would need to review any 

proposed incremental componentization to confirm that it is “significant” to 

depreciation expense. Further, GSS/GSM notes that additional componentization 

should not be assumed to increase depreciation expense, as further 

componentization may result in an overall extension of the asset lives, thus 

reducing depreciation expense. 
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Finally, GSS/GSM does not consider that adopting Alternative 2 will have material 

implementation or ongoing FTE costs. The core issue regarding the adoption of 

Alternative 2 is whether additional componentization is required that would result 

in a “significant” impact on depreciation expense. This assessment is not considered 

to be complex, nor would the ongoing effort to implement Alternative 2 be complex 

as the level of componentization should not be expected to change materially. 

Further, GSS/GSM notes that implementation of Alternative 2 could in fact result in 

cost efficiencies as regulatory and financial reporting will be aligned, there would be 

no need to maintain two sets of books going forward, and the level of effort to track 

and reconcile the deferral accounts will also be eliminated. 

 

Regarding Alternatives 3 and 4, the GSS/GSM notes that Mr. Madsen’s evidence 

considers the “CGAAP-ASL” approach to already be IFRS-compliant. Further, Mr. 

Madsen observed that the deferral accounts already have a natural amortization 

period as the total amount of depreciation collected will be equal under either the 

ALG, ELG or “CGAAP-ASL” procedure. For these reasons, the GSS/GSM consider 

Alternatives 3 and 4 to be viable. However, GSS/GSM continues to prefer 

Alternative 2 over 3 and 4, as Alternative 2, if implemented will result in an 

alignment of both regulatory and financial reporting, which has significant benefits 

through reduction in cost and effort for Manitoba Hydro. 

 

Coalition While the Coalition considers both Alternatives 1 and 2 to be viable in the longer-

term, it is of the view that PUB Directives 8 & 9 from Order 43/13 have not been 

fully satisfied and as such the PUB cannot make final determinations on the 

depreciation policy issues in this proceeding and parties should provide interim 

alternatives for PUB consideration. 

 

The PUB was clear in Orders 43/13, 73/15 and 59/18 that the information that was 

outstanding for the PUB to make final determinations on depreciation policy issues 

was (1) an IFRS compliant ALG study and (2) a complete understanding of the 

financial and rate impacts of the differences between IFRS ELG and IFRS ALG 

depreciation methodologies.  The PUB clearly reiterated in Order 59/18 (page 146), 

that in the absence of "full" compliance with these past depreciation directives - it 

would not make a final disposition with respect to the appropriate long-term 

depreciation methodology for rate-setting purposes and by extension was not in a 

position to endorse any amortization of depreciation regulatory deferral accounts 

(RDA). 
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An assessment of the record of the current proceeding indicates that (1) MH's 

position is that it still has a significant work effort outstanding to develop a final 

position on the appropriate level of componentization under IFRS ALG and (2) 

MPUG's assessment is that there is no agreement amongst the parties to this 

engagement process on the financial and rate impacts of IFRS ELG as compared to 

IFRS ALG.  These circumstances lead to the conclusion that despite the additional 

information that has been presented in the current proceeding that has assisted in 

narrowing the differences between interest parties - "full" compliance with the 

PUB's past depreciation directives have not been achieved in the current 

proceeding.  The implications of this conclusion is that the PUB is not able to make 

final determinations with respect to the non-consensus issues flowing from the 

depreciation engagement process and cannot make a final determination on 

Alternative 1 (phase-in of IFRS ELG as per the amended financial forecast) or 

Alternative 2 (delayed conversion to IFRS ALG after a further PUB process). 

 

Accordingly, interim options should be assessed and presented to the PUB for the 

purpose of decision making in the current proceeding.  There are two most likely 

interim options for the PUB.  Alternative 3 would be to continue to defer amounts 

to the change in the depreciation method and gains/losses on disposition RDAs with 

no amortization for the interim period.  However, the PUB would also make a 

finding that it agrees with the interested parties that amortization periods will be 

determined once a final decision on depreciation policy issues is made at the next 

GRA.  This finding would be intended to deal with the financial reporting/audit risks 

associated with future recovery of RDA's in rates.  Alternative 4 would be to 

continue to defer amounts to the change in the depreciation method and 

gains/losses on disposition RDA's and begin to amortize the RDA balances in the 

interim over the remaining useful lives of the assets contributing to the RDAs. 

 

The selection of either interim Alternative 3 or 4 would be based on the PUB's 

assessment it if prefers to (1) to provide "comfort" on financial reporting/audit risks 

and wait to commence the amortization of depreciation RDAs until a final 

determination on depreciation issues is made at the next GRA - or alternatively -  to 

start amortizing the depreciation RDAs in advance of the final determination of 

depreciation issues at the next GRA, with the potential for further changes once 

final determinations are made. 
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Additionally, care must be exercised in the proper assessment of the analysis of the 

potential impacts of the various scenarios and alternatives to the overall rate 

proposals and differentiated rate proposals in the current GRA.  There is no 

consensus with respect to the 2% rate path based on achievement of  the debt ratio 

target for 2039/40 (in the new legislative framework that is not operative until April 

1, 2025), the straight-up comparisons of gains and losses and immediate 

implementation ELG vs. ALG are for demonstration purposes only and are not able 

to be implemented for the Test Years in the current GRA and there is no consensus 

amongst parties with respect to the financial and rate implications of Alternative 

2.  PCOSS24 and the proposed differential rates are based on the 2023/24 Test 

Year.  As the 2023/24 net income forecasts for all four alternatives ($469M, $462M, 

$471M and $462M, respectively) are very close, the differences are immaterial and 

should not impact the PUB's decisions with respect to differential rate impacts or 

across the board rate impacts. 
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APPENDIX A – Comparison of Proposed Alternatives 1 and 2  

The following table provides a comparison of depreciation policy items, implementation 

considerations and financial impacts for Alternatives 1 and 2: 

 Alternative 1 – IFRS-ELG 
(Amended Financial 
Forecast Scenario) 

Alternative 2 – IFRS-ALG 
 

Implementation date September 2023 April 2026  

IFRS-compliant depreciation 
methodology for rate-setting 
purposes 

IFRS compliant IFRS compliant 

Depreciation technique Whole life Whole life 

Amortization of deferral 
accounts 

Remaining useful life of 
the assets contributing to 

the accounts 

Remaining useful life of the 
assets contributing to the 

accounts 

Componentization No immediate identified 
need for additional 
componentization 

Further analysis required to 
determine extent of additional 

componentization required 

Depreciation methodology  Adopt IFRS-ELG for 
regulatory purposes 

Convert to IFRS-ALG for financial 
and regulatory purposes 

Treatment of gains and losses 
Cease deferral and amortize 

Continue to defer gains & losses 
and amortize 

Change in depreciation 
methodology 

Cease deferral and 
commence amortization 

Sept 2023 

Continue to defer until April 2026 
(ALG transition date) 

Commence amortization Sept 2023 

Balance in the Change in 
depreciation method deferral 

will grow by approximately $140 
million until ALG 
implementation  

Phase-In recommended Yes 
(MH proposed 15 year 

phase-in amortized for 30 
years) 

 

No 
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 Alternative 1 – IFRS-ELG 
(Amended Financial 
Forecast Scenario) 

Alternative 2 – IFRS-ALG 
 

Implementation considerations 

Negligible effort – could be 
implemented immediately 
on receipt of Order 

Will require 2-4 years to fully 
implement (duration depends on 

number of additional components).  
 

Required steps are as follows: 

• Determine componentization 

• Depreciation Study 
o Update 2019 study data 
o Compile 2020-2024 study data  

• Regulatory Review 

• System changes 

• Historical asset conversion 

• Capital project conversion 

• Business process changes 

• Staff training (accounting and 
project staff) 

Estimated cumulative impact to 
net income over 20-year 
forecast (see Figures 12 & 14 
below) 

Same net income as filed in 
Application 

$147 million increase in cumulative 
net income 

Impact on proposed rates by 
customer class  

As submitted in MH’s 
Application  

 Not determined as PCOSS analysis 
for 2026/27 has not been 

completed 
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APPENDIX B – Differential Rate Impact of Changes to 

Depreciation 

 
The following section should be read in the context of Tab 8, Sections 8.3 and 8.4 (pages 6-14) 

which explains the use of class Revenue-cost-coverage (RCC) ratios in the development of 

proposed changes to rates by customer class. 

 Figure 16 below provides an estimate of the RCC ratios by customer class for 2023/24 that would 

result from use of IFRS-ELG or IFRS-ALG depreciation scenarios versus the depreciation 

assumptions embedded in the Amended Financial Forecast Scenario and reflected in PCOSS24.  

The RCC impact differs for each class due to the specific assets used by the class, as well as the 

degree that the change in depreciation is not consistent between each function.  

The four IFRS PCOSS scenarios presented in Figure 16 below have been modelled based on the 

functionalized depreciation expense provided in PUB/MH I-81, including and excluding gains and 

losses. The IFRS-ELG scenarios reflect depreciation amounts shown in PUB/MH I-81 Figure 1, and 

the IFRS-ALG scenarios reflect depreciation amounts reflected in PUB/MH I-81 Figure 4. In order 

to determine and isolate the impact directly attributable to the depreciation methodology, the 

PCOSS scenarios assume full inclusion of IFRS-ELG and IFRS-ALG depreciation expense for 

2023/24 without phase-in and excluding amortization of the existing deferral accounts.   

Figure 16 RCC Ratios by Customer Class – PCOSS24 vs Alternate IFRS Depreciation Scenarios 
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RCCs are a comparison of total revenue to total costs, so an increase in RCC indicates that a rate 

decrease may be required, while an RCC decrease is indicative of the need for a potential rate 

increase.  Rate changes consider the total costs and revenues for a class among other factors, so 

a change in class RCC in these scenarios would not translate directly into a rate adjustment but 

does provide an indication of the incremental rate change associated with a change in 

depreciation.  The current Application proposes differentiating rates over five years to achieve 

the target RCC ratios, so the annual rate impact is approximately 1/5th of the indicated RCC 

difference between each scenario.   
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APPENDIX C – Financial Statements and Key Financial Measures for Alternatives 1 and 2 

Figure 17: Electric Operations Projected Operating Statement: Alternative 1 – IFRS-ELG – 2022/23 to 2031/32 
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Figure 18: Electric Operations Projected Operating Statement: Alternative 1 – IFRS-ELG – 2032/33 to 2041/42 
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Figure 19: Electric Operations Projected Balance Sheet: Alternative 1 – IFRS-ELG – 2022/23 to 2031/32 
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Figure 20: Electric Operations Projected Balance Sheet: Alternative 1 – IFRS-ELG – 2032/33 to 2041/42 

 

 

 



 

44 
 

Figure 21: Electric Operations Projected Indirect Cash Flow Statement: Alternative 1 – IFRS-ELG – 2022/23 to 2031/32 
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Figure 22: Electric Operations Projected Indirect Cash Flow Statement: Alternative 1 – IFRS-ELG – 2032/33 to 2041/42 
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Figure 23: Electric Operations Projected Direct Cash Flow Statement: Alternative 1 – IFRS-ELG – 2022/23 to 2031/32 
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Figure 24: Electric Operations Projected Direct Cash Flow Statement: Alternative 1 – IFRS-ELG – 2032/33 to 2041/42 

 

 

 

 



 

48 
 

Figure 25: Electric Operations Key Financial Measures: Alternative 1 – IFRS-ELG 
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Figure 26: Electric Operations Projected Operating Statement: Alternative 2 – IFRS-ALG – 2022/23 to 2031/32 
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Figure 27: Electric Operations Projected Operating Statement: Alternative 2 – IFRS-ALG – 2032/33 to 2041/42 
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Figure 28: Electric Operations Projected Balance Sheet: Alternative 2 – IFRS-ALG – 2022/23 to 2031/32 
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Figure 29: Electric Operations Projected Balance Sheet: Alternative 2 – IFRS-ALG – 2032/33 to 2041/42 
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Figure 30: Electric Operations Projected Indirect Cash Flow Statement: Alternative 2 – IFRS-ALG – 2022/23 to 2031/32 
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Figure 31: Electric Operations Projected Indirect Cash Flow Statement: Alternative 2 – IFRS-ALG – 2032/33 to 2041/42 
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Figure 32: Electric Operations Projected Direct Cash Flow Statement: Alternative 2 – IFRS-ALG – 2022/23 to 2031/32 
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Figure 33: Electric Operations Projected Direct Cash Flow Statement: Alternative 2 – IFRS-ALG – 2032/33 to 2041/42 
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Figure 34: Electric Operations Key Financial Measures: Alternative 2 – IFRS-ALG 

 

 

 

 


