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1.0 Executive Summary

In its 2026 to 2028 General Rate Application (GRA or Application), Manitoba Hydro (MH) is
requesting approval of three 3.5% rate increases for the 2026 to 2028 Test Years (Test Period),
to be effective on January 1%t of each fiscal year. If approved by the PUB, the proposed rate
increases would generate $223 million of additional annualized revenue and represent a 10.9%
cumulative rate increase to ratepayers.

MH’s current state of uncertainty and substantial levels of placeholder major capital spending
renders the 3.5% long-term rate path to 2045 on which the Test Period rate proposals are based,
to be of limited reliability for rate-setting purposes. MH’s rate proposals are not balanced for
ratepayers due to its failure to include prudent cost control in the financial forecast that was used
to derive the 3.5% rate path.

The 2.25% rate recommendation in this Evidence better balances the impact to ratepayers and
the financial health of MH, consistent with the PUB’s rate-setting mandate. It emphasizes the
medium term to 2035 to appropriately consider uncertainty, includes more prudent cost control
to balance the need for rate increases, and is consistent with the analytical framework that
guided the PUB in the last MH GRA decision. This recommendation results in cumulative rate
impacts to ratepayers of 6.9% that are closely aligned with projected inflation in Manitoba (6.7%)
over the Test Period.

1.1 A Balanced Rate Increase of 2.25% in Each of the Test Years is Recommended Placing
Emphasis on the Medium Term to 2035 and More Prudent Cost Control by MH

A balanced rate increase of 2.25% in each of the Test Years is recommended by placing emphasis
on the medium term to 2035 and including more prudent cost control by MH.

This rate recommendation:

1. Emphasizes the medium term to 2035 in recognition of the inherent uncertainty in MH’s
operations and the limited reliability of the utilities’ long-term rate path to 2045;

2. Includes more prudent control of MH’s day to day controllable costs in order to balance
management action (cost control) with regulatory action (rate increases);

3. Incorporates the financial metrics that the PUB uses as guideposts to set electricity rates
and is consistent with the analytical framework in the last PUB GRA decision; and

4. Results in cumulative rate impacts on ratepayers that are consistent with projected
levels of Manitoba inflation in the Test Period.



1.2 Emphasizing the Medium Term to 2035 in Recognition of the Inherent Uncertainty in MH’s
Operations and the Limited Reliability of the Utilities’ Long-Term Rate Path to 2045

The 2.25% rate recommendation emphasizes the medium term to 2035 in recognition of the
inherent uncertainty in MH’s operations and the limited reliability of the 3.5% MH long-term rate
path to 2045.

The PUB rate determination in the last MH GRA (Order 101/23), focused on MH’s state of
uncertainty and concerns with respect to placeholder spending and unreliable cost estimates. As
a result, the PUB placed more emphasis on the test years than on the MH long-term rate path
projections in that GRA decision.

A review of circumstances surrounding the current GRA in this Evidence indicates that the level
of uncertainty has increased, bringing concerns with respect to the reliability of placeholder
spending and prudency of costs forecasts in the current MH GRA (as compared to the last GRA).

Uncertainty and Variability Has Increased as a Result of Placeholder Major Capital Spending

The uncertainty and variability inherent in the current GRA is much greater than the last GRA.
This is due in large part to the substantial increase in the major capital projects placeholders
related to the HVDC Reliability Project and movement of the Proxy Development Plan forward in
the current financial forecast.

Approximately $7.5 billion of these major capital project placeholders are concentrated in the
first 10-years to 2035. In sharp contrast, the last MH GRA contained only an immaterial amount
(525 million) of major capital placeholder spending in the same 10-year period.

MH’s Challenges to Determine Strategic Focus, Make Prudent Trade-Offs and Achieve Synergies

Many critical aspects of the MH integrated strategic management framework (ISMF) are
incomplete which negatively impacts MH’s ability to determine areas of strategic focus, make
prudent trade-offs and achieve strategic synergies to improve performance. The following
concerns are identified in this Evidence:

1. There is no comprehensive strategy to manage key threats to ratepayer affordability of
major capital project expenditures, aging infrastructure and the energy transition;

2. The implementation of the Enterprise Risk Management Program has been significantly
delayed and risk tolerances and appetite have yet to be developed;

3. There is no vision on how to further develop the Uncertainty Analysis as a risk
management and rate-setting tool;

4. Plans to achieve asset management competency (2032) are slow which fails to
demonstrate a policy commitment to prioritizing business operations capital spending;

5. The Debt Management Strategy is in a holding pattern pending an external review and
there is continuing hesitancy to employ higher levels of variable-rate debt;



6. There are substantial capital project placeholders ($11.7 billion) in MH25 that are in early
stages of development and lack investment justifications; and

7. The performance measurement system continues to be a work in progress and the utility
continues to struggle in this area, in part because of a lack of an effective strategy.

MH’s Long-Term Rate Path is of Limited Reliability for Rate-Setting Purposes

In total, this analysis demonstrates that MH’s current state of uncertainty renders the 3.5% long-
term rate path to be of limited reliability for rate-setting purposes.

The 2.25% Rate Recommendation Emphasizes the Medium Term to 2035

The 2.25% rate recommendation recognizes that it is more effective and realistic to focus on the
period of major capital spending of the next 10-years for the purpose of setting rates in this GRA.
This is contrasted with the MH approach that focuses on the end of the 20-year forecast period
and recovery from the period of major capital investment. This is why the 2.25% rate
recommendation emphasizes the medium term to 2035.

1.3 Including More Prudent Control of MH’s Day to Day Controllable Costs in Order to
Effectively Balance Management Action (Cost Control) with Regulatory Action (Rate
Increases)

The 2.25% rate recommendation includes consideration of more prudent cost control than has
been demonstrated or planned by MH. MH must more effectively control its day to day costs in
order to balance management action (MH cost control) with regulatory action (PUB rate
increases) as complementary responses to risks.

Failure of MH to Make Prudent Expense Choices in Its Updated Financial Forecast

A differential comparison between the financial forecast in the current and last GRA for the
period from 2025 to 2042 leads to the conclusion that MH has failed to make prudent choices on
day to day spending in its updated financial forecast in order to address the negative financial
impacts of major capital placeholder spending. MH’s day to day cost expenditures are for
operating & administrative expenses (O&A) and business operations capital (BOC).

This differential comparison of the current and prior financial forecast demonstrates that:

1. Netrevenues (domestic and net export revenues) are forecast to increase by $0.3 billion;

2. Total expenses are forecast to increase by $9.6 billion, with a $4.2 billion increase in O&A
and a $5.6 billion increase in finance, depreciation & amortization (FD&A). Other
expenses are forecast to decrease by $0.2 billion;

3. BOC spending is forecast to increase by $1.7 billion;

4. Payments to government are forecast to decrease by $3.3 billion as a result of recently
announced payment relief; and



5. Retained earnings are projected to decrease by $6.0 billion, before consideration of the
proposed 1.5% increase in the long-term rate path from 2.0% at the last GRA to 3.5% at
the current GRA.

The 1.5% increase in the rate path is projected to generate an additional $4.2 billion from
ratepayers. The net result is that the current financial forecast projects a $1.8 billion reduction
in retained earnings to 2042. This reduction when combined with an opening 2025 retained
earnings that is $0.8 billion lower than projected at the last GRA leads to a total reduction in
retained earnings of $2.6 billion and the equity ratio of 16% by 2042.

In these circumstances, the prudent course of action should have been for MH to significantly
reduce the rate of growth in its controllable O&A and BOC expenditures to lessen the financial
and rate pressures as a result of the negative financial impacts of the higher and earlier
placeholder major capital spending in the update financial forecast.

Unfortunately, MH chose to move forward with a financial forecast and proposed rate increases
that included a combined $5.9 billion increase in O&A and BOC expenditures.

MH’s O&A Performance Does Not Demonstrate Appropriate Cost Control

A year over year analysis of the actual and forecasts increases in O&A costs over three time
periods between 2020 and 2028 demonstrates that O&A cost increases are more than double
(2.1 to 2.5 times) the rate of Manitoba inflation over that period of time. MH’s O&A growth at
rate approaching 7% on an annual basis is not sustainable.

This analysis ultimately leads to the conclusion that MH’s O&A results for 2020 to 2025 and target
setting for the 2026 to 2028 Test Period does not demonstrate appropriate O&A cost control.
Additionally, it is concluded that MH’s largely bottom-up and incremental focused O&A budget
approach is ineffective at controlling O&A cost increases. MH would benefit from adopting a
priority-based budgeting approach.

The 2.25% Recommendation Includes More Prudent Cost Control than Planned by MH

As a result of the above noted concerns, a number of alternative rate scenarios were developed
to illustrate plausible alternative rate paths than included more prudent cost control than
planned by MH in its updated financial forecast.

These alternative rate scenarios assumed 2% escalation of O&A and a 10% reduction in forecast
BOC spending. The lower levels of O&A and BOC build more prudent cost control than forecast
by MH into the consideration of rate increases in this GRA, while at the same time reflecting
appropriate escalation.

The 2.25% rate recommendation combines management action (cost control by MH) and
regulatory action (rate increases by the PUB), consistent with the PUB mandate of balancing the
impact on ratepayers with the financial health of MH.



1.4 Incorporating the Financial Metrics that the PUB Traditionally Uses as Guideposts to Set
Electricity Rates and Consistency with the Analytical Framework in the Last PUB GRA Decision

The 2.25% rate recommendation incorporates the financial metrics that the PUB has traditionally
used as guideposts to set electricity rates in Manitoba and is consistent with the analytical
framework applied by the PUB in the last MH GRA decision.

In Order 101/23 flowing from the last MH GRA, the PUB used an analytical framework to make
its ultimate rate determinations that involved emphasis on the test years, moderate progress
towards MH’s prior financial targets (equity, interest coverage and capital coverage ratios) and
adequate retained earnings in consideration of the impacts of a major 7-year drought.

Using Traditional Rate-Setting Financial Metrics as Guideposts to Set Rates

In making its rate determinations in Order 101/23, MH relied on financial metrics that it has
traditionally used to set MH’s electricity rates, such as retained earnings, net debt, equity ratio,
interest coverage ratio and capital coverage ratio.

As part of the analysis in this Evidence, the alternative rate scenarios with more prudent cost
control were evaluated using the traditional financial metrics and narrowed down to plausible
rate scenarios depending on the timeframe of emphasis. Through this process it was concluded
that:

1. Rate increases of no greater than 1.5% per Test Year are indicated if emphasis is placed
on the Test Period and an additional 2 years to 2030 in order that the performance of
these rate increases be adequately considered; and

2. Rate increases of between 2.0% and 2.5% per Test Year are indicated if emphasis is
placed on the medium term to 2035 which aligns with the period of projected major
capital investment.

For the reasons noted above in Section 1.2 of this Evidence, the 2.25% rate recommendation
placed emphasis on the medium term to 2035 and the indicated range of 2.0% to 2.5%.

The 2.25% Rate Recommendation is Consistent with the PUB Analytical Framework in Last GRA
Overall, the financial metrics of between 2.0% to 2.5% rate increases from 2026 to 2035 are:

1. Reasonably consistent with the MH updated financial forecast at the high end of the
range 2.5%) as the additional cost containment more than offsets the lower rate
increases; and

2. Marginally lower than the MH updated financial forecast at the low end of the range
(2.0%) as the added cost containment is more than offset by the lower rate increases.

The financial metrics associated with the 2.0% to 2.5% range are realistic considering the
substantial placeholder capital spending in the first 10-years of the updated financial forecast
that totals $7.5 billion. It is more likely for financial metrics to weaken and associated targets to
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be relaxed during a period of major capital investment than for financial metrics associate targets
to strengthen.

Ultimately, the 2.25% midpoint of the 2.0% to 2.5% range was selected as the rate
recommendation to the PUB recognizing the judgement involved, rate-setting under conditions
of uncertainty and the traditional financial metrics noted above.

The 2.25% rate recommendation results in the following projected financial metrics:

1. A projected average level of net income of $110 million per year which results in
projected growth in retained earnings of $1.1 billion by 2035;

2. Projected retained earnings of $4.3 billion which are $1.4 billion higher than the
estimated $2.9 billion impact of a 7-year drought;

3. A projected equity ratio that moderately strengthens by 1% to 15% by 2035;

4. A projected average EBITDA interest coverage ratio of 1.88, which is above the prior MH
target of 1.80;

5. A projected average capital coverage ratio of 1.21, which is consistent with the prior MH
target of 1.20; and

6. Net debt that is projected to increase by $7.0 billion by 2035, which is $0.5 billion lower
that the placeholder major capital expenditures of $7.5 billion. This indicates that
projected cash flow is more than sufficient to cover BOC and other investing activities.

In summary, the 2.25% rate recommendation uses the same traditional financial metrics and a
similar analytical framework as was used by the PUB in its rate determinations in the last MH
GRA (Order 101/23).

1.5 Resulting Cumulative Rate Impacts on Ratepayers that are Consistent with Projected
Levels of Manitoba Inflation in the Test Period

The 2.25% rate recommendation results in cumulative rate increases to ratepayers of 6.9%
between 2026 and 2028 which is consistent with the projected cumulative Manitoba inflation of
6.7% in that same period.

Cumulative Rate Increase is Used as a Metric to Represent the Impact to Ratepayers

The 2.25% rate recommendation assists the PUB in balancing the impact on ratepayers with the
financial health of MH. The cumulative rate increase is used as a metric in this Evidence to be
representative to the impact to ratepayers. The financial metrics described above are used to
represent the financial health of MH.

Cumulative Rate Impacts of MH’s Rate Proposals Significantly Exceed Manitoba Inflation

The cumulative rate impacts to ratepayers of MH’s 3.5% rate path significantly exceed the
projected rates of cumulative Manitoba inflation.

10



MH’s 3.5% rate proposals would result in cumulative rate increases in the Test Period of 10.9%
as compared to Manitoba projected inflation of 6.7%. MH’s 3.5% rate path would result in
cumulative rate increases between 2026 and 2035 of 41.1% as compared to Manitoba projected
inflation of 24.3%.

The 2.25% Rate Recommendation Rate Impacts are Consistent with Manitoba Inflation

The cumulative rate impacts to ratepayers of the 2.25% rate recommendation are consistent with
the projected rates of cumulative Manitoba inflation.

The 2.25% rate recommendation would result in cumulative rate increases in the Test Period of
6.9% as compared to Manitoba projected inflation of 6.7%. The MH’s 2.5% rate path would result
in cumulative rate increases between 2026 and 2035 of 25.0% as compared to Manitoba
projected inflation of 24.3%.

While not determinative to the recommended 2.25% rate increases, cumulative rate increases
that are consistent with the level of inflation can be considered to be congruent with the
practical-related attribute of ratemaking of general acceptance.

1.6 Additional Recommendations with Respect to Revenue Requirement Matters

In addition to the recommendations on the rate increases in the Test Period, this Evidence also
makes recommendations with respect to enhancements to the Uncertainty Analysis and MH’s
regulatory deferral account proposals. These additional recommendations are briefly
summarized as follows:

1. Recommendation for the PUB to provide direction to MH to participate in a collaborative
process to develop enhancements to the Uncertainty Analysis as a quantitative tool to
further guide the incorporation of risk considerations and the appropriate level of
financial reserves, into the rate-setting process. Recommended enhancements include
applying probabilistic thresholds, building in management action and regulatory action
into the analysis and assessing the resulting residual risk and sufficiency of financial
reserves;

2. Recommendation for the PUB to approve the JKDA Preferred Distributions Deferral
Account and proposed amortization period of 106 years.

3. Recommendation for the PUB to approve an SAP Core Project Deferral Account on an
interim basis, with an upper limit and subject to final approval in a separate regulatory
proceeding; and

4, Recommendation for the PUB to deny the establishment of a Small-Scale Cloud
Computing Arrangement Deferral Account.
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2.0 Introduction: The Three Proposed 3.5% Rate Increases Equate to a 10.9% Cumulative
Rate Increase in the 2026 to 2028 Test Period

This Section of the Evidence provides a summary of MH’s General Rate Application (GRA)
proposals, a brief overview of the qualifications and duties to the PUB of Mr. Rainkie and outlines
the purpose, scope and organization of the Evidence.

The three proposed 3.5% rate increases for 2026, 2027 and 2028 are based on the 3.5% long-
term indicative rate path contained in MH’s most current 20-year financial forecast. The 3.5%
rate path represents a 1.5% increase from the 2.0% long-term indicative rate path contained in
MH’s prior financial forecast from the 2024 and 2025 GRA — and equates to a 10.9% cumulative
rate increase for the 2026 to 2028 Test Years (collectively referred to in this Evidence as the Test
Period).

2.1 Summary of MH’s 2026 to 2028 General Rate Application

The last comprehensive public review of MH’s electricity rates by the PUB occurred in 2022 and
2023. That review focused on the 2024 and 2025 Test Years (last MH GRA) and resulted in Order
101/23.

On March 28, 2025, MH filed the 2025/26, 2026/27 and 2027/28 GRA with the PUB, requesting
approval of the following®:

1. Approval of rates increases of 3.5% effective January 1, 2026 (2025/26 Test Year), January
1, 2027 (2026/27 Test Year and January 1, 2028 (2027/28 Test Year) sufficient to generate
additional revenue of $21 million in 2026 ($70 million on an annualized basis), $22 million
in 2027 ($73 million on an annualized basis) and $23 million in 2027 ($76 million on an
annualized basis. If approved by the PUB, the three 3.5% rate increases will generate
$223 million in additional revenue on an annualized basis in 2029%;

2. The requested general revenue increases are proposed to be applied equally to all rate
classes, on an across the board basis, and to each rate component — with the exception
of (i) Area & Roadway Lighting rates for which MH is seeking differential rates and (ii)
certain rate components for diesel service in off-grid communities (approval to apply the
3.5% proposed general revenue increases to the Diesel Residential class and Diesel
General Service class);

3. Endorsement of proposals related to regulatory deferral accounts (RDAs): (i) final
approval of the Joint Keeyask Development Agreement (JKDA) Preferred Distributions
Deferral Account approved by the PUB on an interim basis in Order 60/24, including
revaluation adjustments related to the preferred distribution obligation being included in

'Tab 1, pgs.2and 3
2 Coalition/MH I-1 b
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the RDA and a proposed amortization period of 106 years? (ii) approval to establish a RDA
to included the O&A expenses related to the implementation of SAP S/4HAANA and a
proposed amortization period of 10 years* (iii) approval to establish a RDA to included the
O&A expenses related to Small-Scale Software Systems/Cloud Computing Arrangements
(CCA) and a proposed amortization period of 6 years® (iv) approval to modify the recovery
mechanism for the Change in Depreciation Method RDA for rate-setting purposes by
establishing a RDA and an amortization period of 33 years®;

4. Final approval of interim Orders related to (i) the JKDA (ii) Surplus Energy Program (SEP)
(iii) Curtailable Rate Program (CRP) and (iv) any further interim Orders issued subsequent
to the filing of this GRA and prior to the PUB’s Order flowing from this GRA; and

5. Endorsement of modifications to the Terms and Conditions of the CRP.

The 3.5% proposed rate increases are estimated by MH to result in residential bill impacts as
follows’:

e For customers using 1,000 KWh per month: $3.69, $3.81 and $3.94 per month in each
of the respective Test Years (for a total of $11.44 per month or $137.28 on an annual
basis by 2028); and

e For customers using 2,000 KWh per month: $7.05, $7.28 and $7.53 per month —in each
of the respective Test Years (for a total of $21.86 per month or $362.32 on an annual
basis by 2028).

2.2 Overview of Mr. Rainkie’s Qualifications & Duties to PUB

Mr. Rainkie is an independent regulatory consultant (2017 to present) and works closely with Ms.
Derksen in a joint regulation consulting practice to provide a full range of regulatory services to
clients that participate in or are impacted by rate-regulation, including regulatory strategy and
ratemaking policy, revenue requirements and fiscal matters, internal and external cost allocation,
rate design, contribution policy, marginal cost-based ratemaking, review of large capital projects,
was well as energy transition and integrated resource planning matters.

Mr. Rainkie has 35 years of hands on and multi-faceted expertise in public utility leadership, rate-
regulation and financial management, with demonstrated experience in applying and integrating
this diverse experience into the rate-making framework of complex regulated enterprises. He
specializes in providing public utility regulatory and financial advisory services to clients, with an

3 Tab 3, Appendix 3.4, pg. 8
4Tab 3, Appendix 3.4. pg. 8
5 Tab 3, Appendix 3.4, pg. 10
6 Tab 3, Appendix 3.4, pg. 14
’Tab 7, pg. 15
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emphasis on the evaluation of regulatory strategy and ratemaking policy and revenue
requirement and fiscal matters.

Mr. Rainkie has a deep specialization in all aspects of ratemaking, progressively throughout his
career, including acting as an advisor to the PUB from 1990 to 1994, analyst and managerial roles
in the Regulatory Services department of Manitoba Hydro and Centra Gas between 1994 and
2006, senior and executive level responsibilities associated with regulatory affairs between 2006
and 2017 and an independent expert regulatory consultant between 2017 to present.

In addition to this ratemaking experience, Mr. Rainkie’s experience relevant to the evidence to
be provided in this proceeding includes executive level public utility experience as a former
Corporate Treasurer, Corporate Controller, Vice-President of Finance & Regulatory Affairs and
Chief Financial Officer and Acting President & Chief Executive Officer of Manitoba Hydro and
Centra Gas between 2006 and 2017.

As Chief Financial Officer of Manitoba Hydro and Centra Gas, he was responsible for the executive
leadership of the Controller, Treasury and Rates & Regulatory Affairs divisions, and Financial
Planning and Corporate Risk Management departments. In these roles, Mr. Rainkie had
responsibility for overseeing, setting and developing Manitoba Hydro and Centra Gas:

1. Corporate and business unit strategies and financial plans,
Financial targets,

Long-term financial forecasts,

Operating and capital cost budgets,

Financing plans and debt management strategies,
Regulatory policies and rate applications,

Corporate risk management activities; and

Financial reporting.

0 N U ke WwN

Mr. Rainkie has testified before the PUB on multiple occasions over the last two decades, as an
independent expert witness on behalf of the Consumers’ Association of Canada (Manitoba
Branch) (CAC) and the Consumers Coalition and an executive policy and subject matter witness
for Manitoba Hydro and Centra Gas. Mr. Rainkie’s full curriculum vitae was provided as an
attachment to the Consumers Coalition Intervenor Application, Exhibit CC-1.

Duties to the PUB and Independence

Mr. Rainkie acknowledges that he has a duty to provide evidence that is fair, objective and non-
partisan, related only to matters within his areas of expertise and to provide such additional
assistance as the PUB may reasonably require to determine issues.
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2.3 Purpose, Scope & Organization of the Evidence

The purpose of this Evidence is to evaluate MH’s revenue requirement proposals and provide
related observations, conclusions and recommendations to the PUB, for rate-setting purposes.

In this proceeding, Mr. Rainkie is providing this independent evidence on behalf of the
Consumers Coalition (Consumers’ Association of Canadas (CAC Manitoba), the Aboriginal Council
of Winnipeg, Harvest Manitoba and Manitoba Seniors Equity Action Coalition) with a focus on
the reliability and support for the rate increase proposals and rate path alternatives, short-term,
medium-term and long-term financial forecasts, corporate strategy, risk management, financial
targets, operating and administrative (O&A) expenses and debt management strategy.

Recognizing that the Consumers Coalition has assembled an interdisciplinary team of
independent experts, Mr. Rainkie has prepared this Evidence cognizant of scope of work of
Midgard Consulting and Morrison Park Advisors to ensure the contents of this report are not
duplicative of other evidence filed by the Consumers Coalition. To the extent that the comments
of Mr. Rainkie address issues also raised by Midgard Consulting and Morrison Park Advisors,
particularly in the areas of capital asset management, sustaining capital, the corporation’s
financial health and debt management, these issues are canvassed for different purposes. Mr.
Rainkie has also liaised with Ms. Davies, consultant for the General Service Small/General Service
Medium Intervenor Group and Mr. Bowman, consultant for the Manitoba Industrial Power Users
Group —in order to minimize duplication with their evidence.

The Sections of the Evidence that follow are organized into the following topic areas:

e Section 3.0: Evaluation of aspects of MH’s integrated strategic management framework
for rate-setting purposes;

e Section 4.0: Evaluation of the prudency of MH’s current financial forecast;

e Section 5.0: Evaluation of MH’s O&A cost control performance;

e Section 6.0: Evaluation of the reliability of MH’s long-term rate path and other plausible
rate scenarios; and

e Section 7.0: Recommendations on the proposed rate increases, indicative rate path and
other revenue requirement matters.

Please note the following for the Sections of the Evidence that follow:

e All dollar figures are in $ millions, unless otherwise noted;

e Many tables and graphs have been rounded to the nearest $1 million which may result in
immaterial rounding differences from the more detailed figures provided by MH in the
Application, and

e Fiscal year references are shortened to the end point of the fiscal year for conciseness —
for instance, the 2024/25 fiscal year is denoted as 2025 and the 2025/26 fiscal year is
denoted as 2026, etc.
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3.0 The MH Integrated Strategic Management Framework is Incomplete Negatively Impacting
its Abilities with respect to Corporate Focus, Prudent Trade-offs and Strategic Synergies

An Integrated Strategic Management Framework (ISMF) is essential for an organization to
determine its areas of focus, make prudent choices that involve trade-offs and achieve synergies
between the strategic areas of focus that lead to improved and sustained performance. This
Section of the Evidence contains the evaluation of key aspects of the MH ISMF which contributes
to the assessment of the reasonableness and reliability of MH’s long-term financial forecast and
3.5% rate path for rate-setting purposes.

The conclusion from this Section of the Evidence is that many aspects of the MH ISMF are
incomplete which negatively impacts its ability to determine areas of strategic focus, make
prudent trade-offs and achieve strategic synergies. This conclusion is based on the following
evaluation:

1. MH has no comprehensive strategy related to the triple threats to ratepayer affordability
related to major capital project expenditures, aging infrastructure and the energy
transition;

2. The implementation of MH’s ERM Program has been significantly delayed, including
development of the fundamental components of risk tolerance and risk appetite — which
negatively impacts MH’s ability to understand and assess choices and evaluate risk and
cost trade-offs;

3. MH has no vision on how to further develop the next generation of the Uncertainty
Analysis in order to support risk assessment, development of financial targets and
ultimately rate-setting;

4. MH’s projected 16 year timeframe (2016 to 2032) to achieve asset management
competence does not demonstrate a policy commitment to prioritize BOC spending;

5. MH’s Debt Management Strategy is in a holding pattern pending the results of a review
by an independent consultant which has been delayed for filing in this GRA and MH
appears to be still relatively risk-averse to higher levels of variable-rate debt;

6. There is significant uncertainty in MH25 related to substantial placeholders for capital
projects that are in early stages of development/approvals and a lack of business
cases/capital investment justifications (ClJs) for many projects (511.7 billion or 38% of
CEF25 total capital expenditures); and

7. MH’s performance measurement system continues to be a work in progress and its
struggles to develop a meaningful performance measurement system stems in part from
a lack of a long-term strategy.
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3.1 Evaluation of a Utility’s Integrated Strategic Management Framework is an Important
Consideration in the Reasonableness and Reliability of its Forecasts and Rate-Proposals

The evaluation of a utility’s Integrated Strategic Management Framework (ISMF) is an important
consideration in the reasonableness and reliability of its financial forecasts and associated rate-
proposals.

An ISMF is essential for an organization to determine its areas of focus, make prudent choices
that involve trade-offs and achieve synergies between the strategic areas of focus that lead to
improved and sustained performance.

An ISMF is a comprehensive system that organizations use to align their operational plans,
activities and projects with their overarching business strategy. An ISMF involves alignment
towards common areas of strategic focus, linking strategic intent to actions, integration of risk
management, operational planning and performance management into a cohesive whole and
allows for continuous improvement and adaptation of strategy as required to evolving
circumstances.

The evaluation of the following key aspects of the MH ISMF will ultimately contribute to the
assessment of the reasonableness and reliability of MH’s long-term financial forecast and 3.5%
rate path for rate-setting purposes (Please see Section 6.4 of this Evidence).

3.2 MH has No Comprehensive Strategy for the Triple Threats to Rate Affordability Related to
Major Capital Project Expenditures, Aging Infrastructure and the Energy Transition

The current state of MH’s strategic planning is that it has no comprehensive strategy related to
the triple threats to ratepayer affordability related to major capital project expenditures, aging
infrastructure and the energy transition.

Strategy is an Integrated Set of Choices to Provide Customer Value or Respond to Threats

A useful framework of the components of a strategy are (i) aspirations, (ii) where to focus, (iii)
how to improve value in areas of focus, (iv) required organizational capabilities, and (v) enabling
management systems (including performance management system)®.  Strategy involves
identifying possibilities for overcoming gaps between aspirations and current outcomes.

In the case of a firm that operates in a monopoly environment like a utility, a strategy can be
defined as an integrated set of choices that positions an organization to resolve its most vexing
issues and provide superior value to its ratepayers and/or respond to external threats. This
definition of strategy has four parts (i) choices to do some things and not other things, (ii)
integrated set of choices must fit together and reinforce each other, (iii) positioning the

8 For strategy definition and related concepts please see: Play to Win, How Strategy Really Works, Rodger L. Martin
and A.G. Lafley, Harvard Business Review Press (2013)
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organization in terms of where to focus and where not to focus, and (iv) resolving its most vexing
issues through specifying a compelling theory of how to provide superior value to its ratepayers.

In summary, a strategy involves:

e Focus: choices of areas to focus and how to improve value in the areas of focus;

e Trade-offs: recognizes that all organizations are resource constrained and that absolute
trade-offs (going down one path precludes other paths) and relative trade-offs (doing
more of one activity means doing less of another activity) are necessary; and

e Synergistic Fit: choices in areas of focus and how to improve value must work together
in harmony such that the whole is greater than the sum of the parts and the choices
reinforce each other.

Unfortunately, true strategy (as defined above) is rare and the so called “strategy” of many
organizations is the result of a strategic planning exercise. These strategic plans are mostly long
lists of laudable operating imperatives that result from planning exercises with these operating
imperatives grouped under generic pillars of a balanced scorecard (customer service,
affordability/financial, employees, corporate responsibility etc.). The word “strategic” is placed
in front of “planning” to emphasize the importance of the list, to justify the underlying projects
and associated expenditures and to position this list as a corporate strategy.

These “strategic” plans do not represent true strategy. They do not constitute an integrated set
of choices to position an organization to resolve its most vexing issues and provide superior value
to its ratepayers and/or respond to external threats. Rather, they tend to be a list of operating
initiatives with the hope that if the organization implements all of the initiatives that it will be
successful in providing ratepayer and stakeholder value. Instead of promoting focus, trade-offs
and synergistic fit — these lists of operating imperatives tend to represent hedging (absence of
making choices/trade-offs), replicating imperatives in the industry and repackaging of prior
initiatives to fit the strategic plan pillars. Planning is no substitute for strategy.

Strategy is about influencing variables that the organization does not control through the
variables that it does control and as such about creating/driving the future that the organization
aspires towards. In contrast, “strategic” planning of operating imperatives tends to implicitly
make assumptions about what the organizations does not control and results in an extrapolation
of the past into the future and the organization accepting a future forced upon it.

The concerns from a rate-setting perspective of the laudable list of operating imperatives
contained in “strategic” plans is that they will be unwieldy for the organization and costly for
ratepayers as they lack focus, trade-offs and synergistic fit — and in the end will not be successful
in providing ratepayer value/affordability and responding to external threats.
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The New MH Enterprise Goals Replace Strategy 2040 as MH’s Strategic Framework

In the last GRA, MH adopted a new mission statement and described Strategy 2040 as positioning
the corporation to respond to the emerging needs and expectations of its customers as a result
of the emerging energy landscape (energy transition) and to guide the enterprise through the
expected changes in the energy transition. Strategy 2040 involved a multi-year journey (10+
years), with 5 pillars, 16 strategic objectives and 21 separate strategic initiatives and multiple
deliverables for each strategic initiative®.

The independent analysis of Strategy 2040 at the last MH GRA outlined concerns that it (i) was
unfocused, unwieldy and contributed to upward costs and upward pressure on rates, and (ii)
resulted in self-imposed risks on MH’s future financial health and cash flows, as a result of $2.3
billion of increased spending for O&A and BOC since the previous 2018/19 MH GRA™,

In the current GRA, MH outlined that it established a new vision and mission statement and
developed a new strategic direction to guide the enterprise in meeting its core mandate, while
supporting the objectives of Manitoba’s Affordable Energy Plan (AEP). MH indicated that it
developed six Enterprise Goals that will shape its critical areas of focus for the next three years,
while continuing to undertake foundational work necessary to carrying out ongoing operational
requirements. Briefly, the new Enterprise Goals are (i) Employee Experience, (ii) Financial Health,
(iii)) HVDC Reliability Project, (iv) Modern Customer Solutions, (v) New Energy Resources, and (vi)
SAPL,

When questioned in the information request process with respect to the differences between
Strategy 2040 and the Enterprise Goals, MH indicated that Strategy 2040 was a broad path
forward to guide the utility on how to serve customers in the evolving energy landscape — but
that the new Enterprise “Strategy” provides more focused and actionable direction for the next
three years with 6 new Enterprise Goals that sharpens focus on delivering measurable
outcomes??,

MH further outlined that3:

e The new Enterprise Strategy replaces Strategy 2040 as MH’s strategic framework. The
external cost associated with the development of Strategy 2040 totalled $13.1 million
between 2020 and 2024 (with $12.0 million allocated to electricity operations. However,
MH was not able to quantify the internal costs as they were not separately tracked';

9 MH 2023/24 & 2024/25 GRA, Tab 2, pg. 4, 12 to 13 and Appendix 2.1, pg. 13

10 MH 2023/24 & 2024/25 GRA, CC Exhibit #7, D. Rainkie Evidence, Section 3.0, pgs. 15 to 26
1Tab2,pgs.5t07

12 Coalition/MH I-3 b d

13 Coalition/MH I-4 d e f and Coalition/MH I1-69 c

¥ PUB/MHII-37 ab
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e Strategy 2040 is no longer in use as a strategic framework for MH, although certain
concepts from Strategy 2040 informed the development of the new goals, where
relevant, and several of the themes continue under the new Enterprise Goals;

e Many of the resources allocated to Strategy 2040 initiatives have been redirected towards
the 6 new Enterprise Goals and the change in strategic direction may have resulted in
some costs savings but these have not been tracked; and

e MH confirmed that its new Enterprise Goals represent key operational imperatives that
are required to progress over the next 3-years and that its strategies related to net zero
and climate change policy are expected to be developed after completion of the 2025 IRP.

MH also clarified that® (i) the path to net zero and climate change considerations are being
specifically examined through the 2025 IRP, (ii) the 2025 IRP is exploring a net-zero grid by 2035
and a net-zero economy by 2050, and (iii) the outcomes of the 2025 IRP will be used to inform
MH’s strategy over time.

MH’s New Enterprise Goals are Not a Strategy to Manage Threats to Ratepayer Affordability

The conclusion of the above analysis is that while both of these planning exercises (Strategy 2040
and new Enterprise Goals) are referred to as “Strategies”, neither represent a true strategy. Both
of these planning exercises are consistent with strategic planning processes that produce
laudable lists of operating imperatives as outlined above.

The new Enterprise Goals are at the very least a more refined and focused list of key operating
imperatives such as HVDC reliability, SAP and new energy resources, with an overlay of balanced
scorecard initiatives related to customer service, employees and finance. The move away from
Strategy 2040 as a strategic framework has some positive elements, given the concerns
expressed above.

However, the on-going concern for rate-setting purposes is that MH (and ratepayers) are largely
left with Strategy 2040’s legacy that O&A and BOC are considered to be beyond MH’s control and
a much higher cost structure than in the past. The analysis presented in Sections 4.0 and 5.0 of
this Evidence will demonstrate this higher cost structure.

Neither of these planning exercises outline the logic of the MH business model changes
(aspirations, where to focus, how to improve value in areas of focus, required capabilities and
management systems) that may be required to be successful for the triple threats to ratepayer
affordability related to major capital project expenditures, aging infrastructure and the energy
transition. MH has confirmed that its strategies related to the energy transition and net zero are
not expected to be developed until after the completion of the 2025 IRP.

Itis also noted that many of MH’s struggles in terms of focus, cost control and inability to develop
a meaningful performance measurement system stems from a lack of a long-term strategy.

5 MEED/MH 1-3
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3.3 The Implementation of MH’s Enterprise Risk Management Program Has Been Delayed
including the Fundamental Components of Developing Risk Tolerance and Risk Appetite

The implementation of MH’s Enterprise Risk Management (ERM) Program has been delayed,
including the fundamental components of developing risk tolerance and risk appetite. This
negatively impacts MH’s ability to understand and assess choices and evaluate risk and cost
trade-offs.

Developing Risk Tolerance & Risk Appetite is a Fundamental Component of an ERM Program

The fundamental components of a Risk Management Framework include (i) identifying risks, (ii)
analyzing, validating and prioritizing risks, (iii) determining risk tolerance and risk appetite, (iv)
managing risks through response strategies, and (iv) on-going monitoring and reporting of risks.

Risk tolerance and risk appetite concepts can be described as follows:

e Risk capacity defines the outer limit of risk that an enterprise could undertake;

e Risk tolerance reflects the limits of risk set by the organization that it would not willingly
exceed; and

e Risk appetite is the level of risk that the enterprise is willing to accept in pursuit of its
longer term goals.

Risk tolerance and risk appetite are part of a balanced framework for decision-making, allowing
organizations to pursue strategic goals while controlling overall risk exposure and ensuring that
operational activities stay within acceptable risk boundaries.

MH Has Yet to Develop Risk Tolerances & Risk Appetite as Part of a New ERM Program

In the last GRA, MH provided an implementation roadmap for a new ERM Program that spanned
the 18-month period between October of 2022 and March of 2024 (expected completion date),
with the implementation step of developing risk tolerances and appetite to be completed by
March of 2023, which was within the first 6 months of the planned implementation of the
program?,

MH has not been in a position to file a comprehensive risk management report (a long-standing
MPFR for a MH GRA) with the PUB since the 2018/19 GRA.

In the current GRA filing, MH was unable to provide a comprehensive risk report that reflected
the revised ERM Program but was able to provide a summary of its top risks and mitigation
measures. MH asserted that the ERP program continues to make progress and that the
development and roll-out of the ERM framework continues to be the major focus of ERM
Program efforts’.

16 MH 2023/24 & 2024/25 GRA, Tab 2, pg. 28 and 29
7 MFR 6, pgs. 1to 6
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As part of the information request process, MH provided a summary update on the ERP Program
implementation including listing components of the program that are still under development
such as the development of risk tolerance and risk appetite and indicated that an updated ERM
implementation road map was unavailable. MH did not directly respond to the portion of the
information request that asked for the reasons for the delay in the implementation of the EERM
Program?,

MH did confirm that risk tolerance and risk appetite are one of several foundational components
of an ERM program.

In the last GRA, MH providing a road map with a defined completion of the implementation of
the ERM Program at the last GRA in which the development of risk tolerance and risk appetite
occurred towards the front-end (first 6-months) of the implementation of the ERM Program.

In the current GRA, MH now takes the positions that there is not a single defined endpoint of the
development of the ERM Program or one specific trajectory for its implementation and that there
is flexibility in implementation sequencing. MH has also changed its view such that it believes
that risk tolerance and risk appetite should not be done at the front end of an ERM Framework
implementation, as foundational aspects of governance and strategy integration should be
implemented first.

Delayed Risk Tolerance and Appetite Assessments Negatively Impacts Choices and Trade-Offs

The changes in MH’s positions with respect to the implementation date of the ERM Program and
the sequencing of the development of the fundamental components of the ERM framework are
curious. The implementation of the new MH ERM Program is now 18 months past the
implementation road map provided by MH in the last GRA. There is no reasoning provided by
MH for this delay. While on-going programs are periodically evaluated and adjusted from time
to time, there usually is a defined point when a new program is firstimplemented and not a never
ending journey.

The implementation of the new ERM Program commenced in October of 2022, which at the time
of writing is almost 3 years ago. There is a reasonable expectation that the foundational
governance aspects of the new MH ERM framework would have been implemented by now and
that the development of risk tolerance and appetite would also be completed, given that they
are also critical elements of an ERM program.

The concern from a rate-setting perspective is that the implementation of MH’s ERM Program
has been significantly delayed, including the fundamental components of developing risk
tolerance and risk appetite — which negatively impacts MH’s ability to understand and assess
choices and evaluate risk and cost trade-offs.

18 Coalition/MH I-7 a b and Coalition/MH II-70 a b
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3.4 MH Has No Vision to Develop the Next Generation of Its Uncertainty Analysis to Support
Risk Assessment, Development of Financial Targets and Rate-Setting

MH has no vision on how to further develop the next generation of the Uncertainty Analysis in
order to support risk assessment, development of financial targets and ultimately rate-setting.

The Uncertainty Analysis is a Powerful Tool for Advanced Risk Management

At a high level, the Uncertainty Analysis is a financial tool that can develop multiple discrete
financial projections by varying key financial forecast assumptions that significantly impact MH,
allowing for comparison of key financial metrics such as net income, retained earnings and equity
ratio.

The Uncertainty Analysis is more robust than the long-term financial forecast that is based on
average or expected values of numerous forecast assumptions and one-off risk sensitivities (that
analyze the variances by changing one-variable at a time) — as it can generate a broad range of
possible financial outcomes for a number of combined sensitivities.

More advanced forms of risk management programs are able to analyze the interconnectivity
and potential for compounding or offsetting effects, of various risks. As such, the Uncertainty
Analysis has the potential to be a more powerful risk management tool that can aid in the
development of a more advanced ERP Program.

The first generation of the Uncertainty Analysis was filed with the PUB as part of the 2014 NFAT
proceeding, with subsequent generation being filed as part of the 2016/17 Interim Rate
Application and the 2018/19 GRA. Unfortunately, the Uncertainty Analysis was not kept current
by MH after the 2018/19 GRA and was not available for filing and consideration at the last MH
GRA.

In the decision that flowed from the 2018/19 GRA, the PUB concluded that there was merit to
gaining a better understanding of the financial reserves required by MH under various
circumstances and directed MH to participate in a technical conference for consideration of a
minimum retained test or similar test to provide guidance in the setting of consumer rates for
use in rule-based regulation'®. However, the PUB found in 2022 that this technical conference
was no longer achievable in advance of the filing of the last GRA, and as such did not set aside
this directive but varied it to allow consideration of other information?.

In the decision that flowed from the last GRA, the PUB directed MH to file an Uncertainty Analysis
as part of the current GRA, which assesses the probability and likely impact of the significant risks
faced by the utility.?!

19 PUB Order 59/18, pgs. 64 to 66
20 pUB Order 70/22, pg. 5
21 pUB Order 101/23, pg. 74 and Directive #28, pg. 227
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Recommendations to Enhance the Uncertainty Analysis for Rate-Setting Purposes

In the Consumers Coalition evidence from the MH 2019/20 Rate Application??, it was
recommended that the Uncertainty Analysis could be enhanced (third generation) for future
GRAs to provide a quantitative tool to further guide the incorporation of risk considerations and
the appropriate level of financial reserves, into the rate-setting process.

Enhancements that were identified in that evidence, included:

1. Applying probabilistic thresholds;

2. Building in management action (policy changes and cost control by MH) and regulatory
action (rate increases by the PUB) consistent with the Dynamic Capital Adequacy Test
(DCAT) that was used by Manitoba Public Insurance (MPI) and the PUB to determine a
target capital (financial reserves) range for MPI’s compulsory basic motor vehicle
insurance. It was noted that the DCAT not only includes the most plausible adverse
financial scenarios, with a specified probability level for the adverse scenario over a
specified time horizon but also considers both management action and regulatory action;
and

3. Assessing the residual risk and sufficiency of financial reserves, after management
actions and regulatory actions were built into the analysis. It was noted that (i) analyzing
the probability and consequences of plausible adverse scenarios is consistent with the
risk identification step of an ERM framework, (ii) that considering both management
actions and regulatory actions is consistent with the risk treatment/response strategies
step of an ERM framework, and that (iii) understanding the resulting residual risk (after
management and regulatory actions) and whether or not it is within an appropriate range
is consistent with the risk tolerance and appetite step of an ERM framework.

The conclusions and recommendations from the MH 2019/20 Rate Application with respect to
potential enhancements to the Uncertainty Analysis to develop a less judgemental/more
guantitative approach to develop a range of target financial reserves for MH or a more rules-
based approach to rate setting - are still as appropriate in the current circumstances and
especially as MH plans to re-enter a period of major capital spending. The lack of enhancements
to the Uncertainty Analysis since the MH 2018/19 GRA is a missed opportunity.

With respect to a regulatory process to enhance the Uncertainty Analysis — given the complexity
of the task — it does not fit well into an adversarial regulatory process with numerous other issues
being considered at the same time. Rather, itis recommended that a collaborative process would
take place, outside of an adversarial process and before the next MH GRA, with the PUB, MH and
intervenors contributing to the scope and work plan up front and then collectively contributing
to executing the steps of the work plan.

22 MH 2019/20 Rate Application, Consumers Coalition Exhibit# CC7-1, Section 9.3, pgs. 96 to 99
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MH Has No Vision to Develop the Uncertainty Analysis for Risk Management and Rate-Setting

In assessing the portion of the GRA filing related to the Uncertainty Analysis, it appears that the
analysis is provided from a compliance perspective in terms of responding to the PUB directive
noted above and summarizing the results of the analysis for various financial metrics. This
information does not go as far as providing overarching insights into how the results are viewed
and the implications for the proposed rate path or alternative rate paths. MH does not appear
to have a vision for how the Uncertainty Analysis could be enhanced as a rate-setting tool.

It is also noted that the Uncertainty Analysis provided by MH does not comply with the PUB
directive to assess the probability of the significant risks faced by the utility?>. MH took the
position that the PUB has made similar directives in the past where it has not provided
probabilities, but the PUB has determined the directive to be complete and as such MH thought
this approach was satisfactory?*.

In the information request process of the current GRA, MH was requested to provide its views
on whether adding management actions and regulatory actions to the Uncertainty Analysis
would improve this tool. In response, MH indicated that it remains unclear how the Uncertainty
Analysis will be used by the PUB to set rates and as such, it is premature to say if changes to this
analysis are warranted?>.

The quantitative results of the Uncertainty Analysis will be considered as part of assessing
plausible alternative rate scenarios with more prudent cost control (Please see Section 6.7 of this
Evidence). However, for the purposes of the assessment of MH’s ISMF, the conclusions are that
MH has no vision on how to further develop the next generation of the Uncertainty Analysis in
order to support risk assessment, development of financial targets and ultimately rate-setting.

3.5 MH’s 16 Year Timeframe to Achieve Asset Management Competence Does Not
Demonstrate a Policy Commitment to Prioritize BOC Spending

MH’s 16 year timeframe (2016 to 2032) to achieve asset management competence does not
demonstrate a policy commitment to prioritize BOC spending.

MH’s Asset Management Initiative Was Launched in 2016

MH launched a Corporate Asset Management initiative in 2016 (as outlined in 2018/19 GRA) in
order to foster mature and consistent asset management practices across its various business
units. This initiative involved centralizing asset management governance and developing a
corporate asset management framework including (i) assessment of asset management
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practices, (ii) development of asset management policies and strategies and (iii) development of
a detailed roadmap for the implementation of the framework.

MH’s Isn’t Targeting to Reach Asset Management Competence Until 2032

The detailed technical assessment of MH’s efforts towards the development of asset
management capabilities in the past 9 years since 2016, is part of the scope of Midgard Consulting
in this proceeding and is such is not within the scope of this Evidence.

However, from a high-level policy perspective and evaluation of the MH ISMF, it is noted that the
most recent independent assessment of MH’s asset management maturity?® is that:

1. MH is currently assessed as level 2 (developing = identified requirements, some
processes in place, limited documentation)

2. MH is targeting to take another 7 years (to 2032) to reach level 3 (competent = well
documented, established processes);

3. Level 4 is effective (processes optimized through iterative reviews); and

4. Level 5 is excellent (leading practice, efficient and well established).

A 16 Year Timeframe for Asset Management Competence Lack Commitment to Prioritize BOC

This extended timeframe (16 years in total) to reach a level of asset management maturity of
competent from an overall policy, risk management and rate-setting perspective is concerning.

In the decision flowing from the last MH GRA, the PUB found that progress towards asset
management maturity was slow to date and concerning given the magnitude of MH’s capital
expenditures over the next 20 years. The PUB also found that MH has significant discretion with
respect to how BOC spending is paced and prioritized and as such it should be one of the key
areas in which to exercise cost control during a drought?’.

MH identifies ageing assets as one its top enterprise risks in the operational risk category?® and
is forecasting a $1.7 billion increase in BOC spending (Please see Section 4.6 of this Evidence) in
the current financial forecast as a compared to the financial forecast at the last GRA.

Implementation of asset management capabilities were intended to provide a means to prioritize
capital spending from a business and rate-setting perspective and prior findings of the PUB were
that a mature asset management framework would be necessary in order for MH to justify levels
of BOC that would be include in rates at future GRAs?°.

Given this assessment, it is not possible to conclude on a policy basis that MH has demonstrated
a commitment to prioritizing BOC, for rate-setting purposes.

26 Tab 6, Appendix 6.3
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3.6 MH’s Debt Management Strategy is in a Holding Pattern Pending the Results of a Review
by and Independent Consultant Which Has Been Delayed for Filing in This GRA

MH’s Debt Management Strategy (DMS) is in a holding pattern pending the results of a review
by an independent consultant which has been delayed for filing in this GRA. MH appears to be
still relatively risk-averse to higher levels of variable-rate debt.

MH Has Provided an Updated Debt Management Strategy for the Current GRA

MH has prepared an updated DMS for this GRA, and outlines that its current interest rate risk
policy and debt management guidelines are3°:

e Interest rate risk policy on its existing debt portfolio: Limit aggregate of (i) floating-rate
debt, (ii) short-term debt, and (iii) fixed rate long-term debt to be refinanced in the
subsequent 12 months period - to a maximum of 25% of the total debt portfolio; and

e Debt management guidelines for its existing debt portfolio: (i) maintain an aggregate of
short-term and floating rate debt within 0% to 20% of the total debt portfolio and (ii)
having net long-term debt to be refinanced in the next 12 months being less that 10% of
the debt portfolio.

In the DMS, MH outlined some of its near-term debt management strategies as follows3!:

e With historically high debt levels, MH will maintain the interest rate risk profile below
10% to minimize the overall interest rate exposure;

e Replenish the sinking fund reserve with internally generated funds when available to a
$300 million target level by making sinking fund deposits in years of above average water
flows. As MH25 assumes average water flows, this assumption is not included in the
financial forecast and does not impact projected revenue requirements3?;

e Mitigate liquidity risk and ensure financial flexibility by maintaining positive cash balances
equivalent to approximately 6-months of cash requirements (range of $856 million to
$1.146 billion in the Test Years33) in addition to building up the sinking fund reserve. This
approach is projected to have a negative cost to carry of between $6 million and $S9 million
on annual basis in the Test Period - and a lower cost to carry once the level of short-term
debt is built up as the cost and investment income of the short-term debt is forecast to
be equivalent3*) ; and

e Use short-term borrowing facilities as another tool to adjust the level of floating rate
debt in the portfolio. MH indicates that in order to prudently increase variable rate debt
from the bottom of the interest rate risk guideline range and shift some of the pre-funded

30 Tab 3, Appendix 3.6, pgs. 25 to 26

31 Tab 3, Appendix 3.6, pgs. 6 and 7, 12
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cash balances to short-term debt to mitigate the cost to carry, it has increased short-term
borrowing to $400 million outstanding.

MH also outlined that in addition to the authority to issue up to $500 million of promissory notes
in its own name, it now has access to an additional $500 million of short-term debt through
advances from the Province of Manitoba — for a total of $1 billion of guaranteed short-term
borrowing. The new facility was created in January of 2024 and the terms of the new debt facility
are similar for both programs. MH plans to utilize up to $700 million of the total of these debt
facilities to manage its variable rate debt as a percentage of its debt portfolio and as well as to
minimize the cost to carry its planned pre-funded cash balances, while reserving $300 million for
contingencies®>.

Total Variable Rate Debt & Interest Risk Profile are Significantly Below Policy Guidelines

The total variable-rate debt and interest rate risk profiled is projected in MH25 to average
significantly below the current MH interest rate risk policy and debt management guidelines.

The following graphs and tables summarize the MH debt structure and interest rate risk profile
assumptions that are inherent in its current financial forecast (MH25)3e:

Graph 1
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MH Interest Rate Risk Profile - MH25 (%)
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MH Debt Portfolio Structure - MH25 - $ millions and %
1 2 3 a 5 6 7
(1+2) (3+4)
Total
Short Floating Variable Fixed Variable Fixed
Term Rate Rate Rate Total Rate Rate
Debt Debt Debt Debt Debt Debt Debt
Year $ $ $| $ $ % %)
2025 400 398 798 24,594 25,392 3% 97%
2026 500 449 949 24,557 25,506 4% 96%
2027 600 769 1,369 24,734 26,103 5% 95%
2028] 600 1,209 1,809 25,211 27,020 7% 93%
2029 600 1,689 2,289 25,635 27,924 8% 92%
2030 600 2,099 2,699 26,685 29,384 9% 91%
2031 600 2,499 3,099 27,189 30,288 10% 90%
2032 600 2,739 3,339 27,487 30,826 11% 89%
2033} 600 2,859 3,459 27,887 31,346 11% 89%
2034] 600 3,139 3,739 28,125 31,864 12% 88%
2035 600 3,210 3,810 28,638 32,448 12% 88%
2036 600 3,330 3,930 28,643 32,573 12% 88%
2037 600 3,450 4,050 28,813 32,863 12% 88%
2038 600 3,570 4,170 28,825 32,995 13% 87%
2039 600 3,770 4,370 29,176 33,546 13% 87%
2040 600 3,890 4,490 29,287 33,777 13% 87%
2041 600 4,010 4,610 29,342 33,952 14% 86%
2042 600 4,040 4,640 29,224 33,864 14% 86%
2043} 600 4,160 4,760 29,154 33,914 14% 86%
2044] 600 4,160 4,760 29,104 33,864 14% 86%
2045 600 4,160 4,760 29,104 33,864 14% 86%
Average 2026 to 2028 567 3809 1,376 24,834 26,210 5% 95%|
Average 2026 to 3035) 590 2,066 2,656 26,615 29,271 9% 91%
Average 2036 to 2045' 600 3,854 4,454 29,067 33,521 13% 87%|
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Table 2

MH Interest Rate Risk Profile - MH25 - %

1 2 3 a 5

(1+2) (3+4)

Total Total

Short Floating Variable Debt Interest

Term Rate Rate to be Risk

Year| Debt Debt DebtjRefinanced Profile

2025 2% 1% 3% 4% 7%

2026 2% 1% 3% 5% 8%

2027 2% 3% 5% 6% 11%

2028 2% 4% 6% 7% 13%|

2029 2% 6% 8% 3% 11%

2030 2% 7% 9% 4% 13%|

2031 2% 8% 10% 2% 12%

2032 2% 9% 11% 0% 11%

2033 2% 9% 11% 3% 14%

2034/ 2% 10% 12% 1% 13%

2035 2% 10% 12% 1% 13%|

2036 2% 10% 12% 1% 13%

2037 2% 11% 13% 1% 14%

2038 2% 11% 13% 1% 14%

2039 2% 11% 13% 1% 14%

2040 2% 12% 14% 1% 15%|

2041 2% 12% 14% 1% 15%

2042 2% 12% 14% 1% 15%

2043 2% 12% 14% 0% 14%

2044 2% 12% 14% 0% 14%

2045 2% 12% 14% 4% 18%|

Average 2026 to 2028| 2% 3% 5% 6% 11%|
Average 2026 to 3035 2% 7% 9% 3% 12%
Average 2036 to 2045 2% 12% 14% 1% 15%|

The key observations from Graphs 1 and 2 and Tables 1 and 2 are as follows:

1.

In MH25, MH is forecasting $798 million of variable rate debt (total of short-term debt
and floating rate debt) in 2025 or 3% of the total debt portfolio, with 97% of the debt
portfolio being fixed-rate long-term debt;

MH is forecasting that its short-term debt will increase from $400 million in 2025 to $600
million in the 3-year Test Period and stay at that level until the end of the forecast period
in 2045;

Total variable-rate debt in the Test Period is forecast at $949 million for 2026, $1.369
billion for 2027 and $1.809 in 2028, respectively — or between 4% and 7% of the total debt
portfolio. Total variable-rate debt averages 5% in the Test Period as compared to the debt
management guidelines limit of 20%;

Total variable-rate debt is forecast to gradually increase to $3.801 billion or 12% of the
total debt portfolio by 2035 and to $4.760 billion or 14% of the total debt portfolio by
2045;

Total variable-rate debt is forecast to average 9% of the total debt portfolio in the first
10-years of MH25 and 13% in the second decade of MH25 - as compared to its debt
management guidelines limit of 20%;

The total interest rate risk profile (total of variable rate debt and fixed rate long-term
debt to be refinanced in the subsequent 12 months period) is forecast in the Test Period
to range between 8% and 13% or an average of 11% - as compared to the interest rate
policy of a maximum of 25% of the total debt portfolio; and
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7. The total interest rate risk profile is forecast to average 12% of the total debt portfolio in
the first 10-years of MH25 and 15% in the second decade of MH25 - as compared to the
interest rate policy of a maximum of 25% of the total debt portfolio.

MH has confirmed in the information request process that its near-term DMS plans are to
maintain its interest rate risk profile below 10% - even though its interest rate risk policy allows
the aggregate of variable rate debt and fixed rate debt to be refinanced in the next 12-months as
high as a 25% limit®’.

MH Plans to Maintain Its Interest Rate Risk Profile Below 10% Pending an Independent Review

The PUB directed in the last GRA that an independent review of the MH interest rate policy was
to be filed in the current GRA. The PUB found that (i) the current level of refinancing
requirements may mean that MH’s current approach to minimizing variable-rate financing may
no longer be appropriate, and (ii) that it was an opportune time to reassess the MH policy and
the National Bank model that was created as part of the 2009 review38,

MH has also indicated that it will maintain this approach (interest rate risk profile below 10%)
until the independent consultant’s report on its interest rate policy is available for review and
consideration and that its future plans related to the targeted levels of interest rate risk will be
reviewed once the consultant’s report is available3?,

MH confirmed that the consultant’s scope of work includes both a review of its interest rate risk
policy and an update of the model*°. MH has not yet filed the independent consultants report in
this proceeding and has provided an update that the procurement process took longer than
expected and that the scope of the work and deliverables was too extensive to complete within
the expected timeframe. MH did not provide a firm date for the filing of the report*.

MH Continues to be Relatively Risk-Averse to Higher Levels of Variable-Rate Debt

As noted above, MH projects (i) total variable-rate debt of between 4% and 7% in the Test Period
and an average of 9% over the first 10-years of MH25 to 2035 - well below the 20% policy limit,
and (ii) its interest rate risk profile to range between 8% and 13% in the Test Period and 12% over
the first 10-years of MH25 to 2035 — well below its guideline maximum of 25%.

This analysis demonstrates that MH is still relatively risk-averse to higher levels of variable-rate
debt and interest rate risk. Itis also unclear if MH actually plans to undertake the projected levels
of variable-rate debt in MH25 — or if this is simply a product of the simplifying assumptions in the
financial forecast (short-term debt rising to $600 million by the end of the forecast and 80% of
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long term debt issuance as fixed rate debt and 20% as floating rate debt*?). The actual DMS
appears to be dependent on the consultant’s report and subsequent review by MH and therefore
subject to change.

The results of this review will impact the financial forecast and 3.5% rate path — as MH’s
consensus interest rate forecast (updated to the Summer of 2025) — indicates that over the 20-
year forecast period (i) short-term debt interest rate forecasts range between 1.8% and 2.1%
lower than fixed rate debt, and (ii) floating rate debt interest rate forecasts range between 0.70%
and 1.00% lower than fixed rate debt*3. Sensitivity analysis provided by MH indicates that an
assumption of a 1% increase in short-term debt and 1% increase in floating-rate debt would
decrease finance expense in the Test Period by $5 to $6 million per year and $10 million per year
by 20354,

The overall assessment is that MH’s DMS appears to be in a holding pattern pending the results
of the review by an independent consultant and that MH is still relatively risk averse to higher
levels of variable-rate debt.

3.7 Uncertainty in MH25 Related Substantial Placeholders for Projects in Early Stages of
Development and a Lack of Investment Justifications for Many Projects ($11.7 Billion)

There is significant uncertainty in MH25 with respect to substantial placeholders for capital
projects that are in early stages of development/approval processes and a lack of business cases
and capital investment justifications (ClJs) for many projects ($11.7 billion or 38% of CEF25 total
projected capital expenditures).

MH25 Includes $11.7 Billion of Capital Placeholders for Projects in Early Stages of Development

MH indicates in CEF25 that there are a number of potential major capital projects included in its
2025 Capital Expenditure Forecast (referred to in this Evidence as CEF25 for shorthand) that are
simply assumptions and not developed projects. MH further indicates that these future capital
expenditures are uncertain and have a high degree of variability due to their high-level scopes of
work, the complexity and uniqueness in the electric utility industry and both local and global
energy needs.

There are substantial placeholders for capital projects in MH25 that are in early stages of
development/approvals and a lack of business cases and capital investment Clls for many
projects, including (list below totals $11.7 billion)**:
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HVDC Reliability Project ($6.8 billion): There is no approved ClJ for this project. The
project is still in its very early stages and undergoing scope development and as such the
preliminary cost is a high-level estimate;

Dispatchable Capacity Resources & Proxy Development Plan ($4.1 billion?®): There is no
approved ClJ for this project. A placeholder dispatchable capacity resource/plan was
assumed to balance supply and demand and capital costs are based on the estimated cost
of a 250 MW simple cycle natural gas fired combustion turbine. The planning, scoping
and engineering for dispatchable capital resources is in its early stages and the
preliminary cost estimate is likely to change as project scope is developed further. At this
time, no specific investment or resource decisions have been made. Until a
recommended development plan is established through the current 2025 Integrated
Resource Plan (IRP) process and subsequently approved by the Government of Manitoba
(and potentially reviewed by the PUB), the proxy plan is used as a placeholder plan?’;
PREP Phase 2 Supply Side Enhancements ($170 million*®): There is no approved ClJ for
this project. Phase 2 is at the screening level to determine if further effort should be
spent on defining the project and the cost estimate and would require additional
evaluation to be considered as a committed resource;

Grid Modernization with Advanced Metering Infrastructure (AMI) ($195 million): There
are no approved Clls for these projects. MH intends to further examine grid
modernization and investigate an electric-only AMI solution. Current cost estimates are
based on foundational cost estimates; and

SAP S/4HANA Core (SAP Core) & Cloud Computing Arrangements (CCA) ($372 million*°):
MH paused its review of the SAP Core ($S156 million) business case when organizational
changes happened in 2024 and as such there is not a final business case that can be
provide for consideration in this regulatory proceeding. MH is still in the process of
developing a ClJ for SAP Core and expects to bring forward this ClJ for MHEB approval in
the fall of 2025°°. MH has not historically required ClJs for small-scale CCAs (5216 million)
but has recently began preparing Clls®'. MH has confirmed that it assumes no savings in
the any of the project justifications that will be prepared for SAP Core and CCAs®>2.
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The $11.7 Billion of Capital Placeholders Represents 38% of Total Capital Expenditures in CEF25

The $11.7 billion total from the list above represents approximately 38% ($11.7 / $31.2) of the
total CEF25 capital expenditures of $31.2 billion — and does not include portfolio adjustments
(placeholders), programs (extrapolations) and cost flow adjustments in CEF25.

3.8 MH’s Performance Measurement System Continues to be a Work in Progress and It
Continues to Struggle to Develop a Meaningful Performance Measurement System

MH’s performance measurement system continues to be a work in progress. MH’s struggle to
develop a meaningful performance measurement system stems in part from a lack of a long-term
strategy.

An Effective Performance Measurement System is an Important Component of an ISMF

An effective performance measurement system is important component of an ISMF as it
measures if the organization is moving towards its strategic objectives, drives continuous
improvement, helps to improve work processes and outcomes and allows for informed decision
making and corrective action as required.

The Review of MH Key Performance Indicators and Enterprise Scorecard in a Work in Progress

When requested to provide an update on the status of the review of its financial and operational
targets, key performance indicators and enterprise scorecard, MH indicated that its enterprise
key performance indicators and processes are under review due to the release of the Manitoba
AEP and in consideration of results from the benchmarking exercise that it was in the process of
undertaking. MH further indicated that the goal of the update was to create better performance
reporting aligned to the Enterprise Strategy and by extension to the AEP — while keeping some
long-term targets that have been reported to the PUB and government for many years®>3.

MH outlined that work is ongoing to finalize Phase Il of the scope of work for the financial
target/operational KPI review. The consultant’s report, together with MH management
recommendations are not expected to be presented to the MHEB for its review until the fall of
2025 at the earliest™*.

MH provided some benchmarking information from this review related to a peer group of
provincially or publicly owned electric utilities which it asserts operate in similar regulatory
frameworks to seemingly support its 3.5% rate path proposal. However, in the discovery process,
information provided by MH indicates that these utilities are regulated on a rate base/rate of
return (RBROE) regulatory framework or by reference to such a framework>>. As such, it appears
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that this benchmarking information is a bit of an apples to oranges comparison — considering that
MH has been historically regulated on a regulatory framework of cost recovery plus financial
reserves and not a RBROE framework that includes an allowed Return on Equity (ROE).

At the same time that MH has used selective information to support its rate proposals — it also
took the position that it did not consider the GRA to be the venue to re-start the engagement
process and related work with respect to financial and operational benchmarking that was
started in the fall of 2024°°.

It appears on balance, that the refresh of MH’s financial and operational targets, key
performance indicators and enterprise scorecard is not a matter than can be reasonably
considered in this regulatory proceeding. As such, the traditional financial metrics and targets
that have been considered by the PUB in past regulatory proceedings as guideposts for rate-
setting will be evaluated in order to make rate recommendations to the PUB.

Lack of a Strategy Presents Difficulties in Developing a Performance Management System

A brief observation/concern relates to MH’s approach to setting financial targets and KPIs using
benchmarking and data analytics. This approach may provide some insights into operational
KPIs, although care must be taken to understand the purpose of the benchmarking (for example
to improve organizational performance as compared to justify additional expenditures) and if
MH is being benchmarked against poor, average or leading performers in the utility industry. The
concern is that a data mining approach is unlikely to yield a eureka solution in terms of finding
appropriate key performance indicators.

However, this data analytics approach is not optimal for strategic performance metrics and key
financial metrics which are more appropriately set considering MH’s unique strategic objectives,
risk profile and governance, financing and regulatory framework. In this regard, MH’s struggle
to develop a meaningful performance measurement system stems in part from a lack of a long-
term strategy and difficulty understanding what is important to measure. A data analytics
benchmarking approach will not remedy this issue.

3.9 The MH Integrated Strategic Management Framework is Incomplete Negatively Impacting
its Abilities with respect to Corporate Focus, Prudent Trade-offs and Strategic Synergies

The conclusion from the analysis in the prior sub-sections of Section 3.0 of this Evidence is that
many aspects of the MH ISMF are incomplete which negatively impacts its ability to determine
areas of strategic focus, make prudent trade-offs and achieve strategic synergies.

A summary of the analysis that supports this conclusion, is as follows:

1. MH has no comprehensive strategy to manage key threats to ratepayer affordability;

6 PUB/MH I- 15 a
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7.

The development of MH’s risk tolerance and appetite has been significantly delayed;
MH has no vision on how to further develop the Uncertainty Analysis;

MH does not plan to achieve asset management competence until 2032;

MH’s Debt Management Strategy is in a holding patter pending an external review;
Substantial capital project placeholders ($11.7 billion) that lack investment justifications;
and

MH’s performance measurement system continues to be a work in progress.

Synthesizing these analyses of the MH ISMF casts doubt on the reasonableness and reliability of
MH’s long-term financial forecast and 3.5% rate path for rate-setting purposes.
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4.0 MH has Failed to Make Prudent Choices on Day to Day Spending (O&A and BOC) in its
Updated Financial Forecast in Order to Address the Financial Impacts of Major Capital
Projects

Understanding the key drivers of the changes in the forecasts is important to determining the
areas of focus in this Evidence and the prudence of the forecast. This Section of the Evidence
contains the evaluation of the drivers of the increase in the indicative rate path from 2.0% at the
last GRA to 3.5% at the current GRA and the prudence of the forecast.

The conclusion from this Section of the Evidence is that MH has failed to make prudent choices
on day to day spending (O&A and BOC) in its updated financial forecast in order to address the
negative financial impacts of increases in the placeholders related to major capital projects. This
conclusion is based on the following evaluation:

1.

The 3.5% indicative rate path in MH25 results in cumulative rate increases that are 5%
higher in the 3-year Test Period to 2028, 19% higher by 2035 and 37% higher to 2042, as
compared to the MH22 2.0% rate path, very quickly resulting in materially higher
cumulative rate increases to ratepayers;

The changes in the revenue forecasts (5S0.3 billion higher), expense forecasts ($9.6 billion
higher) and reductions in payments to government ($3.3 billion) between MH25 and
MH22, result in a $6.0 billion reduction to retained earnings to 2042, before the 1.5%
(from 2.0% to 3.5%) increase in the MH indicative rate path is considered;

The impact of the MH 3.5% rate path is to increase additional revenues from ratepayers
by $4.2 billion, which results in a net decrease in retained earnings in MH25 of $1.8 billion
(6.0 billion - $4.2 billion) between 2025 and 2042;

The $4.2 billion higher O&A expenses from 2025 to 2042 represent 44% of the $9.6 billion
increase in total expenses in MH25 as compared to MH22;

The increases in O&A ($4.2 billion or 30% increase) and BOC (S1.7 billion or 11% increase)
in MH25 for 2025 to 2042 totals $5.9 billion. This is in addition to the $8.7 billion increase
in the major capital projects placeholders, of which $7.5 billion is in the first 10-years of
the forecast;

Without the recent provincial fee relief ($5.3 billion), 9 years of rate increases of 5.5%
would be indicated with cumulative rate increases to 2035 of 64% (compared to 41% in
MH25). Total provincial fee relief from the current and prior GRA is $9.5 billion; and

The S$5.9 billion increase in O&A and BOC since the last MH GRA is not prudent for rate-
setting purposes, considering the negative financial impacts of the increases in the major
capital project placeholders.
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4.1 Changes in the Long-Term Financial Forecast Since the Last MH GRA are Analyzed to
Understand Key Drivers of the 1.5% Rate Path Increase and Evaluate the Prudency of the
Forecast

The key drivers of the changes to MH’s long-term financial forecast since the last GRA and why
the indicative rate path has changed from 2.0% in the last GRA to the 3.5% rate path in the current
GRA are evaluated in order to assess the prudency of the forecast.

Understanding the key drivers of the changes in the forecasts is important to determining the
areas of focus in this Evidence. Additionally, understanding the changes in the forecast is
necessary to determine where there are deviations from normal expectations in terms of the
progression of revenue requirements over time, evaluating the prudence of these deviations and
ultimately assessing MH’s revenue requirement proposals.

4.2 The 3.5% Indicative Rate Path in MH25 Results in Cumulative Rate Increases that are 5%
Higher in the Test Period, 19% Higher to 2035 and 37% Higher by 2042 as Compared to MH22

The 3.5% indicative rate path in the current MH GRA is 4.8% higher for the Test Period, 19.2%
higher to 2035 and 36.8% higher to 2042, which is the end of the comparative period from the
last MH GRA.

MH presented a 20-year financial forecast at the last GRA, which covered the period from 2023
to 2042, which is referred to in this Evidence as MH22 for shorthand. The rate path in MH22
consisted of indicative general rate increases of 2.0% from 2024 to 2042.

In the current GRA, MH has presented a 20-year financial forecast which covers the period from
2025 to 2045, which is referred to in this Evidence as MH25 for shorthand. The highlights of the
MH25 indicative rate path, are as follows:

¢ Indicative general rate increases of 3.5% from 2026 to 2041 and indicative general rate
increases of 2.0% from 2042 to 2045;

e Cumulative general rate increases of 10.9% for the Test Period, 41.1% for the 10-year
period to 2035 and 76.9% to the end of the comparative period with MH22 in 2042; and

e The 3.5% rate path in the Test Period is projected to generate additional revenues of $21
million in 2026, $22 million in 2027 and $23 million in 2028, respectively, and total
additional revenues of $223 million>” on an annualized basis, if approved by the PUB.

The graph and table below, provides a comparison of the cumulative rate increases from 2026 to
2042 between MH25 and MH22.

57 Coalition/MH I-1 b
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Graph 3

Cumulative Rate Increases MH25 vs. MH22
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Table 3
Cumulative Rate Increases MH25 vs MIH22
1 2 3 aq 5
(2-4a)
MH25 MH25| MH22 MH22|
Year| Increase Cumulative Increase Cumulative Increase
2026 3.5% 3.5% 2.0% 2.0% 1.5%
2027 3.5% 7.1% 2.0% 4.0% 3.1%
2028 3.5% 10.9% 2.0% 6.1% 4.8%
2029 3.5% 14.8% 2.0% 8.2% 6.5%
2030] 3.5% 18.8% 2.0% 10.4%| 8.4%
2031} 3.5% 22.9% 2.0% 12.6% 10.3%
2032 3.5% 27.2% 2.0% 14.9% 12.4%
2033 3.5% 31.7% 2.0% 17.2% 14.5%
2034 3.5% 36.3% 2.0% 19.5% 16.8%
2035 3.5% 41.1% 2.0% 21.9% 19.2%,
2036 3.5% 46.0% 2.0% 24.3% 21.7%
2037 3.5% 51.1% 2.0% 26.8% 24.3%
2038 3.5% 56.4% 2.0% 29.4% 27.0%
2039 3.5% 61.9% 2.0% 32.0% 29.9%
2040 3.5% 67.5% 2.0% 34.6% 33.0%
2041 3.5% 73.4% 2.0% 37.3% 36.1%
2042) 2.0% 76.9% 2.0% 40.0% 36.8%
2043} 2.0% 80.4%
2044] 2.0% 84.0%
2045 2.0% 87.7%

The key observations from Graph 3 and Table 3 are as follows:

1.

The cumulative indicative rate increases for the Test Period in MH25 are 10.9% as
compared to 6.1% in MH22, for an increase of 4.8% to 2028;

The cumulative indicative rate increases for the 10-year period to 2035 in MH25 are
41.1% as compared to 21.9% in MH22, for an increase of 19.2% to 2035; and
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3. The cumulative indicative rate increases for the 17-year comparative period to 2042 in
MH25 are 76.9% as compared to 40.0% in MH22, for an increase of 36.8% to 2042.

The above analysis demonstrates that the 3.5% indicative rate path in MH25 results in cumulative
rate increases that are approximately 5% (4.8%) higher in the 2026 to 2028 Test Period, 19%
(19.2%) to 2035 and 37% (36.8%) to 2042, as compared to the 2.0% rate path in MH22.

For ratepayers, the 3.5% rate path in MH25 very quickly results in materially higher cumulative
rate increases, as compared to the rate path in MH22.

4.3 The Changes in Revenues & Expenses Result in a $6 Billion Reduction in Retained Earnings
before the 1.5% Increase in the Indicative Rate Path is Considered

The changes in the revenue and expense forecasts between MH25 and MH22, result in a $6.0
billion reduction to retained earnings to 2042, before the 1.5% increased in the indicative rate
path is considered.

The graph and table below provide a summary analysis of the revenue and expense changes
between MH25 and MH22 for 2025 to 20428, before the impact of the 1.5% increase (from 2.0%
to 3.5%) in the indicative rate path is factored into the analysis.

Graph 4

Revenue + Expense Changes MH25 vs. MH22
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Table 4

Analysis

of Revenue & Expense Changes MH25 vs MH22 - 2025 to 2045 ($ million's)

Increase

(Decrease)
Domestic Revenue at Approved Rates 1,592
Other Revenue (30)
Net Domestic Revenue (A) 1,562
Extraprovincial Revenues (833)
Water Rentals & Assessments 45
Fuel & Power Purchased (500)
Net Export Revenues (B) (1,288)
Net Revenues (C=A + B) 274
Operating & Administrative 4,204
Finance, Depreciation & Amortization 5,549
Other Expense Types (193)
Expense Increase Before Provincial Relief (D) 9,560
Impact before Provincial Relief (E=C - D) (9,286)
Provincial Payments Relief (F) 3,300
Impact to Retained Earnings (G =E + F) (5,986)

The key observations from Graph 4 and Table 4 are as follows:

1.

It is noted that some interpolation of information provided by MH is required to separate
out the expense changes before and after the recent government payment is considered.
The increase in Finance, Depreciation and Amortization is $4.5 billion after $1.1 billion of
government fee relief related to the provincial guarantee fee. The increase in FD&A
before this fee relief is calculated as $5.6 billion ($4.5 billion + $1.1 billion). The decrease
in other expense types is $2.4 billion after $2.2 billion of government fee relief related to
capital taxes. The decrease in other expense types before this fee relief is calculated as
$0.2 billion (-$2.4 billion + $2.2 billion);

Domestic revenue at approved rates and other revenues (GCR) are forecast to be $1.6
billion higher in MH25 to 2042. This increase is primarily due to (i) the higher projected
domestic load in the residential and general service mass market, (ii) a new Top Customer
that is switching from natural gas to electricity in 2027, and (iii) increases in production
levels in the Top Consumer sector. The domestic revenue at approved rates is forecast
to be $126 million, $157 million and $163 million higher, for 2026 to 2028, respectively
or $446 million higher in the Test Period including the impact of updating approved rates
from January 1, 2022 (MH22) to April 1, 2024 (MH25)°%;

Net export revenues (NER) are forecast to be $1.3 billion lower in MH25 to 2042. This
decrease is primarily due to (i) lower gross export revenues ($0.8 billion) due to lower

%9 Coalition/MH 1I-78 a b
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volumes of export opportunity sales®® ($1.0 billion) resulting from the higher domestic
load forecast and export prices that projected to be 8-10% lower than MH22 (50.3 billion)
somewhat offset by favorable foreign exchange changes (S0.5 billion)®* and (ii) higher fuel
and power purchased ($0.5 billion) due to higher wind purchases as a result of earlier and
higher installed capacity of wind purchases until 2038%2. Net export revenues are forecast
to be $85 million higher in 2026, $S2 million higher in 2027 and $30 million lower in 2028,
respectively or $57 million higher in the Test Period®3;

4. Operating & Administrative (O&A) Expenses are forecast to be $4.2 billion higher in
MH25 to 2042. This is attributable by MH as being primarily due to (i) additional FTEs, (ii)
updated wage assumptions, (iii) fewer labor hours charged to capital projects, and (iv)
impacts of higher inflationary pressures. O&A is forecast to be $117 million, $271 million
and $140 million higher for 2026 to 2028, respectively, or $528 million higher in the Test
Period® - and $445 million higher in the Test Period excluding SAP Core expenditures (583
million of this increase is related to the revised forecast and timing of expenditures
related to SAP Core®°);

5. Finance, Depreciation & Amortization (FD&A) expenses are forecast to be $5.6 billion
higher in MH25 to 2042 before the provincial government guarantee relief of $1.1 billion.
This increase is primarily due to (i) higher placeholder capital spending for the
refurbishment of the HVDC system and development of new capacity resources, (ii)
increases in O&A expense and BOC expenditures and (iii) higher accretion ($0.3 billion)
related to the accounting change for the Keeyask preferred distribution obligation. MH
attributes $2.8 billion of this increase due to the HVDC reliability project and $1.0 billion
of this increase due to Dispatchable Capacity Resources®® (These last estimates are likely
net of provincial debt guarantee fees); and

6. The impact to retained earnings as a result of the above noted changes to revenues and
expenses (including a $0.2 billion decrease to other expense types) is $6.0 billion lower in
MH 2025 to 2042. This lower retained earnings results from the $1.6 billion higher
domestic revenues, the $1.3 billion lower NER and the $9.6 billion increase in expenses,
partially offset by $3.3 billion of government payment relief ($1.1 billion related to lower
provincial guarantee fees and $2.2 billion related to lower capital taxes®’).

60 Coalition/MH I-21a b
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In summary, the net impact to retained earnings as a result of the above noted changes to
revenues and expenses before the impact of the 1.5% increase in the indicative rate path is
factored into the analysis is a reduction of $6.0 billion to 2042.

4.4 MH is Projecting that the $6.0 Billion Reduction in Retained Earnings be Partially Offset by
a $4.2 Billion Increase in Rates Resulting in a $1.8 Billion Net Reduction to Retained Earnings

The impact of the increase in the indicative rate path to 3.5% from 2.0% is to increase the
projected additional revenues from ratepayers by $4.2 billion, which results in a net decrease in
retained earnings in MH25 of $1.8 billion to 2042.

The following table provides the calculation of the $1.8 billion net reduction in retained earnings
in MH25. The $6.0 billion lower retained earnings outlined in Section 4.3 of this Evidence and
the additional GCR of $4.2 billion®8 that results from moving from the 2.0% rate path to the 3.5%
rate path — results in a net reduction of retained earnings of $1.8 billion.

Table 5

Impact of Incremental 1.5% Rate Path MH25 vs MH22 - 2025 to 2045 ($ million's)

Impact to Retained Earnings - before 3.5% (5,986)
Add: Additional GCR - 3.5% Rate Path 4,188
Impact to Retained Earnings - with 3.5% (1,798)

The $1.8 billion reduction in retained earnings that is calculated in Table 5 above is the impact of
the change between forecasts from 2025 to 2042. It is also noted that the total reduction of
retained earnings between MH25 and MH22 to 2042 totals $2.6 billion ($6.0 billion of retained
earnings in MH25%° as compared to $8.6 billion of retained earnings in MH in 20427°) — including
the lower opening retained earnings of $0.8 billion’t. This lower opening retained earnings in
2025 is as a result of unfavorable variances in actual net income to 2024 (since the last MH GRA).

68 Coalition/MH 1-18

59 Tab 3, Appendix 3.1

70 MH 2023/24 & 2024/25 GRA, Tab 4, Appendix 4.1
! Coalition/MH 1-18
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4.5 The Higher O&A Expenses of $4.2 Billion from 2025 to 2042 Represent 44% of the $9.6
Billion Increase in Expenses in MH25

The $4.2 billion higher O&A expenses from 2025 to 2042 represent 44% of the $9.6 billion
increase in total expenses in MH25 as compared to MH22.

The following graph and table demonstrate that higher O&A expenses represent 44% of the $9.6
billion increase in total expenses in MH25 (before provincial payment relief), while the net
increases to FD&A and Other expenses of $5.4 billion represents 56% of the increase.

Graph 5
Expense Changes MH25 vs. MH22
2025-2045 (SBillions)
RA & Other $5.48
Table 6

Expense Changes MH25 vs MH22 - 2025 to 2045 ($ million's)

1 2

S % of Total

Operating & Administrative 4,204 44%
Finance, Depreciation & Amortization 5,549 58%
Other Expense Types (193) -2%
Expense Increase Before Provincial Relief 9,560 100%
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4.6 Higher O&A Expenses ($4.2 Billion or 30% Increase) and Higher BOC Expenditures ($1.7
Billion or 11% Increase) Total $5.9 Billion in Addition to Major Capital Increases of $8.7 Billion

Together, the $4.2 billion increase in O&A and $1.7 billion increase in BOC between MH25 and
MH22 for 2025 to 2042 total a $5.9 billion increase — which represents a 30% increase in O&A
and a 11% increase in BOC, respectively. This is in addition to the major capital project forecast
placeholder increases of $8.7 billion related to the HVDC Reliability Project and Proxy
Dispatchable Capital Resource capital expenditure forecast, of which $7.5 billion in in the first 10-
years of the forecast to 2035.

Higher O&A Expenses ($4.2 Billion) and Higher BOC Expenditures ($1.7 Billion) Total $5.9 Billion

The following graphs and table provides a comparison of the 0&A’2 and BOC”® between MH25
and MH22 for each year of 2025 to 2045 and in total.

Graph 6
O&A MH25 vs MH22
(SMillions)
$1,300
$1,200
$1,100 MH')—S
@ $1,000
S
= 5900
=
w5800
$700 MH22
$600
$500
I EEEEEEEEREEEEEEERE:
o~ (] o~ (o] o~ o~ (] o~ (o] (] o~ (o] (o] o~ (] o~ [} o~

72 Coalition/MH I-32 e
73 Coalition/MH 1-9 a

45



Graph 7

BOC MH25 vs. MH22
(S$Millions)
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Table 7
O&A and BOC Increases MH25 vs MH22 ($ Million's)
1 2 3 4 5 6 7 8 9
(1-2) (5-6) (4+8)
Annual  Cumulative| Annual Cumulative Total
O&A O&A O&A O&A| BOC BOC BOC BOC|Cumulative|
Year| MH25 MH22 Increase Increase MH25 MH22 Increase  Increase] Increase|
2025 744 687 57 57 671 559 112 112 169
2026 800 683 117 174 777 617 160 272 446
2027, 968 697 271 445 791 647 144 416 861
2028 851 711 140 585 711 722 (11) 405 990
2029 879 724 155 740 747 750 (3) 402 1,142
2030 908 736 172 912 752 788 (36) 366 1,278
2031 948 739 209 1,121 775 827 (52) 314 1,435
2032 974 754 220 1,341 895 866 29 343 1,684
2033 1,000 769 231 1,572 920 905 15 358 1,930
2034} 1,026 785 241 1,813 964 919 45 403 2,216
2035 1,054 800 254 2,067 1,021 933 38 491 2,558
2036 1,082 816 266 2,333 1,041 948 93 584 2,917
2037 1,111 833 278 2,611 1,085 963 122 706 3,317
2038 1,140 849 291 2,902 1,136 979 157 863 3,765
2039 1,171 872 299 3,201 1,189 994 195 1,058 4,259
2040 1,212 896 316 3,517 1,213 1,010 203 1,261 4,778
2041 1,244 914 330 3,847 1,237 1,027 210 1,471 5,318
2042] 1,300 939 361 4,208 1,256 1,043 213 1,684 5,892
Total 2026 to 2028 2,619 2,091 528 2,279 1,986 293 821
Total 2026 to 2035 9,408 7,398 2,010 8,353 7,974 379 2,389
Total 2025 to 2042 18,412 14,204 4,208 17,181 15,497 1,684 5,892
Total 2026 to 2042 17,668 13,517 4,151 16,510 14,938 1,572 5,723

The key observations from Graphs 6 and 7 and Table 7 are as follows:

1. For the 3-year Test Period, O&A is $528 million higher in MH25 as compared to MH22 or
an increase of 25% (5528 / $2,091);

2. For the 10-year period from 2026 to 2035, O&A is $2.0 billion higher in MH25 as
compared to MH22 or an increase of 27% ($2,010 / $7,398);
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3. For the 18-year period from 2025 to 2042, O&A is $4.2 billion higher in MH25 as
compared to MH22 or an increase of 30% (54,208 / $14,204);

4. For the 3-year Test Period, BOC is $293 million higher in MH25 as compared to MH22 or
an increase of 15% ($293 / $1,986);

5. For the 10-year period from 2026 to 2035, BOC is $379 million higher in MH25 as
compared to MH22 or an increase of 5% ($379 / $7,974);

6. Forthe 18-year period from 2025 to 2042, BOCis $1.7 billion higher in MH25 as compared
to MH22 or an increase of 11% ($1,684 / $15,497); and

7. The higher O&A and BOC together represent an increase of $5.9 billion in MH25 as
compared to MH22 for the 18-year period from 2025 to 2042.

Major Capital Placeholders Increase $8.7 Billion of which $7.5 Billion is Between 2026 and 2035

The following table summarizes the increase in total capital expenditures and 5 capital
expenditure categories (i) major sustainment capital (ii) major capacity & growth capital (iii) BOC
sustainment capital (iv) BOC capacity & growth capital and (v) BOC operations support capital —
between CEF25 (the capital expenditure forecast included in MH25) and CEF22 (the capital
expenditure forecast included in MH22) — for (i) 2025 to 2028 (ii) the 10-year period from 2026
to 2035 and (iii) the 17-year period from 2026 to 204274,

Table 8

CEF25 vs CEF22 by Categol million's
1 2 3 a 5 6 7
2026 to| 2026 to 2026 to|
2028] 2035 2042
2025] 2026 2027 2028] Test Years| 10 Years| 17 Years|
CEF25:
Major Capital - Sustainment - 26 341 552 919 6,072 6,827
Major Capital - Capacity & Growth (39) 18 35 56 109 1,432 3,355
Total Major Capital (39) a4 376 608 1,028 7,504 10,182
BOC - Sustainment 433 472 534 447 1,453 5,020 9,816
BOC - Capacity & Growth 123 152 111 151 414 2,135 4,658
BOC - Operations Support 115 152 146 113 411 1,198 2,037
Total BOC 671 776 791 711 2,278 8,353 16,511
Electric Capital Total 632 820 1,167 1,319 3,306 15,857 26,693
CEF22:
Major Capital - Sustainment - - - - -
Major Capital - Capacity & Growth 41 25 - - 25 25 1,392
Total Major Capital a1 25 - - 25 25 1,392
BOC - Sustainment 354 404 410 454 1,268 5,103 9,523
BOC - Capacity & Growth 117 109 141 160 410 1,853 3,560
BOC - Operations Support 88 103 96 108 307 1,017 1,855
Total BOC 559 616 647 722 1,985 7,973 14,938
Electric Capital Total 600 641 647 722 2,010 7,998 16,330
Difference CEF25 vs CEF22:
Major Capital - Sustainment - 26 341 552 919 6,072 6,827
Major Capital - Capacity & Growth (80) (7) 35 56 84 1,407 1,963
Total Major Capital (80)| 19 376 608 1,003 7,479 8,790
BOC - Sustainment 79 68 124 (7) 185 (83) 293
BOC - Capacity & Growth 6 a3 (30) 9) a 282 1,098
BOC - Operations Support 27 49 50 5 104 181 182
Total BOC 112 160 144 (11) 293 380 1,573
Electric Capital Total 32 179 520 597 1,296 7,859 10,363

74 Coalition/MH 1-13 a and PUB/MH I-62 b
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The key observations from Table 8 and the information requests are as follows’>:

1.

The increase in major capital projects in the Test Period is $1.0 billion, and is primarily
related to the HVDC Reliability Project placeholder with forecast expenditures of $919
million in the Test Period in CEF25 (SO in CEF22) and the forecast Proxy Dispatchable
Capacity Resource placeholder of $35 million in CEF25 (SO in CEF22);

The increase in BOC in the Test Period totals $293 million between CEF25 and CEF22 —
with a $185 million increase in BOC sustainment, a $4 million increase in capacity &
growth and a $104 million increase in BOC operations support;

The total increase in capital expenditures in the Test Period is $1.3 billion;

The 10-year increase from 2026 to 2035 in CEF25 vs CEF22 in major capital projects is
$7.5 billion and is primarily a $6.1 billion increase in the HVDC Reliability Project
placeholder and a $1.3 billion increase in the Proxy Dispatchable Capacity Resource
placeholder;

The 10-year increase from 2026 to 2035 in CEF25 vs CEF22 in BOC is $380 million with a
$282 million increase in capacity & growth and a $181 million increase in BOC operations
support and a $83 million decrease in BOC sustainment capital expenditures;

The total 10-year increase in capital expenditures is $7.9 billion;

The 17-year increase from 2026 to 2042 in CEF25 vs CEF22 in major capital projects is
$8.8 billion and is primarily a $6.8 billion increase in the HVDC Reliability Project
placeholder and a $1.9 billion increase in the Proxy Dispatchable Capacity Resource
placeholder;

The 17-year increase from 2026 to 2042 in CEF25 vs CEF22 in BOC is $1.6 billion with a
$293 million increase in BOC sustainment, a $1.098 billion increase in capacity & growth
and a $182 million increase in BOC operations support capital expenditures; and

The total 17-year increase in capital expenditures in the Test Period is $10.4 billion. This
increase is primarily the (i) $6.8 billion increase in the HVDC Reliability Project
placeholder, (ii) $1.9 billion increase in the Proxy Dispatchable Capacity Resource
placeholder, (iii) for a total major capital project placeholder increase of $8.7 billion, and
(iv) the $1.6 billion increase in total BOC.

It is also noted, that while 5-year totals of the increase in major capital projects is not provided
by MH in the GRA filing, that the total capital expenditures related to the HVDC Reliability Project
and the Proxy Dispatchable Resource is $3.8 billion from 2026 to 2030 ($2.691 billion for HYDC’®
and $1.155 billion for the Proxy Dispatchable Resource’’ for a total of $3.846 billion).

7> Coalition/MH 1-38 and Coalition/MH 11-87 a
76 Coalition/MH 11-87 b
77 Coalition/MH 1-38
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4.7 Cumulative Indicative Rate Increases to 2035 Absent Prior and Recent Provincial Fee
Relief would be in the Range to 64% to 67% as Compared to 41% in MH25

Without the recent (current GRA) provincial fee relief ($5.3 billion), 9 years of rate increases of
5.5% would be indicated and without the total prior (last GRA) and recent provincial fee relief
(9.5 billion) 4 years of rate increases of 10.0% would be indicated. Cumulative rate increases in
the next 10 years under these scenarios would range from 64% to 67% (compared to 41% in
MH25).

Total Provincial Fee Relief (Prior and Current GRA) is $9.5 Billion or $475 Million Per Year

MH has provided information indicating that the financial impact of the provincial government
fee relief is as follows’3:

e The impact of the recent (current GRA) provincial government payment relief in the Test
Period is $550 million or approximately $183 million per year on average;

e The impact of the recent provincial government payment relief for 2026 to 2045 is $5.3
billion or approximately $265 million per year on average;

e The total impact of the prior (last MH GRA) and recent (current GRA) provincial
government payment relief in the Test Period is $1.1 billion or approximately $370 million
per year on average; and

e The total impact of the prior and recent provincial government payment relief for 2026
to 2045 is $9.5 billion or approximately $475 million per year on average.

The following table was developed to summarize the above noted information and to estimate
the impact of the prior provincial fee relief in the Test Period and the 2026 to 2045 forecast
period as the difference between the total fee relief and current fee relief provided by MH.

Table 9

Impact of Provincial Fee Relief (S million's)

1 2 3 4

Test Test 2026 to 2026 to

Period Period 2045 2045

Total Average/Yr| Total Average/Yr|

Prior Provincial Fee Relief 550 187 4,200 210
Current Provincial Fee Relief 550 183 5,300 265
Total Provincial Fee Relief 1,100 370 9,500 475

78 Coalition/MH I-10a b
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Without Recent Provincial Fee Relief ($5.3 billion) 9 Years of 5.5% Rate Increases are Indicated

MH was requested in the information request process to provide alternative financial forecasts
and indicative rate paths absent the provincial government fee relief in order to understand the
impacts that the fee relief has on the MH proposed rate increases and indicative rate path. A
summary of these alternative rate paths, absent provincial fee relief, is as follows:

e Absent the recent fee relief —indicative rate increases of 5.5% per year from 2026 to 2034
(9 years) and 1.5% from 2035 to 2045 (11 years) — for total cumulative rate increases to
2035 of 64% (compared to 41% in MH25) and cumulative rate increases to 2045 of 91%
(compared to 88% in MH25)7%;

e Absent the prior and recent fee relief - indicative rate increases of 10.0% per year from
2026 to 2029 (4 years), 2.0% from 2030 to 2034 (5 years), 3.0% from 2035 to 2038 (4
years), 2.0% from 2039 to 2040 (2 years) and 1.0% from 2041 to 2045 (5 years) — for total
cumulative rate increases to 2035 of 67% (compared to 41% in MH25) and cumulative
rate increases to 2045 of 99% (compared to 88% in MH25)%%; and

e Absent the prior and recent fee relief - indicative even annual rate increases of 5.1% per
year from 2026 to 2041 (16 years) and 2.0% from 2042 to 2045 (4 years) — similar to the
rate path pattern in MH25 — for total cumulative rate increases to 2035 of 64% (compared
to 41% in MH25) and cumulative rate increases to 2045 of 139% (compared to 88% in
MH25)8L, MH notes that this even annual scenario results in significant losses between
2026 and 2035 and a 7% equity ratio by 2035 and as such is of the view that this rate
scenario is not realistic.

In summary, without the recent provincial fee relief ($5.3 billion), 9 years of rate increases of
5.5% would be indicated and without the total prior and recent provincial fee relief ($9.5 billion)
4 years of rate increases of 10.0% would be indicated. Cumulative rate increases in the next 10
years under these scenarios would range from 64% to 67% (compared to 41% in MH25).

4.8 From a Regulatory-Policy Perspective the $5.9 Billion Increase in O&A and BOC Since the
Last MH GRA is Not Prudent for Rate-Setting Purposes

The $5.9 billion increase in O&A and BOC since the last MH GRA is not prudent for rate-setting
purposes, considering the negative financial impacts of the placeholder major capital project
expenditures.

72 Coalition/MH 1-2
80 Coalition/MH I-73 b
81 Coalition/MH 11-68 b
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Judgements on Prudency of Controllable Expenditures are Part of the PUB’s Rate-Setting Role

Judgements with respect to the reasonable and prudent levels of a public utilities controllable
costs (O&A and BOC) are an important component of the PUB’s rate-setting role and of
determining just and reasonable rates®?.

There are a number of potential dimensions of the meaning of “prudency”, which include but are
not limited to:

e Ability to take all relevant circumstances and possible consequences into consideration
(circumspection);

e Ability to research and compare alternatives and employ analytical reasoning in decision
making (discursive reasoning);

e Ability to estimate whether particular actions can be used to realize goals (foresight);
and

e Ability to mitigate risk and avoid unnecessary risks and contingencies (cautiousness).

Fiscal prudence involves being cautious in the way that decisions are made, and money is
expended in order to avoid unnecessary risks.

In general, the review of prudent costs in rate setting limits the costs included in rates to what is
necessary and prudent to efficiently provide utility service to ensure that ratepayers pays for no
more that what is reasonably necessary.

Rising Rate Increase Indications Should Have Triggered a Reduction in Growth of MH Costs

The following graph and table was prepared to assist with the analysis of the prudency of MH’s
O&A and BOC cost increases in MH25, by considering the implications of these cost increases
when coupled with the increases in projected major capital expenditure placeholders.

Graph 8

Summary of Cumulative Rate Increases
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Table 10

Summary of Cumuative Indicative Rate Increases

MH22 - 226 Rate Path

Increase 2% to 5.5% Rate Path

MH25 - 5.5% Absent Current Fee Relief
Decrease 5.5% to 3.5% Rate Path

MH25 - 3.5% Including Current Fee Relief

1

Test
Period
2026-2028|

6.1%
11.3%
17.4%
-6.5%
10.9%

4.8%

10-Years
2026-2035|

21.9%
42.4%
64.3%
-23.2%
41.1%

19.2%

17-Years
2026-2042

40.0%
42.4%
82.4%

-5.5%
76.9%

36.9%

Increase 3.5% (MH25) vs 2% (MH22)

The update of MH’s financial forecast (from MH22 to MH25) before provincial fee relief would
result in a substantial increase in the rate path.

From the analysis presented above in this Evidence, the most material aspects of the update to
MH25 were (i) increases in major capital project placeholders of $8.7 billion, with $7.5 billion of
this increase being concentrated in the first 10-years of the forecast to 2035 and (ii) the $5.9
billion total increase in MH’s controllable costs (O&A and BOC).

Using the information in Table 14 as a directional indication, MH would have been aware of the
following substantial upward pressure on the cumulative rate increases to ratepayers absent the
recent provincial fee relief:

e A1ll1%increase in the Test Period from 6% to 17%,;
e A 42% increase in the first 10-years of the forecast to 2035 from 22% to 64%; and
e A42% increase in the 17-year forecast to 2042 from 40% to 82%.

Increases in the cumulative indicative rate increases of this magnitude (including an increase in
the rate path from 2.0% to 5.5% before further provincial fee relief) should have resulted in MH
exercising fiscal constraint and cost control and reviewing its initial O&A and BOC forecasts to
find significant cost reductions to curtail the projected cost increases. The prudent course of
action would have been for MH to significantly reduce the rate of growth in its controllable costs
(O&A and BOC) to lessen the rate pressures as a result of the increases in major capital project
placeholders.

However, MH chose to move forward with MH25 including a $4.2 billion or 30% increase in O&A
and a $1.7 billion or 11% increase in BOC (MH 25 forecast vs MH22 forecast) to 2042.

The $5.9 Billion Increase in O&A and BOC Since the Last MH GRA is Not Prudent

The provincial fee relief granted by the Province of Manitoba has reduced the cumulative rate
increases in the Test Period by 6% to 11%, to 2035 by 23% to 41% and by 2042 by 6% to 77%.
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However, the net change in the indicative cumulative rate increases between MH25 and MH22,
even after the provincial payment relief is factored in are still a significant burden to ratepayers
with a 5% increase in the Test Period, a 19% increase to 2035 and a 37% increase to 2042.

In addition to the significant upward increases to the indicative cumulative rate increases for
ratepayers, MH’s retained earnings by 2042 are projected to be $2.6 billion lower in MH25 than
in MH22 and the equity ratio is projected to be 16% lower by 2042 (18% in MH25 compared to
34% in MH22).

While MH indicates its concerns with respect to the various financial ratios/metrics that it
monitors throughout its GRA filing and information request responses and uses these concerns
to justify the increase to the 3.5% rate path — the exercising of greater fiscal discipline and cost
control by MH related to its controllable O&A and BOC costs could have went along way to
improving these projected financial ratios/metrics.

It is also concerning that after prior and current provincial fee relief that totals $9.5 billion and
averages $475 million per year, the MH indicative rate increases are back to a 3.5% rate path
level and MH’s projected financial ratios have worsened.

In summary, the results of the above noted analysis leads to the conclusion that the $5.9 billion
increase in O&A and BOC since the last MH GRA is not prudent for rate-setting purposes,
considering the negative financial impacts of the increases in the major capital project
placeholders.

The overall conclusion from this Section of the Evidence is that MH has failed to make prudent
choices on day to day spending (O&A and BOC) in its updated financial forecast in order to
address the negative financial impacts of increases in the placeholders related to major capital
projects.
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5.0 MH’s O&A Results for 2020 to 2025 and Target Setting for the Test Period (2026 to 2028)
Does Not Demonstrate Appropriate O&A Cost Control

For rate setting purposes, the majority of a public utilities O&A costs are considered to be with
the control/influence of the utility, including labour costs. This Section of the Evidence contains
the evaluation of MH’s control over O&A costs both in terms of recent results since the last GRA
and target setting for the Test Period.

The conclusion from this Section of the Evidence is that MH O&A results for 2020 to 2025 and
target setting for the 2026 to 2028 Test Period does not demonstrate appropriate O&A cost
control. This conclusion is based on the following evaluation:

1.

The average annual rate of increase in Manitoba CPIl from 2020 to 2025 was 3.4%, with
projected annual average rates of increase of 2.2% from 2026 to 2025 and 2.9% from
2020 to 2028.

There is a $57 million or 8.3% unfavorable increase in O&A for the 2025 Test Year and
FTEs for 2025 are forecast to be 156 unfavorable as compared to the budgets that were
presented at the last GRA;

The increase in O&A costs from 2020 to 2025 is $232 million or 45% - which represents
an even annual increase in O&A over that 5-year period of 7.8% per year or 2.3 times the
even annual increase in MB CPI of 3.4% per year;

The forecast increase in O&A costs from 2025 to 2028 (Test Period) is $107 million or 14%
- which represents an even annual increase in O&A over that 3-year period of 4.6% per
year or 2.1 times the forecast even annual increase in MB CPI of 2.2% per year;

The forecast increase in O&A costs from 2021 to 2028 is $339 million or 66% - which
represents an even annual increase in O&A over that 8-year period of 6.6% per year or
2.5 times the forecast even annual increase in MB CPI of 2.9% per year;

MH’s total corporate FTEs have increased by 144 or 2.5% since 2017 when normalized for
major capital project FTEs. This is contrary to MH’s assertion that its corporate FTEs have
decreased 603 FTEs or 9.4% and that it has aimed to maintain a significant portion of the
reduction of FTEs related to the VDP that was carried out in 2018 and 2019;

MH’s largely bottom-up and incremental focused O&A budgeting approach is ineffective
at controlling O&A cost increases and is not balanced for ratepayers; and

Regardless of the timeframe that is used to measure MH’s performance, even annual O&A
cost increases that are between 2.1 to 2.5 times the level of even annual Manitoba CPI
do not demonstrate appropriate cost control by MH.
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5.1 The Majority of a Public Utility’s O&A Costs are Considered to be Within the
Control/Influence of the Utility for Rate-Setting Purposes

For rate-setting purposes, the majority of a public utility’s O&A costs are considered to be within
the control/influence of the utility, including internal labour costs. Controllable O&A costs are
considered to be costs that the public utility can influence and minimize with reasonable care
and effort, in accordance with prudent utility practice.

In a rate-setting context, controllable costs would include internal labour costs. Labour costs
usually constitutes the largest portion of a public utilities O&A costs, often in the order of 60% or
more. A public utility has the ability to minimize the components of the labour and non-labour
costs that it can partially influence or those that it has less ability to influence, such as general
wage increases or merit increases under collective agreements and insurance costs — through
control of its number of employees (FTEs) and level of service provided.

5.2 The Average Annual Rate of Increase in Manitoba CPI from 2020 to 2025 was 3.4%, is
Projected at 2.2% for 2026 to 2028 and Projected at 2.9% for 2020 to 2028

Information provided by MH indicates that the average annual rate of increase in Manitoba CPI
(MB CPI) from 2020 to 2025 was 3.4%, with projected annual average rates of increase of 2.2%
from 2026 to 2028 and 2.9% from 2020 to 2028.

CPl is Used in Rate-Setting as a Benchmark to Evaluate a Utility’s O&A Cost Control

As was noted in Section 4.8 of this Evidence, judgements with respect to the reasonable and
prudent levels of a public utility’s controllable costs (O&A and BOC) are an important component
of the PUB’s role in determining just and reasonable rates.

In rate-setting proceedings, the public utility’s increases in O&A costs are often compared to
changes in the rate of inflation (CPI) as a high-level benchmark in the evaluation of the utility’s
performance in controlling operating costs. CPl is used as a benchmark in the evaluation of O&A
cost control performance as it is reflective of the general level of inflation and price changes in
the overall economy. CPl is fair to the utility by allowing for increases in costs and is fair to the
ratepayer by protecting against excessive cost increases. In many performance based regulation
(PBR) frameworks O&A costs are set by CPI less a productivity factor (CPI-X) based on the
expectation that the utility can operate more efficiently and as a stretch target to encourage
greater productivity by the utility.

The Average Annual Rate of Increase in Manitoba CPI is Projected at 2.9% for 2020 to 2028

Recognizing that there are often multiple Test Years under review at a MH it is useful to calculate
the cumulative increase in CPI across the period of evaluation and convert that cumulative rate
of CPlinto an even annual increase. As such, calculating the average annual rate of change in MB
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CPl is a two step process: (i) calculate the cumulative increase in CPI for the period under review
and (ii) convert the cumulative increase in CPIl into an even annual increase.

The table below includes the first step of calculating the cumulative increase in CPI for 2020 to
2025, 2026 to 2028 and 2020 to 2028, based upon MB CPI information provided by MH23.

Table 11
Cumulative Manitoba CPI - 2020 to 2028
1 2 3 4 5 6 7 8
2021 2022 2023 2024 2025 2026 2027 2028
Actual Actual Actual Actual  Forecast] Forecast Forecast Forecast|
Manitoba CPI Change 0.3% 4.6% 7.8% 2.3% 2.1% 2.1% 2.2% 2.2%
Cumulative MB CPI 2020 to 2025 0.3% 4.9% 13.1% 15.7% 18.1%!
Cumulative MB CPI 2026 to 2028| 2.1% 4.3% 6.6%
Cumulative MB CPI 2020 to 2028| 0.3% 4.9% 13.1% 15.7% 18.1% 20.6% 23.3% 26.0%)|

The key observations from Table 11 are as follows:

1. The cumulative increase in MB CPI for the 5-years from 2020 to 2025 is 18.1%;

2. The cumulative increase in MB CPI for the 3-years from 2026 to 2028 is projected to be
6.6%; and

3. The cumulative increase in MB CPI for the 8 years from 2020 to 2028 is projected to be
26.0%.

For the second step to convert the cumulative increase in CPlinto an even annual increases — the
cumulative increases of 18.1%, 6.6% and 26.0%, respectively, are converted to even annual
increases in MB CPI by taking the (i) 5% root of 1.181, (ii) 3" root of 1.066 and (iii) 8™ root of 1.260
and expressing the result as a rounded percentage, as follows:

e For 2020 to 2025 — the even annual rate of increase in MB CPI is 3.4%;
e For 2026 to 2028 — the even annual rate of increase in MB CPI is projected at 2.2%; and
e For 2020 to 2028 — the even annual rate of increase in MB CPI is projected at 2.9%;

5.3 There Is a $57 Million or 8.3% Unfavorable Increase in O&A for the 2025 Test Year as
Compared to the O&A Budget Presented at the Last MH GRA

There is a $57 million or 8.3% unfavorable increase in O&A for the 2025 Test Year as compared
to the original O&A budget that was presented at the last MH GRA. Business unit FTEs for 2025

8 MFR 58, pg. 2
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are forecast to be 156 unfavorable as compared to the FTE budget that was presented at the last
GRA.

There is $57 Million or 8.3% Unfavorable Increase in O&A for the 2025 Test Year in this GRA

The following table provides a comparison of the 2025 O&A budget that was presented at the
last GRA and the updated 2025 O&A forecast that is now presented at the current GRA, by cost
category (cost element)®*.

Table 12
O& A 2025 Budget (Last GRA) vs Forecast (Current GRA) - Cost Category ($ millions)
1 2 3 aq
2025 2025
Budget 3 % Forecast
Last GRA Change Change Current
Wages & Salaries 505 32 6.3% 537
Employee Benefits 166 (14) -8.4% 152
Overtime & Other 152 12 7.9% 164
Total Employee Related 823 30 3.6% 853
Less: Capitalized Labour & Overhead (267) 14 -5.2% (253)
Operational Employee Related (A) 556 aq4a 7.9% 600
Consulting & Professional 51 2 3.9% 53
Construction & Maintenance 35 9 25.7% 44
Buiding & Property Costs 39 2 5.1% 41
Computer Services 15 1 6.7% 16
Other External/Materials 81 6 7.4% 87
Total External Services/Materials 221 20 9.1% 241
Other Costs/Recoveries (90) (7) 7.8% (97)
Operational/Non-Employee (B) 131 13 9.9% 144
Total O&A (C=A + B) 687 57 8.3% 744

The key observations with respect to Table 12 are as follows:

1. The total unfavorable increase in O&A is $S57 million or an unfavorable increase over the
original budget of 8.3%5>;

2. The most material drivers of the $57 million unfavorable variance are (i) a $32 million
unfavorable increase in wages & salaries, (ii) a $14 million unfavorable variance in
capitalized labor & overhead, and (iii) a $9 million unfavorable variance in construction &
maintenance expenses. Unfavorable increases in overtime & other employee related
costs were offset by decreases in employee benefits in large part to increases in discount
rates®®;

3. The total unfavorable variance in employee related costs is $44 million — which
represents 77% ($44 / $57) of the total unfavorable variance;

84 PUB/MH I-58 ¢
85 Coalition/MH 1-32 a
8 pUB/MH I-58 ¢

57



4. Estimates provided by MH indicate that the $32 million unfavorable increase in wages &
salaries resulted from® (i) updated wage assumptions of $17 million® and (ii) an
unfavorable increase in FTEs of $15 million;

5. The $14 million unfavorable variance in capitalized labor & overhead resulted from an
original budget assumption that 30% of employee related costs are capitalized as
compared to an updated forecast assumption that 27% of employee related costs are
capitalized®; and

6. The $9 million unfavorable variance in construction & maintenance expenses was
attributed to (i) unfavorable variances in vegetation management ($1.5 million), (ii)
Keeyask aquatic & terrestrial effects (S0.7 million), (iii) worker monitor regulator
inspection program ($0.5 million), and (iv) general inflation/maintenance of $6 million®°.

There is 156 Unfavorable Increase in Business Unit FTEs for the 2025 Test Year in this GRA

The following table provides a comparison of the 2025 FTE budget that was presented at the last
GRA and the updated 2025 FTE forecast that is now presented at the current GRA, by business
unit®L.

Table 13
FTE 2025 Budget (Last GRA) vs Forecast (Current GRA) - Business Unit
1 2 3 aq
2025 2025
Budget FTE % Forecast,
Last GRA| Change Change Current
President & CEO 106 (5) -4.7% 101
Digital & Technology 273 26 9.5% 299
People, Safety, Health & Environment 638 105 16.5% 743
Chief Financial Officer 226 5 2.2% 231
External, Indig. Relations & Comm. 203 (2) -1.0% 201
Governance & Service Business Units (A) 1,446 129 8.9% 1,575
Customer Solutions & Experience 296 8 2.7% 304
Asset Planning & Delivery 1,235 46 3.7% 1,281
Operations 2,045 (31) -1.5% 2,014
Chief Operating Officer 248 4 1.6% 252
Operational Business Units (B) 3,824 27 0.7% 3,851
Total Business Units (C = A + B) 5,270 156 3.0% 5,426
Other Segments/ Adjustments (D) 138 23 16.7% 161
Total Corporation (E = C + D) 5,408 179 3.3% 5,587

87 Coalition/MH II-77 b

88 Coalition/MH 11-84 b

89 pUB/MH I-58 ¢

%0 Coalition/MH 11-84 ¢

%1 Coalition/MH I- 34 b and PUB/MH I-55 b
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The key observations with respect to Table 13 are as follows®%:

1. The total unfavorable increase in business unit FTEs is 156 or an unfavorable increase
over the budget of 3.0%;

2. The most material drivers of the unfavorable FTE variance was (i) a 105 FTE unfavorable
increase in the People, Safety, Health & Environment (PSHE) business unit (ii) a 46 FTE
unfavorable increase in the Asset Planning & Delivery (APD) business unit (iii) a 26 FTE
unfavorable increase in the Digital & Technology (D&T) business unit which was (iv)
partially offset by a 31 favorable FTE variance in the Operations business unit;

3. The 105 FTE unfavorable increase in PSHE was as a result of higher than expected
trainees;

4. The 46 FTE unfavorable increase in APD results from growth in capital related work;

5. The 26 FTE unfavorable increase in D&T results from increased FTEs for cyber security and
SAP; and

6. The 31 favorable FTE variance in Operations results from vacant trainees as there was a
of lack of qualified graduated trade trainees.

MH asserted in the GRA filing that in the late summer and fall of 2024, the MH Executive Team
reviewed existing staffing levels and considered how to best use the 2025 FTE budget based on
the new direction set by the Enterprise Strategy. The resulting decision was to pause filling vacant
positions that had been budgeted for 2025%.

MH was asked to reconcile the 156 unfavorable increase in FTEs in 2025 since the last GRA with
the assertion that filling remaining positions was paused. In response, MH indicated that this
was a timing issue with the budgeting of FTEs for 2025 being performed before 2025 began and
the pause occurring during 2025%. MH also outlined that the actual FTEs for 2025 are expected
to be below the amount forecast in this GRA — but it was unable to provide a final amount as the
annual results for 2025 are not yet public®.

MH Took No Corrective Action for Unfavorable 2024 and 2025 O&A Variances of 7.8% and 8.3%

In summary, 77% of the 2025 O&A unfavorable variance of $S57 million or 8.3% was attributed to
controllable employee related costs. There may be some offset to this unfavorable variance due
to lower than forecast FTEs, but MH was not able to provide this information on the public forum.

MH asserts that it was unable to take any corrective action to manage O&A costs to within the
original 2025 budget, despite drought conditions®. It is also noted that MH experienced an

92 Coalition/MH I-34 b and PUB/MH I-55 b
% Tab 5, pg. 8

94 Coalition/MH 1-34 ¢

%> Coalition/MH 11-86 a

% Coalition/MH 1-32 ¢
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unfavorable variance of $52 million or 7.8% unfavorable to budget for 2024 for reasons that are
similar to the explanations that were provided above for 2025%.

5.4 The Increase in O&A Costs from 2020 to 2025 is 45% or an Even Annual Increase in O&A
Costs of 7.8%/Year or 2.3 Times the Even Annual Rate of Inflation of 3.4%/Year

Based on the revised O&A forecast for 2025 provided at the current GRA, the increase in O&A
costs from 2020 to 2025 is $232 million or 45%. This represents an even annual increase in O&A
over that 5-year period of 7.8% per year or 2.3 times the even annual increase in MB CPI of 3.4%
per year.

O&A Costs are Forecast to Increase by $232 Million or 45% Between 2020 and 2025

The following tables provide a comparison of the 2020 actual O&A and the updated 2025 O&A
forecast that is now presented at the current GRA, by cost category (cost element)®® and a
comparison of 2020 actual FTEs and the updated 2025 FTE forecast®.

Table 14

O& A 2020 Actual vs 2025 Forecast - Cost Category (S millions)

1 2 3 q
2020 S % 2025
Actual Change Change Forecast,
Wages & Salaries 458 79 17.2% 537
Employee Benefits 124 28 22.6% 152
Overtime & Other 146 18 12.3% 164
Total Employee Related 728 125 17.2% 853
Less: Capitalized Labour & Overhead (287) 34 -11.8% (253)
Operational Employee Related (A) 441 159 36.1% 600
Consulting & Professional 13 40 307.7% 53
Construction & Maintenance 23 21 91.3% 44
Buiding & Property Costs 29 12 41.4% 41
Computer Services 2 14 700.0% 16
Other External/Materials 68 19 27.9% 87
Total External Services/Materials 135 106 78.5% 241
Other Costs/Recoveries (64) (33) 51.6% (97)
Operational/Non-Employee (B) 71 73 102.8% 144
Total O&A (C=A +B) 512 232 45.3% 744

97 Coalition/MH 11-77 a
%8 MFR 54, pg. 2, Coalition/MH I-35 a and 2023/24 & 2024/25 GRA, CC Exhibit #7, D. Rainkie Evidence, pg. 62
9 Coalition/MH I-34 e
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Table 15

FTE 2020 Actual vs 2025 Forecast - Business Unit

1 2 3 a

2020} FTE % 2025

Actual Change Change Forecast|
President & CEO 82 19 23.2% 101
Digital & Technology 249 50 20.1% 299
People, Safety, Health & Environment 372 371 99.7% 743
Chief Financial Officer 209 22 10.5% 231
External, Indig. Relations & Comm. 181 20 11.1% 201
Governance & Service Business Units (A) 1,093 482 44.1% 1,575
Customer Solutions & Experience 309 (5) -1.6% 304
Asset Planning & Delivery 1,441 (160) -11.1% 1,281
Operations 2,099 (85) -4.1% 2,014
Chief Operating Officer 230 22 9.6% 252
Operational Business Units (B) 4,079 (228) -5.6% 3,851
Total Business Units (C = A + B) 5,172 254 4.9% 5,426
Other Segments/ Adjustments (D) 220 (59) -26.8% 161
Total Corporation (E =C + D) 5,392 195 3.6% 5,587

The key observations with respect to Tables 14 and 15 are as follows:

1.

4,

The total increase in O&A costs between 2020 actual and 2025 forecast is $232 million
(increase from $512 million to $744 million) or an increase of 45.3% over the 5-year
period. The 45.3% increase represents an even annual increase of 7.8% per year%;
Operational employee related cost increases represent $159 million or 69% ($159 / $232)
of the total $232 million increase;

Non-employee cost related increases represent $73 million or 31% (S73 / $232) of the
total $232 million increase. Consulting & professional costs increases are $40 million or
17% (540 / $232) of the $232 million total increase;

Total business unit FTEs have increased by 254 FTEs from 5,172 actual FTEs in 2020 to
5,426 forecast FTEs in 2025 or a 4.9% increase. There are a number of business units with
increases or decreases over that time frame, but the key contributor to the net increase
of 254 FTEs is the increase in trainees in PSHE. MH indicates that there has been a 330
FTE increase in trades trainees and support staff since 2020 due to the centralization of
trades trainees in PSHE, with an increase of 301 trades trainees!%?,

100 Coalition/MH I-32 d
101 Coalition/MH 11-86 ¢
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The 7.8% (2020 to 2025) Even Annual Increase in O&A is 2.3 Times Even Annual CPI of 3.4%

In summary, O&A costs have increased $232 million or 45.3% between 2020 and 2025, which
represents an even annual increase of 7.8% per year. The even annual increase in MB CPI over
that timeframe was 3.4% (Please see Section 5.2 of this Evidence). The 7.8% even annual increase
in O&A is 2.3 times (7.8% / 3.4%) the even annual increase in inflation.

5.5 The Forecast Increase in O&A Costs from 2026 to 2028 is 14% or an Even Annual Increase
in O&A Costs of 4.6%/Year or 2.1 Times the Even Annual Rate of Inflation of 2.2%/Year

The forecast increase in O&A costs from 2026 to 2028 (Test Period) is $107 million or 14%. This
represents an even annual increase in O&A over that 3-year period of 4.6% per year or 2.1 times
the forecast even annual increase in MB CPI of 2.2% per year.

O&A Costs are Forecast to Increase by $107 Million or 14% Between 2025 and 2028

The following tables provide a comparison of the 2025 forecast O&A and the 2028 O&A forecast
by cost category (cost element)®? and a comparison of 2025 forecast FTEs and 2028 forecast
FTEs by business unit!3,

Table 16

O& A 2025 Forecast vs 2028 Forecast - Cost Category (S millions)

1 2 3 aq
2025' S %) 2028,
Forecast| Change Change Forecast
Wages & Salaries 537 78 14.5% 615
Employee Benefits 152 20 13.2% 172
Overtime & Other 164 20 12.2% 184
Total Employee Related 853 118 13.8% 971
Less: Capitalized Labour & Overhead (253) (38) 15.0% (291)
Operational Employee Related (A) 600 80 13.3% 680
Consulting & Professional 53 (9) -17.0% 44
Construction & Maintenance 44 20 45.5% 64
Buiding & Property Costs 41 6 14.6% 47
Computer Services 16 3 18.8% 19
Other External/Materials 87 7 8.0% 94
Total External Services/Materials 241 27 11.2% 268
Other Costs/Recoveries (97) - 0.0% (97)
Operational/Non-Employee (B) 144 27 18.8% 171
Total O&A (C=A +B) 744 107 14.4% 851

102 MFR 54, pg. 2, Coalition/MH 1-35 a
103 Coalition/MH |-34 e
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Table 17

FTE 2025 Forecast vs 2028 Forecast - Business Unit

1 2 3 q

2025 FTE % 2028]

Forecast, Change Change Forecast|
President & CEO 101 (2) -2.0% 99
Digital & Technology 299 (19) -6.4% 280
People, Safety, Health & Environment 743 161 21.7% 904
Chief Financial Officer 231 (8) -3.5% 223
External, Indig. Relations & Comm. 201 4 2.0% 205
Governance & Service Business Units (A) 1,575 136 8.6% 1,711
Customer Solutions & Experience 304 (3) -1.0% 301
Asset Planning & Delivery 1,281 33 2.6% 1,314
Operations 2,014 (30) -1.5% 1,984
Chief Operating Officer 252 13 5.2% 265
Operational Business Units (B) 3,851 13 0.3% 3,864

Enterprise FTE Allocation (C) - 52 52
Total Business Units (D=A +B +C) 5,426 201 3.7% 5,627
Other Segments/ Adjustments (E) 161 19 11.8% 180
Total Corporation (F =D +E) 5,587 220 3.9% 5,807

The key observations with respect to Tables 16 and 17 are as follows:

1.

2.

The total increase in O&A costs between 2020 forecast and 2028 forecast is $107 million
(increase from $744 million to $851 million) or an increase of 14.4% over the 3-year Test
Period. The 14.4% increase represents an even annual increase of 4.6% per year'%*:

The most material drivers of the $107 million increase are (i) a $78 million increase in
wages & salaries, (ii) a $40 million increase in employee benefits, overtime and other
employee costs mostly offset by a $38 million increase in labor & overhead capitalized
and, (iii) a $20 million increase in construction & maintenance;

The total increase in operational employee related costs is $80 million —which represents
75% ($80 / $107) of the total $107 million increase;

Estimates provided by MH indicate that the $78 million increase in wages & salaries
resulted from1% (i) salary increases of $65 million or about a 12.1% ($65 / $537) increase,
and, (ii) an increase in FTEs of $13 million. This increase related to FTEs is attributed to
the increase in trainees ($23 million increase for trainee FTEs with 65% being expensed
to O&A and 35% being charged to capital = $15 million expensed in O&A%®);

104 3rd oot of 1.144 is 1.0458 — rounded to 4.6% and expressed as a %
105 Tab 2, pg. 6 and Coalition/MH I11-85 a
106 Coalition/MH 11-85 b
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5. The total increase in construction & maintenance expenses is $20 million — which
represents 19% (520 / $107) of the total $107 million increase. This increase is primarily
due to additional vegetation management requirements, non-routine maintenance,
increases in generation station maintenance and inflationary impacts?%’;

6. Total forecast business unit FTEs have increased by 201 FTEs from 5,426 forecast FTEs in
2025 to 5,627 forecast FTEs in 2028 or a 3.7% increase. There are a number of business
units with increases or decreases over the Test Period, but the key contributor to the net
increase of 201 FTEs is the increase in trainees in PSHE. MH indicates there is a 172 FTE
forecast increase in trades trainees in PSHE during the Test Period°8,

The 4.6% (2025 to 2028) Even Annual Increase in O&A is 2.1 Times Even Annual CPI of 2.2%

In summary, O&A costs as a result of the MH target setting process are forecast to increase $107
million or 14.4% between 2025 and 2028, which represents an even annual increase of 4.6% per
year. The even annual increase in MB CPI over that timeframe is forecast at 2.2% (Please see
Section 5.2 of this Evidence). The 4.6% even annual increase in O&A in the Test Period is 2.1
times (4.6% / 2.2%) the even annual increase in inflation.

5.6 The Forecast Increase in O&A Costs from 2020 to 2028 is 66% or an Even Annual Increase
in O&A Costs of 6.6%/Year or 2.5 Times the Even Annual Rate of Inflation of 2.9%/Year

The forecast increase in O&A costs from 2021 to 2028 is $339 million or 66%. This represents an
even annual increase in O&A over that 8-year period of 6.6% per year or 2.5 times the forecast
even annual increase in MB CPI of 2.9% per year.

O&A Costs are Forecast to Increase by $339 Million or 66% Between 2020 and 2028

The following tables provide a comparison of the 2020 actual O&A and the 2028 O&A forecast
by cost category (cost element)% and a comparison of 2020 actual FTEs and 2028 forecast FTEs
by business unit!0.

107 Coalition/MH I-35 a
108 Coalition/MH 11-86 ¢
109 MFR 54, pg. 2, Coalition/MH 1-35 a
110 Coalition/MH |-34 e
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Table 18

O&A 2020 Actual vs 2028 Forecast - Cost Category (S millions)

1 2 3 4
2020| $ % 2028
Actual Change Change Forecast
Wages & Salaries 458 157 34.3% 615
Employee Benefits 124 48 38.7% 172
Overtime & Other 146 38 26.0% 184
Total Employee Related 728 243 33.4% 971
Less: Capitalized Labour & Overhead (287) (4) 1.4% (291)
Operational Employee Related (A) 441 239 54.2% 680
Consulting & Professional 13 31 238.5% 44
Construction & Maintenance 23 41 178.3% 64
Buiding & Property Costs 29 18 62.1% a7
Computer Services 2 17 850.0% 19
Other External/Materials 68 26 38.2% 94
Total External Services/Materials 135 133 98.5% 268
Other Costs/Recoveries (64) (33) 51.6% (97)
Operational/Non-Employee (B) 71 100 140.8% 171
Total O&A (C=A +B) 512 339 66.2% 851
Table 19
FTE 2020 Actual vs 2028 Forecast - Business Unit
1 2 3 a
2020} FTE % 2028|
Actual Change Change Forecast,
President & CEO 82 17 20.7% 99
Digital & Technology 249 31 12.5% 280
People, Safety, Health & Environment 372 532 143.0% 9204
Chief Financial Officer 209 14 6.7% 223
External, Indig. Relations & Comm. 181 24 13.3% 205
Governance & Service Business Units (A) 1,093 618 56.5% 1,711
Customer Solutions & Experience 309 (8) -2.6% 301
Asset Planning & Delivery 1,441 (127) -8.8% 1,314
Operations 2,099 (115) -5.5% 1,984
Chief Operating Officer 230 35 15.2% 265
Operational Business Units (B) 4,079 (215) -5.3%| 3,864
Enterprise FTE Allocation (C) - 52 52
Total Business Units (D=A +B + C) 5,172 455 8.8% 5,627
Other Segments/ Adjustments (E) 220 (40) -18.2% 180
Total Corporation (F = D + E) 5,392 415 7.-7% 5,807
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The key observations with respect to Tables 18 and 19 are as follows:

1.

The total increase in O&A costs between 2020 actual and 2028 forecast is $339 million
(increase from $512 million to $851 million) or an increase of 66.2% over the 8-year
period. The 66.2% increase represents an even annual increase of 6.6% per year!!};
Operational employee related cost increases represent $239 million or 71% ($239 / $339)
of the total $339 million increase;

Non-employee cost related increases represent $100 million or 29% ($100 / $339) of the
total $339 million increase. Maintenance & construction cost increases of $41 million and
consulting & professional cost increases of $31 million totaling $72 million or 21% (S71 /
$339) of the $339 million total increase;

A high-level year over year variance analysis of the increase in constructions &
maintenance costs between 2023 and 2028 indicates that the $32 million increase over
that period is attributed to increases in such areas as vegetation management, Keeyask
environmental monitoring, converter station maintenance, non-routine maintenance and
inflationary impacts!?;

A schedule of consulting & professional cost increases of $29 million between 2022 and
2028 indicates that the increases by major service type!*2 are (i) $10 million for IT, (ii) $7
million for management consulting, (iii) $5 million for environmental, and (iv) $7 million
for other; and

Total business unit FTEs have increased by 455 FTEs from 5,172 actual FTEs in 2020 to
5,627 forecast FTEs in 2028 or an 8.8% increase. There are a number of business units
with increases or decreases over that time frame, but the key contributor to the net
increase of 455 FTEs is the increase in trainees in PSHE. MH indicates that there has been
a 473 FTE increase in trades trainees in PSHE between 2020 and 202814,

The 6.6% (2020 to 2028) Even Annual Increase in O&A is 2.5 Times Even Annual CPI of 2.9%

In summary, O&A costs have increased $339 million or 66.2% between 2020 and 2028, which
represents an even annual increase of 6.6% per year. The even annual increase in MB CPI over
that timeframe is forecast at 2.9% (Please see Section 5.2 of this Evidence). The 6.6% even annual
increase in O&A is 2.5 (6.6% / 2.9%) times the even annual increase in inflation.

11 gth root of 1.662 is 1.0656 — rounded to 6.6% and expressed as a %
112 Coalition/MH I-35 b

113 pyB/MH I-57 b and PUB/MH II-26 ¢

114 Coalition/MH 11-86 ¢
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5.7 Total Corporate FTEs Increased by 145 FTE or 2.6% Since 2017 When Normalized for Major
Capital Project FTEs as Compared to MH’s Assertion that they Have Decreased by 603 or 9.4%

MH’s total corporate FTEs have increased by 144 or 2.5% since 2017 when normalized for major
capital project FTEs. This is contrary to MH’s assertion that its corporate FTEs have decreased
603 FTEs or 9.4% and that it has aimed to maintain a significant portion of the reduction of FTEs
related to the Voluntary Departure Program (VDP) that was carried out in 2018 and 2019.

MH Asserts it Has Maintained a Significant Portion of Reduced FTEs from the VDP

MH asserts that it has aimed to maintain a significant portion of the reduction from the VDP
which started in 2017%'°, MH provides a graph of total corporate FTEs for 2028 at 5,806 FTEs and
asserts that there has been a reduction in FTEs of 9% compared to the pre-VDP level of 6,411
FTEsin 201712,

When Normalized for Major Capital Projects MH’s FTEs Have Increased 144 Since 2017

The table below provides an analysis of MH’s total corporate FTEs between 2017 and 2028
normalized for changes in FTEs that work on major capital projects.

Table 20

Corporate FTEs Normalized for Major Capital Projects

1 2 3 4

2017 FTE % 2028,

Actual Change Change Forecast

Total Corporate FTEs 6,411 (604) -9.4% 5,807
Less: Major Capital Project FTEs (748) -

Normalized Corporate FTEs 5,663 144 2.5% 5,807

The key observations related to Table 20 are as follows:

1. The first line in Table 24 includes gross corporate FTEs before any consideration or
adjustment for FTEs that were working on temporary major capital projects. The gross
reduction in FTEs from 2017 to 2028 is 604 FTE or 9.4%. This appears to the source of

115 Coalition/MH |-7 e
116 Coalition/MH 11-70 ¢
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2.

3.

MH’s assertion that it has aimed to maintain a significant portion of the reduction of FTEs
related to the VDP that was carried out in 2018 and 2019;

The second line in Table 24 makes a normalization adjustment to remove the temporary
FTEs that were working on major capital projects in 2017 of 748 FTEs!!” — in order to
provide an “apples to apples” comparison with 2028 in which there are no major capital
project FTEs;

The third line in Table 24 compares the normalized corporate FTEs for 2017 and 2028
excluding major capital project FTEs and demonstrates that there has been a 144 FTE or
2.5% increase in normalized corporate FTEs between 2017 and 2028.

5.8 MH’s Largely Bottom Up and Incremental O&A Budgeting Approach is Ineffective at
Controlling O&A Cost Increases

MH’s largely bottom-up and incremental focused O&A budgeting approach is ineffective at
controlling O&A cost increases.

Leading Budgeting Practice Includes Strategy, Alignment of Top-Down and Bottom Up Budgets

Leading practice for O&A expense budgeting processes for regulated utilities, would generally
include the following elements:

1.

Focused Strategy: A focused strategy is a key input into the O&A budget process that
includes focused strategic initiatives towards aspirations of the required business model,
recognizes trade-offs to accomplish these aspirations and strengthens the fit of these
focused strategic initiatives;

Multi-Year O&A Budget: A budget process that is longer than one operating cycle (3
years for example) in length that allows departmental management to take a longer-term
view towards the organizational aspirations and develop efficiency initiatives. At the
same time, this approach ensures commitment to longer term O&A targets as there is no
automatic re-budget of year 2+ of the forecast in the subsequent budget cycle. This
approach is in sharp contrast to shorter term vacancy management (tactical approach)
considered on an annual basis;

Top-Down O&A Stretch Targets: The strategic portion of the O&A budget process that
includes stretch targets (S and FTEs) and budget guidelines specified by the Executive
Committee or Board of Directors that are issued before the bottom-up budget process
occurs. These top-down targets consider the focused strategy, the overall financial
outlook, revenue requirements and rate pressures for many years into the future;
Bottom-Up O&A Budget Process: The tactical portion of the O&A budget process that
considers detailed departmental operating plans, resource requirements, risk tolerances
and identifies cost pressures;

117 MH 2023/24 & 2024/25 GRA, PUB/MH I-64 d
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5. Alignment Process: The portion of the O&A budget process that reconciles and aligns the
top-down stretch targets with the bottom-up budget process. This is accomplished
through the assessment of key strategic priorities and risks and re-allocation of operating
expenses targets to higher priority and higher risk areas and away from lower priority and
lower risk areas. This may involve imposing negative contingencies until specific cost
reduction or efficiency initiatives can be identified at the departmental level;

6. Measurement of Actual Performance: The portion of the O&A budget process that
measures actual O&A performance against strategically aligned KPIs and the budget
targets (S and FTEs) set and reporting to senior management at regular intervals; and

7. Taking Corrective Action & On-Going Reinforcement: This involves senior management
taking corrective action when actual performance is out of acceptable target ranges of
KPIs or budget targets and on-going reinforcement by senior management during
execution of the plan and into the next budget cycle.

These leading O&A budget practices are consistent with a priority-based budgeting approach
(also known as an outcomes-based budgeting approach) that would set the O&A targets by
identifying and ranking services or programs and aligning to strategy. The approach has the
benefits of prioritizing programs and services departments and is based on outcomes and not
expenditure inputs which makes it easier to align budget decisions with strategic priorities.

In a priority-based budgeting approach, O&A spending would be moved to services/programs of
greater priority and risk mitigation and away from services/programs of lower priority and risk
mitigation. These practices are consistent with top-down O&A budgeting and active
management of O&A costs. MH would benefit from a priority-based budgeting approach.

MH’s Incremental O&A Budgeting Approach is Ineffective at Controlling O&A Cost Increases

The evaluation of MH’s strategy in Section 3.2 of this Evidence concluded that MH has no real
strategy to manage threats to ratepayer affordability.

From the review of the 2020 to 2028 O&A information, the MH O&A budget process appears to
be mainly a bottom-up and incremental budget approach — with an ineffective top-down stretch
target and alignment process. Incremental budget approaches (also known as a line-item
budgeting approach) are backwards looking where previous years budgets are the foundation for
the next year and the primary focus in on expenditure category inputs. Under this approach
there is no demonstrated relationship between spending and program outcomes.

MH’s O&A targets are sets on an incremental basis by starting with last years actual O&A as a
base and then adjusting upward for (i) general wage increases, (ii) merit and progression
increases, (iii) operating imperatives, and (iv) other inflationary cost pressures.

MH’s target setting processes (top-down, bottom-up and alignment) for the Test Period resulted
in projected even annual O&A increases of 4.6% as compared to even annual MB CPI projected
at 2.2%. The O&A forecasts included in MH25 are $4.2 billion higher than in MH22 to 2042
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despite a $6 billion reduction in retained earnings before consideration of increasing the rate
path (Please see Sections 4.3, 4.4 and 4.5 of this Evidence).

The net impact of MH’s O&A budget process is to follow the cost curve on its upward trajectory
and represents passive management of O&A costs, at best.

The evaluation of MH’s performance measurement system in Section 3.8 of this Evidence,
concluded that MH’s performance measurement system is a work in progress.

MH’s actual O&A costs for 2024 and 2025 exceeded the budgets by $52 million or 7.8% and S57
million or 8.3% - and no corrective action was taken, even in conditions of drought.

The O&A information filed in this proceeding, supports a conclusion that MH’s largely bottom-up
and incremental focused O&A budgeting approach is ineffective at controlling O&A cost
increases.

5.9 MH Has Not Exercised Appropriate Cost Control Over O&A as Increases in O&A are
Multiples in Excess (2.1 to 2.5 Times) of Manitoba CPI

Regardless of the timeframe that is used to measure MH’s performance, even annual O&A cost
increases that are 2.1 to 2.5 times the even annual MB CPI do not demonstrate appropriate
cost control by MH and are not balanced for ratepayers.

MH’s Even Annual O&A Increases are 2.1 to 2.5 Times the Even Annual Rate of Inflation

The following graph provides a summary of MH’s performance in controlling O&A expenses in 3
timeframes between 2020 and 2028 (as detailed in Sections 5.4, 5.5 and 5.6 of this Evidence).

Graph 9
MH O&A Cost Control Performance
vs. Manitoba CPI
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In summary, MH’s O&A has increased in excess of 66% in the 8-year period between 2020 and
2028 and compares to increases in MB CPI of 26% during this timeframe. The analysis of MH’s
performance in terms of controlling O&A cost increases demonstrates that MH’s operating costs
have or are forecast to increase at even annual rates that range between 2.1 times and 2.5 times
the even annual rates of inflation (as measured by MB CPI).

MH Has Not Exercised Appropriate Cost Control Over O&A

This analysis above which indicates O&A costs increasing at rates 2.1 to 2.5 times the rate of
Manitoba Inflation does not demonstrate appropriate cost control by MH. MH’s O&A growth at
rate approaching 7% on an annual basis is not sustainable.

MH has asserted that it cannot exercise appropriate cost control of O&A as it is still maintaining
a significant reduction of FTEs since the 2018 and 2019 VDP. An analysis of corporate FTEs
normalized for temporary FTEs working on major capital projects in 2017, demonstrates that this
assertion is incorrect that MH has more FTEs than before the VDP.

The questionable prudence of MH’s O&A cost increases (actual and planned) does not support
its view that the 3.5% rate path is balanced between ratepayers and the utility.
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6.0 MH’s Current State of Uncertainty Renders the 3.5% Long-Term Rate Path to be of Limited
Reliability for Setting Rates in this GRA

The PUB describes it rate-setting role as (i) ensuring forecasts are reliable, (ii) ensuring costs are
prudent, and (iii) assessing revenue needs in the context of the overall general financial health of
MH. This Section of the Evidence considers the reliability of the MH 3.5% long-term rate path for
rate-setting purposes and analyzes various alternative financial scenarios on record of this
proceeding with a view to narrowing the focus to plausible rate scenarios that are consistent with
the PUB rate-setting role and its rate-setting findings in Order 101/23.

The conclusion from this Section of the Evidence is that MH’s current state of uncertainty renders
the 3.5% long-term rate path to be of limited reliability for rate-setting purposes. This conclusion
is based on the following evaluation:

1. MH’s Test Period rate proposals (three 3.5% rate increases) are a product of the 3.5%
long-term rate path that is included in MH25 and the targeted 21% equity ratio at the end
of the 20-year financial forecast period;

2. The PUB’srate decisions in the last GRA (Order 101/23) placed more emphasis on the Test
Years than on the MH long-term rate path projections, due to MH’s state of uncertainty,
significant placeholder cost estimates and unreliable cost estimates;

3. Areview of circumstances surrounding the current GRA indicates that there is increased
uncertainty and concerns with respect to the reliability of placeholder spending and
prudency of costs forecasts in the current MH GRA as compared to the last GRA,;

4. There is no justification for the 3.5% proposed rate increases solely in the Test Period
considering rate-setting metrics that the PUB has traditionally used to set electricity rates
for MH. Rate increases in the range of 1.0% to 1.5% for each Test Year would be indicated
with sole emphasis on the Test Period. Lower rate increases would be plausible with
consideration of more prudent cost control;

5. There are plausible alternative rate scenarios of 1.5% to 2.5% by placing emphasis on the
medium-term to 2035 and including more prudent cost control; and

6. The results of the Uncertainty Analysis should be evaluated with the understanding that
more prudent cost control (management action) would positively impact the
guantification of downside risks and indicated regulatory action in the event of financial
scenarios with negative financial circumstances.

6.1 The PUB’s Rate-Setting Role in This GRA Involves Assessing Forecast Reliability, Prudency
of Costs and the Reasonable Revenue Needs of MH

The PUB describes its role in rate-setting as'!é:

118 Order 101/23, pg. 23
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e Ensuring that MH’s forecasts are reasonably reliable;

e Ensuring that actual and projected MH costs incurred are necessary and prudent;

e Assessing the reasonable revenue needs of MH in the context of the overall general health
of MH;

e Determining appropriate allocation of costs between classes; and

e Setting just and reasonable rates in accordance with statutory objectives.

Sections 3.0, 4.0 and 5.0 of this Evidence concentrated on the reliability and prudency of MH’s
integrated strategic management framework and forecasts. This Section of the Evidence turns
toward assessing the revenue requirements of MH by considering the approach and metrics that
the PUB placed emphasis on in the last MH GRA. This includes narrowing the focus to plausible
rate scenarios that (i) include more prudent cost control than built into the MH forecasts, and (ii)
are consistent with the PUB rate-setting role and its rate-setting findings in Order 101/23.

6.2 MH’s Test Period Rate Proposals are a Product of the 3.5% Long-Term Rate Path in MH25
and the Targeted 21% Equity Ratio at the End of the Forecast Period

MH’s Test Period rate proposals (three 3.5% rate increases) are a product of the 3.5% long-term
rate path that is included in MH25 and the targeted 21% equity ratio at the end of the 20-year
financial forecast period.

MH Takes the Long-Term View in Proposing Rate Increases in this GRA

In the GRA filing, MH indicates that as it was embarking on another period of significant
investment in major capital assets it was necessary to re-examine its approach to financial health.
MH confirmed during the information request process that it takes a long-term view in proposing
rate increases in this GRA,

In general, MH’s approach in developing the 3.5% long-term rate path that is inherent in MH25
appears to be to!%:

1. Hold the debt ratio steady at 84% (16% equity ratio) by 2035 (the period of significant
investment in major capital expenditures) and to generate average net income of $150
million over the first 10-years of the forecast;

2. Strengthen the debt ratio to 79% (21% equity ratio) by 2045 (end of MH25 forecast
period) with movement towards the long standing 75% debt ratio target (25% equity ratio
target) over the forecast period; and

3. Attempting to achieve a capital coverage ratio of 1.0 or greater (cash flow coverage over
BOC).

119 Coalition/MH 1-19
120 Tab 2, pgs. 11 and 16, Coalition/MH I-8 a-g and Coalition/MH II-71a b
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The 3.5% Long-Term Rate Path in MH25 Targets a 21% Equity Ratio By 2045

The following table provides a summary of key financial metrics related to MH25%1, and adds
changes and averages over various period of time of the forecast.

Table 21

MH25 Financial Metrics ($ million) & Cumulative Rate Increases (%) = 3.5% Rate Path
1 2 3 4 5 6 7 8
EBITDA

Cumulative) Interest Capital

Rate Rate| Net Retained Net| Equity Coverage Coverage|
Year Increase Increase| Income Earnings Debt| Ratio Ratio Ratio|

2025 (64) 3,184 23,526 14% 1.62 0.87

2026 3.5% 3.5%| 218 3,402 23,639 15% 1.92 1.06

2027 3.5% 7.1%] 187 3,588 24,177 15% 1.91 0.91

2028 3.5% 10.9%| 127 3,716 24,723 15% 1.90 1.24

2029 3.5% 14.8% 168 3,884 25,766 15% 1.93 1.24

2030 3.5% 18.8% 220 4,104 27,353 16% 1.94 1.32

2031 3.5% 22.9% 166 4,270 28,502 15% 1.88 1.24

2032 3.5% 27.2% 113 4,383 29,246 16% 1.86 1.09

2033 3.5% 31.7% 47 4,430 29,778 16% 1.85 1.07

2034 3.5% 36.3% 73 4,503 30,309 16% 1.88 1.07

2035 3.5% 41.1%! 155 4,658 30,845 16% 1.95 1.12

2036 3.5% 46.0% 139 4,797 31,267 16% 1.95 1.11

2037 3.5% 51.1% 190 4,987 31,543 16% 2.00 1.14

2038 3.5% 56.4% 7 4,995 31,842 16% 1.94 1.02

2039 3.5% 61.9% 119 5,114 32,301 16% 2.04 1.10

2040 3.5% 67.5%! 219 5,333 32,517 17% 2.13 1.19

2041 3.5% 73.4% 314 5,647 32,693 17% 2.24 1.28

2042 2.0% 76.9% 386 6,033 32,701 18% 2.32 1.35

2043| 2.0% 80.4% 424 6,457 32,724 19% 2.39 1.39

2044 2.0% 84.0% 450 6,906 32,380 20% 2.44 1.42

2045 2.0% 87.7% 487 7,393 31,886 21% 2.52 1.45

Average 2026 to 2035 147 1.90 1.14

Change 2025 to 2035 41.1% 1,474 7,319 2%
Average 2036 to 2045 274 2.20 1.25
Change 2025 to 2045| 87.7% 4,209 8,360 7%

The key observations with respect to Table 21 are as follows:

1.

Cumulative rate increases are 41% in the first 10-years and 88% over the 20-year forecast
period of MH25.

Net income averages $147 million in the first 10-years and $274 million in the second
decade of MH25;

Retained earnings increase by $1.5 billion in the first 10-years and $4.2 billion over the
20-year forecast period of MH25. Retained earnings in 2045 are projected at $7.4 billion
or 2.6 times the current estimate of a 7-year drought of $2.9 billion;

Net debt increases $7.3 billion in the first 10-years and $8.4 billion over the 20-year
forecast period of MH25 as a result of the major capital project placeholders;

The equity ratio increases by 2% in the first 10-years and 7% over the 20-year forecast
period of MH25 to reach 21% by 2045. The prior long-standing MH target was a 25%
equity ratio;

121 Tab 3, Appendix 3.1

74



6. The EBITDA interest coverage ratio averages 1.90 in the first 10-years and 2.20 in the
second decade of MH25. The prior long-standing MH target was a 1.80 interest coverage
ratio; and

7. The capital coverage ratio averages 1.14 in the first 10-years and 1.25 in the second
decade of MH25. The prior long-standing MH target was a 1.20 capital coverage ratio.

The 3.5% long-term rate path in MH25 significantly strengthens MH’s financial metrics in the
second decade of the 20-year forecast.

It is clear that the 3.5% long-term rate path (and the corresponding proposed rate increases in
the Test Period) are a product of the targeted 21% equity ratio at the end of the 20-year forecast
period (2045). If the targeted equity ratio is changed to 15% in 2045, the long-term rate path
decreases from 3.5% to 3.16%'%2.

6.3 The PUB’s Decisions in the Last GRA Placed More Emphasis on the Test Years Than the
Long-Term Rate Path Projections Due to MH’s State of Uncertainty and Unreliable Cost
Estimates

The PUB's rate decisions in the last GRA (Order 101/23) placed more emphasis on the Test Years
than on the MH long-term rate path projections, due to MH’s state of uncertainty, significant
placeholder cost estimates and unreliable cost estimates'?3.

PUB Rate Determination Findings from Order 101/23 are Instructive for this GRA

There are a number of important PUB findings in Order 101/13 that flowed from the MH 2023/24
& 2024/25 GRA, that are instructive to assisting the PUB to carrying out its rate-setting
mandate/role in the current GRA. The key highlights of Order 101/13 in that respect, are
summarized in the following paragraphs.

The PUB Placed More Emphasis on Test Years than MH’s Long-Term Rate Path Projections

The PUB findings from Order 101/23 that related to the time period of the financial forecasts to
be emphasized in making rate determinations as a result of the uncertainty in MH’s operations,
are as follows:

1. Inreaching the rate determination, the PUB placed more emphasis on MH’s needs during
the test years than on the long-term rate projections. With MH’s state of uncertainty,
long-term projections (i) can serve as a useful guideline but should not always be
determinative, and (ii) provide a directional view that the PUB uses to periodically re-
adjust rates through GRAs%4;

122 pyg/MH I1-11 b
123 pyB Order 101/23, pg. 52
124 pyB Order 101/23, pg. 52
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2. Inthe medium to long-term, MH faces significant uncertainty surrounding electrification,
decentralization of the grid and other matters which is exacerbated by policy uncertainty.
The combination of short-term predictability and long-term uncertainty influenced the
PUB in its rate decision to place more emphasis on MH’s short-term financial needs and
progress towards prior financial target rather than the utilities proposed long-term rate
path'?>; and

3. The PUB found MH’s load scenario to be reasonably accurate in the short-term but that
there is (i) uncertainty concerning the long-term future of electricity in Manitoba, and (ii)
the fact that the Provincial Energy Roadmap and IRP had not yet been considered by the
PUB or tested in any proceeding before the PUB. The combination of short-term load
forecast reliability and long-term uncertainty influenced the PUB in placing more
emphasis on MH’s short-term financial needs during the test years rather than focusing
on a long-term rate path??°,

The PUB Evaluated a Number of Financial Metrics to Make its Rate Determinations

The PUB findings from Order 101/23 that related to the financial metrics to be evaluated in
making rate determinations, are as follows:

1. An exclusive focus on the test years would not result in a rate increase for either 2024
and 2025, however the PUB’s endorsement of a 25% equity ratio as a prudent long-term
target and a gradual paydown of the utilities debt justifies a modest rate increase'?’;

2. While the focus of all parties to the hearing was on MH’s equity ratio target, the PUB also
took into consideration MH’s other prior financial targets including interest coverage and
capital coverage. The PUB noted that the capital coverage ratio dips below the prior
target of 1.20 in all rate scenarios. Given the level of uncertainty in MH’s forecast, the
PUB did not consider this to be a sufficient reason to approve rate increases of more that
1.0% in each test year®?s;

3. Rate increases of 1.0% were adequate in light of MH’s risk profile and MH’s projected
retained earnings were more than the $2.4 billion estimated impact of a 7-year drought,
MH’s most significant risk'2®; and

4. The PUB directed MH to continue to provide all of the utility’s prior financial targets in
future financial forecasts as those targets provide valuable guideposts when assessing
the impact of different rate scenarios®°.

125 pUB Order 101/23, pgs. 73 and 74
126 pUB Order 101/23, pg. 80

127 pUB Oder 101/23, pg. 52

128 pUB Order 101/23, pg. 53

129 pUB Order 101/23, pgs. 53 and 54
130 pyUB Order 101/23, pg. 54
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The PUB Made Findings Related to Concerns on the Reliability of MH Forecasts

The PUB findings from Order 101/23 that related to concerns with respect to the reliability of
forecasts and how these findings were incorporated into its rate determinations, are as follows:

1. The PUB accepted MH’s forecasts of export prices during the test years, but found that
these forecasts were likely understated over the 20-year financial forecast, which was
factored into the lower approved rate increases'3?;

2. The PUB found that MH’s progress towards asset management maturity had been slow
to date and that top-down caps or placeholders for sustaining capital expenditures were
insufficient to justify increased spending in the future. The PUB noted the downside of
the combined top-down and bottom-up approach was a consistent overestimating of BOC
spending®3%; and

3. The PUB found that MH’s labour cost estimate for the test years was likely overstated,
which influenced the lower approved rate increases than requested. The PUB also found
that the planned SAP Core expenses were speculative and not well supported and a mere
placeholder that could not be construed as a reliable estimate during the test years or
thereafter!3,

The PUB Placed Emphasis on the Test Years Due to Uncertainty and Unreliable Cost Estimates

The PUB’s rate decisions in the last GRA (Order 101/23) placed more emphasis on the Test Years
than on the MH long-term rate path projections, due to MH’s state of uncertainty, significant
placeholder cost estimates and unreliable cost estimates.

In making its rate determinations in Order 101/23, MH relied on financial metrics that it has
traditionally used to set MH’s electricity rates, such as retained earnings, net debt, equity ratio,
interest coverage ratio and capital coverage ratio.

6.4 There is Increased Uncertainty, Concerns Over Reliability of Significant Placeholder
Spending and Prudency of Cost Forecasts in the Current GRA as Compared to the Last GRA

A review of circumstances surrounding the current GRA indicates that there is increased
uncertainty and concerns with respect to the reliability of placeholder spending and prudency of
costs forecasts in the current MH GRA as compared to the last GRA. MH’s current state of
uncertainty renders the 3.5% long-term rate path to be of limited reliability for rate-setting
purposes.

131 pUB Order 101/23, pg. 87
132 pUB Order 101/23, pgs. 101 and 102
133 pUB Order 101/23, pgs. 116 and 117
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An Incomplete ISMF Negatively Impacts MH’s Ability to Focus and Make Prudent Trade-offs

Sections 3.0, 4.0 and 5.0 of this Evidence have raised a number of concerns with respect to
uncertainty, reliability of significant placeholder spending and prudency of cost estimates.

In Section 3.0 of this Evidence, it was concluded that many aspects of the MH ISMF are
incomplete which negatively impacts its ability to determine areas of strategic focus, make
prudent trade-offs and achieve strategic synergies. The areas that support this conclusion are:

1. MH has no comprehensive strategy to manage key threats to ratepayer affordability of
major capital project expenditures, aging infrastructure and the energy transition;

2. The implementation of MH’s ERM Program has been significantly delayed and risk
tolerances and appetite have yet to be developed;

3. MH has no vision on how to further develop the Uncertainty Analysis to improve risk
management and for rate-setting purposes;

4. MH does not plan to achieve asset management competence until 2032 which puts in
guestion its commitment to prioritize BOC spending;

5. MH’s Debt Management Strategy is in a holding pattern pending an external review and
appears to be still relatively risk-averse to using higher levels of variable-rate debt;

6. There are substantial capital project placeholders (511.7 billion) in MH25 in early stages
of development that lack investment justifications; and

7. MH’s performance measurement system continues to be a work in progress.

Failure of MH to Make Prudent Expense Choices and Control O&A Cost Increases

In Section 4.0 of this Evidence, it was concluded that (i) MH has failed to make prudent choices
on day to day spending (O&A and BOC) in its updated financial forecast in order to address the
negative financial impacts of placeholder spending related to major capital projects, and (ii) the
$5.9 billion increase in O&A and BOC since the last MH GRA is not prudent for rate-setting
purposes, considering these negative financial impacts.

In Section 5.0 of this Evidence, it was concluded that MH O&A results for 2020 to 2025 and target
setting for the 2026 to 2028 Test Period does not demonstrate appropriate O&A cost control.
Regardless of the timeframe that is used to measure MH’s performance, even annual O&A cost
increases that are 2.1 to 2.5 times the even annual MB CPI do not demonstrate appropriate cost
control by MH.

The MH Long-Term Rate Path is of Limited Reliability for Rate-Setting Purposes

The above analysis casts doubt on the reasonableness, prudency and reliability of MH’s long-term
financial forecast and 3.5% rate path for rate-setting purposes.

The uncertainty and variability inherent in MH25 is much greater than in MH22 —in large part
due to the substantial increase in the major capital projects placeholder and movement of the
Proxy Development Plan forward in the financial forecast.
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Sensitivity analysis of a (i) 25% increase in capital expenditures, and (ii) a combined 25% increase
in major capital spending and a 10% increase in BOC - over the amounts included in MH25,
indicate the following impacts to the financial forecast in 2045134;

e A 25% increase in capital expenditures = $6.7 billion decrease in retained earnings and
17% decrease in the equity ratio by 2045; and

e A combined 25% increase in major capital spending and a 10% increase in BOC = $4.4
billion decrease in retained earnings and 12% decrease in the equity ratio by 2045.

In addition, the variability in financial outcomes related to these placeholders increases
substantially in the second decade of the financial forecast. The same sensitivity analysis
indicates the following much lower impacts to the financial forecast by 2035:

e A 25% increase in capital expenditures = $1.4 billion decrease in retained earnings and
5% decrease in the equity ratio by 2035; and

e A combined 25% increase in major capital spending and a 10% increase in BOC = $0.9
billion decrease in retained earnings and 3% decrease in the equity ratio by 2035.

In total, the results of this analysis demonstrate that there is increased uncertainty and concerns
with respect to the reliability of placeholder spending and prudency of costs forecasts in the
current MH GRA as compared to the last GRA. MH’s current state of uncertainty renders the
3.5% long-term rate path to be of limited reliability for rate-setting purposes.

6.5 There is No Justification for the 3.5% Proposed Rate Increases Placing Sole Emphasis on
the Test Period Based on Traditional Rate Setting Metrics

There is no justification for the 3.5% proposed rate increases placing sole emphasis on the Test
Period based on the rate-setting metrics that the PUB has traditionally used to set electricity rates
for MH. Rate increases in the range of 1.0% to 1.5% for each Test Year would be indicated with
sole emphasis on the Test Period and lower rate increases would be plausible considering more
prudent cost control.

Rate Increases of 1.0% to 1.5% in the Test Period Produce Reasonable Financial Metrics

The following table provides a summary of traditional rate setting metrics for the 3-year Test
Period based on the cost forecasts contained in MH25 (and without more prudent cost control)
and various levels of rate increases'*.

134 pUB/MH 1-20
135 Coalition/MH I-26 and Coalition/MH 11-82 a b
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Table 22

MH25 Financial Metrics ($ million) & Cumulative Rate Increases (%) = 0%, 1.0% and 1.5% Rate Scenarios

1 2 3 4 5 6 7 8
EBITDA
Cumulative Interest Capital
Rate Rate Net Retained Net| Equity Coverage Coverage
Year] Increase Increase Income  Earnings Debt Ratio Ratio Ratio
0% Rate Increases in Test Period:|
2025 (64) 3,184 23,526 14% 1.62 0.87
2026 0.0% 0.0%) 197 3,381 23,661 14% 1.90 1.03
2027| 0.0% 0.0%| 92 3,473 24,296 15% 1.82 0.79
2028] 0.0% 0.0% (48) 3,425 25,020 14% 1.72 0.99
Average 2026 to 2028| 80 1.81 0.94
Change 2025 to 2028] 0.0% 241 1,494 0%
1.0% Rate Increases in Test Period:|
2025 (64) 3,184 23,526 14% 1.62 0.87
2026 1.0% 1.0%| 203 3,387 23,655 14% 1.91 1.04
2027| 1.0% 2.0% 119 3,506 24,263 15% 1.85 0.82
2028} 1.0% 3.0%) 2 3,507 24,939 15% 1.77 1.06
Average 2026 to 2028| 108 1.84 0.97
Change 2025 to 2028} 3.0%| 323 1,413 1%
1.5% Rate Increases in Test Period:|
2025 (64) 3,184 23,526 14% 1.62 0.87
2026 1.5% 1.5%| 206 3,390 23,652 15% 1.91 1.04
2027| 1.5% 3.0% 132 3,522 24,247 15% 1.86 0.84
2028] 1.5% 4.6% 26 3,549 24,895 15% 1.80 1.10
Average 2026 to 2028| 121 1.86 0.99
Change 2025 to 2028 4.6%) 365 1,369 1%

The key observations with respect to Table 22, are as follows:

1. With no rate increases in the Test Period, MH forecasts average net income of $80
million, that the equity ratio would continue at its current level of 14%, that interest
coverage would average 1.81 and capital coverage would average 0.94;

2. With 1.0% rate increases in the Test Period, MH forecasts average net income of $108
million, that the equity ratio would improve to 15%, that interest coverage would average
1.84 and capital coverage would average 0.97; and

3. With 1.5% rate increases in the Test Period, MH forecasts average net income of $121
million, that the equity ratio would improve to 15%, that interest coverage would average
1.86 and capital coverage would average 0.99.

The above analysis demonstrates that 1.0% to 1.5% rate increases in each year of the Test Period
would be sufficient to achieve average net income of over $100 million, strengthen the equity
ratio by 1% and achieve EBITDA interest coverage that is in excess of MH’s prior 1.80 target.

The capital coverage from the 1.0% to 1.5% rate scenarios would be close to 1.00, meaning that
cash flow would be sufficient to cover BOC expenditures. Similar to the situation that existed at
the last MH GRA, the scenarios in the Test Period all exhibit lower levels of capital coverage than
the prior MH target of 1.20.
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Rate Increases of 1.0% to 1.5% Indicated Based on Sole Emphasis on Test Period

In summary, if the traditional PUB rate-setting financial metrics are considered and sole emphasis
is placed on the Test Period, the proposed 3.5% rate increases would not be justified. Rate
increases in the range of 1.0% to 1.5% for each Test Year would be indicated with sole emphasis
on the Test Period. This level of rate increases is not dissimilar to the level that the PUB approved
in the last GRA. Lower rate increases would be plausible with consideration of more prudent cost
control.

6.6 There are Plausible Alternative Rate Scenarios of 1.5% to 2.5% Placing Emphasis on the
Test Period and Medium Term to 2035 and Including More Prudent Cost Control

There are plausible alternative rate scenarios of 1.5% to 2.5% by placing emphasis on the Test
Period and medium-term to 2035 and including more prudent cost control. This conclusion is
based on the evaluation contained below.

There were 9 Alternative Rate Scenarios (CC1 to CC9) Requested in Information Requests

As part of the process of evaluating the MH proposed 3.5% rate increases in the Test Period, 9
alternative rate scenarios were requested as part of the Consumers Coalition information
requests'3®. These alternative rate scenarios are referred to as CC1 to CC9 for shorthand in this
Evidence and in the graphs and tables contained in Sections 6.0 and 7.0 of the Evidence.

The CC1 to CC9 alternative rate scenarios contain a mixture of goal seeking rate increases to
achieve a 20% equity ratio by 2045 (CC1 to CC5) and even annual rate increases over the 20-year
forecast period with the equity ratio floating to 2045 (CC6 to CC9). A degree of judgement and
trial and iteration is required to properly consider alternative rate scenarios and analyze the
changes in the various traditional rate-setting metrics.

Alternative Rate Scenarios (CC1 to CC9) Included More Prudent Cost Control on O&A and BOC

Alternative rate scenarios CC1 to CC9 all included more prudent cost control as a result of the
concerns in this Evidence with respect to the prudency of the $5.9 billion increase in O&A and
BOC expenditures in MH25 (Please see Sections 4.5 and 4.8 of this Evidence), and to evaluate the
rate impacts of more prudent cost control by MH. These alternative rate scenarios all included
assumptions that (i) O&A costs escalate at 2% each year over the 20-year forecast period
excluding SAP Core costs that are proposed to be deferred and amortized, and (ii) BOC
expenditures are 10% lower than those projected by MH in CEF25.

The following table summarizes the O&A and BOC assumptions contained in CC1 to CC9, MH25
and MH22.

136 Coalition/MH I-27 a to e and Coalition/MH 11-117
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Table 23

O&A and BOC CC1-CC9 vs MH25 vs MH22 ($ million's)

1 2 3 4 5 6
O&A O&A O&A| BOC BOC BOC|
Year CC1-cCco MH25 MH22 CC1-cCco MH25 MH22
2025 744 744 687 671 671 559
2026 778 800 683 700 777 617
2027 911 968 697 712 791 647
2028 789 851 711 641 711 722
2029 805 879 724 673 747 750
2030 821 908 736 678 752 788
2031] 853 948 739 698 775 827
2032 870 974 754 806 895 866
2033 888 1,000 769 829 920 905
2034 905 1,026 785 868 964 919
2035 923 1,054 800 920 1,021 933
Average 2026 to 2028 826 873 697 684 760 662
Average 2026 to 2035| 854 941 740 753 835 797

Table 23 demonstrates that the average O&A assumptions in CC1 to CC9 are in the middle of the
range between the O&A costs in MH22 from the last GRA and the substantial increases in O&A
forecast in MH25. CC1 to CC averages $854 million per year compared to a range of $740 (MH22)
to $941 million per year (MH25).

The BOC assumptions in CC1 to CC9 are lower than both MH22 and MH25 in the first decade of
the financial forecast. While the specified assumption included in CC1 to CC9 was a 10%
reduction to BOC to simulate better prioritization by MH, this could equally apply to deferral of
major capital spending which is concentrated in the first decade of MH25.

Alternative Rate Scenarios CC7 (1.5%) to CC9 (2.5%) Emphasize the 10-Year Period to 2035

The analysis that follows focuses on CC7 to CC9 with a range of even annual rate increases of
1.5% to 2.5% per year. These are plausible alternative rate scenarios to the MH 3.5% rate
proposal when emphasis is placed on the medium-term to 2035 and more prudent cost control
is considered.

The focus is on even annual rate increases to enable gradualism and rate stability for ratepayers
and to simplify the indefinite number of combinations that would otherwise result from
considering numerous combinations of varying rate increases each year.

The analysis also focuses on 3 time periods (i) the 3-year Test Period of 2026 to 2028, (ii) the 5-
year period of 2026 to 2030, and (iii) the 10-year period of 2026 to 2035. The focus on these 3
time periods which extend to the 10-year medium-term recognizes the PUB findings in the last
GRA with respect to placing more emphasis on the Test Years than the long-term rate projections
due to the uncertainty surrounding MH and the greater uncertainty that is present in the current
GRA.
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An Emphasis on the Medium Term Solves the Deficiencies of 20-Year Long-Term Rate Paths

In addition, the focus on the medium-term in the analysis solves for the inherent deficiencies of
20-year long-term rate paths and goal-seeking equity ratios at the end of the forecast period.

The 20-year long-term rate paths tend to provide more weight to the back end of the forecast
period in spite of the greater uncertainty of reliability of financial forecasts in the long-term as
compared to the short-term and medium-term.

The 20-year long-term rate paths also tend to result in excessive net income and retained
earnings levels well in excess of the impacts of a major drought by the end of the forecast period.
MH25 projects net income that averages $437 million per year between 2042 and 2045 and $7.4
billion of retained earnings by 2045 which is $4.5 billion higher than the impact of a 7-year
drought estimated at $2.9 billion.

In addition, equity ratios are usually very slow to improve as a 1% increase in the equity ratio for
an organization with a balance sheet the size of MH is significant. In contrast, the equity ratios
at the back-end of 20-year forecasts to improve quickly with each passing year. In MH25, the
equity ratio improves 1% in each successive year from 2042 to 2045. This is why MH has
decreased the rate path from 2042 to 2045 from 3.5% to 2.0%. (Please see Section 6.2 of this
Evidence).

Rate Scenario Analysis Analyzes Traditional Rate-Setting Metrics and Cumulative Rate Increase

The analysis that follows provides 6 traditional rate-setting financial metrics (i) net income, (ii)
retained earnings, (iii) net debt, (iv) equity ratio, (v) EBITDA interest coverage ratio, and (vi)
capital coverage ratio for MH25 and CC6, CC7 and CC8. The analysis also provides the cumulative
rate increase related to each rate scenario as a metric to assist with consideration of balancing
the financial health of MH with the rate impacts to ratepayers.

The tables below summarize the 6 traditional rate-setting financial metrics and the cumulative
rate increase metric for each of the rate scenarios.
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Metrics for MH25 = 3.5% Rate Path Without More Prudent Cost Control

Table 24

MH25 Financial Metrics ($ million) & Cumulative Rate Increases (%) = 3.5% Rate Path
1 2 3 4 5 6 7 8
EBITDA

Cumulative Interest Capital

Rate Rate Net Retained Net| Equity Coverage Coverage

Year| Increase Increase Income Earnings Debt Ratio Ratio Ratio

2025 (64) 3,184 23,526 14% 1.62 0.87

2026 3.5% 3.5% 218 3,402 23,639 15% 1.92 1.06

2027 3.5% 7.1% 187 3,588 24,177 15% 1.91 0.91

2028 3.5% 10.9% 127 3,716 24,723 15% 1.90 1.24

2029 3.5% 14.8% 168 3,884 25,766 15% 1.93 1.24

2030 3.5% 18.8%! 220 4,104 27,353 16% 1.94 1.32

2031 3.5% 22.9% 166 4,270 28,502 15% 1.88 1.24

2032 3.5% 27.2% 113 4,383 29,246 16% 1.86 1.09

2033 3.5% 31.7% 47 4,430 29,778 16% 1.85 1.07

2034 3.5% 36.3% 73 4,503 30,309 16% 1.88 1.07

2035 3.5% 41.1%) 155 4,658 30,845 16% 1.95 1.12

Average 2026 to 2028| 177 1.91 1.07
Change 2025 to 2028 10.9% 532 1,197 1%

Average 2026 to 2030 184 1.92 1.15
Change 2025 to 2030 18.8% 920 3,827 2%

Average 2026 to 2035 147 1.90 1.14
Change 2025 to 2035 41.1%) 1,474 7,319 2%

The key observations with respect to Table 24 are:

1.

MH25 results in cumulative rate increases of 10.9% in the Test Period, 18.8% to 2030 and
41.1% to 2035;

Net income in MH25 averages $177 million in the Test Period, $184 million between 2026
and 2030 and $147 million between 2026 and 2035;

Retained earnings in MH25 grow by $0.5 billion to $3.7 billion in the Test Period, by $0.9
billion to $4.1 billion in 2030 and by $1.5 billion to $4.7 billion in 2035;

Net debt in MH25 increases by $1.2 billion to $24.7 billion in the Test Period, by $3.8
billion to $27.4 billion in 2030 and by $7.3 billion to $30.8 billion in 2035;

The equity ratio in MH25 strengthens by 1% to 15% in 2028, by 2% to 16% to 2030 and
by 2% to 16% by 2035;

The EBITDA interest coverage ratio in MH25 averages 1.91 in the Test Period, 1.92
between 2026 and 2030 and 1.90 between 2026 and 2035; and

The capital coverage ratio in MH25 averages 1.07 in the Test Period, 1.15 between 2026
and 2030 and 1.14 between 2026 and 2035.

On an overall basis for the medium term to 2035, MH25 results in $4.7 billion retained earnings,
a 2% improvement in the equity ratio to 16%, an EBITDA interest coverage that averages 1.90
and capital coverage ratio that averages 1.14. Cumulative rate increases to 2035 in MH25 are

41%.
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Metrics for CC6 = 1.5% Rate Path with More Prudent Cost Control

Table 25

CC6 Financial Metrics ($ million) & Cumulative Rate Increases (%) = 1.5% Rate Path

1 2 3 4 5 6 7 8
EBITDA

Cumulative| Interest Capital

Rate Rate Net Retained Net Equity Coverage Coverage

Year| Increase Increase Income Earnings Debt Ratio Ratio Ratio

2025 (64) 3,184 23,526 14% 1.62 0.87

2026 1.5% 1.5% 230 3,414 23,548 15% 1.94 1.20

2027 1.5% 3.0% 198 3,612 24,002 15% 1.93 1.02

2028 1.5% 4.6%) 105 3,717 24,509 16% 1.88 1.33

2029 1.5% 6.1% 116 3,833 25,534 15% 1.88 1.29

2030 1.5% 7.7%)| 133 3,966 27,144 15% 1.86 1.32

2031 1.5% 9.3% 35 4,002 28,357 15% 1.76 1.18

2032] 1.5% 11.0%) (67) 3,935 29,201 15% 1.70 0.97

2033] 1.5% 12.7%)| (187) 3,747 29,892 14% 1.65 0.88

2034 1.5% 14.3%) (223) 3,524 30,639 13% 1.62 0.83

2035 1.5% 16.1%) (213) 3,311 31,461 12% 1.63 0.82

Average 2026 to 2028 178 1.92 1.18
Change 2025 to 2028| 4.6%) 533 983 2%

Average 2026 to 2030 156 1.90 1.23
Change 2025 to 2030 7.7%) 782 3,618 1%

Average 2026 to 2035 13 1.79 1.08
Change 2025 to 2035| 16.1%) 127 7,935 -2%

The key observations with respect to Table 25 are:

1.

CC6 results in cumulative rate increases of 4.6% in the Test Period, 7.7% to 2030 and
16.1% to 2035;

Net income in CC6 averages $178 million in the Test Period, $156 million between 2026
and 2030 and $13 million between 2026 and 2035;

Retained earnings in CC6, grow by $0.5 billion to $3.7 billion in the Test Period, by $0.8
billion to $4.0 billion in 2030 and by $0.1 billion to $3.3 billion in 2035;

Net debt in CC6 increases by $1.0 billion to $24.5 billion in the Test Period, by $3.6 billion
to $27.1 billion in 2030 and by $7.9 billion to $31.5 billion in 2035;

The equity ratio in CC6 strengthens by 2% to 16% in 2028, by 1% to 15% to 2030 and
weakens by 2% to 12% by 2035;

The EBITDA interest coverage ratio in CC6 averages 1.92 in the Test Period, 1.90 between
2026 and 2030 and 1.79 between 2026 and 2035; and

The capital coverage ratio in CC6 averages 1.18 in the Test Period, 1.23 between 2026
and 2030 and 1.08 between 2026 and 2035.

On an overall basis for the medium term to 2035, CC6 results in $3.3 billion retained earnings, a
2% weakening in the equity ratio to 12%, an EBITDA interest coverage that averages 1.79 and
capital coverage ratio that averages 1.08. Cumulative rate increases to 2035 in CC6 are 16%.
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Metrics for CC7 = 2.0% Rate Path with More Prudent Cost Control

Table 26

CC7 Financial Metrics ($ million) & Cumulative Rate Increases (%) = 2.0% Rate Path

1 2 3 4 5 6 7 8
EBITDA
Cumulative Interest Capital
Rate Rate Net Retained Net| Equity Coverage Coverage
Year] Increase Increase Income  Earnings Debt| Ratio Ratio Ratio|
2025 (64) 3,184 23,526 14% 1.62 0.87
2026 2.0% 2.0% 233 3,417 23,545 15% 1.94 1.20
2027 2.0% 4.0%) 212 3,629 23,986 15% 1.94 1.04
2028 2.0% 6.1%| 130 3,760 24,466 16% 1.91 137
2029 2.0% 8.2%) 152 3,912 25,455 16% 191 1.35
2030 2.0% 10.4%| 185 4,097 27,010 16% 1.91 1.40
2031 2.0% 12.6% 101 4,198 28,155 15% 1.82 1.28
2032 2.0% 14.9% 16 4,214 28,918 15% 1.78 1.07
2033 2.0% 17.2% (87) 4,127 29,506 15% 1.74 1.01
2034] 2.0% 19.5%, (104) 4,023 30,137 14% 1.73 0.96
2035 2.0% 21.9%) (71) 3,951 30,815 14% 1.76 0.98
Average 2026 to 2028| 192 1.93 1.20
Change 2025 to 2028 6.1% 576 940 2%
Average 2026 to 2030 182 1.92 1.27
Change 2025 to 2030 10.4%)| 913 3,484 2%
Average 2026 to 2035 77 1.84 1.17
Change 2025 to 2035 21.9%) 767 7,289 0%

The key observations with respect to Table 26 are:

1.

CC7 results in cumulative rate increases of 6.1% in the Test Period, 10.4% to 2030 and
21.9% to 2035;

Net income in CC7 averages $192 million in the Test Period, $182 million between 2026
and 2030 and $77 million between 2026 and 2035;

Retained earnings in CC7 grow by $0.6 billion to $3.8 billion in the Test Period, by $0.9
billion to $4.1 billion in 2030 and by $0.8 billion to $4.0 billion in 2035;

Net debt in CC7 increases by $0.9 billion to $24.5 billion in the Test Period, by $3.5 billion
to $27.0 billion in 2030 and by $7.3 billion to $30.8 billion in 2035;

The equity ratio in CC7 strengthens by 2% to 16% in 2028, by 2% to 16% to 2030 and is
consistent with the current position of 14% by 2035;

The EBITDA interest coverage ratio in CC7 averages 1.93 in the Test Period, 1.92 between
2026 and 2030 and 1.84 between 2026 and 2035; and

The capital coverage ratio in CC7 averages 1.20 in the Test Period, 1.27 between 2026
and 2030 and 1.17 between 2026 and 2035.

On an overall basis for the medium term to 2035, CC7 results in $4.0 billion retained earnings, a
constant equity ratio of 14%, an EBITDA interest coverage that averages 1.84 and capital
coverage ratio that averages 1.17. Cumulative rate increases to 2035 in CC7 are 22%.
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Metrics for CC8 = 2.5% Rate Path with More Prudent Cost Control

Table 27

CC8 Financial Metrics (S million) & Cumulative Rate Increases (%) = 2.5% Rate Path

1 2 3 4 5 6 7 8
EBITDA
Cumulative Interest Capital
Rate Rate Net Retained Net Equity Coverage Coverage
Year Increase Increase Income Earnings Debt| Ratio Ratio Ratio
2025 (64) 3,184 23,526 14% 1.62 0.87
2026 2.5% 2.5% 236 3,420 23,542 15% 1.94 1.20
2027, 2.5% 5.1%) 226 3,646 23,970 15% 1.96 1.06
2028 2.5% 7.7%)| 155 3,801 24,424 16% 1.93 1.41
2029 2.5% 10.4% 190 3,991 25,377 16% 1.95 1.40
2030 2.5% 13.1%) 237 4,229 26,885 16% 1.96 1.48
2031 2.5% 16.0% 168 4,397 27,968 16% 1.89 1.37
2032 2.5% 18.9% 101 4,498 28,649 16% 1.86 1.17
2033 2.5% 21.8%| 16 4,513 29,136 16% 1.83 1.13
2034 2.5% 24.9% 20 4,534 29,645 16% 1.84 1.10
2035 2.5% 28.0%) 76 4,610 30,181 16% 1.89 1.13
Average 2026 to 2028 206 1.94 1.22
Change 2025 to 2028 7.7%) 617 898 2%
Average 2026 to 2030 209 1.95 1.31
Change 2025 to 2030 13.1%) 1,045 3,359 2%
Average 2026 to 2035 143 1.91 1.25
Change 2025 to 2035 28.0%) 1,426 6,655 2%

The key observations with respect to Table 27 are:

1.

CC8 results in cumulative rate increases of 7.7% in the Test Period, 13.1% to 2030 and
28.0% to 2035;

Net income in CC8 averages $206 million in the Test Period, $209 million between 2026
and 2030 and $143 million between 2026 and 2035;

Retained earnings in CC8 grow by $0.6 billion to $3.8 billion in the Test Period, by $1.0
billion to $4.2 billion in 2030 and by $1.4 billion to $4.6 billion in 2035;

Net debt in CC8 increases by $0.9 billion to $24.4 billion in the Test Period, by $3.4 billion
to $26.9 billion in 2030 and by $6.7 billion to $30.2 billion in 2035;

The equity ratio in CC8 strengthens by 2% to 16% in 2028, by 2% to 16% to 2030 and by
2% to 16% by 2035;

The EBITDA interest coverage ratio in CC8 averages 1.94 in the Test Period, 1.95 between
2026 and 2030 and 1.91 between 2026 and 2035; and

The capital coverage ratio in CC8 averages 1.22 in the Test Period, 1.31 between 2026
and 2030 and 1.25 between 2026 and 2035.

On an overall basis for the medium term to 2035, CC8 results in $4.6 billion retained earnings, a
strengthening of the equity ratio to 16%, an EBITDA interest coverage that averages 1.91 and
capital coverage ratio that averages 1.25. Cumulative rate increases to 2035 in CC8 are 28%.
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Sections 7.2 to 7.5 of this Evidence analyse the metrics outlined above and provides a rate
recommendation to the PUB, considering balancing the impacts to ratepayers with the financial
health of MH.

6.7 Inclusion of Prudent Cost Control in the Uncertainty Analysis Would Significantly
Positively Impact Quantification of Downside Risks and Indicated Regulatory Action

The results of the Uncertainty Analysis should be evaluated with the understanding that more
prudent cost control by MH (management action) would significantly positively impact the
quantification of downside risks and indicated regulatory action in the event of financial scenarios
with negative financial circumstances.

The Uncertainty Analysis in this GRA Provides 1,008 Discrete Financial Projections

As was noted in Section 3.4 of this Evidence, the MH Uncertainty Analysis is a financial tool that
can develop multiple discrete financial projections by varying key financial forecast assumptions
that significantly impact MH, allowing for comparison of key financial metrics such as netincome,
retained earnings and equity ratio.

In this GRA filing, MH provides an Uncertainty Analysis that is limited to three mutually
independent variables (112 water flow cases, 3 export prices cases of reference, low and high
and 3 interest rate cases of consensus, low and high) with a total of 1,008 (112 * 3 * 3 = 1,008)
discrete financial projections®¥”’.

Approach #1 Summarizes Variation in Financial Metrics to 2035 Assuming a 3.5% Rate Path

Approach #1 to the Uncertainty Analysis, assumes a 3.5% rate path in all financial projections.
The variation in a number of financial metrics (net income, retained earnings, net debt, debt
ratio, EBIT interest coverage ratio and capital coverage ratio) are summarized graphically using a
box plot for 2027 to 2035.

MH provides the box plot for each financial metric as well as associated observations and
provides data tables of various financial metrics from 2027 to 2035 for the 1,008 financial
projections.38

MH provides data tables for projected retained earnings and the debt ratio at 2035, with the data
points for retained earnings in 2035 — and data points for the debt ratio in 2035 as follows3?:

e Median (P50) retained earnings = $5.0 billion and Median debt ratio (P50) = 83%,

137 Tab 3, Appendix 3.2, pgs. 4 and 14
138 Tab 3, Appendix 3.2, pgs. 15 to 26
139 Tab 3, Appendix 3.2, pgs. 24 and 25

88



e Lower Quartile retained earnings (P25) = $3.7 billion and Upper Quartile debt ratio (P75)

= 87%,

e Lower Whisker (P05) retained earnings = $2.1 billion and Upper Whisker (P95) debt ratio
=91% and

e Lower Extreme (P0O1) retained earnings = $0.7 billion and Upper Extreme (P100) debt
ratio = 95%.

The retained earnings in the lower quartile, whisker and extreme and debt ratio in the upper
guartile, whisker and extreme can be viewed as a measure of the downside risk associated with
the financial projections with weaker financial outcomes.

MH notes that the debt ratio (i) does not exceed 85% in 52% of the financial projections, (ii) does
not exceed 87% in 76% of the financial projections, and (iii) exceeds 90% in 8% of the financial
projections40,

Approach #2 Varies the Rate Path to Produce $4.7 Billion of Retained Earnings (84% Debt Ratio)

In Approach #2 to the Uncertainty Analysis, MH assumes that perfect foresight is known over the
10-year period of the analysis and that the multi-year even annual rate path is adjusted such that
the utility earns on average $150 million per year and the retained earnings reach $4.7 billion
which results in a debt ratio of 84% (equity ratio of 16%) by 2035. The resulting range of
projected 10-year rate paths is summarized as follows#!:

e Median (P50) rate path = 3.5%;

e Upper Quartile (P75) rate path = 4.3%;

e Upper Whisker (P95) rate path = 5.3%; and
e Upper Extreme (P100) rate path = 6.0%.

The upper quartile, whisker and extreme can be viewed as a measure of the risk that rate
increases in excess of 3.5% would be required in the financial projections with weaker financial
outcomes.

In the information request process, MH was requested to adjust Approach #2 such that the utility
earns on average $120 million per year and the retained earnings reach $4.4 billion which results
in a debt ratio of 85% (equity ratio of 15%) by 2035. The resulting range of projected 10-year
rate paths is summarized as follows4?:

e Median (P50) rate path = 3.0%;
e Upper Quartile (P75) rate path = 4.0%;
e Upper Whisker (P95) rate path = 5.1%; and

140 Tab 3, Appendix 3.2, pg. 19
141 Tab 3, Appendix 3.2, pg. 26
142 Coalition/MH 1-28 m
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e Upper Extreme (P100) rate path = 5.9%.
Prudent Cost Control Would Positively Impact the Downside Financial Risks

MH was asked to confirm the results from Approach #1 of the Uncertainty Analysis that includes
the equity ratio instead of the debt ratio. The prior target of MH was for an equity ratio target
and not a debt ratio target. An equity ratio target is conceptually easier to understand as it is
geared towards moving upward towards a targeted level of equity ratio than moving down below
a targeted level of the debt ratio. Unfortunately, MH refused to provide this information and
simply noted that the equity ratio was the inverse of the debt ratio43.

Assuming that the equity ratio was the inverse of the debt ratio, the results of Approach #1 based
on a 3.5% rate path, can be adjusted as follows to include both the retained earnings and equity
ratio with lower levels of each metric assisting with identifying downside risk:

e Maedian (P50) = $5.0 billion and 17%;

e Lower Quartile (P25) = $3.7 billion and 13%;

e Lower Whisker (P05) = $2.1 billion and 9%; and
e Lower Extreme (PO1) = S0.7 billion and 5%.

At the 3.5% rate path, without the additional cost control included in CC1 to CC9, the Uncertainty
Analysis results appear to indicate that in 75% of the financial scenarios that retained earnings
are $3.7 billion (or a 13% equity ratio) or $0.8 billion higher that the impact of a 7-year drought
of $2.9 billion. Further, in only 5% of the financial scenarios are the retained earning lower than
$2.1 billion (or a 9% equity ratio). For comparison purposes, the MH equity ratio is forecast at
14% for 2025.

In addition, the results of Approach #1 are such that the equity ratio, without the additional cost
control included in CC1 to CC9:

e Exceeds 15% in 52% of the financial projections
e Exceeds 13% in 76% of the financial projections and;
e Exceeds 10% in 92% of the financial projections.

It is noted from the analysis provided in Section 6.6 of this Evidence that CC8 at a 2.5% rate path,
which includes more prudent cost control, results in a similar level of retained earnings ($4.6
billion) and equity ratio (16%) in 2035. This appears to suggest that the additional cost control in
CC1 to CC9 would serve to reduce the indicated rate increases by at least 1.0%.

The more prudent cost control contained in CC1 to CC9 can be thought of as a form of a proxy
for management action. The inference is that if more prudent cost control was included in the
Uncertainty Analysis that the downside risks (lower quartile) related to levels of retained earnings

143 Coalition/MH I-28 i j k|
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and equity ratios in the event of negative financial circumstances would be much improved from
that presented by MH in the Uncertainty Analysis.

Prudent Cost Control Would Positively Impact Indicated Regulatory Action (Rate Increases)

The results of Approach #2 of the Uncertainty Analysis appears to demonstrate that the upper
quartile (P75) rate paths would range between 4.0% and 4.3%, when targeting a strengthening
of 1% to 2% in the equity ratio by 2035. The upper quartile can be though of as a proxy for
regulatory action in the event of negative financial circumstances.

An inference can be drawn such that when prudent cost control is included, the upper quartile
rate paths would be much lower than the 4.0% to 4.3% range from Approach #2 of the
Uncertainty Analysis that was presented by MH.

It is also noted that care should be exercised in focusing on lower whiskers and lower extremes
contained in the Uncertainty Analysis. Setting rates based on these extremes would not be
consistent with balancing the interests of ratepayers with the financial health of MH.

The conclusion from this analysis is that the results of the Uncertainty Analysis should be
evaluated with the understanding that more prudent cost control by MH (management action)
would positively impact the quantification of downside risks and indicated regulatory action in
the event of financial scenarios with negative financial circumstances.
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7.0 A Balanced Rate Increase of 2.25% In Each of the Test Years is Recommended Placing
Emphasis on the Medium Term to 2035 and More Prudent Cost Control by MH

The PUB describes its rate-setting mandate as balancing two concerns: (i) the interests of MH’s
ratepayers, and (ii) the financial health of MH. This Section of the Evidence provides
recommendations to the PUB with respect to balanced rate increases in the Test Period and other
revenue requirement matters.

The conclusion from this Section of the Evidence is that a balanced rate increase of 2.25% in each
of the Test Years is recommended by placing emphasis on the medium term to 2035 and more
prudent cost control. This conclusion is based on the following evaluation:

1. The traditional PUB rate-setting metrics (net income, retained earnings, net debt, equity
ratio, interest coverage ratio and capital coverage ratio) and the cumulative rate increases
to ratepayers (collectively referred to as the “metrics”) have been analyzed in order to
provide balanced rate recommendations to the PUB;

2. If emphasis is placed solely on the Test Period and using the metrics to 2030 as an
appropriate measure, then rate increases of no greater than 1.5% per Test Year are
indicated.

3. If emphasisis placed on the medium term and using the metrics to 2035 as an appropriate
measure, then rate increases of between 2.0% and 2.5% per Test Year are indicated;

4. A balanced rate increase of 2.25% in each of the Test Years is recommended by placing
emphasis on the medium term to 2035, more prudent cost control and a fairer balancing
of the impacts to ratepayers;

5. Itis recommended that the PUB grant final approval of the JKDA Preferred Distributions
Deferral Account and proposed amortization period of 106 years;

6. It is recommended that (i) the PUB provide interim approval of the SAP Core Deferral
Account in this GRA, (ii) set an upper limit of the amount that can be deferred without
additional PUB approval, and (iii) that the final approval of this RDA be considered in a
separate regulatory proceeding, with intervenor participation; and

7. lItis recommended that the PUB not approve the proposed Small-Scale Cloud Computing
Arrangements regulatory deferral account, as the materiality of the net deferral amount
and benefits of special treatment of these costs through an RDA do not outweigh the
concerns related to less regulatory scrutiny.
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7.1 The PUB’s Mandate is to Balance the Interests of Ratepayers and the Financial Health of
MH for Rate Increases with an NPV of $4.5 Billion

The PUB describes its rate-setting mandate as setting electricity rates for MH that are just and
reasonable, and in doing so, it must balance two concerns (i) the interests of MH’s ratepayers
and (ii) the financial health of MH%4:

As such, balancing the interests of ratepayers with MH’s financial health involves judgement and
consideration of the prudence of expenditures and long-established regulatory principles of rate
stability, rate predictability and intergenerational equity.

A commonly used framework for assessing the reasonableness of rate proposals in the context
of public utility rate-regulation is to consider proposals from three perspectives#°:

1. Revenue-related attributes of ratemaking of revenue sufficiency, rate stability and rate
predictability;

2. Cost-related attributes of ratemaking of cost-causation, fairness, equity and efficiency;
and

3. Practical-related attributes of ratemaking of practicality, administrative simplicity, and
general acceptance.

The rate increases that are approved by the PUB do not only generate additional revenues in the
Test Period or the 20-year financial forecast period, but rather form part of MH revenues in
perpetuity. There is also a compounding effect on each subsequent rate increase.

MH’s three proposed 3.5% rate increases in the Test Period represent cumulative rate increases
of 10.9% or approximately $223 million on an annualized basis. The net present value (NPV) of
these three rate increases to customers in perpetuity is approximately $4.5 billion*¢, assuming
a social discount rate of 5%.

While the additional revenues sought in this rate application are important to MH’s financial
health over time — they are also important to the finances of ratepayers and the economy of
Manitoba over time. Ratepayers have an opportunity cost of funds (paying down debt or
investing) that they use to pay higher utility rates.

144 Order 101/23, pg. 23

145 James C. Bonbright et al, Principles of Public Utility Rates, 2" Edition, Public Utilities Reports, Inc. (1988), pgs.
383 to 384

146 $223 million / .05 = $4.460 billion
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7.2 The Traditional PUB Rate-Setting Metrics and Cumulative Rate Increases to Ratepayers
Have Been Analyzed to Provide Balanced Rate Recommendations to the PUB

In this Section of the Evidence, the traditional PUB rate-setting metrics (net income, retained
earnings, net debt, equity ratio, interest coverage ratio and capital coverage ratio) and the
cumulative rate increases to ratepayers have been analyzed in order to provide balanced rate
recommendations to the PUB.

The following graphs summarize the various metrics for each of the rate scenarios that were
outlined in Section 6.6 of this Evidence and are further analyzed in the Sections below.
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Graph 12
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Graph 15
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7.3 If Emphasis is Placed on the Test Period and Using Metrics to 2030 Then Rate Increases of
No Greater Than 1.5% Per Test Year Are Indicated

If emphasis is placed on the Test Period and using the metrics to 2030 as an appropriate measure,
then rate increases of no greater than 1.5% per Test Year are indicated.

CC6 (1.5%) Metrics to 2030 are Compared as a Measure of the Test Period

The table in Section 6.4 (MH25 rate scenarios without prudent cost control) and graphs in Section
7.2 of this Evidence demonstrate that the various rate scenarios show little in the way of
differentiation in the Test Period from 2026 to 2028 and as a result, little basis on which to make
rate recommendations to the PUB. This situation appears to result from the fact that MH has
requested that each of the three rate increases be made effective at the start of the 4" quarter
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in each of the Test Years (January 1 of each year). As such, the annualized impact of the
respective rate increase scenarios are not readily apparent in the Test Period.

To adjusted for this circumstance, the impacts of each rate scenario for the 5-year period from
2026 to 2030 (the Test period plus 2 additional years) are analyzing as an appropriate measure
of the performance of the indicated rate increases if emphasis is placed on the Test Period.

The following Table provides a comparison of the metrics associated with MH25 and CC6 for the
5-year period from 2026 to 2030.

Table 28

Comparison of MH25 vs CC6 to 2030

1 2

MH25 CCé6

Annual Rate Increase = 2026 to 2030 3.5% 1.5%
Cumulative Rate Increase = 2026 to 2030 18.8% 7.7%
Average Net Income = 2026 to 2030 ($ millions) S 184 156
Retained Earnings = 2030 ($ millions) S 4,104 3,966
Net Debt Increase - 2026 to 2030 ($ million) S 3,827 3,618

Equity Ratio = 2030 16% 15%
Average EBITDA Interest Coverage Ratio = 2026 to 2030 1.92 1.90
Average Capital Coverage Ratio = 2026 to 2030 1.15 1.23

Overall, the financial metrics of 1.5% rate increases from 2026 to 2030 are reasonably consistent
with MH25 as a result of the added cost containment assumed in CC6. The cumulative rate
increases to ratepayers of 7.7% are well below the 11.5% projected rate of MB CPl and 11% lower
than MH25.

The specific considerations that support the conclusion that 1.5% rate increases (CC6) are
indicated if emphasis is placed on the Test Period using the metrics to 2030 as an appropriate
measure (Table 28 above), are as follows:

1. Netincome averages $156 million from 2026 to 2030 - which is somewhat lower than the
MH25 average net income of $184 million, but when combined with additional cost
control does not materially impact retained earnings;

2. Retained earnings in 2030 is $4.0 billion or $1.1 billion higher than the impact of a 7-year
major drought ($2.9 billion) - and is slightly lower than MH25 retained earnings of $4.1
billion;
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3. Net debt increases by $3.6 billion from 2026 to 2030 which is less that the $3.8 billion of
placeholder major capital project expenditures assumed in CEF25 — and is consistent with
the $3.8 billion increase in net debt in MH25;

4. The equity ratio strengthens by 1% to 15% by 2030 — compared to a 2% strengthening to
2030 in MH25;

5. The EBITDA interest coverage ratio averages 1.90 from 2026 to 2030 which is above the
1.80 prior target of MH — as compared to an average of 1.92 in MH25;

6. The capital coverage ratio averages 1.23 from 2026 to 2030 which is above the 1.20 prior
target of MH — as compared to an average of 1.15 in MH25; and

7. The cumulative rate increase to 2030 is 7.7% as compared to projected MB CPI of
11.5%'%. This compares to MH25 with 18.8% cumulative rate increases that are well in
excess of MB CPI of 11.5%.

Rate Increases of 1.5% are Indicated if Emphasis is Placed on the Metrics to 2030

The conclusion is that if emphasis is placed on the Test Period and using the metrics to 2030 as
an appropriate measure, then rate increases of no greater than 1.5% per Test Year are indicated.

7.4 If Emphasis is Placed on the Medium Term to 2035 Then Rate Increases of Between 2.0%
and 2.5% Per Test Year Are Indicated

If emphasis is placed on the Medium Term and using the metrics to 2035 as an appropriate
measure, then rate increases of between 2.0% and 2.5% per Test Year are indicated.

CC7 (2.0%) and CC8 (2.5%) Metrics to 2035 are Used as a Measure of the Medium Term

The following Table provides a comparison of the metrics associated with MH25, CC7 and CC8
for the 10-year period from 2026 to 2035.

1471.022 to the power of 5 = 1.1149 = 11.5% rounded and expressed as a %
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Table 29

Comparison of MH25 vs CC7 and CC8 to 2035

1 2 3

MH25| CcCc7 CC8

Annual Rate Increase = 2026 to 2035 3.5%) 2.0% 2.5%
Cumulative Rate Increase = 2026 to 2035 41.1% 21.9% 28.0%
Average Net Income = 2026 to 2035 ($ millions) S 147 1S 77 S 143
Retained Earnings = 2035 ($ millions) S 4,658 1S 3951 S 4,610
Net Debt Increase - 2026 to 2035 ($ millions) S 7,319) s 7,289 S 6,655

Equity Ratio = 2035 16% 14% 16%
Average EBITDA Interest Coverage Ratio = 2026 to 2035 1.90 1.84 1.91
Average Capital Coverage Ratio = 2026 to 2035 1.14 1.17 1.25

Overall, the financial metrics of between 2.0% to 2.5% rate increases from 2026 to 2035 are
reasonably consistent with MH25 at the high end of the range as a result of the added cost
containment assumed in CC8 that offsets the lower rate increases. They are marginally lower at
the low end of the range as the added cost containment in CC7 is more than offset by the lower
rate increases.

The financial metrics in CC7 and CC8 are realistic considering the substantial placeholder capital
spending in the first 10-year of CEF25. It is more than likely for financial metrics to weaken and
associated targets to be relaxed during a period of major capital investment than for financial
metrics associate targets to strengthen. The cumulative rate increases to ratepayers of this range
of rate increases are reasonably consistent with MB CPI of 24.3% — and 13% to 19% lower than
MH?25.

The specific considerations that support the conclusion that rate increases of between 2.0% (CC7)
and 2.5% (CC8) are indicated if emphasis is placed on the medium-term using the metrics to 2035
as an appropriate measure, are as follows:

1. Net income averages between $77 million and $143 million from 2026 to 2035 - and is
lower than the MH25 average net income of $147 million;

2. Retained earnings in 2035 is between $4.0 billion and $4.6 billion or $1.1 billion to $1.7
billion higher than the impact of a 7-year major drought ($2.9 billion) - and are lower than
MH25 retained earnings of $4.7 billion;

3. Netdebt increases by between $6.7 billion to $7.3 billion from 2026 to 2035 which is less
that the $7.5 billion of placeholder major capital project expenditures assumed in CEF25
— and is consistent with or less than the $7.3 billion increase in net debt in MH25;
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4. The equity ratio ranges between 14% to 16% by 2030 which is consistent with the current
equity ratio at the low end of the range and a 2% strengthening at the high end —
compared to 16% by 2035 in MH25;

5. The EBITDA interest coverage ratio average ranges from 1.84 to 1.91 from 2026 to 2035
which is above the 1.80 prior target of MH —as compared to an average of 1.90 in MH25;

6. The capital coverage ratio average ranges from 1.17 to 1.25 from 2026 to 2035 which is
either close to or above the 1.20 prior target of MH — as compared to an average of 1.14
in MH25; and

7. The cumulative rate increase to 2035 is between 21.9% and 28.0% as compared to
projected MB CPI of 24.3%'*. This compares to MH25 with 41.1% cumulative rate
increases that are significantly in excess of MB CPI of 24.3%.

Rate Increases of 2.0% to 2.5% are Indicated if Emphasis is Placed on the Metrics to 2035

The conclusion is that if emphasis is placed on the Medium Term and using the metrics to 2035
as an appropriate measure, then rate increases of between 2.0% and 2.5% per Test Year are
indicated.

7.5 A Balanced Rate Increase of 2.25% in Each of the Test Years is Recommended by Placing
Emphasis on the Medium Term to 2035 and More Prudent Cost Control

Based on the analysis and conclusions in this evidence, a balanced rate increase of 2.25% in each
of the Test Years is recommended by placing emphasis on the Medium Term to 2035, more
prudent cost control and a fairer balancing of the impacts to ratepayers.

The considerations that support this recommendation are outlined below.
Selection of the Midpoint of the Indicated Range is Balanced and Practical

The provision of a rate recommendation inherently involves exercising judgement on multiple
complex variables and relying on financial projections that are subjective and can vary
significantly. Providing a rate recommendation based on the midpoint (2.25%) of the 2.0% to
2.5% indicated range is balanced and practical under these circumstances.

Emphasis on the Medium Term to 2035 Appropriately Considers MH’s State of Uncertainty

Providing a rate recommendation that emphasizes the medium term to 2035 and includes more
prudent control of controllable costs (O&A and BOC) recognizes the inherent uncertainty in MH’s
operations and the limited reliability of MH’s long-term rate path. The medium term to 2035

148 1,022 to the power of 10 = 1.2431 = 24.3% rounded and expressed as a %
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aligns with the term of MH’s Uncertainty Analysis that encompasses the projected period of
investment in major capital and the next 3 MH GRAs%,

MH’s operational circumstances can be summarized as volatile, uncertain, complex and
ambiguous (VUCA). MH’s approach in the face of VUCA is to project the imposition of above
inflation rate increases over a prolonged period of time through a 20-year 3.5% long-term rate
path that results in cumulative rate increases of 88%. This approach relies on the compounding
impact of cumulative rate increases over time (regulatory action) that tend to produce
exaggerated and unrealistic financial metrics at the back-end of the forecasts period in terms of
substantial levels of net income (over $400 million), retained earnings $4.5 billion higher than
the impact of a 7-year drought and equity ratios that are strengthening by 1% year after year.

A more effective approach to deal with VUCA is to use strategy (focus, trade-offs and synergistic
fit), a robust integrated strategic management framework (risk management, asset
management, debt management and performance measurement) and cost containment
(management action).

The use of strategy, ISMF and cost containment is also a more realistic approach to deal with
VUCA and the financial impacts of the placeholder major capital spending. It is more effective
for rate-setting purposes to place emphasis on the period of placeholder major capital spending
of the next 10-years than to project the recovery thereafter to the end of the 20-year forecast
period. As noted earlier, it is more than likely for financial metrics to weaken and associated
targets to be relaxed during a period of major capital investment than for financial metrics
associate targets to strengthen. In the period of major capital spending prudent management is
crucial.

This is a more balanced approach that relies on the compounding impacts of prudent
management and more moderate rate increases to ratepayers closer to the levels of inflation.
The 2.25% rate recommendation is more reflective of this approach than the MH 3.5% long-term
rate path to 2045.

Consistency with the PUB Financial Metrics and Analytical Framework Used in the Last GRA

The 2.25% rate recommendation recognizes the financial metrics that the PUB has traditionally
used as guideposts to set electricity rates in Manitoba and is consistent with the analytical
framework applied by the PUB in the last GRA decision. The financial metrics are outlined in the
Table below.

149 Coalition/MH 1-28 b
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Table 30

Comparison of CC7 and CC8 to 2035

1 2 3

(1+2)/2

I CC7 and CC8

cc7 ccs| Midpoint

Annual Rate Increase = 2026 to 2035 2.0% 2.5% 2.25%
Cumulative Rate Increase = 2026 to 2035 21.9% 28.0% 25.0%
Average Net Income = 2026 to 2035 ($ millions) S 77 S 143]1S 110
Retained Earnings = 2035 ($ millions) S 3,951 S 4,610) S 4,281
Net Debt Increase - 2026 to 2035 (S millions) S 7,289 S 6,655 | $ 6,972

Equity Ratio = 2035 14% 16% 15%
Average EBITDA Interest Coverage Ratio = 2026 to 2035 1.84 1.91 1.88
Average Capital Coverage Ratio = 2026 to 2035 1.17 1.25 1.21

As noted above, the balanced 2.25% rate recommendation is based on the midpoint of CC7 and
CC8 with the associated financial metrics being outlined in column 3 of the above Table as the
simple average of these two financial scenarios.

The average level of net income of $110 million per year results in projected growth in retained
earnings of $1.1 billion by 2035 from current levels of $3.2 billion to $4.3 billion. The projected
equity ratio by 2035 moderately strengthens by 1% to 15% from the current level of 14%. The
$4.3 billion of projected retained earnings is $1.4 billion in excess of the estimated $2.9 billion

impact of a 7-year drought.

The average EBITDA interest coverage ratio is 1.88 which is above the prior MH target of 1.80
and the average capital coverage ratio is 1.21 which is consistent with the prior MH target of

1.20.

With respect to capital coverage it is noted that the sustaining and operations support portion of
BOC to 2035 represents about 74% (56.218 billion / $8.353 billion) of BOC in CEF25 and the
growth & capacity portion of BOC is 26% ($2.135 billion / $8.353 billion) (Please see Section 4.6
of this Evidence). MH asserts that the self-supporting concept as it relates to credit rating agency
analysis means that a utility is able to meet its maintenance capital expenditures through
internally generated funds®°. If the growth & capacity BOC expenditures were removed from
the capital coverage ratio calculation as they are revenue generating and not generally
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considered to be maintenance capital, then the ratio would significantly improve to average 1.53
in the 10-year period to 20351,

Net debt is projected to increase by $7.0 billion which is $0.5 billion lower that the placeholder
major capital expenditures of $7.5 billion indicating that cash flow is more than sufficient to cover
BOC and other investing activities over the 10-year period.

Cumulative Rate Increases that are Fairer to Ratepayers

The 2.25% rate recommendation assists the PUB its mandate to balance the impact on ratepayers
with the financial health of MH. The cumulative rate increase is used as metric in this Evidence
to represent the impact to ratepayers. The financial health of MH is represented by the financial
metrics described above.

The midpoint of the cumulative rate increase to ratepayers between 2026 and 2035 under the
2.25% rate recommendation is 25.0%. This level of cumulative rate increase is consistent with
the cumulative projected MB CPI of 24.3% for that time period.

While not determinative to the recommended 2.25% rate increases, cumulative rate increases
that are consistent with the level of inflation can be considered to be congruent with the
practical-related attribute of ratemaking of general acceptance.

7.6 It is Recommended That the PUB Grant Final Approval of the JKDA Preferred Distributions
Deferral Account & Proposed Amortization Period of 106 Years

It is recommended that the PUB grant final approval of the JKDA Preferred Distributions Deferral
Account and proposed amortization period of 106 years.

JKDA Preferred Distributions RDA is Consistent with Rate Stability & Intergenerational Equity

MH is requesting final approval of the JKDA Preferred Distributions Deferral Account approved
by the PUB on an interim basis in Order 60/24, including revaluation adjustments related to the
preferred distribution obligation being included in the RDA and a proposed amortization period
of 106 years.

MH has explained that the cost of the preferred distributions were not eligible for capitalization
as part of the Keeyask generating station or as a separate intangible asset as these costs were
not directly attributable to bringing the Keeyask generating station into service under IFRS.

MH indicates that the establishment of this RDA helps smooth the impacts of rate increases and
mitigates the rate impact on current customers resulting from establishment of the preferred
distribution obligation as well as associated revaluation adjustments, which could create net
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income volatility. The proposed amortization period of the RDA of 106 years represents the
updated weighted average life of the Keeyask assets based on the 2024 depreciation study°2.

MH has explained the accounting entries associated with the initial recording, subsequent
revaluations, payments of actual distributions, annual amortization and accretion of the liability.
MH has also confirmed that the only impacts to revenue requirements related to this RDA are
the accretion of the liability and amortization of the obligation, with the total revenue
requirements being estimated at $17 million annually in the Test Period and increasing to $23
million by 204513,

Final Approval of the JKDA Preferred Distributions RDA is Recommended

Considering that the objectives of rate stability and intergenerational equity appear to be met
through the permanent endorsement of the JKDA Preferred Distributions Deferral Account, it is
recommended that the PUB provide final approval of this RDA and proposed amortization period
of 106 years.

7.7 It is Recommended That the PUB Provide Interim Approval of the SAP Core Deferral
Account and Set an Upper Limit on the Amount that Can Be Deferred Without Additional PUB
Approval

It is recommended that (i) the PUB provide interim approval of the SAP Core Deferral Account in
this GRA, (ii) set an upper limit of the amount that can be deferred without additional PUB
approval, and (iii) that the final approval of this RDA be subject to the receipt and review of
adequate project justification by the PUB in a separate regulatory proceeding with appropriate
timing and process, including intervenor participation.

The PUB Directed in Order 101/23 that SAP RDA Approval Required a Business Case

MH requested approval of an SAP RDA as part of its last GRA. In Oder 101/23, the PUB denied
the MH proposal to establish an SAP RDA at that time and found that>4:

1. MH could apply for establishment of such an RDA once the business case for SAP had
been completed;

2. The arguments for an SAP RDA were persuasive but considered it premature to establish
such an RDA before a business case has been completed;

3. It had concerns with respect to escalating costs for such a project;

4. It was concerned that planning cycle issues are such that its hands would be tied between
the time the RDA was set up and the PUB deliberates on the approval of the RDA; and
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5. It was prepared to receive an application for the approval of an SAP RDA outside of the
GRA process as necessary.

The Proposed SAP RDA Would Amortize the $156 Million Over 10-Years or $16 Million Per Year

MH has indicated that the placeholder SAP Core costs that it wants to defer in the SAP RDA total
$156 million in 2026 and 2027 and that its proposal to amortize these costs into rates over 10-
years is projected to result in amortization of $16 million per year from 2028 to 2037*>.

MH asserts that the proposed amortization period of 10-years is the estimated service life of SAP
Core which is based on the expected life of the license agreement and the amount of effort and
complexity in the transitioning to a cloud-based solution®®,

Concerns Remain with Respect to Appropriate Project Justification and Potential Cost Overruns

As was outlined in Section 3.7 of this Evidence, as a result of organizational changes that occurred
in 2024, MH was not able to develop a final SAP Core business case. In the absence of a
completed business case, MH plans to bring forward a ClJ for MHEB approval in the fall of 2025
and file this ClJ to support its request for an SAP RDA as part of this regulatory proceeding.

The inability of MH to develop and file an SAP Core business case represents a quandary for the
PUB in this proceeding. From a purely conceptual perspective, deferral and amortization of the
magnitude of the SAP Core placeholder ($156 million) for rate-setting purposes appears to meet
the regulatory principles of rate stability (rate smoothing) and intergenerational equity that are
usually present when considering the establishment of an RDA.

However, from a pragmatic perspective the inability of MH to comply with the PUB’s clear
direction in Order 101/23 to file a business case on SAP Core results in lingering concerns with
respect to appropriate project justification related to an expenditure of this size and controls
with respect to the amount to defer into the RDA. These lingering concerns include:

e The lack of a full business case of such a material and important project is in and of itself
a reg-flag for concern;

e The fact that MH ClJs are summary in nature and those that have been filed on the record
to date are of limited quality and informational value to the rate-setting process. These
ClJs do not present a full picture of detailed cost estimates, project benefits, project risks
and alternatives considered as a full business case would;

e The potential late filing of an SAP Core ClJ in the “fall of 2025” after the discovery process
and filing of intervenor evidence is already complete raises concerns of procedural
fairness;

e The potential that the actual costs of SAP Core could significantly exceed the placeholder
estimate in MH25. The reality is that costs that are part of managed O&A budgets receive
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greater scrutiny than costs that are deferred into RDAs. There is a risk that once the SAP
Core costs are moved out of O&A and into an RDA that is amortized over numerous years,
that the perception will be that SAP Core cost overruns are less of an issue;

e The likelihood that MH will commence significant expenditures on the implementation
of SAP Core soon after an approval by the MHEB; and

e The likelihood that MH will not be back before the PUB in a GRA for some time as a result
of a 3-year Test Period increases the risk of an ex-post review by the PUB at the next GRA
of potential cost overruns.

The PUB’s recent experience with respect to Project NOVA as part of the regulation of Manitoba
Public Insurance (MPI) also represents a cautionary tale of large IT project mis-steps, governance
issues and cost overruns.

Interim Approval of the SAP RDA is Recommended Together with an Upper Limit

In consideration of the quandary and the concerns noted above, the following recommendations
are made:

1. Approve an SAP Core RDA on an interim basis in this GRA out of necessity or expedience
as significant expenditures are likely near and it is desirable to smooth these expenditures
into rates over time;

2. Set an upper limit on the amount that MH is able to defer into the SAP Core RDA and the
requirement for MH to come back to the PUB with a review and vary application if it wants
to defer more than the upper limit initially approved by the PUB. This upper limit could
be the $156 million placeholder included in MH25 or some other figure from the fall 2025
ClJ as appropriate; and

3. Set the requirement that final approval of the interim SAP Core RDA is conditional upon
the receipt of adequate project justification and a separate regulatory proceeding with
appropriate timing and process, including intervenor participation. An appropriate
amortization period would be considered in this separate regulatory proceeding based on
more information about the SAP Core Project than that which presently exists on the
record of the current GRA.

7.8 It is Recommended That the PUB Not Approve the Proposed Small Scale Cloud Computing
Arrangements Regulatory Deferral Account

It is recommended that the PUB not approve the proposed Small-Scale Cloud Computing
Arrangements regulatory deferral account. The lower materially of the net deferral amounts and
the benefits of special treatment of these costs through an RDA do not outweigh the concerns
related to less regulatory scrutiny.
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MH is requesting approval to establish an RDA to include the O&A expenses related to Small-
Scale Software Systems/Cloud Computing Arrangements (CCA) and a proposed amortization
period of 6 years for this RDA.

Annual CCA Spending and Amortization are Projected to be Equal at $9 Million by 2032

MH has indicated that the placeholder CCA costs that it wants to defer in the CCA RDA totals $8
to $9 million annually in the Test Period (total of $25 million) and that its proposal to amortize
these costs into rates over 6-years is projected to result in total amortization of $4 millionin 2027
t0 2028. MH projects that by 2030 the difference between the annual spending and amortization
(net deferral amount) is $3 million and by 2032 the annual spending of $9 million will be equal to
the amortization of the RDA of $9 million annually®®’.

MH was requested to provide a breakdown of small-scale CCAs by type of CCA but indicated that
the amounts included in MH25 were overall placeholders with the timing and details to be
determined throughout the year and managed within the annual budgeted amounts®°8,

MH asserts that the proposed amortization period of 6-years currently reflects the estimated
service life of the small-scale CCAs*°.

MH is Requesting Blanket Deferral of All Small-Scale CCA Costs into the RDA

MH was requested to explain how the PUB could place appropriate controls with respect to the
number and level of costs of the small-scale CCAs that are deferred into the requested RDA
between MH GRAs. In response, MH indicated that it proposes that the PUB approval a blanket
RDA such that all small-scale CCAs are automatically deferred as expenses are incurred and that
if necessary, supporting ClJs could be reviewed by the PUB on a ex post basis at the next GRA,

Reviewing the key points noted above, there may be some short-term rate smoothing benefits
of the establishment of a small-scale CCA RDA due to the net deferral amount in the Test Period.
However, the materiality of this net deferral amount diminishes relatively quickly and becomes
immaterial in the context of MH’s overall O&A forecasts that are in the order of $850 million by
the end of the Test Period.

There is no evidence on the record of this proceeding with respect to the specifics of the small-
scale CCA spending and similar concerns with respect to the diminished scrutiny of CCAs with
blanket deferral treatment exist as was outlined in Section 7.7 of this Evidence related to the
proposed SAP Core RDA.
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It is Recommended that the Small-Scale CCA RDA Not be Approved

On balance, it is recommended that the PUB not approve the proposed Small-Scale CCA RDA.
The lower materially of the net deferral amount and the benefits of special treatment of these
costs through an RDA do not outweigh the concerns related to less regulatory scrutiny.
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