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with Regulatory Action. This Recommendation:
1.

Emphasizes the Medium Term to 2035 Considering the Limited
Reliability of MH’s Long-Term Projections/3.5% Rate Path & the
Continuing Uncertainty in MH’s Operations and Projections;

Includes More Prudent Cost Control than MH’s Projections to Better
Balance Management Action with Regulatory Action;

Is Consistent with the PUB Decision Framework & Financial Metrics
Used as Guideposts to Set Rates & Address Drought; and

Better Balances the Cumulative Rate Impact on Ratepayers with the

Financial Health of MH
3



e This Quote Contrasts: The Future We Create using Proactive

Vision and Strategy to Drive toward Aspirations - With: The Future
We Accept that is Forced Upon Us by Extrapolation of the
Past/Present to the Future

e MH 2026 to 2028 GRA Includes Too Little of the Former & Too
Much of the Latter 4



Expense of the Other, to Generate a Creative
Resolution of the Tension in the Form of a New Model
that Contains Elements of the Individual Models but is
Superior to Each” (Rodger L. Martin)

Implicit in the MH 2026 to 2028 GRA is that Unacceptable
Trade-Offs Between Reliable Service and Affordable Rates are
the Only Options Available to It 5



e Part 4 = Balancing Cumulative Rate Impacts on MH Ratepayers

e Part 5 = Concluding Comments on 2.25% Rate Recommendation

e Appendix A = Other Revenue Requirement Recommendations



2.25% Emphasizes the Medium Term to 2035
to Ap%roprlately Consider (i) the Limited
~ Reliahility of MH’s Long-Term _
Projections/Rate Path to 2045 and (ii) the
Continuing Uncertainty in MH'’s
Operations/Projections



Uncertainty

e With MH’s State of Uncertainty - Long-Term Projections (i) Serve as a Useful Guideline
but Are Not Determinative and (ii) Provide a Directional View to Periodically Adjust
Rates

e In Medium to Long-Term, MH Faces Significant Uncertainty re: Electrification,
Decentralization and Other Matters Exacerbated by Policy Uncertainty

e MH’s Load Scenario is Reasonably Accurate in Short-Term but there Is Uncertainty of
Long-Term Future of Electricity in Manitoba and Fact that the Provincial Energy
Roadmap and IRP Had Not Yet been Tested in any Proceeding Before the PUB

e The Combination of Short-Term Predictability & Long-Term Uncertainty Influenced
PUB to Place More Emphasis on MH’s Short-Term Financial Needs than Long-Term
Proposed Rate Path 8



e A Useful Framework of the Components of Strategy is:

1.
2.
3.
4.
5.

Aspirations for the Future that are Customer Centric
Where to Focus to Achieve Aspirations

How to Improve Value for Customers in Areas of Focus
Must Have Organizational Capabilities

Enabling Management Systems

*Strategy Involves Identifying Possibilities for Overcoming Gaps Between Aspirations
and Current Outcomes for Customers

*Strategy Involves Focus, acceptable Trade-Offs and Synergistic Fit



Feedback Loop to the Next Cycle

e Aspects of the MH ISMF Assessed in this GRA Include: (i) Strategy (ii) Enterprise
Risk Management (ERM) Program (iii) Uncertainty Analysis (iv) Asset Management
Competency (vi) Debt Management Strategy (vii) Performance Measurement
System and (vii) Extensive Use of Capital Project Placeholders

e Many Aspects of the MH ISMF are Incomplete which Negatively Impacts MH’s
Ability to Improve Performance By (i) Determining Areas of Strategic Focus (ii)
Making Prudent Choices/Trade-Offs and (iii) Achieving Strategic Synergies/Fit

e The Challenges in the MH ISMF Specifically Relate to the PUB’s Rate-Setting Role of
Assessing Both Forecast Reliability and Prudency of Costs (and Ultimately
Reasonable Revenue Needs of MH) 10



a Much Higher Cost Structure & Culture that Costs are Beyond its Control

The Enterprise Goals are Best Described as a Set of “Operational Imperatives” (a Planning Exercise) -
But Do Not Represent a True Long-term Strategy Focused on Required Changes to the MH Business
Model and Creating the Future to Which MH Aspires

MH Confirmed that Strategies Related to Net Zero and Climate Change Policy Are Expected to be
Developed After Completion of the 2025 IRP — the MH Long-Term Projection is an Extrapolation of the
Past/Present to the Future

The PUB Findings from Order 101/23 Related to the Energy Transition and Policy Uncertainty
Associated with MH’s Long-Term Forecast Remain — Questioning the Reliability of the Long-Term
Forecast

The Enterprise Goals Do Not Respond to the Triple Threats to Ratepayer Affordability Related to Major
Capital Placeholders, Infrastructure Renewal and the Energy Transition
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2023 — but is Still Under Development with No Revised Target Date

e Developing Risk Tolerance & Risk Appetite is a Fundamental Component of an
ERM — to Assess Risks at an Integrated/Enterprise Level (the “Big Picture View
of Emerging Risks” per Order 101/23, pg. 74)

e This Delay Negatively Impacts MH’s Ability to Understand and Assess Choices
and Evaluate Risk and Cost-Trade-Offs on an Integrated/Non Siloed Basis

e The Uncertainty Analysis Could be a Powerful Tool For (i) Advanced Risk
Management (Risk Interconnectivity/Compounding) and (ii) Rate-Setting

(Required Financial Reserves) — but MH Has No Vision to Make this Happen -



Be Used in Rate-Setting vs Proactively Enhancing this Tool

e Recommended Enhancements Include (i) Applying Probabilistic Thresholds (as
Directed by the PUB in Order 101/23, pg. 74) (ii) Building in Management Actions
and Regulatory Actions and (iii) Assessing Residual Risk and Sufficiency of
Financial Reserves After Consideration of Management Actions and Regulatory
Actions

e Given the Complexity of the Task — a Collaborative Process Before the Next GRA
and Outside of an Adversarial Hearing Process is Recommended — with (i) the PUB,
MH and Intervenors Contributing to the Scope, Timeline, Objectives and Expected
Outcomes Up Front and (ii) Collectively Contributing to Executing the Work Plan

13



e MH Launched Its Asset Management Initiative in 2016 but Isn’t Targeting
“Competence” (Not Effectiveness) Until 2032

e From a Policy Perspective a 16-Year Timeframe for Asset Management
Competence Fails to Demonstrate a Commitment to Prioritizing BOC

¢ |[n Last GRA PUB Found that MH Progress to Asset Management Maturity was
“Slow” To Date (Order 101/23, pg. 101)

e Development/Review of MH Key Performance Indicators & Enterprise
Scorecard (a Key Enabling Management System) is an On-Going Work in
Progress

14



Average Variable Rate Debt vs. MH Debt Guidelines MH Interest Rate Risk Profile - MH25 (%)
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* MH Debt Management Strategy (DMS) is In a Holding Pattern Pending Review of a Recently Completed Consultant Report
— with Continuing Hesitancy to Employ More than Minimal Levels of Variable-Rate Debt

* Interim MH Approach is to Maintain the Interest Rate Risk Profile (Total Variable Rate Debt & Fixed rate Debt to be
Refinanced in Next 12-moths) Below 10% - Despite a 25% Policy Maximum

* MH25 (Current GRA Projection) Includes Simplifying Assumption (new debt issuance is 80% fixed/20% variable) that
Results in Rising Levels of Variable-Rate Debt Later in the Forecast — but MH’s Risk Tolerance for that Level of Variable-

Rate Debt is Doubtful

* Consultant Report was Filed Very Late in this GRA Process (October 27) and Includes a New Approach that is Not
Adequately Documented/Supported and Not Tested in this Proceeding 15



e Forecast is a Prediction of What is Expected to Happen and is Used for Short-Term
Planning, Budgeting and Managing Current Performance

e Projection is a Directional Indication of What Could Happen by Estimating Future
Values Based on Past Data and is Used to Evaluate Long-Term Strategies and Potential
Outcomes

e Extrapolation is a Specific Method Used in a Projection that Assumes Observed
Patterns in the Past will Continue in the Future (Extrapolating the Past to the Future)

e Placeholder is a Temporary High-Level Cost Estimate before a More Detailed Cost
Estimate is Developed

16



Quantification of Placeholders in MIH25 (2026-2045)
Total =$11.7B

$8,000
$7,000
$6,000
$5,000
$4,000
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S millions

$1,000 $372M $195 M $170M
. —— — —_—
HWDC Proxy SAP Grid Prep Phase Il
Project Develop Plan & Cloud Modernization Supply Side
& AMI Enhancement

Significant Uncertainty in MH25 Related to $11.7 Billion of Placeholder Capital Spending (20-Years) in Early Stages of
Development and Lacking Business Cases/Capital Investment Justifications (ClJ) = Asking PUB to Accept Placeholders for Rate-
Setting Before MH Internal and External Approvals Obtained.

The $11.7 Billion of Capital Placeholders Represents 38% of the Total Capital Expenditures in the MH 20-Year Projection

HVDC Reliability Project ($6.8 Billion) = No ClJ, Project in Very Early Stages and Undergoing Scope Development with
Preliminary High-Level Cost Estimate

Dispatchable Capacity Resource & Proxy Development Plan ($4.1 Billion) = No ClJ, Planning in Early Stages and Preliminary Cost
Estimate is Likely to Change as Project Scope is Developed Further. No Investment or Resource Decisions Made Pending IRP

SAP/Cloud Computing Arrangements ($0.4 Billion) = No SAP Final Business Case/No ClJ, No ClJ’s for Cloud Computing in the
Past

Grid Modernization & Advanced Metering Infrastructure ($0.2 Billion) = No ClJs, Cost Estimate Foundational Only

PREP Phase Il Supply Side Enhancements ($0.2 Billion) = No ClJ, Project at Screening Level and Not a Committed Resource 17



Comparison Major Capital Placeholders Capital Sensitivity = Projected Changes to Retained Earnings & Equity Ratio
MH25 vs. MH22 (2026-2035) Total Major Capital
$8,000 $7,504
$7,000 Major Capital 1 2 3
Sustainment
$6,000 56,072
¥ $5,000
2 54000 Decrease Decrease
1S R - . . . .
o $3,000 Major Capital 25% Increase in Major Capital & 10% Increase in BOC: By 2035 By 2045
Capacity & Growth
52,000 $1,432
51,000 . . e
. Retained Earnings ($ Millions) (942) (4,371)
Sustainment Capacity & Growth Major Capital
Major Capital Major Capital Total
OMH25 EMH22 Equity Ratio (%) -3% -12%

*$7.5 Billion of Major Capital Placeholders Concentrated in First 10 Years (to 2035) of MH25 (Current GRA
Projection) — In Sharp Contrast to $25 Million in MH22 (Last GRA Projection)

*The Increase Due in Large Part to Inclusion of HVDC Reliability Project and Movement of the Proxy
Development Plan Forward in the Current Projection vs. Last Projection

* MH Sensitivity Analysis: A Combined 25% Increase in Major Capital Spending & 10% Increase in BOC
Shows a $0.9 Billion Decrease in Retained Earnings (3% Decrease to Equity Ratio) by 2035 — and a $4.4
Billion Decrease in Retained Earnings (12% Decrease to Equity Ratio) by 2045

*The Variability of Projected Financial Outcomes Associated with the Major Capital Placeholders Increases
Substantially in the Second Decade (2036 to 2045) of the 20-Year Financial Forecast (MH25) 18



Historically Used by MH Until the 2012 Test Year of Relying on a 10-Year Forecast for
Rate-Setting and (iv) the Many Challenges in the MH ISMF

e MH’s Current State of Uncertainty Renders the Proposed 3.5% Long-Term Rate Path to
be of Limited Reliability for Rate-Setting Purposes

e Interestingly - MH Focuses the Uncertainty Analysis on 2035 to Align with the Period of
Major Capital Investment and the Next Three (3-Year) GRAs

¢ Incongruent: MH’s Approach for the 3.5% Proposed Rate Path is to Focus on 2045 (End
of 20-year Forecast) and Recovery from Period of Major Capital Investment

e The 2.25% Rate Recommendation Recognizes it is More Effective, Actionable and
Realistic to Focus on the Period of Major Capital Placeholders to 2035 for the Purposes
of Rate-Setting in this GRA 19



2.25% Includes More Prudent Cost
Control than MH’s Projections — to Better
Balance Management Action (Cost
Control) with Regulatory Action (Rate
Increases)

20



Consider Relevant Circumstances/Consequence (ii) Discursive Reasoning —
Compare Alternatives/Analytical Reasoning (iii) Foresight — Consider Long-Term
Consequences and (iv) Cautiousness — Mitigate/Avoid Unnecessary Risks

e Review of Prudent Costs in Rate-Setting Limits Costs Included in Rates to What is
Necessary and Prudent to Efficiently Provide Utility Service — to Ensure that
Ratepayers Pay for No More than What is Reasonably Necessary (Prudency
Standard)

e Prudency of MH’s Controllable Costs were Analyzed from 2 Perspectives (i) the
Increases in O&A and BOC extrapolations on a Projection Over Projection Basis
(MH25 vs MH22) and (ii) the Increases in O&A extrapolations on a Year Over Basis
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2042 Retained Earnings - MH25 vs. MH22

S Billions
MH 22 RE 2042
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MH22 Projected Retained Earnings in 2042 (End of Projection) were $8.6 Billion (34% Equity Ratio)

Lower Net Income to 2024 (S0.8 Billion Reduction)

Higher Domestic Revenues ($1.6 Billion) and Lower Net Export Revenues (S1.3 Billion) = Net $0.3 Billion
Increase

Higher Total Expenses of $9.6 Billion Including (i) Higher O&A of $4.2 Billion and (ii) Higher Finance
Depreciation & Amortization (FD&A) and Other of $5.4 Billion (Higher BOC of $1.7 Billion factors into
the Higher FD&A Through Depreciation)

e MH Facing a $1.5 Billion Deficit in Retained Earnings in 2042 in the Updated MH25 Projection — Before
(i) Government Payment Relief and (ii) Higher Rate Increases Over the 2.0% in MH22 22




2042 Retained Earnings - MH25 vs. MH22

S Billions
59

58
s7
56

MH 25 - RE
2042 $6.0

Higher Rate Inc

S5 3.5%vs. 2.0%
sS4

s3
52
S1
S0
-S1
-52

Lower Goy Fees S3.3

MH 25 RE

53 Before Gov Relief &
-54 Higher Rate Inc 2042
S5 5(1.5)

756

e MH $1.5 Billion Retained Earnings Deficit at 2042 Has Been Offset in the Updated Projection by (i) Government
Payment Relief and (ii) Update of the 2.0% Indicative Rate Path in MH22 to 3.5% Rate Path in MH25 by MH

¢ Provincial Government Payment Relief to 2042 Totals $3.3 Billion = $1.1 Billion Related to Lower Provincial Debt
Guarantee Fees and $2.2 billion Related to Lower Capital Taxes

e The Increase in the Indicative Rate Path from 2.0% in MH22 to 3.5% in MH25 is Projected to Collect an Additional $4.2
Billion from Ratepayers to 2042

e The $4.2 Billion Revenue Increase from Ratepayers Only Pays for MH’s Projected Increase in O&A costs to 2042 — and
Does Not Offset Any Higher FD&A Costs Associated with the Major Capital Placeholder Increases

e Resulting Projected Retained Earnings at 2042 in MH25 is $6.0 Billion (18% Equity Ratio) (S1.8 Billion Decrease from
MH22) 73



BOC MH25 vs. MH22

O&A MH25 vs MH22
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*MH Has Failed to Make Prudent Choices on Day to Day Cost Projections in MH25 in Order to
Address the Negative Financial Impacts of Increasing Major Capital Placeholders ($7.5 Billion 2026

to 2035)
*The Combined Increase in O&A ($4.2 Billion) and BOC (S1.7 Billion) in MH25 is $5.9 Billion

*The Prudent Course of Action For MH Should Have Been to Go Back to Reduce the Rate of Growth
in its Controllable O&A and BOC Projections in MH25

Instead, MH Chose to Move Forward with a Financial Projection that Includes the $5.9 Billion
Increase in Day to Day Cost Projections — and a $2.6 Billion Reduction to Retained Earnings
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Summary of Cumulative Rate Increases
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¢ |[n the Absence of Government Payment Relief — and Based on Updated Cost Projections —
MH was Facing 17% Rate Increases in the Test Period, 64% Rate Increases in the 10-Years to
2035 and 82% in the 20-Years to 2042 (a 37% Increase in the Cumulative Rate Increase)

e The Indicative Rate Increases in MH22 were Projected at 6% in the Test Period, 22% in the
10-Years to 2035 and 40% in the 20-Years to 2042

e In the Absence of Government Payment Relief — MH25 Indicative Rate Increases Would
Have been More than Double those Projected in MH22

e The Prudent Course of Action For MH Should Have Been to Go Back to Reduce the Rate of
Growth in its Controllable O&A and BOC Projections in MH25 75




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

1 2 3 a MH O&A Cost Control Performance
vs. Manitoba CPI

2020 s % 2028
Actual Change Change Forecast 5
8%
Wages & Salaries 458 157 34.32% 615
Employee Benefits 124 as 38.7% 172 e 7%
Overtime & Other 146 38 26.0% 184 "0
Total Employee Related 728 243 33.4% o971 w 6%
g 7.8% MH
Less: Capitalized Labour & Overhead (287) (4) 1.4% (291) 5 5% (01.7:
= 6.6%
Operational Employee Related {(A) aa3 239 54.2% 680 = ..
= 4% MH
Consulting & Professional 13 31 238.5% a4 2 0O&A
= 0,
Construction & Maintenance 23 a1 178.3% 64 £ 3%
=3 MB CPI 4.6%
Buiding & Property Costs 29 1s 62.1% a7z - MB CPI
Computer Services 2 17 850.0%6 19 5 2% 3.4%
Other Exte rnal/Materials 68 26 38.2% 94 = MB CPI 2.9%
Total External Services/Materials 135 133 98.5% 268 e 2.2%
Other Costs/Recoveries (s4) (33) 51.6%% (27) "
0%
Operational/Mon-Employee (B) 71 100 140.8% 171
2020-2025 2025-2028 2020-2028
Total O&A (C = A + B) 512 339 66.2% 851

*The Increase in O&A Costs from 2020 to 2025 is $232 Million or 45% = an Annual Growth Rate of 7.8% per
Year or 2.3 Times the Annual Growth Rate of Manitoba Inflation of 3.4% per year

*The Increase in O&A Costs from 2025 to 2028 is S107 Million or 14% = an Annual Growth Rate of 4.6% per
Year or 2.1 Times the Annual Growth Rate of Manitoba Inflation of 2.2% per year

*The Increase in O&A Costs from 2020 to 2028 is $339 Million or 66% = an Annual Growth Rate of 6.6% per
Year or 2.3 Times the Annual Growth Rate of Manitoba Inflation of 2.9% per year

* MH Actual O&A Performance in Test Years from Last GRA is (i) $52 Million or 7.8% Unfavorable O&A
Variance for 2024 and (ii) $68 Million or 9.9% Unfavorable O&A Variance for 2025 26



O&A Growth Rate Comparison to CPl, AWE, Energy & Assets 2020-2035 (2020 = 100%)
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e MH 3.5% Rate Path Includes an Extrapolation of O&A Costs and Not a Detailed Forecast
e Increase in O&A is 106% or 4.9%/Year (From 2020 to 2035)

e Increase in Gross Firm Energy is 14% or 0.9%/Year (From 2020 to 2035)

e Increase in Total Assets (excluding RDA’s) is 39% or 2.2%/Year (From 2020 to 2035)

e Increase in Manitoba CPI is 46% or 2.6%/Year (From 2020 to 2035)

e Note: Increase in Manitoba Average Weekly Earnings (AWE) is 17% or 3.2%/Year (From 2020
to 2025) = Closely Tracking CPI at 18% 27



Corporate FTEs Normalized for Major Capital Projects

Total Corporate FTEs

Less: Major Capital Project FTEs

Normalized Corporate FTEs
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Actual
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Change
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1,231

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
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* When 2017 FTEs are Normalized for the FTEs that Were Working on Major Capital Projects (748 FTEs) — MH FTEs have Increased
by 144 FTEs or 2.5% between 2017 and 2028

* Analysis of Total Business Unit Operating FTEs (Total of Operations & Maintenance FTEs and Governance, Support & Services FTEs)
Indicates an Increase of 212 FTEs or 5% Between 2017 and 2028

* Total Business Unit Operating FTEs Did Decrease as a Result of the Voluntary Departure Program (VDP) in 2018 and 2019 — and
Into the COVID 19 Period to 2021 (717 FTEs) - but Have Increased (929 FTEs) Beyond the 2017 Levels Since that Time

* The PUB Found in Order 120/45 (pg. 52) that VDP was Not Intended as Temporary Reduction in Headcount — but Rather a Long-

Term Cost Control Measure

* These Analyses Refute MH’s Claim that It Has Maintained a 604 FTE or 9% Reduction of FTEs from the VDP 28



GWI + Merit + Operating Imperatives + Inflationry Cost Pressures (y=ax+bl+b2+b3+bd)- is
Ineffective at Controlling O&A Cost Increases. This Formula Driven Approach Leaves Out Offsets for
Productivity/Process Improvement (- b5)

MH Failed to Take Effective/Meaningful Corrective Action During Drought Conditions for 2024 and 2025
— and Instead Had Actual Performance of 8% to 10% Unfavorable Variances Compared to Forecasts
from the Last GRA (Total Unfavorable Variance of $120 Million for 2024 and 2025)

MH GRA Filing and Rebuttal Evidence Demonstrate that MH is “Stuck in the Details” — with a Focus on
Cost Categories, Expenditure Line Items and Departmental Budget Allocations — and “Cannot See the
Forest for the Tress” in Terms of the Need for More Effective Cost Control

Considering O&A from a Strategy/Policy Perspective Indicates that a Course Correction/Paradigm Shift
is Required and Imperative for MH — It is Only a Matter of Time. A More Robust ISMF and Tools such as
Priority-Based Budgeting would Assist MH in Taking a Strategic Perspective and Shifting the Focus to
Programs, Services and Outcomes

29




0O&A Growth Rate Comparison to CPl, AWE, Energy & Assets 2020-2035 (2020 = 100%)
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The 2.25% Recommendation is Based on an Extrapolation of O&A and is Not Dependent on Short-Term O&A Cost Reductions

The Consumers Coalition (CC) Rate Scenarios (CC& & CC8) All Assume a 80% Increase (4.0%/Year) in O&A From 2020 to 2035 as Compared
to MH25 with a 106% Increase (4.9%/Year) in O&A to 2035. The 80% Increase is Based on the 45% O&A Increase that is Forecast from
2020 to 2025 and an Extrapolation of the 2025 O&A Forecast to 2035 (Excluding SAP) assuming 2% Escalation.

The CC Rate Scenarios also assume a 10% Reduction in Projected BOC.

MH22 From the Last GRA Included a 56% Increase (3.0%/Year) in O&A from 2020 to 2035 — Which Is More Aligned with Projected Inflation
and Increases in Total Assets (But Still Far Exceeding Projected MH Load Growth)

The CC Rate Scenarios (CC7 & CC8) Do Not Represent a Budget Cut = But Rather — a Lower Rate of O&A Growth than that Extrapolated in
MH25 — by considering the Overall MH Business Context and Deterioration in the Financial Outlook
30



for Inflationary Pressures

e Reflective of Type of Management Action Expected by PUB to Address the Impacts of Lingering
Drought (To Be Discussed in Part 3 of this Presentation) — which Has Not Been Taken by MH to
Date

e Reflective of a Required Strategic Imperative to (i) Manage the Projected Financial Impacts of the
Major Capital Placeholders and (ii) Recognize that O&A Growth (5%) at 5 Times the Rate of
Volume Growth (1%) is Not Sustainable for the Future

e Reflective of Stretch Target with an Inherent Productivity Factor - Consistent with the (i)
Expectation that Rate-Setting Simulate Competitive Pressures for Monopolies and (ii) Fact that
MH has Included No Benefits or Cost Reductions Associated with Significant Digital & Technology
Spending and Transformational Artificial Intelligence (Al) Impacts (4t Industrial Revolution)

e Consistent with the Current Environment of Uncertain Economic Conditions and Recently
Announced Rightsizing by Major Corporations and Canadian Federal Government 31



Control Results in Similar Retained Earnings as the MH 3.5% Rate Path — Demonstrating that
Additional Cost Control Would Decrease Indicated Rate Increases by at Least 1.0% (a Proxy for
Management Action in Uncertainty Analysis)

e Inference is that 2035 Retained Earnings in Uncertainty Analysis Including More Prudent Cost
Control Would Be (i) Median (P50) = $5.0 Billion and (ii) Lower Quartile (P25) = $3.7 Billion. In
75% of the Financial Scenarios Retained Earnings are $3.7 Billion or Higher. Impact of a 7-Year
Drought is Estimated at $2.9 Billion

e Inference is that Upper Quartile (P75) Rate Paths (a Proxy for Regulatory Action) in Uncertainty
Analysis Including More Prudent Cost Control Would Be 3.0% to 3.3% - Well Below the 4.0% Rate
Cap

e Prudent Cost Control is Best Option to Protect Against Downside Risks, Create Additional Risk

Capacity and Ensure that Indicated Rate Increases are Below the 4.0% Rate Cap 5



2.25% Recommendation is Consistent with

the (i) Financial Metrics Used as Guideposts

and (ii) PUB Decision Framework — Used to
Set Rates & Address Drought

33



Health & Revenue Needs

e These Metrics Incorporate Elements of Three Primary Financial Statements
(Statement of Financial Position, Statement of Income and Cash Flow Statement)

e Levels of (i) Retained Earnings Can be Assessed Against the Impacts of Significant
Risks and (ii) Net Debt Can be Assessed to Determine if MH is Generating Sufficient
Cash Flow to Fund Sustaining Capital Expenditures Over Time

e These Metrics Allow for Flexibility and Gradualism to Achieve Rate Stability and
Rate Predictability for Ratepayers

e These Metrics Reduce the Risk of Over Reliance on One Single Metric (i.e., Equity
Ratio) to Set Rates 34



However PUB Endorsement of 25% Equity Ratio as a Prudent Long-Term
Target and Gradual Paydown of Debt Justified a Moderate Rate Increase

e PUB Considered All of MH’s Prior Financial Targets, including Equity Ratio,
Interest Coverage Ratio and Capital Coverage Ratio

e Moderate Rate Increases were Adequate in Light of MH’s Risk Profile and
MH’s Retained Earnings Were More Than the Estimated Impact of a 7-Year
Drought

e Directed MH to Continue to Provide All MH’s Prior Financial Targets in
Future as Valuable Guideposts when Assessing Rate Scenarios 35



Above Costs through Past Rates to Provide a Financial Reserve to Draw Down in
the Likely Event of Drought in a Predominately Hydraulic Utility (Order 59/18, pg.
65)

e Order 101/23 (pgs. 53 to 54) Decision Framework Highlights the Impact of a 7-Year
Drought as a Metric to Use to Guide the Appropriate Level of Retained Earnings
(Current Estimate is $2.9 Billion)

e Tool #2: MH Management Action — PUB Expectation that MH will Respond to
Drought Using its Own Tools through Reduction, Suspension, Prioritization and
Pacing of O&A Expenses and BOC Expenditures (Order 9/22, pgs. 47 and 63; and
Order 101/23, pg. 103)

e Tool #3: PUB Regulatory Action — PUB Approval of Rate Increases to Assist with
the Rebuilding of Financial Reserves Over Time (Order 59/18, pg. 65) 36




Financial Metrics and the Decision Framework from Order 101/23

e CC Alternative Rate Scenarios All Included More Prudent Cost Control
(O&A and BOC) Outlined in Part 2 of this Presentation

e CC Alternative Rate Scenarios Result in Increasing Levels of Retained
Earnings as a Means to Address Current and Future Droughts

e CC Alternative Rate Scenarios Were Narrowed Down to a Plausible Range
of 2.0% to 2.5% by Integrating Financial Metrics, Decision Framework,

Drought Tools, Cost Control and Appropriate Time Frame to Emphasize
37



Comparison of MH25vs CC7 and CC8 to 2035

Annual Rate Increase = 2026 to 2035
Cumulative Rate Increase = 2026to 2035

Average Net Income = 2026 to 2035 ($ millions)

Retained Earnings = 2035 ($ millions) 5 4,658 | S 3,951 $ 4,610
Net Debt Increase - 2026 to 2035 (S 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

The Financial Metrics for the Rate Scenarios for the 10-Year Period From 2026 to 2035 Were Analyzed to Align with the Period
of Projected Investment in Major Capital Projects (Consistent with the Uncertainty Analysis)

CC7 at 2.0% Rate Increases (Column 2) Would Achieve Financial Metrics that Are Marginally Lower than the MH25 3.5% Rate
Scenario - and CC8 at 2.5% Rate Increases (Column 3) Would Achieve Financial Metrics that Are Reasonably Consistent with the
MH25 3.5% Rate Scenario (Column 1)

CC7 and CC8 Financial Metrics are Realistic Considering the Substantial Placeholder Capital in the First 10-Years of MH25 — it is
More Likely for Financial Metrics to Weaken and Associated Targets to be Relaxed During a Period of Major Capital Investment
than to Strengthen

CC7 and CC8 to 2035 Projected to Achieve (i) Levels of Retained Earnings of Between $4.0 Billion and $4.6 Billion (ii) Maintain
or Strengthen the Equity Ratio (iii) Achieve Interest Coverage and Capital Coverage Around MH’s Prior Financial Targets 38




Comparison of CC7 and CC8 to 2035

3
(1+2)/2

| ccrandccs

cesl Midpoint]
Annual Rate Increase = 2026 to 2035 2.5% 2.25%
Cumulative Rate Increase = 2026 to 2035 28.0% 25.0%
Average NetIncome = 2026 to 2035 (% millions) S 775 143 | 5 110
Retained Earnings = 2035 ($ millions) S 3951 S 4,610 | S 4,281
Net Debt Increase - 2026 to 2035 (S millions) S 7,283 5 6,655 | 5 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

The 2.25% Midpoint (Column 3) of 2.0% to 2.5% Range (Columns 1 and 2) was Selected as the Recommendation to the PUB
Recognizing Judgement Involved, Rate-Setting Under Conditions of Uncertainty and Using the PUB Traditional Financial
Metrics/Decision Framework

2.25% Results in (i) Average Net Income of $110 Million and Projected Retained Earnings Growth of $1.1 Billion by 2035 and
(i) $4.3 Billion of Retained Earnings which are $1.4 Billion Higher than the Estimated Impact of a 7-Year Drought of $2.9 Billion

2.25% Results in (i) an Equity Ratio that Moderately Strengthens by 1% to 15% by 2035 (ii) Average EBITDA Interest Coverage
Ratio of 1.88 which is Above the Prior MH Target of 1.80 and (iii) Average Capital Coverage Ratio of 1.21 which is Consistent
with the Prior MH Target of 1.20

2.25% Results in Increase in Net Debt of $7.0 Billion by 2035 — which is $0.5 Billion Lower than the Major Capital Placeholders
of $7.5 Billion — Indicating Sufficient Cash Flow to More than Cover BOC and Other Investing Activities 39



Tool #2: MH Management Action: The 2.25% Rate Recommendation Simulates Management Action through

Reduced Levels of O&A and BOC Projected to 2035 as Outlined in Part 2 of this Presentation

Tool #3: PUB Regulatory Action: The 2.25% Rate Recommendation is a Gradual Approach to Rebuild Retained
Earnings Back Up to Levels that Exceed the $2.9 Billion Estimate of a 7-Year Drought — that is Flexible to be
Adjusted at Future GRAs as the Impacts of the Lingering Drought are Better Understood.

This Gradual Approach Contrasts with the Past MH Approach of Seeking Higher One-Time Rate Increases
While in the Midst of a Drought with the Associated Risks of Over-Correction and Whipsaw

Regulatory Action for Drought Should be Carefully Considered Given (i) Rate Increases are Permanent and
Large One-Time Rate Increases Can Generate More Retained Earnings than Required (“Over-Correction”) and
(ii) Historic Precedents of Financial Results Quickly Reversing for Changing Water Conditions (2004 Drought
Loss, 5% Rate Increase in 2004 and 2006 Record Net Income and 2022 Drought Loss, 3.6% 2022 Rate Increase
and 2023 New Record Net Income (“Whipsaw”)
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Ratepayers

The 2.25% Recommendation Better
Balances the Cumulative Rate Impact on
Ratepayers with Financial Health of MH

41



Metrics & Decision Framework Discussed in Part 3 of this Presentation

e Cumulative Rate Increases are Used in Part 4 of this Presentation as the
Metric to be Representative of the Impacts on Ratepayers

e Cumulative Rate Increases Under Various Rate Scenarios are Compared to
Cumulative Manitoba Inflation (MB CPI)

42



General Acceptance

e PUB Noted in Order 101/23 (pgs. 16 and 184) that Approved Rate Increases for all
Classes Were Less than the Expected Level of Inflation

e Total Provincial Government Payment Relief in the Last and Current GRA totals
$9.5 Billion Over the 20-Year Forecast or $475 Million per Year

e The $475 Million of Annual Provincial Government Payment Relief is About 24% of
the MH Domestic Revenue Requirement (2026 Revenues at Existing Rates are
Forecast at $1.989 Billion)

e Government Payment Relief Makes More Moderate Rate Increases Possible with
Greater Cost Control by MH (Lower Increase in O&A Costs than $4.2 Billion) 43



Cumulative Rate Increases
MH25 (3.5%) vs. MB CP1%
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e \|H Cum Rate Inc ~ e====pB CP| Cumulative

e MH 3.5% Rate Path Represents a Cumulative Rate Increase of 10.9% for 2026 to 2028 -
Compared to Cumulative Manitoba Inflation of 6.6%

e MH 3.5% Rate Path Represents a Cumulative Rate Increase of 41.1% to 2035 - Compared to
Cumulative Manitoba Inflation of 23.3% (41.1% is 1.8 Times Inflation of 23.3%)

e MH 3.5% Rate Path Significantly Exceeds Manitoba Inflation by 4.3% for 2026 to 2028 and
by 17.8% to 2035

e MH 3.5% Rate Path Not Appropriately Balance Interests of Ratepayers with Financial Heazllah
of MH



Cumulative Rate Increases 2.25% vs. MIB CPI
Cum Inc%

45%
40%
35%
30%
25%

34:3%
20%
15% 11.8%
10% 6.9% 1.2%
oo —— 6%

S

0%
2026 2027 2028 2029 2030 2031 2032 2033 2034 2035

e /B CP| Cumulative 2.25% Cum Rate Increase

e 2.25% Recommendation Represents a Cumulative Rate Increase of 6.9% for 2026 to 2028 -
Compared to Cumulative Manitoba Inflation of 6.6%

e 2.25% Recommendation Represents a Cumulative Rate Increase of 24.9% to 2035 -
Compared to Cumulative Manitoba Inflation of 23.3%

e 2.25% Recommendation Consistent with Manitoba Inflation for 2026 to 2028 and to 2035

e While Not Determinative of the Recommended Rate Increase - 2.25% Recommendation
Assists the PUB with Balancing the Impact on Ratepayers with the Financial Health of MH45



2.25% Rate Recommendation Better
Balances Management Action with
Regulatory Action
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Emphasize Process Over Outcomes (iii) Extrapolations of Past Data to the Future and
(iv) Selective Benchmarking

e Managing these Triple Threats Requires (i) True Strategy & Integrative Thinking (ii)
Searching for Analogies of Success in Other Capital Intensive Industries (iii) Analyzing
Anomalies and Outliers vs Averages and (iv) Pushing Past Unacceptable Trade-Offs
Towards Acceptable Ones by Generating New Possibilities/Choices

e The Use of Strategy, a Robust ISMF and Prudent Cost Management is a More
Realistic Approach to Deal with the Threats to Affordability and an Environment that
is Volatile, Uncertain, Complex and Ambiguous (VUCA)

e This is a More Balanced Approach that Relies on the Compounding Impacts of
Prudent Strategy and Management — in Combination with More Moderate Rate
Increases that are Closer to Level of Inflation. This Approach is Consistent with the
PUB Rate-Setting Mandate 47



with Regulatory Action. This Recommendation:
1.

Emphasizes the Medium Term to 2035 Considering the Limited
Reliability of MH’s Long-Term Projections/3.5% Rate Path & the
Continuing Uncertainty in MH’s Operations and Projections;

Includes More Prudent Cost Control than MH’s Projections to Better
Balance Management Action with Regulatory Action;

Is Consistent with the PUB Decision Framework & Financial Metrics
Used as Guideposts to Set Rates & Address Drought; and

Better Balances the Cumulative Rate Impact on Ratepayers with the

Financial Health of MH
48



Recommendations

MH Regulatory Deferral Account (RDA)
Proposals

49



of Rate Stability and Intergenerational Equity

e This RDA Assists to Mitigate Rate Impacts Resulting from the Establishment
of the Obligation and Revaluation Adjustments ($S287 Million Obligation vs
S17 Million to $23 Million Amortization)

e The Proposed Amortization Period of 106 Years Represents the Updated
Weighted Average Life of the Keeyask Assets Based on the 2024
Depreciation Study and Appears Reasonable

50



Separate Regulatory Proceeding with Intervenor Participation

e Interim Approval is Recommended as a Result of the Rate Smoothing and
Intergenerational Equity Considerations Associated with the SAP Core $156 Million
Placeholder and Potential for Significant Expenditures in the Test Period

e The Upper Limit is Recommended as a Result of Lingering Concerns for the Need
for Appropriate Regulatory Scrutiny of the Amount that Can Be Deferred into the
RDA as a Result of Potential Cost Overruns

¢ Final Approval Stipulations are Recommended as a Result of (i) MH’s Inability to
Provide Adequate Project Justification (in the Form of a Complete Business Case
as Directed by the PUB in Order 101/23) in this GRA and (ii) Concerns with Respect
to Procedural Fairness in Terms of Intervenor Participation 51



e The $25 Million of Placeholder CCA Spending and the Proposed 6-Year
Amortization Period Results in $8 Million Amortization in the Test Period
(Net Deferral of $17 Million in the Test Period in $2.6 Billion of O&A).

e MH Projects that the Net Deferral will Decrease to $3 Million by 2030 and
S0 Million by 2032 (Spending = Amortization)

e Recommendation Not to Approve is Based on (i) No Evidence on the
Record Related to the CCA Spending Specifics (ii) Concerns on Diminished
Regulatory Scrutiny Related to MH’s Request for Blanket Approval to Defer

All CCAs and (iii) Lack of Materiality of Net Deferral
52
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