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MORRISON PARK ADVISORS
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▪ Investment bank, founded in 2004 in Toronto

▪ Exclusively providing financial advisory services

➢ Mergers & Acquisitions

➢ Capital Raising (Debt and Equity)

➢ Valuations, Financial Opinions, Litigation Support, Regulatory Advisory

➢ Restructuring and Special Situations

▪ Independent, partner owned

➢ Objectivity and freedom from conflicts of interest critical to client services

▪ Broad sector coverage, but particularly deep experience in certain industries:

➢ Mining

➢ Power, Utilities, and Infrastructure

➢ Financial Services

Pelino ColaiacovoOur Firm

▪ Joined MPA 2005

➢ Lead Energy Transition & Utilities Practice

▪ Previously Chief of Staff to the Ontario Minister of Energy, and 10 years consulting for 
highly regulated industries

▪ Manitoba experience

➢ Independent Expert Consultant for PUB during the NFAT proceeding

➢ Expert Witness for Consumers Coalition and MIPUG jointly, 2017/18 & 2018/19 
GRA

➢ Expert Witness for Consumers Coalition, 2023/24 & 2024/25 GRA

▪ Other Agencies/Boards/Commissions Assignments

➢ Newfoundland & Labrador: Muskrat Falls Inquiry

➢ Nova Scotia: Nova Scotia Energy Board

➢ Ontario: Ontario Power Authority

➢ Saskatchewan: Crown Investments Corporation

➢ Alberta: AESO, Market Surveillance Administrator

➢ British Columbia: BC Ferries Commission, BC Utilities Commission

▪ Other Utilities Assignments

➢ Numerous provincial and municipal electricity utilities

➢ First Nations in relation to electricity and natural gas utility projects
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REQUESTED RATE INCREASES AND DEBT RATIO TARGETS
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GRA Rate Path Debt Ratio Target Timing

2015/16 & 2016/17 3.95% for ten years 90% March 31, 2024

2017/18 & 2018/19 7.9% for five years
2% for seven years 75% March 31, 2027

2023/24 & 2024/25 – version 1 3.95% for twenty years 80% 
70%

March 31, 2029
March 31, 2040

2023/24 & 2024/25 – version 2 2% for twenty years 80%
70%

March 31, 2029
March 31, 2040

2025/26 to 2027/28 3.5% for sixteen years
2.0% for four years 80% March 31, 2044

Note: two versions of 2023/24 & 2024/25 GRA resulted from a late-breaking announcement by government of a reduction to water charges and debt guarantee 
fees; also, 80% and 70% targets and timing were included in government legislation that had been announced at that time

▪ Long-term, even-annual rate increases have been the proposed solution for debt ratio targets, every time

▪ Paths, targets and timing have been different, every time



▪ Constantly shifting timelines, and constantly shifting numbers, do NOT constitute a “target” in any meaningful or 
valuable sense

▪ Circumstances are always changing, but real targets are meant to provide fixed points on a turbulent horizon to 
guide policy and planning

➢If a “target” is truly critical to a business, then the business is managed so as to adapt to circumstances as 
necessary to make progress on the target

➢For Manitoba Hydro, financial “targets” appear to be subservient to any number of priorities that change over 
time, which results in the “targets” being of little value

▪ There has been no consensus among Manitoba Hydro, the PUB, the Government of Manitoba and ratepayer 
groups about either financial targets or the substance of appropriate financial risk management for Manitoba 
Hydro over the past 10 years

▪ Repeated discussions during GRA processes of “financial targets” and long-term “rate paths” have been a 
substitute for clear thinking about financial risk management

▪ Order 59/18 had called for a special process, outside of the normal GRA timetable, to more thoroughly address 
financial risk management, but this opportunity was usurped by government decisions of the day

KICK THE CAN DOWN THE ROAD

6
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▪ Typical definition of utility revenue requirement

➢Operating costs

➢Depreciation (i.e., the appropriate annual portion of the cost of Property, Plant & Equipment (“PP&E”) 
employed by the utility) 

➢Taxes

➢Cost of financial capital employed (i.e., Interest and Return on Equity on the financial capital that was used to 
purchase the PP&E, and to fund the Working Capital necessary for the business)

▪ Working capital typically includes liquidity resources, and may include cash financial reserves, if those are 
necessary

▪ The costs associated with financial risk management/reserves are an appropriate part of the revenue 
requirement, even if not enumerated explicitly in Manitoba legislation

▪ Unlike some utilities, Manitoba Hydro’s expected costs for any given year are very uncertain, due to

➢Hydrology

➢Export arrangements

▪ Rates must be set in advance, so revenue requirement must be estimated as best as is practically possible

REVENUE REQUIREMENT
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▪ In any given year rates may be “off”, but “over time” full payment for the cost of power is required

➢Not paying the full cost of power over time means either 

a) ratepayers are being subsidized, or

b) the utility is on the road to financial crisis

▪ There is limited “science” in the term “over time” with respect to paying the full cost of power

➢How many years of falling short before the perception of permanence sets in? Before the perception of 
substantial risk forms in the mind of the financial markets?

➢What are the yardsticks and warning signs of greatest relevance?

➢Which event might trigger a phase change in the “risk” associated with a utility?

➢These issues will be addressed further below, in the discussion of Financial Risk Management

RATEPAYERS MUST PAY THE FULL COST OF POWER

9



PAYING THE FULL COST OF POWER OVER TIME – AN ILLUSTRATION
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Time

Revenue
Requirement

Ideal Revenue 
Requirement

Actual Revenues 
Over Time

▪ Ideally, the green surpluses and red shortfalls will cancel each other out over time, so that ratepayers collectively 
over time will pay the true cost of power 

▪ But, shortfalls incur interest costs, while surpluses generate little added value, so surpluses may need to be 
greater than shortfalls over the longer term

➢Critically, the utility needs available “debt capacity” to manage the periods of shortfall (capacity should be at 
least equal to the longest/deepest shortfall period on the historical record)

Surplus

Shortfall
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▪ A classic principle of rate-setting is to ensure that customers know in advance what electricity rates will be, so 
they can organize their affairs accordingly (which is particularly relevant to businesses)

➢Setting rates for a few years at a time, and increasing the rates by relatively similar increments every year 
helps to avoid customer surprises

▪ Despite the expectation of (occasionally large) differences between actual revenues and estimated revenue 
requirements, rate-setting for Manitoba electricity can be understood as a “best fit” exercise based on available 
data and forecasts

➢Provide three years of rate increases that will result in sufficient revenue overall, even if no year is exactly 
right

▪ Smoothing of rates is just one objective among many, however

➢If there is a compelling reason for “unsmooth” rate increases, then rates may need to rise by uneven steps 
over some periods of time

➢As long as the “steps” are communicated in advance, then ratepayers will at least have the benefit of 
“predictability”, if not “stability”

STABLE & PREDICTABLE RATES
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▪ Revenue Requirement usually follows an upward trajectory (a curve) based on a growth rate

➢The growth rate of Revenue Requirement in turn depends on the rate of growth of each of its components 
(i.e., operating costs, the stock of PP&E and Working Captial utilized by the utility, and changes in tax rates 
and the price of financial capital)

▪ Inflation is normally a significant driver in the growth rate of Revenue Requirement, because it affects both the 
price of components of operating costs (like labour), and the price of new PP&E added to the stock of the utility

➢Noting that the inflation rate for operating costs is often different from the inflation rate for PP&E, so these 
may be accounted for separately

▪ Customer and load growth rates are also critical elements, particularly with respect to needed PP&E and Working 
Capital

▪ Sometimes, however, the size of an individual new component of PP&E can create a discontinuity in an otherwise 
more or less smooth revenue requirement curve, and becomes a problem that requires specific management

➢This issue was addressed extensively in the NFAT process

▪ [Note: Major projects also require the issuance of a substantial amount of debt during construction

➢The issue of how much debt capacity must be available for a major project is a complex one, particularly in the 
context of a government-guaranteed utility like Manitoba Hydro]

THE PROBLEM OF LARGE, LUMPY CAPITAL EXPENDITURES
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MANAGING PP&E “LUMPINESS” – AN ILLUSTRATION
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Time

Revenue
Requirement

Revenue 
Requirement 
before large 
new asset

▪ Many options are available to prevent a sudden discontinuity in revenue requirement

➢Each will affect customers differently over time, including altering the identity of customers potentially 
affected at all

➢To meet appropriate regulatory process standards, decisions should be deliberate, reasoned, transparent, 
based on best available evidence, proportionate, consistent, etc.

Revenue 
Requirement 

after large 
new asset
In-service

Different options for 
Revenue Requirement 
paths to manage the 

discontinuity

Discontinuity



▪ Manitoba Hydro appears to have blended together three different issues in its application:

➢The average growth rate that should be applicable to its stock of PP&E due to equipment-specific price 
inflation, customer growth, organic load growth, etc.

➢The management of several potential discontinuities on the horizon: i.e., the in-service dates of major 
projects, including the Bipole I & II refurbishment, new gas-fired capacity resources, new dispatchable 
capacity in years further in the future (which may or may not be gas-fired)

➢The highly uncertain potential for step changes in load growth due to uncertain technological and government 
policy factors (e.g., new data centres, the adoption of electric cars, fuel-switching for heating from gas boilers 
to electric heat pumps, etc.)

▪ By not addressing these issues distinctly, issues of inter-generational fairness were obscured

➢Should customers today start to pay immediately for the coming costs of Bipole I & II and new capacity 
resources, or not? Why? If so, what percentage should be “prepaid”? What other options are there to manage 
the discontinuities? Do we even have a clear enough definition of these costs to make this decision today?

➢These projects are not included in BOC – and are therefore “major” – but have not been treated as “major” for 
the purposes of rate-setting decisions

✓Dramatic change as compared to the NFAT, which explicitly considered inter-generational fairness issues 
and how to manage them appropriately

LACK OF CLARITY ON RATE SMOOTHING DUE TO GROWTH OF PP&E
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▪ Manitoba Hydro is working on its Integrated Resource Plan

➢Publication of a draft is apparently imminent

➢It will hopefully address more thoroughly issues such as the need for major new resources, options 
considered, timing, rate impacts, options to manage rate impacts on customers, etc. 

➢Existing legislation allows for the whole plan to be referred to the PUB for review and advice, and in any case, 
any major project in the plan must be referred to the PUB

▪ Is it responsible to (implicitly) make decisions about rate-smoothing of future Revenue Requirement 
discontinuities caused by major projects when the IRP has not been reviewed, discussed and approved by 
government?

➢If the (implicit) rate-smoothing element of the current application is eliminated, does the argument for three 
3.5% increases continue to withstand scrutiny?

✓The application makes clear that the rate increases sought are designed to generate surplus net income to 
reduce debt levels in anticipation of future major project expenditures, and are more than is necessary to 
cover power costs today (assuming average water inflows)

✓These higher rates today mean that future rates will not have to increase as much as otherwise would be 
required, which is a classic response to a future Revenue Requirement discontinuity, except not labelled as 
such, and not explicitly examined or tested

UPCOMING IRP

16
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▪ Manitoba Hydro has provided ample evidence that drought conditions have been prevalent over the recent five 
years (inclusive of the current year), with only one year experiencing water inflows above the long-term average

➢2021/22 and 2023/24 were quite bad years from a water inflow perspective, and 2025/26 may be even 
worse when all is said and done

▪ Any cursory review of the history of system inflows
suggests that it is impossible to predict conditions from 
year to year

▪ On the other hand, it is also clear that there have been 
decadal periods in which inflows were consistently
less than the historical average: 1920s, 30s, 40s and 
80s each had only two years at or above historical 
average inflows

➢Are the 2020s to be another of those decades?

➢If they were, how would Manitoba Hydro  respond?

➢This is clearly an issue worthy of study, scenario 
analysis, etc. 
(if I noticed it, so have lots of others!)

DROUGHT CONDITIONS ARE OBVIOUS
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Excerpt from Manitoba Hydro Rebuttal Evidence 
Volume 2, page 14



▪ Over the five years 2021/22 to 2025/26 (current), Manitoba Hydro’s cumulative Net Income will be negative, 
and  EBIT:Interest will have been below 1.0 for four years out of five

➢By definition, over this five-year period, domestic ratepayers have not paid the full cost of the power they 
consumed

▪ So what?

➢If the timeframe were expanded to 10 years, then from a cumulative point of view, Net Income would be 
positive

✓Note that Net Income being positive only ensures that the “bare” cost of power was paid by ratepayers. In 
order to contribute to financial risk management/reserves, the result over such a long period of time 
should arguably be more than break-even, given the accumulated debt costs of shortfall years

➢Looking forward to the next five years, it is entirely possible that water inflows will be much higher than the 
recent past, and Net Income will rise dramatically (or it could be the opposite, of course!)

➢Is the “right” timeframe to consider 5 years or 10? Or some other period?

▪ The mere occurrence of drought, even for an extended period, does not say ANYTHING about rate-setting for the 
future. It is NOT an “AHA!” moment

IMPACT OF DROUGHT

19



CONTENTS

20

DÉJÀ VU ALL OVER AGAIN 4B

THE COST OF POWER 7C

SMOOTH RATES AND RATE SMOOTHING 11D

DROUGHT 17E

FINANCIAL RISK MANAGEMENT 20F

IMPACT ON RATE DECISION 26G

MORRISON PARK ADVISORS 2A



▪ Financial risk management is fundamentally about avoiding:

➢Insolvency: when an enterprise cannot pay its bills

➢Financial Distress: when an enterprise is struggling to, or is expected to soon be struggling to pay its bills, and 
in particular its debt service

▪ In the short-term, financial risk is managed through the availability of Liquidity Resources

➢Paying bills ultimately requires cash, so keeping cash on hand or ensuring the availability of “on-demand” 
credit lines ensures that bills can always be paid

➢Manitoba Hydro maintains a full 6 months of liquidity resources

▪ In the longer-term, financial risk is managed by ensuring:

a) The enterprise produces operating cash flows sufficient to pay all bills (including cost of capital), and/or

b) Investors (debt and/or equity) are willing to provide, on demand, the enterprise with the cash it requires to 
pay its bills based on the expectation that they will be paid back (eventually) through expected operating 
cash flows in the future

➢Since “bills” for a utility include large capital expenditures, the support of investors is a requirement, since it 
would be punitive to ratepayers to pre-fund all capital expenditures from operating cash flows

✓Note that in a not-for-profit utility like Manitoba Hydro, earning Net Income is essentially “pre-funding” a 
fraction of the growth of the asset base (otherwise the Debt Ratio will increase)

FINANCIAL RISK MANAGEMENT FOR MANITOBA HYDRO

21



▪ In the context of Manitoba Hydro, the measure of short-term cash flow sufficiency is EBITDA:Interest

➢Note: Manitoba Hydro measures EBITDA from the Income Statement, which is fundamentally based on 
accrual accounting, not cash accounting. A better metric might be “Cash Flow from Operations to Cash 
Interest”, which would strip out all accruals to reach actual flows of cash. However, EBITDA:Interest is a 
reasonable proxy for cash flows for discussion purposes 

➢EBITDA represents the difference between Revenues and Expenses, without deductions for non-cash items 
like Depreciation, or items such as Debt Interest and income taxes (Manitoba Hydro is income tax-exempt in 
any case). If this ratio is greater than 1.0, it means that Manitoba Hydro has generated cash flow sufficient to 
pay both its expenses and its debt interest obligations

➢In 2021/22 and 2023/24 (both of which were years with negative Net Income), EBITDA:Interest was greater 
than 1.0 (actually 1.31 and 1.59, respectively)

➢In the sensitivity analysis prepared by Manitoba Hydro, rarely were there scenarios in which EBITDA:Interest 
ever dropped below 1.0 (only prolonged periods of severe drought coupled with low export prices and high 
fuel costs ever produce such extreme financial results); however, it could happen

➢It is critical that rates be set such that EBITDA:Interest will be greater than 1.0 in all but the most exceptional 
circumstances

SUFFICIENCY OF OPERATING CASH FLOWS

22



▪ Again in the context of Manitoba Hydro, the measure of longer-term cash flow sufficiency is EBIT:Interest

➢The difference between EBITDA:Interest and EBIT:Interest is that Depreciation is deducted from EBITDA 
before comparing it to Interest charges

➢Given that Manitoba Hydro does not pay income taxes, EBIT:Interest is directly related to Net Income (the 
difference being some adjustments that occur towards the bottom of the Income Statement), and to the full 
cost of power for ratepayers

➢If the annual result of EBIT:Interest is less than 1.0, then ratepayers have not paid the full cost of power, and 
cash flows are not sufficient to pay all cash expenses plus a reasonable portion of the cost of the utility’s stock 
of PP&E (which is the meaning of Depreciation, in utility terms). Moreover, it is a certainty that ratepayers 
have also not contributed to financial reserves

➢We return to the earlier statement: if ratepayers are, over time, not paying the full cost of power, it means:

a) Ratepayers are being subsidized (by government, in the case of Manitoba Hydro)

b) The utility is heading for financial distress (in which case lenders may demand higher rates of interest, or 
ultimately may choose to not lend)

➢Either of these two outcomes is problematic for Manitoba Hydro, and for the Government of Manitoba that 
effectively guarantees its borrowings

SUFFICIENCY OF OPERATING CASH FLOWS (CONT)
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▪ Financial risk management is both about the substance of plans and results, and the management of perceptions 
in the financial community

➢If lenders are willing to provide capital on demand, then the utility will not be short of cash

➢Lenders must believe that they will be repaid if they are to continue to advance funds

➢If results are consistently poor (viz. the past five years), and actions are not taken to address those poor 
results, then lenders beliefs about the future may become pessimistic (leading to higher interest rates, etc.)

▪ Drought conditions of the past five years are problematic NOT in themselves, but because they have led to 
consistently poor results. An obvious risk is that these conditions might continue, so what is being done about it?

➢Manitoba Hydro does not appear to be taking any extraordinary actions to address extraordinary 
circumstances

✓Where are the tradeoffs, hard choices, announcements of changes in plans, etc.?

✓Is the utility waiting for a negative reaction before taking any steps?

➢The Government of Manitoba, for its part, has already dramatically scaled back taxes, fees and charges from 
Manitoba Hydro over the past few years; there are few options left, besides outright subsidies

➢The main tool available to the PUB to both deal with Manitoba Hydro’s financial prospects, and to 
communicate with the financial markets, is rate decisions

UNCERTAINTY, PERCEPTION AND COMMUNICATION

24



▪ Manitoba Hydro has consistently argued that rate increases are required in order to facilitate achieving various 
targeted ratios (Debt Ratio, Capital Coverage Ratio, etc.)

➢Some of these ratios figure prominently in credit rating analysis

➢Manitoba Hydro’s existing ratios are in some cases very different than those of other utilities, but it is 
questionable whether such comparisons are either apt or determinative of financial market behaviour

▪ There is no evidence that the significant increase in Manitoba 
Hydro debt over the past decade has affected the cost of 
funds for the Province of Manitoba (as measured by credit 
spreads to Canada), and hence for Manitoba Hydro

▪ This does not mean that investors do not pay attention to 
Manitoba Hydro results, or PUB decisions, only that to date
investors appear content that Manitoba Hydro will continue 
to make good on its debt obligations

▪ A thorough review, separate from GRA processes, of all 
financial metrics, targets, principles and timelines would be a
sensible step forward to take, as envisioned in order 59/18

RATIOS AND RATINGS AS COMMUNICATION TOOLS

25
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▪ Manitoba Hydro has requested three 3.5% rate increases, or a total of 10.87% over three years

➢The original application assumed “average” inflows over the test years, so these increases would result in 
considerable net income

✓We now know that 2025/26 is far below average water, and the year will end in another loss

▪ The request was based on rising prices for operating and capital inputs during the test period, and on aggressive 
capital spending plans for the future

➢As noted, the capital plans are neither fully fleshed out nor approved

➢There is an element of “rate-smoothing” for future major projects built-in to the request, but without naming 
this approach explicitly, nor carefully considering the options available to manage the challenge

▪ Other witnesses have challenged aspects of both the operating and capital plans

➢An alternative of three 2.25% rate increases has been proposed, for a total of 6.9% over three years

➢This lower rate increase assumes cuts and/or delays to some spending plans, and would still include Net 
Income for Manitoba Hydro

➢If this lower rate increase were granted to Manitoba Hydro, and they nevertheless did not cut planned 
spending, then Net Income would suffer, little rate-smoothing would be possible, and solutions to the future 
impacts of a rate discontinuity would have to be managed later

REQUESTED RATE INCREASES
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▪ Regardless of the PUB’s decision on overall increases over the course of three years, MPA recommends an initial 
increase of 4% in order to communicate intent to help manage the impact of drought

➢If the PUB is persuaded by the proposal for a total increase of 6.9% over three years, this could be achieved 
by a series of 4%, 1.4% and 1.4%

▪ As noted above, rate decisions are the PUB’s primary form of communication about Manitoba Hydro and its 
circumstances

➢A response to the ongoing drought conditions, and the potential that they might continue into the future, 
would be appropriate

➢That should NOT impact the normal procedure of assuming “average water” for future years, and hence the 
proposal for a 4% increase in the first year is meant to be a re-distribution of the total increase granted, not an 
argument in favour of additional increases

▪ The PUB may wish to consider two other steps

➢An admonishment to Manitoba Hydro to consider what steps it could take internally to reduce costs if the 
drought conditions were to continue into next year or beyond

➢A commitment that the PUB would consider further action on rates should drought continue, if coupled with 
concrete remedial action by Manitoba Hydro

COMMUNICATING TO THE MARKETS
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▪ The repetitive discussion, in GRAs, of financial targets, financial reserves, scenario analysis and sensitivities is 
unproductive 

➢The process that was begun with Order 59/18, but was immediately aborted,  to separately review these 
issues and formulate an agreed set of targets, principles and longer-term processes to manage financial issues 
would be a sensible way to prevent future GRAs from being bogged down 

➢Most other jurisdictions address issues such as capital structure, cost of capital, financial ratios, etc., outside 
of GRAs, and do so only once per decade (or longer!)

▪ With the coming discussion of the IRP, it would be sensible for Manitoba Hydro to explicitly address issues of 
rate-smoothing for their several proposed major projects, as was done in the NFAT process

➢If the principle of “used and useful” is to be contravened, then it should be done with all due care and 
attention

FUTURE PROCESSES
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DISCLAIMER
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▪ These materials have been prepared and are being provided by Morrison Park Advisors Inc. (“MPA”) for the use of the Manitoba Public Utilities Board, in relation to the Manitoba Hydro 
2026 to 2028 General Rate Application. 

▪ The information used in preparing these materials was obtained from the public record of the regulatory process, or from publicly available sources. MPA assumes no responsibility for 
independent verification of such information and has relied on such information being complete and accurate in all material respects. To the extent such information includes estimates 
and forecasts of future financial performance prepared by others, or obtained from public sources, MPA has assumed that such estimates and forecasts have been reasonably prepared 
on bases reflecting the best currently available estimates and judgements of participants in the regulatory process (or, with respect to estimates and forecasts obtained from public 
sources, represent reasonable estimates).

▪ MPA disclaims any undertaking or obligation to update or otherwise revise these materials. Nothing contained herein should be construed as legal, tax or accounting advice.

Toronto
9 Temperance Street | Suite 300 
Toronto, ON, M5H 1Y6
T: 416.861.9753
F: 416.861.9614
www.morrisonpark.com
mpa@morrisonpark.com

http://www.morrisonpark.com/
mailto:mpa@morrisonpark.com
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