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Undertaking 46 
 
On page 3000 of the Transcript, Pelino Colaiacovo of Morrison Park Advisors was asked to 
update his rate recommendation based on the updated results and forecast presented in 
Exhibit MH-41, and assuming all projected costs proposed by Manitoba Hydro. 
 
 
Response to Undertaking 
 
On the following page, a table provides a combination of actual financial results (Net 
Income and EBIT:Interest Ratio) for Manitoba Hydro for the past 8 years, along with 
Manitoba Hydro’s estimate for the current year outcome, and Manitoba Hydro’s financial 
forecast for the next 10 years.  
 
In addition to the reproduction of those figures (drawn from Exhibit MH-42, MFR 20, and 
MFR 20 of the 2023/24 and 2024/25 GRA), the results of several calculations are presented. 
These include trailing and forward averages for Net Income and Average EBIT:Interest 
ratios, on a 5, 7 and 10-year basis.  
 
All forward calculations of Cumulative Net Income are positive, and all forward 
calculations of Average EBIT:Interest are greater than 1.0. This should be expected, 
because Manitoba Hydro has modeled the calculated “average” outcome of hydrology, 
export price and fuel price scenarios that they test. In reality, in any given year, the financial 
outcome for Manitoba Hydro could be (considerably) higher or lower than that average.  
 
The recent past amply demonstrates just how variable annual results can be: Net Income 
peaked at $573 million in 2022/23, and will likely bottom in the current year at a loss of 
$409 million (or thereabouts). Trailing calculations of Cumulative Net Income can therefore 
be negative (i.e., a multi-year Net Loss for Manitoba Hydro), and EBIT:Interest averaged over 
5 to 7 years can be below 1.0. Both of these indicators suggest that domestic customers 
have paid less than the true cost of the power they received over the relevant timespan.  
 
Calculating cumulative figures or averages across the divide between historical actual 
results and modeled future results is challenging. Challenging in the sense of divining the 
meaning of the calculation, rather than the mathematical result. IF the future is “average”, 
then the trailing 5, 7 or 10-year results will look like the calculations in the table. But if the 
future is NOT average (and it probably will not be!), then the results will be higher or lower. 
So what? 
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2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036
A A A A A A A A E M M M M M M M M M M

Net Income Attributable to MH 18 101 105 116 (249) 573 (135) (49) (409) 169 101 141 192 135 83 15 40 119 102
EBIT:Interest 1.02 1.10 1.10 1.10 0.77 1.60 0.86 0.94 0.60 1.16 1.10 1.13 1.17 1.11 1.07 1.03 1.09 1.08 1.11
Rate Increase 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50%

Trailing Cumulative Net Income
5-Year 91 646 410 256 (269) 149 (323) (47) 194 738 652 566 465 392 359
7-Year 529 462 (48) 16 1 391 10 280 412 836 707 725 686
10-Year 240 323 363 450 469 801 243 418 586 1097

Forward Cumulative Net Income
5-Year 194 738 652 566 465 392 359
7-Year 412 836 707 725 686
10-Year 586 1097

Trailing Average EBIT:Interest
5-Year 1.02 1.13 1.09 1.05 0.95 1.03 0.93 0.99 1.03 1.13 1.12 1.10 1.09 1.08 1.08
7-Year 1.08 1.07 1.00 1.00 1.00 1.06 0.99 1.03 1.05 1.11 1.10 1.10 1.09
10-Year 1.03 1.03 1.04 1.04 1.04 1.07 1.02 1.04 1.05 1.11

Forward Average EBIT:Interest
5-Year 1.03 1.13 1.12 1.10 1.09 1.08 1.08
7-Year 1.05 1.11 1.10 1.10 1.09
10-Year 1.05 1.11

A = Actual E = Current Year Estimate M = Model Value Based on Assumed Average Water/Exports/Fuel

Year Ending March 31
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Perhaps the most important answer to the question “so what” is related to the red-
coloured financial results over the past number of years: years in which Net Income was 
negative, and EBIT:Interest was below 1.0. Persistence of the these figures in red suggests 
that either customer rates are disconnected from utility legitimate costs and needs, or the 
company is not managing its affairs in a way to address its challenges. Neither is a positive 
message.  
 
It is worth noting that all future figures (including the current year) are modeled assuming a 
3.50% rate increase, and no change to any of Manitoba Hydro’s operating or capital plans. 
Despite the assumed rate increases, Trailing calculations of Cumulative Net Income and 
EBIT:Interest remain weak for several years (always assuming average water, export prices 
and fuel costs. If future years once again exhibit low water levels, all trailing averages will 
continue the negative trend established over the past five years.  
 
This analysis suggests that, always assuming no change to Manitoba Hydro’s spending 
plans, it would be prudent to maximize the rate increase in the current 2025/26 fiscal year, 
and consider rate increases in the two following years that will, when combined with a 
current year maximum increase (of 4%), result in expected revenues not less than what 
underpins the modeled Manitoba Hydro financial results.  
 
HOWEVER, an even more prudent scenario would be to encourage Manitoba Hydro to 
reduce its spending plans now, thereby allowing a lower cumulative three-year rate 
increase at this time, and keeping in reserve some “room” to raise rates if needed in the 
future. Then, in the event of further years of low water, the PUB would have the flexibility to 
raise rates to compensate for the repeatedly poor financial results. Absent such a strategy, 
in future the PUB may find that it has no choice but to petition the provincial government to 
allow rate increases greater than 4% per year in order to raise customer revenues to a level 
capable of sustaining Manitoba Hydro over the longer term.  
 


