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—-——- Upon commencing at 9:04 a.m.

THE CHAIRPERSON: Good morning. Mr.
Hombach...?

MR. SVEN HOMBACH: Yes. Good morning,
Chair, and good morning, members of the Panel. Today

is a somewhat ambitious agenda that extends into
tomorrow as well.

The first item on the agenda for
today's hearing day is the examination of Mr. Pelino
Colaiacovo on behalf of the Consumers Coalition. The
only party that have -- the only parties that have
expressed an intent to cross-examine Mr. Colaiacovo

are Manitoba Hydro and Board counsel. And I believe

3281

Manitoba Hydro may not have questions, so we should be

able to finish his examination by the morning break.

I'll indicate that Mr. Colaiacovo 1is
joining us remotely by TEAMS. He was not able to
travel here from Toronto, so I'll welcome him to the
hearing room virtually.

After the morning break, we will begin
the direct examination of Manitoba Hydro's Rates and
Cost of Service Panel.

I would like to take a moment to

indicate that we've had some logistical challenges

DIGI-TRAN INC. 403-276-7611
Serving Clients Across Canada




Transcript Date June 6, 2023

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3282

with the schedule for this afternoon and tomorrow.
We've been able to condense what originally were to be
three (3) hearing days into two (2), and the Assembly
of Manitoba Chiefs is currently scheduled for cross-
examination this afternoon, but I've been advised that
Ms. Guglielmin will be on a plane to Winnipeg this
afternoon.

If any of the other Interveners that
are scheduled for tomorrow are in a position to switch
it up and conduct their cross-examination this
afternoon, that will make the schedule for Wednesday a
bit less ambitious. And I would ask people to please
approach me during the break or at lunch to work this
out offline.

Mr. Chair, Mr. Colaiacovo has not yet
been sworn in, so I would suggest that we take a
moment to allow Ms. McMillin to swear him in as a
witness, and then turn the microphone over to Dr.
Williams or to him.

THE CHAIRPERSON: Thank you. Ms.

McMillin?

CONSUMERS COALITION PANEL:

PELINO COLAIACOVO, Affirmed
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EXAMINATION-IN-CHIEF BY DR. BYRON WILLTAMS:

DR. BYRON WILLIAMS: Good morning, Mr.
Chair and members of the Panel, and we thank Ms.
McMillin for affirming Mr. Colaiacovo.

I'm going to let Mr. Colaiacovo
introduce himself, but I am going to have a few
questions for him just prior to he begins his
presentation.

Mr. Colaiacovo, can you confirm that
you have been retained by the Consumers Coalition to
provide independent evidence to the Public Utilities
Board, sir?

MR. PELINO COLAIACOVO (by TEAMS) : I
do confirm that, yes.

DR. BYRON WILLIAMS: And you
understand, sir, that you owe a duty to the Public
Utilities Board to provide evidence that is fair,
objective, and non-partisan related only to matters
within your expertise?

MR. PELINO COLAIACOVO (by TEAMS) : I
do.

DR. BYRON WILLIAMS: And, sir, your
report dated April 3rd, 2023, review of certain
Manitoba Hydro financial issues, is on the record as -

- of the proceeding as Exhibit Consumer Coalition
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number 9.
That's your understanding?
MR. PELINO COLAIACOVO (by TEAMS) :
Yes, it is.
DR. BYRON WILLIAMS: And an errata to

your report filed April 28th, 2023, has been filed as
Consumer Coalition 9-1, sir?

MR. PELINO COLAIACOVO (by TEAMS) :
That's correct.

DR. BYRON WILLIAMS: And, sir, these
documents were prepared under your direction and
control, agreed?

MR. PELINO COLAIACOVO (by TEAMS) :

They were.

DR. BYRON WILLIAMS: And considering
both documents together, sir, they are accurate to the
best of your knowledge and belief?

MR. PELINO COLAIACOVO (by TEAMS) :

Yes, they are.

DR. BYRON WILLIAMS: Okay. Just
turning to responses to the Information Requests asked
by other parties included in exhibits Manitoba Hydro
19 and PUB Exhibit 14, these also, sir, were prepared
under your direction and control and are accurate to

the best of your knowledge and belief?
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MR. PELINO COLAIACOVO (by TEAMS) :

They are.

DR. BYRON WILLIAMS: And finally, I
understand, sir, that you also have prepared a slide
presentation for this morning. Is that correct?

MR. PELINO COLAIACOVO (by TEAMS) :
That's correct.

DR. BYRON WILLIAMS: And that too was
prepared under your direction and control and is
accurate to the best of your knowledge and belief --

MR. PELINO COLAIACOVO (by TEAMS) :

Yes, it is.

DR. BYRON WILLIAMS: -—- and you adopt
it as forming part of your evidence, sir?

MR. PELINO COLAIACOVO (by TEAMS) :

Yes, I do.

DR. BYRON WILLIAMS: Okay. And, Mr.

Chair, we're going to ask that be marked -- the slides

be marked as Exhibit Consumer Coalition 23, and then
I'll invite Mr. Colaiacovo to begin his presentation.

THE CHAIRPERSON: Thank you.

—-—— EXHIBIT NO. CC-23: Slide presentation of

Pelino Colaiacovo
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CONTINUED BY DR. BYRON WILLIAMS:

MR. PELINO COLAIACOVO (by TEAMS) :
Thank you very much. The contents page of the
presentation just shows the order in which I'm going
to cover a few subjects.

First, an introduction of Morrison Park
Advisors and my own qualifications; then an
introductory section about this particular GRA; and
then three (3) sections that I've termed 'Recap'
because many of the issues that are addressed in -- in
those sections refer back to the previous GRA that I
was a witness for where there was extensive discussion
of equity, debt-to-equity ratios, and other financial

matters; and then a final section wrapping up the

presentation and -- and focussing on the immediate
decision, the -- the immediate series of decisions, I
believe, before the PUB. So, if we could turn to the

next slide, please.

Morrison Park Advisors is a independent
investment bank founded in Toronto in 2004 by two (2)
of my colleagues, David Santangeli and Brent Walker.
I joined the firm in 2005. I was the next person in
after the founders.

We are a firm that provides exclusively

financial advisory services. We provide clients with
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assistance with mergers and acquisitions, with capital
raising of both debt and equity. We do evaluations
and financial opinions for corporate boards. We
provide litigation support on financial matters. And
we appear before regulators of various types on issues
concerning financial matters.

We -- in addition, we provide
assistance to companies going through restructurings
and special situations. We are completely
independent. We are partner owned. There are
currently eight (8) partners that own the firm.

We are free of conflicts of interest
from any other -- you know, we provide no services
outside of advisory services to our customers, so we
have no conflicts with respect to the services that we
are providing.

We operate in a number of sectors that
are broadly represented in the Canadian economy, but
we have a particular focus on three (3) areas: one 1is
mining; a second one 1is power utilities and
infrastructure; and a third is real estate. 1In
addition, we provide services in a few other sectors
but to a lesser degree.

I -- as I said, I joined Morrison Park

Advisors shortly after the firm was founded in 2005.
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I'm the head of the power and infrastructure group for
the firm. I have been with the firm for eighteen (18)
years now.

Prior to that, I was chief of staff to
the Ontario Minister of Energy. And before that, I
spent ten (10) years consulting in highly regulated
industries. I -- I dealt with power. I dealt with
telecommunications. I dealt with a number of other
sectors that experiences significant degree of
government regulation.

I've had two (2) experiences before the
Manitoba PUB. I was an independent expert consultant
for the PUB during the NFAT process. And I was an
expert witness for the Consumers' Coalition and MIPUG
jointly in the 2017/'18 and 2018/2019 GRA.

In the earlier process in the NFAT, our
firm was tasked with doing extensive financial
analysis of the various alternatives that were being
examined during the NFAT.

We provided independent financial
modelling and an extensive amount of scenario testing
of the various choice options that were before the PUB
with respect to the NFAT at the time, different
combinations of types of generation and transmission

project spending that -- that was being reviewed and
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considered.

In the 2017/'18 and 2018/'19 GRA, the
focus was -- for our work, and for my work, in
particular, was in the question of equity targets and
the justification for rate paths that were designed to
achieve certain equity targets.

We did an extensive amount of financial
analysis and, also, scenario testing, again with
respect to different potential rate increase paths and
the equity targets that might arise from those
different paths.

But we also did some primary research
into the bond markets. We met directly with a number
of institutional bond buyers who are active in
purchasing provincial Manitoba bonds to understand
better how they analyze Manitoba Hydro, how they
analyze the government of Manitoba in relation to
Manitoba Hydro and what sorts of decisions might
affect, you know, their perspectives on Manitoba's
bonds, credit spreads, and so on.

In addition to appearing before the
Manitoba PUB on two (2) occasions, I've appeared
before a number of other regulators and special
agencies, boards, and commissions; provided evidence

and also have —-- have done special assignments for
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various of these entities in a number of provinces
across Canada.

The vast majority of my work, however,
is spent in the private sector. I have a variety of
private sector clients and transactions that I've
worked on over the years; both for utilities, for
renewable energy companies, for natural gas companies,
and for green technology companies in many of the
emerging green technology sectors.

If we could turn to the next slide,

please. So -- there we go.
The -- I think it's important to set
this General Rate Application in context. Narrowly

speaking, this is a rate hearing that is about
confirmation of -- or confirmation or not of the
interim rate increase from the 1st of January, 2022,
plus a request for two (2) additional increases in
September of '23 and April of 2024.

There is a substantial amount of
discussion of twenty (20) year forecasts and about
long-term rate paths. But strictly speaking, this is
a Hearing about, you know, a small number of specific
rate decisions.

In a very uncertain context, there is a

new legislative regime that was proclaimed for rates,
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but not in force until April 1st of 2025. And from a

legislative perspective, that means that existing
arrangements obtain until then.

At the same time, the Province of
Manitoba is working on a new energy policy framework.
A consulting firm by the name of Dunsky is doing a
tremendous amount of work out there that will
hopefully be leading up to some advice and decision
makings by Government with respect to, broadly
speaking, the energy transition and how Manitoba is
going to be addressing those issues.

Manitoba Hydro itself has told us that
they're working busily on an Integrated Resource Plan
that's going to have a very important impact in their
future capital spending plans and -- and how they
intend to manage load and generation going forward.

And there were outstanding regulatory
policy issues from previous GRAs that were never
settled by the PUB for a variety of reasons. And —--
and we'll be touching on that a little bit through the
presentation.

Nonetheless, Manitoba Hydro ratepayers
have been significantly burdened over the past decade.
The Bipole III and Keeyask projects that were a very,

very significant feature of the past ten (10) years
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were completed both late and over budget
significantly.

Wuskwatim, the smaller project that had
been completed some -- some years before was also over
budget. $So this -- this was a pattern, unfortunately,
that was -- that had to be dealt with.

Rate increases -- and Manitoba Hydro
has acknowledged this through a series of IRs -- rate
increases over the past decade amounted to 42 percent.
Whereas CPI inflation in Manitoba was less than 25
percent.

So ratepayers have been burdened by
having to pay more increases than inflation warranted
over a substantial period of time.

The global energy transition, as -- as
it is so called, points to significant changes. But
as of yet, there is no clarity on how those changes
are going to affect Manitoba Hydro and its ratepayers.

Governments, in different parts of the
world and here in Canada and in the United States, at
the federal level, are spending a tremendous amount of
money supporting a variety of different technologies
that are expected to form a significant part of the
energy transition.

That includes renewable energy, but it
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also includes nuclear power, and includes battery
storage, and includes new transmission spending.

Provinces, states, and cities across
North America are also, in many instances, pursuing
their own initiatives; not uniformly. Different
states, different provinces are pursuing different
initiatives.

Sometimes more in favour of renewable
energy, other times not. The same thing goes for
cities. And corporations are behaving in a variety of
different ways. Some very aggressively pursuing
renewable energy and green energy targets, and others
not.

All of this, in -- in a back drop that
has technology announcements almost daily with respect
to new renewable energy technologies or new battery
technologies or new storage technologies hitting
different levels efficiency.

It is not clear where all of this ends
up, but it is clear that this is having a profound
impact on energy markets and loads, with no stability
in sight.

The -- all of this may, in fact, amount
to great opportunities for Manitoba Hydro. All of it

may amount to opportunities for Manitoba Hydro to
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export more or to export more valuable products and

services.

On the other hand, it could be a
challenge for Manitoba and Manitoba Hydro. It -- it
isn't clear. I don't think there should be an

assumption that it's necessarily going to be
problematic, however. That change may, in fact, be
positive.

Manitoba benefits from some significant
natural resources in its hydroelectric facilities and
those -- those resources are incredibly wvaluable.

Hydro Quebec is -- is one that has been
very purposely pursuing what it calls, you know, the -
- the battery of North America in its hydroelectric
system and is hoping to benefit significantly.

I mean, it remains to be seen how
Manitoba and Manitoba Hydro will operate in this newly
developing environment.

If we look forward to the -- the -- how
the -- the GRA application has been presented, it
relies on a twenty (20) year forecast, that is largely
incremental. It's a twenty (20) year forecast that
doesn't delve into a wvariety of scenario
possibilities. It doesn't present different potential

outcomes to the energy transition and -- and provide a
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intended to be a reference case, a center line, a
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consensus view point for a variety, a wide wvariety, of

different variables.

And not only for hydrological
production in Manitoba, but also a consensus view of
interest rates. A consensus view of inflation rates.
A consensus view of export and import prices and fuel
prices.

And, the twenty (20) year forecast 1is
also based on a number of assumptions of how Manitoba
Hydro intends to manage load, which may or may not
actually accord with the green transition, which may
or may not be a -- an accurate representation of how

things will actually unfold in the future.

And -- and -- and a single, for
example, in -- in Manitoba Hydro's presentation for
twenty (20) -- its twenty (20) year forecast, one of

the placeholder assumptions was new gas fired
generation in the late '20/'30's.
And yet, we know that the federal

government 1is pushing forward a policy that will ban
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new gas facilities. So, that placeholder, you know,
may be one (1) possible scenario, but there are many
other scenarios in which that natural gas fired
facility is not going to be possible.

The twenty (20) year forecast doesn't
explore that range. It's simply giving us a reference
case.

There are many other issues that could
unfold which cause that, so called, reference case or
consensus case scenario to not really reflect reality
very well. If there is a faster transition to
electric heating, away from fossil fuel heating. If
there is a faster transition to electric vehicles from
fossil fuel driven vehicles, you know, will that
twenty (20) year forecast remain reasonable or not.

Part of the gquestion, I believe that is
before the PUB, is whether to make decisions about
short term rates on the basis of a very long term
financial forecast that is presented as a reasonable
picture of the future, when in fact it may be far from
reasonable.

The -- and that doesn't even address
the fact that we know, from history, the -- the
variability of hydrological output in Manitoba means

that, you know, this -- this 20-year forecast really
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is a notional average, where it's a series of very
notional averages that's not going to reflect reality.

I think it -- it, you know, my comments
should be tempered by the fact that there is no other
way to do 20-year forecasting. This is not a
criticism of Manitoba Hydro in the way the forecast
was done.

Doing a 20-year forecast requires
assumptions to be made, requires relying on consensus
forecasts for many different variables. I think the
critical issue is how you understand that forecast and
what you do with it. If we might go to the next
slide.

I -—— I think there are two (2) critical
qguestions before the -- the PUB with respect to
Manitoba Hydro's rate application.

The first is: Do current circumstances
necessitate rate increases? A couple of years ago
there was a drought and that drought necessitated --
or at -- or at least that -- the -- that drought
caused Manitoba Hydro to apply to the PUB for an
immediate rate increase because of the financial
distress that that drought was causing.

Admittedly, there is no drought today.

So, there is no financial distress being caused by
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drought. 1Is -- is there near term financial
challenges that are causing Manitoba Hydro to require
a rate increase? Is there evidence of debt market
unease with Manitoba Hydro that suggests that a rate
increase in the near term is actually required? Are
there other near-term circumstances that would justify
a —-- a rate increase?

And I think much of the evidence that's
been heard already from other witnesses that have come
before the PUB speak to those short-term issues and --
and, frankly, the lack of a burning platform, so to
speak.

So, the second question is: If rate
increases are not justified in the near term by
current circumstances but, instead, those rate
increases are going to be justified because of longer-
term financial requirements, then, is there sufficient
evidence before the PUB to allow it to address some of
the unsettled questions that were left over from past
GRAs that are very much relevant to those long-term
financial targets?

We do know that the government has made
a decision about long-term targets, but the government
has chosen -- the Government of Manitoba has chosen,

to delay the enforce of those new legis -- legislative
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requirements until April 1st of 2025.
So, what bearing does that, therefore,
have on the regulator's circumstances today and -- and

consideration about short-term rates that are going to
obtain before that new regime comes into force on
April 1st, 20257

In -- in reality, the PUB, if it 1is to
make a decision about short-term rates on the basis of
long-term financial requirements, financial targets,
and forecasts, well, what targets and time-lines
should the PUB enforce and how would the PUB choose to
justify those targets and time lines?

Is there evidence before the PUB that
is different from past GRAs that is new and
substantial that, you know, makes clear the need for
these short-term increases in order to achieve those
long-term financial goals.

The -- the Order 59/18 raised a number
of issues and questions about Manitoba Hydro's long-

term targets and time lines and called for some

additional work, in -- in order to better address
those issues. That work, unfortunately, didn't
happen.

And so, the question, I believe, that

is before the PUB today is: Is there new evidence, 1is
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there new information that can lead to a different
result? If we could go to the next slide, please.

So, one (1) of the issues that has come
up time and time again. It -- 1s came up in past GRAs
and it was reiterated in the current GRA, in the -- in
the application by Manitoba Hydro, is that other
utilities in Canada may have financial targets that
are —-- that include a lower debt ratio than what
Manitoba Hydro certainly currently has.

But one (1) of the critical issues in
any financial evaluation that we do, as financial
advisors, 1is choosing proper comparators. Who are the
-- the, you know, analogous companies, analogous
enterprises to Manitoba Hydro? Who shares Manitoba
Hydro's features so that you are doing an apples-to-
apples comparison and can say, well, here is your peer
group, and your peer group, you know, has features
that are similar to you and, therefore, that your peer
groups' actions, your peer groups' targets, your peer
groups' activities can be relevant to your decision-
making.

The problem we find is that Manitoba
doesn't have much of a peer group. Manitoba Hydro
does not have much of a peer group. Manitoba Hydro, in

fact, is quite unique on a North American scale, not
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just the Canadian scale.

Manitoba Hydro is a combination of
being a non-share capital corporation with no profits
paid out to equity investors, controlled by a
Provincial Government, producing power at cost with no
required return on equity to anyone, and crucially,
with an export mandate.

With a -- an explicit legislated
mandate to produce power for export purposes if that
power production for export purposes is able to
benefit or may benefit, or may likely benefit Manitoba
consumers.

That's a constellation of features that
no other utility in Canada, and frankly, no other
utility in the United States either, actually shares.
There are many public sectors controlled and
controlled enterprises.

There are some enterprises that produce
power at cost. There are a very, very small number of
enterprises, two (2), in fact, at the Provincial level
in Canada, Hydro Quebec and -- and Nalcor that have an
export mandate.

But none of them have the same
confluence of features, because those two (2)

utilities with an export mandate, Hydro Quebec and
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Nalcor also pay equity to -- equity returns to their
government and have very different structures with
respect to their domestic customers.

In Nalcor's case the Government of
Newfoundland actually invested equity capital in the
business to support an ex —-- construction of an export
project. Manitoba has never done that with Manitoba
Hydro.

In Hydro Quebec's case, they have split
the output of the company into a heritage pool of
power that is used to provide energy to domestic,
residential and small business consumers, whereas
exports are priced and treated very differently, as
are power for very large transmission connected
customers in Quebec.

The Province of Quebec uses Hydro
Quebec as an enticement for major investments into the
profits. But it has a set of economic arrangements
that are very different from those that apply in
Manitoba.

And in the case of other provincial
utilities, 1like BC Hydro, or SaskPower, or NV Power,
none of them have an export mandate. And -- and so
comparing Manitoba Hydro to those utilities doesn't

work very well.
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The same question -- the same
comparison can be made with a number of publically
owned power—-at-cost utilities in the United States,
like Bonneville Power and the Tennessee Valley
Authority, and the Long Island power authority. They
are all non-share capital corporations.

No equity dividends, but they don't
have export mandates. And -- and so, you're really at
a loss in looking for a peer group. You can look at
all of these, but none is a perfect comparison. I
factiously call it apples to pineapples as opposed --
as opposed to apples to apples.

But in making any of those comparisons,
those comparisons have to be nuanced. They have to
discuss why, in fact, these utilities are different
and why those different features bear on appropriate
financial targets, and financial management, and
timing of targets over time, and treatment of
customers and so on and so forth.

And -- and that's a level of analysis
that Manitoba Hydro has never presented; did not
present it in past GRAs and has not presented it
currently either.

There has been a very top level -- high

-— a high-level, macro-level comparison with other
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provincial utilities, and -- and that has been the sum
of the comparison. If we can move to the next slide.
Thank you.

So why does a not-for-profit enterprise
like Manitoba Hydro actually have equity? What does
that even mean?

There are a number of other utilities

that are non-share capital corporations that don't use

the word 'equity'. You know, this was something that
I went into in -- in the last GRA, but there are a
number of -- of publicly-owned utilities in the United

States that just don't use the word 'equity' in their
financial statements because it confuses the issue.

They may call it 'net invested
capital', they may call it 'contributions'. They --
you know, they use a different -- different
terminology. But in the case of Manitoba Hydro, the
word 'equity' is used. So -- so what is that equity,
and -- and why 1is there equity?

In the private sector, we know that
utilities are typically capitalized by a combination
of debt and equity, and the dividing line between debt
and equity 1is sometimes fuzzy. There can be different
flavours of debt, not only senior debt, but there

could be subordinated debt and there could be
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mezzanine debt and -- and a variety of other types.

But -- but there is traditionally a
fairly bright-line distinction between debt and equity
in that equity is the holder of all residual risks in
an enterprise; that debt takes a certain degree of
risk, but debt ranks ahead of equity in a wvariety of
different ways.

And that's true that that ranking of

capital is true both from a cashflow perspective and

from a residual perspective in the -- in the case of
enterprise failure. So debt always has a higher claim
on cashflows than equity does. Debt has a higher

claim on residual value of assets in the case of
enterprise failure than equity does.

And, crucially, if there is no equity
in an enterprise, then it's hard to justify that debt
is taking on any sort of limited risk. It may not, in
fact, qualify as debt if there is no equity in an
enterprise. So in -- 1in some ways, the existence of
equity is a requirement in order to provide comfort
for debt.

Now, that equity, loosely understood as
it is in the case of a not-for-profit enterprise, can
be internal to the enterprise or it in some instances

can be external, and external in the sense of provided
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by a guarantor.
That -- that equity, that cushion of
comfort for lenders can be provided by the assets of
the enterprise itself or by a guarantor. And
depending on the nature of the business, different
amounts of equity are going to be required. Different

amounts or types of guarantee are going to be
required.

In the case of Manitoba Hydro, the
Province of Manitoba guarantees Manitoba Hydro's debt.
In actual fact, the Province of Manitoba issues debt
which is then on-lent to Manitoba Hydro. So it's --
it's actually a higher level of guarantee as compared
to what is traditionally done or has been done in
other provinces.

Quite famously, the old Ontario Hydro,
which ceased to exist in 1998, had debt which was
guaranteed by the Province of Ontario, but they were
actually Ontario Hydro bonds that were directly issued
to public-bond investors.

In the case of Manitoba, there are no
public bond that -- that have Manitoba Hydro's name on
them anymore. There were at one time. The Province
of Manitoba simply issues -- 1ssues Province of

Manitoba debt, and some of that is then on-lent to
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Manitoba Hydro.

And so the Province of Manitoba very
directly guarantees Manitoba Hydro's debt because all
of that debt passes through the hands of the Province
of Manitoba.

However, notwithstanding the fact that
that debt is on-lent, lenders do know and do
understand exactly what is happening with those funds.
They know that a significant portion of all the
Government of Manitoba's debt is actually debt of
Manitoba Hydro.

And so there is close analysis of what
Manitoba Hydro is doing with that capital -- close
analysis, but nonetheless analysis in light of the
fact that it is guaranteed by the Province of
Manitoba.

If we could go to the next slide,
please. So what is equity at Manitoba Hydro
specifically? Well, equity 1s retained earnings or
customer contributions, and those are contributions to
the Utility over and above the amounts required to pay
the annual operating costs of the business.

And in effect, they turn into net
investments and capital assets. Capital assets are

funded by mostly debt, but a portion of equity as
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well. And another way to describe it would be that
equity is the retained earnings which is also
financial reserves.

You know, planning to regularly earn
and accumulate those retained earnings is -- 1is
another way for the Utility to have financial
resources that will help it weather difficult times.

In years in which profits cannot be
earned, there is the opportunity to accumulate greater
amounts of debt. In years when the -- the business
performs better, debt can be paid down in order to
provide that financial reserve, that financial cushion
for more difficult years. If we could go to the next
slide.

Now, how much equity is specifically
required in a not-for-profit enterprise like Manitoba
Hydro, unique as it 1s, operating in the circumstances
in which it does?

Well, that equity target can be
determined by legislation or regulations. And, in
fact, the Government of Manitoba has come forward with
Bill 36, and it has provided a set of targets and a
set of timing.

Governments are well within their

rights to do so. They can do so at any time. They
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can make choices on any basis they wish, but
fundamentally, government's choices are political
choices.

They can be analysed from a variety of
perspectives, financial or economic or what have you,
but they are political choices.

And, importantly, governments can
change their opinion at any time. A new piece of
legislation can change the targets. They're not
beholden to or required to justify those targets
before anyone other than the voters of their
jurisdiction -- the Province of Manitoba in this case.

The targets can also be chosen by a
regulator in the absence of legislation. And, you
know, if a regulator is making those decisions, then
the regulator should make those decisions on the basis
of regulatory principles and practice: efficiency and
prudence and fairness.

And there's -- there are many different
formulations of regulatory principles, most famously
the Bonbright Principles, but many others. And
Manitoba -- the Manitoba PUB, in fact, has one (1)
particular formulation of regulatory principles
available on its own website.

In Order 59/'18, the PUB recommended
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further issue into the specific question of equity
targets and timing for Manitoba Hydro.

Through that particular GRA and 1its
outcome, there was a determination that having equity
reserves, in fact, was appropriate to manage drought
risk, but potentially not appropriate to manage
several other risks such as inflation rates and
interest rates and foreign exchange rates and so on.

And therefore, having a follow-up
process after that GRA was intended to deepen the
understanding and allow for a sharpening of policies,
a sharpening of the regulatory policy decision on
exactly how much equity Manitoba Hydro should have
and, you know, the transition period in terms of
building that equity up over time. As mentioned
earlier, that process did not happen.

Another alternative in terms of
deciding how much equity 1is required and the timing
and targets and so on is to look at historical
precedent.

And in fact, Manitoba Hydro itself has
a history where there was a major export project
undertaken in the late 1980s that came into service in
1992, and that was, of course, the Limestone

Generating Station.
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Interestingly, the debt ratio or the --

the inverse equity ratio of Manitoba Hydro was quite
challenged during the construction of Limestone. Debt
reached well over 90 percent of total assets for
Manitoba Hydro, and the number went up to 19 -- or 94
percent in 1992.

In 2012, prior to beginning the Keeyask
Project, twenty (20) years later, the debt ratio had
fallen a full 20 percent over twenty (20) years. But
it is also important to remember that the Limestone
station was built under budget in 1992 and was
immediately profitable from an export perspective.

It was an extremely successful project
and, in fact, is delivering value to this day for
Manitoba Hydro and Manitoba ratepayers.

Unfortunately, the Wuskwatim Project
early in the 2000s and the Keeyask and Bipole projects
in the 2010s did not, unfortunately, have that same
outcome. They were not under budget, and they are not
immediately profitable.

And yet, you know, if historical
precedent is to be a guide, you know, is the debt
ratio intended to fall the same 20 percent over twenty
(20) years after projects that had very, very

different outcomes?
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This brings back to the, you know,

should comparisons be apples to apples or applies to
pineapples. If we could go to the next slide, please.

The other complicating factor, of
course, 1in -- 1n considering an equity requirement for
Manitoba Hydro is the fact that it has an export
mandate. And this goes back to the fact that there
are no direct comparisons for Manitoba Hydro in terms
of peer group.

The export mandate does complicate the
question of equity, of where that equity should come
from and -- and how that equity should be treated over
time, how much of it should there be, how quickly
should equity be built up.

Given that the government of Manitoba
makes all decisions with respect to export focussed
projects, you know, and yet Manitoba domestic
ratepayers are expected to make up any shortfalls and
provide equity through higher rates creates some
challenges.

And from the perspective of regulatory
policy, managing the fair distribution of these
burdens is not easy. It's a difficult choice to -- to
be made. It -- it does present some fairness issues

as between ratepayers and taxpayers, for example,
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because the government benefits from increased water
rental fees, increased debt guaranteed fees, increased
capital taxes.

And in the case of an expensive export
project that increases the asset base of the Company,
it will also benefit from an increase in the equity
ratio over time, or a decrease in the debt ratio over
time, because since Manitoba Hydro is a government
business enterprise, all incremental retained earnings
are recorded as revenue by the government.

And so, over that twenty (20) year
period when the debt ratio is presumed to be falling,
revenues are, in effect, being recognized on the
government's books.

So, for the government, there is no
risk in pursuing an export project; but for
ratepayers, there absolutely is risk. Those -- those
export projects can turn out well like Limestone
certainly did. Those export projects can turn out
poorly like Keeyask did.

Those very different outcomes produce
very different pressures on ratepayers versus
taxpayers, and that's an important issue that has to
be taken into account if the regulator is being called

on to determine targets and timing for equity. If we
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might go to the next slide, please.

This slide, it's a complicated looking
slide, and I have to pause for a moment to explain it.
On the left-hand side is a chart that is drawn from
Manitoba -- one (1) of Manitoba Hydro's own exhibits.
It's the -- from the hydrology presentation that was
made before the PUB a couple of weeks ago.

And what it shows is expected hydraulic
generation outcomes as those were forecasted, and then
actually delivered at different times.

The important fact on -- on that left
side chart is to see the height of the bars. And the
height of the bars represent the uncertainty range for
power production, with the -- the black line appearing
at a certain portion of the bar being the average
hydraulic generation that is forecasted at the time of
forecasting but uncertainty being higher and lower
because no one is sure exactly how much hydroelectric
energy gets produced until after it's already
produced.

On the right-hand side of this slide,
this is an excerpt from the presentation that I did in
the 2017/'18 GRA which tries to capture and represent
the potential range of the net export revenues that

might have resulted from the forecast, the power
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generation forecast, the hydraulic forecasts at that
time.

Now, I did not produce one of these
charts for the current GRA. Unfortunately, that
information wasn't available to me, and nor was I
tasked with producing a new version of this. But
notionally speaking, and if you ignore the -- the
particular numbers, this has not changed.

If anything, there is a -- there would
be a slightly wider chart because there's ten (10)
more years of -- of hydrological record that can be,
you know, used in -- in analysis.

But what that shows is the range of
outcomes that might be expected in any given year for
net export revenues because hydrology is so uncertain.

So, 1in -- in some sense, the amount of
water that is -- that falls into the river systems
that -- that Manitoba Hydro uses to produce power will
determine which column any given year lands in. And
the height of those green bars is determined by things
like export prices, import prices, fuel prices, and so
on.

And so, water will determine where you
are from left to right and other variables will

determine how high those bars get, whether it's on the
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low side or the high side.

And I think it's -- it's particularly
interesting to point out that the mean net export case
is not the same as the median case or the mean energy
case, and that happens for a variety of reasons.

But the way the math works, in -- in
approximately 60 percent of cases you would expect net
export revenues to be above average and in 40 percent
of cases you would expect net export revenues to be
below average.

But the likelihood is, 1f you are below
average, you are more below average than if you are
above average. There is a flattening, in effect, of
the curve to the right. It's not a normal
distribution curve. It is skewed to the left.

And so, colloquially, 1if you have a bad
year, it's probably a very bad year. If you have a
good year, it might only be modestly good, you know,
or 1t can be qgquite good, but good years are never as
good as bad years are bad.

And -- and so, on -- in that particular
analysis there, the range from an -- from the mean to
the worst possible case was approximately $400
million, whereas the range from the mean to the best

possible case was only $200 million, so to -- to give
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you a sense.

That particular year is not relevant to
any years in the future, but the same kind of math
works now as it -- as did before. And so, when
Manitoba Hydro is presenting a twenty (20) year
forecast, all they've done is they've chosen that mean
net export revenue for each year estimated into the
future but, in fact, the range of outcomes is plus or
minus hundreds of millions of dollars in any given one
of those years.

And -- and hence my contention earlier
on, that Manitoba Hydro's presented a twenty (20) year
forecast that incrementalist and based -- you know,
should be understood as just a scenario model, not a
path, because when you have up to $600 million of
variability in any given year, you know, it's not
actually going to look like a path in any traditional
sense of the word. If we could jump to the next
slide.

DR. BYRON WILLIAMS: Mr. Colaiacovo,
I'm just going to interrupt for one (1) second.

And Mr. Chair, we're running just
slightly behind schedule. I'm just -- we're okay with
time? Thank you very much.

Thank you. Sorry to interrupt.
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MR. PELINO COLAIACOVO (by TEAMS) : So

I think it's important to recognize that based on
hydrological risk, there is some level of equity that
is absolutely required in Manitoba Hydro.

I would completely agree -- and I think
any competent third-party observer would agree -- that
Manitoba Hydro requires some level of equity,
particularly, to manage hydrological variability and
hydrological risk. In my view, that's -- that's not
in contention.

The only gquestion is what should that
equity reserve, what should that equity cushion be,
how big should it be, and how much should any given

cohort of ratepayers contribute to achieve that equity

target.

And that determination was not made in
-- in 59/18 and I believe it has not -- it's not made
now. The Government has put forward that target, but

it only applies in 2025. It does not apply today.
So as of today, there's still no
clarity on what that equity target should be from a
regulatory perspective; not from a legislative
perspective.
And if we could go to the next slide,

please. I'm cognizant of time. I'm going to try to
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cover these last issues.

Manitoba Hydro has an interest coverage
ratio target. It is focussed on cash flow. It's an
important target. We can gquibble about whether
they've chosen exactly the right cash flow target, but
there is no dispute that cash flow is important.

And I -- I think that if Manitoba Hydro
was at risk of breaching a critical cash flow target,
we would all agree that rates should rise as a result.
However, the reality is Manitoba Hydro is currently in
no danger of breaching its cash flow targets.

Even two (2) years ago, when it faced a

severe drought, operating cash flows were sufficient

to cover interest costs. Yes, net income was
negative. But net income was negative because of a
large non-cash charge, which is depreciation. But

operating cashflows were still sufficient to cover
finance charges.

And that was in a severe unprecedented
drought year. So Manitoba Hydro is not in any danger
of breaching cashflow targets.

And, you know, I think in -- in moving
forward and looking forward at rates in the near term,
those cashflow targets are very legitimate concerns,

but are certainly not significantly in danger at the
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moment. Next slide, please.

Manitoba Hydro also tracks another
target, which is capital coverage ratio. It is
longstanding at Manitoba Hydro. 1It's said the capital
coverage ratio is at one-point-two (1.2) times
cashflow versus non-major capital spending.

I'm reiterating arguments that I made a
number of years ago in the previous GRA that I
participated in. But this is a non-standard measure.
It's questionable, the value of this -- what the value
of this measure 1is.

And -- and I think the -- the best
highlight for it would be to look forward to a point
where Manitoba Hydro has achieved the level of equity
that it should achieve; whether that's set by the
Government or set by the regulator.

Would you still want to achieve one-
point-two (1.2) times cashflow to non-major capital
spending when you have already achieved your -- your
equity target?

And I think the question -- the answer
you'd come to that question is no. It doesn't
actually make sense. And therefore, this target
appears to just be a re-statement of a desire to make

progress on -- on reducing a debt ratio. And I don't
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think much more time has to be spent on it than that.
If we could turn to the next slide, please.

So what is the revenue requirement for
Manitoba Hydro domestic customers? And there's a
formula here that's -- that's written out in the style
of revenue requirement formulas that are used at other
utilities and other regimes.

But the domestic revenue requirement of
this -- in this formulation is operating expenses plus
interest costs plus depreciation plus capital taxes
and other charges, some of which relate to pensions
and so on and regulatory adjustments.

Minus net export revenues. And plus an
equity contribution by customers to Manitoba Hydro's
retained earnings.

Now, we know that the net export
revenues will not be known until after a financial
year 1s over. And yet, we're making -- we're choosing
the equity contribution in a twenty (20) year rate
path, for example, 1in advance.

And -- and they're -- this is
problematic because the actual course of Manitoba
Hydro's retained earnings are going to be powerfully
affected by how things work out in -- in a series of

years based on net export revenues.
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And yet, we're trying to forecast a
rate path that is required to be smoothed out in
advance, when we don't know what's going to happen
with net export revenues. With the high variability
that results from next -- from the net export revenue
calculation. If we might move to the next slide,
we'll go into this a little bit more.

You know, if -- if you think about what
the twenty (20) year forecast actually is for Manitoba
Hydro, it's a —-- an estimation of all of the wvariables
in that formula, except for equity contribution. And
once estimations for all the other formulas are done,
equity contribution is manipulated to achieve a
certain end.

And the end, in the case of Manitoba
Hydro's current application, appears to be rate
smoothing. The equity contribution for any given year
was manipulated so that rates would go up by 2 percent
a year.

But we know that actual financial
results are not going to be consistent with the rate
path because net export revenues will drive the actual
financial results up and down.

So why 1s it so important to smooth

that rate path for the purposes of applications? Why
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is rate smoothing a critical issue that -- that needs
to be addressed in choosing near-term rates?

We know that rates are going to be
reset every two (2) or three (3) years; whether it's
under a regulatory process or under the future
legislative process defined by Bill 36, there will be
rate hearings every two (2) or three (3) years.

We know there is an opportunity to
adjust every two (2) or three (3) years based on what
actually happens with profits in the enterprise based
on net export revenues.

And yet, we're being told that the PUB
should accept a rate path -- effectively a
manipulation of customer equity contributions -- for a
twenty (20) year period because smoothing is that
important.

And yet, smoothing was not important
two (2) years ago when there was a drought. When
there was a drought, Manitoba Hydro asked for a 5
percent increase in response to the drought. So
clearly, smoothing was not important two (2) years
ago.

There has been discussion and testimony
about what might happen in the future if financial

results don't work out as planned. And it looks like
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the equity targets are not going to be met.

Well, in that instance, apparently
there are to be some discussions with the Province to
determine what to do. Does that mean that the request
would be made to the Province to allow for higher than
2 percent increases?

In that case, 1is rate smoothing more
important than financial targets or less important
than financial targets?

But what about intergenerational equity
fairness for customers? What about prudence? What
about economic efficiency? What about all of the
other regulatory principles that have to be taken into
account?

Why i1is rate smoothing the primary
regulatory principle that -- that should underpin this
twenty (20) year forecast, which we know is notional.
It's a scenario, at best, to begin with. If we might
move to the next slide.

So, what is the case for near term rate
increases? You know, i1if -- there are some important
questions I think to get out of the way. First of
all, if increases in operating expenses are not all
just and reasonable, then it, you know, it's likely

that rates should not be increasing in the way that
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the application requested.

Others have commented on operating
expenses, 1it's outside my scope. All of my
presentation has assumed that every -- every one of
the -- the figures that Manitoba Hydro has applied
for, are justified. But, if they are not, that lends
quite -- that raises questions about the applied for
rates.

The same thing can be said about
capital expenses. Others have provided testimony and
evidence with respect to asset management and capital
expenses, and if Manitoba Hydro's plans are not just
and reasonable, then should they be afforded the
benefit of rate increases.

Same thing applies to all of the
estimates and variables and forecasts, if load
forecasts or inflation or interest rates and so on,
you know, are not just and reasonable then should
rates be increased in the near term.

I have an enormous amount of sympathy
for Manitoba Hydro's position on all of these kinds of
variables, because they are outside of Manitoba
Hydro's controls and -- and I think forecasts whether
they are consensus forecasts or not, are only so

reliable. As we've seen in the last few years, when
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inflation -- a spike in inflation, a spike in interest
rates took people by surprise.

So, I think, you know, all you can do
is rely on consensus forecasts, but don't rely on them
too much. If we might turn to the next slide.

We know that there are no pressing
short-term justifications for a rate increase. There
is no drought, there is no cash flow crisis, there 1is
no substantial pressure in debt mark -- debt markets
on -- on Manitoba's credit spreads that indicates that
debt markets are concerned about Manitoba Hydro's
situation.

There simply are -- there is no burning
platform for, you know, where -- that are -- that is
demanding that there be rate increases in the near
term. Maybe that was the case two (2) years ago when
there was a drought. It is not the case today.

It's also clear that customers over the
past decade have borne a significant burden in
supporting Manitoba Hydro's construction of an export
focused project in Keeyask and, arguably, Bipole IIT
as well.

You know, the ratepayers have seen
increases that have amounted to 42 percent, well ahead

of inflation for the past decade. And that has
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directly been the result of, you know, an
entrepreneurial export plan to, you know, build a
facility that was going to be largely focused on
exports for a number of years, in the hopes that those
exports would be profitable. And, unfortunately, that
has not been the case.

Bill 36 1is not operative until April
1st of 2025. The political decision with respect to
rates could have applied as of today. It could have
applied already. The government chose not to apply
it. The government did -- in its wisdom, decided that
-- that, you know, set of decisions would only come
into force on April 1st of 2025.

That leaves the regulator to decided
what to do. Is there enough evidence before the PUB,
in this hearing, to come to a set of decisions that
the PUB did not come to in Order 59/18, or in any
subsequent regulatory process after 59/18.

The PUB had not, at that time, made
determinations about what those long-term targets
should be. And so the question to be asked is, you
know, what should the PUB do in the current
circumstances? And i1f we could turn to the last slide
please.

So, there is one opportunity which, I
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believe is to at least do no harm and -- and that
would suggest approving the interim rate increase.
It's already been accepted by customers, but to not
approve new increases over the next two (2) years.

That would, at least, reflect the
burdens that customers over the past ten (10) years
have had to bear already. If there were no increases
for two (2) years, then -- then the current cohort of
customers would at least, in some sense, be, you know,
facing a little bit less of a burden in aggregate over
time.

On the other hand, if rates are
increased with inflation from now forward, then, you
know, that cohort of ratepayers have accepted that
extraordinary burden and never gotten any benefit or
compensation or -- or relief from it.

The reality is that the government of
Manitoba is scheduled to be taking over rate policy as
of the April 1st, 2025. Governments have been known
to change their positions at any time and -- and I
think that that legislative reality should not drive
regulatory policy in the mean time.

And so, you know, if the PUB chooses to
enunciate a set of regulatory principles that could

guide Manitoba Hydro towards an equity target and
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equity timing, I think that would be fantastic. If

the PUB has enough evidence before it to do so, or if
the PUB could set out a road map for doing that, that
might be useful, should the government ever choose to
return to this question.

If, for whatever reason, the targets
and timing that are outlined in Bill 36 do not work
out, then there may be, on the record, some useful
advice with respect to how to determine those targets
and timing. And -- and the validity and the
usefulness of those targets and timing.

But, you know, the -- based on the much
more extensive regulatory process a number of years
ago, that culminated in 59/18, it was clear that the
PUB at the time, thought that more work was required.

And in reviewing the application that
Manitoba Hydro put forward, it did not appear to me
that there was any significantly new information that
they had added, absent the Bill 36 legislation that
would provide the PUB the ability to -- to make that
determination.

It's something that I think still
requires additional work, additional testing,
additional scenario planning.

And, so with that, I would conclude.
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Thank you very much for your time and attention.

THE CHATIRPERSON: Thank you very much,
sir.

DR. BYRON WILLIAMS: Mr. Chair, I have
no further questions. So, we'll invite questions from
the Panel or to -- or otherwise. Thank you.

THE CHAIRPERSON: Yeah. Kapitany...?

VICE-CHAIR KAPITANY: Thanks, Mr.
Colaiacovo. This is on the issue of the PUB's role in

setting the debt/equity target, which you've referred
to a number of different times, most recently on slide
20 where you said:
"If the PUB adopts as its own, the
financial targets of Bill 36."

Is it your view that the Public
Utilities Board has the jurisdiction and the
responsibility to set a debt/equity target for
Manitoba Hydro?

MR. PELINO COLAIACOVO (by TEAMS) : I
think it -- for the purposes of setting rates, if
rates are being set in order to achieve a certain
debt/equity target, then yes. Under the current
regulatory regime that is going to continue to obtain
until April 1st of 2025.

The legislation, and this was an issue
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that was addressed pretty extensively in the -- in the
2017/'18 GRA, the existing legislation talks about
financial reserves and says there is to be an
appropriate amount -- I'm paraphrasing, but an
appropriate amount of financial reserves and doesn't
define it.

And the -- effectively, it's up to the
PUB, for the purposes of rate setting, to decide what
an appropriate amount of financial reserves would be.

And that appropriate amount had not
ever been clearly defined by the PUB.

VICE-CHAIR KAPITANY: Okay. My next
question is, on your —-- in your report, which is CC
Exhibit 9, on page 27. So in the middle paragraph --
I'll just wait for Ms. Schubert -- sorry, I didn't
like -- oh, yeah, it's frozen, okay?

So, it's on page 27 of your report, at
Line 21. 1I'll just read the line to you, then:

"It is hoped the PUB would consider
taking as strong a stand on this
issue as it did in Order 59 of '18
on Bipole III."

And the relate -- the reference to this
issue is promulgating of Bill 36. So --

MR. PELINO COLAIACOVO (by TEAMS) :
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Right.

VICE-CHAIR KAPITANY: -- do you see
these two (2) issues as the same?

MR. PELINO COLAIACOVO (by TEAMS) :

Okay. I'm just going to pull up the report, 'cause I
want to make sure I'm referring to the right piece of
it. Sorry, here. So, page 27.

VICE-CHAIR KAPITANY: Yeah, the
paragraph starting at Line 18.

MR. PELINO COLAIACOVO (by TEAMS) :
Right. Yeah. So, yes. The point that I'm making in
that section is that setting a debt/equity target, as
has been done by the government, in Bill 36, is going
to require rates to be high enough to generate an
accumulation of a substantial amount of retained
earnings over time, you know, and -- and this is
something that's already been discussed before the BUB
(sic) .

Retained earnings are going to increase
by approximately $5 billion over the next 18 years, in
order to try and achieve those debt-to-equity targets,
the -- the debt ratio target.

I do not believe that if the PUB had,
following the 2017/'18 GRA, if the PUB had gone

forward and held the workshop that had been proposed
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and done additional scenario testing and -- and so on
and so forth, I don't believe that the PUB would have
arrived at a debt ratio target of 70 percent, and,
therefore, less equity would have been required to be
accumulated over time.

And -- and I think, in my view, based
on regul -- analyzing the regulatory principles, you
know, the Bill 36 requirement of a 70 percent
capitalization is excessive and I think, you know, the
-- the PUB would not have arrived there on its own
volition and, from that perspective, you know, the
government made a decision that was criticized in --
in Order 59/18.

The PUB took a very strong stand in
that case, because it was a decision that led to extra
costs for ratepayers and, I think, in this instance,
in Bill 36, setting a 70 percent target for the debt
to capital -- capitalization ratio is similarly going
to lead to excessive charges to ratepayers, 1if that
answers your question.

VICE-CHAIR KAPITANY: Sort of. Yeah.
You -- you would be aware, because you've been
involved as long as I have, since the NFAT, that
Manitoba Hydro, at that time, had said that they were

looking for a long-term goal to be a debt/equity ratio
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of 75/25 --

MR. PELINO COLAIACOVO (by TEAMS) :
Yes.

VICE-CHAIR KAPITANY: -- and, while
the Public Utilities Board didn't approve that, per
se, because I've -- that's not our responsibility, but
we did accept that.

MR. PELINO COLAIACOVO (by TEAMS) : The

-— as I -- as I said earlier, my reading of the
existing legislation is that rates are to take into
account the need for financial reserves and, 1in order
to take into account financial reserves, the Board
needs to decide how much financial reserves there
should be, and equity and retained earnings 1is nothing
other than financial reserves in the Manitoba Hydro
context.

Therefore, the Board needs to take a
position on what that quantity should be, in my view,
and -- and, if the Board -- I -- I don't know how the

Board would justify setting rates to achieve a target,

if it didn't agree with the target. So, if -- if
rates -- if rate increases are -- are going to be
imposed, then -- then, I think the -- the Board really

does need to clarify which targets and timelines those

rates are related to.
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VICE-CHAIR KAPITANY: Okay. Thank
you.
THE CHAIRPERSON: Sorry. Ms.
Bellringer?
BOARD MEMBER BELLRINGER: Sorry.
Thank you. Good morning. I have two (2) questions.

One 1is further exploring, i1f the Board
does go forward with some form of, let's just say,
examination of the -- of the target, what mechanisms
would you recommend?

I mean, the -- the reference has been
made to and from -- from the -- the previous Order
but, also, a workshop and additional scenario testing.

Is -- 1s there anything else that you
would recommend be done, in terms of format?

MR. PELINO COLAIACOVO (by TEAMS) :
Well, the discussion, back at that previous GRA,
centered on drought risk and -- and there was
consideration of five-year droughts and seven-year
droughts and 10-year droughts as potential tests.

There was an -- also, an understanding
that other wvariables also contribute to risk and that
those other variables were including interest rates
and inflation and market prices for power and a whole

variety of -- of variables that are outside of

DIGI-TRAN INC. 403-276-7611
Serving Clients Across Canada




Transcript Date June 6, 2023

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3336

Manitoba Hydro's control.

And the discussion, at the time,
focussed on whether those were appropriate variables
to be addressed by financial reserves or whether those
were appropriate wvariables that should form part of
rate policy and -- and to try and, you know, use those
two (2) different mechanisms, financial reserves on
the one hand and rate policy on the other hand to
address the universe of risks.

Now, the PUB, at the time, came to a
tentative conclusion, that a number of those risks
should be addressed through rate policy but, you know,
I —- I -- I don't think that that conclusion was
final, if -- in any sense of the word. Even in -- 1in
reading 59/18, it appeared to be a tentative
conclusion.

So, you know, I -- I think it -- it's
legitimate to consider how many different risks should
be addressed by building up financial reserves,
building up retained earnings over time, how -- and
which kinds of risks should just be reflected in rate
policy.

Bill 36 absolutely does not do that.
Let's -——- I mean, I'm -- I fully recognize that. Bill

36 sets a hard cap on rates and it sets a defined
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target for reserves, for -- for the debt-to-
capitalization ratio, and it ignores variability
that's, you know, inherent, in the system.

Are the hard -- is the hard cap on
rates appropriate? Is it going to actually work over
time? I don't know. I think it remains to be seen
and that's something that the government is going to
have to grapple with and, potentially, they might have
to grapple with it through making legislative changes
in the future.

But I think, if -- if what we're
talking about is today and the existing regime, where
the regulator has authority over rates, you know, I --
I think that's a critical issue, 1is revisiting that
question of which risks should be managed by reserves
and which risks should be managed by rates.

Are rates going to be, for example,
automatically tied to inflation, plus something else?
You know, are -- are changes in export markets
something that should be appropriately managed through
rates or through reserves?

You know, I think there -- as I said, I
think there was some tentative decision-making in
59/18 on that question, but, subject to further

analysis and further review.
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My own view, back then, and -- and, you
know, we did a lot of work back then on -- on these
issues, in terms of scenario testing and modelling and
all the rest, was that something like a seven (7) year
drought test should underpin the -- you know, the
amount of financial reserves, and that most of the
other long-term variables had to be addressed through
rate policy.

You know, in -- in the financial world
we talk about what's hedgeable and what's not
hedgeable and, you know, energy prices after --
anything longer than five (5) to seven (7) years 1is
pretty much unhedgeable.

Foreign exchange more than a --

BOARD MEMBER BELLRINGER: Sorry, can I

MR. PELINO COLAIACOVO (by TEAMS) :

Sorry.

BOARD MEMBER BELLRINGER: Sorry to
interrupt you, but it's just -- sorry, and I was -- I
wasn't asking so much around the content, and -- but

having said that --
MR. PELINO COLAIACOVO (by TEAMS) :
Right.

BOARD MEMBER BELLRINGER: -- 1
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appreciate the input. It was more around just
mechanisms, like what kind --

MR. PELINO COLAIACOVO (by TEAMS) :
Right.

BOARD MEMBER BELLRINGER: -- of thing
-- you know, would we hold a forum, a big huge
conference, say, small meetings.

MR. PELINO COLAIACOVO (by TEAMS) :
Right.

BOARD MEMBER BELLRINGER: That -- that
sort of thing. But, I mean, other than -- no need to
get into it if -- if --

MR. PELINO COLAIACOVO (by TEAMS) :

Sure. And -- and --

BOARD MEMBER BELLRINGER: -— you don't
wish.

MR. PELINO COLAIACOVO (by TEAMS) : -=
on that front I -- I would suggest that there would --
there -- there be a process, but that there also be

discussions directly with the bond markets.

You know, Manitoba Hydro has focussed
on credit rating agencies as a proxy for bond markets
and they are just not the same thing.

So, were you to pursue this issue

because of the importance of questions around bond
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market perceptions of Manitoba Hydro, actually having
a program where someone, you know, consults with
institutional bond market buyers directly, I think
would be valuable rather than trusting to credit
rating agencies.

BOARD MEMBER BELLRINGER: Thank you.

That's good. Thank you.

THE CHAIRPERSON: Mr. Sy...7?
BOARD MEMBER SY: Thank you very much.
I guess I sort of maybe found an answer to a —-- the

question that has been nagging me for a while, because
I never understood why, you know, Manitoba Hydro
looking for a work on a twenty (20) year forecast.
Why not five (5), why not ten (10), why not fifteen
(15), why twenty (20)7?

But listening to you talk about
Limestone generation -- generating station with --
which was built in 1992. And, you know, with a debt
about 94 percent, and twenty (20) years later we're
down to 74, so almost basically twenty (20) years, you

know, we were able to bring down the debt by 20

percent.

So, you know, that's -- at least it
happened once. So, that was best case. Could we then
-— 1s it -- 1is it useful to use it as a model, even
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though you do indicate that Keeyask and Bipole III are

different, you know, in this case versus what was back
then that Lime -- Limestone was a profitable project,
this one it's questionable.

Could we then use that as a base and
make some adjustment plus and minuses to be able to
come with something that, you know, would explain why,

I guess, we have this twenty (20) year forecast.

I'm just trying to get -- get you to
comment on that, if possible. Thank you.

MR. PELINO COLAIACOVO (by TEAMS) : I -
- I think that is a reasonable perspective to take. I

--— I think the adjustments would be very important.
You know, the historical precedent is important,
absolutely.

And -- and, you know, if you look at
the record from 1992 to 2012, Manitoba Hydro did
suffer through a very significant drought during that
period. It had a few years of very bad, you know,
losses. Droughts caused losses, just as droughts
caused losses two (2) years ago.

And nevertheless, over the course of
twenty (20) years, the debt ratio came down, gquite
significantly. But, Limestone was incredibly

profitable and it helped to drive that reduction. I
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don't believe that, i1if you go back to the record of
rate increases that you would see the same type of
series of rain increases back then as we've seen in
the last ten (10) years.
And -- and so, you know, I think that's

a rather important issue as well, to be taken into
account. You know, in driving down that debt ratio,
should it be done because the assets actually perform
well, or should it be on the backs of ratepayers?

I think that's -- that also has to be
taken into consideration.

THE CHATIRPERSON: Sorry, I've got a --
I guess, a couple of comments and a couple of
qguestions. You know, historical precedence is a
really interesting thing because it's always done
after the fact and everybody is really smart later.

Limestone, if I remember correctly, at
the time was considered to be -- was challenged very
seriously and they thought Limestone cost too much.
They didn't think it was going to generate revenues,
and lo and behold years later it turned out to be this
-— this visionary project, much the same as the flood
way around Winnipeg, which at the time was only built
because of one (1) person. Everybody else thought it

was a huge waste of money.
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So, I'm always concerned about
historical precedent twenty (20) years or forty (40)
years later, and as well, we didn't set rates when
Limestone was built. The Board only set rates at a
later time.

I -- Mr. Williams is -- when -- when --
Limestone was built before '88, wasn't it?

DR. BYRON WILLIAMS: No, I think it
was built in the -- I'm giving evidence --

THE CHAIRPERSON: Okay. Yes.

DR. BYRON WILLIAMS: -- but the -- the

PUB may take judicial notice --

THE CHAIRPERSON: Yes.

DR. BYRON WILLIAMS: -- of the fact
that it was built in the -- in the '90s --

THE CHAIRPERSON: Okay.

DR. BYRON WILLIAMS: -—- finished in

the '90s, and certainly it could also take judicial
notice of the fact that there was a rate setting
authority there. And if you were going to test my
memory, Hydro didn't have rate increases for about --
THE CHAIRPERSON: Yeah.
DR. BYRON WILLIAMS: -- six (6) or
seven (7) years and then the Consumers Association

came in and --
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THE CHAIRPERSON: Yeah.

DR. BYRON WILLIAMS: -- asked for --

THE CHAIRPERSON: And then all of a
sudden the trouble started, yeah.

DR. BYRON WILLIAMS: Yeah, that's when
things started.

THE CHAIRPERSON: Okay.

MR. PELINO COLAIACOVO (by TEAMS) : The
-— the project was finished in 1992, but you're --

THE CHAIRPERSON: Yeah.

MR. PELINO COLAIACOVO (by TEAMS) : -=
you are right. It -- it dates -- initial construction
was in the early '80s and then construction stopped.
There was --

THE CHAIRPERSON: Yeah.

MR. PELINO COLAIACOVO (by TEAMS) : -=
there was lots of controversy for a period of time.

THE CHAIRPERSON: Yeah.

MR. PELINO COLAIACOVO (by TEAMS) :

Then they finished the project and it turned out to be
a big success.

THE CHAIRPERSON: Yeah.

MR. PELINO COLAIACOVO (by TEAMS) : I
completely agree with you.

THE CHAIRPERSON: We wouldn't be here
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even looking at this if -- 1if bill 36 was proclaimed
and we were at April 1lst of 2025, would we?

MR. PELINO COLAIACOVO (by TEAMS) :
That's right.

THE CHAIRPERSON: I mean, the whole
issue of reserves and everything would be settled. We
have legislation in place. So, the issue is, what do
we do now?

I'm just wondering -- you —-- you put
forward this -- this issue about discussion with the
bond market, as if the bond market was something we
could touch.

You know, in fact, we -- we in the
59/18 talked to someone who is an institutional
investor. How -- how do you get an institutional
investor to come to a meeting and tell you what

they're actually thinking and give them scenarios?

When -- when we sort of put it, it was
put on -- it was sort of on the basis of, Well, no,
that's not our job. Our job is, you come to us with

an investment and we'll tell you whether interested
and how much it's going to cost.

They're not advisors the way you're an
advisor. So how do we get them to -- to tell us, you

know, whether they think, you know, the equity --
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debt/equity level needs to be at one level versus
another level?

MR. PELINO COLAIACOVO (by TEAMS) : So,
there are about a hundred and fifty (150)
institutional bond buyers that make up the pool for
the Province of Manitoba. They are all very large
institutions, and they are part of the syndicate that
buys bonds --

THE CHAIRPERSON: M-hm.

MR. PELINO COLAIACOVO (by TEAMS) : -=
buys and sells bonds day in/day out, right. And so no
-- no individual member of that pool is representative
of the whole pool.

So I completely sympathize with your
concern about how -- how do you actually -- it's
easier to say the bond market, but -- but that's
actually a hundred and fifty (150) or more different
individual investors and they all have slightly
different opinions about stuff.

But, you can, you know -- more
realistically, you can hire someone to go out and do a
series of meetings with some representative sample of
those hundred and fifty (150) to two hundred (200)
bond buyers.

And to talk to their actual analysts,
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because each of these institutions has hundreds of
employees and some of them are analysts who do nothing
but, you know, update ongoing models for all of the
issuers that they track 'cause, you know, the Province
of Manitoba is just one (1) of many issuers that they
pay attention to.

But then those analysts will tell you,
well, here are the criteria that we pay attention to,
and this is how we decide. 1It's -- and -- and they're
much more likely to do that on a, you know, one-on-one
basis with somebody who's doing it on your behalf
who's going to produce a report that says, well, I
talked to twenty (20) representative bond buyers, and

this is the average of what they all said.

These are -- and -- and some of them
were outliers. They said this, and some of them --
many of them agreed that this -- you know, these five

(5) things were most important to them.

Those are the kinds of efforts that you
can undertake to deepen your understanding. Is it
going to be perfect? No, it's not.

THE CHAIRPERSON: I guess, Mr.
Colaiacovo, if -- 1f Manitoba Hydro was still selling
bonds, I could see that. But you're talking about

going to the -- to these institutional investors who
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are selling Manitoba -- Government of Manitoba bonds,
not Manitoba Hydro bonds.

So how do you get them to comment on
Manitoba Hydro versus the Government of Manitoba?

MR. PELINO COLAIACOVO (by TEAMS) : Oh,
but they -- they do know that -- I mean, especially
now since Manitoba Hydro represents such a large
portion of the Government of Manitoba's total bond
portfolio, it's -- it's in the high 30 percent range
now.

So the entire market knows that, you
know, a very significant portion of Manitoba's issues
are actually for Manitoba Hydro.

And -- and there is attention paid to
Manitoba Hydro's performance as a result of that
because Manitoba's bonds are supported not just by
taxes, but they're also -- those bonds, because they
are on-lent to Manitoba Hydro, are supported by
Manitoba Hydro revenues. So -- so there is full
understanding of that in the market.

You're right, when they buy a bond
issue, it does not have Manitoba Hydro's name on it.
But when they are doing their analysis of, you know,
how much of this bond issue do we want to support and

what price are we going to demand, what's the credit
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spread that we're looking for, you know, under --
under what Manitoba Hydro circumstances are they going
to -- like what -- it's -- 1it's almost a theoretical
question to say: What -- if there were an
announcement from Manitoba Hydro that caused you to
change your view on the credit spread, what would it
be, right?

That's -- that's what you're trying to
get at and, you know, it's -- it's not perfect, but if
you were going to be setting some long-term targets
and, you know, communicating with the market about how
Manitoba Hydro was going to behave as a creditworthy
entity, you know, you'd want to understand what those
drivers are.

THE CHAIRPERSON: Okay. My -- sorry.
My final question is: Do you know of any other board
or commission in Canada that communicates directly
with institutional investors?

MR. PELINO COLAIACOVO (by TEAMS) : We
did similar work for another government entity, in
fact, a couple of them. The -- it's always
confidential --

THE CHAIRPERSON: Yeah. I -1
appreciate that.

MR. PELINO COLAIACOVO (by TEAMS) : -
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when -- when you do that. The -- I think it should be

very clear that you will not get that kind of -- you
know, that sort of an institution will not put it on
the public record. They will not attend the
regulatory hearing and volunteer their opinions.

But that doesn't mean that information

can't be collected and put on the record in useful

ways.
THE CHAIRPERSON: Okay. Thank you

very much. We're going to take our morning break now

and come back in fifteen (15) minutes. Thank you very

much, sir.
MR. PELINO COLAIACOVO (by TEAMS) :

Thank you.

—-——- Upon recessing at 10:39 a.m.

-—-—- Upon resuming at 10:55 a.m.

THE CHAIRPERSON: Sorry. I'm getting
the eye, Mr. Hombach. Am I supposed to go to you, or
am I going to Mr. Czarnecki?

MR. SVEN HOMBACH: It was -- 1t was
not the eye, but I wanted to just --

THE CHAIRPERSON: Okay.

MR. SVEN HOMBACH: -- advise --
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THE CHAIRPERSON: Was it the height?
Was it the height? Okay.

MR. SVEN HOMBACH: Maybe it was the
eye. Who knows? I just wanted to advise the Panel
that I've canvassed with other counsel during the
break. Mr. Czarnecki does have a few brief comments,
and Mr. Hacault has requested about five (5) minutes
of cross-examination with Mr. Colaiacovo as well. He
was not on the agenda --

THE CHAIRPERSON: Okay.

MR. SVEN HOMBACH: -— but I do believe

we can accommodate him.

THE CHAIRPERSON: Certainly. Okay.
Thank you. Mr. Czarnecki...?

MR. BRENT CZARNECKT: Thank you, Mr.
Chairman and Board members, and good —-- good morning,

Mr. Colaiacovo.

On behalf of Manitoba Hydro, I can
indicate we do not have any cross-examination
questions. But for the record, I want it to be clear
that that is in no way an indication that we are in
agreement with Mr. Colaiacovo's observations and
musings within his pre-filed evidence and that have
occurred today.

Rather, we will take the time to
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address them properly in written or oral final

argument, Mr. Chairman.

THE CHAIRPERSON: Understood.
MR. BRENT CZARNECKI: Thank you.
THE CHAIRPERSON: Thank you, sir.

M. Hacault...?

CROSS-EXAMINATION BY MR. ANTOINE HACAULT:

MR. ANTOINE HACAULT: Yes, Mr.
Colaiacovo. I'd like to take you to slide 13 of your
presentation, and then I'll refer you to the current
evidence on file.

You see on the right-hand side that you
referred to a graph that you had prepared in 2017/'18
GRA, correct?

MR. PELINO COLAIACOVO (by TEAMS) :
That's correct, yes.

MR. ANTOINE HACAULT: And as I
understood your testimony this morning, you thought
that there wasn't equivalent data on -- on the record

for this Application, correct?

MR. PELINO COLAIACOVO (by TEAMS) : The
data may —-- the raw data may be there to do the
calculation. I did not undertake to do that
calculation, but I'm certainly, you know -- it's not
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something that I was looking for, let's put it that

way, 1n order to prepare a similar chart.

The only point of including the chart
was to say that I didn't believe that things have
changed from a conceptual perspective. The actual
figures obviously would be updated to today if -- if
those are in the record, and they may be in the
record.

MR. ANTOINE HACAULT: Okay. Thank
you. Just by way of factual background, you'll
acknowledge that, since your graph, we've had the MMTP
and Keeyask projects completed, correct?

MR. PELINO COLAIACOVO (by TEAMS) :

Yes.

MR. ANTOINE HACAULT: Okay. Now, I'd
like you, Ms. Schubert, please to bring us to tab 10,
which is MFR-41 amended, page 6 of that document at
Figure 5, which is entitled '110 Year Net Export
Revenues and Net Income for 2024/'2025."

Do you see that before you, sir?

MR. PELINO COLAIACOVO (by TEAMS) : I
do.

MR. ANTOINE HACAULT: Okay. And this
I'll suggest to you is the updated data which is

similar to what's on your table. And if you can't
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answer that now, we can deal with it by way of
undertaking.

MR. PELINO COLAIACOVO (by TEAMS) : I
suspect it is. There's a graphic that appears on the
next couple of slides after -- on the next couple of
pages, as you can see, in the MFR --

MR. ANTOINE HACAULT: And I'll go --
I'll go to that --

MR. PELINO COLAIACOVO (by TEAMS) :

Yeah.

MR. ANTOINE HACAULT: -— but I first
want to make a couple of observations about this data.

On your graph, if we go back to it,
we'll see that there was -- you attributed 15 percent
of I'm going to say drought or less where we had
several years of negative income. It looks like about
fifteen (15) on your graph.

Do you see that?

MR. PELINO COLAIACOVO (by TEAMS) :

Yes.

MR. ANTOINE HACAULT: And now if we go
back to the data that I've just shown to you at page
6, Figure 5, we no longer have now that MMTP and
Keeyask are in place a total of fourteen (14) or

fifteen (15) years of negative income, but it's been
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changed to a period of seven (7) years over the
hundred and ten (110) runs that have been made,
correct?
MR. PELINO COLAIACOVO (by TEAMS) : So,

I will agree with you that in this set of data there's
only seven (7) or so 