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Foreword 

Manitoba Hydro, backed by the NDP provincial 
Government, plans to undertake a system 
expansion and refurbishment that, at $34 billion 
($27,000 for every man, woman and child in the 
Province), would be by far the largest 
investment in the Province's history. The Bipole 
III Coalition, an association of individuals 
opposed to Hydro’s planned expansion, asked 
me to preside over an inquiry into the 
expansion plans and to provide an opinion as to 
whether there is sufficient support for 
proceeding with it. 

Following a day of hearing presentations and a 
pre- and post-inquiry review of a vast array of 
information and analyses (either on the public 
record or otherwise accessible), I conclude that: 

the necessary support for making such a 
massive investment, to be funded by 
borrowing and utility rate increases, is not 
present. 

I am not convinced that Manitoba Hydro, which 
is a monopoly utility operating pursuant to an 
act of the Legislature (and responsible for the 
provision of adequate, reliable and low-cost 
power in Manitoba), has presented a strong 
enough case to be allowed to proceed, at an 
aggregate forecast cost of $22 billion (of the 
Utility’s forecast overall $34-billion capital 
expenditure) to build Bipole III, two new 
northern dams and a new Minnesota-Manitoba 
interconnection. 

And, with respect to the Utility’s expectation 
that it will require the further $12 billion 
beyond the $22 billion for the major expansion 
to address ‘normal’ utility infrastructure needs 
– this to replace, enhance and expand existing 

infrastructure (including a rebuild of Pointe du 
Bois and its spillway at a cost in excess of $2 
billion) – I am uncertain as to the 
appropriateness of that plan. Accordingly, I 
recommend close attention be given with 
respect to what is a separate component of 
Hydro’s overall $34-billion capital expenditure 
plan. 

While it is accepted that Hydro needs to 
address ‘aged’ infrastructure, with some of the 
Utility's assets 100 years old, and that upgrades 
and normal expansions are reasonable 
expectations, the size of the ‘ask’, which 
exceeds the present original cost of all of 
Hydro’s present and construction-in-process 
capital assets, demands close scrutiny.  I note 
years of delay by Hydro as to placing an asset 
condition report before the Public Utilities 
Board (PUB), a report that amazingly remains 
still outstanding. 

Most importantly, I advocate significant caution 
ahead of the NDP Government giving final 
approval to Hydro’s capital expenditure plans 
(plans that lay outside of the rate-setting 
mandate of PUB). Before borrowing the billions 
of dollars required to fund Hydro’s major ‘build’ 
requests, Government should take serious note 
of Hydro’s poor forecasting record of the last 
decade, a record that is quite concerning, 
consult with the two opposition parties in the 
Legislature and halt the ‘build’ so as to allow for 
a proper and needed reconsideration. 

As to Hydro’s forecasting miscues, I start by 
noting but two of innumerable examples: 

(a) the Utility spent twice its 2004 cost forecast 
[made to a panel of the Clean Environment 
Commission (CEC), including members of PUB, 
which conducted a Needs for an Alternatives To 
(NFAT) review of the Wuskwatim project], while 
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over-estimating by a factor of two the level of 
annual export revenue the new dam would 
realize; and 

(b) Hydro’s massive overpayment for the assets 
of Winnipeg Hydro, exemplified by Pointe du 
Bois, - initially believed by Hydro to require 
refurbishment but found, a decade later, to 
need a complete rebuild at an overall estimated 
cost of $2.4 billion (for a plant which would 
have a capacity of less than 100 MW). 

While recommending to Government that, even 
at this late date in its ‘march to 
implementation’, it call a halt to further 
expenditures and commitments related to 
Hydro’s ‘big build’ plan and, instead, work with 
the opposition parties to bring about a proper, 
open and independent review of Hydro’s 
current plan, I recommend the new review 
consider not only all aspects of the current plan 
but also the full range of available alternative 
strategies. 

With the Government likely to yield, over a 25-
year period, in excess of $12 billion for its 
Consolidated Fund from increased electricity 
bills and taxes levied on Hydro's ratepayers, a 
‘take’ representing a conflict of interest, 
nothing less than a pause and a truly open and 
thorough review will suffice.  The Government 
lacks the necessary social license to proceed 
with a plan that has such severe implications for 
current and future ratepayers. 

Based on the evidence, I suspect the result of a 
proper review would be major changes to the 
current plans, reducing borrowing and large 
future rate hikes for ratepayers (while reducing 
the ‘take’ for  Government). 

I acknowledge that, upon a pause taking effect, 
Hydro would have to lay off hundreds of 

northern trainees and employees, defer Bipole 
III and the Keeyask partnership, renegotiate 
export contracts and take a write-off in excess 
of $1 billion, the latter to drive the 
Government’s summary account even further 
into the red. 

While difficult, a pause is in the public interest.  
One’s best loss is often its first loss.  
Recognizing a problem before the bus ‘goes 
over the cliff’ is undeniably better than 
presiding over an autopsy. To continue to 
implement Hydro’s plan, given the weak and 
risky case that supports it, would be hubris. A 
retreat to reason is appropriate and would 
avoid what could come to be seen in future 
years as a damaging and stubborn act of high 
political selfishness. 

In the largest major project initiative in its 
history, the Utility recalls its glory days of the 
1960s and 1970s, when, virtually without 
opposition (unfortunately), it tamed Manitoba's 
northern rivers. In doing so, it negatively 
impacted the environment and a way of life. 
Hydro has already spent a billion dollars on 
mitigation of those projects, following its 
development of northern hydro generation. 

Changed circumstances are not harbingers of 
future success in its current undertaking: 

1. Construction costs are now many multiples 
of the cost levels of 50 years ago (and 
seemingly six times that of the time of 
Limestone’s build, that only 25 years ago), 
while export sales to America, a foundation 
of Hydro's plans, are dominated by spot 
sales which have in recent years realized as 
low as 1 to 3 cents per kilowatt hour.  
Manitoba's excess power, now representing 
about 30% of average annual generation, 
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subsidizes and supports American electricity 
needs 

While spot export prices have been and 
remain low, the marginal cost of bringing 
new generation and transmission to market 
will exceed 10 cents per kilowatt hour 

2. Northern development requires the co-
operation of First Nations and the price for 
that cooperation  is high, involving 
mitigation payments and actions, training, 
jobs and contracts, community 
development and equity participation (on 
very accommodating terms) 

3. The current initiative relies on American 
utilities buying Hydro’s excess power at 
prices sufficient to benefit Manitoba 
ratepayers but comes at a time when 
Americans have choices for their supply of 
electricity and favour projects that provide 
jobs for Americans as economic issues 
continue to trump environmental concerns 

4. With the cost of producing new hydro-
electric power rising rapidly, potentially 
lower-cost alternative strategies have 
become attractive − natural gas prices has 
fallen with the advent of plentiful shale gas 
(current day prices are well below those of 
a decade ago), making efficient combined 
cycle gas plants a sound economic choice, 
one increasingly  being  made by American 
utilities 

5. New and enhanced technology now present 
opportunities for wind, solar power and 
demand side management (DSM) 
initiatives, all attractive renewable energy 
options competing with new large hydro 
plants with much higher price tags (money 
and environment) 

6. As an alternative to constructing expensive 
new generation and transmission, demand 
side management (DSM), that is, energy 
efficiency and demand suppression 
measures, offers the lowest cost 
alternative, one that is far ‘easier’ from 
both an environmental and a financial 
perspective than new power generation 
from virtually any energy source 

7. Demand for power has been stagnant in the 
market into which Hydro exports; it has 
been flattening out − this not only the result 
of demand side management (DSM) 
measures and new technologies, but also 
due to reduced industrial needs, and 

8. In Manitoba, with no major new industry in 
over ten years, the Tembec paper mill and 
HudBay smelter have closed, while Vale is 
planning to shut its smelter and refinery in 
Thompson. 

As to Hydro's plans to hold down construction 
costs to current estimates, secure and later 
renew low rate loans, gain and hold 
cooperation from First Nations, communities 
and landowners, and achieve, and retain major 
export contracts at decent prices, with prices 
and volumes sufficient to hit net income 
forecasts out 78 years, I, among many others, 
lack what should be confidence. 

Hydro's cost, demand and export income 
forecasts have been habitually and woefully 
wrong, driving up rates.  I anticipate that 
experience will continue if the 'bug build' plans 
are implemented.  As to Bipole III alone, past 
cost estimates have exceeded $4 billion while 
Hydro has maintained its $3.3 billion estimate 
now for over three years, despite evidence of 
the pending high cost of settling with 
landowners and communities on the proposed 
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route and serious doubts as to engineering 
issues. 

There are just too many factors that could go 
amiss. And the factors to contend with are 
known, leaving yet the risk of Black Swan 
occurrences. 

Hydro's net income results, solvency and its 
ability to borrow (borrowing is through the 
Province, affecting the overall financial picture) 
now rely not only on large annual rate increases 
at twice the rate of inflation but also the 
deferral of hundreds of millions of dollars that 
the Utility has spent but not yet recorded as an 
expense. These deferred costs include debt 
guarantee fees and capital tax levies made by 
the Government which continues to record the 
receipts as immediate income. 

As well, the Utility's balance sheet is supported 
by the inclusion of more than two billion dollars 
of intangible, illiquid and non-performing 
assets. Hydro has no 'liquid' retained earnings. 

By itself, Bipole III, alleged to be required to 
enhance reliability and thus with no expectation 
that costs would be recovered from exports, 
will require increased revenue of about $300 
million a year to offset its annual cost once in 
service. An increase in annual revenue 
requirement of $300 million represents an 
approximate rate hike of 30% for ratepayers, 
consumers and industry alike, although rate 
shock would likely be avoided by ‘feathering in’ 
what is actually required over a number of 
years to reduce ratepayer fury. 

An early start to this ‘feathering in’ process is 
represented by PUB's recent practice of setting 
aside a portion of new rate increases to help 
meet the rate consequences of an in-service 
Bipole III.  The accumulated 2.25% per annum 

hike to ‘pre-fund Bipole III is far below what will 
be needed if the project is implemented.  It was 
not long ago, when Hydro officials, testifying at 
PUB rate hearings, assured panel members and 
interveners that it would not seek rate 
increases affecting current ratepayers for 
capital expenditures intended to ‘benefit’ 
future ratepayers. 

The rate implications of spending another $17.2 
billion to construct Keeyask and Conawapa, plus 
an additional amount for a new 
Minnesota/Manitoba line, remains cloudy and 
could/would eventually bring even larger rate 
increases. Finally, Hydro’s existing 
infrastructure is aged and requires 
refurbishment, enhancement and expansion; 
the forecast $12 billion to meet these needs will 
also be funded by domestic ratepayers, again 
driving up rates. 

The Government directed that its plans for 
Hydro be subject to an NFAT review (Needs For 
And Alternatives To) before PUB, as if such a 
process would reassure if not 'relax' ratepayers. 
This leaves aside the fact that a proper review 
should have taken place before Hydro spent 
and/or committed $3 billion, entered into 
partnerships with First Nations and committed 
to sell more power to the Americans. 

The Terms of Reference set out by the 
Government for PUB to follow in its NFAT 
review does not allow for: 

1. consideration of Bipole III 

2. proper consideration of funds already 
spent 

3. comment on contracts with First 
Nations 
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4. making public Hydro’s export-import 
contracts, or 

5. a hearing held before an expert and 
independent panel. 

While these are not Hydro's 'halcyon days', far 
from it, the times are also not the best for the 
Province either. In the 1960s and 1970s, the 
Province lacked the heavy debt load it now has, 
and was not recording annual deficit after 
annual deficit. 

The Government is fortunate that interest rates 
have been held down for such an extended 
period. Imagine the impact if even a 1% 
increase in rates occurred on its present gross 
debt base of $32 billion (an extra $320 million 
for every 1% increase). 

A private company with the debt-laden balance 
sheet and inaccurate forecasting history of 
Hydro wouldn't risk its shareholders' money on 
a plan such as Hydro’s, one that is proceeding 
only with the Government's full backing. A 
private company would not be able to raise the 
billions of dollars of capital needed from the 
credit markets to finance the debt.  Nor could it 
be assured that its regulator would consider the 
expenditures prudent and allow the costs to be 
reflected in higher rates. 

As noted earlier, if Hydro's plans are 
implemented, Government's income from 
levies made on Hydro and its ratepayers will 
soar. Massive amounts of direct and indirect 
revenue will flow to the Government over just 
the initial 25 years of Hydro’s plan. 

Ratepayers will pick up the tab, and more 
lower-income households will fall into a state of 
energy poverty. Imagine the impact on a lower-
income household heated by electricity now 
receiving an average monthly electricity bill of 

$160 with the bill soaring to twice or three 
times that level. It is not difficult to imagine an 
eventual tripling of rates, with devastating 
negative consequences for the entire Manitoba 
economy. 

Manitobans have been and still are paying for 
Hydro and Government propaganda intended 
to lull them into a false sense of security, false 
because they are being asked to rely on highly 
questionable projections while there continues 
to be no sign of a comprehensive independent 
expert review, let alone a full audit of 
expenditures to-date, on the horizon. 

The Manitoba Hydro Act states: 

The purposes and objects of this Act are to 
provide for the continuance of a supply of power 
adequate for the needs of the province, and to 
engage in and to promote economy and 
efficiency in the development, generation, 
transmission, distribution, supply and end-use of 
power and, in addition, are 

(a) to provide and market products, services and 
expertise related to the development, 
generation, transmission, distribution, 
supply and end-use of power, within and 
outside the province; and 

(b) to market and supply power to persons 
outside the province on terms and 
conditions acceptable to the board 

It is not difficult to interpret from the above 
statement that the direction “power adequate 
for the needs of the province” is the paramount 
and overriding purpose of Hydro. If so, then 
providing power for “persons outside the 
province” is meant to be subservient to service 
to Manitoba and is not a primary purpose. 
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The NDP Government’s philosophy appears to 
mix up legislated priorities while turning Hydro 
into an asset that, whether intended or not, has 
the American market as its primary beneficiary, 
relegating the needs of Manitobans to that of 
secondary consideration. 

Hydro’s priority should return to focusing on 
the need for Manitobans for reliable power at 
the lowest possible cost. 
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Executive Summary 

Frustrated and concerned by the NDP 
Government’s blindness and deafness to 
professional, expert, media, political and public 
concerns and criticisms of its plans for a massive 
Manitoba Hydro $22-billion capital spending 
spree involving the construction of Bipole III, 
two new northern dams and a new 
Manitoba/Minnesota interconnection, the 
Bipole III Coalition sponsored an inquiry into the 
expansion and matters related thereto. 

I presided over the inquiry, which involved a 
review of all the available information on the 
public record plus a one-day hearing at which 
five major presentations were made.  Being a 
former Chairman of the Public Utilities Board, I 
had presided over all PUB proceedings involving 
Manitoba Hydro for the period from March 
2004 through to and including March 31, 2012.   

Since then, I have ‘kept up’ with Manitoba 
Hydro developments, while voicing concerns 
about the Utility’s expansion plans in several 
public presentations and published articles.  
That said, I remained with an ’open mind’ on 
the topic and, thus, was able to act on the 
request of the Bipole III Coalition as the 
Commissioner of an independent inquiry into 
the expansion.  

In this report, I answer in the negative to the 
substantive question put to me, that being:  

Has Manitoba Hydro adequately supported the 
major expansion being supported, financially 
and politically, by the NDP Government of 
Manitoba? 

In this report, I provide support for my 
conclusion that the basis for the $22-billion plan 

is far from adequate and recommend that the 
implementation of the plan be brought to an 
immediate halt until a proper and truly 
independent review is held and completed.  

Such a review should neither exclude any 
aspect of the current plan, including the plan to 
build a third HVDC transmission line from 
northern Manitoba by way of a ‘western’ 
routing, nor ignore any of the available 
alternatives to the planned $22-billion ‘big 
build’.  Instead, the review should be fully open 
and consider the needs of Manitobans for 
reliable and low-cost electricity into the future, 
without any political or other constraints. 

I also make a number of recommendations, 
these towards better ensuring that Manitoba 
Hydro serves the interests of Manitobans rather 
than the political and financial objectives of a 
political party that now enjoys a majority 
government in the Manitoba Legislature. 

Complementary to my review of the public 
record, oral presentations were made at the 
one-day inquiry.  Ms. Karen Friesen, a farmer 
and the President of the Bipole Coalition, 
reported on her experiences and views in 
respect of the conduct of Manitoba Hydro and 
other parties preparing for routing Bipole III 
through prime agricultural land. 

Dr. Garland Laliberte, an engineer and former 
Dean of Engineering at the University of 
Manitoba, and the Vice-President of the Bipole 
Coalition, provided two presentations. His first 
presentation was on Manitoba Hydro’s load 
forecasts which underlie its and the NDP 
Government’s claims that, in the absence of 
new generation coming into service by 
2023Manitoba would ‘run out of power’.  
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He found Manitoba Hydro’s load forecasts to be 
far in excess of reasonable and debunked the 
assertion of Manitoba Hydro and the 
Government that, if Keeyask is not built 
immediately, demand will exceed supply by 
2023.  Contrarily, Dr. Laliberte holds that 
Manitoba Hydro’s load forecasts are twice that 
which would be reasonable and that a new 
hydro dam is not required for ten years or more 
past the date of Manitoba Hydro’s current 
‘build’ forecast.   

In his second presentation, he provided a 
review of demand side management measures 
(energy efficiency and demand suppression) 
taken in other jurisdictions, criticizing Manitoba 
Hydro’s feeble efforts while claiming that a full-
out effort could (plausibly) lead to a flattening 
of demand, allowing for both a deferral of new 
hydro dam and transmission construction and 
more reasonable rates.   

Dr. Laliberte also noted the financial gains the 
Government would obtain by implementing the 
expansion in full, gains that would require much 
higher ratepayer bills. 

Mr. Dennis Woodford, a professional engineer 
and the President of Electranix, an 
internationally recognized Winnipeg-based 
research and consulting firm specializing in 
HVDC transmission systems, reviewed the need 
for Bipole III in the first of two presentations. 

He singled out the failure of Manitoba Hydro to 
carry out a detailed reliability study for Bipole III 
while, at the same time, its subsidiary, 
Manitoba Hydro International, was 
recommending that the Newfoundland and 
Labrador’s Muskrat Falls generation and 
transmission project not proceed without such 
a study. Instead, he said that, in making the 
case for Bipole III before the Clean Environment 

Commission, Manitoba Hydro relied more on 
statements geared to induce fear than to invite 
rational analysis of the need to provide 
transmission system reliability. He pointed to 
the irony of building a transmission line claimed 
to be needed for reliability through Tornado 
Alley and in a route known for its severe 
thunderstorm activity. 

Mr. Woodford said that he and his Associate, 
Mr. Art Derry, who co-authored Mr. 
Woodford’s second presentation, agreed with a 
2010 Manitoba Hydro report that recognized 
that, for system reliability in the face of summer 
weather risks, the co-linear Bipoles I and II 
needed to end at geographically separated 
southern and northern terminal points.  He 
pointed out that, fortunately, in Manitoba’s 
temperate climate, summer weather events do 
not coincide with the peak demand season. 

Messrs. Woodford and Derry proposed, as just 
one example of the creative opportunities that 
are available, a transmission system 
modification that would reconfigure existing 
and new southern and northern converters 
without a need to build Bipole III until well into 
the future. Their proposal would, if required to, 
accommodate the southward transmission of 
Keeyask power, taking advantage of an already 
proposed northern and western transmission 
upgrade. This would allow for import 
opportunities that would become available 
when the new Manitoba/Minnesota AC 
transmission line is completed and adjustments 
take place in load forecasts and demand side 
management achievement needed in any case. 

Based on my review, I strongly criticize the 
planning processes undertaken by Manitoba 
Hydro, the NDP Government and its other 
agencies and make innumerable comments and 
recommendations to alleviate the risk that 
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Manitoba Hydro’s ratepayers will end up 
‘wearing’ a financial debacle of catastrophic 
dimension. 

Premier Selinger should reflect on the 
comments of two former Premiers, one of 
whom was the first NDP Premier of this once-
great province and a strong supporter of a 
properly run Manitoba Hydro. 

“Past growth rates and credible projections 
show a domestic growth rate well within 
Hydro’s present capacity for a few more years. 
Why rush on a multi-billion dollar scale into a 
very uncertain export market? And, we do have 
the time. Imagine – just imagine – ending up 
having to subsidize electricity sales to another 
province, or another country altogether. Yet this 
could easily happen. Indeed, based on present 
costs and prices, it is almost certain to happen.” 
Former NDP Premier Edward Schreyer. 

“I can’t understand why the Government is 
afraid to have an objective, independent review 
of Manitoba Hydro’s $34-billion proposal. It’s by 
far the largest commitment made by a Crown 
Corporation in the province’s history.” Former 
PC Premier Gary Filmon. 
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1.  Introduction 
I agreed to serve in the role of Commissioner of 
the inquiry because holding an inquiry into 
Hydro’s expansion plan is in the public interest.  
Following eight years as PUB's Chairman and 
having followed Hydro expansion plans before, 
then and since, I am steeped in regulatory 
practices and well informed on Hydro and 
general energy market matters. 

On May 8th, 2014, I heard presentations and 
presided over active question and answer 
sessions. Approximately 150 interested 
Manitobans attended the Inquiry. Now, on the 
basis of the May 8th presentations and my 
review of extensive material drawn from the 
public record, I provide my finding on the 
critical question asked of me, that being (put 
differently): 

Has Hydro sufficiently supported its plans to 
allow the conclusion that its expansion plans 
are prudent and in the public interest? 

In other words, has Hydro established a sound 
enough case to proceed with a $22-billion plan 
to construct two new hydro-electric dams, a 
new interconnection to the U.S. and a third 
major HVDC transmission line, Bipole III?   

That said, it would also be unwise to omit a 
detailed and independent review of Hydro’s 
projected massive $12-billion bill for upgrading 
and expanding so-called ‘regular’ and ‘aged’ 
infrastructure. 

The difference between the Bipole III Coalition’s 
inquiry and the very long and expensive one 
being conducted by the PUB, the so-called NFAT 
process, is that the Coalition’s inquiry was not 
restricted from considering anything related to 
the proposed expansion (that includes Bipole III, 

the export and partnership contracts and, as 
well, spending undertaken by Hydro ahead of 
final regulatory approval). 

I was not surprised that the Government-
appointed Clean Environment Commission 
recommended that the NDP Government 
provide an environmental licence for Hydro's 
Keeyask Dam project. As was the case with 
CEC's earlier support/sanction of Bipole III, its 
recommendation made despite CEC's list of un-
cleared concerns.  As Winnipeg Free Press' Dan 
Lett commented in his article of May 8th, "CEC 
had no option, no big surprise”. 

The May 8th independent inquiry is also 
different in that I, the Commissioner, was not 
appointed by the Government. 

Bipole III was emphasized in the May 8th inquiry 
and that emphasis was appropriate.  Bipole III is 
the key linchpin in Hydro's planned construction 
blitz. 

Without Bipole III, and in accordance with 
Hydro’s expansion plan, neither Keeyask nor 
Conawapa, the two new dams planned to be 
built by Hydro, will be constructed.  And, if 
Bipole III is not built, does there need to be an 
immediate alternative plan to ensure reliability? 

Answering those questions straightforwardly is 
important, not just for present and future 
ratepayers and taxpayers but also for the 
welfare of the overall Manitoba economy. 

Why? 

Because Hydro forecasts that its expansion 
plans will require more than a doubling of rates 
over the next twenty years.  Already, thousands 
of Manitobans are delinquent in the winter 
months in paying their electricity bills (and this 
is at current rates). 
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With 30% of consumers being lower-income 
and 35% of ratepayers relying on electricity for 
heating of space and water (heating by 
electricity costs much more than by natural 
gas), it is important to assess society's ability to 
pay much higher rates, a question neither listed 
in the Government's NFAT Terms of Reference 
nor posed to Hydro nor considered by it in 
PUB’s process. 

If Hydro's forecasts of construction costs, 
demand for electricity, export sales and prices, 
interest rates, accounting changes, currency 
levels and frequency and severity of droughts 
end up significantly wrong, what are the 
implications for rates and ratepayers? 

What about the economy?  Risk assessment in 
the current PUB process has been very weak. 

On May 6th, two days before Bipole III 
Coalition’s one-day inquiry, PUB granted Hydro 
an interim rate hike of 2.75%, this ahead of the 
conclusion of PUB's Government-mandated 
NFAT review. In doing so, PUB called for Hydro 
to file a new two-year rate application this fall, 
following the agency’s submission to 
Government of its NFAT report. Likely, PUB will 
not bring about a halt to the ‘big build’ and 
rates will head north once again. 

In its May 6th decision, the Public Utilities Board 
pointed out potential problems arising from 
Hydro's revised forecasts, suggesting more 
troubles lie ahead for ratepayers.  While Hydro 
had sought another 3.95% increase, PUB cut the 
increase back ahead of concluding its review of 
Hydro's expansion plans and its receipt of a new 
two-year rate application from Hydro. The cut-
back noted Hydro's expectation that this past 
winter's extreme cold temperatures – which 
drove up both electricity consumption and 
natural gas and spot electricity export prices – 

will have, together with past rate increases 
authorized by PUB, had produced a relatively 
puny $116 million net income, an outcome that, 
while twice the Utility’s previous forecast, was 
far lower than one would expect given the rate 
hikes, cost deferrals, cold winter and much 
higher natural gas prices. 

PUB highlighted a steep decline in the Utility's 
actual and forecast export revenues since 2008, 
indicated additional net costs coming from the 
Wuskwatim dam's operations (Wuskwatim 
construction costs were twice the forecast 
while spot export revenues from its generation 
were half that expected), noted higher 
operation, maintenance and administration 
costs and raised a concern that may speak to 
Hydro's longer-term credit rating prospects. 

PUB's rationale for the rate hike included 
helping Hydro head off a financial loss in its 
current, 2014-15, fiscal year. Shockingly, and 
despite a decade of rate hikes higher than 
inflation, Hydro forecast that, without another 
rate hike, it could post a loss for 2014-15. PUB 
acted to limit deterioration in Hydro's financial 
ratios by compensating, through the rate hike, 
for lower-than-anticipated export revenue and 
provided funds to begin addressing the Utility's 
need for expenditure on its aging existing 
infrastructure. Commenting on changes to 
Hydro's longer-term forecasts, PUB noted 
increased estimates of costs associated with 
expansion, interest expenditure and the 
amortization of existing and planned 
infrastructure. 

And despite Hydro's stated intention to pocket 
rate increases of 3.95% every year while holding 
its operating, maintenance and administrative 
expenses to annual increases of only 1% 
starting in its 2015-16 fiscal year (restraint 
sought by interveners and PUB in previous 



 
 

3 
 

hearings but absent to date), the Utility slashed 
its estimate for accumulated net income 
through to 2032 by $2.6 billion. 

What is the likelihood that Hydro will actually 
hold its operating expenses to increases of 1% 
for several years? History and ongoing inflation 
in costs suggest likely not. 

Despite intending to boost its energy efficiency 
effort for a few years, the Utility has not 
committed to specific reductions in its 
challenged annual load growth projection which 
currently remains unadjusted at 1.5% before 
demand side management. With respect to 
matters important to credit rating agencies, 
Hydro's forecasts suggest that it will miss 
satisfying all three of its important financial 
indicators and report net losses in several 
future years. 

PUB suggests that Hydro could require annual 
increases in excess of 4% in the future, 
regardless of whether the Utility's $22-billion 
expansion plan is undertaken or if, instead, any 
of the other alternatives being reviewed in the 
Need for and Alternatives to (NFAT) hearing 
were to be undertaken. 

PUB also expresses concern as to the 
implications for Hydro's future net income 
levels upon Bipole III coming into service and 
being amortized.  It notes the upcoming 
mandatory adoption of upgraded accounting 
principles (which could reduce Hydro's ability to 
defer certain expenses, driving down further its 
net income prospects). And PUB suggests that 
Hydro should consider expensing capital tax on 
its construction in progress (for consistency 
with Government’s practice of booking it as 
revenue received). 

PUB concludes its May 6th order by yet again 
requesting, for this fall, an asset condition 
report along with a new two-year rate 
application. Unfortunately, PUB neither 
directed Hydro to file operational benchmarking 
information nor sought a review of its rate-
setting methodology, despite clear indications 
that Government was using low electricity rates 
to motivate firms to build cloud computing 
centers in Manitoba, with their rates likely to be 
subsidized by householders and small business. 

PUB's interim rate order does not inspire 
confidence in Hydro. The Utility's expected 
$116 million net income for the fiscal year just 
concluded is not impressive considering that 
Manitoba experienced the coldest winter in 
more than a century, the assistance that rising 
natural gas prices provided to higher spot 
export pricing, the ongoing deferral of costs 
that could or should be expensed, and a decade 
of above-inflation rate hikes. 

Going back at least a decade, Hydro has 
chronically made estimates that have proved 
wrong. Construction costs, export volumes and 
prices, load growth, and net income forecasts 
have been materially out, always in favour of 
presenting a result fitting Hydro’s vision. Given 
the continuing trend, as indicated in PUB's rate 
order, it is difficult to accept that Hydro's latest 
round of amended forecasts will prove any 
more accurate than past forecasts. 

If construction cost forecasts continue to 
increase, even if at half the growth rate of 
recent years, and/or if load growth comes in 
materially below the 1.5% forecast (a forecast 
challenged as being out-of-step with Manitoba 
and American experience), and if Hydro 
implements its expansion plans, ratepayers 
could easily see average annual rate increases 
of 6% or more over twenty years rather than 
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the 4% forecast by Hydro.  The rate advantage 
that has been built up over many years and 
which has partially, for some, offset the bill 
impact of our cold winters, may well end up 
gradually eroding. 

PUB noted major changes to Hydro's past 
forecasts of both capital expenditures and 
operational revenues.  That development was 
not unexpected, as changed estimates has been 
the pattern for Hydro for at least a decade, with 
construction cost estimates up once again, 
export revenues lower than expected before, 
etc. 

In its interim rate order (interim means the 
increase could be increased when finalized), 
PUB cited major declines in export revenues 
compared to past forecasts while noting that 
Hydro has slashed $2.6 billion off its 20-year net 
income forecast, even after continuing with its 
assumption that 3.95% annual rate hikes would 
occur.  PUB also suggested that regardless of 
which plan (out of those being considered at 
the NFAT hearing) ends up being implemented, 
it is possible that rate hikes higher than the 
3.95% a year asserted by Hydro to be adequate 
will be required. Worse still, PUB notes that, in 
a number of the years to come, Hydro could 
record losses not profits, despite the rate hikes. 

Going further, PUB noted that, in some of those 
future years, Hydro could miss meeting the 
three financial indicators it considers very 
important - its debt-to-equity ratio, its coverage 
of interest costs, and its coverage of capital 
expenditures. This comment supports PUB’s 
note that higher rates, including the recent 
interim 2.75% increase, were necessary to keep 
the credit rating agencies happy. 

I strongly recommend a read of PUB's latest 
rate order; it can be found on the agency's 

website. It is interesting while, at the same 
time, disturbing. 

In my career as an accountant, I learned to pay 
attention to the adage, "follow the money".  In 
this case, I wonder if the Government's solid 
support for what is an extraordinary and risky 
gamble is in major part due to the ‘bonanza’ of 
new revenue it will collect from Hydro and its 
ratepayers if the present plan is implemented 
($12 billion or more in aggregate Hydro-related 
income over 25 years). 

While Hydro’s most commonly understood 
objectives are to provide reliable power at the 
lowest cost, in its commentaries, Government 
has expanded Hydro’s objectives.  It now 
includes assisting northern First Nations, 
lowering American emissions, giving a boost to 
the economy (prior to a provincial election, I 
note), and employing funds from Hydro 
(ratepayers) to spend on Government's overall 
objectives. 

In reaching a conclusion on whether Hydro’s 
plan has been adequately supported, a 
consideration of the overall fiscal condition of 
the Province itself is required.  The funds 
required to fuel the planned expansion would 
be borrowed, with the provincial Government's 
gross debt already exceeding $32 billion in a 
province with a Gross Domestic Product of only 
$62 billion.  Add in municipal, business and 
consumer mortgage and other debt and, to that 
total, add Manitoba’s share of federal debt. The 
present debt load on the average Manitoba 
taxpayer is already shocking even before the 
prospect of the additional billions of dollars 
required for Hydro’s adventure.   

And, it is worthy of consideration to reiterate 
that the planned expansion comes at a time 
when Hydro proposes to spend, within the 
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overall capital expenditure budget of $34 
billion, $12 billion on refurbishing, replacing and 
expanding existing aging infrastructure. In PUB's 
recent rate order, the agency specifically cites 
Hydro's aging infrastructure as one of the 
Utility's challenges. 

Government and Hydro expect ratepayers to 
meet whatever rates are required to fund the 
Utility and keep its financial indicators within 
established benchmarks.  With provincial 
income and retail sales tax already high, will 
consumers be able to afford the implications of 
the expansion, particularly if Hydro’s financial 
forecasts prove wrong? 

As to the decision to hold this Inquiry, it was 
important to be as timely as possible.  The 
reality is that, once built, the consequences of 
the build will flow, bad as they well may be. 
And, with news of CEC's recommendation to 
Government to license Keeyask, one can only 
surmise that the Utility's daily spending rate on 
its expansion plans, even before the NFAT 
review is done, will not slow. 

Each day, and ahead of final regulatory 
approvals, I estimate that Hydro spends another 
$6 to $9 million on projects still awaiting final 
approval. Every month, the equivalent of 
another Bomber stadium or two MTS Centres 
are expended.  With these actions, flexibility is 
disappearing and, in the end, it will not be up to 
the current Government to deal with the 
implications; that will be left to future 
Governments, ratepayers and taxpayers. 

It is important to realize that the Coalition’s oral 
Inquiry was but a one-day public event. The 
sponsor, the Bipole III Coalition, lacks the 
millions of dollars involved in PUB's flawed 
NFAT proceeding, dollars that will eventually be 
paid by Hydro’s ratepayers. 

However, in preparing for the Inquiry, I had an 
‘avalanche’ of evidence and information to 
assist me in making an assessment.  All publicly 
disclosed information from past PUB hearings, 
transcripts, Orders and filings, media reports, 
the opinions of experts, comparative data of 
other jurisdictions, along with all of the 
information that has arisen through PUB's NFAT 
process was available to me. 

I had more than enough information to reach 
my conclusion, as indicated herein. 

 

2.  Background 
Controlled by Government, Hydro is Manitoba's 
largest company. It enjoys a monopoly, 
providing both electricity and natural gas to 
Manitobans with 550,000 electric and 250,000 
natural gas accounts. 

The Board of Directors is Government-
appointed, without a competition and not 
requiring industry experience. The Utility 
follows Government's objectives and, in recent 
years, the number one objective has not been 
maintaining the lowest possible electric rates 
for domestic ratepayers, let alone concern for 
lower-income households. Many of Hydro’s 
lower-income household consumers reside 
outside of the natural gas distribution network 
and rely on electricity for heat, which is much 
more costly and, also, contributes to demand. 

Hydro lacks capital stock and has no cash 
reserves. While the Utility and the Minister 
Responsible assert that the Utility is well-
financed with reserves at record levels, the 
truth is closer to a realization that the Utility is 
at the highest financial risk level in its history. 
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The largest part of its retained earnings are 
illiquid non-performing assets, with more than 
$200 million per year of operating costs being 
deferred, costs that should or could be 
expensed.  As indicated earlier, if write-downs, 
period cost expensing and recording of all 
liabilities were to take place, Hydro would have 
no equity, a position that does not support a 
massive development gamble involving tens of 
billions of dollars of additional debt and much 
higher rates. 

Hydro borrows through the Province and its 
debt now represents one-third of overall 
Government debt, with that fraction to increase 
further to half and more in the future if the 
present plans are implemented (assuming the 
provincial Government can restrain its own 
expenses enough to allow for balanced budgets 
for core Government services). 

To produce an annual profit, or at least to break 
even, an indicator sought by the bond market, 
Hydro is now fully reliant on both rate increases 
and a continuation of its deferral accounting 
approach. Since 2008, Hydro has lost money on 
exported power (if generation and transmission 
assets and costs were to be allocated to exports 
on a full-cost basis). There is no certainty that 
the situation will change if the development 
and export contract plans are fully 
implemented. Far from it, the plans require 
massive new borrowings and rate increases. 

The Utility’s latest estimate of $34 billion for 
capital expenditures over the next twenty years 
is up 60% over the forecast it provided in 2011, 
just three years ago.  And the $22 billion 
forecast (for the Preferred Development Plan 
plus Bipole III) is up sharply from previous 
forecasts. The existing plans involve risky export 
commitments, no adequate diversification of 

supply, and partnerships with First Nations 
involving questionable terms and accounting. 

The size of the Utility’s personnel complement 
has soared and will continue to grow with its 
risky expansion. Yet, Hydro has resisted 
benchmarking its operations against other 
utilities and has a long history of under-
estimating costs and over-stating export prices, 
volumes and profits. Benchmarking is a critical 
necessity for any proper review of the agency’s 
efficiency; without benchmarking against other 
similar utilities a regulator cannot do a proper 
job. Consider the difficulty for the PUB, charged 
with regulating Hydro’s rates with too little 
information, a restricted mandate and a long 
history of Hydro’s withholding information and 
poor forecasting. 

In my view, Hydro overpaid for both Centra Gas 
and Winnipeg Hydro.  With Hydro having no 
cash reserves, the acquisitions were both 
funded by debt. Significant support is available 
for the assertion that Hydro overpaid for both 
of these acquisitions. 

A few examples may assist the understanding.  

Hydro was committed to upgrade the City’s 
energy efficiency, with limits on how much 
Hydro needed to spend – while Hydro far 
exceeded its financial obligation, the power 
saved was sold on the export market at half or 
less of what it was earning from the City. And, 
while the terms of the purchase required Hydro 
to build a new head office downtown, it didn’t 
require a $283-million ‘palace’.  

In 2013, Hydro undertook an expensive media 
campaign emphasizing that its capital assets are 
old and need refurbishing, yet it has failed once 
again to provide the PUB with an asset 
condition report, one that would likely highlight 
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the poor condition of ex-Winnipeg Hydro’s 
generation, transmission and distribution 
assets. Hydro tentatively plans to rebuild Pointe 
du Bois (at a total cost of $2.4 billion) when, at 
the time of the acquisition, no major expense 
for the old plant’s refurbishment was noted. 
This plan further highlights the problems and 
underscores the failure of the Utility to ‘buy 
smart’. 

To produce an annual profit, Hydro is fully 
reliant on both rate increases and a 
continuation of its deferral accounting 
approach. Since 2008, Hydro has lost money on 
exported power if the cost of the infrastructure 
necessary for exporting is allocated to exports; 
there is no certainty that the situation will 
change if the development and export contract 
plans are fully implemented. Far from it, the 
plans require massive new borrowings and rate 
increases. 

The major risks for ratepayers arising out of 
Hydro’s plans include: 

(a) drought, with existing large export 
contract commitments 

(b) continuation of forecasting errors 

(c) future non-renewal of export contracts; 

(d) volumes and prices for exports lower 
than forecast 

(e) further increases in construction costs; 

(f) arrival or expansion of high-
consumption low-jobs enterprises 
before marginal pricing is in place 

(g) rising interest rates (forecast to occur 
by virtually every knowledgeable 
observer), and 

(h) fluctuating currency levels (while Hydro 
claims it has a ‘natural hedge’ in 
American debt offset by export sales 
payable in American dollars, it is a 
hedge that requires constant 
monitoring). 

If major risks are realized, expect: 

(a) major rate increases, above the more 
than doubling now forecast by Hydro 

(b) increased energy poverty, and 

(c) a credit downgrade, affecting all 
provincial borrowing, not just Hydro’s. 

While most Manitobans are aware of the 
provincial Government’s planned massive 
expansion of Hydro’s northern hydro-electric 
generation and transmission facilities, few 
understand the negative implications for their 
own pocketbooks. 

Hydro and Government have consistently 
advanced and defended the expansion plan 
even as forecasts were missed and concerns 
were identified. Support includes repeating an 
implausible claim, originally made by former 
Manitoba Premier Gary Doer, that being that 
hydro-electric power is “Manitoba’s oil” (in 
essence, equating Manitoba’s hydro-electricity 
prospects with Alberta’s oil and gas position 
and opportunities, a ridiculous comparison). 

Hydro’s ratepayers will be required to meet the 
full rate implications of the Government’s 
direction, even though openness and 
transparency with respect to the plans have 
been woefully and long absent.  Hydro has 
already spent or committed $3 billion, and has 
made commitments to First Nations, American 
utilities, contractors, manufacturers, employees 
and trainees, all before an independent and 
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expert review of the plans and options have 
been undertaken and final approvals for 
proceeding secured. 

Unfortunately, the revenue, cost, demand and 
export price forecasts provided by Hydro (often 
cited by the Government in support of its plans) 
are constantly changing as every major forecast 
made by Hydro over the past decade has been 
widely off the mark. 

The challenges faced by Hydro do not exist in a 
vacuum, the Province’s own balance sheet is 
laden with debt, with annual deficits in the past 
as well as in the future outlook (without even 
considering the prospects of future restraint by 
the Government of Canada as to the transfer 
grants that keep this Province ‘alive’).  The 
underlying financial position and prospects of 
the Province and Hydro, and the risk inherent in 
the Government’s Hydro expansion plans, do 
not support a gamble of tens of billions of 
dollars. 

There is a high risk that, if the plans for Hydro 
are implemented, within twenty years, 
domestic ratepayers will be paying $2.5 to $3 
billion for their annual electricity bills (the 
current aggregate of Manitoba electricity bills is 
$1 billion), with close to $750 million of that 
(leaving out the provincial sales tax) to flow into 
the Government’s pockets. 

Today’s approximate 7.5 cents per kWh price 
for residential consumers could rise to 20 cents 
within Hydro’s forecast horizon, bringing major 
problems for lower-income households, rural 
and northern residents (unable to access 
natural gas for heating), industry, and the 
general economy. 

The oversight bodies (Public Utilities Board, 
Clean Environment Commission, Auditor 

General, Ombudsman) are either conflicted or 
have restricted mandates, unable to protect 
ratepayers properly. 

 

3.  Brief History 
To better understand the current policy debates 
about electricity in Manitoba, it is useful to 
briefly review the historical development of 
Manitoba's electrical power infrastructure. 
Most decisions on new investment in electricity 
assets involve legacy systems and 
infrastructure, as many contemporary debates 
have their origins decades earlier. 

Looking at existing transmission and generation 
reveals as much about the history of a region as 
the actual power system. While not unique to 
Manitoba, decisions made today could result in 
assets being built with expected 60-year-plus 
service lives, decisions that will affect service 
and rates well past 2070. 

Before delving into the past, it is useful to note 
the current state of Manitoba electricity 
industry. In summary, it is dominated by the 
vertically integrated Government-owned Hydro. 
Hydro is currently a low-cost producer of 
electricity, the low cost brought about by it 
having the largest part of its depreciating assets 
multi-decades old and mostly fully paid for.  
This results in low power rates for Manitobans 
and an unfortunate expectation that the low-
cost/low-rate paradigm will continue regardless 
of current and future actions. 

Going back in history, before Limestone, Hydro 
generally built at, and not ahead of, domestic 
need.  Limestone, however, built for export 
ahead of domestic need, was a special case. 
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When Hydro embarked on developing power on 
the Nelson River (Kettle being the first plant), 
the Utility had to move quickly to meet 
domestic demand. In 1970, when the first unit 
at Kettle came on line, the High Voltage Direct 
Current (HVDC) transmission system was still 
not completed. So, Hydro employed AC 
transmission from the Nelson River to Winnipeg 
for the first two years 'to keep the lights on'. 

The first interconnection to the U.S. was a 230-
kV AC line to Grand Forks, entering into service 
in 1972. In the same year, the first HVDC line 
was completed and power began to flow to the 
U.S. using the new HVDC line to transmit it 
southward.  The next 230 kV-AC line to the U.S. 
(towards Duluth) was placed in service in 1978, 
timed to convey excess power from Long 
Spruce (which came on line, also in 1978). 

Annual load growth in Manitoba in the 1960's 
and 1970's was in the 6% to 7% range, so with 
the high growth in electrical demand Limestone 
was started in 1976, even before Long Spruce 
was completed. 

However, in 1973, with the advent of the Arab 
oil embargo, energy consumption, including 
electrical demand, nose-dived bringing trying 
times for Hydro.  By 1978, it was clear that the 
past annual electrical load growth rates were no 
longer occurring, having dropped to 3%. 
Accordingly, as Limestone was not needed for 
domestic load, the project was mothballed. 

I understand that the debate between the 
construction group (who wanted to continue 
building Limestone) and the 
engineering/financial group (who wanted to 
postpone its construction) was intense. In the 
end, finance and engineering won out and 
construction on Limestone did not resume until 
1985, seven years after being mothballed.  By 

then, Hydro had built the 500-kV AC line to 
Minneapolis and had commenced negotiations 
with Northern States Power to sell into the 
Minneapolis market. 

During the negotiating period, Hydro had 
transmission in place to the U.S. and spare 
capacity in its HVDC transmission from the 
Nelson River to Winnipeg.  At the time, prices 
for U.S.-generated alternatives (largely coal) 
were relatively high, so the Americans were 
prepared to and did pay what was then a good 
price. 

Fortunately, Limestone, budgeted at $2.8 
billion, came in under budget at $1.5 billion (an 
experience never since repeated). So, when 
power from Limestone started to flow in 1992 
to the Minneapolis market, the incremental 
revenues (sales less Limestone generation 
costs, with transmission costs not considered in 
the evaluation) were high by the standards of 
the day. 

The incremental revenues allowed for a rate 
freeze that lasted over a decade − the freeze 
coming after sharp rate hikes, as the 
transmission costs had been reflected earlier 
(not being allocated against export revenue). 

While the construction of Limestone and 
negotiations for export sales to the U.S. were 
ongoing, annual electrical load growth 
continued to drop from the 3% level to about 
half that, say 1.4% per year. Thus, power from 
Limestone for domestic needs wasn't needed 
until 1996. 

Grand Rapids, Kettle, and Long Spruce were 
built to serve Manitoba load, but Limestone was 
built four years ahead of Manitoba's needs, for 
export purposes. If not for the critical decision 
to mothball Limestone in 1978, it would have 
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been built more than a decade ahead of 
Manitoba load requirements. 

In the electricity sector today, there is too 
frequently a desire to build the most 
sophisticated complex and technically 
challenging electricity grid and generation plant, 
and as soon as possible.  After all, is this not 
what most electrical engineers study to do at 
university for four or five years? 

But this is not 1970.  When proper cost-benefit 
analyses of new projects are not applied, the 
result from ambitious plans can result in what is 
termed “gold-plating”. As the name suggests, 
gold-plating is the inclusion of expensive but 
unnecessary elements to achieve a specific non-
economic goal. It includes building 
infrastructure well ahead of need. 
Unfortunately for the rate-paying public and 
their elected politicians, it can be difficult to 
unpack the jargon, technical terms and the 
incomprehensible nature of new investments in 
the electricity sector in order to allow them to 
determine if they are being asked to pay for 
gold-plating or for a necessary service. 

Having low rates has been a source of 
considerable pride for Hydro and its sole 
shareholder, the provincial Government, and 
those low rates have given the Province a 
competitive advantage which, while not 
attracting much in the way of new large 
industry, at least have helped keep what is 
here.  Consider Ontario, average rates about 
twice Manitoba’s, this largely due in sort to 
massive historical errors. 

With the low rates (by the way, best not to 
forget that bills involve both rates and volume 
of consumption, the latter affected by the 
severe cold weather of this past winter) brought 
about by postponed needs for repair and 

replacement of aged and largely depreciated 
assets, accounting practices that ‘push’ costs 
out to the far future, assets on the balance 
sheet that have no real value and a historical 
desire for fixed flat tariffs that do not change, 
there is a sense of complacency that low rates 
will continue. 

If the proposed Keeyask and Conawapa dams 
and associated Bipole III and other transmission 
lines proceed while U.S. sales in adequate 
volumes and prices fail to fully materialize, the 
new higher-cost base will drive up rates far 
more than the 120 percent over 20 years now 
forecast by Hydro. 

Within Manitoba, the rates set for electricity 
have been relatively low for some time. (That 
said, rates have climbed from 2004 faster than 
inflation despite load growth). Over the past 
fifteen years, Hydro acquired Winnipeg Hydro, 
extending its electricity monopoly, and 
purchased Centra Gas, allowing it to control the 
distribution of electricity and natural gas in the 
Province.  

Electricity rates are still low, but for three 
primary reasons − rates are set based on the 
regulator's determination of revenue required 
to meet annual costs pursuant to generally 
accepted principles of cost accounting; the 
impact of the average age of most 
infrastructure (a high average age means low 
annual amortization and interest expense); and, 
the amount required to provide the Utility with 
sufficient reserves to satisfy the debt market 
has been held in check by accounting practices 
that defer costs to future periods. 

 

 



 
 

11 
 

4.  On Rates 
 
While the Government regularly boasts of 
Hydro's low rates, Hydro’s present rates are 
similar to two other provinces reliant on hydro 
generation (British Columbia and Quebec) and 
are not due to efficiency, far from it. 

The 8.00% increase over the thirteen months 
ending May 1, 2013, which was implemented 
across all customer classes (Hydro and the 
Public Utilities Board ignored cost of service 
differentials existing among customer classes), 
provided Hydro with additional annual revenue 
of $90 million. 

Then, the May 1, 2014 2.75% interim rate hike, 
drives up Hydro’s annual revenue a further $35 
million or so.  The fact that 2.25% (1.50% last 
year plus 0.75% from the recent interim 2.75% 
hike) of the overall recent 10.75% (8.00% plus 
2.75%) rate hikes is to be ‘deferred’ to cover off 
some part of Bipole III’s annual costs once it 
comes into service does not reduce pressure on 
ratepayers. It does provide assurance to Hydro 
that a small part of its incremental costs of 
Bipole III will be met while worsening Hydro’s 
debt-to-equity ratio. This simply gives the Utility 
another reason to seek a higher rate hike this 
fall. 

In comparing Hydro with other power utilities, it 
is important to realize that comparisons with 
other jurisdictions are fraught with the risk of 
misunderstanding the reasons for the 
differences. 

Systems based on hydro-electric generation 
tend to have older and more highly amortized 
infrastructure than the systems in other 
provinces (such as Alberta and Saskatchewan, 
which largely depend on thermal plants, which 
are amortized over shorter periods of time).  

Other jurisdictions have also experienced higher 
domestic growth demand from industry as well 
as residential than Manitoba, driving new plant 
development and bringing higher attendant 
costs and rates. 

New plant development drives up rates in all 
jurisdictions, regardless of the means of 
production. In the case of Manitoba and British 
Columbia, both served by Crown Corporations, 
the practice of deferring large amounts of 
current period expenses holds down rates, 
pushing rate recognition of the costs onto 
future generations. 

Private utilities are much more likely than 
Crown Corporations to write off period costs in 
the year of incurrence and also to recognize 
non-performing assets with write-downs. The 
result is that net income from the Crowns flows 
from their accounts into the summary accounts 
of their respective Governments, providing a 
reason for Governments to want to defer utility 
costs into future periods as much as possible 
(reducing what otherwise would be larger 
deficits). 

Rate models also differ by provincial 
jurisdiction, driven by differences of approach 
to matters such as attributing costs to customer 
classes, time-of-use rates, the level of basic 
monthly charges, the distribution of rate 
requirement between energy consumption and 
capacity demand, the employment of marginal 
cost rates for new and expanded high-
consumption customers, service extension 
policies, and, with respect to lower-rate 
provinces, varying discounts from the average 
rates of other jurisdictions for the various 
customer classes. 

In Hydro’s 2012 and 2013 rate applications to 
the Public Utilities Board (PUB), the Utility 
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ignored a previous PUB direction to provide 
rate proposals recognizing PUB’s identification 
of cost-of-service differences among customer 
classes, thus, among other matters, failing to 
highlight prospective losses on export sales to 
American utilities and the very low large-
industry rates as factors in rising Manitoba 
consumer rates. 

The availability of various forms of electricity 
generation plays a major role in rate 
differentials between provincial electricity 
suppliers (natural gas plants have much lower 
construction costs than hydro-electric 
generation but have annual fuel costs which 
vary with market price swings; nuclear plants 
have low annual input costs but massive 
construction costs). 

Finally, for the customers of electricity utilities, 
bills are affected not only by rates and rate 
models, but also by weather (“degree-days”) in 
the winter. The general rule is: the colder the 
winter, the higher the bill.  (Residential 
customers of the provincial utilities in British 
Columbia and Quebec pay, on average, less 
than Manitoba ratepayers, assisted by higher 
average winter temperatures). 

In summary, the efficiency of an electricity 
utility should not be assessed by a simple 
comparison of rates between it and the utilities 
of other provinces.  Other factors, such as 
weather, age of infrastructure, load growth, 
population growth and the effectiveness of 
demand side management programs need to be 
taken into account. 

Hydro’s rates: 

• are based on historical cost, both 
annual operating costs and the 
amortization of capital expenditures; 

• reflect the higher financing costs 
associated with capital expenditures 
that are a major factor because of the 
high initial cost of hydro plants 

• are not based on wholesale market 
prices (which, in any case, apply only to 
imports and exports, and differ widely 
by jurisdiction), and 

• do not necessarily bring lower bills; 
temperature and differences in energy 
efficiency play a large role in heating 
bills. 

 
The bulk of Hydro's major assets are old, up to 
100 years old, and depreciation is based on 
historic cost and the estimated service life: 
(Wuskwatim, two years of age; Limestone, 20 
years).  

 

In PUB’s 2011 rate hearing, Dr. Kurbursi, an 
independent expert engaged by PUB, opined 
that, given the major risks associated with 
Hydro’s planned new capital expenditures (risks 
involving not only cost escalation but market 
demand fluctuations and prices), the annual 
depreciation rate should be accelerated, 
doubled. If this approach were taken, it would 
reduce the risk from technology and market 
changes reducing the economic service life of 
newly constructed hydro-electric plants. 

 

As it is, Hydro’s annual depreciation expense is 
low due to the high average age of the assets. 
The finance costs associated with debt incurred 
in acquiring or constructing the assets are also 
low, at least in comparison with new higher-
cost plants.  This is a reflection of the fact that 
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the debt related to older plants has been paid 
down to various extents. 

 

Another major accounting factor in rate setting 
arises from Hydro’s practice of deferring what 
has been about one-third, and even more, of 
Hydro's annual operating, maintenance and 
administration costs (OM&A), every year for a 
decade or more.  These costs, all purported to 
have some connection with capital 
expenditures, will ‘come home to roost’ when 
the new assets come into service and costs now 
deferred begin to be recognized in Hydro’s 
income statements. 

OM&A costs are primarily composed of 
personnel costs and Hydro’s personnel 
complement has soared from below 4,000 
when Limestone was finished, to a number now 
approaching 7,000 including contractor 
personnel with, according to the Government, 
hundreds more to be added as the ‘build 
scenario’ is fully implemented.  The cost of the 
massive personnel build-up, plus the cost of 
consulting, engineering and other development-
related costs have been deferred or capitalized 
in each and every year now for a decade or 
more, moving cost and rate recognition 
pressure out in time. 

As for the personnel build-up, the acquisition of 
Centra Gas and Winnipeg Hydro played a role in 
the personnel complement explosion, although 
only 330 personnel were added upon Centra 
Gas’ acquisition and another 500 or so when 
Winnipeg Hydro was purchased by Manitoba 
Hydro. 

It is reasonable to assume that a good 
proportion of already-deferred costs would 
have long been written off if Hydro were a 

private company.  As it is, the accounting 
approach taken embellishes the Utility’s annual 
net income and the summary accounts of the 
Government, while transferring costs and 
further rate hikes into the future. It is an 
interesting fact that while Hydro is deferring 
period costs, including the provincial 
Government’s annually levied capital taxes and 
debt guarantee charges associated with new 
construction and construction in the planning 
stage, the Government is taking that income 
into its accounts as period income upon receipt. 

By the time the new major assets come into 
service, and deferred and capitalized costs start 
being recognized in the period costs and rates 
of Manitoba Hydro, the Province will have 
already recorded them as income in billions of 
dollars.  Yet another reason Government would 
not like to halt the expansion plan. 

In previous PUB-approved rate increases, only 
‘recognized’ costs (not deferred costs) affected 
rates, with new and refurbished assets driving 
up costs and rates only after lengthy deferral 
periods ahead of the assets coming into service. 
While this has been, and still largely is, the 
practice, an exception occurred with two of 
PUB’s recent rate orders which put into place 
rate increases totaling 2.25%, expressly to pre-
fund Bipole III before it is in service, despite the 
planned generation requiring this major 
transmission line still awaiting final approval let 
alone near to coming into service.  With this 
exceptional change in approach, the anticipated 
cost of at least that planned new asset is 
already affecting current rates. 

Normally, increased demand/consumption 
should drive the construction of new plant, with 
demand coming not only from Manitoba’s 
residential, commercial, industrial and 
institutional sectors but also export contracts. 
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The growth of electricity consumption by large 
industry, which now accounts for about one-
quarter of Hydro’s annual domestic sales, has 
been slow, with no new major industry coming 
to Manitoba since the 1990s (expansions have 
come in the cases of new and expanded 
pipelines, electro-chemical plant expansions, 
and server farms, all higher-consumption 
industries with relatively few long-term jobs), 
leaving about 30% of Hydro’s generation to be 
sold on the export market.  Of overall export 
sales, well less that 50% of the volume of power 
sold in past years was sold at fixed contract 
prices; most were sold on the usually much 
lower-priced wholesale spot market.  

The Government’s reference to increasing 
residential use in defense of its expansion plans 
for Hydro fails to acknowledge that annual 
aggregate residential consumption is not 
dramatically higher than the annual 
consumption of either large industry or exports 
which have been lagging lately. 

Because of the slowness (if not outright 
resistance) of Hydro, Government and PUB to 
reviewing the rate model for this class of 
customer, the risk is continually present that a 
new or expanded energy-intensive industry will 
consume massive amounts of electricity (while 
providing few jobs) and will require the 
advancement of capital asset expansion, 
resulting in high marginal costs associated with 
the new assets pushing up general rates. 

What should happen is that, recognizing the 
high cost of new production, new and expanded 
power hogs (the term used for the industry 
sector that demands high levels of electricity 
but which offers few jobs) should be assessed 
much higher rates, rates that reflect the cost of 
constructing and operating new plant and 
transmission. Otherwise, current ratepayers will 

subsidize the new entrants – think Facebook 
(which didn’t come), Canadian Tire (built), and 
MTS (being built), all of them featuring cloud 
computing centres; server farms can require 
considerable power, the cheaper the better. 

It seems clear that the Government is trying to 
attract firms in large power-consuming 
industries, using existing low industry rates as a 
draw, ignoring the subsidy that existing 
ratepayers will end up paying if the industry 
does come. 

While power from the Winnipeg River 
generating stations comes in at, say as low as 1 
cent per kWh, the present rates neither take 
into account the $2.4 billion now expected to 
be required to refurbish Pointe du Bois, that 
being testimony to Hydro having massively 
overpaid for Winnipeg Hydro, nor the expected 
costs for the overall $12-billion capital budget 
to refurbish and replace aged assets while 
undertaking normal grid extensions unrelated 
to the Preferred Development Plan. 

The cost of power derived from Hydro’s new 
Wuskwatim dam comes in at a price of at least 
10 cents per kWh, not including the cost of 
transmitting it nearer to load.  So, unless a 
special rate is established for new major 
industrial demand, which could come if the 
Government’s sales efforts manage to attract a 
‘power hog’, existing ratepayers will end up 
subsidizing the new entrant, as existing large 
industry rates are only one-third of new 
marginal cost. 

While a major factor requiring new construction 
and higher rates is demand from new industry, 
a major opportunity in restraining demand and 
rates, one that would allow the deferral of new 
construction, lies with increasing energy 
efficiency, an attractive factor for all demand 
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segments. And, as to meeting increased 
demand, other options from the current ‘build 
dams and new transmission’ approach exist, not 
just a gas plant but also new wind and, likely 
sooner rather than later, solar. 

A combined cycle natural gas-fired plant would 
cost a fraction of Keeyask and Conawapa’s 
estimated costs and not require Bipole III.  Such 
an investment would provide diversity of supply 
– considered an important asset by virtually all 
other utilities.  It would also allow for Hydro to 
better meet a future drought-caused challenge.  
As it now stands, mostly coal-fired power, so-
called ‘dirty’ power, imported from the United 
States would be available to meet a drought or 
a hydro-power shortage caused by equipment 
failure.  The risk of a drought-induced shortage 
would not be eliminated by the Government’s 
plans, even when fully implemented. 

Hydro’s current rates still assume export profits. 

Yet, since 2008, Hydro has been losing money 
on exports (if a share of infrastructure costs are 
allocated against export revenue), particularly 
power generated from Wuskwatim.  
Wuskwatim is already a factor in domestic rate 
increases, this because financial losses from 
Wuskwatim have to be covered by Manitoba 
ratepayers.  

On a full-cost basis, that is, with an allocation of 
annual costs related to generation and 
transmission assets, American utilities are being 
subsidized by Hydro (and its ratepayers). Hydro 
prefers to think of export revenue as being 
incremental in nature unrelated to plant costs 
already incurred or even planned, thus reducing 
the costs the Utility assigns to export sales. 
However, when new transmission is being built 
to convey new generation south, clearly even 
on an incremental revenue-cost basis, export 

sales could well be coming in at a loss, 
subsidized by Manitoba ratepayers. 

 

5.  Oversight 
 
I now provide a quick introduction of the 
oversight authorities that ratepayers and 
taxpayers rely on to regulate Hydro, necessary 
given Hydro’s undeniable history of materially 
wrong forecasts, often well beyond any normal 
margin of error. 

Ratepayers have only the provincial 
Government, Hydro’s Board of Directors, Public 
Utilities Board, Clean Environment Commission, 
the Auditor General and the Ombudsman for 
protection. 

Regulation is the proxy for competition, with 
competition absent in the case of a monopoly.  
Unfortunately, ratepayers have not been able 
to rely on any of the oversight bodies now in 
place. Conflicted, diverted and recused, none of 
these entities ensure an efficient Hydro, one 
operating on solid plans that avoid risky 
gambles with ratepayers as the only backstop. 

Government tells Hydro what to do (such as the 
direction given for the Bipole III route), a 
Government driven by ideology and 
commitments, apparently with the perception 
of a need to avoid admitting mistakes, one 
looking forward to a torrent of new revenue 
that will come its way if and when Hydro builds 
its planned dams and transmission (with the 
Government borrowing the money for Hydro). 

As to PUB, it has a limited mandate where 
Hydro is concerned.  Unlike PUB’s Centra Gas 
mandate, where the agency reviews and 
approves capital expenditures, despite the 
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agency's efforts to have its mandate extended 
PUB remains with no authority over Hydro’s 
capital development. 

Recently, PUB let the public down by finalizing 
large across-the-board rate increases without 
substantiating the presence of just and 
reasonable costs (capital expenditures being 
outside its mandate) and with Hydro continuing 
to fail to provide PUB with benchmarking 
analyses, an asset condition report and the 
Utility's export contracts. PUB also withdrew a 
subpoena it issued in 2011 which demanded 
production of Hydro’s export contracts, at the 
same time agreeing to hold a sham NFAT 
(Needs for an Alternatives To) hearing, (a 'sham' 
hearing because of the limitations placed on the 
review, which include not being able to review 
the need for and anticipated cost of Bipole III). 

Capital expenditures drive costs and rates and 
should not be ignored when setting rates.  PUB, 
lacking the mandate to prevent a foolish build, 
can not even evaluate all of the available 
options, only those advanced by the proponent. 
PUB could have, but has not, either withheld 
rate increases or disallowed costs from being 
reflected in rates – actions available to it and 
taken when it deals with private firms (such as 
when Centra Gas was privately owned). 

As for the now-retired former Auditor General, 
she recused herself and didn’t investigate 
Hydro. Instead, to explain the absence of 
action, she relied on the perception of a conflict 
of interest given her previous stint as a member 
of the Board and the Audit Committee of Hydro 
when the development plans were established 
and the now-whistleblower was engaged by 
Hydro. 

With the Auditor General on the sidelines, no 
audits and reviews of Hydro by her Office 

occurred.  The Province’s largest economic 
gamble in history is taking place with the 
Auditor General watching from afar. 

As to Hydro's Board of Directors, a review of the 
roster will likely bring a conclusion that industry 
expertise and experience, independence and 
the avoidance of conflicts of interest are 
missing. Each member of Hydro’s Board of 
Directors was appointed by the Government, 
without a competition and with no experience 
requirement; all serve at the pleasure of the 
Government.  When has the Chair of Hydro’s 
Board of Directors spoken in public on Hydro’s 
development plans?  While Hydro used to have 
a modicum of operational independence, now 
the ‘line’ once drawn separating Hydro from the 
Government has been washed away like a line 
in the sand on the beach. 

And if ratepayers were to attempt to assess 
Hydro on their own, unfortunately, with 
information scanty and regularly withheld, 
seemingly nobody can be held accountable. 

 

6.  More on Utilities 
Generally, public utilities serve a particular 
geographical area, operating as a monopoly. 
Why a monopoly? This is to both recognize the 
high cost of entry required and the presumption 
that a monopoly will bring about economies of 
scale. Where a monopoly exists, consumers 
have no choice. When the monopoly provides a 
necessary service, dealing with the monopoly is 
required. 

In Canada, while utilities are often owned by a 
private stock company, where shareholders 
take the risk, in several jurisdictions, a Crown or 
municipal corporation prevails. Regardless of 
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whether the owner is a Crown Corporation, a 
municipality or a private firm, rate setting, 
virtually universally, involves an administrative 
tribunal, like PUB. 

The basis for rates set for private firms is 
allowable costs plus a regulated rate of return 
on capital. For a Crown Corporation, rates are 
also based on allowable costs, plus a provision 
for the establishment and maintenance of a 
reasonable reserve. Allowable costs are costs 
that the regulator has determined to be 
reasonable. 

What does the owner receive for providing the 
service and taking on the risks? Again, for 
private firms, their return is restricted to the 
regulated rate of return on their capital, set by a 
regulator guided by industry and market 
standards.  The reserves allowed for Crowns 
(retained earnings in the case of Hydro) are 
required to meet the expectations of the bond 
market as to the amount of ‘equity’ as opposed 
to borrowed money that must be available to 
save the bondholders harmless.  The other 
reason for reserves is to avoid future rate 
shocks, occasions where an unexpected event, 
say equipment failure or the occurrence of an 
expected but extended event such as drought, 
drives down the utility’s reserves below what 
the market demands, resulting in a sharp rise in 
rates. 

For Crowns, the definition of equity is more 
generous than is found with private firms. 
Besides retained earnings, Hydro considers 
capital contributions by industry to partially 
fund service extensions and the balance of 
Other Comprehensive Income as equity 
components.  Neither is really equity, the 
former, if anything, a credit against plant and 
equipment, the latter representing unrealized 
gains on currency with respect to American 

dollar debt, a gain that will likely be fully offset 
by less export revenue in the future, given that 
exports are priced in American dollars. 

Bond holders of provincial debt issues made for 
Hydro purposes rely not on Hydro but the 
Government, while the Government does not 
intend to invest a cent in Hydro and relies 
entirely on the ratepayer and rate increases. 
While the Government actually borrows for 
Hydro, the reality is that the ratepayers stand 
behind the debt. The Government has no 
intention of picking up any costs arising out of 
Hydro’s operations, nor has it ever done so, 
even when Hydro has spent money pursuing 
the Government’s wider objectives. 

Government levies a bevy of cash charges on 
Hydro: water rentals, capital tax, and debt 
guarantee fees, for example.  As well, 
Government has Hydro undertaking projects 
and meeting the costs of what would, in the 
absence of a willing player like Hydro, otherwise 
be picked up by Government.  Responsibility, 
accountability, transparency and openness are 
all missing in the approach foisted on 
ratepayers by the Government and Hydro. 

If Hydro were a private firm, Government would 
garner provincial corporate income tax and, 
likely, make some other levies against the firm, 
levies consistent with the approach taken with 
private industry. In the case of the levies of 
Government on a Crown corporation, the levies 
can exceed what would arise for private owners 
(which rely on a rate of return). 

In short, levies by the Government on Hydro are 
independent of Hydro’s profitability and 
Government fully expects Hydro to recoup the 
costs it imposes on Hydro through rates.  
Government’s annual levies on Hydro have 
regularly exceeded not only Hydro’s net income 
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but can exceed the profit that would have been 
allowed to a private owner. 

Privately owned utilities run risks that usually 
do not face a Crown-owned utility. The risk is 
that some of the costs incurred by the private 
utility will not be ‘allowed’ to be reflected in 
rates. The disallowance of costs for a private 
firm results in a ‘hit’ on shareholders, there 
being a prohibition of recovery of disallowed 
costs from ratepayers. However, in the case of a 
Crown Corporation, disallowing costs is 
problematic. The end payee is the ratepayer; to 
disallow costs expended by a Crown 
corporation requires the Government either to 
reimburse the corporation (never experienced) 
or to allow the Crown’s reserves and capital 
base weaken. Of course, the market and the 
Utility will not react well to a decline in its 
reserves, the Utility will simply seek another 
rate increase. 

In summary, while the party at risk for a private 
firm is its shareholders, for Crown Corporations, 
it is the ratepayers. Taxpayers bear no direct 
risk of the economic woes of a Crown 
Corporation, although the production of lower-
than-anticipated Crown enterprise results 
would reduce the overall summary accounts of 
Government and that could, theoretically, 
result in pressure for a tax increase or reduced 
expenditures for another Government service. 
Accordingly, because of that risk, even more 
pressure is placed on PUB to keep Hydro ‘in the 
black’ as to its annual net income. 

As for rate setting itself, it is an art, not a 
science, and both the attribution of cost 
responsibility to the various customer classes 
and the objectives of rate setting differ widely 
between utilities. 

In the case of Hydro, the rate model involves a 
considerable number of factors, including the 
approach taken for the various customer 
classes.  Rate setting involves the distribution of 
the costs of generation, transmission and 
distribution among the various classes.  As well, 
there is the division of cost responsibility 
between energy consumption and ‘demand’ or 
required capacity; basic monthly charges; 
service extension policies; judgments as to the 
reasonableness of differences between the 
classes with respect to the ratio of costs 
allocated to revenue required from the class, 
etc. 

I presided over a PUB hearing that led to an 
order in which PUB commented that rate-
setting is not solely based on the ratio of costs 
allocated to revenue for the various classes but 
also could include other factors. 

These other factors can include (a) affordability 
(for lower-income households, particularly 
those employing electricity for heating, who as 
a class are known to cut back on the 
thermometer risking their health and high 
medical and hospitalization costs); (b) the risk 
of rates so high that ratepayers leave (about 
one-quarter of domestic electricity usage is by 
large power consuming industry, companies 
that take electricity costs into consideration in 
deciding whether to expand or cut back); and, 
(c) environmental factors. 

However, from PUB Order 43-13, which 
provided Hydro an 8% rate increase, PUB has 
ignored the rate-setting principles it previously 
cited as important. 

The structure of rates can be affected by the 
regulator’s (and the Utility’s) interest in 
reducing demand through enhanced energy 
efficiency, to be achieved through the use of 
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the rate model. In many jurisdictions, rate 
models are employed to drive energy efficiency 
and reduce unnecessary consumption and 
demand. 

Reducing energy consumption and demand 
allows for deferrals/delays in building new 
generation and transmission (which can be very 
useful, particularly in times of low export 
demand and pricing) or, in the case of 
jurisdictions that have excess supply, enhancing 
exports and incremental export revenue. 

Reducing energy consumption also assists in 
environmental objectives which, even in the 
case of Hydro, are furthered by energy 
efficiency, particularly when, in a situation of 
extreme cold, equipment failure or drought, the 
Utility is required to import power.  Despite a 
growing reliance on natural gas-fired 
generation, imported power still mostly comes 
from coal-fired generation in the United States 
Midwest. 

Traditionally, electricity and natural gas have 
been viewed as two separate markets. Natural 
gas is generally restricted to producing peaking 
power rather than base load generation, this 
particularly in Manitoba and in the U.S. market 
into which Hydro exports.  However, contrary to 
the experience in Manitoba which is burdened 
by inefficient and dated single cycle gas 
turbines (in place for emergencies, uneconomic 
and rarely engaged), there has been a steady 
increase since 2008 in the use of natural gas for 
base load power in America, in addition to its 
traditional role in heating. 

The general trend to natural gas-fired 
generation in the U.S. can be attributed to two 
factors: the lower carbon emissions of natural 
gas compared to coal or oil and the increasing 

use of technology to extract gas from abundant 
shale deposits. 

Natural gas has been termed a “transition” fuel 
in the general shift towards a low-carbon 
economy. While hydro-electric power will 
dominate Manitoba’s electrical sector for the 
foreseeable future, its electricity 
interconnections with other Canadian provinces 
and the United States mean that the shift to gas 
and the expansion of shale gas production 
occurring in other jurisdictions will influence 
Hydro's operating context. 

The increased reliance on natural gas in Hydro's 
American export markets will reduce Hydro's 
opportunities. 

The International Energy Agency published Are 
We Entering a Golden Age of Gas?1  The study 
provides a long-term outlook for natural gas, 
presenting a scenario in which the global use of 
natural gas rises by more than 50% from 2010 
levels to account for more than one-quarter of 
global energy demand by 2035. Aside from the 
lower carbon emissions compared with coal, 
natural gas is favoured within electricity 
markets for a number of other reasons – 
natural gas-powered generating plants are 
cheaper per unit of power generated than coal 
and hydro plants (there are few opportunities 
for new hydro plants in the U.S.) and much 
cheaper than nuclear. 

Furthermore, with increasing restrictions if not 
bans on new coal power plants in some 

                                                 
 
1 International Energy Agency “Are We Entering a 

Golden Age of Gas?”, 2011. 
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jurisdictions, and in places where hydro and 
nuclear are not available, natural gas 
generation tends to be the preferred option 
now for both base-load and peaking plants. 
That said, the U.S. Department of Energy 
forecasts that solar will represent 27% of U.S. 
supply by 2050. 

With respect to Hydro and its seemingly 
virtually exclusive commitment to hydro 
generation, natural gas generation would 
provide the diversity of supply required to 
address the risks associated with droughts.  
Droughts occur regularly and have reduced 
hydro generation by 40% percent from average 
generation levels. Without diversity of supply, 
Manitoba relies on imports from the U.S. for 
back-up power, imports still generated largely 
by coal-fired plants. 

With heating, power and various industrial 
processes relying on natural gas as a 
competitive fuel source, electricity and natural 
gas markets would best be viewed as being part 
of a larger energy market. As the price and 
availability of natural gas changes, so will 
choices for electricity generation. Here, in 
Manitoba, if Hydro’s massive new investment in 
hydro-power is implemented, choice will shrink 
or disappear for at least half a century if not 
longer, we will have gone “all in’, leaving no 
opportunity to benefit from changing 
conditions. 

With natural gas generation employed for 
peaking and, increasingly, base-load generation, 
if the cost of gas increases, so will the cost of 
electricity, driving the pricing of the wholesale 
export-import component of the electricity 
market. 

Natural gas is also important as part of the 
energy mix and it can also help accommodate 

the feed of more wind into the grid. Wind costs 
are falling and, with new battery technologies 
promising opportunity to ‘store’ excess wind 
generation, it will become increasingly 
attractive to connect more wind to the grid 
because of the ability, as with gas, to “ramp up” 
and “ramp down” quickly. 

The expansion of shale gas production across 
various basins in the continental U.S. and 
Canada has accelerated the general shift 
towards natural gas as a primary fuel source for 
the generation of electricity. As recently as five 
to ten years ago, there was an expectation that 
a natural gas shortage would develop and 
eventually require international imports of 
liquefied natural gas (LNG), sending North 
America into a period of higher natural gas and 
electricity prices.  That has not happened yet. 

 

7.  General Objectives of Hydro’s 
Plans  
Critics of the in-house expansion plan oversight 
(Government setting the terms of the review, 
appointing the members of PUB's panel and 
Hydro's board of directors) call for a proper, 
independent, transparent and expert review 
before any more money is spent, to replace 
what critics call a sham, with PUB’s Needs For 
and Alternatives To (NFAT) hearing prevented 
from a full review by restricted Terms of 
Reference. 

Hydro's $22-billion major expansion plan relies 
on what, based on the history of the Utility's 
past projections, is an overly optimistic view of 
capital costs and net export volumes and prices, 
and an over-estimate of future domestic load 
growth.  Hydro has already spent or committed 
$3 billion, proceeding, with Government’s 
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urging, ahead of the proper review sought by 
critics. 

A private utility would not take the risks Hydro 
is assuming. 

Neither Hydro nor the Government has cash 
reserves for the market gamble, both 
dependent on borrowing. With the Government 
deep ‘in hock’ to the bond market, and the 
Utility with negative equity if deferred costs and 
non-performing assets were written down or 
expensed, if something goes awry both Hydro 
and its sponsoring Government have but one 
place to go, the bond market to borrow more. 
Will it be there for them?  And, if so: at what 
price? 

As for Hydro's equity position, its retained 
earnings are illiquid, intangible and largely 
composed of deferred or capitalized costs that a 
private firm would have long ago written down 
or off.  In computing its debt-to-equity ratio, 
Hydro includes items that should not be 
included.  Its equity component includes 
deferred and capitalized costs that a private 
firm would likely have written off long ago, 
along with Other Comprehensive Income, 
Contributions in aid of Construction, deferred 
income taxes and ‘goodwill’ (the latter 
representing prices paid for Winnipeg Hydro 
and Centra Gas over ‘book value – none of this 
is liquid. 

And yet another problem, Hydro has neither 
written down its single cycle gas turbines, 
uneconomic except in very extraordinary 
occasions nor has it dealt in its accounts with 
Wuskwatim which are a fiscal disaster.  
Meanwhile, Hydro still procrastinates on 
recording the full extent of its unfunded 
pension obligations and on adopting new 
international accounting rules. Correcting for all 

of these items, Hydro’s debt-to-equity ratio 
would change significantly for the worse. 

Hydro is counting on large above-inflation rate 
increases far into the future, yet it still forecasts 
that its debt-to-equity ratio will exceed 90-10 
by 2021. Private utilities generally require no 
higher than a 60-40 ratio to be able to borrow 
on the market that a private firm would have 
long ago written down or off. 

Government's opaqueness as to the details and 
risks of its Hydro plans is deliberate; the intent 
is to implement the plans regardless of risk. 

Options are ignored, due to ideology, 
commitments and money expended. Yet is it 
not folly to proceed with plans conceived 
before the advent of the global credit crisis, the 
recession and reduced industrial demand? 
Despite the ideology, commitments and money 
expended so far, is it not folly to proceed with 
plans conceived before explosive shale gas 
production and low natural gas prices, near-par 
currency, the failure to secure a premium price 
for electricity through a tax on carbon, 
technological changes driving down non-hydro 
renewables, and America's move to wind and 
gas? 

Audits of Hydro's expenses related to gaining 
First Nation support for its development plan 
should have been and still should be 
undertaken (with costs aggregating to hundreds 
of millions of dollars, $240 million admitted 
while an audit of Northern Flood Agreement 
mitigation payments is also ignored). Audits are 
also required of Hydro's business dealings 
through the last drought period when the 
Utility, over two fiscal years, lost $660 million.  
In a New York court filing, a former Hydro 
consultant, the ill-treated whistleblower, has 
alleged major mistakes, even fraud. 
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To avoid subsidization by existing ratepayers, a 
new and higher rate is required for new or 
expanded energy-intensive industry which 
drives the need for capacity increases. 

Particularly given the likelihood that large rate 
increases will be required of Hydro’s customers 
in the future, a comprehensive review of 
Hydro’s overall rate-setting model is required.  
Alternatives to the current approach of rate-
setting need to be considered including such 
factors as customer classification, attribution of 
costs, division of revenue requirement between 
energy and demand factors, basic monthly 
charges, service extension policies, motivation 
for energy efficiency, time-of-use rates, 
environmental and affordability factors, etc. 

PUB should not continue to grant across-the-
board rate increases without undertaking a 
comprehensive review of the rate model and 
amending it to more fairly distribute rate 
responsibility among customer classes, enhance 
energy efficiency and protect ratepayers. 

Governance and oversight improvements are 
required. Truly independent expertise is 
required for both Hydro's Board and PUB. 

Assuming PUB can be rehabilitated, an 
expansion of PUB's mandate, to include the 
authority to review Hydro's capital expenditure 
plans and export contracts, is required; if this is 
not done, PUB’s usefulness has likely ended, at 
least as a regulator of provincial Government 
utilities. 

 

8.  The Gamble 
Incorrect assumptions as to construction costs 
and export sales prices led to the Wuskwatim 

disaster. Now, the people who brought you 
Wuskwatim are either planning or building a 
western-routed Bipole III (with a price tag of $1 
billion or higher than the earlier plan with an 
east-side route), Keeyask and Conawapa plus 
the refurbishing of existing assets a segment of 
which was acquired at great cost from Winnipeg 
Hydro. 

The plans are based on questionable 
projections of construction costs (an ongoing 
and longstanding problem with Hydro), export 
sales and revenue (also reflecting a poor 
forecasting history).  They represent the largest 
gamble in the Province's history. 

Ahead of final approvals, although a decision 
from PUB’s NFAT is a foregone conclusion, with 
CEC’s recommendation already in the bag, 
Hydro has been spending, and the expenditures 
and commitments incurred ahead of a final 
approval may soon exceed $3 billion, with more 
to come.  No one but Government and a few 
Hydro executives know the costs of 
withdrawing from commitments made. 

Sufficient questions and doubt accrue to 
Hydro's negotiating skills that not only do the 
export contract provisions need a public review 
but so do the legal, training and other 
development expenditures and contracts 
associated with First Nations require an 
independent audit. 

Manitoba’s future domestic load growth can be 
met more safely and less expensively in ways 
that would bring lower rate increases than the 
current plan.  Recalling that the current plan 
involves spending in excess of $22 billion on a 
gamble (and another $12 billion to refurbish 
existing assets), it is significant that even the 
refurbishment cost of the existing plant alone 
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represents more than Hydro’s current balance 
sheet.   

The alternatives to Hydro's plan have major 
advantages: lower borrowing, reduced drought-
related financial risks, time to contemplate new 
technologies, to name just a few. 

 

9.  Wuskwatim not a Useful 
Template 
Wuskwatim was 'sold' on the basis of a needs 
and alternatives hearing conducted by the 
Clean Environment Commission bolstered with 
representation from PUB. 

The project was to cost $900 million, with the 
production to be sold on the export market at a 
price of 8 cents per kWh.  In a pattern that 
reflects Hydro’s other forecasts, Wuskwatim's 
now reported actual cost has doubled (to $1.8 
billion) while spot export prices have come in at 
4 cents per kWh at best.  On the basis of 1.5 
GWh of annual production, an economic loss of 
at least $100 million per year can be expected 
for years to come. 

Seeing the ‘writing on the wall’, Hydro has 
reframed the project as being necessary for 
meeting growing domestic demand, ignoring 
the actual plan and the fact that only 70% of 
Hydro’s current generation capacity is required 
for domestic load. 

Government has objectives that go beyond 
producing power; the contract with 
Nisichawayasihk Cree Nation (NCN) provided 
for the transfer of up to one-third of the 
ownership of Wuskwatim for a contribution 
largely borrowed from Hydro. 

The terms allow annual payments to NCN even 
in "loss years" and the partnership accounting 
protocol employed to divide net income, or 
loss, between NCN and Hydro does not involve 
full-cost allocation against the partnership. With 
losses instead of profits being realized, even 
with the reframed purpose and the odd 
accounting protocol, the partnership was in 
trouble, so Hydro has negotiated a revised 
contract with NCN, one favouring NCN even 
more than the original contract. 

At least this recognizes that there is no prospect 
of a real return to NCN under the original 
contract; the new deal will maintain the illusion 
that there is a partnership. The amendments 
will ensure that NCN will make money without 
taking any risk regardless of the economic 
reality. 

And, both Hydro and Government have 
asserted that the NCN deal is a template for the 
deal with Tataskweyak Cree Nation (TCN) and 
three other First Nations communities with 
respect to Keeyask.  Is it any surprise that the 
Government has directed the PUB not to look at 
the Wuskwatim experience when the PUB runs 
its conflicted, restricted and late NFAT hearing? 

An independent forensic audit of the 
Wuskwatim experience needs to occur, to 
understand what has transpired and why. 

 

10. Winners and Losers  –  Follow 
the Money 
Follow the money, the time-tested guideline 
when one is attempting to discern motives and 
actions. If the Government’s plans for Hydro are 
implemented, the biggest winner will be the 
provincial Government.  Why? 
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1. More economic activity occurs as new 
dams and transmission facilities are 
constructed and as existing assets are 
refurbished - generating higher 
personal and corporate tax revenues, a 
stimulated economy and political 
talking points ahead of the next 
election; 

2. As for the massive borrowing required, 
it should not be overlooked that, for 
every dollar borrowed by Hydro, the 
Government gains an additional 1 cent 
per year from its Government loan 
guarantee fee;  loans of $34 billion 
mean $340 million more revenue to the 
Government every year; 

3. Every dollar increase in Hydro's capital 
base, which includes borrowings, 
generates additional capital tax revenue 
for Government;  with the tripling of 
Hydro’s balance sheet, Government’s 
annual capital tax from Hydro will also 
triple; 

4. And, for every kilowatt hour produced 
through water flow, for every dam the 
water flows through, Government earns 
additional water rental fees. 

Hydro provided PUB a projection of payments it 
has provided or expected to provide the 
Province and municipalities over the period 
2008-2032 (Manitoba Hydro, 2012/13 and 
2013/14 Electric General Rate Application, table 
dated September 21, 2012). For those 25 years, 
the Utility then forecast that the Province 
would receive revenues as shown in the table 
below: 

   2008-2032 
   ($, millions) 

 
Guarantee fees  $  4,205 
Water rentals      2,939 
Capital tax      2,319 
Payroll tax         302 
Other fees           12 
Total   $  9,777 
 

To that enormous sum (almost $10 billion), 
amounts for provincial individual and corporate 
taxes related to Hydro operations and PST 
should be added. An additional $659 million, 
not in the above total, would be paid to 
municipalities.  With more than 75% of Hydro’s 
OM&A expenses staff compensation, 
generating individual and corporate taxes, it 
would be no surprise if Hydro expected to 
directly contribute $12 billion to the Province’s 
revenues over the forecast 25 years. All of these 
payments would end up being reflected in 
ratepayers’ bills.  Taking into account a ‘low’ 
economic multiplier, the financial benefit to 
Government over a 25-year period could well 
be $20 billion, almost a billion dollars a year. 

Better still for Government, at least from a 
financial perspective, whatever rate hikes are 
required to keep Hydro in the black will be met 
by ratepayers, not Government. As well, while 
the Government rakes in hundreds of millions 
of dollars from increased capital tax and debt 
guarantee fees, as the projects are undertaken, 
Hydro will defer the costs until the assets are in 
service, ratepayers will not be asked to pick up 
the tab until long after when the liability has 
grown as a result of financing charges, not 
insignificantly, two or more elections from now. 

There will be benefits for other parties as well: 

1. As Hydro and contractor personnel 
complements increase, more jobs; 
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2. Increased employment, contracts, 
economic activity and partnerships for 
First Nations; 

3. Profits for contractors and other 
businesses during the build phase; 

4. Cheaper power for American utilities to 
back up their wind generation; and 

5. In the absence of new and higher rates 
recognizing marginal costs, low rates 
subsidized by other ratepayers for the 
benefit of energy-intensive new or 
expanded industry. 

Unfortunately, there will also be losers, and the 
losses for the losers will not be just for the short 
term: 

1. Hydro ratepayers − rates are already 
rising ahead of the full build, so much 
for Hydro’s previous assurances that 
current ratepayers would not pay for 
benefits to be derived by future 
ratepayers; 

2. Lower-income households and all 
households depending on electric heat 
will be hurt − it is not just rates that 
produce ‘big bills’, it is our climate and 
perhaps 30% of Hydro’s ratepayers 
could qualify as being lower-income; 

3. Taxpayers – the build of massive debt 
on the Government’s balance sheet, 
bringing the potential for economic 
harm to the economy following credit 
downgrades on all provincial debt, 
resulting in either higher taxes or 
reduced services. 

With no diversity of supply and a 
disproportionate reliance on water flow, a 

drought could, as it has in the past, devastate 
Hydro's already challenged finances, driving 
rates ever higher. Hydro has recently been 
fortunate, as 15 of the last 17 years have 
provided at least median water flow; however, 
drought is a statistical certainty.  Over the last 
two years, finalized and interim Hydro rate 
increases have taken an additional annualized 
$100 million out of ratepayer purses, much 
more to come.  

 

11. What could go Wrong? 
While the Government and its monopoly utility 
have enthusiastically sold the expansion and 
refurbishment plans through Hydro-paid 
ratepayer-funded advertisements, leaving out 
risks, the full truth is that there is much that 
could go wrong. 

Construction cost estimates can be too low − 
the consistent and general experience for both 
Hydro and the Government. When was the last 
time a Government or Hydro cost forecast 
proved accurate? 

It is informative to consider past construction 
cost forecasts and then to compare them with 
the end result: 

1. Head office, initial place marker $75 
million, actual $283 million; 

2. Wuskwatim, $900 million to $1.8 
billion; 

3. Pointe du Bois, under $100 million to 
$2.4 billion; 

4. Bipole III, $1.9 billion to $3.3 billion or 
more (likely to exceed $4 billion); 

5. Keeyask, $3.7 billion to $6.5 billion; 
6. Conawapa, $5 billion to $10.7 billion; 

and, 
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7. Overall for major projects, $9.7 billion 
to $22 billion. 
 

Export demand could be lower than projected – 
again, a common experience in recent years. As 
well, export sale prices can be lower than 
anticipated – 60% of export sales are at spot 
prices (which have averaged from below 1 cent 
per kWh to 5 cents over the past four years or 
so). Domestic load could be lower than 
projected – again, a common experience in 
recent years. 

Recently, the Government has been citing, as a 
major advantage of its plans, a reputed $7 
billion in export contracts over the next ten 
years, claiming it will hold down domestic rates.  
Leaving aside amortization and operating costs 
and the share of the export revenues that will 
flow to Hydro’s First Nations partners, the 
annual interest and debt guarantee fees alone 
on $34 billion will exceed the cited export 
revenue by a factor of two.  Earlier, it was 
braying about prospects for export sales of $29 
billion over the next 30 years but that message 
seems to have been muted lately. 

In its 2012/13 and 2013/14 rate filing, Hydro 
forecast gross export revenue at $21 billion 
over a 25-year period (the forecast dated 
September 21, 2012); only 18 months later, 
with no major change in real-time export 
conditions, Hydro severely, and once again, had 
to cut its forecast. And domestic demand is 
more than likely to be even lower than now 
projected. With no new major industry for 
Manitoba in over ten years and none – other 
than the recently announced cloud computing 
centres – is there any on the horizon? 

Meanwhile, Tembec has shut down its pulp and 
paper mill, Hudson Bay Mining & Smelting has 

closed its smelter at Flin Flon and Vale plans to 
close its smelter and refinery at Thompson 
soon. Fifteen years’ worth of forecast of 
industrial demand growth, gone!  Recent job 
numbers from Statistic Canada indicate that, 
year-over-year, Manitoba jobs decreased 
although immigration brought over 10,000 new 
residents to the Province as a measure to offset 
out-migration. 

A drought, from a statistical perspective, can be 
expected; in the history of the Utility, there 
have been a five-year drought and a seven-year 
drought. Imagine what a major prolonged 
drought would do to a Utility so dependent on 
water flow without a gas plant for backup. 

Higher interest rates are inevitable, eventually, 
and Hydro has debt today and will have even 
more debt going forward. A credit downgrade 
would mean higher interest rate spreads over 
the Canada bond rate. 

There could be plant, transmission and 
distribution failures; changes in the U. S. 
exchange rate for the Canadian dollar. And, of 
course, there is the potential for a Black Swan 
event, the unknowable – which could be 
technology-related, weather-related, who 
knows?  A hundred years, the projected service 
life of a dam, is a long time, far longer than the 
average term of a bond issued to finance a 
project or the length of an export contract. 

Another risk lies with sharing the cost burden 
among the various customer classes. Hydro has 
generally failed to motivate customer behaviour 
and actions towards energy efficiency and 
lower consumption. 

Hydro's longer-term forecasts are inadequate, 
thousands if not millions of simulations are 
needed to test for probability and this has 
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either not been done or, having been done, not 
fully disclosed. 

 

12. Financial Impacts if Forecasts 
Fail 
What will be the financial impacts if Hydro’s 
forecasts are not realized and actual results 
disappoint? 

1. Hydro rates will rise more than the 4% 
for twenty years now projected (how 
would an average annual rate hike 
three times the current average rate of 
inflation affect ratepayers and the 
economy?); 

2. Assuming PUB continues to approve 
rate increases to keep Hydro's debt-to-
equity ratio within "acceptable limits", 
hikes could end up twice the 3.95% per 
year now forecast; 

3. While the 2.25% cumulative deferral to 
date of ratepayer revenue directed by 
PUB requiring Hydro to prepare for 
when the annual costs of Bipole III must 
be recognized as a revenue 
requirement does not save ratepayers a 
dime, it does give Hydro another 
excuse, though, for a further rate hike 
to hold its debt-to-equity  ratio down; 

4. Lower-income households could 
experience energy poverty (defined as 
more than 10% of disposable income 
being spent for energy) and rural and 
northern populations without gas 
service will pay far more than urban 
customers; and 

5. A reduced chance of new or expanded 
job-producing industry – the decline or 
loss of the so-called 'Manitoba 
Advantage'. 

On the other side of the ledger, the 
Government’s direct levies on Hydro will soar, 
even if Hydro’s export and net income forecasts 
do not pan out, as the Government records the 
income in its books while Hydro defers the 
levies in its own books. 

Higher rate hikes will be met by ratepayers, not 
the Government. More capital tax, debt 
guarantee fees, water rental charges, PST and 
higher personal and corporate taxes lie in the 
Government’s future if the plan proceeds and 
succeeds; but the outcome will be much worse 
if the scheme fails. 

American utilities could be subsidized by 
Manitoba generation for the terms of their 
contracts. Twenty years from now, if the 
Government implements the full Hydro plan, 
this observer, and I don’t seek the reputation of 
a Cassandra, fears the prospect of residential 
rates of 20 cents per kWh or more, three times 
the current level.  

Compared to these concerns, what would be 
the prospects if low-cost and reliable power for 
domestic customers returned as the primary 
objective? Better still, what would the 
prospects have been if that had remained the 
goal through the planning cycle.  

Neither the Government nor Hydro will say. 
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13. Timing is Crucial  – Flexibility 
not Evident 
Government’s plans for Hydro were developed 
pre-2008, perhaps the origin of at least 
components of the plan go back to 1999, a 
grandiose vision, "hydro-electricity is 
Manitoba's oil" Premier Gary Doer trumpeted.  
His call has been repeated by his successor. 

Hydro and Government, in 2007, expected: 

• Natural gas prices would stay high and 
increase, not $4 per GJ, but $10 or 
more 

• There would be a price on carbon, 
providing for a premium price for hydro 
power 

• Rather than industry closures, new and 
expanded industry would drive demand 
growth 

• Higher spot and fixed export prices, not 
under 5 cents for spot, more like 10 
cents 

• Construction costs would increase with 
inflation, not accelerate well beyond 
the general rate, while exports sales 
were negotiated assuming lower 
construction costs 

• An eastern route for Bipole III would 
save a billion dollars and reduce risk 
and engineering issues 

• A lower Canadian dollar. and 
• A much higher rate would be in place 

for new or expanded energy intensive 
industry. 

  

 

14.  Reality is Different 
The global credit crisis and recession led to an 
industrial slowdown, an American focus on their 
economy, and not on climate change. 
Americans seeking American renewables - 

subsidies for wind and new technology reducing 
the cost for wind and solar power; Americans 
seek jobs for Americans. 

New production technology unlocked a torrent 
of shale gas which drove natural gas prices 
lower, much lower. 

The Canadian dollar is closer to par, 
construction costs have skyrocketed, the model 
first dam in the new era, Wuskwatim, proved an 
economic disaster and the Government forces a 
western Bipole route and ignores, even refusing 
to consider, opportunities to diversify supply 
and defer the major northern build. 

The strategy that is unfolding involves pre-
spending ahead of final approvals, the deferral 
of expenditures to keep Hydro’s bottom line as 
palatable as possible, rigging of the NFAT 
review by restricted Terms of Reference after 
delaying it as much as possible and, above all, a 
start to the building of Bipole III. 

Bipole III requires new revenue (a 30% rate 
hike) when it comes into service and its costs 
are fully reported in Hydro’s annual accounts.  
So, regardless of the weakness of the new 
revenue forecast, the strategy is to count on 
more export revenue, to build Keeyask and plan 
for Conawapa. 

To assist the progress of the plans, the strategy 
includes withholding critical information from 
PUB and the public, ‘feathering in” higher rates 
as build costs mount, hiding the real rate cost to 
consumers by gradual increases and, 
essentially, giving away minority stakes in the 
new dams to gain First Nation support (for the 
development and politically). 

We are already seeing the strategy unfold, rates 
are climbing and forecasts of further increases 
accepted, costs incurred are being deferred, 
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allowing for the for the ‘feathering in’ of the 
rate increases. There is no protection for 
ratepayers from the arrival of a power hog and 
evidence that the risk is here is an apparent bid 
by the Government to lure Facebook into 
operating a server farm in Manitoba. 

A rate of 24 cents per kilowatt hour for 
consumers is a real possibility 20 years from 
now, though that will not be disclosed before 
the next election. The backstop for Hydro 
blunders is ratepayers. Who protects 
ratepayers? Critics say not Hydro, not PUB, not 
the Auditor General, and certainly not CEC or 
the provincial Government. 

 

15.  Questions still Unanswered 
For starters: 

1. What are the specific provisions in the 
export contracts – volumes, prices, 
relief from export commitments in the 
case of drought, penalties for 
withdrawal from contracts, etc? 

2. What renewal provisions are in place? 
While dams are built for a century, and 
amortized over 78 years, export 
customers are not tethered to Hydro. 

3. If Keeyask or Conawapa are not built, 
what will be the cost and rate changes 
for ratepayers to meet the costs of 
Bipole III? 

4. What would be the projected results for 
Hydro, in comparison to current 
projections based on the build of Bipole 
III, Keeyask and Conawapa, of a 
scenario which would have no Bipole 

III? No Keeyask and/or Conawapa? The 
construction of a gas plant? 

5. What is the value of diversification, 
including the reduction of risk in the 
case of a drought, which could accrue 
from the construction of a modern 
high-efficiency gas plant? 

6. What, if any, are the implications for a 
gas plant in Manitoba if the conversion 
of an existing TCPL gas pipeline to the 
east for carrying oil is realized? 

7. What is the present value cost to non-
First Nation ratepayers of contracts 
with First Nations? 

8. How much has been spent on training 
in the north? If Hydro's intangible and 
deferred costs – at least one-third of 
the Utility's operating, maintenance and 
administrative costs – were written off 
against Hydro's retained earnings, 
would any retained earnings be left? 

9. If Hydro's uneconomic assets were 
written down – existing single cycle gas 
turbines, unamortized coal plant assets 
and Wuskwatim, what then would be 
left in retained earnings? Nothing? 

10. What are the implications for the 
Province’s books if Hydro expensed 
intangibles and deferred costs and 
wrote down uneconomic assets? 

and: 

1. How much has been spent on training 
and employment related to Hydro’s 
plans in the north? Were Hydro wage 
scales paid without statutory 
deductions? 



 
 

30 
 

2. Considering that Hydro failed to file 
regulator-ordered risk reports, including 
those of the 'whistleblower', which 
didn't surface until the whistleblower 
blew the whistle, what other reports 
have been buried or left in draft form, 
perhaps because the findings were 
contrary to the views sought by Hydro – 
reports on climate change scenarios 
that raised the prospect of more 
droughts in the future, perhaps? 

3. Why is there no discussion let alone 
action with respect to Energy Intensive 
Industry Rates? 

What plans do Hydro and PUB have for 
reviewing Hydro’s current rate model, with the 
objective of ensuring fairness among customer 
classes and customers and with the purpose of 
motivating customers to achieve improved 
energy efficiency and reduced consumption, 
allowing for ‘bill’ savings for all customers? 

What happened to setting rates based on a 
PUB-approved distribution of utility revenues 
and costs among rate classes, assisted by 
consideration of other factors such as consumer 
affordability, retention of industry, the 
environment and the avoidance of rate shock? 

If future Hydro rate increases were held to no 
more than inflation, how would Hydro’s 20-year 
financial forecasts look? Losses, most likely. 

Since the route of Bipole III and the building of 
new dams to meet export and First Nation 
commitments come by way of provincial edict, 
should not the Government be accountable and 
meet any losses incurred by Hydro in the 
future? Would Government suspend its levies 
on ratepayers to cut back the future rate hikes? 

 

16. Overall Context 
In concluding and ‘stepping back’, this major 
gamble, perhaps of Manitoba’s future, is taking 
place in a particular context: 

(a) Government is incurring large annual 
deficits (not a ‘revenue problem’, having 
increased spending by three times the rate 
of inflation since it came into power), most 
recently by half a billion after rainy day fund 
drawdown;  a structural deficit is evident 

(b) Government debt borrowings have 
increased sharply, with billions of dollars 
more to be borrowed 

(c) Government's gross debt exceeds $32 
billion (50% of GDP); it could more than 
double as further deficits are recorded and 
Hydro's capital expenditure plans are 
realized – (Greece in Canada?) 

(d) To what degree is Government's debt 
supported by Manitoba Public Insurance 
and Government-related pension plan 
purchases (holding down the yield spread 
to Canada bonds)? Hydro’s adventure in 
trade affects the value of those bonds, 
transferring part of the problem to other 
‘Government’ agencies 

(e)  Annual summary budget position is 
assisted by profits of Crowns, profits that 
cannot be used to fund core Government 
expenditures 

(f) Any losses incurred by a Crown Corporation 
will have to be met by higher rates for 
ratepayers; Government has no capacity to 
offset Crown losses 

(g) High tax environment (high rates, low 
personal exemptions) was worsened with 
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the hike in PST after last year's broadening 
of its application 

(h) Highest annual inflation rate is driven by 
Government tax and fee increases 

(i) Crowns are opaque with no benchmarking 
of operational costs 

(j) The history is one of under-estimating 
construction costs – from Hydro's Head 
Office to Wuskwatim; 

(k) There have been no post-audit reviews by 
the Auditor General of cost over-runs and 
of one-quarter of a billion dollars 
apparently paid out but not expensed to 
gain First Nation cooperation 

(l) There is a history of poor risk management 
and 

(m) The Province's low-wage environment is 
characterized by a large number of lower-
income households, while the rural and 
northern population has no natural gas 
service, and generally relies on electric 
heat. 

The Government has a practice of using its 
Crown corporations to serve its objectives, 
leaving ratepayers of those Crowns to absorb 
the costs, resulting in low levels of 
accountability and transparency.  With the 
innumerable financial risks of the Province, and 
with its weak financial position and reliance on 
borrowing, does borrowing $22 billion plus on a 
risky proposition make sense? 

 

17. What to do? 
Critics call for the following steps: 

• Slow down the 'bus', including Bipole III; 

• Truly consider alternatives to current 
development plan 

• Return Hydro’s emphasis to servicing 
domestic ratepayers, not ideological 
and political objectives 

• Establish a truly independent expert 
review of development plans, with all 
options on the table 

• Change the selection process for 
Hydro's Board and PUB 

• Require competitions based on 
credentials, vetting by an all-party 
committee of the Legislature 

• Expand PUB’s jurisdiction to include 
Hydro's electricity capital expenditures; 

• Direct PUB to implement rate 
protection against power hogs 

• Direct PUB to undertake a 
comprehensive review of Hydro’s rate 
model 

• Direct PUB to review the service 
extension policy and energy efficiency 

• Direct the Auditor General to review 
Hydro's expenditures with respect to 
First Nation negotiations 

• Investigate the allegations of the 
whistleblower 

• Review Hydro's contractual actions 
through the 2002-2004 drought period 

• Direct Hydro to prepare projections, 
based on known variables, taking a 
probability perspective 

• Benchmark Hydro’s operations, 
including its personnel complement 

• Prepare and release an asset condition 
report 

• Review the condition and value of ex-
Winnipeg Hydro assets 
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• Assess the condition of assets on 
Hydro’s books, write-off intangible 
assets 

• Write down Wuskwatim, assets 
purchased from Winnipeg Hydro and 
single cycle gas turbines 

• Record pension plan under-funding 

• Develop a new and higher rate for new 
and expanding energy intensive 
industry 

• Reduce the risk of the expansion of 
large industry requiring subsidy by 
existing ratepayers 

• Finalize the Cost of Service Study, 
ensure fair distribution of the Utility’s 
costs between classes 

• Require the Utility to re-visit its load 
forecasting methodology and result 

• Incent energy efficiency 

• Bring back openness and transparency, 
needed for a monopoly utility  

• Return Hydro to its previous focus: 
lowest-cost reliable electricity for 
Manitoba ratepayers 

• Divest Hydro of responsibility for 
energy efficiency, demand suppression 
and other demand side management  
functions and;  

• Divest Hydro of Centra Gas. 
 

Shortening the list of “what to do”, some would 
suggest that what follows should be considered 
in any full discussion related to demand 
forecasts and the Utility’s reach, including the 
debate on Keeyask and Conawapa dams and 
the associated Bipole III transmission line, as 
well with respect to the future of Hydro. 

On the point of the divestiture of Centra Gas, 
the Utility was purchased by Hydro from 

Westcoast Energy in 1999 for $245 million plus 
$75 million for income taxes and taking on $190 
million of debt. (The tax was the price of moving 
Centra from a taxable shareholder-owned 
company to exempt Crown Corporation status.)  
Why did Hydro buy Centra? Perhaps the driving 
reason for Hydro was the enticing prospect of 
securing another monopoly, a natural gas 
distribution utility to join its electricity 
monopoly.  

The primary interest of Hydro's board, 
executives and Hydro’s sole shareholder (the 
NDP Government) is not 'growing' the natural 
gas distribution system but, instead, expanding 
electricity consumption. With Hydro's recent 
acquisition of Swan Valley Gas Corporation, the 
Government is the only energy game 'in town', 
with two energy monopolies seemingly but not 
really in competition' with each other. 

Hydro's ownership of Centra has not worked 
out for Manitobans.  Hydro made mistakes 
during the 14 years it has owned Centra. 

Early in its ownership during an Enron-induced 
spike in natural gas prices, Hydro failed to lock 
in its gas purchase costs leaving it with over 
$100 million of un-billed commodity charges. 
Those accounts were eventually billed to 
customers who paid heavily for Hydro's slow 
reaction. More recently, after Hurricanes 
Katrina and Rita (both in 2005) had driven up 
natural gas prices to unsustainable levels, Hydro 
once again made the wrong move by locking in 
high prices despite PUB’s advice to 'ride' the 
falling market. 

Hydro was also far too slow in offering long-
term gas supply contracts to residential 
customers. There was inadequate competition, 
allowing two private brokers to offer unduly 
expensive contracts. PUB repeatedly urged 
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Hydro to enter the market and when Hydro 
eventually did, it came after many customers 
had locked in at high rates. 

Another lost opportunity relates to lower-
income households. With Government 
promoting energy efficiency, and lower-income 
customers often having older low-efficiency 
conventional gas furnaces, PUB funded and 
called on Hydro for an aggressive campaign to 
upgrade older furnaces in lower-income 
households to high-efficiency furnaces. While 
Hydro has improved its effort, it is still far from 
adequate.  

Monopolies are not known for moving as 
quickly as market-driven companies in 
competitive industries. This is particularly true 
when the owner is Government and the 
monopoly is responsible for two important 
services. Hydro's natural gas business has been 
a sideshow, its natural interest and comfort 
resides with and in its long history in electricity. 

Hydro published a brochure forecasting that the 
cost of heating by natural gas, long-term, will be 
half the cost of heating by electricity. Yet, in its 
submission to the PUB for its hearing into 
Hydro's planned electricity expansion, the 
Utility forecasts that consumers will increasingly 
choose much more expensive electricity 
heating. 

Why? 
Hydro's electricity expansion plans have 
increased what was already an enormous 
conflict of interest. While households, 
businesses and institutions are clearly better off 
using natural gas for space and water heating, 
Hydro deliberately suppresses gas demand, 
abusing its double monopoly in promoting 
electricity for heating by limiting gas 
distribution.  If heating by natural gas were 

available to more Manitoba communities, 
electricity demand would decrease taking 
pressure of any need to build two new dams 
and Bipole III. 

There is a strong case for Hydro divesting its 
ownership of Centra. 

  

18. Worst Case Scenario 
If the Government doesn’t relent, pause the 'big 
build ' and call a proper and truly independent 
expert review of Hydro (its actions, plans and 
real options, towards serving the public), the 
following events could ensue in a worst-case 
scenario: 

Pressured by the Government (ideology, 
commitments and avoiding admitting a major 
mistake), Hydro builds Bipole III (down the west 
side, incurring unnecessary costs and 
engineering risks), commits to American utilities 
on a long-term basis (on terms leaving 
Manitoba ratepayers to subsidize export 
customers) and secures partnerships with First 
Nations (with terms overly generous to First 
Nations while exceedingly costly to other 
ratepayers). 

Hydro builds Keeyask, Conawapa and 
refurbishes Pointe du Bois, resulting in further 
major rate increases, doubling the current 
Hydro 20-year rate forecast and extending it 
farther into the future with the increases 
‘feathered in' and assisted by deferral 
accounting to lull ratepayers into initial 
acceptance. 

Eventually, Hydro’s higher bills take another 
$1.5 to $2 billion a year out of disposable 
income (with a considerable portion going to 
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the Government through its various levies on 
Hydro, ratepayers, its employees and 
contractors). 

As to marketing, Hydro and Government ‘sell’ 
the construction and commitments on the basis 
that the dams are needed for domestic 
demand, having avoided a real consideration of 
other alternatives. Hydro and Government 
would also, after the build, claim exports are 
profitable, ignoring a fair share of the full cost 
of the build being allocated to export contracts 
with American utilities remaining subsidized by 
Manitoba power. 

When responsible investors consider where to 
lay down their ‘bet’, besides listing and 
considering all of the known factors and risks, 
time is spent reflecting on the unknown. The 
concept of Black Swan events has been applied 
to innumerable different fields and is similarly 
relevant to the power sector, especially at this 
juncture in history. In all likelihood, there will be 
a Black Swan product, process or event that will 
fundamentally change the Manitoba electricity 
sector. 

From a consumer perspective and where a 
monopoly is not in place and the customer can 
make changes, Black Swan events or changes 
can be positive and either improve the end user 
experience or make a service cheaper.   

A Black Swan event may mean that those 
building and running the power sector should 
then move to offer a radically different service. 
With all bets placed on one fuel source and 
delivery mechanism, as is the case with hydro 
dams and transmission lines with Hydro, 
implementing change in such a situation may be 
economically impossible. There are many 
contenders for a Black Swan technology or 
process that could sweep through Manitoba as 

they are adopted at a fast rate throughout 
North America, including the MISO market. In 
all likelihood the event will not be on any 
current list. The purpose of making lists of the 
‘unknown’ is not to make predictions but to 
indicate how some technologies could or most 
likely will cause disruptions to the long-term 67-
years-out plans of Hydro. 

The idea of “negawatts”2 is essentially one of 
shifting, reducing or avoiding the consumption 
of electricity where possible. The ability to 
operate a range of loads (from electric vehicles 
to dishwashers and hot water systems) 
remotely is already relatively established. What 
has changed is the enabling technology such as 
smart meters, smart appliances and powerful 
real-time system management computers. 

In most utilities, economies of scale have, to-
date, favoured larger generation plants, on the 
basis that larger plants are expected to produce 
greater efficiency.  Yet, it is possible that 
smaller hydro3, wind/battery combinations and 

                                                 
 
2 The Economist, ‘Negawatt Hour: The Energy 

Conservation Business is Booming’, The Economist, 
1 March 2014, accessed April 20, 2014,  
http://www.economist.com/news/business/21597922-
energy-conservation-business-booming-negawatt-
hour  

3 HydroWorld, ‘Quebec Eyes Potential for Medium-

Sized Hydro Totalling 5,000 MW’, HydroWorld, 10 

December 2011, accessed April 20, 2014,  
http://www.hydroworld.com/articles/2011/10/quebec
-eyes-potential-for-medium-sized-hydro-totaling-5-
000-mw.html  

http://www.economist.com/news/business/21597922-energy-conservation-business-booming-negawatt-hour
http://www.economist.com/news/business/21597922-energy-conservation-business-booming-negawatt-hour
http://www.economist.com/news/business/21597922-energy-conservation-business-booming-negawatt-hour
http://www.hydroworld.com/articles/2011/10/quebec-eyes-potential-for-medium-sized-hydro-totaling-5-000-mw.html
http://www.hydroworld.com/articles/2011/10/quebec-eyes-potential-for-medium-sized-hydro-totaling-5-000-mw.html
http://www.hydroworld.com/articles/2011/10/quebec-eyes-potential-for-medium-sized-hydro-totaling-5-000-mw.html
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possibly mini-geothermal will become cost-
competitive at some point. 

This would fundamentally change the business 
model of utilities as they could add small 
modular plants as demand increases, then re-
locate as loads decline or move. These 
conditions have occurred in manufacturing 
where long runs, large plants and long lead 
times are no longer necessary. Batch 
production, flexible output and small scale are 
both possible and potentially profitable. 

A Black Swan event may be simple and lead 
quickly to demand, supply, price and other 
changes across the continent.  It need not 
necessarily directly involve Manitoba, but it 
could well affect U.S. markets where Hydro 
counts on, for 67 years, selling large amounts of 
excess electricity. 

In other jurisdictions, Black Swans impacting 
electricity demand have ranged from cheap air 
conditioners to economic booms and busts. 
New technologies will always disrupt traditional 
systems and the electricity sector has, for a long 
time, been insulated from radical change given 
its status as a monopoly, a regulated industry. 
In general terms, the main Black Swan events 
have been large and unexpected. 

If electricity sales to the U.S. either do not 
manifest or are made at prices well below the 
cost of production, the outcome for Manitoba 
consumers could be economically damaging, 
potentially even affecting population out-
migration. 

Forecasting is, in itself, a difficult exercise. At 
times, too much weight is placed on 
projections, sometimes, or in the case of Hydro, 
on simplistic and inappropriate linear 
extrapolations of past historical trends or 

optimistic assumptions based on contemporary 
over-optimistic thinking. Occasionally, 
projections are remarkably accurate though, 
unfortunately, not often encountered in the 
case of Hydro, but it is not prudent to commit 
to a project due solely to a forecast. 

Manitoba’s experience in forecasting future 
energy demand and the cost of supply has been 
historically inconsistent. 

Proponents of new projects must show demand 
growth and/or reliability requirements to justify 
investment so the costs can be recouped from 
electricity users. Unfortunately, in the case of 
Manitoba's current NFAT process, the 
Government’s Terms of Reference keep critical 
areas of examination ‘off the table’, producing a 
flawed process. 

When ‘things go wrong’ the damage ends up 
virtually incalculable as the effects spread 
through the economy, the gamble has gone bad 
and ratepayers not Government take the direct 
economic hit. 

 

19. Bipole III Coalition on 
Routing of Bipole III 
The Inquiry heard its initial presentation, 
delivered by Ms. Karen Friesen, President of the 
Bipole III Coalition.   

Ms. Friesen graduated with honours in 
Agriculture from the University of Manitoba.  
She is a farmer near Niverville, along with her 
husband and son.  Their farm, Tourond Farms, is 
located in the rich agricultural land of the Red 
River Valley which is one of the most productive 
agro-climatic zones in Canada.  She told the 
Inquiry that their family farm is a mixed farm on 
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which the family grows primarily corn, soy 
beans and canola while also supporting a feeder 
hog operation and a flock of laying hens.  She 
cited their practice of recycling manure from 
the livestock operations to enrich the cropland 
as an example of their respect for the 
environment and resource sustainability. 

Ms. Friesen explained to the Inquiry how she 
and her husband learned in July 2010 that 
Hydro planned to bisect several of their quarter 
sections with its planned Bipole III transmission 
line.  She noted that plans for the line were well 
underway before Hydro sent them a registered 
letter about the plan.  Surprised that planning 
was so far advanced before they were notified, 
Ms. Friesen reported being shocked, as she 
began to investigate, to learn that massive 
towers 46 metres high, three or four per mile 
were to be erected (the exact location to be 
Hydro’s choice). 

Ms. Friesen said that she began to worry about 
health effects on her family and that both she 
and her husband began to be concerned about 
safety, cost, inconvenience and liability issues 
arising from farming around these towers. 
Perhaps more critically, they began to realize 
the impact that the line would have on how 
they farmed the entire quarter sections in 
which the line was to be located.  On the health 
issue, she said that she found out later that 
Hydro could only inform her that there were no 
“known” effects.  She was not consoled by 
those answers. 

She explained to the Inquiry that, having grown 
up in the city herself, she was not naïve about 
what urban people understand about farming. 
She said she knows that most urban people are 
not aware of the automated nature today’s 
farming practices that employ large powerful 
tractors equipped with auto-steer technology.   

She said that she realized that they might 
unaware of the impact of a huge transmission 
line on aerial spraying of crop protectants or on 
the injection of hog manure into cropland. She 
said that she recognized that they might not 
understand that the concern is not just for the 
land in the immediate vicinity of the towers but 
for the entire field in which the towers would 
be located. 

She said that she knew that it would not occur 
to urban people that a tall transmission tower 
in a field can prevent the entire field from being 
aerially sprayed, with aerial spraying sometimes 
being a necessity if wet field conditions do not 
accommodate ground-based machinery.  She 
said that she suspected that Hydro would not 
be aware of the economic losses that would 
occur if a crop was devastated by some pest 
because it was impossible to protect the crop. 
She explained that she also knew that they 
wouldn’t be aware of the risk involved with 
attempting to inject manure in the vicinity of a 
tower located in the middle of a field, the 
process involving a manure-conveying hose that 
is connected to a pump at the barn site and 
trailed by injection machinery drawn by 
powerful tractors, nor would they understand 
the virtual impossibility of attempting that in 
the presence of a tower. 

Ms. Friesen said that, thinking that this must be 
a joke or, as a minimum, just a 
misunderstanding, she decided to contact 
Hydro to discuss her concerns.  After talking to 
Hydro personnel in the ensuing weeks, she 
found out that it was real, not a bad joke.  She 
was appalled by Hydro’s lack of understanding 
of modern farming. She said that she would 
have thought that a corporate giant like Hydro 
would have personnel who could understand 
the havoc the Utility would wreak on 
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landowners’ lives.  She thought that they would 
be more knowledgeable about farming issues.  
But such was not the case.  Mostly she was 
taken aback by the cavalier attitude of Hydro’s 
personnel when she shared her concerns with 
them. 

Ms. Friesen told the Inquiry that it was probably 
fortuitous that, after harvest, when she had 
begun to wonder where this line was coming 
from and where it had to go, she and a large 
group of landowners met a small group of 
mostly retired engineers at a meeting in the 
Legislature in October 2010, almost four years 
ago now. 

Some of the engineers were former Hydro 
executives and some were retired or still-active 

academics.  Others were private-sector 
consultants who had spent their entire careers 
in northern development.  One had had senior 
responsibility for the regulation of the 
profession of engineering in the province.  With 
each group, the landowners and the engineers, 
expecting to be given the opportunity to deliver 
prepared 10-minute presentations to the 
meeting, Ms. Friesen noted all were amazed 
that they would be denied that fundamental 
right by an NDP-dominated committee of the 
Legislature. 

She said that, well before that time, she had 
learned that there was a much shorter and less 
expensive route on the east side of Lake 
Winnipeg, a route that had been planned by 
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Hydro’s engineers for 20 years but which had 
been ruled out of consideration by Government 
edict some time during the previous three to 
seven years.  She learned at that meeting that 
the retired engineers could not believe what 
appeared to them to be a nonsensical routing 
either. That meeting was the genesis of the 
Bipole III Coalition which formed the following 
week with some short-term financial support 
from some of the affected landowners.  At an 
organizational meeting held the following week, 
Ms. Friesen was elected as the Coalition’s 
President and several engineers were appointed 
to its Board of Directors. 

Ms. Friesen explained that in the ensuing 
months, the Coalition, a strictly volunteer 
organization, learned that many of the reasons 
given by the Government for the re-routing of 
Bipole III were bogus.  For example, members of 
the Coalition learned that as many or more 
caribou would have their habitat compromised 
with a far-western route as with the original 
east-side route.  She advised that they quickly 
recognized that migratory waterfowl protected 
by the international Migratory Birds Convention 
would be at far greater risk than the same 
species would on the east side, because of the 
sheer numbers using the Central Flyway 
through which the far western line will pass. 

The Coalition had also learned, she said, that 
there was no basis in fact for the Government’s 
claim that legislation under development in 
Wisconsin would set up the possibility that 
Hydro’s electricity imports into the state would 
be disqualified from the ‘Renewable Portfolio 
Standard’ classification (coveted in the U.S.) if 
the transmission line was built on the east side 
of Lake Winnipeg.  They also learned about the 
lack of a basis for the companion argument 
advanced that international environmental 

groups would make it difficult for Hydro to 
export into the U.S. Midwest market if the line 
were routed on the east side. 

The Coalition’s members also learned that 
concern about difficulties in getting support 
from east-side First Nation communities was 
also a weak if not invalid excuse.  There is 
almost an equal number of First Nation 
communities impacted by either route and far 
more Metis would be affected by a far-western 
route compared to an east-side route.  In fact, 
the Coalition learned that there was support 
from a number of east-side First Nations 
communities for a multi-function corridor on 
the east side, one that would accommodate 
both a critically needed all-weather roads and a 
transmission line. 

Ms. Friesen then asserted that the next straw 
man to be erected was the Government’s plan 
to partner with others in an application to 
UNESCO to have a portion of the east-side 
boreal forest designated as a World Heritage 
Site.  An ill-conceived application that 
attempted to promote the Pimachiowin Aki 
(translated as the Land that Gives Life) on the 
basis of two difficult-to-integrate sets of criteria 
is now seemingly hopelessly bogged down four 
years later. 

She noted that the claim that the UNESCO 
application would fail if the boreal forest were 
penetrated by a transmission line had been 
refuted by a former Chair of the responsible 
UNESCO Committee, who had pointed out that 
there are many precedents of success in gaining 
the designation even when transmission lines 
are present.  Considering that the line could be 
fairly compared to the width of a thread in 
football field, the application was probably 
more vulnerable as a result of it being 
transected by existing roads and logging trails, 
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transmission and distribution lines and being 
populated by fishing camps, mines and logging 
operations than it would be from a HVDC 
transmission line. 

One by one, Ms. Friesen claimed, holes were 
poked in the excuses why, in Hydro parlance, 
“the east side was unavailable”.  One by one, 
the arguments were dismissed and the only 
clarity that has held till today is the unjustified 
and unsatisfactory explanation that the NDP 
Government does not want the line to go there. 

At the Inquiry, Ms. Friesen displayed a map of 
the province showing how circuitous the far 
western route will be and how much longer 
(500 kilometres) and, therefore, much more 
expensive compared to a far-more-direct east 
side route.  Cost did not seem to matter. 

She provided evidence in a slide showing the 
final paragraph of a rambling five-page letter 
sent by the Government to the Chairman of the 
Hydro Board in September 2007.   Referring to 
vague plans that the NDP Government had for 
the east side, the letter stated: 

“The Manitoba Government does not 
regard an east side Bipole III as being 
consistent with these commitments and 
initiatives” 

and 

“We would encourage the corporation 
to move ahead with the required 
consultations and planning for an 
alternate Bipole III route.” 

The author was the Honourable Greg Selinger, 

 



 
 

40 
 

then Manitoba Minister Responsible for 
Manitoba Hydro, now Premier of Manitoba, 
directing Hydro to abandon its plans for an east-
side routing of Bipole III. 

Ms. Friesen reported that the concept of 
abandoning the east side was decided originally 
in Cabinet way back in 2003 when the 
Honourable Gary Doer was Premier.  Then she 
addressed the question of whether Hydro 
engineers accepted the dictum without 
question advising that question was that they 
resisted it strenuously.  For Ms, Friesen, the 
reaction was not surprising since it required 
Hydro to abandon an investment of time and, 
for the corporation, money that had spanned 
20 years. 

At that point in her testimony, Ms. Friesen 
tabled two ‘leaked’ reports that she had 
received anonymously in an unmarked brown 
envelope over three years ago, ostensibly from 
an engineer in Hydro who, even then, had not 
accepted the basis for the Government’s 
decision.  Ms. Friesen noted the Coalition’s 
awareness of the reality that there are many 
employees in Hydro who disagree with the 
direction Hydro is going.  She reported that they 
talk to Coalition members and tell them so. 

One of the reports in the brown envelope was a 
longer technical report commissioned by Hydro 
and authored by Trans Grid Solutions, a 
consulting firm frequently called upon by Hydro 
for advice.  The consultant’s assignment was to 
compare east-side and west-side routing 
choices.  Ms. Friesen quoted from the longer 
report, dated January 2005, reciting passages 
that made it clear that the consultant’s advice 
to Hydro was that any routing on the west side 
would be far inferior to an east-side routing.  
Two examples of statements in this report are: 

“Investigation into the technical 
implications of the far west routing for a 
Bipole III transmission line has revealed 
significant problems and, as such, 
cannot be recommended for 
development at this time.“ 

and 

“A Bipole III transmission line far west 
routing would lead to serious 
degradation of the normal day-to-day 
and emergency operation of the 
critically important Manitoba Hydro 
HVdc system and therefore cannot be 
advocated as technically viable.“ 

Ms. Friesen said that there are many other 
statements in the report that express similar 
reservations about a change in routing but one 
thing that is clear from Ms. Friesen’s 
presentation is that a far-western routing 
represents a serious engineering compromise.  
She told the Inquiry that this report had been 
previously leaked to the Official Opposition and 
had been the subject of questions in the 
Legislature in May 2011. 

Ms. Friesen explained that the brown envelope 
also contained a second leaked report.  Entitled 
“Risk Comparison for a Western and Eastern 
Routed Bipole III Transmission Line”, the second 
leaked report was shorter and bore a stamp 
that made it clear that it had been considered 
by the Manitoba Hydro Electric Board in January 
2005.  She indicated that while it conveyed the 
same information as the longer technical 
report, the evaluation of the proposal was 
expressed in less technical language.  Ms. 
Friesen advised that the author was not 
identified but, for her, the only possibilities are 
that the author was either the consultant or a 
Hydro engineer.  Being much less technical, the 
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second report would have been easier to 
understand by the members of the Hydro Board 
with their varying backgrounds. 

The second report set out 18 criteria for 
comparing the two routes and evaluated each 
route against those 18 criteria.  The results of 
the analysis showed that a west-side route was 
the least favourable for 14 of the 18 criteria, an 
east-side route was the least favourable for 
two, and it was a wash for the other two 
criteria. 

Those criteria for which the west side was 
regarded as the most vulnerable included wind 
storms, ice storms, achieving a timely in-service 
date, transmission line density, cost escalation, 
maintenance, reliability benefit, opposition 
from aboriginal communities, and demands for 
higher compensation from communities and 
landowners.  Tellingly, two of the other criteria 
for which a west-side line was considered 
vulnerable were demands by the public for a 
public review and survival in an NFAT review.  It 
is absolutely amazing that, faced with this kind 
of professional advice, Hydro and the 
Government still went ahead with the ill-fated 
and ill-conceived far-western Bipole III line. 

Asked why this report had never been 
publicized before, Ms. Friesen responded that, 
in every forum in which the Coalition had 
participated, until today, the scope of the 
discussion had been limited by the NDP 
Government.  This Coalition-run event with no 
out-of-scope limitations, she said, presented 
the first opportunity to reveal the full content 
of the leaked report. 

Ms. Friesen noted that, in comparison, the 
PUB’s NFAT review with its terms of reference 
established by the NDP Government excludes 
any consideration of Bipole III other than it 

other than to be treated as a sunk cost 
chargeable to all alternative plans whether or 
not those alternative plans require an HVDC 
transmission line from the north, essentially 
treating it as a ‘free good’. 

Contrary to Government and Hydro media 
responses that explicitly disparage the validity 
of the second leaked report put forward to Ms. 
Friesen on the basis that it is “old information”, 
it is clear to me, as Commissioner, that 
Government’s and Hydro’s claim is untrue.  It 
seems to me that the second report had never 
seen the light of day since its consideration by 
the Hydro Board almost 10 years ago, that is 
until a copy was sent to Ms.Friesen. 

 

20. Bipole III Coalition on the 
Need for Bipole III 
The Inquiry also heard presentations from Mr. 
Dennis Woodford, a Director of the Bipole III 
Coalition and President of the internationally 
recognized Electranix Corporation. Electranix is 
a Winnipeg-based company (established in 
2000) providing power systems research as a 
consulting firm dedicated to performing high 
quality specialty engineering services and 
studies for challenging electric power 
transmission problems. 

Mr. Woodford completed a Master's degree in 
Electrical Engineering at the University of 
Manitoba and joined Manitoba Hydro in 1972. 
There, he worked in transmission planning of AC 
and DC extra-high-voltage transmission systems 
where he wrote the electromagnetic transient 
direct current (EMTDC) algorithm for detailed 
simulation of HVDC transmission.  In 1986, he 
was appointed Executive Director of the 
fledgling Manitoba HVDC Research Centre and 
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built it into being a world renowned research 
institute. While he was at the Centre, he worked 
on many projects and conducted business all 
over the world. He continues to provide services 
internationally, in his capacity as President of 
Electranix. 

Mr. Woodford holds an appointment as Adjunct 
Professor in Electrical Engineering at the 
University of Manitoba.  Recently, he was 
awarded the prestigious Uno Lamm award by 
the Institute of Electrical and Electronics 
Engineers (IEEE), this in recognition of his 
services and contributions to the field of power 
systems engineering.  Mr. Woodford is a Life 
Fellow of the IEEE. 

In his presentation to the Inquiry, Mr. Woodford 
assessed the need for Bipole III and explored 
alternatives to it.  This section of my report 
deals with Mr. Woodford’s observations on 
Hydro’s need for a new HVDC transmission line. 
The section that follows this section presents 
and reviews his proposal for an alternative to 
the proposed Bipole III. 

In addressing the question of need for a new 
HVDC transmission line, Mr. Woodford referred 
to Hydro’s Environmental Impact Statement 
(EIS) for the Bipole III project [filed with the 
Clean Environment Commission (CEC) 4 ], in 
which the predicted probabilities of outages for 
Bipoles I and II were used to justify building 
Bipole III for reliability. 

                                                 
 
4 
https://www.hydro.mb.ca/projects/bipoleIII/regulator
y_filings.shtml 

He challenged the justification which was made 
without a quantitative assessment of the 
impact load factor and electric interconnections 
would have on the overall reliability of supply 
for Manitobans. Mr. Woodford reiterated a 
point made earlier in the Inquiry that the 
Government had explicitly disallowed any 
consideration of the need for and alternatives 
to Bipole III, this by constraining the terms of 
reference for the CEC review.   

Mr. Woodford said he considered it most 
hypocritical of the Government to force this 
scope limitation.  He observed that Hydro, 
through its consulting subsidiary, Manitoba 
Hydro International (MHI), had prepared a 
report in January 2011 for the Newfoundland 
and Labrador Public Utilities Board on the 
Muskrat Falls generation complex and the 
associated HVDC transmission line.  One 
recommendation in the MHI report was that a 
detailed reliability study should be undertaken 
to compare two generation alternatives. 
Hypocritically, he said, such a detailed reliability 
study was never tabled for comparing reliability 
of options for Bipole III, this begging a very 
important question: if Hydro recommended a 
detailed reliability assessment be undertaken 
for the Muskrat Falls project, why didn’t it table 
one for the Bipole III project?  

Mr. Woodford stated that, instead, Hydro 
presented to the CEC and Manitobans fear-
inducing and unsubstantiated proclamations of 
the possibility of widespread rotating blackouts 
in Manitoba for up to three years. 

https://www.hydro.mb.ca/projects/bipoleIII/regulatory_filings.shtml
https://www.hydro.mb.ca/projects/bipoleIII/regulatory_filings.shtml
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He explained that power outages in Manitoba 
continue to occur – power outages which, if 
Bipole III were in service, would not have been 
prevented. He said that it defied logic that 
Bipole III would be mandated by the NDP 
Government for reasons of reliability but no 
detailed reliability study was tabled. 

At the Inquiry, Mr. Woodford presented 
weather-related evidence raising serious doubt 
about the validity of Hydro-predicted 
probabilities of outages to which Bipoles I and II 
are exposed. He presented to the Inquiry a 
map, reproduced here, of the historical tornado 
experience in a region of western Canada 
frequently referred to as ‘Tornado Alley.’  Here 
the proposed route for Bipole III is in red, the 

existing route of Bipoles I and II is shown in 
black, and the originally planned route for 
Bipole III on the east side of Lake Winnipeg is 
shown in green.  Mr. Woodford observed that 
the map makes it clear that, from a tornado 
point of view, the route chosen for Bipole III is 
in a far riskier region than the east-side route 
originally planned, revealing the irony of 
‘selling’ Bipole III as a reliability project. 

Mr. Woodford told the Inquiry that Hydro had 
filed information in its EIS for Bipole III that had 
indicated that the probability of the loss of both 
Bipoles I and II due to a tornado in the Interlake 
corridor is 1 in 17 years. The map of Tornado 
Alley he presented reveals that the 
Government’s proposed route of the Bipole III 

Tornado Alley impacts the proposed west-side Bipole III route the most 
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line has been exposed historically to over 10 
times the number of tornados compared to the 
Bipoles I and II lines in the Interlake corridor. 

Mr. Woodford rationalized that, if Hydro’s 
statistic for the risk of a tornado in the Interlake 
is valid, then a simple extrapolation of that 
statistic would allow the conclusion that the risk 
of a tornado in the route traversed by the west-
side Bipole III is 1 in 1.7 years, that is, the risk of 
a tornado in the west side where Bipole III will 
be routed is more frequent than one every 
second year. 

Hydro has many 230 kV AC transmission lines 
located in Tornado Alley. Mr. Woodford stated 
that they have suffered nowhere near this 
frequency of outage  This suggests, he said, that 
the risk to Bipoles I and II may have been 
overstated and embellished in order to enhance 
the case for the need for Bipole III allegedly for  

reliability reasons.  This raises suspicion, he 
said, that the probabilities submitted by Hydro 
to the CEC for other risks may have been 
overstated as well. 

Mr. Woodford also presented evidence that, as 
north-to-south electric power transmission lines 
are moved further west, they are more prone to 
frequent thunderstorms and the resulting 
adverse impacts. He presented to the Inquiry a 
second map showing the geographic 
distribution of severe thunderstorm warning 
days issued in 2013. The map demonstrated 
that a line with the proposed west-side routing 
of Bipole III appeared to be much more 
vulnerable to severe thunderstorms than the 
existing Bipoles I and II and even more so 
compared to a line with the originally planned 
east-side routing. 

Severe thunderstorm warning days in 2013 
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Mr. Woodford said that severe ice storms are 
usually spread over a wide area. He reported to 
the Inquiry that severe icing conditions had 
occurred in the southwestern and central parts 
of the province between February 27 and 
March 10, 1983, causing widespread service 
interruptions lasting up to five days for some 
farm customers. The storm covered a significant 
area of the province — from the Saskatchewan 
boundary to an area just east of Winnipeg, and 
from the U.S. border to a line running from 
Riding Mountain National Park to Gimli5. 

He explained that there was no doubt that such 
an ice storm, if centered around Winnipeg, 
would cause adverse impact first to overhead 
distribution lines in the area and then to the 
high voltage power system, including all HVDC 
transmission lines as well as Bipoles I, II and III. 
If Bipole III were in service, and with converter 
stations at both Dorsey and Riel as proposed by 
the NDP government, it would offer little help in 
such a catastrophic event. 

Mr. Woodford declared that a detailed 
reliability assessment of Manitoba Hydro’s 
electric power system should investigate Bipole 
III and alternatives that would include taking 
advantage of the existing interconnections to 
Ontario, Saskatchewan and the U.S. as well as 
the proposed new 500-kV interconnection to 
the U.S. 

Mr. Woodford told the Inquiry about a report 
prepared by experts and filed by the Manitoba 
Metis Federation before the PUB NFAT hearing 
                                                 
 
5 
http://www.hydro.mb.ca/corporate/history/he
p_1980.html 

in which scope limitations set by the NDP 
Government resulted in major passages being 
struck from the report by PUB on the request of 
Hydro. The passage struck from PUB’s record 
was presented at the Inquiry by Mr. Woodford. 
It is reproduced below because it illustrates that 
others recognize that there are options for 
achieving reliability other than Hydro’s 
expensive Bipole III project. It also illustrates 
the result of the NDP Government’s and 
Hydro’s control of what should be, but is not, an 
open and informative review process:   

“These data suggest that Manitoba 
Hydro could have achieved the desired 
level of backup transmission capacity by 
building the 500 kV Manitoba-
Minnesota Transmission Project (with 
voltage support suitable to avoid 
voltage collapse in connection with 
substantial import levels) instead of 
building Bipole III and − as discussed 
below − at a cost lower than the $3.3 
billion cost  of Bipole III. The total cost of 
the proposed 500 kV Manitoba-
Minnesota line is projected to be $1.05 
billion, of which some U.S. utilities 
would pay a share. As noted, the Bipole 
III EIS estimated the cost of a 1500 MW 
increase in import capability to be $1.5 
billion.” 

Mr. Woodford presented a second statement to 
the Inquiry (also reproduced below) which, 
even though it provided useful evidence 
produced by an expert engaged by the 
Manitoba Metis Federation about alternate 
resources available to Hydro in a circumstance 
of a catastrophic outage, was also struck from 
PUB’s NFAT record. 

“The right of Manitoba Hydro to rely 
upon interconnected utilities for support 

http://www.hydro.mb.ca/corporate/history/hep_1980.html
http://www.hydro.mb.ca/corporate/history/hep_1980.html


 
 

46 
 

during contingencies – especially such 
extreme contingencies as outages of 
four poles of the Bipole HVDC system – 
is implicit in the interconnection process 
and is almost always made explicit in 
the bulk power contractual 
arrangements that accompany and 
govern such interconnections.” 

Clearly, the Government does not want PUB to 
hear evidence that would not support its 
position that Bipole III should be exempt from 
any introspective scrutiny. 

Mr. Woodford was not ambivalent in telling the 
Inquiry that disallowing a ‘need for and 
alternatives to’ investigation of Bipole III and 
bypassing a detailed reliability study was 
hypocritical and disingenuous. A proper risk vs. 
cost assessment had not been tabled by Hydro, 
he said, and the use instead of fear-inducing 
and unsubstantiated proclamations to justify 
the immediate need for Bipole III was, in his 
words, unconscionable. 

 

21. Bipole III Coalition on 
Alternatives to Bipole III 
Mr. Woodford stated that both he and his 
associate, Mr. Art Derry, agree with Hydro that 
if Dorsey converter stations went out of service 
due to a catastrophic event, then the heavily 
populated and industrialized areas of Winnipeg 
and southern Manitoba would suffer severe 
power shortages. 

In addition, he advised that, with an increased 
severity of catastrophic weather incidents, the 
current installation and routing of Bipole III 
transmission would be of little use, as common 
mode failures would become more likely. 

He advised that, to alleviate this problem, the 
existing converter stations for Bipole I and 
Bipole II at Dorsey must be separated in the 
future. He noted that this was the key finding of 
a Hydro report6, one which Messrs. Woodford 
and Derry support. 

He suggested that there are a number of 
possible alternatives to Hydro’s current 
proposal for Bipole III for reliability. Mr. 
Woodford (who presented to the Inquiry on 
behalf of both Mr. Derry and himself) offered 
only one for discussion at the Inquiry which, he 
said, should be analyzed in a detailed reliability 
study along with the current plan for Bipole III 

The option assumes the undesirable case that 
PUB will approve the Keeyask generating 
station for 2019 and the new 500-kV line to the 
U.S. will also be permitted. He asserted that, in 
that case, no Bipole III transmission line would 
be needed until sometime into the future. He 
listed the assumptions underpinning the option 
as follows: 

• Keeyask will be added to the system in 2019 
but this is not essential and this option 
could still apply with the more desirable 
delay of its in-service date. 

• The proposed northern system transmission 
upgrades should be developed to coincide 
with when the existing Bipole II converters 
require their major upgrades in 2019. This 
will include a 500-KV DC transmission line 
from Keewatinoow to Henday. 

                                                 
 
6 Manitoba Hydro Report “Ultimate HVDC 
Development in Manitoba SPD 2010/14”, 14 October 
2010 
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• The 500-kV 750-MW U.S. import line will be 
built by 2020. It will serve to increase 
reliability in place of having the Bipole III 
line. 

• The planned northern and western 230-KV 
AC transmission upgrades add 200 MW 
(with two Kettle generators switched to the 
AC system) of benefit to southern 
Manitoba.  In addition, the new 500-KV 
interconnection to the U.S. will add 750 
MW to southern Manitoba for a total 
emergency support of 950 MW of capability 
to southern Manitoba loads to deal with 
any common mode failure of the two 
bipoles. 

• The Bipole III converters will be rated at 
2300 MW by 2019 and substituted for the 
existing Bipole II converters. These new 
Bipole III converters will be located at 
Keewatinoow and Riel, as planned for 
Bipole III. The existing Bipole II converters at 
the Dorsey and Henday converter stations 
will remain operational but not necessarily 
in service. The old Bipole II converter at 
Dorsey will be decommissioned and the old 
Bipole II converter at Henday will be 
refurbished by the time Conawapa is added. 

• A 500-kV bipolar HVDC cable or overhead 
line will be installed between Riel and to a 
point just north of Dorsey by 2019, using 
the right-of-way of the existing 500-kV AC 
interconnection, if possible. 

• The Bipole III line will be constructed and a 
new southern Bipole II converter will be 
located at Laverendryre and the refurbished 
Bipole II converter at Henday will be put 
into operation when Conawapa is added.  

• A lower load forecast resulting from a 
successful demand side management 
program will delay the year of need for 
reinforcement of the HVDC System with the 
a third overhead Bipole III transmission line 
by eight years. That is, 2017 will become 
2025. 

This option offered by Messrs. Woodford and 
Derry, presented to the Inquiry by Mr. 
Woodford solves the problem of the converter 
stations for both bipoles being located at 
Dorsey.  It produces a load-carrying capability of 
2300 MW as a contribution to offsetting a loss 
of as much as 3800 MW of capacity at any 
single location in southern Manitoba, thus 
solving the simultaneous loss of the Bipoles I 
and II converter stations at Dorsey. At the 
Inquiry, Mr. Woodford displayed a diagram of 
the circuit changes that this option would 
require. 

To evaluate the deficits/surpluses to the 
Manitoba load through not just winter peak for 
the configuration evaluated and depicted in the 
diagram, Messrs. Woodford (and Derry) had 
also considered the common mode loss of the 
two active bipoles for the shoulder months 
(80% of peak load) and summer months (65% of 
peak load). A realistic demand side 
management effort was taken into account 
along with Hydro’s 2012 load forecast. 

Using a graph, Mr. Woodford projected the 
Manitoba load deficit that would result from a 
future common mode failure of the two bipoles 
at peak load conditions, with the new U.S. 750-
MW interconnection in place along with the 
planned northern and western 230-kV AC 
transmission upgrades. The graph showed that 
the capacity to supply the Manitoba peak load 
would be in deficit beginning in about 2017-18, 
reaching a maximum deficit of 700 MW by 
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2024/25. This could be covered by 800 MW of 
load shedding. Mr. Woodford pointed out that 
peak load months are December, January and 
February and so the deficit would occur only if a 
failure occurred during those months. 

Mr. Woodford presented to the Inquiry 
evidence from the report filed by the Manitoba 
Metis Federation in the PUB NFAT hearing that 
confirmed Hydro’s admission that the 
probability of the event against which it seeks 
to mitigate with expenditures in the billions is 

extremely low. He reported to the Inquiry that 
this evidence too had been disallowed by PUB 
on the request of Hydro.  The stricken wording 
is reproduced below: 

“Manitoba Hydro admits that the odds 
of such an event (simultaneous long-
term loss of Bipoles I and II) are low. 
Ordinarily, utility systems are designed 
to meet load except for one day in every 
ten years, the 1-day-in-10 year loss-of-
load-probability standard. The risk of 

Use of Bipole III converters without Bipole III transmission line before Conawapa 
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losing both existing Bipoles is much 
lower.” 

 I have to remark, at this point, that the 
exclusion of this valid and valuable information, 
although brought forward in PUB’s NFAT 
process, is illustrative of and a direct result of 
what seems to be the complicit nature of the 
relationship between the NDP Government and 
its Crown, Manitoba Hydro.  Perhaps even more 
disturbing, it highlights what fairly can be 
considered the reprehensible result of 
Government meddling in what should be an 
open and informative process. 

A detailed reliability study of this alternative 
would determine what the risk of a deficit at 
peak load would be. In other words, how 
frequent would this common mode outage be 
likely to occur for peak load conditions? Would 
it be 1 in 10 years or perhaps even 1 in several 

or many decades? 

For the shoulder months of November, March 
and April, months with an average maximum 
load of 80% of peak load, Mr. Woodford 
explained that there remains surplus capacity  

for a two-bipole common mode outage well 
beyond 2025/2026. Likewise, for the remainder 
of the year, including the summer months when 
the maximum is at 65% of peak load, a greater 
surplus capacity remains for a two-bipole 
common mode outage also well beyond 
2025/2026. 

Messrs. Woodford and Derry had summarized 
the actual cost of the loss of transmission 
capacity because of common mode outages 
that have happened to Bipoles I and II since the 
existing 500-kV AC interconnection was 
commissioned in May 1980. 

Common mode loss of both bipoles for 100% peak load 
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Mr. Woodford revealed that Hydro had 
reported that the financial impact of the wind 
storm in 1996 from lost power was estimated to 
be only $7.5 million plus an additional capital 
cost of $3.6 million to place the system back in 
service.  He said that the total cost, therefore, 
had been only $11.1 million. As to the damage 
to Dorsey Station due to ice in the winter of 
2011, it was estimated to be $4.9 million plus 
the $1.7 million of additional capital cost to 
place the system back in service, a total cost, 
therefore, of $6.6 million7. 

He told the Inquiry that no Manitoba customer 
suffered a power outage as a consequence. He 
opined that these actual costs are miniscule 
compared, for example, to the annual carrying 
charges of the proposed Bipole III which are 
expected to be in the range of $200 million to 
$300 million.   

Mr. Woodford said that he and Mr. Derry had 
determined from Hydro’s published estimates 
that $96 million is expected to be available and 
deferred until Conawapa is required. They had 
learned, he said, that Hydro had advised the 
PUB hearing that the net load forecast had been 
lowered as a result of a more aggressive DSM 
plan and, therefore, that Conawapa could be 
delayed for a decade or more from 2026 as 
proposed in the Preferred Development Plan. 

Mr. Woodford stated that, with that admission 
and considering that other options are available 
for reliability in the short-term and even the 
intermediate-term, the Bipole III line likewise 

                                                 
 
7 Manitoba Hydro Undertaking Provided By: Vince 
Warden, Undertaking #16, CEC Transcript Page # 
1062 

could also be delayed. Mr. Woodford stated 
that, when the Bipole III transmission line is 
eventually required, it could utilize compact DC 
transmission. Accordingly, Mr. Woodford said 
that he and Mr. Derry recommend, in the 
meantime, the suspension of all work and 
expenditures on the Bipole III transmission line.. 

Going forward, Mr. Woodford proposed the use 
of compact DC transmission, a new innovation 
under development. He said that this would 
minimize the adverse effects of high voltage 
electric power transmission lines. By judicious 
compacting of high voltage direct current 
transmission systems, existing rights-of-way can 
be utilized, such as along roads or rail lines. One 
concept for compacting DC transmission lines 
for this purpose was presented to the Inquiry. 

Mr. Woodford displayed a schematic, 
reproduced here, showing the ±500-kV 2300-
MW tower designs considered by Hydro in its 
Bipole III Environmental Impact Statement8 for 
a visual comparison at the Inquiry with a 
compact transmission system. The schematic 
presents a conventional self-supporting 
structure and an equivalent-rated ±500-kV 
compact DC transmission tower both with the 
capacity to transmit 2300 MW. He stated that 
the advantages of compact DC transmission are: 

1.  Easier access by linemen for construction 
and maintenance 

                                                 
 
8 
http://www.hydro.mb.ca/projects/bipoleIII/eis/downl
oad/chapter3__project_description.pdf  - see Figure 
3.4-2 

http://www.hydro.mb.ca/projects/bipoleIII/eis/download/chapter3__project_description.pdf
http://www.hydro.mb.ca/projects/bipoleIII/eis/download/chapter3__project_description.pdf
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2.  Possibility of sharing right-of-way with 
roads or rail lines 

3.  Less impact on land owners, First Nations 
and Metis lands 

4. Possibility of configuring the line 
employing a single-pole sectionalized 
structure, constructed, if desired, using 
composite materials – with the safety 
feature of the structure remaining 
suspended from the conductor if it is 
struck by a farm vehicle or machine 

5. Lower electric field effects at mid-span 
compared to Hydro-designed DC towers 
(as affirmed by studies undertaken by 
international experts) 

6. Lower probability of lightning strikes since 
the compact dc line casts a smaller 
“lightning shadow” compared to the 
Hydro-designed DC towers 

7. Lower vulnerability to severe winds 
because of the lower height and, if 
located along a roadside through a forest, 

(b) Compact DC transmission 
tower configuration for ±500 
kV HVDC, 2300 MW 

Physical comparison of Hydro-designed HVDC bipole lattice tower with a compact DC 
transmission tower of similar power transmission capacity 

 

(a) Typical self-supporting 
suspension tower configuration 
for ±500 kV HVDC, 2300 MW 
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reduced wind force reduction due to the 
turbulence created by the trees. 

Mr. Woodford asserted that he main 
disadvantages of this compact HVDC line are: 

1. The tower looks top heavy 

2. Costs for compact HVDC transmission may 
not be lower than the conventional HVDC 
transmission lines because more towers are 
needed per mile (12 to 16 compact towers 
per mile compared to about 3 to 4 per mile 
for Hydro -designed HVDC towers). 

Mr. Woodford stated that delaying the Bipole III 
transmission line would allow a complete re-
assessment of the Bipole III transmission line 
design and route. It could be located road-side, 
and even along the proposed all weather roads 
to remote communities on the east side of Lake 
Winnipeg, with much lower overall adverse 
environmental and agricultural impact. 

He concluded by noting that compact DC 
transmission can even be considered for the 
new proposed transmission line to the U.S. with 
an expectation that it would bring greater 
system advantages than AC. 

 

22. Bipole III Coalition on Load 
Forecast 
The Inquiry also received presentations by Dr. 
Garland Laliberte, Vice-President of the Bipole 
III Coalition. Dr. Laliberte graduated with 
distinction in Agricultural Engineering from the 
University of Saskatchewan.  Later, he obtained 
a Master of Science from the University in 
Saskatchewan and a PhD in Engineering from 
Colorado State University.  He worked as a 
Research Scientist for Agriculture Canada in 

Lethbridge before taking up duties in the 
Department of Agricultural Engineering at the 
University of Manitoba. There, he was 
Department Head for 17 years and finished up 
his 30-year tenure at the University as Dean of 
Engineering. 

Upon his retirement in 1996, Dr. Laliberte’s 
colleagues in Engineering and the University 
recognized his contributions by bestowing on 
him the title of Dean Emeritus of the Faculty of 
Engineering. During his 40-year career, he was 
President or Chair of four national academic, 
technical and professional organizations, 
including the Canadian Council of Professional 
Engineers (now Engineers Canada) and the 
Canadian Engineering Accreditation Board.  He 
also served at the provincial level, including a 
year as President of the Association of 
Professional Engineers of Manitoba. 

Along the way, Dr. Laliberte was singled out for 
recognition with several awards that started 
with the Governor General’s Medal and a 
University of Manitoba Isbister Scholarship 
awarded to him in high school.  At Colorado 
State University, his academic record during his 
doctoral program was celebrated with his 
induction into four Greek honour societies.  
Later, his contributions to engineering were 
acclaimed with the Achievement in Academia 
Award given by the College of Engineering at 
Colorado State University. At the University of 
Saskatchewan, Dr. Laliberte was an inductee in 
the inaugural group of engineering alumni on 
the C. J. MacKenzie Engineering Wall of Fame, 
this in recognition of his contributions to the 
profession of engineering in Canada. He is a 
Fellow of three Canadian professional and 
disciplinary societies. 

At the inquiry, Dr. Laliberte addressed electric 
load forecast for Manitoba and the potential for 
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demand side management.  This section of my 
report deals with conclusions he has reached on 
load forecast.  The next section will deal with his 
observations and views on opportunities in 
Manitoba for vigorous demand side 
management. 

Dr. Laliberte drew to the Inquiry’s attention the 
anomaly between the date on which Hydro says 
it needs new generation (2023) and its headlong 
rush to bring Keeyask into service four years 
earlier in 2019.  Puzzled by this anomaly, he 
posed to the Inquiry the same question another 
observer in another venue had asked about it: if 
you were a trucking company and you needed 
new trucks four years from now, why would you 
go out and buy them today, only to use all 
trucks in your fleet part-time or the new ones 
not at all? 

Dr. Laliberte said that he had never heard a 
satisfactory answer to that question either for 
the trucks or for Keeyask.  He said that had 
heard, however, on several occasions fear 
mongering from Premier Selinger and Minister 

Struthers when they worried Manitobans about 
the lights going out in 2023 or about a supposed 
need for very expensive imports if Keeyask is 
not built immediately. 

Dr. Laliberte then asked the question: are we 
sure we really need new power even in 2023?   

He reported that Hydro’s projections are based 
on an assumption that electric load will grow in 
Manitoba for at least the next 20 years at the 
rate of 1.5% per year (1.4% after conservation 
and load suppression efforts, to offset 0.1% of 
the assumed 1.5% load increase).  He said that 
Hydro arrives at the 1.5% load growth figure by 
looking back at load growth patterns over the 
past 20 years. He opined that such an approach 
would suffice only if the conditions affecting 
load growth were expected to be the same 
during the next 20 years as they have in the 
past.  That is “the rub”, he said, as the 
conditions affecting load growth are vastly 
different today and there are no signs that they 
will revert to the patterns of yesteryear.  He 
likened Hydro’s and the Government’s planning 
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approach to heading out onto the turnpike 
while looking into the rear view mirror. 

Dr. Laliberte presented a series of three graphs 
that plotted historical Gross Total Peak Load for 
the past 20 years and then projected it forward 
for the next 20 years. Using one of these graphs, 
he showed how uneven the load growth had 
been for the past 20 years. The graphs revealed 
that there had been both periods of very rapid 
growth and periods of very sluggish growth, 
combined to produce an average of 1.5% per 
year over the 20-year period.  

With respect to having confidence in Hydro's 
forecast, he pointed out, using one of three 
graphs, that the most sluggish growth had 
occurred during the past eight years; averages 
mean little. The graphs show, he pointed out, 
that there had been periods when load growth 
was flat (zero growth) and individual years when 
the load had actually been less than the 
previous year (negative growth). 

Dr. Laliberte told the Inquiry that he had done a 
linear regression analysis on the pattern of load 
growth for the past eight years and found that, 
at 0.75% per year, load had grown at only half 
the rate that Hydro was projecting. He 
explained to the Inquiry that linear regression 
analysis is a curve-fitting procedure that ensures 
that a best-fit straight line is drawn through the 
data points in a plot. 

Dr. Laliberte opined that a more justifiable 
figure for forecasting Total Gross Peak was one 
that closely reflected current conditions 
compared to one that reflected conditions from 
years ago, conditions that no longer exist.  
Because his analysis went back three years 
before the 2008 recession and covered an eight-
year period (he said that five years would have 
been enough according to statistical 
conventions), the Coalition’s figure he said, 
based as it is on Hydro’s own data but with 
different assumptions, was a far better basis for 
forecasting load into the future. 
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He said that the result (a load growth rate half 
that of Hydro’s) reveals a serious flaw in the 
reasoning Hydro uses to justify an early year of 
need for Keeyask. 

Dr. Laliberte’s analysis at the Inquiry used Gross 
Total Peak as the parameter for indicating 
historical and forecast load growth patterns.  He 
stated that the annual peak always occurs in the 
winter months in Manitoba. He told the Inquiry 
that, in a presentation to the PUB hearing in 
January, he had also conducted the same 
analysis using annual energy (Total Gross 
Energy) records, coming to the same conclusion.  

He stated that the evidence suggests that, 
regardless of how one measures it, load can be 
expected to grow at only half the rate Hydro has 
assumed. The difference in the two outcomes, 
Hydro’s and the Coalition’s, he asserted, is that 
Hydro assumes that the conditions that 
produced load growth 20 years ago still exist 
while the Coalition recognizes that many things 
have changed that should be taken into 
consideration. 

Dr. Laliberte explained that, as it looked for 
evidence to substantiate its finding that Hydro’s 
1.5% assumption about future load growth was 
far too optimistic, the Coalition had studied load 
experience and forecasts in other jurisdictions.  
He said that the respected U.S. Energy 
Information Administration had reported in 
December 2013 that U.S electricity sales volume 
had declined in four of the past five years and 
that, only in 2012, had sales reached values 
achieved five years earlier in 2007.  

He said that the North American Electrical 
Reliability Corporation, a standard-setting 
organization for North American transmission 
systems, was projecting annual load growth for 

the next 10 years at only 0.95%, well below 
Hydro’s assumed figure of 1.5%. 

The State of Wisconsin, he reported, was 
projecting peak load in a wide range between 
0.5% and 1.3%, with the entire range below 
Hydro’s 1.5%.  Northern States Power was using 
0.7% for peak load and 0.5% for energy.  He said 
that Minnesota Power was projecting an annual 
increase of only 0.6% for both peak load and 
energy, with load growth forecast to be only 
40% of what Hydro’s preferred development 
plan counts on. Dr. Laliberte pointed out that 
these utilities and jurisdictions are Hydro's 
export customers. 

So it seems, Dr. Laliberte pointed out to the 
Inquiry, that the Coalition’s findings about load 
growth, being vastly different than Hydro's, are 
validated by the experience and expectations 
elsewhere. 

Dr. Laliberte explained that, as a third approach, 
the Coalition had decided to monitor what the 
Independent Expert Consultants engaged by the 
PUB in the NFAT proceeding said about Hydro’s 
load forecast.  He presented to the Inquiry 
direct quotes from the reports filed by two of 
these experts. 

Elenchus:  "If you think that’s the full range 
of where load may go over the lifetime of 
these plants, you’re deceiving yourselves." 

and 

La Capra: "There is a material probability 
that the year of need is several years later." 

Dr. Laliberte reported that Dr. Wayne Simpson 
of the University of Manitoba and Dr. Douglas 
Gotham of Purdue University, in addressing the 
question of the accuracy of Hydro’s load 
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forecasts before PUB, had pointed to a 
“consistent upward bias in the order of 5%“.   

Dr. Laliberte noted that, although 5% may not 
seem like much, the outcome, with a load 
growth rate of 0.75% per year, is that the year 
of need is delayed by almost seven years. Dr. 
Laliberte also told the Inquiry that Drs. Simpson 
and Gotham had told PUB that Hydro’s 
approach to load forecasting relies on methods 
that are unacceptable to the Mid-Continent 
Independent System Operators (MISO), of 
which Hydro is an Associate Member. 

Dr. Laliberte reiterated that there is lots of 
evidence to challenge Hydro’s approach to load 
forecasting. First, the result is not reflective of 
current experience as recorded in Hydro’s own 
data.  Second, it is out-of-step with experience 
and projections in other North American 
jurisdictions. And third, Hydro's approach was 
not validated by Independent Expert 
Consultants at PUB’s NFAT hearing. 

Dr. Lalberte told the inquiry that it’s just one 
thing to disagree with the exaggerated figure 
that Hydro uses for forecasting load growth.  
But, he said, it is important to consider the 
impact of a bloated forecast on the planning 
function.  He then showed the Inquiry how the 
Coalition had used Hydro’s own data filed in the 
NFAT hearing to demonstrate that the year of 
need for Keeyask is really not 2023, as claimed 
by Hydro, instead it is 2030-31.  

He performed calculations before the Inquiry 
using figures determined from the graphs of 
load forecast presented to the Inquiry along 
with data for current-year Manitoba net load 
and future-year base supply power resources 
(data taken from Appendix 4.2 of Hydro’s NFAT 
submission). His calculation took into account 

the 12% requirement for capacity reserves 
required by MISO. 

The inescapable conclusion, he said, was that 
Keeyask was not needed until at least 2030-31. 

The primary driver, Dr. Laliberte said, of the 
Coalition's conclusion that Keeyask could be 
delayed a full 11 to 12 years beyond its current 
2019 planned in-service date was a more 
realistic load forecast.  This conclusion squared, 
he reminded the Inquiry, with what several of 
the independent expert consultants had told 
PUB.   And what is more interesting, he offered, 
is that the result can be obtained simply by 
employing more realistic assumptions about 
load growth.   

He said that, in a separate presentation later in 
the hearing, he would analyze what the 
combined effect on the year of need for 
Keeyask would be if a more aggressive demand 
side management program were employed 
along with changed assumptions about load 
growth. 

Dr. Laliberte closed his first presentation with 
an analysis of the winners and losers with 
Hydro’s Preferred Development Plan.   

He said that increased water rentals, capital 
taxes and debt guarantee fees with Hydro’s 
capital intensive loan-dependent hydro-based 
plan guaranteed that the Government of 
Manitoba would be a winner. He noted that 
responsibility for paying for the funds that 
would flow to Government from Hydro would 
be passed on to Hydro ratepayers. 

He said that Hydro must have actually fooled 
itself into believing its forecasts for revenue 
from exports and from increasing rates to be 
paid for by rate-paying Manitobans who would 
use power without any additional restraint even 
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under increasing rates. He said that, on the 
contrary, current export contracts may not be 
renewed on beneficial terms for the Utility 
while higher rates would bring about reduced 
demand from ratepayers. Dr. Laliberte stated 
that Hydro would not be a winner as it believed, 
nor would Government in the final analysis! 
Hydro would be a loser if the rates that Hydro 
charged to stay afloat could not be met by 
ratepayers.  The guaranteed big-time losers 
would be Hydro’s ratepayers.  And, Dr. Laliberte 
said, all Manitobans would be the losers, 
whether they were Hydro ratepayers or not, if 
the scheme blew up. 

 

23. Bipole III Coalition on 
Demand Side Management 
Opportunities 
Dr. Laliberte also presented on Hydro’s load 
forecast and on opportunities in Manitoba for 
demand side management (DSM).  This 
segment of my report flows from this second 
presentation. 

Dr. Laliberte started out by explaining that DSM 
meant either conserving power, usually through 
efficiency improvements, or avoiding or 
suppressing its use altogether. 

He explained that, as Hydro was preparing its 
August 2013 NFAT submission in 2012, it used 
Hydro’s 2012 load growth forecast of 1.6% to 
be reduced by a 0.1% DSM effort for a net load 
growth of 1.5%.  Later, with the 2013 load 
forecast available, Hydro had applied the same 
0.1% DSM assumption to a load growth 
assumption of 1.5%, reducing net load growth 
to 1.4%.  Dr. Laliberte termed a DSM effort of 
0.1% under either set of load growth 
assumptions “anemic”. 

He reported that, in early April 2014, Hydro had 
announced with considerable fanfare a new 
Level 2 DSM effort which, it said, would achieve 
load reduction of 0.4%.  Later in April 2014 and 
disappointingly, it was revealed that it was 
Hydro’s plan to blitz its Level 2 DSM effort at 
0.4% for only three years (until 2018) after 
which Level 2 DSM would revert, almost, to pre-
Level 2 DSM.  Dr. Laliberte said that this was 
regrettable since it is well known in the industry 
that DSM must be sustained if it is to have a 
long-term effect. 

He then took the Inquiry on a virtual tour 
sharing with all present what is happening in 
DSM in other parts of North America.  He 
reported, for example, that California is aiming 
for zero load growth over the next 20 years.  
Five New England states are targeting a DSM 
effort averaging 2.0% over the next ten years.  
The states involved are Massachusetts, 
Vermont, New Hampshire, Rhode Island and 
Maine.  He advised that Massachusetts, for 
example, has set a target of 2.6%, Vermont 
2.0%.  He compared these targets with Hydro’s 
plan to target 0.4% for only three years and 
then to revert back to a goal that is little better 
than its 0.1% to date. 

He said that, closer to home, Minnesota has set 
a target at 1.5% per year and that Nova Scotia’s 
DSM goal of 1.5% per year was reached after 
only 30 months.   Dr. Laliberte commented how 
impressive these goals and achievements are in 
comparison with Hydro’s aspirations. 

But Dr. Laliberte had some other information 
for the Inquiry.  He reported that, according to 
Philippe Dunsky of Dunsky Energy Consulting in 
an April 2014 appearance before the PUB NFAT 
hearing, the hearing had been told that only 
25% of new load in the U.S. since 1970 had 
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needed new generation and that the other 75% 
had been met by DSM. 

Dr. Laliberte then selected five promising areas 
in which innovative DSM approaches were 
being taken.  He said that regulatory 
innovations, such as time-of-use rates that 
required smart meters are already being used in 
some jurisdictions.  With prices coming down 
rapidly, he stated, LED lighting was promising.  
Heat pumps, he said, could reduce consumption 
and, therefore, the cost of both heating and 
cooling.  Smart thermostats, he commented, 
can be programmed remotely, saving on 
heating and cooling bills and energy 
consumption. He disclosed, however, that 
probably the most exciting innovation is data-
driven analytics, a field in which smart 
thermostats receive their direction on-the-go 
from sensors in the space to be heated or 
cooled, programming the thermostat in real 
time to conserve energy.  The final field 
mentioned by Dr. Laliberte in which Innovative 
approaches are being employed is that of solar 
photovoltaics. 

All these innovative opportunities, he said, had 
been laid out before the PUB hearing by Mr. 
Dunsky, one of the most highly regarded 
authorities on DSM in North America. 

Dr. Laliberte told the Inquiry that Hydro's now 
promised Level 2 DSM effort would be 
comparatively modest but still a worthwhile 
improvement if it were to be sustained for 
longer than three years.  He commented that 
Philippe Dunsky had told the PUB NFAT hearing 
in April 2014 that DSM was being achieved in 
the cost range of 2 to 4 cents per kWh.  Mr. 
Dunsky had gone on, he said, to express his 
view that a gradually implemented and 
sustained DSM effort was possible in Manitoba 
that could delay the year of need for Keeyask 

until 2034 (20 years from now). Mr. Dunsky’s 
statement did not rely, Dr. Laliberte said, on an 
assumption that involved adjusting load 
forecast. It is achievable even without that 
realignment. 

Dr. Laliberte challenged the full-room 
assembled at the Inquiry to imagine how much 
could be accomplished in the way of delaying 
Keeyask if both actions, a re-definition of load 
forecast and implementation of a gradually 
ramped-up and sustained DSM effort, were 
undertaken.  He told the Inquiry that he was 
disappointed that, with its ‘behind-the-curve’ 
adjustment each year of load forecast in what 
amounts to baby steps and Hydro’s plan for 
nothing more than a short-term and un-
sustained blitz on DSM, it was unlikely much 
would be achieved by Hydro's forecasted 
efforts. 

Dr. Laliberte said that the conclusion he makes 
from his two presentations on load forecast and 
demand side management is that Bipole III 
should be halted, Hydro’s Preferred 
Development Plan should be rejected and that a 
new review of need based on a realistic load 
forecast and a sustained DSM effort be 
undertaken. 

 

24. Independent Views 

24.1 Whitfield Russell 
The Manitoba Metis Federation engaged 
Whitfield Russell Associates to review Hydro’s 
Preferred Development Plan inclusive of Bipole 
III (despite that PUB’s Terms of Reference set by 
Government excluded a review of Bipole III). 
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Whitfield Russell had concluded that that, if the 
expansion plans in Hydro’s NFAT submission 
were to be approved and the new 
infrastructure built, it would “impose 
unnecessary and excessive risks on ratepayers”. 

Whitfield Russell had also opined:  

“… a gas-fired alternative and/or 
imported power (supported by 
enhanced import capacity on its 
interconnections with the United States) 
would be far lower in cost in the years 
through 2040, and lower in risks, than 
would … (Hydro’s) PDP.” (Underscored 
words added for clarity.) 

and 

Implementing Hydro’s expansion plans 
would “… exacerbate the concentration 
of its generating resources along the 
Nelson River hundreds of kilometers 
north of its … load center and put more 
eggs in that basket.” (Underscored 
words added for clarity.) 

Whitfield Russell also stated: 

1. Hydro should cancel or, at least, defer 
Bipole III 

2. It would be more cost effectively guard 
against a simultaneous outage of Bipole 
I and II by enhancing its import capacity 
through upgrades of its inter-
connections 

3. MH’s 78-year forecasts are too long 

4. Details provided by Hydro was to future 
export volumes and prices are either 
unavailable or inadequate and subject 
to risk 

5. The costs of Bipole III should be 
attributed only to those alternatives 
which require the extra transmission 
capacity it would provide 

6. Hydro should acknowledge that its 
treatment of the cost of Bipole III and 
other ‘sunk’ costs (money expended by 
Hydro on the PDP ahead of full 
implementation of the PDP) under-
mines the case for Hydro’s overall plan, 
and 

7. As the PDP is inextricably linked to and 
dependent upon Bipole III, there is no 
standalone reliability function of Bipole 
III. 

24.2 La Capra 
La Capra decimated Hydro’s submission to PUB, 
a submission in which Hydro attempts to justify 
its choice of northern dams as the best way to 
meet Manitoba’s future electricity needs.   

La Capra identified at least 30 deficiencies in 
areas as diverse as planning methods and 
process, consideration of available resource 
options and economic and financial analyses. 

La Capra confirmed the Bipole III Coalition’s 
contention that Keeyask (and by extension 
Bipole III), now scheduled for completion in 
2019, could be delayed by at least a decade. 

24.3 Potomac 
Potomac Economics stated that: 

“Our models generally rely on lower gas price 
forecasts, lower growth rates of demand, and 
lower quantities of coal plant retirements” 
compared to those assumed by Hydro.   

Potomac forecasted that, unless the U.S. 
introduces a carbon tax, export prices for on-
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peak energy 20 years from now will be lower 
than projected by Hydro by one third. 

Potomac opined that, even if a carbon tax is 
introduced (only a 50% probability of that 
according to Potomac), export prices will still be 
lower than those projected by Hydro. 

24.4 Elenchus 
Expressing reservations about Hydro’s plan, 
PUB’s expert witness stated: 

"A more thorough description of the forecasting 
methodology with full documentation of 
processes and any methodological changes, as 
well as within sample forecast accuracy, would 
also allow for a more thorough assessment of 
the forecast reasonableness”. 

24.5 Dunsky 
Dunsky Energy Consulting made the case that 
Hydro has not adequately incorporated energy-
saving demand side management opportunities 
into its planning.   

Dunsky opined that, as DSM costs only about 2 
to 4 cents per kilowatt hour, the 'savings' could 
replace more expensive new energy, thus 
delaying the need for new dams or other 
resources. 

 

25. Review of NFAT Submissions 
Hydro presented a number of alternatives to 
its preferred development plan (PDP). 

25.1 From the perspective of 
ratepayers 
PUB’s NFAT process considered a number of 
alternatives to Hydro’s Preferred Development 
Plan, (the PDP, a plan that treats Bipole III and 

expenditures already incurred on the plan as 
‘sunk costs’ to be charged to all alternative 
plans, even though Bipole III and the so-called 
sunk costs may not be required for a particular 
alternative plan under consideration. 

Resource Plans 4 and 6 (presented in Hydro’s 
NFAT submission), which includes Keeyask and 
some level of transmission interconnection and 
natural gas plants, fare consistently better than 
other options. 

Plan 14, the Preferred Development Plan, and 
Plan 12, both of which include Conawapa, are 
consistently ranked as more costly to 
ratepayers than Plans 4 and 6, which include 
Keeyask but not Conawapa. 

Plan 1, the All Gas Plan, ranks poorly when 
economic variables such as inflation and 
interest rates are low, but far better when 
inflation and interest rate are assumed to be 
moderate or high; this is particularly true with 
respect to Plan 14, which is superior to the All 
Gas Plan in a low-economics environment (low 
growth), but not otherwise. 

Plan 1 ranked relatively poorly when the 
discount rate is set at 6%, but much better 
when the discount rate is higher, say 10%, 
underscoring that the relative time value of 
money is an important consideration. 

None of the alternatives to the Preferred 
Development Plan reviewed at the NFAT 
hearing employed a low load growth 
assumption, although such an assumption 
better reflects current realities.   The use of an 
exaggerated load forecast creates the 
appearance of an opportunity for vastly more 
effective demand side management, energy 
efficiency and demand suppression measures. 
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Yet, even employing a down-sized load forecast, 
there still remains significant opportunity to 
achieve a worthwhile reduction in load growth. 
However, with Hydro considering no serious 
plan to ramp up demand side management, the 
evident possibility of a deferral of Bipole III and 
the two proposed new dams is lost. 

None of the alternatives considered 
technological upgrades to the present Bipole I 
and II which, if implemented, could allow for 
either the cancellation or at least a lengthy 
deferral of Bipole III. 

Alternatives, not explored in the NFAT process, 
included the potential construction of a 
combined cycle gas plant, say at Brandon, which 
would diversify supply, reduce drought risk and 
allow for a significant delay in constructing 
Bipole III and the two new dams. 

Doing so would also allow for the exploration, 
exploitation and conveyance of Manitoba’s 
natural gas reserves.  However, because such 
alternatives do not fit Hydro’s vision, they were 
disingenuously sidelined by contrived 
assumptions about gas-fired generation that 
Hydro knew would cast a combined cycle gas 
plant in an unfavourable light. 

25.2 From the perspective of 
Government  
As might be expected, the differences among 
resource plans with respect to revenues for the 
Government of Manitoba are clear and align 
with the construction of hydroelectric facilities.  

The average probability weighted present value 
totals for Government revenue for the periods 
2015-2062 @ a 6.00% discount rate, presented 
in Hydro’s August 2013 NFAT submission, were: 

Plan 1   $5,600 million; 

Plan 4   $6,788 million; 
Plan 6   $6,837 million; 
Plan 12 $7,834 million; and 
Plan 14 $8,149 million. 
 
A table elsewhere within Hydro’s submission 
provides a breakdown of the above figures 
showing Government levies by category – water 
rentals, debt guarantee fee and capital taxes. 
The figures represent total present values, not 
incremental values above the present value of 
the All Gas Plan. 

In short, all plans projected significant 
additional revenue flow to Government. 

25.3 From the perspective of export 
orientation 
Resource Plans which have a higher reliance on 
export revenues are more sensitive to changes 
in export prices. 

This view is borne out by reference to the 
model, with the ‘results’ of all variables except 
energy prices kept constant. For example, the 
average present value ‘benefit’ (remember that, 
built into the assumption, were 3.95% annual 
rate increases of at least a 20-year period) to 
ratepayers in Preferred Development Plan 14 is 
10% higher if export prices are higher; whereas, 
with the All Gas Plan, there is, not surprisingly, 
little difference between total ratepayer 
‘benefits’ between scenarios with high and low 
export prices. 

Also, depending on whether export prices are 
low or high, the projected average revenue 
from exports expressed as a percentage of total 
revenue is forecast to range between 14.3% 
and 26.9% (a range of 12.6%) for the Preferred 
Development Plan, but between only 6.4% and 
11.9% (a range of only 5.5%) for the All Gas 
Plan.  
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It is not surprising, therefore, that the Preferred 
Development Plan is more sensitive to export 
prices than the All Gas Plan. 

25.4 From the perspective of 
financial distress 
It appears inescapable that the net income of 
Hydro will be more sensitive to hydrology if 
Keeyask, Conawapa, or both, are built. 

Net income would be less sensitive to water 
flow levels if the two proposed dams are 
deferred, with either load growth expectations 
reduced coupled with more reliance on demand 
side management , on the one hand, and/or 
diversity added though the construction of a 
combined cycle gas plant at Brandon, on the 
other. 

25.5 Summary 
The ability of Hydro to meet its financial targets 
over the next ten years, without assuming 
increasing rates beyond two times the rate of 
inflation, and pursuant to all resource plans 
considered in the NFAT review, is entirely 
dependent on the continued absence of a 
significant drought. 

However, droughts are a statistically ‘certain 
event’, timing is uncertain but significant 
droughts average one in every ten years. The 
last drought, from 2002 to 2004, brought about 
a $436-million loss ($660 million over two fiscal 
years – the second year produced a low net 
income, with about $200 million in drought 
losses prior to normal conditions returning. It 
was necessary to counter the loss with a PUB-
granted 9.5% rate increase (implemented in 
three stages). 

Different tested resource plans extend the 
period of financial fragility, including the 
Preferred Development Plan, which should not 

be expected to enter a time of improved 
financial capacity for 20 years, unless rates are 
allowed to rise at more than double the rate of 
inflation for an extended period of time. 

In the face of a sustained severe drought, the 
choice of resource plan is irrelevant to the 
occurrence of distress, as the financial 
consequences of such a drought would over-
whelm the differences among resource plans. 

The total probability-adjusted present value of 
ratepayer costs over 48 years across all five 
resource plans selected by Hydro for a more 
introspective analysis was too narrowly 
distributed to allow for definitive selection of 
the ‘lowest-cost’ choice. These outcomes are 
essentially within the margin of error of the 
many calculations, estimates and assumptions 
that were required to construct the model. An 
extremely important inter-generational decision 
is embedded in the choice of resource plan, as 
costs to ratepayers would be distributed very 
differently over time. 

What appears to be a gross deception may be 
being perpetrated on Manitobans through the 
presentation of the alternatives and the forced 
inclusion of Bipole III costs in all alternatives 
reviewed. A significant and hidden 'tax' will be 
extracted from ratepayers as a result of the 
Government’s insistence on immediately 
building Bipole III. The NDP Government 
mandated the building of Bipole III with an 
estimated cost, perhaps significantly 
understated, at $3.3 billion, directing the build 
on the longer west-side route.  The building of 
the line and its routing were ‘sold’ on the basis 
that Bipole III was needed for “reliability”. Yet, 
with the Government providing very restrictive 
Terms of a Reference for the PUB NFAT, 
Manitobans have not been allowed any 
opportunity to question the need for and 



 
 

63 
 

alternatives to Bipole III, that, naturally, 
affecting the testing of the alternatives. 

For many, with Bipole III’s environmental 
licence questionably recommended by CEC, it is 
shocking that, once built, ostensibly for the 
“reliability” of supply for Manitobans, this very 
expensive line to be paid for by Manitobans 
would be proposed for use in the export of 
hydro power to the Americans. This implies that 
the forthcoming approval of the building of 
Keeyask is virtually assured. 

Manitoban ratepayers are being, in a sense, 
deceptively forced to subsidize the sale of 
Keeyask energy to the Americans, because the 
cost of Bipole III will not be reflected in any sale 
to the Americans.   The scheme speaks to the 
Americanization of Manitoba Hydro. 

Many informed interventions to the earlier CEC 
hearings for Bipole III and to the PUB panel for 
the NFAT review now in its concluding days 
reveal that Bipole III and Keeyask are not 
needed right away.  

The Manitoba Metis Federation (MMF) filed a 
report with PUB compiled by experts which 
stated that: 

“Despite ... the reality that Bipole III is 
clearly an associated transmission 
facility for Keeyask and Conawapa, 
Bipole III was subsequently scoped out 
of the NFAT (need for and alternatives 
to) process for the PDP (Hydro’s 
preferred development plan) … before 
the PUB.” 

The MMF report also asserts:  

“Manitoba Hydro’s reasoning in support 
of the reliability need for Bipole III is 
flawed. Indeed, Manitoba Hydro’s PDP 

will put more eggs in the Northern 
hydro basket, fill the reserve 
transmission capacity to be provided 
initially by Bipole III and return Mani-
toba Hydro to its dependence on the 
HVDC Interlake transmission corridor.” 

Additional and also deleted (following a request 
from Hydro, PUB redacted the expert's 
comments) statements from the MMF report 
disclose that reliability of high voltage electricity 
in Manitoba is enjoyed because of the existing 
Bipoles I and II, with back-up emergency power 
from the large number of high voltage 
interconnections to the U.S., Ontario and 
Saskatchewan. 

These and many other statements made by 
independent experts, had they not been 
conveniently scrubbed by PUB from the public 
record, would have been embarrassing to Hydro 
and the Government.  So, it appears they were 
deleted from the MMF’s submission to PUB to 
the detriment of all Manitobans, making PUB 
complicit with Government in touting a fatally 
flawed expansion plan. 

Substantial revenue for Government will begin 
to accrue from water rentals, as Keeyask and 
Conawapa start to generate power for the 
Americans over a Bipole III transmission line 
wholly paid for by Manitobans. Just the annual 
carrying charges alone on Bipole III that 
Manitobans will pay through their hydro rates 
will exceed $300 million per year. Also, 
Government will gain from capital tax and debt 
guarantee fees derived from building Bipole III 
and from PST that ratepayers are charged on 
their Hydro bills as the levies from Government 
drive up those bills. 

The tragedy of these increased provincial sales 
taxes and increased Hydro rates is that they will 
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adversely impact the pockets of all Manitobans, 
particularly those who can least afford it. The 
benefits Manitobans have enjoyed (with low 
electricity rates) will gradually fall away, 
affecting negatively the future growth of the 
provincial economy. 

Part of the past success of Hydro came from its 
ability to export surplus power to the U.S. 
before domestic demand grew to utilize the 
excess capacity.  This was most dramatically 
evidenced by the Limestone experience − built 
for export ahead of domestic requirements for 
power at a time of much lower construction 
costs, it financed a decade-long rate freeze for 
Manitobans. 

However, as electricity and gas markets 
converge, this option – building ‘big’ well ahead 
of domestic need − may no longer be available. 
A ready example of the change in prospects is 
the Wuskwatim dam, which came into service 
in 2012. Built as an export plant, costing twice 
the forecast cost, its power sold into a lower-
priced export spot market, only one-third of its 
per-unit costs being met by the export sales 
price, it is producing annual losses in excess of 
$100 million, representative of an almost 8 
percent domestic rate increase.  Although 
Hydro has altered its arrangement with its First 
Nation partner and changed its explanation of 
the plant’s purpose, the reality is that the dam 
is currently an albatross around the necks of 
ratepayers. 

Hydro, as an associate member of the U.S.-
based regional transmission organization known 
as the Mid-Continent Independent System 
Operator (MISO), exports power into MISO, the 
largest of the U.S. transmission networks.  
Hydro is and will be influenced by the energy 
mix in this larger MISO region. 

In a study by the Brattle Group, commissioned 
by Hydro for a “Needs For and Alternatives To” 
(NFAT) regulatory test9, it was forecast that 
natural gas would increasingly displace coal and 
become more central to generation cost 
benchmarks and electricity prices in the coming 
decades.  It is difficult to predict with certainty 
the direction of the electricity sector as both 
supply and demand and pricing are in question, 
making definitive answers impossible. 

Even the convergence of gas and electricity 
markets could not have been foreseen.  Very 
few predicted the rapid expansion of tight and 
shale gas as well as the flexibility of electricity 
markets to incorporate large new supplies of 
natural gas in fueling new electricity generation 
stations. 

New technologies and competitive forces will 
result in major changes in the electricity sector. 
Even while the industry is heavily regulated, 
households and businesses are still able to 
utilize new consumer goods that change how 
electricity is used. 

This could mean that that overall demand 
patterns and usage may change, resulting in 
different needs for new generation and 
electricity assets. Surprisingly for many 
observers, per capita consumption of electricity 
has fallen over the last five years in the U.S., 

                                                 
 
9 D. Murphy, O. Aydin & K. Diep, ‘Appendix 5.3: 

Electricity Market Overview for Manitoba Hydro’s 

Export Market in MISO’, Manitoba Public Utilities 
Board, July 2013, accessed April 20, 2014 
http://www.pub.gov.mb.ca/nfat_mbhydro_applicatio
n.html  

http://www.pub.gov.mb.ca/nfat_mbhydro_application.html
http://www.pub.gov.mb.ca/nfat_mbhydro_application.html
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and the decline is not the result of just the 
economic slowdown of 2008-09. 

All of this adds to a picture of risk and change, 
suggesting caution not going “all in” as if one 
were playing poker with one’s own money. 

 

26. Northern First Nations 
Partnerships 
While the Mennonite Central Committee’s Will 
Braun asserted there are problems with Hydro's 
partnerships with northern First Nations (Dam 
deal loses shine, Winnipeg Free Press, April 24), 
Chief Marcel Moody of the Nisichawayasik Cree 
Nation publicly disagrees (This Hydro 
partnership is working, Winnipeg Free Press, 
May 3).  Regrettably, there has been little public 
discussion of these Government-backed deals 
from a ratepayer perspective. 

Like Chief Moody, I, too, agree that Will Braun's 
advice that "open, non-polarized discussion of 
Hydro issues" should occur. But, if this is to 
happen, the full details of the partnerships and 
their implications need to be on the table. 

Hydro has agreements with several northern 
First Nations for the building of three hydro-
electric dams. The first, Wuskwatim, the one to 
which Chief Moody refers, has been built, the 
second (Keeyask) is scheduled, the third 
(Conawapa) intended. Until the Wuskwatim 
deal, twice amended to sweeten the terms for 
Nisichawayasihk, Hydro was the sole owner of 
Manitoba's hydro dams. Why the major policy 
change, and why has so little been said about 
it? 

Hydro dams are on Crown land, and the 
members of the First Nations are Manitobans 

and ratepayers. The Constitution requires that 
Government and Hydro must undertake sincere 
and open-minded consultations with First 
Nations when a development is being 
considered within the traditional lands of those 
First Nations affected.  However, the First 
Nations do not have a veto over resource 
developments in the public interest.   And, by 
actions taken earlier, all northern Manitoba 
ratepayers already benefit from Hydro's 
postage stamp rate schedule, paying the same 
rates despite the high cost of distributing 
electricity to northern communities. 

Hydro favoured First Nation workers, 
contractors and communities by providing 
training, jobs, contracts and community 
development.  Also, Government forced Hydro 
to plan Bipole III down the west side of the 
Province rather than the much shorter and less 
expensive east-side route. That to help east-
side First Nations gain a UNESCO Heritage 
designation, a process seemingly stalled. And, 
Hydro reports having spent about $1 billion in 
post-construction mitigation costs related to 
earlier northern dams, pursuant to the 
Northern Flood Agreement. 

Given all the benefits that have been and are 
being provided to northern First Nations, should 
Hydro have offered partnerships in the new 
dams?  The general understanding is that, while 
First Nations must be consulted with respect to 
resource or other proposed projects on their 
traditional lands, they do not have a veto. 
Works for the public good may proceed even if 
the affected First Nation(s) opposed it. 

What are the full dimensions of the deals?  For 
the equity share provided to First Nations, how 
much of their own money will be required? Will 
the investment required of the First Nation(s) 
be proportionate to their ownership of the 
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facility?  And, of that, how much will be 
borrowed from Hydro and on what terms?  
While Hydro’s loans to the partnerships will be 
subject to a 1% loan guarantee fee and capital 
tax levied by the Province, will the fee also be 
levied on the First Nation(s) investments, capital 
and loan – directly or through the partnership 
vehicle? 

What are the long-term annual revenue 
expectations of the involved First Nations? How 
will the annual revenue flowing to the partners 
be shared within the communities? How will 
the annual revenue flow affect the First Nation 
communities? How will the future revenue flow 
affect the responsibility of the federal 
Government for aboriginals living on reserves? 

These questions are fair. For one thing, much of 
the flow of money to Hydro's First Nation 
partners will come from rate increases imposed 
on all of Hydro's ratepayers. 

If Government feels justified in providing 
massive financial compensation beyond the 
mitigation of damages, would it not be fairer 
and much less costly for Hydro to pay a 'royalty' 
to First Nations on exported power? Then the 
largesse could be shared with all First Nations, 
perhaps the Métis as well. Taking that route, it 
wouldn't have been necessary to spend a 
quarter of a billion dollars negotiating and 
renegotiating? Just where did that money go? 

The following review of what appears to be 
‘sweet’ deals to which Hydro has agreed may 
shock. 

While the First Nations taking up the 
partnership offers are required to invest money 
for their, say 30%, equity stake in the dams, at a 
projected capital cost, including Wuskwatim, of 
more than $19 billion (Wuskwatim approaches 

$1.9 billion; Keeyask and Conawapa $17.2 
billion), apparently the largest part of their 
contributions will be borrowed from Hydro. 
Hydro will design and build the dams, manage 
their operations, sell the power, and allocate 
operational revenues and costs to the 
partnerships. The methodology used for the 
allocation is inconsistent with the Utility's 
normal cost allocation approach.  It too appears 
to favour the First Nations. Does it? 

To make a sweet deal even sweeter, Hydro will 
make no cash call for more First Nation capital 
injections if, as expected, construction costs rise 
and the partnerships incur losses. Hydro will not 
only advance further loans to meet what 
otherwise would be cash calls on the First 
Nations but it will also provide cash to allow the 
First Nations an annual return on their minimal 
initial investments in the partnerships made 
from their own funds. First Nations cannot lose 
on their investments and they can pull out of at 
any time to get their initial investment back. 

According to Hydro, based on a presentation to 
the Utility’s Audit Committee on May 8th, 2014, 
Hydro has, as of December 2013, expended 
$240,947,289 to simply gain the agreement of 
five First Nations (Fox Lake Cree Nation, 
Nisichawayasihk Cree Nation, Tataskweyak Cree 
Nation, War Lake First Nation and York Factory 
First Nation) and an umbrella organization, Cree 
Nation Partners (TCN/WLFN). 

The report apparently tabled with the Utility’s 
Audit Committee further indicates that the 
more than $240 million has been spent with 
respect to three dam projects (Wuswatim, $54 
million; Keeyask, $160 million and Conawapa, 
$27 million), although two of those dams, 
Keeyask and Conawapa have not yet been given 
full regulatory and Government approval. 
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The filing with Hydro’s Audit Committee 
indicates serious irregularities related to the 
payments, while not disclosing the recipients of 
the more than $240 million.  There are 
members of the involved First Nations that are 
making allegations of wrong-doing with respect 
to payments made by Hydro? Will these 
allegations be investigated by an independent 
party or the police? 

The NDP Government will likely contrast this 
costly policy hodgepodge as a better option 
than their favourite evil policy boogeyman − 
privatization. But it is an odd type of reverse 
socialism, one where the costs are spread over 
the many (ratepayers) for the profit of a 
fortunate minority. 

Given the murkiness of the arrangements, the 
vast sums expended and the risks to ratepayers 
and taxpayers, the Province's next Auditor 
General should review the transactions, 
contracts, arrangements, costs and risks. 

There is long overdue need for a full public 
airing of the deals. 

 

27. Gas Plant Option 
There are options to Hydro’s present plan that 
have not been seriously considered.  One of 
them is a move to cut the size of the investment 
gamble and improve diversity of supply to 
reduce the risk that lies with drought and 
dependence on American supply. 

If, instead of implementing its plan, the Utility 
built a large gas-fired generating plant in 
Brandon, as advocated by the Honourable Len 
Evans, a former NDP Cabinet Minister, Hydro 
could shelve Bipole III and Keeyask and, when 

the time came, decommission rather than 
replace Pointe du Bois, while increasing the 
Utility's overall capacity and diversifying power 
generation, thereby reducing risk. 

The cost of such a plant would likely be no more 
than $1 billion, less than 5 per cent of what the 
Utility plans to spend on its current plans.  
There would be no need to borrow $22 billion, 
thus less capital tax, debt guarantee fees and 
interest costs for ratepayers to bear. As well, 
with a gas-fired plant, there would be no water 
rental fees levied by the Province, further 
reducing the cost loaded on to ratepayers. And 
no need for partners. 

The construction of a gas-fired plant in Brandon 
would involve construction and on-going good-
paying jobs for the area. It would also provide 
an opportunity to extract natural gas from 
southwestern Manitoba's share of the Bakken 
field, which is already producing oil.  More 
resource jobs, along with pipeline construction 
to carry the gas to Brandon. The economic 
boost to the area would be in the hundreds of 
millions. 

‘Known’ problems associated with Hydro’s plans 
include a history of bad forecasts, including 
ever-increasing construction cost projections 
and excessive expectations for the demand for 
electricity. Low natural gas prices and sluggish 
growth in industrial demand have led to low 
wholesale spot electricity prices. Adding to 
these concerns, there is increasing opposition 
from landowners who oppose the Bipole III 
route and the risk of a substantial jump in 
interest rates. 

And there is growing recognition of needed 
repairs, upgrades and expansions to Hydro’s 
infrastructure, adding another $12 billion to the 
capital expenditure bill. Under the current plan, 
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future challenges would be met by a system for 
electricity generation that lacks diversity − the 
next drought could devastate Hydro’s financial 
position and require even higher rate increases. 

Hydro’s current forecast calls for large-scale 
borrowing by the provincial Government. 
Governments have only so much room to 
borrow before credit rating agencies 
downgrade their credit rating, potentially 
bringing sharp increases in interest rates 
payable on the Province's growing debt. 

To summarize some of the advantages of 
adding a Brandon gas-fired plant to Hydro's 
generation mix: 

• Avoidance of 95% of Hydro’s current 
major new infrastructure gamble 

• Opportunity to enhance the 
development of Manitoba’s own 
natural gas resources 

• Generating new Brandon jobs for 
construction and continuing operation 

• Reducing the risks that lie with 
borrowing tens of billions of dollars 

• Eliminating the need for complex 
partnerships 

• Reducing the 3.95% annual increases in 
rates currently planned for Manitobans 

• Reducing the volumes of imported 
electricity required in times of drought 

• Improving Manitoba’s balance of 
payments 

• Increasing security of supply by 
reducing dependency on lengthy power 
lines 

• Eliminating transmission line damage 
to, and impacts on, Manitoba's prime 
agricultural lands  

• Future flexibility, avoidance of being 
‘tied’ to big hydro dam and 
transmission options, and 

• An impetus to extend the gas 
distribution network beyond current 
boundaries, allowing consumers and 
businesses to switch to natural gas 
heating rather than electricity. 

Government has stated it has no interest in gas-
fired generation, yet Hydro has had inefficient 
gas-fired turbines for a decade or more to meet 
emergencies and provide the surplus capacity 
required to meet MISO export rules.  Does the 
loss of revenue for Government that would 
occur with a Brandon gas-fired plant − due to 
no water rentals and much reduced levies on 
Hydro for capital tax and debt guarantee fees − 
play a role in its opposition to such a plant? 

The building of new northern dams, with the 
additional transmission required for conveying 
the power south, west, or east should await a 
different day.  Deferral would allow time for 
improved market opportunities to develop, 
reducing risks now present. 

It is well past time to re-evaluate the situation 
and put away ideologically based blinders. A 
proper review would take a serious look at what 
could be the safest and most economical way to 
ensure that Manitoba’s future power needs are 
met.  Hydro's objectives used to be reliability 
and lowest possible rates, return to them. 

The situation and forecasts have radically 
changed and rather than importing natural gas, 
the U.S. and likely Canada will soon be 
exporting Liquefied Natural Gas (LNG). Due to 
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the public preference for domestic 
consumption of gas and the new technologies 
that are making extraction of tight and shale gas 
now economically possible, there has been a 
structural change in the U.S. power market. 

Cheap natural gas has become a reality, even if 
it does not remain at recent record lows and 
utilities are taking advantage of this shift. 

 

28. Recovery after 
Implementation if the Worst 
Occurs 
Regardless of reason, risk and ratepayers' 
pocketbooks, the NDP Government appears 
determined to push Hydro into a potentially 
devastating expansion. 

PUB's NFAT (Needs For And Alternatives To) 
review is basically pointless. It comes five years 
too late and with the NDP Government’s Terms 
of Reference barring a review of all options. It is 
but an expensive smokescreen. Hydro has 
already spent or committed easily $3 billion on 
its misadventure while making commitments to 
new staff, contractors, manufacturers, First 
Nations and American utilities. 

Unless ratepayers are fortunate enough to be 
saved by a court, an American regulator or a 
credit rating agency, the NDP will likely have 
signed off by election time, unfortunately for 
both ratepayers and taxpayers, on $10 billion of 
unnecessary and wasteful Hydro spending. 
Bipole III, at least the northern and western 
parts, will be finished and Keeyask and the new 
Manitoba/Minnesota transmission to the 
border and south beyond the border where it is 
being called the Great Northern Transmission 
Line, the latter mostly paid for by Hydro, will all 

be under construction.  So, if the current 
Government is turfed, given these 
circumstances, what should a new Government 
do? 

The options are: 
 

1. Accept the situation as it is and allow 
Hydro to make regular applications for 
rate increases sufficient to reach its 
75:25 debt-to-equity ratio objective in 
an acceptable timeframe; or 

2. Apply Option 1 but suspend levying the 
annual debt guarantee fees and capital 
taxes of Government on Hydro; or 

3. Limit future annual electricity rate hikes 
to the rate of inflation, apply the 
provisions of Option 2, and then forgive 
Hydro's debt to the Province by a 
sufficient amount to allow Hydro to 
reach, over a fixed but intermediate 
period of time, and then maintain a 
75:25 debt-to-equity ratio (assuming 
annual operating expenses at industry 
norms). 
 

A new Manitoba Government could restore 
Hydro's past objectives of 'reliable power at 
lowest cost for Manitobans’. It could also take 
two other concurrent actions to allow 
Manitobans to both understand exactly how 
the NDP Government corrupted PUB's hearing 
process to enable its Hydro debacle to proceed 
and how to prevent a legislative watchdog 
process from becoming a Government lapdog 
process.  

First, the new Auditor General could be tasked 
to review the events that led up to the 
implementation of Hydro's so-called Preferred 
Development Plan and the unaccounted-for 
$240-million-plus spent by Hydro on negotiating 
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contracts with First Nations and American 
utilities. 

Second, the appointment processes for 
members of the Clean Environment 
Commission, the Public Utilities Board and 
Hydro's board could be changed - appointments 
could be made following open competitions and 
the approval of an all-party committee of the 
Legislature. 

 

29. Testimony of La Capra 
La Capra Associates was engaged by PUB to 
analyze Hydro’s NFAT submission. Hydro 
describes its plan as its Preferred Development 
Plan (PDP).  The plan calls for building the 695-
MW Keeyask generating station and a new 750-
MW 500-KV AC transmission line to the U.S., 
both with 2019 in-service dates.  The plan also 
includes the 1,485-MW Conawapa generating 
station, with a projected 2026 in-service date.   

Other elements of the plan include a 100-MW 
sale to the Wisconsin Public Service and 
associated investment in transmission facilities.  
The HVDC Bipole III north-south transmission 
line, besides being excluded from the NFAT 
review, is treated as a “sunk cost” in evaluating 
alternative plans whether they need it or not. 

In a report, affected by delays in providing 
information and shortcomings in Hydro’s 
analysis, La Capra reports serious deficiencies in 
Hydro’s plan.  Among the deficiencies are: 

29.1 Planning methods and 
processes 
La Capra held that the forecasted 2022/23 year 
for energy need and the 2025/26 year of 
capacity need were conservative; and that 

there are near-term options that could defer 
the need for several years. 

La Capra observed that Hydro proposes to add 
energy and capacity (Keeyask, with an in-service 
date of 2019) well in advance of the year of 
need by as much as a decade. 

The independent expert observed that Hydro's 
need analysis used overly conservative 
assumptions on the availability of other 
resources, and other resources could defer the 
need for new capacity. 

It commented that the “widow of opportunity” 
featured prominently by Hydro recognizes an 
export opportunity, and is not a reflection of 
domestic need. 

La Capra pointed out that Hydro did not 
perform any optimization during its plan 
development process, so there was no 
analytical foundation for determining whether 
or not adjusting timing or parameters would 
produce a more beneficial result for ratepayers. 

La Capra advised that they found it ‘strange’ 
that the various plans were developed prior to 
any economic or financial analysis, and that the 
plan’s configurations were not revised after 
analysis occurred. For La Capra, this ‘single-
pass’ process resulted in plans structured 
without the benefit of any analytical results. 

29.2 Resource options 
La Capra reported that Hydro’s cost 
assumptions were out-of-date, that Hydro did 
not consider any potential changes in 
technology costs or other demand or supply 
characteristics over time and that Hydro’s 
levelized cost analysis did not incorporate any 
uncertainties. 
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The consultant noted that Hydro’s comparison 
of technologies with different operating 
profiles, characteristics, etc. on an equivalent 
levelized cost of energy basis could provide 
misleading forecast outcomes. 

Hydro’s assumed uncertainty bandwidth for the 
capital cost of gas turbines was regarded as 
excessive, given the experience with these 
turbines in the industry.  And La Capra noted 
that Hydro failed to factor into its planning any 
anticipated improvements in costs or the 
efficiency of gas turbines which could develop 
in the future. 

La Capra also noted that Hydro’s assumption on 
project life for gas turbines was on the low end 
of the range of typical industry estimates.  As 
for solar, the consultant noted it was screened 
out of consideration based on its current high 
cost, despite projections that installed costs will 
be a quarter of their current level by 2030. 

La Capra also remarked that Hydro did not 
include any significant level of demand side 
management in any of the alternative plans 
considered. 

29.3 Economic and financial 
analyses 
La Capra’s analysis revealed that Hydro’s 
reference case analysis disclosed that it would 
take at least 30 years, until 2043, before any of 
the plans studied would be lower cost than the 
plan using natural gas exclusively (All Gas Plan), 
with Hydro’s Preferred Development Plan 
requiring 41 years, until 2054, to break even 
versus the All Gas Plan. 

Using Hydro’s reference scenario assumptions 
and looking forward 20, 35 and 50 years, the 
Preferred Development Plan is not the lowest-
cost plan from the perspective of either an 

economic analysis or an uncertainty analysis. In 
fact,the plan with the highest 78-year internal 
rate of return is not Hydro’s Preferred 
Development Plan. 

The benefits over 78 years in Hydro’s reference 
scenario analysis for every one of the plans 
relative to the All Gas Plan are small compared 
to the added capital investment in those plans.  
Small changes in the assumptions could alter 
the ranking of any one of these plans. 

Looking at benefits over the next 35 years and 
using Hydro’s reference case assumptions, 
three plans, including the All Gas Plan, are all 
superior to Hydro’s Preferred Development 
Plan. 

Reference case assumptions used by Hydro in 
its uncertainty analyses based on “expected 
value” are more favorable to plans with 
hydropower investments than to other plans.  
Given this result, the margins and internal rates 
of return for Hydro’s Preferred Development 
Plan and other alternative plans are even 
smaller than those computed with the 
reference scenario. 

The expected benefits from Hydro’s Preferred 
Development Plan relative to the alternative 
plans are largely derived after the first 50 years 
of the study period and from upside 
opportunities (opportunities accruing if the 
most optimistic assumptions are realized). 

La Capra’s methodology for uncertainty analysis 
yielded results that are quite different than 
Hydro’s analyses.  Plans with Keeyask but 
without Conawapa have a more favorable 
economic profile in the uncertainty analysis 
relative to Hydro’s Preferred Development Plan.  
And looking ahead 35 years, the All Gas Plan 
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becomes the most economic plan using Hydro’s 
uncertainty scenario assumptions. 

The unusually low discount rate used by Hydro 
for evaluating benefits over the entire life of the 
plans benefits plans based on early capital 
investment (such as Hydro’s Preferred 
Development Plan).  Several plans are more 
economic than Hydro’s Preferred Development 
Plan, even over 78 years, when higher discount 
rates are assumed.  Modest increases in capital 
cost assumptions for the Keeyask and 
Conawapa projects would also result in other 
plans having costs lower than Hydro’s Preferred 
Development Plan, even over 78 years. 

A slightly more cautious view of export market 
prices substantially erodes Hydro’s expected 
economic benefits from its Preferred 
Development Plan. 

The economic forecasts used by Hydro to arrive 
at its preference for its Preferred Development 
Plan were not convincing and, depending upon 
the perspective of the decision maker, could 
actually produce a conclusion that other 
development plans are more preferable than 
Hydro’s Preferred Development Plan. 

 

30. Demand Forecast 
The industry-respected Brattle Group was 
engaged by Hydro to prepare a “market 
overview for the U.S. market for the next 20 

years and beyond.”10 Brattle’s analysis was only 
one of the analyses of six consultants 
commissioned by Hydro.  No reason was given 
in Hydro’s submission for the non-disclosure of 
the analyses of the other five consultants.  
Hydro admits that it considers the forecasts of 
all six consultants, but only as a resource, noting 
that the Utility makes its own decisions and 
only ‘considers’ the input from the consultants. 

The basis for the Utility’s estimates of exports is 
difficult to substantiate, let alone interpret. The 
work by Brattle captures the key trends in the 
U.S. energy industry and reviews future 
demand patterns, which form part of the basis 
for Hydro’s decision (funded by loans through 
the provincial Government) to invest $22 billion 
on new major infrastructure and $34 billion 
overall on capital expenditures over 20-years 
(representative of more than half of Manitoba’s 
current Gross Provincial Product of $62 billion). 

Brattle discusses the shale gas boom, noting 
that natural gas is displacing coal as the major 
reference point for wholesale energy prices. I 
hold that Brattle is correct, and that its work in 
this area is meticulous. Brattle’s analysis (plus 
other reports filed by other independent 
experts engaged by interveners) reviews in a 
comprehensive manner a wide range of 
developments and factors that could, 
potentially, exact upward pressure on U.S. 
electrical power prices and favour, from an 
American perspective, cheaper Canadian hydro-

                                                 
 
10 D. Murphy, O. Aydin & K. Diep, ‘Appendix 5.3: 

Electricity Market Overview for Manitoba Hydro’s 

Export Market in MISO’ 
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electric imports.  In short, while importing 
power from Hydro might prove economical for 
Hydro’s U.S. customers, it does not mean 
exporting that power will be profitable for 
Manitoba ratepayers. 

The key will likely be the rate and speed of coal 
plant retirements and how or if changing 
climate policy will favour non-emitting 
generation (such as hydro, wind, solar and 
nuclear of which hydro remains, for now, the 
cheaper). America's opportunities for more 
U.S.-located hydro dams are very limited, while 
wind and solar have been subsidized and are 
growing in importance. As it is, the U.S. Depart-
ment of Energy predicts solar power will repre-
sent 27 percent of American supply by 2050. 

These developments, along with increasing 
efforts to enhance energy efficiency and 
conservation, renewable quotas and 
transmission constraints influence both new 
supply and demand in Hydro’s target markets. 

Growth in demand in the U.S. MISO market is 
not expected to be vigorous; the Brattle paper 
opines that demand growth will be very slow 
over the long-term, perhaps around 1% a year. 

 

31. Energy Efficiency 
Responsibility for energy efficiency and 
conservation should be transferred from Hydro 
to a new agency. 

Building dams and transmission lines is 
enormously expensive, requiring the borrowing 
of billions of dollars and large rate increases. 
There is a low-cost alternative friendlier to both 
ratepayers and the environment. That is 

reducing demand for electricity by heavily 
investing in energy efficiency. 

Over the past five years, the demand for 
electricity south of the border has flattened. 
The anticipated growth in demand due to 
population growth and per capita consumption 
has been offset by new and enhanced energy 
efficiency measures. Manitoba should follow 
that path. 

Consistent with the Honourable Tim Sale's 
advice of January 2013 (Hydro needs a new 
vision); a separate agency should be established 
to develop, implement, promote and manage 
energy conservation and efficiency. In Public 
Utility Board hearings, experts have advised 
that greater attention to enhancing energy 
efficiency and reducing electricity demand 
could defer the need for new large-scale 
generation. 

Hydro has an inherent conflict of interest. Its 
revenue comes from consumption: optimal 
energy efficiency reduces both. And while 
success with energy efficiency can contribute to 
higher rates, it is better to judge effectiveness 
by reviewing customer bills as well as rates. 

While Hydro's Power Smart efforts are a 'start', 
building hydro dams is baked into the Utility's 
operating DNA, expansion is 'sexy' and 
produces money for Government to spend. 

There is a successful model to emulate in 
Efficiency Vermont − a not-for-profit agency 
promoting and delivering energy efficiency 
measures Independent of Vermont's utilities. It 
is funded through charges levied on utilities by 
Vermont's Public Service Board. 

While PUB (preferably after having been 
reconstituted with its members selected on the 
basis of experience, knowledge and 
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independence) should continue to set Hydro’s 
annual revenue requirement and rates, the rate 
structures could be proposed by the new 
independent agency, with a focus on efficiency 
and conservation. 

With the incorporation of, say, Efficiency 
Manitoba, the establishment of the Utility's rate 
schedules and staffing for its Power Smart 
programs would be relocated. Separated from 
the responsibility to both supply energy and 
implement energy efficiency measures, Hydro 
could focus in operational effectiveness with 
the current conflict of interest removed. 

What improvements would follow? 

The least expensive approach to meeting 
Manitoba's future electricity and natural gas 
needs comes with optimal demand side 
management (energy efficiency and demand 
suppression). The cost of such an approach may 
be no more than 2 to 4 cents per kilowatt hour, 
a fraction of the unit costs associated with new 
generation. 

While most of Hydro's current Power Smart 
Programs would likely remain, other energy 
efficiency measures would be undertaken. 
Smart meters would allow for time-of-use rates 
while higher Energy Intensive Industry Rates 
would relieve consumers from providing 
subsidized energy to those power-consumptive 
industries that ultimately create few jobs. 

The new agency would also search out 
emerging technologies and fund research 
seeking less expensive and alternative ways of 
meeting future electric load growth than from 
conventional dams that require expensive 
transmission lines. Efficiency Manitoba would 
seek out co-generation opportunities, inclusive 
of customer-owned wind, solar and biomass. 

Excess power from ratepayer generation could 
be fed into a distributed electric grid, further 
reducing the need for new large generating 
stations. 

The supply monopoly now provided Hydro by 
legislation would need to be amended to allow 
for new approaches arising from developments 
in other markets. With the transfer of Hydro's 
responsibilities for rate design and demand side 
management to the new agency no additional 
cost to ratepayers need arise. 

With respect to Hydro's natural gas distribution 
monopoly, the ultimate answer to sort out its 
obvious conflict of interest, as a historical 
producer and distributer of electricity with few 
incentives to promote natural gas would be to 
follow global best practices and separate its gas 
operations completely into a different 
company.  That said the politics of doing this are 
tough and would require a very high level of 
political leadership. 

Efficiency Manitoba would be a second best 
alternative for promoting the extension of the 
natural gas grid to more Manitoba communities 
to allow them to enjoy sharply reduced annual 
space and water heating costs. With Efficiency 
Manitoba working with builders, new 
construction would favour natural gas for 
heating rather than electricity, reducing the 
cost of expanding generation. Doing so would 
also promote resource extraction within Mani-
toba's share of the Bakken oil and gas field. 

Hydro presently has clear incentives not to 
reduce demand, time for a change before 
billions of dollars are borrowed and wasted. 
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32. What if Hydro had stopped 
before Wuskwatim? 
If Hydro had not built Wuskwatim and deferred 
a decision to build Bipole III, Keeyask and 
Conawapa, would it have been possible to hold 
future electricity rate increases to the rate of 
inflation? 

Following nine years of rate increases well 
above the rate of inflation, Hydro's $34-billion 
plan includes increasing electricity rates by 
almost four per cent every year for another 20 
years. If Hydro is right, the average monthly bill 
for the average electrically heated house will go 
from this year's $160 to $352, if I am right in 
forecasting a tripling of rates, think $480. 

Whether the average monthly bill 20 years out 
ends up being $352 or $480 (for households 
relying on electricity for heating), either 
outcome would be disastrous, particularly for 
the 30% of households that are of lower-
income. Annual rate increases would best be 
held to no more than the general rate of 
inflation. Assuming annual inflation of 2%, the 
monthly bill for the average electrically heated 
house in 20 years shouldn't exceed $250, far 
lower than the $480 bill I fear. 

Could annual rate increases have been kept to 
2%?   

I say yes, but to keep rates in that range going 
forward it will require a major change in plans 
and a very serious energy conservation and 
efficiency effort. 

Instead of building Bipole III and two new 
northern dams, the Government would have to 
push the pause button on Hydro's development 
plan. Proceeding with a massive expansion is a 
big deal, particularly in a province with a small 
population. The Government already owes $32 

billion, yet continues recording annual deficits 
requiring even more borrowing. This despite 
rising revenues brought about by high tax rates, 
levies on Crown corporations, service fees and 
federal transfers. 

Government needs to recognize that no major 
new industry has arrived in over 10 years. As for 
Hydro's major export market, America's 
Midwest, its economic recovery is not complete 
and its utilities, while still dependent on coal-
fired electricity generation, look to subsidized 
wind farms and locally sited low-cost gas-fired 
generation. 

In a market that changed five years ago, the 
NDP Government continues to see Hydro as 
Manitoba's oil, and Hydro negotiates long-term 
contracts with American utilities that have 
lower-cost alternatives. 

Circumstances, once promising, have 
dramatically changed for the worse: 

• The 2008 credit crisis led to a recession 
and stunted industrial growth. 

• Abundant shale gas collapsed both 
natural gas and wholesale electricity 
prices. 

• There is no price on carbon, nor a 
premium price for Hydro's renewable 
exports. 

Cost forecasts for Hydro's major development 
plan have soared. Will they go higher yet? 

Wuskwatim was built at twice the forecast cost; 
while spot export sales plummeted to a fraction 
of what was expected. Pointe do Bois, acquired 
in the purchase of Winnipeg Hydro, is on its last 
legs; rebuilding the spillway alone will 
apparently cost $560 million. Overall, Hydro 
now projects $12 billion just to fix, replace and 
enhance its present infrastructure, this on top 
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of the $22 billion now forecast for Bipole III, the 
two new dams and the new US interconnection.  

The Province will likely require $20 billion in 
new debt to finance Hydro's expansion. With 
overall Government debt, by then, exceeding 
$50 billion, how much flexibility will the 
Province still have in the next economic 
downturn? 

Unfortunately, Wuskwatim is 'water over the 
dam'; its annual losses will have to be factored 
into future rates.  So will much of the costs 
already incurred preparing for Bipole III, 
Keeyask and Conawapa.  Rather than building 
them, why not defer and await better times? 
Hydro should seriously consider building an 
efficient combined cycle gas generating station 
while really promoting energy conservation and 
efficiency. 

At no more than $1 billion an efficient gas plant 
would require only slightly more than 5 per cent 
of the cost and borrowing now forecast for 
Hydro's expansion. And the risk that comes with 
drought would be reduced by the diversity of 
supply. The construction of a gas plant would 
also encourage gas exploration and production 
in Manitoba − good jobs and resource revenues. 

Hydro's contracts with American utilities would 
need to be renegotiated and a more aggressive 
effort to improve electricity conservation and 
efficiency launched. With a new strategy 
focused on reliability at lower cost, perhaps 
Hydro could preserve the Manitoba Advantage. 
No doubling, no tripling of rates.  Also, there 
would be less vulnerability to exploding 
construction cost estimates, currency swings, 
interest rate increases and export prices at a 
fraction of marginal costs. 

PUB's much-too-late restricted review, which 
wrongly considers Bipole III as a sunk cost, is a 
useless and expensive exercise, not only in the 
form of money but also of wasted time. The 
deck, now stacked to favour an outdated, costly 
and highly risky business plan, needs to be re-
shuffled. 

Government should reflect on its actions, wake 
up and return Hydro’s objectives to reliability 
and the lowest cost for Manitobans.  My 
perspective includes that Government lacks the 
social license to over-build and over-spend, 
sending consumer rates soaring. 

33. Recommendations 
Throughout this report, many 
recommendations are provided, here they are 
listed. 

Major Recommendation 1:  

Halt the development of the Keeyask 
generation project and Bipole III. 

Major Recommendation 2: 

Reassess Hydro’s build plan during the next 
twelve months, guided by a new review by 
experts independent of Government and 
Manitoba Hydro, discerning alternative 
approaches. 

Major Recommendation 3:  

If, from the experts’ review, a near-term need is 
indicated, consider building a combined cycle 
gas plant to provide increased peaking capacity 
and diversity of supply – continue to defer 
Bipole III and Keeyask. 

Major Recommendation 4:  

Review conflicts of interest in the current 
relationship between Hydro and Government, 
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while (a) making transparent public interest 
objectives, and (b) assessing the 
appropriateness of Manitoba Hydro’s current 
combined role as an electricity and natural gas 
service provider for Manitobans, an agency 
concerned with demand side management 
effectiveness, exporter, an indirect provider of 
welfare (via electricity pricing formulae) and as 
delivery agent for the priorities of Government. 

Major Recommendation 5: 

Extend Public Utilities Board’s mandate to 
include approving Hydro’s major capital 
expenditures. 

Major Recommendation 6: 

Establish mechanisms to guide the appointment 
of members of the Public Utilities Board, 
towards ensuring their independence and 
capacity for making appropriate judgments as a 
regulator. 

Other Recommendations: 

• Return Hydro’s emphasis to servicing 
the needs of domestic ratepayers 

• Implement rate protection against new 
and expanding ‘power hogs’ providing 
few new jobs 

• Undertake a comprehensive review of 
Hydro’s rate model 

• Review Hydro’s service extension policy 
and DSM effectiveness 

• Direct the Auditor General to review 
Hydro's expenditures with respect to 
First Nation dealings (including 
mitigation expenses), the allegations of 
the NYC whistleblower and Hydro's 
contractual actions through the 2002-
2004 drought period 

• Benchmark Hydro’s operations 

•  Prepare and release an asset condition 
report 

• Evaluate the condition and value of ex-
Winnipeg Hydro assets 

• Expense Hydro’s intangible assets 

• Write down Wuskwatim, assets 
purchased from Winnipeg Hydro and 
single cycle gas turbines 

• Fully record as a liability Hydro’s 
pension plan under-funding 

• Bring back openness and transparency, 
needed for a monopoly utility 

• Divest Hydro of responsibility for 
demand side management and Centra 
Gas. 

After the Provincial Election: 

By the next provincial election, the NDP 
Government will have spent as much as $10 
billion of the $22-billion expansion budget.  At 
least the northern and western parts of Bipole 
III will be finished while Keeyask and the new 
Manitoba/Minnesota transmission line will be 
under construction.   

If the NDP prevails again, Conawapa will be 
revived and the full $22 billion will be spent, 
with negative implications for ratepayers and 
the overall economy. However, if the NDP loses, 
a new Government will have an option.  It could 
finish Bipole III and Keeyask (if it is already 
started), with the money for the projects 
already committed, suspend work on Conawapa 
and act to relieve unduerate pressure on 
Manitoba’s consumers and industry. 

It could clean up Hydro’s balance sheet (writing 
off illiquid and intangible assets), suspend 
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levying annual debt guarantee fees and capital 
taxes on the Utility and write off a good portion 
of the $10 billion spent on Bipole III and 
Keeyask (the former unnecessary, the latter 
uneconomic).  

With this done, a new Government could 
forgive enough of Hydro's debt to the Province 
to allow the Utility to reach and maintain a 
75:25 debt-to-equity ratio (meeting the 
expectations of the debt market) with a plan to 
limit future annual electricity rate hikes to the 
rate of inflation.  While the cost to the 
Government's Consolidated Fund would be 
high, the bold actions would allow a better 
managed utility to meet its true responsibilities 
while not over-burdening consumers and the 
economy. 

Two decades ago, the Ontario Government, 
finding itself in a similar bind due to Ontario 
Hydro’s blunders, relieved its utility of $20 
billion of debt. Unfortunately, Ontario chose to 
recover that $20 billion plus interest from 
electricity customers, resulting in excessive 
rates that still hurt Ontario consumers, industry 
and the provincial economy today. Ontario's 
approach should be rejected. 

A new Manitoba Government would best 
restore Hydro's past objective of 'reliable power 
at lowest cost for Manitobans’ and ensure that, 
in the future, watchdogs are not lapdogs. 

 

34. Concluding Remarks 
I found the presentations and the question and 
answer segments of the May 8th Independent 
Inquiry to be of considerable value. They 
enhanced my understanding of elements of the 
situation, an understanding that had developed 

over eight years of presiding over PUB’s Hydro 
rate hearings and extensive reading and 
research. 

I thank those who presented as well as those 
who raised questions and offered comment 
that day.  I especially thank the Bipole III 
Coalition for organizing and funding the Inquiry.  
Yet, it is unfortunate that the inquiry was 
necessary.  Government should have called an 
open, expert and independent review, one not 
restricted as to alternatives, years ago.  As it 
was, it called a review five years too late, with 
Terms of Reference that hobbled PUB, the 
conflicted agency holding it. 

PUB is not allowed to consider alternatives to 
building or even routing Bipole III. It is required 
to treat, as unassailable realities, the cost and 
route of the line, the costs to negotiate 
partnerships with First Nations, the 
partnerships themselves, and what has already 
been spent ahead of final approvals for Keeyask 
and Conawapa.   

And, by Government edict, all of those costs 
and commitments are to be treated as sunk 
costs. These costs are not to be considered in 
the economic analyses of the plan. Charged to 
all the plans explored in PUB’s NFAT review, 
whether or not the plans require those 
facilities, they have to be treated as givens, part 
of the basic cost of doing business. 

David Vardy, former Chair of Newfoundland and 
Labrador's PUB, who was in Winnipeg on April 
30th to provide a talk on his concerns about his 
province's hydro-electric adventure, compared 
Newfoundland and Labrador's gamble to 
Manitoba's. Asked whether he thought our 
PUB's review has value, he gave it mild praise, 
saying it was "better than nothing".  While I 
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agree with him to some degree, I find his 
portrayal of PUB’s NFAT hearing very generous. 

Independent experts hired by PUB provided 
analyses and commentary challenging the 
wisdom of the Government's plan for Hydro.  
However, some of those reports were scrubbed 
from the record of the NFAT by PUB, on Hydro's 
demand that nothing be done or said about 
Bipole III and other matters Government 
prefers to be remain tucked away.  This 
scrubbing lessened the value of involving 
outside expertise. 

It is also important to realize that the money to 
pay the independent experts hired by PUB 
comes from Hydro, and Hydro has already 
demanded bills be discounted because an 
expert wandered into the forbidden area.  The 
experts hired by the interveners to PUB's 
process were hobbled.  Would you not be very 
careful with your actions and words if the 
paymaster could demand that your bills be 
denied if they didn't like where you ‘went’ with 
your explorations, or what you said? 

The deck was disingenuously stacked by 
Government before PUB even began its NFAT 
work.  And that work, hobbled as it is, was 
undertaken five years late and with a panel that 
includes members not familiar with and 
inexperienced in reviews so critical to 
Manitobans.  I note that every panel member 
was appointed by Government without a 
competition or a public review of their 
suitability for a task of such importance.  I see at 
least a perception of a conflict of interest. 

With $34 billion or more at stake, the 
equivalent of about $27,000 for every man, 
woman and child in this province, one might 
expect that a truly independent expert review 
of the plans would take place before a panel 

appointed by an all-party committee of the 
Legislature.  One might also expect that the 
review would begin long before commitments 
were made and billions of dollars spent. 

One would also certainly not expect the ‘owner’ 
(some would prefer Government seeing itself as 
a trustee rather than owner) of the Utility, the 
Government, to stand on the sidelines cheering 
for the plan it prefers before and as the hearing 
proceeded.  Do you not think this puts pressure 
on PUB, its Government-appointed and 
inexperienced panel members and the 
consultants that are involved?  What about the 
consultants looking to be paid by Hydro as the 
paymaster? 

These are clearly not normal actions or times. 

Frankly, I am shocked that Government would 
oblige the 101-year-old utility regulator, PUB, 
(which began operating in 1913) to risk its 
reputation and future usefulness by taking on 
such a constrained review.  I was also shocked 
that the new PUB panel agreed to take on the 
hearing with such a constrained mandate. 

So far, in that review, PUB has already cleansed 
the record of any independent expert evidence 
suggesting that moving ahead now with Bipole 
III is unwise.  No real surprise that CEC has 
green-lighted, despite tremendous concerns, 
both Bipole III and Keeyask and that PUB is pre-
funding Bipole III through dedicated reserves 
that anticipate an in-service date. 

And also, it is well known that the plan that 
Government so ardently supports is one that 
maximizes the income flow from Hydro to the 
provincial treasury.  If the plan goes ahead, as 
Government clearly wants it to, billions of 
dollars billed to ratepayers will come to rest in 
the Government's coffers. The Government will 
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book its take from debt guarantee fees and 
capital taxes even while Hydro is deferring 
those payments until the new assets are in 
service. How could PUB disallow those fees in 
rates when Government, well before Hydro has 
expensed them, has taken the monies into their 
income? 

This is a situation where an obvious conflict of 
interest cries out for recognition. 

Yet another clear conflict of interest is evident 
with Hydro's lackluster effort to improve energy 
efficiency and demand suppression.  Hydro 
believes it has a need for more demand to 
bolster its case for expansion.  Effective energy 
efficiency and demand suppression do not 
support that goal. 

Conflicts galore: appointments to PUB, money 
to Government maximized by dams and 
transmission lines and debt, Hydro reporting to 
Government just as PUB does, Hydro's board of 
directors appointed by Government, and 
Hydro’s hobbling of the alternatives by 
controlling energy efficiency and demand 
suppression. 

And, if that were not enough, Hydro controls 
the expansion or, better said, non-expansion of 
the natural gas grid; expanding it would allow 
for more ratepayers to switch to natural gas for 
heating, thus lowering electricity demand, 
perhaps significantly. 

Based on the situation, including the plethora of 
conflicts of interest, I see no reason to hope 
PUB will bring sanity to this file.  The pressure 
on the panel to 'go along' must be immense, 
and then there is always the restricted terms of 
reference they were given. 

PUB will issue its report to the Government on 
June 20th, just as directed by Government, and 

conveniently coming after the Legislature has 
risen.  Not surprisingly, there will be no 
opportunity for the Opposition to question the 
Government on PUB's findings. I further suspect 
that PUB will 'go along' with what Government 
wants and has wanted from the beginning.  
PUB’s report will be well written and offer up 
many concerns, but will not step beyond the 
restricted Terms of Reference. 

In its latest order, PUB continues to pre-fund 
the construction of Bipole III while evidencing a 
commitment to keep Hydro in black ink. There 
is no caution expressed as to the risk off a large 
write-off if the expansion plan is altered or 
quashed. Neither does PUB express concern 
about the ability of ratepayers to pay sharply 
higher rates, when it muses that rate increases 
may be needed exceeding 4% a year.  
Unfortunately, that was also with the case with 
the Clean Environment Commission, when it 
recommended to Government that Hydro could 
proceed with Bipole III and Keeyask even 
though it listed numerous concerns. 

It is with sadness with respect to PUB, which 
can do good things and could do much better if 
it had  independence, that I suspect that PUB 
will not stand up to Government. While 
providing cautionary comments like CEC has 
done again and again, PUB will bring about 
nothing important with its recommendations 
arising out of the stunted and restricted NFAT 
review. 

Playing lip service to the recognition that 
demand is likely to be far lower than Hydro 
claimed in its forecast; PUB will recommend 
that the plans for Conawapa be shelved for 
now.  This will not slow down the Government 
at all; Conawapa was a straw man right from 
the start, one to be temporarily sacrificed so 
that Keeyask could proceed. 
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Hydro wants an implicit confirmation and 
validation of the Bipole III decision, a decision 
already made, and encouragement for Keeyask.  
That way, it will not have to write off the more-
than-$3 billion already spent or committed 
which, if it were forced to do that, would 
produce a large rate increase for ratepayers and 
affect the Government 's summary accounts as 
well. 

By treating more-than-$3 billion as a sunk cost, 
Hydro will not have to cancel its contracts with 
American utilities, nor backtrack on the 
partnership offered to First Nations for Keeyask, 
nor lay off worker in the hundreds now working 
or training to work on the line and Keeyask. 

In short, don't count on PUB to bring about a 
pause in the implementation of Hydro's risky 
and expensive expansion, the agency has been, 
unfortunately, tragically even, largely neutered. 

In the end, whether it be good, bad or just so-
so, it is the ratepayers and taxpayers of 
Manitoba who will be called upon to 'bear' the 
results of the largest and most expensive 
project and economic gamble in the province's 
history. Already, PUB and Hydro appear to be 
testing ‘the waters’ for even higher rate hikes 
than they previously were suggesting. Export 
revenue has not recovered, and the Americans 
are happy with, for them, cheap Manitoba 
power (they not paying the unit cost of 
generating and transmitting), and having Lake 
Winnipeg as a backstop for its wind. 

Government has ensured that citizens, and not 
Government, will meet the costs and bear the 
risks of what is, in the end, an adventure in 
trade.  Yet, neither Hydro, nor Government, nor 
PUB has examined the ability of ratepayers to 
pay, 30% of them low-income and 35% heating 

their homes with electricity, twice as costly as 
gas. 

As it is now, during the winter months, Hydro 
customers in the tens of thousands are 
delinquent in paying their electricity bills. What 
happens when winter monthly bills of $200 to 
$300 or more, for those heating electrically, 
become $400 to $600 or more? 

No one knows how high future bills will be, we 
are left to guess. It seems Hydro and 
Government is unconcerned. At least, we are 
left with that view. 

Government counts on American utilities to buy 
the excess generation that will arise from the 
construction and operation of two new dams, 
the electrical power from which is planned to 
be conveyed south by a new transmission line. 
It counts on the Americans to pay prices high 
enough to hold Manitobans’ rate increases to 
3.95% per year (sounds like a ‘sale’, not 4%, but 
3.95%, suggesting a certainty that is actually 
lacking) for twenty years.  It also counts on the 
Americans to renew the initial export-import 
contracts, for as long as Hydro has excess to 
sell. 

Yet, we know that the demand for electricity in 
the American market into which Hydro exports 
has flattened, wind turbines proliferate, the 
U.S. Department of Energy forecasts solar 
power will represent 27% of American 
generation by 2050, shale gas is plentiful, and 
smart meters, time-of-use rates and energy 
efficiency measures plus new technologies are 
there and coming.  Will Hydro's export 
contracts be renewed when their terms expire 
and, if so, at what price?  Remember, Hydro's 
projections supporting its plan requires 78 years 
to 'pay off' and, even at that, there is a risk of 
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even higher domestic rates than Hydro now 
projects. 

The Government has allowed and, in all 
likelihood, pushed Hydro to commence 
construction and enter into contacts with 
American utilities, northern First Nations, 
manufacturers, contractors and employees 
ahead of regulatory approvals.  Hydro has spent 
or committed at least $3 billion so far and may 
be presently spending up to $10 million a day, 
putting ever more money at risk and sending 
provincial borrowing soaring. 

Much of this is highly unusual, particularly for a 
Government with gross debt already at $32 
billion, a Government that has upped taxes and 
fees while still recording annual deficits.  Will 
not levies on Hydro soar with its expansion plan 
implemented? Are those levies or just new 
taxes? 

While Hydro’s Government-backed gamble with 
its ‘big hydro’ build plans based on increased 
export volumes and prices as the MISO market 
emphasizes renewable power and backs out of 
coal, it is quite possible that there will be a 
significant reversal of existing coal and climate 
policies now exemplified by the administration 
of U.S. President Obama. It may arise from a 
collapse on the current climate change 
consensus, a return to Republican 
administration or from a “Black Swan” forcing a 
shift back to coal. 

A transition back to coal has already occurred in 
parts of Europe and in Japan (Japan after the 
March 2011 tsunami, which caused meltdowns 
in the Fukushima and Daiichi nuclear reactors 
and which led to a sharp and quick transition 
away from nuclear power). A transition back 
has seen a resurgence of coal used for power 
generation and a build of new coal power 

plants. 11  In an electricity crisis, the U.S. 
Environmental Protection Agency could lose 
control over the supply side of the power 
system and coal and gas would, again, be given 
special treatment.  Such a scenario is even 
possible outside of a crisis if a pro-fossil fuel 
Republican president and Congress sought to 
rebalance the recent emphasis on restricting 
carbon and renewable subsidies. 

Such a development would quickly diminish (or 
even erase) Manitoba’s long-term export 
markets, leaving Hydro with a massive excess of 
supply likely leading to very low export prices 
and much higher Manitoba rates. 

Take note of the fluidity of forecasts, 
particularly longer-term forecasts. In 1914, 
consulting engineers considering Winnipeg’s 
long-term water needs forecast that, by 1948, 
the City’s population would reach 750,000. That 
forecast was also used in projecting the City’s 
long-term electrical power needs. Yet, the 
population of the “census metropolitan area” of 
Winnipeg is still below 750,000, still short of a 
1948 forecast 66 years later. 

Forecasting is subject to human bias, desires 
and prejudices. There have been a number of 
general trends shaping the industry that could 
help provide context to the forecasts 

                                                 
 
11 M. Iwata, ‘Japan’s Answer to Fukushima: Coal 

Power’, The Wall Street Journal, March 27, 2014, 

accessed April 20, 2014 
 
http://online.wsj.com/news/articles/SB100014240527
02304688104579464942892719528.  
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surrounding the proposed Keeyask and 
Conawapa dams and associated Bipole III. 

Consumer products, LSD lighting, solar panels, 
electric vehicles, co-generation and new smart 
meters (to allow for ratepayer monitoring of 
consumption and time-of-use rates) are re-
shaping the electricity sector. The cumulative 
impact of new technologies is providing 
consumers the ability to control and often, in 
the case of time-of-use rates, reduce their 
power consumption.  Unlike Manitoba, grids of 
other jurisdictions now have to accommodate 
household-produced power, often from solar 
panels, and may have to adjust to different 
demand patterns if electrical vehicles (which 
require charging overnight) become more 
common. Broad changes such as these may 
continue a flattening of the demand curve, 
reducing and deferring the need for new major 
generating stations. 

The prospect of flat or declining demand may 
be comparable to the expectations of the U.S. 
housing industry since the credit crisis and 
recession of 2008-09; before, prices were 
always projected to increase, but that is no 
longer the case. Very few observers anticipated, 
let alone factored in, the collapse of house 
prices and a startling level of foreclosures that 
ended the building spree.  Similarly, even 
suggesting that electricity demand will contract 
is met with disbelief.  Historically, demand 
grows not contracts, predictions remain always 
up; but there are no guarantees (that is, except 
for the ‘guarantee’ that ratepayers will meet all 
costs through rates). 

Courtesy of a colleague, there is news of the 
experience of the east-coast of Australia which 
offers a warning about the option of a decline in 
demand.  The region apparently has some 
similarities to the U.S. Midwest, namely: 

• A declining manufacturing base (in the 
U.S., long-known as the rust-belt states) 

• Sluggish population growth and, in 
some areas, a net loss of people (similar 
to Detroit) 

• Changing consumer preferences and 
greater self-imposed limits on electricity 
use, and 

• Aging assets (requiring major 
refurbishing to maintain service). 

While Hydro’s forecasts ignore the elasticity of 
demand, when rates have risen sharply 
elsewhere lower consumption tends to occur. 
Even elasticity ratios of 0.3:1 would have a 
dramatic effect on long-term consumption.  In 
the U.K., its energy regulator, Ofgen, noted that 
the elderly poor tended to turn down their 
thermostats to the risk of their health in a bid to 
hold down heating bills.  Ofgen suggested many 
deaths because of “energy poverty’ (in the U.K., 
defined as the point at which energy consumed 
costs 10% or more of disposable income).  Let 
us hope we do not end up there. 

The world has been fortunate with the 
discovery of being able to extract cheap natural 
gas but, in a slow economy, the ability for 
consumers to reduce demand should not be 
overlooked. The U.S. and Europe are in the 
midst of an economic transformation. With 
Manitoba physically linked to the U.S. Midwest, 
how the MISO states emerge from the 
economic changes may well determine the 
long-term state of Hydro’s export markets. 

While Hydro has signed export contracts and 
term sheets with American utilities, there is no 
certainty that contracts entered into will be 
renewed, while Hydro suggests it needs half a 
century to recover its proposed major 
infrastructure investment. 
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Hydro’s economic argument for expansion is 
predicated on profitable export of all of its 
forecast excess generation for 66 years 
(renewals of contracts on positive terms for 
Hydro are, simply, assumed). Yet, planning and 
forecasting is very difficult even if bias was 
withheld, which it is not in this case. While 
Manitoba is insulated in its domestic operations 
to some degree from some of the changes 
sweeping across North America, its export 
markets are not; conditions will continue to 
change over the coming decades. 

From my perspective, one informed of ten years 
of serious study of Hydro and electricity market 
developments, there is no urgency to 
proceeding with the Keeyask and Conawapa 
dams and the associated Bipole III transmission 
line, despite the strenuously trumpeted 
shortfall forecast to come in 2023. 

I do not agree that more power is required by 
2023 and I anticipate that energetic demand 
side management would defer the need for a 
new dam a decade or more beyond 2023.  Also, 
I expect that Bipole III could easily be deferred 
or cancelled by re-engineering the existing 
bipoles at much less cost than now projected 
for Bipole III, even if there is an eventual 
decision to proceed with a mega-project. 

For assets with a life of half a century or more, a 
six-to-twelve month pause in plans makes sense 
to make absolutely sure that Hydro and 
Government are not ‘gold plating’ or needlessly 
gambling with ratepayer money and putting the 
economy at risk. 

Ms. Karen Friesen has read into the record of 
this Inquiry concerns over the routing of Bipole 
III, the linchpin of the Government's plan, Mr. 
Dennis Woodford has explored the claims of 
system reliability and, along with his associate, 

Mr. Art Derry, has proposed a reconfiguration 
of the terminal converter stations for the 
existing bipole lines that would not require 
Bipole III as one example of an innovative 
approach that should be put to the test of a 
detailed reliability study.  Dr. Garland Laliberte 
has exposed the weaknesses in Hydro's load 
forecasts and put into question its commitment 
to demand side management which should 
underpin any plan. 

The PUB process has revealed expert concerns 
about the economics and other features of the 
so-called Preferred Development Plan. I take 
into account even material tabled at the PUB 
hearing  that was later pulled back because it 
revealed too much and tread into barred areas. 

I also rely on ten years of past Hydro PUB 
hearings, transcripts, filed evidence and orders 
included.  The amount of information is truly 
enormous and, while no one can predict the 
future with certainty, one can certainly identify 
and assess risk based on what is known. 

We are not talking about the potential for 
building a new road, or opening another gas 
bar.  We are talking about risking $34 billion of 
largely borrowed money on a plan that relies on 
forecasts going out over a half a century and 
more − forecasts not only of costs and revenues 
but also of changes in the environment, 
physical, economic, social character of 
Manitoba. 

We need to take into account potential events 
not only here but also in the U.S. and 
elsewhere, events that can include 
technological, social, demographic and political 
changes. 

Again, the question posed to me, this time 
expressed in its most simple form, is:  
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Has Hydro sufficiently supported its plans to 
conclude that these plans are prudent and in 
the public interest? 

We should take note that the planned 
expansion involves the largest Government 
expenditure in the Province's history, nothing 
else even comes close. 

For $34 billion we could build 34 floodways, 170 
Bomber stadiums or 340 MTS Centres. Imagine 
the state of our roads and water and waste 
facilities if even a fraction of that sum were 
spent on those undeniable needs. Given a 
choice, what would taxpayers and ratepayers 
choose? 

My simple response to the question “is the 
expansion plan now being forced upon 
ratepayers defensible and prudent?” No. 

On the face of the evidence provided not only in 
the May 8th Inquiry hearing but also filed in the 
NFAT proceeding and the evidence and 
information arising out of hearings, 
applications, and media releases, I can come to 
no other conclusion than that. 

Hydro has not made the case that its major 
expansion, including its Preferred Development 
Plan and Bipole III with the overall major project 
budget now projected to cost in the area of $22 
billion, is in the public interest.   The other $10 
to $12 billion forecast to be expended by Hydro 
over the next twenty years, including replacing 
Pointe du Bois and refurbishing and extending 
the existing assets, also requires a much closer 
look. 

I have to draw to the public's attention Hydro's 
forecasting history. It is not good. Wuskwatim 
was built at a cost twice that projected even 
only a few years ahead of up its construction. 
The cost estimates for Keeyask, Conawapa, 

Pointe du Bois and Bipole III have increased 
dramatically from the initial forecasts, while the 
revenue expected to come from exports 
plummeted. 

Can we trust the current forecasts of costs and 
revenues?  The numbers coming from Hydro 
keep changing, and not in favour of the 
ratepayers.  Even a supporter of the expansion 
plan would have difficulty asserting the current 
projections will be maintained. 

What is clear is that Hydro, cheered on by its 
sole shareholder, the NDP Government of 
Manitoba, and strangled by conflicts of interest, 
has breached the trust of Manitobans by 
proceeding with a risky and unsound plan. 

There are other alternatives to the Preferred 
Development Plan and Bipole III that have not 
been explored and which need to be fully 
expressed and examined.  Manitoba's current 
and future ratepayers and taxpayers need not 
undertake a gamble of such a major proportion, 
there are other ways to approach and prepare 
for the future, we need not go 'all in' on a faulty 
plan. 

One would best not play Texas hold ‘em with a 
provincial economy. 

Despite $3 billion spent or committed to date 
on the basis that the Preferred Development 
Plan would proceed, what is needed is an 
immediate halt to implementing the plan. 

Innumerable mistakes have been made, of 
commission and omission, and those mistakes 
have and will cost consumers dearly.  The cost, 
load and revenue forecasts provided by Hydro 
and cited by the Government are not worth ‘a 
grain of salt’ – every major forecast over the 
past decade has been materially out. 
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Openness and transparency are casualties, with 
$3 billion already spent or committed.  Before 
an additional $31 billion is spent, an 
independent unrestricted expert review should 
occur.  Accountability and protection for 
ratepayers and taxpayers are absent; this flaw 
needs to be addressed. 

Hydro’s financial position is very weak, it has no 
liquid assets, and its retained earnings are 
composed of intangible assets and deferred 
expenses.  As for the position of the debt-laden 
and deficit-ridden Province, its situation does 
not support a gamble of tens of billions of 
dollars.  The challenges related to the Utility do 
not exist in a vacuum; the Province’s own 
balance sheet has become ‘unattractive’ and its 
deficit outlook worse. 

The Government’s motivation appears to be 
politically and ideologically based, and it is 
difficult to ignore the magnitude of the revenue 
stream forecast to arise out of Hydro operations 
for the Government, a stream to become much 
larger if the current development plan goes 
ahead – in twenty years after the Government 
has yielded up to $12 billion from levies on 
Hydro and its customers, Hydro’s domestic 
ratepayers may be paying $2.5 to $3 billion for 
their annual electricity bills, and close to $750 
million of that, leaving out the provincial sales 
tax, will be flowing into the core Government’s 
pockets – a conflict of interest?. 

The Government’s assertion that export sales 
will help pay for the generation and 
transmission facilities needed by Manitobans is 
not supported by what has been placed on the 
public record.  Hydro cannot sell electricity from 
new dams and transmission lines for prices that 
are so much less than the marginal cost of that 
electricity without damaging Manitoba’s 
economy through massive rate hikes. 

The timelines for re-payment of the costs of 
Hydro’s planned major expansion plan (even 
assuming Conawapa is not built or deferred) are 
far too long and involve, at best, annual rate 
increases double or more the rate of inflation 
stretching out for at least two decades.  Hydro 
will sell power into an export market in which 
prices are capped by wholesale electricity prices 
that fracked gas, subsidized wind and solar and 
cheap coal bring. 

If the Government digs it spurs into Hydro's 
sides and the expansion is carried out, let’s say 
Bipole III and Keeyask are well on the way to 
completion upon a new provincial Government 
being elected, of whatever stripe, that 
Government should relieve Hydro's ratepayers 
of the wasted and non-economic part of the 
expenditures already incurred and move those 
costs to the Government's core balance sheet, 
amortizing that loss with interest over, say, 
thirty years. 

This unsupportable gamble should not be hung 
around the necks of a ratepayer community 
that has had no opportunity to stop the foolish 
expansion. 

Respectfully Submitted 

 

Originally signed by Graham Lane) 

Graham Lane, CA, Commissioner 
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