
ISSN 0542-5492 

First Session - Thirty-Second Legislature 

of the 

Legislative Assembly of Manitoba 

STANDING COMMITTEE 

on 

PUBLIC UTILITIES 

AND 

NATURAL RESOURCES 

31 Elizabeth 11 

Chairman 
Mr. Harry M. Harapiak 

Constituency of The Pas 

VOL. XXX No. 3- 10:00 a.m., TUESDAY, 11 MAY, 1982 

Printed by the Office of the Queens Printer. Province of Manitoba 



MANITOBA LEGISLATIVE ASSEMBLY 

Thirty-Second Legislature 

Members, Constituencies and Political Affiliation 

Name 
ADAM, Hon. A.R. (Pete) 

ANSTETT, Andy 

ASHTON, Steve 

BANMAN, Robert (Bob) 
BLAKE, Pavid Rl (Dave) 

BROWN, Arnold 

BUCKLASCHUK, John M. 

CARROLL, Q.C., Henry N. 

CORRIN, Brian 

COWAN, Hon. Jay 

DESJARDINS, Hon. Laurent 

DODICK, Doreen 

DOERN, Russell 

DOLIN, Mary Beth 

DOWNEY, James E. 

DRIEDGER, Albert 

ENNS, Harry 

EVANS, Hon. Leonard S. 
EYLER, Phll 

FILMON, Gary 

FOX, Peter 

GOURLAY, D.M. (Doug) 

GRAHAM, Harry 
HAMMOND, Gerrie 

HARAPIAK, Harry M. 

HARPER, Elijah 

HEMPHILL, Hon. Maureen 

HYDE, Lloyd 
JOHNSTON, J. Frank 

KOSTYRA, Hon. Eugene 

KOVNATS, Abe 

LECUYER, Gerard 

LYON, Q.C., Sterling 

MACKLING, Q.C., Hon. AI 

MALINOWSKI, Donald M. 

MANNESS, Clayton 

McKENZIE, J. Wally 

MERCIER, Q.C., G.W.J. (Gerry) 

NORDMAN, Rurik (Ric) 
OLESON, Charlotte 

ORCHARD, Donald 

PAWLEY, Q.C., Hon. Howard R. 

PARASIUK, Hon. Wllson 
PENNER, Q.C., Hon. Roland 

PHILLIPS, Myrna A. 
PLOHMAN, John 

RANSOM, A. Brian 

SANTOS, Conrad 

SCHROEDER, Hon. Vie 

SCOTT, Don 

SHERMAN, L.R. (Bud) 

SMITH, Hon. Muriel 

STEEN, Warren 

STORIE, Jerry T. 

URUSKI, Hon. Bill 

USKIW, Hon. Samuel 

WALDING, Hon. D. James 

Constituency 
Ste. Rose 
Springfield 
Thompson 
La Verendrye 
M i nnedosa 

R h i neland 
Gimli 
Brandon West 
Ell  ice 
Ch urchi l l  
St .  Boniface 
Aiel 
Elmwood 
K i ldonan 
Arthur 
Emerson 
Lakeside 
Brandon East 
River East 
Tuxedo 
Concordia  
Swan River 
Virden 
K irkfield Park 
The Pas 
R u pertsland 
Logan 
Portage la Prairie 
Sturgeon Creek 
Seven Oaks 
N iakwa 
Radisson 
Charleswood 
St. James 
St. Johns 
Morris 
Robl in-Russell 
St. N orbert 
Assin iboia 
Gladstone 
Pembi na 
Selkirk 
Transcona 
Fort Rouge 
Wolseley 
Dauphin  
Turtle Mountain 
Burrows 
Rossmere 
l nkster 
Fort Garry 
Osborne 
R iver Heights 
Fl in Flon 
lnterlake 
Lac du Bonnet 
St. Vital 

Party 
NDP 
NDP 
NDP 
PC 
PC 
PC 
NDP 
NDP 
NDP 
NDP 
NDP 
NDP 
NDP 
NDP 
PC 
PC 
PC 
NDP 
NDP 
PC 
NDP 
PC 
PC 
PC 
NDP 
NDP 
NDP 
PC 
PC 
NDP 
PC 
NDP 
PC 
NDP 
NDP 
PC 
PC 
PC 
PC 
PC 
PC 
NDP 
NDP 
NDP 
NDP 
NDP 
PC 
NDP 
NDP 
NDP 
PC 
NDP 
PC 
NDP 
NDP 
NDP 
NDP 



LEGISLATIVE ASSEMBLY OF MANITOBA 

THE STANDING COMMITTEE OF PUBLIC UTILITIES AND NATURAL RESOURCES 

Tuesday, 11 May, 1982 

Time -10:00 a.m. 
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MANITOBA HYDRO-ELECTRIC BOARD 

MR. CHAIRMAN: The Committee wi l l  come to order. 
lt is Publ ic Utilities and Natural Resources. This morn
ing  we are considering the Manitoba Hydro-Electric 
Board Annual  Report. We have a quorum. We wil l  cal l  
on Mr. Parasiuk,  who is Min ister responsible for Mani
toba Hydro, to make a few comments first. 

HON. WILSON PARASIUK (Transcona): Thank you, 
Mr. Chairman. The normal procedure is  to introduce 
the Chairman of the Board of Manitoba Hydro, who is 
Mr. Saul Cherniack, and the President and Chief 
Executive Officer of Manitoba Hydro, who is Mr. 
Laurie Blachford. Both wi l l  present reports u pdatin g  
the A n n u a l  Report ending March 31st, 1981 which is  
before the committee, as wel l ,  the f inancial forecasts 
from Hydro, which I tabled in the House last Friday. 

With that, Mr. Chairman, I would l i ke to ask Mr. 
Cherniack to lead off. 

MR. CHAIRMAN: Mr. Cherniack. 

MR. SAUL CHERNIACK: Thank you, Mr. C hairman. 
Hydro, as for so many years now, is comin g  forward to 
present the financial report for the previous year end
ing March 31st, 1981. For me, it is  a new role alto
gether and one that I look forward to participating in. I 
j ust remind members of the committee that the pres
ent Board, which was appointed or reappointed i n  
March, consists of Charlie Curtis, the Deputy M i nister 
of Finance, a chartered accountant; Dr. Ed Kuffel , who 
is Dean of Engineeri ng at the University of Manitoba; 
Clyde McBain, who is an engineer and a business
man; Peter Fox, a stationary engineer, who is an MLA,  
power engineer, I 'm sorry - power, of course, makes 
much more sense than Hydro; Dr. Nora Losey, who is 
Associate Dean of Arts and Science and her specialty 
is in Mathematics; and Roy M i nish,  who is a bu i lder 
l iving in Swan R iver. 

Since the appointment of the Board we have been, 
other than in connection with routine business, 
reviewing Hydro organization and the financial struc
ture and Board policies. We have found that the entire 
Hydro staff at all levels has a good morale and has 
been most helpful and co-operative to the Board and 
to me as Chairman.  

Although the government, Mr.  C hairman, has con
tinued the previous government's procedure of con
ducting review negotiations and negotiations with 
AI can and with the I nter-Tie, the President of Hydro, 
Mr. Blachford, has been i nvolved to a larger extent i n  
their meetings a n d  supplying t h e  necessary backup 
and technical information. 

In regard to Limestone, which is the next plant on 
the boards, the preparatory work is  continu ing  as 
heretofore. The objective is to be able to react q uickly 
if speed-up is req u ired. Meanwhile, we have in the last 
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few months - wel l ,  very recently actual ly - con
cluded an agreement with the All ied Council taking us 
i nto, I believe, it 's 1997 - 1995 or 1997 - with the 
u nions i nvolved and with a change in the agreement 
i ndicat ing special emphasis on the need and desire to 
create greater employment for citizens of Northern 
Manitoba. 

The government has, with Hydro participation, has 
been exploring means of i ncreasing Canadian and 
particularly Manitoba-based i n put i nto construction. 
Aside from that, the Electric Export Marketi ng Com
mittee of the M a n itoba E n ergy A ut hority has 
requested, instructed or agreed to Hydro proceeding 
i n  a rather aggressive manner, pursuing export markets 
in the United States. 

The Mandan Project is well-known and is now sti l l  in  
the negotiation stages and the trial stages i n  the Uni
ted States. There is a study going on with Wisconsin 
power users and a study has been re-instituted in 
connection with Western Area Power, which is  a very 
large distri butor of hydro-electric power i n  the west
ern United States. 

I might mention as Chairman that the Board has 
received the Lower Nelson Study Report and have 
sent it on to the Min ister of Energy. 

Also, we received a report from the President and 
from management of Hydro on Hydro's f inancial posi
tion i ncluding recommendations for a rate i ncrease 
and, as is well known, th is has been sent on to the 
Min ister for consideration. 

Mr. Chairman, Mr. Blachford has appeared before 
this Committee before, so tie doesn't need to be i ntro
duced, but he wi l l  now give an updated report and deal 
more specifically with various h igh l ights of Hydro 
operations. 

MR. CHAIRMAN: Mr. Blachford. 

MR. L.D. BLACHFORD: Thank you, Mr. C hairman, 
and Committee members. 

I first want to thank you for th is opportunity of 
appearing before the Committee for the purpose of 
reviewing Manitoba Hydro's operations. 

I have with me today Mr. McKean, who is the Assist
ant General Manager of Finance and who wi l l  be talk
ing later. Will Tishi nski,  who is i n  charge of System 
Operations is here, as also is V ern Prior, the Director 
of Publ ic Affairs in Hydro. 

Before referring to the fiscal year 1980/81, which 
your Committee is hereto review, I woul d  l ike to make 
a few comments on the fiscal year just ended. 

Again, as i n  the previous year, our performance was 
i nfl uenced to a large degree by circumstances much 
beyond our control. Low hydraul ic generation was the 
most significant factor affecting our operations. For 
the second year in a row the ut i l ity experienced below 
average water suppl ies. This resulted in a second suc
cessive decrease in annual generation. 

Low winter precipitation and poor sprin g  rains con
tributed very l ittle to last year's freshet, but despite 
this carefu l  reservoir management ensured that suffi
cient water was avai lable when required to meet 
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energy req u irements despite reduced water flows. 
Under average flow conditions, we'd expect to gen

erate about 21  b i l l ion ki l owatt hours of energy per 
year from hydraul ic sources. In the last fiscal year, our 
hydraul ic generation was down about 1 5  to 16 per
cent. Although suppl ies to M an itoba consumers were 
not threatened, this represents a reduction in revenue 
of $40 to $50 mill ion to the corporation,  because of a 
reduced abi l ity to sell energy supplies or surpluses to 
extra-provincial markets. 

Snowpack this winter was approximately 92 per
cent of normal in all watersheds supplying all plants, 
but there is sti l l  a real need for heavy rains this spring 
to replenish the soil and reservoirs, which were drawn 
down during last year's operations. 

While final year end fig u res are not yet ful ly availa
ble, we don't expect the bottom l ine to be too much 
different from our  eleven month financial results. For 
the fi rst eleven months of operation, the uti l ity expe
rienced expenses in excess of revenues by $25.9 mil
l ion. I was told yesterday that this may come down to 
about $23 mi l l ion when the year-end books are fin
ished. At the end of the same period, corporate 
reserves were reduced to $99.4 mil l ion,  approximately 
the same level as they were at March 31 , 1 979. This is 
close to what we forecast about 1 0  months ago when it 
became clear that we were facing another year of 
drought conditions. 

Reflecting the low spring i nflows to our reservoirs, 
our year-end report should show that exports were 
only about 78 percent of those recorded a year earlier, 
but the previous year was also down considerably 
from 1979-80 when riverflow conditions were close to 
optimum. 

For the first 1 1  months, export sales totalled $66.7 
mi l l ion. The average price for all export sales for this 
period was 1 5. 8  mil ls per ki lowatt hour.  The United 
States is sti l l  our  major market. Approximately 69 per
cent of a l l  extra provi ncial sales were made to the U.S. 
Manitoba firm load at generation for the first 1 1  
months of the fiscal year totalled 1 2.2 b i l l ion k i lowatt 
hours, an increase of 7 percent. The total energy supp
l ied for the firm req u i rements of our Man itoba custo
mers is expected to show about an 8 percent increase 
over the previous year. Much  of this increase is 
accounted for by the transfer of the industrial load at 
F l in  Flon which Manitoba Hydro began to supply on 
Apri l 1 ,  1 981 . However, there was a significant offset 
to this by the l nco strike and plant sh utdown in 
Thompson. Colder weather th is past wi nter also 
i ncreased domestic consumption. When the figu res 
are weather corrected and adjusted to account for the 
new i ndustrial load, real g rowth is expected to be 
almost nil or in the order of 0. 1 percent. 

The Manitoba integrated system experienced a new 
peak demand this winter when customer requ i re
ments reached 2, 735 megawatts at 5:30 p.m. on Jan u
a ry 1 5th. This f igure, a new record , was 6.2 percent 
h igher than last year's system peak. The H u d  Bay load 
in Fl in  Flon accounted for 3.8 percent of this total and 
lower temperatu res affected it. 

Of a l l  the electric energy generated with i n  the prov
i nce during the last year, about 95 percent came from 
hydraul ic sou rces. The Nelson River stations pro
duced 72 percent of the total. 1 0,792 mil l ion ki lowatt 
hours of electrical energy were transmitted over the 

39 

H .V.D.C. transmission l ine, sl ightly more than 59 per
cent of the total energy generated by Manitoba plants. 

D u ri ng the year, the corporation experienced its 
h ig hest level of thermal generation since the drought 
years of the mid-1 970s. Cu rrent forecast suggests an 
average annual load g rowth over the next 10 years of 
3.4 percent, but we anticipate this f igure wi l l  be 
revised downwards. Beyond this decade, load growth 
is expected to average 2.6 percent annually. The total 
i nstalled generating capacity of the Man itoba inte
g rated system is 4, 1 33 megawatts. Twenty-one iso
lated d iesel plants. throughout Northern Manitoba 
provide electric service to communities not connected 
to the provincial power grid. 

The newest d iesel generating station was commis
sioned at Lac Brochet in November. A station at 
Tadoule Lake is slated to go i nto service this summer. 
D u ring the year, approval was received to proceed 
with the conversion of Jackhead Reserve to a central 
electrical supply. This year, we expect to see a start 
made on a program to connect five commu nities on 
the east side of Lake Winnipeg to the provincial grid.  

Given present load g rowth projections for Manitoba 
needs alone, first power from Limestone Generating 
Station will not be requ i red u nti l 1 992. Whi le much of 
the prel iminary design is in  hand and the major speci
f ications exist in  draft form, the cu rrent p lan is  for 
construction to resume in 1 986 to meet the 1 992 
req u i rement. However, expenditures on Limestone 
were incurred during the last fiscal year to protect an 
i n-service date of 1 988 should current government 
negotiations on projects result in  significant requ i re

·ments for a firm supply of electrical energy by that 
time. The corporation continued to carry out engi
neering and envi ronmental studies to assist in  the 
identification of preferred sites for the future genera
tion along the Bu rntwood River and study criteria 
were ass em bled for the Lower Nelson of a view toward 
long term development in the event of major export 
sales. Rehabil itation work continues at both Seven 
Sisters and Great Falls. A detailed evaluation of the 
generating faci l ities at both plants indicated they were 
capable of an operating expectancy of possibly 
another 50 years. The Capital Works Program sti l l  
u n derway wi l l  ensure that some of the other compo
nents of the generating stations wil l  be around for the 
same length of time. 

The Seven Sisters wi l l  cost s l ightly more that $24 
mi l l ion.  Much of the work has already been done. The 
balance is expected to be completed this year. The 
forebay was raised to its ful l  supply level last fall .  The 
currently schedu led work for the repairs at Great Falls 
is  $35.4 mil l ion.  The work is on schedule and it wi l l  
continue right through u ntil late 1 984. 

A major transmission l ine is presently being con
structed between Cranberry Portage and the Pas. it's 
scheduled to go into service a year from now. The 
230,000 volt l ine will complete a heavy transmission 
l i nk  to Flin Flon. l t  will ensure a firm supply of energy 
to that commu nity and will provide for the increased 
loan which has bui lt  up because of su bstantial number 
of electric heating installations. The corporations 
H .V.D.C. faci l ities at Henday and Dorsey converter 
stations are being expanded and modified to improve 
their performance and rel iabil ity. 

The program wil l  also result in an increase in the 
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rated capacity of the transmission system. Work con
tin ued last year on major capacity increase at Letell ier 
and La Verendrye terminal stations. Additions and 
modifications were carried out to several other termi
nal stations and to 39 distribution stations. Manitoba 
Hydro and the Provincial Department of Highways are 
sharing the cost of an al l-weather road from·split Lake 
to Long Spruce generating station. Presently under 
construction the hig hway is expected to be completed 
by the summer of 1983. 

Throughout the past year engineering studies con
t inued on various alternatives, which are bei ng consi
dered to mitigate some of the adverse effects of Lake 
Winnipeg regulation on the community of Cross Lake. 
The objective is to f ind a cost efficient and environ
mentally sound way of ensuri ng that lake levels d uring 
low flow conditions are restored as nearly as possible 
to what they were prior to regu lation.  

Under the terms of the Northern Flood Agreement 
the corporation wi l l  comply with an order to "cause to 
be constructed" an indoor arena at Cross Lake. A 
design consu ltant has been appointed. A dr i l l ing con
tractor has been engaged for foundation i nvestiga
tions. Manitoba Hydro wi l l  provide engineering advise 
and assistance. 

During the year a N orthern Resident Train ing Pro
gram was developed, inc luding the appointment of a 
ful l-time train ing co-ordi nator, to promote the h iring 
of northern residents i nto long term employment. Five 
of eight trai nees who started in the program at Jenpeg 
are sti l l  with Hydro. 

This spring the ut i l i ty negotiated a one-year i nterim 
agreement with the Southern I nd ian Lake Fisher
mans' Association to provide f inancial assistance to 
the commercial fishery at a total cost of $357,000.00. 
Most of the money wi l l  be paid out over a th ree-month 
period, but $57,000 wi l l  be paid i n itial ly to help estab
l ish a fish packing plant at M issi Falls. 

During the last fiscal year Manitoba Hydro's Pur
chasing Department placed 13,706 orders for a total 
expenditure of more than $75 mil l ion.  62 percent of 
the goods and services pu rchased were from Mani
toba sources. 

During the year a Corporate Work p lace Safety and 
Health Committee was establ ished. In 1981 Manitoba 
Hydro had the second best overall i nj u ry record of 14 
major electrical uti l ities in Canada. it's the 18th con
secutive year that the corporation has been ranked 
amoung the top three uti l ities in safety performance 
rat ings. Hydro also logged its best year ever rating for 
motor vehicle safety last year. 

Peak employment d u ring  the fiscal year just ended 
was 3,850, that was in August. At the end of the year 
3,585 people were employed by the uti l ity, a reduction 
of 49 from a year earlier. 770 employees participated 
in a variety of i n-house tech n ical management and 
su pervisory train ing programs. 

I n  Oxford House, Manitoba Hydro and the Depart
ment of I ndian Affairs have reached an agreement that 
allows waste heat from the local d iesel generating 
u nits to be used for space and water heating in the 
adjacent school. l t  is estimated that the arrangement 
wi l l  elimi nate the req u i rement for 200,000 l itres of fuel 
oil at the school annual ly. Revenue received from the 
sale of waste heat will help reduce the uti l ity's operat
ing deficit in the commu nity. The experiment could be 
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the forerun ner of similar arrangements in other iso
lated communities. 

Manitoba Hydro's rates to its various classifications 
of customers are among the lowest in Canada. In fact, 
with recent rate i ncreases in other ju risdictions, 
Hydro's financial people tell me that the rates paid by 
consumers for electrical energy in Manitoba are gen
erally lower now than those offered by any other 
major utility in the country. 

However, cont inu ing h igh i nflation levels and 
escalat ing interest rates combined with Manitoba 
Hydro's inabil ity u nder existing policy to revise its rate 
structure leads to projections that net reven ues u nder 
average water flow conditions wi l l  continue to fal l 
seriously behind the cost of doing business. Our pro
jections show that without any adj ustment in rates, 
our an nual reven ues wi l l  continue to come further and 
further under our yearly expenses. Manitoba Hydro's 
financial position may be seriously jeopardized. l t  
appears that the longer the rate freeze is in  place, the 
g reater will be the requi rement for an abnormal 
increase when the freeze is l ifted. To al low the rate 
freeze to continue fu l l  term cou ld resu lt in an extraor
d inarily h igh increase to all customers when the 
freeze is l i fted. 

Based on detailed studies and forecasts by Mani
toba Hydro's financial experts, I recommended to the 
Manitoba Hydro-Electric Board that it take immediate 
measures to increase electric rates sufficient to pro
duce reven ues which wi l l  cover expenses and main
tain corporate reserves at optimum levels. This 
recommendation is i n  accordance with the require
ments of Section 39, Subsection 1 of The Manitoba 
Hydro Act. This recommendation was made publ ic by 
the Honourable Wilson Parasiuk in his statement last 
Friday. 

M r. McKean is here today and I would l ike to call 
u pon him now as part of my presentation to this com
mittee to provide you with some of the detailed i nfor
mation and financial data which led to making this 
recommendation to the Manitoba Hydro-Electric 
Board. 

MR. CHAIRMAN: M r. McKean. 

MR. A.K. McKEAN: Mr. Chairman and committee 
members, M r. Blachford has informed you of h is 
recommendation that electric rates be i ncreased suf
ficient to produce revenues which wi l l  cover expenses. 
He has asked me to present to you some of the 
detailed i nformation and financial data which has 
al lowed him to make that recommendation. I intend to 
present to you a n umber of charts on the overhead 
today with the purpose of: 

1. Outl ining the pr inciple assumptions used in our 
financial forecast; 

2. The effect on the forecast when actual conditions 
are not the same as those used i n  the forecast because 
that is quite to be expected. 

I have some comments on today's assumptions as 
compared with those used in 1979 when the present 
rate freeze was instituted. After outl in ing the assump
tions, I intend to indicate the 1 0-year forecast of capi
tal expenditures needed to serve the expected Mani
toba load, the 10-year forecast of operating revenue 
and expenses. together with equivalent amou nts for 
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the past ten years and I wi l l  comment on what has 
transpired relative to our operations d u ring the period 
of the rate freeze. I wi l l  then outl ine a number of 
alternative rate increased strategies that were looked 
at and finally, I ' l l  give you some comparison of power 
rates in Manitoba with those in other Canadian 
provinces. 

First of al l ,  I 'd l ike to talk about the principle 
assumptions that affect our  forecast and number one, 
by far the most important one over the long haul, is the 
expected load growth req u i red to serve the Manitoba 
load. You'll notice our latest forecast, that we're 
expecti ng - and I th ink Mr. B lachford mentioned -
for the remainder of the decade an average growth of 
arou nd 3.4 percent a year. The un usually h igh g rowth 
in the year ending 1 982, which is  shown at 9. 1 percent, 
was the growth by the transfer of the Hud Bay load to 
the Man itoba load at Fl in  Flon.  lt wasn't a new load; it 
was a transfer from the Saskatchewan system. 

Now, if we are wrong in that forecast, what wi l l  
happen? N umber one,  if we're on the h igh side, or if 
we're on the low side, it will advance the need for new 
generation. Mr .  Blachford has mentioned the fact that 
to serve that load, Limestone is not requ i red u nt i l  
1 992. Now that is not taking  i nto consideration any 
possibil ity of load growth outside the province, that is  
strictly to supply the Manitoba load. 

Secondly, I might say, si nce 1 979 that need for 
Limestone has actually moved from 1 987 to 1 992. I n  
the forecast that was made prior to the rate freeze, 
Limestone ind icated it would be needed by 1 987. Pro
gressively lower forecasts that have been made si nce 
that date, the need for Limestone has moved back to 
1 992. In that same connection, I looked up and disco
vered that our  estimated cost of Limestone at that time 
in 1 987 was $ 1 .5 bi l l ion.  We now estimate for Limes
tone in 1 992, using our  cu rrent assumed inflation 
rates and interest rates, that it woul d  cost over $3 
bi l l ion. 

Again,  when you talk about load forecast, if it is 
lower, it will move fu rther down the need for rate 
i ncreases in Manitoba. Everyth ing we bu i ld  today -
and Limestone was a good indication of that in the 
f igures I gave you - but it is also true of transmission 
l i nes, distribution systems, everything we bui ld  today 
is more expensive than what we now have. 

Now, our  present rate structure is based u pon the 
average cost of our  plant and therefore the faster we 
need new plant, the faster our average costs wi l l  go up 
and therefore the faster the need for rate i ncreases wil l  
have to take place. Therefore, i f  there was an i ncrease 
load growth,  it would i ncrease the need for h ig her 
rates. I f  there's a lower rate of load growth, we can sell  
the power extra-provincially and, therefore, it would 
further defer the need for su bstantial rate i ncreases. 
So load forecast is the No. 1 assumption, as far as our 
need for new plant is concerned. 

The second assumption I want to talk about is water 
conditions; M r. Blachford has touched on that ques
tion. Man itoba Hydro is a hydraul ic system. Hydraulic 
systems have tremendous advantages, but they have 
one disadvantage. I f  the water dries up, you have no 
fuel to generate electricity and therefore our  biggest 
variable in our day-to-day operating accounts is the 
amount of water we have that is avai lable to go 
through our  generating stations. 
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To give you some indication from the last three 
years what has happened; the first year, in 1979-80, we 
had a very satisfactory water condition situation. We 
generated 20.7 bi l l ion k i lowatt hours. Now, M r. Blach
ford mentioned that u nder average water conditions 
today we can generate 21 b i l l ion, but that year we did 
not have four u nits at Long Spruce i n  operation for the 
full year and we did n't have the last unit at Jenpeg. We 
also did not have the line to Minneapolis and therefore 
part of our  limitation that year was related to the fact 
that we were restricted in export by our tie- l ine l imita
tion. But, despite all that, we had a profit that year of 
$45 mil l ion,  very satisfactory year because the water 
conditions were satisfactory. 

In 1 980-8 1 , our hydraul ic generation dropped to 
1 8.5 b i l l ion k i lowatt hours, which is a very significant 
decrease in generation, and that year we lost $ 1 6  
mil l ion,  a loss. I th ink I can estimate for you that i f  we'd 
had average water conditions that year, we would 
have had an excess of revenue over expenses and 
therefore that $ 1 6  mil l ion loss was definitely related 
primarily to the water conditions. 

The year that we are j ust f inishing, I think you men
tioned $23 mil l ion loss was your latest estimate that I 
gave you. We had 1 7.8 b i l l ion ki lowatt hours gener
ated. Once agai n,  this 1 7.8, which is over 3 bi l l ion 
k i lowatt hours less than what we would expect u nder 
average water conditions, i n  our  estimation would 
have resulted in an i ncreased revenue of between $40 
mil l ion and $50 mil l ion in the last year and therefore, 
again, this year if we'd had average water conditions, I 
would estimate we would have had an excess of 
revenue over expenditure. 

You can see, this variation of water conditions is 
something that is extremely serious, and let's come 
back to this chart, what has been estimated. You 
notice the blue l i ne. Fi rst of all, we are talking mil l ions 
of dollars on the left and each year we have a spread 
between the blue, which is the maximum flow condi
tions, and the grey, which is the minimum flow condi
tions, of over $ 1 00 mil l ion depending on what kind of 
water conditions we experience. The orange, which is 
the average, is the amount we use in our forecast and I 
guess about the only th ing I 'm sure of is we probably 
will never have average water conditions. They wi l l  
either be hig her or lower. 

This spread of $ 1 00 mi l l ion is most significant and 
over the long haul probably has got the biggest effect 
on the financial results in Hydro, whether we have 
long-term droughts or whether we have long-term 
excellent water conditions. We can't underestimate 
the importance of water conditions in any forecast we 
make. 

The third variable and this is one that affects eve
rybody, I guess, who is in busi ness today and that is 
the expected rates of inflation and i nterest that we use 
in our  forecasts. This is both positive and negative to 
Man itoba Hydro. N umber one, right now in the fore
casts that we are tal k ing about, these are the interest 
and escalation that we are using and I wil l  not try and 
pretend that I know whether they are right or wrong. I 
th ink I have lots of company in this country at this 
point, but i n  any event we are using an interest 1 98 1 -
82, the year we just f inished, 1 8  percent. We are fairly 
accurate there because we changed up half way 
through the year and we knew pretty well what it was 
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going to be. From here on in ,  we are using 1 5  percent 
in the current year we j ust started, then to 1 3, to 1 2  and 
1 1 .  Again ,  I am not trying to predict that I k now 
whether these are right or wrong. I wi l l  make some 
comments on what is the effect when we are wrong or 
right Yes, the escalation or the rate of i nflation we are 
assuming is 1 2, 1 2, 1 1 ,  1 0, 8. Again ,  I guess you cou ld 
consider that an optimistic estimate, but again they 
can go either way. 

What is the effect on our  operations when we are 
either right or wrong on these? N umber one, the big
gest effect is  in the estimated cost of new plant we 
built We are a very capital i ntensive uti l ity. In fact, all 
uti l ities are capital i ntensive and I guess Hydro and 
Hydro Utility are more capital intensive than thermal 
uti lities and therefore the biggest effect we have i n  
interest a n d  i nflation rates i s  what is the effect goi ng to 
be on new plant However, we cannot disregard that 
these inflation rates also have some impact imme
diately on our  operating expenses. Roughly, 65 per
cent of our  revenue dol lar goes to the fixed charges of 
carrying o u r  old plant, so we have 35 percent that is 
di rectly affected by i nflation each year. 

In addition to that, we have the effect of increased 
interest rates on certain parts of our  debt F irst of a l l ,  
any new debt we borrow is automatically affected by 
today's i nterest rates. Any old debt that is refinanced 
is automatically affected by new interest rates and 
also we f inance deficits, it is  also affected by the cur
rent i nterest rates. 

Those are th ings that are affected, but I also say that 
the fact that we are capital i ntensive and have a plant 
of $2.5 bil l ion, most of which has been bui lt  between 
five and 60 years ago is probably the biggest hedge we 
have against i nflation as far as the uti l ity is concerned. 
In addition to that, that plant has a lot of long-term 
debt, about 60 percent of our  debt matu res after the 
year 1 990, so I wi l l  agree completely that is again a 
terrific hedge against inflation in our future operations. 

However, we sti l l  have the other 40 percent that is 
due to be ref inanced in the next few years and we 
certain ly have our operating expenses. So, that 
although I th ink  we have one of the best hedges 
against i nflation and increase in interest rates, we are 
stil l  affected when these rates go up.  I did look and, i n  
general, a t  t h e  time when t h e  rate freeze went in ,  we 
were estimating that interest rates over this five-year 
period were going to average less than 1 0  percent and 
i nflation was going to average about 7 percent I con
fess I was wrong. I th ink I had a lot of company. I don't 
know what people would have thought if we had been 
guessing at that time 1 8  percent interest rates, but 
certainly I don't th ink very many people i n  this country 
in 1 978-79 were predicting 1 8  percent i nterest rates. 

Okay, low forecast, water conditions, interest and 
inflation are our  biggest variables. How does the 
futu re look? No. 1 ,  here is a forecast of our  capital 
expenditu res and again I point out to you this is  to 
supply the Manitoba load only. You notice, I've got 
two sets of l ines here. These are, again, al l  in mil l ions 
of dollars and you also see that we are showing you 
what happened over the last 10 years and showing 
what we forecast will happen over the next 1 0  years to 
supply the Manitoba loan with Limestone coming in 
1 992. The red l i nes are the actual dol lars that we 
spent In other words, back in 1 972, we spent j ust over 
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$ 1 00 mi l l ion and in 1 992, we are expecting to spend 
j ust over $700 mil l ion because at that time Limestone 
is in fu l l  operation. 

Now, in order to give you some idea of these relative 
dol lars, we have made a blue l ine and we have con
verted all those expenditures to equ ivalent 1 981 -82 
dollars. In other words, if you are using a common 
dol lar back in 1 972, we wou ld have spent nearly $300 
mi l l ion and if you k nock the 1 992 down to the 1 98 1 -82 
dol lars, again you are tal k ing j ust about $300 mil l ion.  

So i n  volume of spending, those two years are fairly 
identical and you shouldn't be surprised because one 
case, we were actively i nvolved i n  completing Kettle, 
whereas in 1 992, is showing Limestone. lt also i ndi
cates that the volume of expenditures when we bui ld 
are i n  fu l l  construction of Limestone. On an activity 
basis, it is sti l l  much lower than was experienced i n  
those years o f  1 974-75-76-77-78, when not only were 
we bui ld ing Long Spruce, but Churchi l l  R iver Diver
sion, Lake Winnipeg Control was being bui lt at the 
same time. So again, this is  based u pon the needs for 
Manitoba alone and if, of course, for some reason 
Limestone was moved up,  the costs that are shown on 
those last fou r  years would be moved u p  accordingly. 
So those are capital expenditures. 

However, let's see what the effect is  on our operat
ing  accounts and I've consolidated again our  operat
i ng accounts to this one chart Again, you wi l l  notice 
we are talk ing mi l l ions of dollars as far as the chart is 
concerned. We are showing what happened over the 
last 1 0  years and we are showing what we forecast for 
the next 1 0  years, again assuming average water con
ditions, assuming the interest inflation that was shown 
earlier and also with Limestone not needed u nt i l 1 992. 
Now, you' l l  notice that - let's ta l k  about the last 1 0  
years first of aiL You wil l  notice from 1 972 to 1 978 -
oh, I'm sorry, I d idn't mention the fact that the blue l ine 
is the total reven ue. The revenue i ncludes the revenue 
from the Man itoba customers; it includes the Mani
toba revenue from extra provi ncial sales totalled 
together. The red l ine is the total expense with com
ponents of i nterest, depreciation and operating  
expenses. No reserves are shown in th is  l i ne  at aiL 
This is strictly the difference between total expenses 
and total revenues. You wi l l  notice from 1 972 to 1 978, 
some years we were a little higher with reven ues and 
some were higher with expenses. 

In 1 979 and 1 980, we had the two most successfu l  
years f inancial ly that Manitoba Hydro has had since 
the beginning of existence. Both those years we had 
an excess of revenue of $45 mil l ion. Now, those two 
years' results were very much affected by the fact that 
the foreign debt was transferred over to the Province 
of Manitoba, so that it is important to recognize that 
those two high profit years wou l d  have been greatly 
decreased if we had fol lowed the policy that we 
i ntended to do at that point and that was to amortize 
the foreign debt losses that were facing us at that time. 

These costs, I might say, in  the future do not include 
any foreign debt costs. I think it was mentioned earlier 
by somebody that we should be aware that the prov
i n ce in the last three years has absorbed losses of 
approximately $75 mil l ion. I might say that the foreign 
debt that is related to the Manitoba Hydro debt, as 
calculated at the end of March, the loss at maturity or 
u n realized loss that is facing us is sti l l  over $300 mil-
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l ion.  So that loss is sti l l  there. Some of it is long-term 
and it doesn't affect us much at this time, but some of it 
is sti l l  very short-term. So there are sign ificant losses 
sti l l  to come as far as that is concerned; those are 
1979-80. 

I n  1981 and 1982, both those years we lost money 
and as I poi nted out here, it was $16 mil l ion a year ago 
and $23 mil l ion a year we've j ust finished. Now, what 
we have estimated for the n ext 10 years is what we 
would expect the blue l ine is a continuation of our  
revenue using the present rate structure, no changes 
in rate structure; whereas, the red l ine of expenses 
includes future expected inf lation and as you can see 
from hereon i n ,  our forecast ind icates that even u nder 
average water conditions, we wil l  have an excess of 
expense over reven ue. 

Now, you might ask, what would I attri bute this to? 
And I would say, generally, what I wi l l  attr ibute it to is 
the increased inflation and interest rates over what 
had been expected three years ago, although it hasn't 
affected us completely. For example, in 10 years if you 
assume 10 percent inflat ion,  10 percent inflation wi l l  
result in  about an increase of  165 percent over 10 
years in increased expenses and,  therefore, we are 
$400 mil l ion in expenses. I f  our expenses were com
pletely related to the expected i ncrease in i nflation, 
our expenses would be well beyond $1 bi l l ion at the 
end of the 10 years; whereas, we are ind icating  here 
j ust over 700 mi l l ion. That is your hedge against i nfla
tion, but it's not a complete hedge. Faced with that 
prospect, we did look at what could happen, of what 
we could do to i ncrease rates in order to match those 
revenues, and the first look we had was based u pon 
the fact, what k ind of i ncrease would we be looking at 
if the present rate freeze contin ued u nt i l  the 1st of 
April ,  1984. 

Now, the blue l i ne in th is  case, we've taken the 
expenses that were at the end of 1979 and we have 
i ncreased them at the rate of i nflation. I guess what we 
are trying to indicate to you is  that regardless of what 
happens, we are talk ing about rate increases in Mani
toba that are s ignificantly lower than the rate of infla
tion experienced in this country in the 1980s. How
ever, I can't underestimate the impact will come if o u r  
forecasts were correct and on t h e  1st o f  Apri l ,  1984, 
this is indicating that a 31.3 percent i ncrease would be 
requ i red on April 1st, 1984, j ust to break even that 
year. That would not contribute anything to reserves, 
etc., but it wou ld j ust to break even, the accumulation. 
In addition to that, before that happens, we would 
have absorbed losses of approximately $79 mil l ion i n  
t h e  two years before that and t h i s  would not recover 
that $79 mil l ion.  In other words, we would draw down 
our present reserve posit ion of approximately $100 
mil l ion down to a reserve level at that time of about $15 
mil l ion.  We wou ld then need a 31 percent increase on 
April  1st, 1984, and the following year another 7.3, 5.1 
and 3.1. Again, I emphasize to you that although they 
are sizable increases they are probably the lowest 
increases that would be faced by any uti l ity in Canada 
i n  the 1980s. l t  is well below the level of i nflation. 

We felt, and Mr. Blachford therefore recommended 
to the Board, what would be a more satisfactory posi
tion to try and maintain our present reserves and the 
recommendation that was made to the Board was this 
type of recommendation. The recommendation at this 
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point was to implement as q uickly as possible, i n  this 
case the 1st of August was deemed to be as quickly as 
possible, a rate i ncrease that would result i n  i ncreased 
revenue from the Manitoba consumer of 11 percent on 
August 1st, 1982; suggesting 7 percent, April 1st, 
1983; 8 percent annually thereafter. Now that type of 
i ncrease recovers our  expenses for the first two or 
three years but gradual ly also builds up our  reserves 
and at the end of the 1988 period, we are tal k ing about 
a reserve level that has increased up to an extra $50 
mil l ion over what now exists. Now, whether or not 
those later increases took place or not is not too signif
icant at this point. I th ink the most important th ing we 
were recommending was the fact that it would be 
appropriate at this t ime to increase rates by 11 percent 
in order to cover our expenses. 

The other possi bi l ity was what would be the situa
tion if the rate freeze was left on for one more year and 
we did produce this one which indicates what would 
happen under this forecast. Again, I emphasize to 
you, it's subject to water conditions and all those vari
ables that are unknown at this point, and what it i nd i
cates is that a 20-percent increase in revenue from the 
Manitoba consumer would be requ i red on the 1st of 
April, 1983, j ust to break even that year. This would 
not contribute anyth ing to reserves at al l  and then 
there would be 6.9, 7.5, 5.3 and 3.5 from !hereon in. 
Again, those increases are strictly to break even with 
no increase i n  reserves. Again, I emphasize to you, 
these forecasts are subject to those variations in water 
conditions and we can only hope that the water condi
tions this year and future years improve. 

Now, I would l ike to go to the next stage and, that is, 
to give you some comparison of where our  rates com
pare with other rates in Canada. Every six months, 
Man itoba Hydro has followed a practice of writing 
every utility i n  Canada or major uti l ity, I say that 
mainly the major provincial uti l ities and some of the 
larger munici pals, and we turn out a comparison every 
six months which compares certain rates. I want to 
emphasize to you that because of the differences in 
rate structures, you wil l  always get some variation 
between what some rates indicate at low consumption 
and others indicate at h ig her consumption. They 
don't all match and therefore I 'm not ready to say to 
you across the board that the rates are lower than 
everywhere else in Canada. I th ink you've got to reach 
a consensus by looking at what various examples 
show for you. There's more in this book, but I brought 
along six of them I thought would do for examples 
today. 

No. 1, there is a residential city rate, and you notice 
population less than 80,000. In the case of Man itoba, 
we use Brandon as the example; we also have in the 
book, a comparison of Wi nn ipeg with big cities and 
rural ,  etc . ,  but here we're using Bran don. You'll notice 
there that for 750 ki lowatt hours in a month , and that's 
a relatively representative bi l l  for a customer who 
does not have electric heat, it's a small residential 
consumer, some are smaller and some were bigger 
but this is a representative one. You'll notice Bran don 
is 2,676; the next cheapest there is Drummondvil le, 
Quebec 2, 715; and you get all the way up to Charlotte
town. PEI is 8,209. So we are sl ig htly low in our front 
end but not as much as we are in the higher user. 

The second one I'd like to bring out to you are the 
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same examples and this is again the cities of less than 
80,000 people. Now this is  5,000 ki lowatt hours. That is 
an electric heat customer who has a reasonably good
sized house can have a 5,000 ki lowatt hour uti l ization 
in the winter. You'll notice there that Brandon is 
134.28; the next lowest is Drummondvil le, Quebec, 
169.37; and they go on from there, to heat electrically 
i n  Charlottetown it costs you $503.00. Now I th ink that 
one i ndicates that Manitoba, in the case of t he electric 
heat customer, is approximately or more than 25 per
cent lower than the next lowest and a good deal lower 
than that compared to a lot of the other ones. So that 
very definitely in the electric heat customer, residen
tial Manitoba rates are the lowest in any major uti l ity i n  
Canada a t  t h e  present moment. 

The next one is general service. Now general ser
vice is the small customer, nonresidential - your 
small store, your church, anyth ing that is nonresiden
tial. Traditionally, our rate structu res and most other 
rate structures - I guess I could put it this way -
residential rates tend to be subsidized rates. This is  
not only i n  Man itoba, it is a lso true in most other 
uti l ities. Now i n  this case you' l l  notice in the small  
general service customer, Brandon is not the lowest; 
Brandon is h igher that Bellevil le, Drummondvi l le, 
Vernon and Brandon. Now this is partly because we 
have q uite a high front-end loading in our rate struc
ture for general service customers, which I might say, 
if we ever have a rate increase, this is one that we 
would be recommending to at least decrease. 

However, again, what about the general service cus
tomer that is a h igh consumer. O nce again our  run-off 
rate is lower than most of Canada and therefore, 
Brandon, $328; Bellev i l le,  O ntario, $411; and then we 
go on up to Charlottetown being $1 , 269.70. I'm going 
to take my coal oi l  lamp if I go to Charlottetown, I can 
assu re you .  However, I might say power is the heated 
demand bi l l ing structure but also is  the rate structure 
used for most of our sales to anyth ing lower than the 
small customer. The power structure or the way of 
b i l l ing  by our power rate in my opin ion is the most 
correct way of bi l l ing power. l t  takes i nto accou nt total 
k i lowatt hours used and also takes i nto accou nt the 
total load at any one time. I must point out the fact that 
the total load at any one time in most cases results i n  
t h e  amount o f  investment w e  have t o  p u t  i n  place to 
serve that customer. So, no q uestion, most of our  
power is sold u nder the power rate, al l  our industry, 
etc. 

Now, here is the small power customer. By a small 
power customer, I asked the question, what kind of 
customer wou ld this be and I was told, this would be a 
McDonald's Restaurant and you wi l l  notice that is a 
100 ki lowatt load, 25,000 ki lowatt-hou rs in a month. 
And you will notice there Man itoba Hydro, 81,531 and 
Thunder Bay, Kenora, Bellevi l le  and it keeps going u p  
t o  Maritime Electric a t  3,054. Again, Manitoba even at 
that small power load, is in a very good position com
petitively with other provinces. However, the one that 
is used by industry mainly is  the power primary and 
that's a 1,000 ki lowatt load, 400,000 ki lowatt-hours in a 
month. You wi l l  notice in this case that Manitoba 
Hydro at $9,257 in a month, Calgary City is the next 
lowest and then we go on from there again to Maritime 
Electric at the total. In this survey, we also survey 
other types of cities and towns, etc., but I thought 
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these six were representative of our  main th ree types 
of loads; our residential, our general service and our  
power loads. I th ink we wil l  f ind that i n  general, the 
rest compare relatively with the six. 

Mr.  Chairman, I would l ike to in summary say that in 
1979, when I was informed of the rate freeze and the 
transfer of foreign debt risk to the province, as Assist
ant General Manager of Finance, I was not concerned 
about the fi nances of Manitoba Hydro, providing we 
continued to have adequate water conditions through 
our hydraul ic generating stations. Water conditions 
have not been adeq uate over the last two years. How
ever, the result in operating losses were offset by the 
very satisfactory results of the first year of the rate 
freeze. 

I nterest rates and inflation have been much h ig her 
than expected. Therefore, even u nder average water 
conditions, deficits are forecast for the remaining two 
years of the original five-year rate freeze if no i ncrease 
in rates takes place. However, the higher rates of 
i nterest and inflation have improved our  comparative 
rate position when compared to most other uti l ities, as 
most other uti l ities have continued to have large capi
tal spending programs and, therefore, have continued 
to have large rate increases over the last three years. 
Therefore, after three years, the rates in Manitoba are 
generally lower now than those offered by any other 
major uti l i ty in Canada. I f  average water con ditions 
prevailed i n  the future, the rate i ncrease is requ i red 
u nti l  new g eneration is needed to serve the Manitoba 
load and should result in our  rates remain ing  very 
favourable compared to other utilities in Canada. 
However, I do emphasize the fact that because of 
i ncreased inflation and i nterest rates, rate i ncreases 
wi l l  be needed in the future. I think they wil l  be rea
sonable rate increases. Thank you. 

MR. BLACHFORD: M r. Chairman, before clos ing my 
remarks, I would j ust l i ke to stress that one of M ani
toba Hydro's strengths is in  its h uman resources and I 
would l ike to commend al l  our  employees for the 
record of service to our customers i n  another year of 
u ncertainty and change. That concludes my remarks 
on behalf of the Corporation for the year j ust f in ished. 
Thank you .  

MR. CHAIRMAN: Thank you, M r .  Blachford. 
Before proceeding with the Annual  Report, are 

there any comments or questions? The Leader of the 
Opposition. 

HON. STERLING LYON (Charleswood): First of all, I 
wish to thank representatives of Hydro for the exposi
tion that they have given us  this morning and their 
routine in their usual lucid fashion and M r. B lachford 
giving us the overall picture. 

I wonder if it would be possible, first of all, i f  
members of the committee could be supp l ied with the 
display sheets that Mr.  McKean used so that we woul d  
have them for further study a n d  review. 

MR. CHAIRMAN: He said, yes, that it is  possible to 
get them, so he will get them to you. 

MR. LYON: I have one or two questions of a prelimi
nary nature based upon M r. McKean's statement to 
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the committee this morning.  When he was propound
ing t he position of the Capital Expenditure Chart or 
growth ,  I believe he used the term, "that was entirely 
predicated upon the Manitoba load growth," and that, 
I assume, is the Manitoba load growth as it exists 
today with a roughly 3 percent factor of increase. That 
does not anticipate any large new customer such as 
Alcan or any other power i ntensive industry coming 
in? 

MR. CHAIRMAN: Mr. McKean. 

MR. McKEAN: That is correct. l t  is based u pon the 
load forecast that was shown as the assumption and a 
load does make some provision for some sizable 
increase in loads. lt  would not be sufficient to take 
care of the Alcan load. 

MR. LYON: So that is really almost a status q u o  k ind 
of  prediction. I suppose some might cal l  i t  a worse 
scenario prediction. Is that fair enough? 

MR. McKEAN: Well ,  I think maybe I would answer this 
by saying that it 's a h igher load forecast than we have 
experienced over the last four or five years. I th ink Mr. 
Blachford in his comments suggested it was probably 
on the h igh  side, that 3.4 percent. Now, whether that's 
good or bad, I g uess depends u pon how you look at it. 
From a rate point of view, I've got to suggest to you 
that a lower growth will result in  the need for less new 
plant at h igher cost and therefore, it would result i n  
lower rates over the longer term. 

MR. LYON: That proposition that you have j ust stated 
is an i nteresting one. You're saying that the less 
growth we have in Manitoba, the greater the stabi l iza
tion of the rates wi l l  be. Do I u nderstand you correctly, 
Mr. McKean? 

MR. McKEAN: From a rate point of view, yes sir, I 
have to say that in fact, but I am not u naware of the fact 
that is probably not good for the construction industry 
and any other aspects that go with bui ld ing 

MR. LYON: Or the provi nce. 

MR. McKEAN: ... or the province, but from a rate 
situation of Manitoba Hydro, certainly you cannot 
bring in Limestone which costs over $3 bi l l ion,  which 
is  h igher than the total spending M an itoba Hydro has 
made on all the power plants, al l  the transmission 
l ines and all the d istribution to date without expecting 
h igher rates. Now, I suggest that i f  it's used to serve 
the Manitoba customer. If it's used for other purposes, 
I assume that there wi l l  be other ways of covering 
those higher costs. 

MR. CHAIRMAN: I would remind the Committee 
members that we are being taped for Hansard, so I 
wish that you wou ld wait to be recogn ized so it would 
help the people who are doing the taping. 

The Leader of the Opposition. 

MR. LYON: Mr. Chairman, undoubtedly Hydro, in  its 
review of the rate structure over the next ten years, 
developed a scenario which contemplated the possi-
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bil ity of AI can or a simi lar large user being in place in 
Manitoba because, of course, Hydro is an extremely 
important part of the negotiating team ,negotiati ng at 
the present time of that kind of a plant in Manitoba. Do 
you have those f igures readi ly available to show us 
what that scenario would show? 

MR. McKEAN: As far as Alcan negotiations, and I 
have not been close to the AI can negotiations, but the 
negotiations that i nc luded ownership,  of course, 
included the fact that the extra plant would be in effect 
paid for by AI can and therefore if that happened, that 
would not be an effect on the Manitoba user. Again,  it 
would depend upon the final agreement with Alcan, 
so I th ink from a generalization point of view, as long 
as Alcan on the earlier negotiations were based on 
ownership,  I th ink we could say it really would not 
have a great effect on the Manitoba user and certa in ly 
not in the next three or four years. 

MR. LYON: Mr. Chairman, the q uestion then would 
be, to repeat myself, Mr. McKean, i f  you haven't devel
oped a scenario contemplating that desirable state of 
affairs, would it be possible for Hydro - I would be 
surprised i ndeed if Hydro hasn't developed such a 
scenario. I am sure they have. 

MR. McKEAN: We have developed input to the nego
tiations. As you probably are aware, the negotiation of 
Alcan are not being conducted by Manitoba Hydro. 
Perhaps, Mr. Blachford would l i ke to comment on th is. 

MR. PARASIUK: On a point of order, i f  I could j ust 
add a bit of clarification. I th ink the Leader of the 
Opposition is asking what impact Alcan would have 
on the i n-service date of Limestone. We are talking 
about 1992 as an in-service date if there is - under the 
present load growth assumptions, I thought that was 
the content of your q uestion and the point is, would 
Alcan, if Alcan came onstream, would that move the 
i n-service date of Limestone a year or two years? 

MR. LYON: No, that really wasn't the q uestion, 
although it is part of the overall scene. What I am 
looking for is the scenario that Hydro, I would pre
sume, has developed or is capable of developing, 
which would contemplate the coming onto line of an 
aluminum smelter in Manitoba some time i n  the late 
'80s. This is, admittedly, a hypothesis at this point, but 
all projections are based on hypotheses as Mr. McKean 
is the first to admit. 

With that hypothesis, what effect would that have on 
the various charts you have shown to us, Mr. McKean; 
namely, the capital expenditure chart, the rate charts, 
the point raised by the M i nister, obviously the point at 
which Limestone would be required to be started 
would be moved up and so on? Do we have that kind of 
a scenario that you coul d  present to us to show us the 
total effect of that hypothetical plant at th is stage, but 
sti l l  one that we are negotiat ing for at the present 
time? 

MR. CHAIRMAN: Mr. Blachford. 

MR. BLACHFORD: Mr. Chairman, we have develop
ed scenarios. We have developed various scenarios. I 
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would suggest that we not show it to this committee or 
make it publ ic at this time. 1t has not progressed to the 
Board of Manitoba Hydro. At th is time, I think it might 
serve the purpose of prejudicing the province's nego
tiations with Alcan. 

MR. CHAIRMAN: Mr. Lyon .  

MR. LYON: Mr. Chairman, I would certainly concur 
with the President and Chief Executive Officer that 
nobody i n  this committee would want to do anyth ing 
that would prejudice those negotiations because that 
plant is a once in a l i fetime opportun ity for the Prov
ince of M an itoba. 

I th ink it is safe then, is it not, either to Mr. Blachford 
or to Mr. McKean, Mr. Chairman, to make the assump
tion that working u pon those aspects of the negotia
tions that are in the public domain; namely, that AI can 
would be puttin g  up the capital for its share or its 
rental, depending on how you use the term of a por
t ion of the Limestone plant. That would have, as Mr. 
M cKean I th ink has already ind icated, a very dramatic 
effect u pon the capital requ irements of Hydro in that a 
third party, an outsider, someone other than Hydro 
and/or the taxpayers of Manitoba and/or the ratepay
ers of Manitoba, would be assuming a portion of th is 
tremendous capital load. That being the case, one can 
make the further assumption, cannot one, that would 
have a stabil izing effect on the projected rate charges 
that you were demonstrat ing to us because, of course, 
there would be no carrying charges attributable to the 
domestic ratepayer. 

MR. CHAIRMAN: The Honourable M i nister. 

MR. PARASIUK: Yes, in that respect, we are at a stage 
of the government reviewing jointly with Alcan the 
proposal that was made before and I th ink that the 
Leader of the O pposition has presented one side of 
the coin with respect to the impact of AI can conceiva
bly on rates in the short-term. What was never clarified 
in the past negotiations with respect, by the previous 
government, was how much woul d  the government or 
Manitoba Hydro have to pay to buy back the portion of 
the Hydro plant that was owned by Alcan when, i n  
fact, t h e  Man itoba consumer needed this i n  t h e  future, 
say, 35 years from now, 50 year from now or 65 years 
from now. Alcan might have a capital expenditure of 
$600 mil l ion, but when the people of Manitoba might 
need that for their residential purposes, for example, 
we may have to pay $6 bil l ion. 

To g ive an example, Hudson's Bay Min ing and 
Smelting is presently in negotiations with the Sas
katchewan Government with respect to the I sland 
Falls plant that Hudson's Bay M i ning and Smelt ing 
used to own and u nder a previous agreement became 
part of the Saskatchewan system. My understanding 
is  that Saskatchewan at first thought that they might 
pay $ 10 mil l ion for the plant .  My understanding is  that 
H udson's Bay Min ing and Smelt ing want something i n  
t h e  order o f  $90 mil l ion for t h e  plant. There are discus
sions taking p lace between those two figures, but 
what was never clarified was, what would it cost Mani
toba Hydro to buy back ownership  of that Hydro plant 
i n  the future. I f  i ndeed, we had to pay the fair market 
value in the future, when you had alternative sources 

46 

of energy being depleted 35 years from now when 
there might be no oil and gas alternatives available, we 
could in fact be faced with an astronomical price 
which,  at that stage, would have a p henomenal effect 
on Hydro rates to Manitoba consumers. 

So, that's the other side of the coin that makes the 
case at present, Mr. Chairman, somewhat hypotheti
cal and I th ink requires further discussion and further 
negotiation between the province and Alcan before 
much more of that could be made public,  so as not to 
prejudice any of the negotiations taking place because 
I th ink it would be the sincere hope of Manitobans that 
if pricing terms and environmental aspects are right 
that we could proceed with an aluminum smelter in 
M anitoba. 

MR. LYON: Mr. Chairman, I was working on that 
axiom of h uman nature that in the long run we are a l l  
dead. That's why I think Mr.  McKean, q uite advisedly, 
and my q uestion, Mr. Chairman, was d irected to Mr. 
McKean and Mr. Blachford, not to the M i nister; that's 
why I was making the observation that their charts, 
which are developed over, say, a ten year period, 
would it be safe to assume on the basis of the 
hypothesis that I previously stated that the assump
tion by Alcan or some outside major Hydro user of 
that proportion of the capital costs of Limestone 
would have a stabi l izing effect over the ten-year fore
casted period after the plant came on l ine? lt would 
have the effect of stabi l iz ing the rate charges rather 
than escalat ing them as they were portrayed in your 
prediction. 

MR. CHAIRMAN: Mr. McKean. 

MR. McKEAN: I will point out that in the ten-year 
period, no costs from Limestone are in those ten years 
because the first un it is not coming in u nti l  the end of 
the ten-year period, so those increases that I was 
pointing out were the increases that would be needed 
without the costs of Limestone at a l l .  I hope I careful ly 
said that if Limestone came in ,  it would certainly 
change the picture as far as rate increases were 
concerned. 

MR. LYON: l t  follows then, Mr. Chairman, that if the 
user, Alcan or whomever, were paying a sizable por
tion of the capital costs of Limestone, that would have 
a beneficial effect upon the ultimate projections that 
Mr. McKean made based u pon the assumption, I take 
it, that Manitoba Hydro and/or its ratepayers would be 
bearing the ful l  capital cost of Limestone of $3 bil l ion 
or whatever astronomical f igure that Mr. McKean has 
mentioned. 

MR. McKEAN: I think you wil l  appreciate I hesitate to 
comment on the theoret ical agreement with Alcan, I 
haven't seen what it was and so much depends upon
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the terms of that agreement, but I wi l l  agree that any
body who picks up a percentage of the cost of Limes
tone reduces the impact on the rest of the users in 
Manitoba at that point. 

MR. LYON: Mr. Chairman, then I don't want to be 
u nfair to Mr. M cKean or get him i nto shoals or eddies 
in which he would find h imself strange, but from a 
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p u rely financial standpoint, that kind of hypothesis is 
one that would not f ind d isfavour, I take it, with the 
Chief Financial Officer at Manitoba Hydro. 

MR. McKEAN: I guess from a financial point of view, 
the $3 b i l l ion scares me and I g uess one of the best 
things from a financial point of view that's happened 
to us in the last two or three years is that our capital 
spending has been at an all-time low. Now, I'm not 
tryi ng to deny that has other i mpacts, but I can't think 
of a better time not to be out on the bond market 
looking for h igh-cost money than Manitoba Hydro 
has been in the last two or three years. That has not 
been true of many of the major uti lities in Canada and 
therefore it has definitely i m proved our comparative 
position with other uti l ities. 

MR. LYON: Another further q u estion, Mr. Chairman. 
Has M anitoba Hydro developed a further scenario, as 
I again am confident they have, with respect to the 
power that would be requi red i f  the Western I nter-Tie 
negotiations were completed satisfactorily this year, 
and tied that i nto what I s u ppose we m ig ht cal l ,  for 
want of a better term, the best scenario predictions? 
That is,  with Alcan coming to Manitoba, with the 
Western I nter-Tie taking place and Li mestone con
struction starting in 1982-83 in response to those two 
very desirable market ing opportun ities of a genera
tional nature for Manitoba Hydro, is such a scenario 
developed and could we see that and the i mpact that 
would have u pon the Capital Expenditure Chart, upon 
the rate chart, obviously u pon the start-up date of 
Limestone, which woul d  be al most i m mediately if not 
already u nderway? 

MR. CHAIRMAN: M r. Blachford. 

MR. BLACHFORD: I don't bel i eve we have a consoli
dated study in this respect, but we do have studies 
again with the Western G ri d  based on certain assump
tions. Again,  these at this time would not be for publ ic  
consumption, they are sti l l  negotiating regarding 
Western Grid.  

MR. LYON: Again,  Mr. Chairman, I agree with the 
President that no one wants to do anything to preju
dice those negotiations. However, what is publ ic is the 
fact that the three western provinces, the M i nisters of 
those provinces in October, 1981 - I th ink it was 
October 2nd, to be exact - wrote to the then Premiers 
of the three provinces saying that they had agreed i n  
p ri nciple o n  a n  i nterim agreement and submitted that 
i nteri m agreement for study by the Governments of 
Alberta, Saskatchewan and M an itoba. The then M inis
ter, M r. Craik, was the Chairman of the ministerial 
negotiat ing committee. The general heads of that 
interim agreement are in the publ ic domain.  That 
bein g  the case, could M r. B lachford com ment u pon 
the scenario about which I have spoken, taking i nto 
account those general heads of the interi m agreement 
which are already public? 

MR. BLACHFORD: Again, as the mem ber knows, this 
original study that was made approxi mately three 
years ago shows that this Western Grid, whi le appear
ing to be beneficial for the central part of Canada, was 
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shown to be marg inally beneficial to the three provin
ces. I believe on this basis and Manitoba Hydro, what 
we have, showing that this will cover the costs - the 
arrangement would cover the costs and therefore 
would have no i mpact i n itially at least on the Manitoba 
Hydro consumer. 

MR. LYON: Either up or down? 

MR. BLACHFORD: Either up  or down. 

MR. LYON: But a stabil izing impact, I take it, Mr. 
Blachford, is a good impact. 

MR. BLACHFORD: A stabi l iz ing i mpact should be a 
good i m pact, yes. 

MR. LYON: Well, particularly, Mr. Chairman, against 
the projections that Mr. McKean has been demon
strat ing to us  this morning in that what we would call 
the worse scenario predictions which we hope wi l l  not 
prove to be the case. 

Out  of all of th is, that is, the negotiation for the 
Western I nter-Tie which could have a stabi l izing 
effect u pon the rates charged to Manitoba ratepayers 
and additional ly, subject to negotiations because 
there are sti l l  matters there to be negotiated, could 
have a beneficial effect u pon the capital requ i rements 
of Manitoba Hydro and so on. That, coupled with the 
possi b i l ity i n  the '80s of a large consumer coming on 
l ine such as AI can, with the, again, matters that are in 
the public domain,  the wi l l ingness of that kind of con
sumer to pay for a considerable portion of the u p-front 
capital cost; all of that it would seem to me, coul d  it 
not, g uarantee Manitoba ratepayers pretty stable 
hydro rates over a period of say 10-15 years, subject 
always of course to water flows, other i mponderables 
over which Hydro, the government, no one has any 
particular control? 

Given those hypotheses, I take it, Mr. B lachford or 
M r. McKean, these would be desirable developments 
for Manitoba and particularly for Manitoba Hydro 
ratepayers because of the stabil izing effect that they 
could have over a long period of time on rates that are 
chargeable for domestic, for general service p u r
poses, for heavy-load users and so on. 

MR. BLACHFORD: Yes, of course, i f  Hydro got from 
Alcan all that we have been assuming that we might 
get from them, certainly it would have a beneficial 
effect on the M an itoba Hydro consu mer for a n u m ber 
of years unt i l  such t ime as you have to face what you 
might have to pay for the plant assuming that you 
wanted it back. 

MR. LYON: That is, 35 years down the pike or 
whatever? 

MR. BLACHFORD: Yes. 

MR. LYON: T h at's a l l ,  of c o u rse, s u bject to 
negotiati ng. 

MR. CHAIRMAN: M ay I remind the members again 
that it is being taped by Hansard and they can't keep 
track of who is making the comments, so I would wait 
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unti l  you're recognized. Mr. Lyon. 

MR. LYON: Thank you, M r. C hairman. We all try to 
co-operate with Hansard ,  but they're q u ite effective I 
fou nd over the last 20 years. You'l l  f ind that they are. 

Then the proposition that was enunciated a little bit 
earl ier that the absense of capital construction on 
Hydro would have a stabi l iz ing effect on hydro rates, 
whi le  I 'm u nderstand i ng the context in wh ich that 
statement was made, it really becomes much more 
hypothetical than the possi bi l ities of expansion for 
Alcan, for the Western I nter-Tie and so on. What we're 
really saying is  that if you can land Alcan, if you can 
land the Western I nter-Tie, that this wi l l  not only per
mit this massive construction to go on, on Limestone, 
with the tie-ins that are required across Western Can
ada, with the provision of the thousands of jobs i n  
Southern Manitoba a n d  s o  o n .  Al l  o f  these beneficial 
effects can flow along with another additional benefi
cial  effect which is the stabilization of hydro rates to 
the ratepayer. Isn't that really what we're saying? 
That's a somewhat d ifferent scenario from the one 
that was presented that i f  we j ust don't do anything,  if 
nobody comes along and forces us  not to bu i ld ,  then 
we can have stabilized rates and I know that's not 
view. I know it's not the view of Manitoba Hydro. 

MR. CHAIRMAN: M r. Blachford. 

MR. BLACHFORD: U nder the assum ptions made i n  
the various studies, t h i s  should be correct, Mr. Chair
man,  unt i l  such t ime as you have to buy back that 
plant. 

MR. LYON: So, then, Mr. Chairman, what collectively 
the Government of Manitoba, the Legislature of Mani
toba, M an itoba Hydro and al l  of the agencies that we 
can commandeer, what we should be working toward 
is large-scale new customers for Manitoba Hydro 
which wi l l  have that stabi l izing effect on the Manitoba 
Hydro rates and at the same time wi l l  be beneficial to 
the industrial development of the Province of Mani
toba. I sn't that right? 

MR. BLACHFORD: I 'm sorry, M r. Chairman, I missed 
the last sentence. 

MR. CHAIRMAN: Would you repeat that, M r. Lyon? 

MR. LYON: Mr. Chairman,  to make it more succinct, 
what we really, I th ink collectively, the government, 
Hydro, the Legislatu re and so on are looking for is to 
get on with these large new potential markets for 
Hydro which woul d  have the desi red stabi l iz ing effect · 
on the domestic ratepayers in Manitoba, but at the 
same time would bring these tremendous benefits of 
industrial and other growth and job opportun ities to 
Manitobans and, indeed, provide for Western Canada 
throug h  the med i u m  of the regional I nter-Tie the first 
major part of a national power grid which would be 
great for this country. 

MR. DEPUTY CHAIRMAN, Phil Eyler (River East): Mr. 
Blachford. 

MR. BLACHFORD: M r. Chairman, Man itoba Hydro's 
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objective here is to keep the rates for its customers as 
low as possible. Considering a l l  of these, shal l  we say, 
bal ls that are in the air and also taking i nto considera
tion the objectives of the province i n  promoting the 
provincial economy. 

MR. LYON: So, then, Mr. Chairman, the proposition 
of low load growth havi ng the effect of stabi l izing 
rates because of the costs of new construction is 
something that, while admittedly true, is not the aim, 
the ideal, the objective of Manitoba Hydro or should it 
be of the Government of Manitoba. 

MR. BLACHFORD: As far as M an itoba Hydro is con
cerned, it certainly is recognized it is not the total 
objective. 

MR. LYON: Wel l ,  u nless thi ngs have changed in six 
months, Mr. Chai rman, I would say to M r. Blachford in 
all honesty, was it ever the object of M anitoba Hydro 
to have low - not to go out seeking customers for 
Man itoba Hydro power? Not to my knowledge, u nder 
any administration. 

MR. BLACHFORD: That's correct. 

MR. LYON: I know the f igures exist, M r. Chairman, 
and I heard Mr. McKean refer to it once or twice and 
certainly it was in the statement that the Min ister made 
the other day in the House with respect to the hydro 
rate freeze, as I u nderstand it, the reserves of Mani
toba Hydro at the present time are i n  the vicin ity of 
$ 100 mi l l ion.  

MR. BLACHFORD: Yes, Sir! that's right. 

MR. LYON: At the outset of the hydro rate freeze in 
1979, what were those reserves? 

MR. BLACHFORD: Approximately 97 mi l l ion,  we'll 
j ust look up the figu re, M r. Lyon. M r. Chairman, at 
March 31, 1979, net reserves were $45,663,000.00. 

MR. DEPUTY CHAIRMAN: M r. McKean. 

MR. McKEAN: I think it's a year later than that. 

MR. BLACHFORD: Yes, may I correct that, it's 
$96,013,000.00. 

MR. DEPUTY CHAIRMAN: M r. Lyon. 

MR. LYON: With the assumption by the taxpayers of 
Manitoba of the foreign exchange obligations of some 
76 m i l l ion,  I th ink the fig u re was, the effect has been to 
stabi l ize the reserve position of Manitoba Hydro 
against low water rates, against the k inds of circum
stances that hu man beings can't predict. 

· 

MR. BLACHFORD: With the u ps and downs and 
water flows in the meantime, it comes out  approxi
mately the same amount, yes. 

MR. LYON: To put i t  another way, I suppose, i f  there 
hadn't been a hydro rate freeze, the reserves of Hydro 
at the present time would be about 25 mi l l ion, roughly. 
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MR. BLACHFORD: If the rates had been frozen, that 
seems to be correct. 

MR. LYON: The rates have been frozen and Hydro 
would have had to assume the foreig n  exchange. 

MR. BLACHFORD: Yes, that's right. 

MR. LYON: This matter I had some vague fami l iarity 
with when it was being d iscussed over the last two or 
three years and I realize it's outside of our province, 
but it was mentioned this morning that the a-percent 
i ncrease that M r. McKean was showing attributable to 
the Fl in Flon switchover, what amount of power is 
i nvolved in that switchover and how do we factor that 
i nto the load situation in Manitoba now as opposed to 
the old situation? I'm really seeking i nformation 
because I know that the plant was in Saskatchewan, 
the I sland Falls plant, it's bein g  taken over or has been 
taken over by Sask Power. 

MR. BLACHFORD: What has happened is that we 
have u ndertaken with Saskatchewan Power to simply 
pass through or pass to them an amount of power at 
the southern i nterconnections equivalent to the 
amount of power that's del ivered at a certain point 
near Fl in Flon for that load. This has the effect of 
adding this load to the Manitoba load and, i n  effect, 
just passing the Island Falls' output through to the 
Saskatchewan Power Commission. 

MR. LYON: There was, I take it, a rate negotiation 
between Hydro and H BM &S when this agreement was 
concl uded. 

MR. BLACHFORD: Yes. As a matter of fact, we're sti l l  
talking with H B M &S regard i ng the total arrangements 
around Fl in Flon and concerning HBM&S. 

MR. LYON: So, are you saying then, M r. Chairman, 
through you to Mr. Blachford, that the rates haven't 
finally been settled, they're still u nder negotiation? 

MR. BLACHFORD: I believe we can say that the rates 
have been settled, but there are other circu mstances 
in the Fl in Flon area that have not been settled. 

MR. LYON: M r. Chairman, to M r. McKean, I believe 
the point was made. I had marked it at an earl ier stage, 
but I th ink M r. McKean in h is  usual ,  capable fashion 
covered that ground afterwards by saying that the two 
good profit years that Man itoba Hydro enjoyed were 
contributed to rather su bstantial ly by the Hydro rate 
or by the foreign exchange assu m ption by the taxpay
ers of Man itoba that contri buted. Without that 
assumption of foreign exchange obl igations, Hydro 
would have shown losses or smaller profits? 

MR. McKEAN: Yes, even the year before the rate 
freeze, because the assu mption was taken over before 
we closed our books, we would have recom mended 
the amortization of a loss i n  that year of foreign debt 
and therefore, it was our i ntention at that year to indi
cate that practically al l  of that loss would have been 
wiped out by the provision for foreig n  debt losses. I 
th ink some of the members here remember we had 
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long d iscussion of what chartered accountants of 
Canada and the States and everywhere else did at that 
point but in effect, yes, those two years were definitely 
affected and resulted because of the taking over of the 
foreign debt loss. 

MR. LYON: Again,  it is hypothetical, Mr. C hairman, 
but if the Hydro rate freeze had not been the policy at 
that t ime,  Hydro in the ordinary way would have app
lied for rate i ncreases. 

MR. McKEAN: Yes, it was our intention to have 
another rate i ncrease at that time. 

MR. LYON: M r. Chairman, i n  the statement of the 
alternatives that Mr. McKean gave to us, one of them 
presupposed a 3 1  percent increase j ust to break even 
in 1984 based u pon this - for want of a better term -
worse scenario situation that he brought forward to us 
and that was with average rate flows. What other fac
tors could i mpinge upon that situation that would 
i mprove your forecast? For i nstance, I take it g reater 
out-of-province sales would be one factor that would 
be helpful. 

MR. McKEAN: Water conditions is by far the biggest 
factor. In general, if you don't generate it, you can't 
sell it. I concede that after you do generate it, you 
worry about the price and there is some variation in 
price dependent u pon the volu m e  that is avai lable, but 
it would appear that we have a market for the total 
vol ume that we can generate and therefore I can't 
u n derplay the i mportance of the water condition as 
bei ng the No. 1 factor. Now, we have others; we did 
very well because we had a cold March this year for 
instance. A cold March compared to a warm M arch 
can benefit Man itoba Hydro. I g uess it adversely 
affects our customers, but certain ly it helps our 
revenue. But  that's i n  the nature of $3 mi l l ion to $4 
mi l l ion,  whereas in the water conditions, I am talk ing 
of a spread that can be u p  to $100 mi l l ion a year, so I 
th ink every other variation is so small  compared to 
that factor of water conditions that it is the big 
variable. 

MR. LYON: M r. Chairman, I believe it was Mr. McKean 
when he was talking about the very favourable posi
tion in wh ich Manitobans find themselves in compari
son with most categories of power use with users in 
other parts of Canada, wherein he mentioned that the 
system price of the pow&r benefited from the fact that 
we were developing power from plants that were bui lt 
as long as 60 years ago and so on.  I sn't it a fact that 
system price of power, which Mr. Blachford des
cribed, Mr. Chairman, as being one of our hedges 
agai nst this i nflationary spectre, is not the price of the 
power that we would be sel l ing to the Western Power 
G rid? Is  it not a fact that u nder the negotiations that 
have proceeded thus far that the sales on the Western 
Grid would be priced at the marginal price of produc
ing power from Limestone construction? 

MR. CHAIRMAN, Harry Harapiak (The Pas): Mr. 
Blachiord. 

MR. BLACHFORD: Yes, that is  the idea. l t  wi l l  cover 
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the cost of the construction of a plant to supply that 
energy. 

MR. CHAIRMAN: M r. Lyon. 

MR. LYON: But the power need not necessarily come 
from Limestone; it could come from the whole system 
generated at a much cheaper price. 

MR. BLACHFORD: That's correct. 

MR. LYON: So u nless my f igu res are wrong, this had 
a good pricing mechanism in it for the benefit of Mani
toba and all Manitoba Hydro ratepayers. 

MR. BLACHFORD: I would hesitate to agree with you 
on that. I th ink  the idea was to cover the marginal  cost 
of the plant. As I said, it was a very marginal project 
overall and the i dea was that it would cover the costs 
in Manitoba and therefore, would not impact adver
sely or the other way on the Manitoba consumer. 

MR. LYON: No, it wou ld not i mpact adversely; it 
wou ld have the effect of stabi l izing the rates for the 
Manitoba consu mer for a long period of t ime. 

MR. BLACHFORD: I am getting confused by what 
you mean by stabi l ize. I believe the scenario shown by 
M r. M cKean indicates a stabilization of rates if nothing 
happens. Now, we are not going to be better than that 
by the Western Grid Agreement, at least in itially. 

MR. LYON: No, and we are not, j ust so that - I 
thought we were clear on this - certainly, Manitoba 
Hydro u nless it has changed in the last six months, is 
not advocating a no-growth position for this g reat 
uti l ity. 

MR. BLACHFORD: That's correct. I was j ust pointing 
out, however, that i f  the idea is to keep rates as low as 
possi ble, that is  one of the best ways to do it - not the 
best way - I'm sorry. 

MR. LYON: No, not one of the best. 

MR. BLACHFORD: it's one of the ways that i t  could 
be done. 

MR. LYON: One of the ways of doing it, yes. Wel l ,  war 
is one of the ways of settl ing  d isputes, but we don't 
advocate that either, do we? 

M r. Chairman, I have no further questions at the 
present t ime on this topic, although I think M r. Ran
som does. 

MR. CHAIRMAN: M r. Ransom. 

MR. A. BRIAN RANSOM (Turtle Mountain): Thank 
you , M r. Chairman. I would just l i ke to go back to 
some of the assu m ptions that M r. McKean had made. I 
believe he assu med that the growth and demand over 
the next 1 0  years would be 3.4 percent. That presup
poses some further assumptions about the economic 
activity i n  the province. I wonder if Mr. McKean would 
mind advising the committee what some of the 
assumptions are about the level of economic activity 
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in the province. 

MR. CHAIRMAN: Mr. McKean. 

MR. McKEAN: l t  is a corporate forecast, not my fore
cast, but there are a series of assumptions that are 
made. I haven't got a copy with me of the load fore
cast, but it takes i nto account an investigation of every 
component of the economy. Now, M r. Blachford, you 
haven't got it? I might say it's a docu ment that tho
roug h ly goes i nto every component of our load and I 
agree with you, it does make a lot of assu mptions. 

MR. RANSOM: Well ,  Mr. Chairman, I think it's q uite 
i mportant that we know what the assu m ptions are, 
because if I go back to the com mittee meeting of 1980, 
M r. Curtis said to the committee, for instance, and I 
q uote from the committee: "The Manitoba Hydro's 
long-range load forecast for generation planning 
pu rposes is for an  average growth rate of 4 percent 
over the next ten years, decreasing to an average 
g rowth rate of 3 percent in the fol lowing ten years. 
H istorically, the g rowth rate has been 7 percent, but i n  
t h e  past five years, t h e  average has been down t o  3.3 
percent. Key assu m ptions i n  the current load forecast 
are a sl ight i mprovement in the economic g rowth real
ized in the past five years." That's the end of the 
q uotation. 

I f  the 4 percent projection made two years ago 
assumed greater economic activity i n  the province 
than had been the case in the previous five years, I 
th ink it becomes very i mportant then in terms of the 
load g rowth being reduced to 3.4 percent, what 
changes in those basic economic assum ptions have 
brought that about? 

MR. CHAIRMAN: Mr. Blachford. 

MR. BLACHFORD: I can't answer you r  q uestion 
d i rectly, Sir, but I would j ust l i ke to say that th is is ,  
shal l  we call it, a zero-based forecast that i s  made 
each year. The fellows go out and they restudy al l  of  
the factors that they believe m ig ht come i nto the study 
i n  load g rowth i n  the province d u ring  the year and 
these i nclude oil and natural gas avai labi l ity, changes 
i n  energy markets. They refer to efficiencies of natural 
gas furnaces, oi l  prices, natural gas prices, conserva
tion, population, housing, general economic activity 
in the province, technological change such as trans
portation. Also, they go out and speak with people i n  
the various areas i n  the province and particularly the 
large consumers and ask them what they expect to 
consume electrically over the next years and this is a l l  
put together to come u p  each year with a completely 
new forecast. 

MR. RANSOM: M r. C hairman, can I ask then what 
brought about the reduction in the estimate of 4 per- · 
cent from two years ago to 3.4 percent now? 

MR. BLACHFORD: I believe, there has been a drop
off in new construction and general economic activity 
in the province, the same as there has been elsewhere 
in the country. 

MR. RANSOM: At what point then would the percen-
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tage growth i ncrease in the load result in there bei ng 
no necessity to i ncrease the rates? This is  getti ng 
back to the point that was raised that there is appar
ently a point where there wouldn't be an increase 
req uired. 

MR. BLACHFORD: I don't believe you can just say 
that with i nflation and the cost of general mainte
nance and operation going up at some time you wi l l  
require an increase i n  rates s imply to cover that. Pos
si bly, it wou ld help to indicate that at this load growth, 
approxi mately 3.4 percent, we see that there is enough 
generation in the province to supply the load unti l  
1992. 

MR. RANSOM: lt doesn't real ly answer the q uestion, 
M r. Chairman, but perhaps it's not possible to answer 
the q uestion. But, I believe that M r. McKean d id  g ive 
an indication that the less economic activity there was 
in the province, the less requirement there would be to 
have an i ncrease in rates and if that was an incorrect 
u nderstanding of what was said, then I would appre
ciate that being placed in the record. 

MR. BLACHFORD: This was in reference, I believe, to 
the requ irement to bui ld  further large capital works 
and u nder the scenario that was presented, the 
requirement for more revenue is relatively modest 
u nti l  such time as you do get i nto these large capital 
works. l t  is pointed out that by bui ld ing Li mestone for 
1992, you are more than dou bl ing the existi ng plant i n  
a l l  o f  Manitoba. I n  other words, we have about $2.5 
bi l l ion worth of plant in Manitoba and in 1992, Li mes
tone itself, which wi l l  add approximately one-third to 
the energy production in the province, will require 
more than all the plant that has been invested in Mani
toba before now. 

MR. RANSOM: M r. Chairman, we were shown some 
g raphs on projected expenses etc. and we were told 
that there were three assumptions, I believe, that went 
i nto that. Are there graphs available showi ng what the 
i m pact would be of different projections on load 
g rowth, if it was down to 2 percent? I s  that sort of 
i nformation avai lable? 

MR. CHAIRMAN: Mr. McKean. 

MR. McKEAN: I think the difference is, certain ly we 
have i nformation showing that if you had a 2 percent 
growth, it puts the need of Li mestone back well i nto 
the late 1990's, so that the big i mpact of g rowth is on 
your need for a new plant. 

I guess, when I said the i mprovement is  due to 
reduced load growth, I don't think I said reduced 
industrial activity, I said load g rowth. We bel ieve that 
there is a lot of room for conservation and the organi
zation is promoting conservation, which is the el imi
nation of waste, which provides power that is avai lable 
to take care of future industrial development. Mani
toba Hydro, I think, is here to provide what is needed, 
not to be agai nst ind ustrial development, but I do 
th ink  as an organization we have seen and have pro
moted the conservation or e l imination of waste, which 
I think is beneficial to our customer too. 
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MR. RANSOM: Mr. Chairman, I am simply trying to 
f ind out what happens if  the assumptions change. 
Two years ago, Mr. Curtis told the com mittee that the 
projection of load growth depends to some extent 
u pon economic activity in the province. In fact, he said 
that 4 percent projection req uired a h igher level of 
economic activity than had taken place in the previous 
five years. I am simply trying to get some appreciation 
for what happens if  you change the assumptions. 

We were shown a graph, for i nstance, that shows 
the total expenses and total reven ues for a period of 
1972 to 1992. Is  that graph affected if you change the 
3.4 percent f igure to 3 percent or 2 percent? 

MR. McKEAN: As far as the operating account is con
cerned, it is affected very little because those 10 years 
that are shown in that operating account do not 
incl ude any i m pact of the operating cost of Li mestone 
because they do not come in until the end of the 10 
years. I f  you increase the load g rowth, it wou ld move 
up the i mpact of Li mestone i nto your costs and l i ke
wise, if you decreased it, it would move it further out, 
but i f  you moved it further out, it would not change the 
i m pact i n  those 10 years because the 10 years do not 
make provision for Limestone i n  those 10 years. 

We tend to concentrate impact of Li mestone, but 
the same thing is true on transmission l i nes, su bsta
tions, etc. There has been, because of the reduced 
load growth, extensive deferrals of capital construc
tion on d istribution system additions because of that 
reduced growth. I guess Manitoba Hydro were here to 
supply the load, not to say what the loan should be. 

MR. RANSOM: Mr. Chairman, I'll just make the point 
that I th ink it would be more useful for the committee 
then if we had i nformation such as was presented this 
morning that shows some variation i n  the assu m p
tions because the Hydro people have selected a cer
tain set of assu mptions which obviously can be 
wrong. The assumptions that were made two years 
ago clearly are now incorrect and the printout or 
whatever of those different assumptions might be 
hel pfu l .  Mr. Chairman, what i mpact does a g iven rate 
of i nflation have on the overall operating costs of 
Hydro? 

MR. CHAIRMAN: M r. Blachford. 

MR. BLACHFORD: Mr. Chairman ,  if I could just make 
one comment on the member's comments on assump
tions. The only th ing we can be sure of in making 
these assumptions is that they wil l  be wrong. They are 
changed every year. 

MR. RANSOM: That's why, Mr. Chairman, it's i mpor
tant to show on both sides of an assumption what 
happens because we do k now that they're going to be 
wrong and so it's useful to know what happens if they 
err on being on the low side or on the high side. 

MR. CHAIRMAN: Mr. McKean is gathering some 
i nformation. 

MR. RANSOM: Perhaps, Mr. Chairman, I cou ld ask 
Mr. Blachford a question while Mr. McKean is looking 
for the i nformation then. There is, as I u nderstand it ,  
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quite a gap between the generating capacity of the 
system at the moment and what is actually requ i red. 
Presumably if there was a greater demand, a greater 
load growth in that period of ti me, it wou ld have a 
beneficial effect on the revenues that are shown in this 
projection, this 20-year projection. 

MR. BLACHFORD: That is correct, Sir. 

MR. CHAIRMAN: Mr. McKean. 

MR. McKEAN: Yes, on these assumptions, we have a 
couple of charts here I never bothered showing you, 
but I ' l l  certainly - fi rst of al l ,  on the high-low water, I 
th ink we were trying to show the comparison of what 
h igh and low water was on that one chart where we 
showed the average on the high water and low water. 
Now as far as the effect on i nterest and inflation, we 
did do a provision showing what was the effect i f  we 
were plus or minus 2 percent wrong. Now, the p lus or 
minus 2 percent was not trying to provide an outside, 
it was to try and show what 2 percent wrong would be, 
and i f  we were 6 percent wrong it would be three ti mes 
as g reat. 

O n  the capital portion of it, I th ink if you remem ber 
the other chart I showed, you'l l notice that the orange 
l i ne is the capital spending that would occur i n  those 
10 years if the i nflation and interest rates were as 
predicted. Now the blue line is what they would be if 
they were both 2 percent less, and the grey line is what 
they would be if they wer 2 percent more. You' l l  
notice, for i nstance, on when Limestone is in  what I 
cal l  a very active construction phase that p lus or 
m i n us 2 percent can make a difference of practically 
$300 mi l l ion in one year. Wel l ,  that is a total of 4 
percent spread; so that's from a capital spending point 
of view, what the i m pact is of i nterest and i nflation. Of 
course, when the plant is fin ished and comes i nto 
operation, your interest costs and your depreciation 
costs are affected accord ingly. 

Now, as far as the operating  account is concerned, 
we did the same thing and the i m pact is  not nearly as 
great because of the fact that there is very little capital 
spending i n  this period, but it sti l l  exists. As you pro
ceed over a n u m ber of years. you'l l  notice that p lus or 
minus 2 percent tends to have sizable differences. So 
this chart was attempting to show the effect of p lus or 
minus 2 percent on i nflation; the effect of h igh and low 
water was shown on the other chart. We d idn't show 
up on load forecast because if  the load forcast is lower 
the impact goes beyond the 10 years; in other words, 
in  fact for the 1 0-year period it really has no effect on 
our operating account because it's not in the operat
ing account on the projected forecast. lt would cer
tainly move earlier if we had a h igher than expected 
load forecast and it would move it up by whatever the 
forecast was. 

I might say, I mentioned earlier that in 1979 we were 
predicti ng the need for Li mestone for Manitoba's load 
in 1987. I think at that time the load forecast was based 
u pon a growth of about 5 percent a year. Now, of 
course, we've had three more years of experience of 
lower growths and therefore the reviews of load fore
cast l ike most other util ities in North America have 
g radually reduced the forecast. I don't know whether 
that completely answers your question, Mr. Ransom. 
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MR. RANSOM: No it doesn't, Mr. Chairman. because 
I ' m  looking for a general answer in terms of if in flation 
goes up 10 percent, how does that affect your  operat
ing costs? 

MR. McKEAN: Well, I think if I look here, if it goes up 
10 percent, it wi l l  be  five times as big a spread that's 
shown here; in  other words, the grey line as compared 
to the orange l i ne is  a 2-percent spread each year. So, 
i f  the inflation is 10 percent h ig her than we've pre
dicted over that period, it wi l l  be five t imes as b ig  a 
spread as between the orange and the grey l ine. We'll 
give you a copy of this, Mr. Ransom. 

MR. RANSOM: The answer doesn't come through to 
me that I ' m  looking for, but my problem is if i nflation 
goes up 10 percent, do your operating costs go up 10 
percent? 

MR. McKEAN: No, not all of them, but the operating 
costs I think you've got to generally assume probably 
wi l l .  In general, our operating costs are made up of 
those expenses that are fairly dependent u pon the 
rate of i nflation, but I do admit that our fixed c harges 
which are 65 percent of our revenue dollar, certai n ly 
our amortization of an existing plant is u nchanged by 
i nflation and any long-term debt that doesn't mature is 
not changed by inflation. That, I poi nted out, was of 
our total $2.5 b i l l ion debt at the present, approxi
mately $1.5 b i l l ion of it matures after 1990. There's $1  
bi l l ion of  our present debt which  has to  be refi nanced 
some time in the 1980s and, of course, any n ew bor
rowing wi l l  be subject to the i nterest rates that apply. 
That new borrowing cou ld be either for new construc
tion or could be for the financing of deficits. 

MR. RANSON: Mr. Chairman, my u nderstanding of 
what Mr. McKean had said earlier was that the 
recom mendation with respect to an increase in hydro 
rates stemmed from both a decl ine in flows, but per
haps even to a greater extent, related to increases in 
inflation and i nterest rates. 

MR. McKEAN: Right. Over the last three years - our 
projections th ree years ago, or beyond three years 
ago, were based upon a projection of average i nterest 
rates of less than 10 percent and i nflation of approxi
mately the 7 percent margin .  We have obviously expe
rienced higher interest rates than that in certainly the 
last year and I would say over the last three years and 
that gradually catches up to you. Now our assumption 
for interest rates is 18 percent for last year, which was 
fairly close to what it cost us for al l  new money and we 
are assuming 15 percent for the present year, which I 
wouldn't want to call  conservative at the present 
moment. 

MR. RANSOM: Wel l ,  Mr.  Chairman, then a change i n  
i nterest rates from 1 0  to 1 8  percent a n d  i nflation from 
7 to 12 percent, has largely brought about this neces
sity, this recommendation for a rate increase and that 
if i nflation and interest rates were to drop back to that 
range, and you had normal water flows, that you 
would not require a rate i ncrease. 

MR. McKEAN: Wel l ,  except we already have, for 
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instance. last year I think we added to our debt by $165 
mi l l ion.  I have that f igure somewhere, at those going 
interest rates, so they wi l l  not drop back. They were 
longer term i nterest rates and certainly the settle
ments of wage agreements is a factor in all this, but 
our operat ing expenses certainly are subject to i nfla
tion. the same as every other activity. I wou ld l i ke to 
maybe convince the comm ittee and convince our cus
tomers that when our rates go up less than the rate of 
i nflation. it is  actually a rate decrease. 

MR. RANSOM: Would the projections that have been 
made for expenses and reven ues. does that projection 
of expenses assume that the government would cease 
to pick up the foreign borrowing costs at the end of 
1984. 

MR. CHAIRMAN: M r. Blachford. 

MR. BLACHFORD: No, this assumes that the gov
ernment wi l l  conti nue to pick up the difference i n  
foreign exchange. 

MR. RANSOM: R ight through unti l 1992? 

MR. BLACHFORD: Yes. 

MR. RANSOM: That makes the charge of it being a 
phony rate freeze that was made a year or two ago 
sound a l ittle hol low. Mr. Chairman. if that is going to 
remain and the assu m ption is  that's going to remain in 
place for the next ten years. M r. Chairman. that $300 
mi l l ion that M r. McKean referred to as being the book 
cost of some of the foreign borrowi ngs, what would 
that represent as a percentage of the ori g ina l  
borrowing? 

MR. CHAIRMAN: M r. McKean. 

MR. McKEAN: I haven't got that f igure. The $300 mi l
l ion is a calculation of al l  our  foreign debt as based 
u pon the exchange rates at 31st of March, i f  they al l  
became due on the 31st of March. That. of course. is 
not true; they all have varying rates and every one is 
different. I might say that calculation wil l  also be d if
ferent everyday, depending upon how you calculate 
it. This f igure we now have is sl ightly below the figu re 
that existed back at the t ime of the rate freeze. I th ink I 
saw a calculation as h igh as $475 mi l l ion at that poi nt, 
but the calculation could be done everyday, depend
ing on what the foreign exchange was. 

Now as far as the percentage. our total debt is 
roughly $2.5 b i l l ion and this is $300 mi l l ion of t hat total 
debt. but I don't think that's exactly the q uestion you 
were asking me. Each one wi l l  vary depending u pon 
the issue. 

MR. RANSOM: I assume the projections have also 
been made then that don't i nclude the assumption 
that the government would continue to pick up the 
costs of the foreign borrowing. 

MR. CHAIRMAN: M r. Blachford. 

MR. BLACHFORD: No. we have not made assu m p
tions on that basis. Our understanding is The R ate 
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Stabilization Act indicates that there's no end to is and 
we haven't chosen to chose one, in  making our 
assumptions. 

MR. RANSOM: Mr. Chairman. then Hydro is assum
ing that any devaluation of the Canadian dollar would 
not have an i m pact then upon Hydro. i n  terms of their 
debt? 

MR. BLACHFORD: That's the basis in which the 
assumptions have been made, yes. 

MR. RANSOM: But it would clearly have an effect i n  
terms o f  t h e i r  operat ing  costs or n e w  capital 
requ i rements? 

MR. BLACHFORD: I would expect so. 

MR. CHAIRMAN: Mr. McKean. 

MR. McKEAN: U nder the Act, al l  our new debt. 
regardless of where it is borrowed. is charged to 
Hydro at the Canadian equivalent at the date of the 
borrowing.  so that in effect. the foreign exchange risk 
has been moved completely under the Act to the prov
i nce and u nt i l  the Act is changed, or in accordance 
with the Act, I real ly can't see that there's any i m pact 
on the foreign exchange that would adversely affect 
the expenses of Hydro. 

MR. RANSOM: M r. Chairman. just one q uestion about 
the last year's operations. Did Hydro u n dertake any 
u nusual ,  u nexpected capital expenditures d u ring 
1981/82? 

MR. BLACHFORD: I don't bel ieve so, Mr. Chairman. I 
believe there were some minor additions to capital 
spending over the twelve month period, but there 
weren't - I 'm sorry, such as this road i n  Northern 
Manitoba was an addition during the course of the 
year. I th ink we also u ndertook to do some more work 
regarding the Northern Flood Agreement, but again 
there were not real major expenditure items. 

MR. CHAIRMAN: Mr. Enns. 

MR. HARRY ENNS (Lakeside): Thank you, Mr .  
Chairman. I have some questions on another subject. 
I'd be satisifed i f  Hydro management took these q u es
tions as notice and provided some of the i nformation 
when next we meet. 

What actual expenditu res has Hydro incurred u nder 
the terms of the Northern Flood Agreement since 
signing that agreement? 

The further q uestion being, what specific comm it
ments Manitoba Hydro has agreed to under that same 
agreement? In the opening remarks by the Executive 
Officer, mention was made of a fish plant to be con
structed at M issi, I believe. it's that nature of obl iga
tions that I understand Man itoba Hydro has agreed to 
u ndertake to help alleviate some of the problems that 
have occu rred with some of the flooding and the d is
ruption in Northern Man itoba, so my specific q u es
tions are. if Hydro has avai lable to them at this t ime or 
if they can provide for us the next time the committee 
meets. the actual prog ress under the terms of that 
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agreement, both in actual dol lars spent to date and 
specific commitments of expenditures of money. 

MR. BLACHFORD: Regarding the expenditures, I 
have the expenditures up to and including December, 
1981, i f  that would be sufficient for the Comm ittee 
member. The amount of $9,077,627.35. 

MR. ENNS: Mr. Chairman, I wonder if Mr. Blachford 
cou ld break down that $9 mi l l ion figure in general 
terms, the nature of the com pensation programs 
undertaken or capital programs u ndertaken. 

MR. BLACHFORD: We have for compensation pay
ments to each of the five I ndian Bands, $534,338.21. 

U nder the programs, we have a Registered Trapl ine 
Program. lt has cost $1, 186,750.56 plus consultant's 
costs of $2,300 and trail and ice marking of $10,295.60. 

U nder the Fishermen's Assistance Programs, we 
have two items; $117,990 and $82,892.66. 

U nder Remedial Work and this includes the five 
bands, we have spent $6,958,766 and in arbitration 
clai m ,  referri ng specifically to Arbitration Claim No. 
3r, it was $124,294.32. 

MR. ENNS: M r. Chairman, through you to the Chief 
Executive Officer of Manitoba Hydro, the remedial 
work referred to which is by far the largest amount, 
some $6 mi l l ions, again that wou ld be work within 
com m u n ities, rearrangement of docking facilities, 
water suppl ies. Any detailed i nformation on that? 

MR. BLACHFORD: They are items of that nature, 
inc lud ing road bui ld ing,  causeway bui ld ing,  etc. I n  
that context, w e  have paid over $ 5  mi l l ion i n  the Nel
son H ouse area; about $1.7 mi l l ion  in the Cross Lake 
area and other minor amounts at Split Lake, York 
Landing and Norway House. 

MR. ENNS: M r. Chairman, does Manitoba Hydro 
have any present estimate as to further com mitments 
in general terms, again in dol lars and cents, that it wi l l  
be obl igated to u nder the Northern Flood Agreement? 
I suppose what I'm seeking is, with the expenditure of 
some $9 mi l l ions under the Northern Flood Agree
ment, does that come close to meeting the obl igations 
as envisaged when the Northern Flood Agreement 
was signed, or is  there a considerably greater com
mitment yet to come on the part of Manitoba Hydro 
and M anitoba Hydro rate users? 

MR. BLACHFORD: I would expect that the expendi
tures sti l l  to come are considerable, but we have no 
idea what they may be.  We have not really been able to 
address as yet i n  a ful l  way what it is going to cost at 
Cross Lake to more or less put  back what was there 
before the Hydro project when that area was begun .  
There are probably sti l l  a few th ings  to  be done on 
Nelson House. I guess the answer to your q u estion is ,  
we don't really know. 

MR. ENNS: Mr. Chai rman, I asked this question of the 
Min ister i n  the House. I would ask it of him now or of 
Hydro management. I nasm uch as Hydro wi l l  forever 
be manipulating water and water levels of different 
rivers, streams and lakes in their operation of the sys-
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tem the q u estion that I have is, what k ind of regular
ized system of i nformation have they set u p  to i nform 
trappers, residents, com m u nities that from time to 
time are affected by Hydro decisions to either increase 
or decrease flows in various rivers and streams and 
lakes? I was assured by the M i n ister that Hydro of 
course was providing this information, but I bel ieve 
there is a general concern. 

These decisions are made and have to be made by 
the systems people probably down here in Winni peg 
as to when water flows are increased or decreased i n  
various streams or lake levels are subject to f luctua
tion. I am particularly interested i n  what kind of a 
regularized - and I refer to it that way - system of 
com m unication has been established by Manitoba 
Hydro to as much as possible inform the residents 
w ithin the affected area of these changes in time for 
them to respond or react to them in a way that is in 
some instances, a safety matter for them. 

We have had reports or charges that loss of l ife has 
occurred as a result of trappers or fishermen not being 
fully apprised of what occurs when f luctuations occu r 
u nder these conditions. 

MR. CHAIRMAN: Mr. M i nister. 

MR. PARASIUK: I had asked Mr. Blachford to be pre
pared for th is question because I d id  take i t  as notice 
in the House. l th ink he is looking through his briefing 
material right now to give the specifics on it. 

MR. CHAIRMAN: Mr. Blachford. 

MR. BLACHFORD: Yes, u nder a Notice of O perat ing 
Changes, Notice of Req u i rements of O perating  
Changes are defined i n  Articles 9 .3  and 9 .4  of  the 
agreement. 9.3 says, . . .  

MR. ENNS: Pardon me for the interjection, that is the 
Flood Agreement? 

MR. BLACHFORD: The Northern Flood Agreement, 
itself, yes. 

"U nder normal operat ing conditions, Hydro shal l  
g ive written notice to the Band Counci l  of any Band 
which may be affected and to the Regional Director 
General of I ndian Affairs in the Manitoba Region at 
least two weeks before making any operating changes 
of a nature that wil l  affect the water levels and/or 
flows. In case of emergency, Hydro will g ive only such 
period of notice as is practical." 

9.4 says, " I n  addition to the notice requ i red by Arti
cle 9.9 and in recognit ion of the fact that some resi
dents of the reserve may be away from the reserves 
followi ng their traditional p u rsuits, Hydro shal l  g ive 
n otice by radio in both the Engl ish and Cree lan
guages forthwith and continues along as necessary 
and in any event, not less than three successive days 
d uring the evening broadcast hours of the local and 
com mu nity radio stations and for greater certainty, on 
the Native Communications broadcast from Thomp
son. Hydro shall also try to g ive such other reasonable 
forms of notice as the Bands may from time to time 
request. 

"Man itoba Hydro has i nstituted a regular  program 
of monthly bu lletins to each of the five commu n ities 
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whereby they are advised at the beginn ing of each and 
every month the forecasted water levels of that month 
and the su bseq uent month based on the 90-day fore
cast issued by the systems operating department. 
This notice is  forwarded to each Band, to the Northern 
Flood Comm ittee, the Department of I ndian and 
Northern Development, I believe that is, DIAND, and 
the Provincial Government in writ ing and is s imul
taneously transmitted by telex to Native Com m unica
tions in Thompson. I nformation which is included in 
these bul letins include the estimated magnitude of the 
rise and/or fal l  of  the water levels d u ring that month 
and the subsequent month. 

"Two, the estimated elevation of the water at the 
beginn ing and end of each month. Native Communi
cations translate the notice i nto Cree, broadcast the 
notice over the local radio stations i n  Engl ish and 
Cree at 8:30 and 9 :30 p.m. for five nig hts. Manitoba 
Hydro rei mburses Native Communications for th is 
service at a cost of $15.00 per announcement. During 
periods of u nusual operat ing conditions where gate 
changes are requ i red due to u nforseen circu mstan
ces, and where these changes wi l l  result in water lev
els s ignificantly d ifferent from those broadcast in the 
normal monthly bu l letins, Hydro issues a supplemen
tary bul letin to each affected com m u nittee two weeks 
prior to the anticipated gate change advising them of 
the change on the new anticipated levels. 

MR. ENNS: I thank M r. Blachford for that information. 
I take it then that recent a l legations - charges if you 
l ike - emanating from the north that some of the 
difficu lties encountered by the trappers or fishermen 
have not come about by lack of i nformation as to the 
conditions of the waterways that they were travel l ing 
as explai ned by M r. Blachford, but  rather throug h  
perhaps, their own imprudent reading o f  t h e  condi
tions which al l  northerners, I 'm sure, are constantly 
aware of. 

MR. BLACHFORD: In this last case where the man 
was d rowned on the U pper Nelson, we should say that 
from October unti l  April 1st the outflow of Lake Win
nipeg steadily decli ned from about 90,000 cubic feet 
per second to 50,000 cubic feet per second as a result 
of thickening ice at the control works choking off the 
water su pply. There were no del iberate at�empts 
made to change the flow dur ing this period. From 
Apri l 1 st the outflow has remained constant at 50,000 
cubic feet per second by adj ust ing the generat ing 
output. That's where it was when this accident 
occurred. 

MR. ENNS: Well ,  Mr. Chai rman, on another subject 
throughout M r. McKean's presentation the impor
tance of water and its avai labi l ity I 'm sure was not lost 
on members of the committee. Can Hydro manage
ment indicate to me now what amount of water is 
bei ng transferred from the C h u rchi l l  via the diversion 
to the Nelson system? 

MR. BLACHFORD: it 's about 20,000 cubic feet per 
second. 

MR. ENNS: Mr. Chairman, the diversion has been 
operating now for a n u m ber of years. Has the presi-
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dent avai lable to h im average deliveries of Churchi l l  
River waters to the Nelson River System over the past 
five or six years of its operation - what level of 
waters? I appreciate that they wil l  f luctuate u nder 
d ifferent conditions from time to ti me, but what I 'm 
seeking is the contribution, if you l ike, v ia  Chu rchi l l  
River waters to the Nelson River System in some gen
eral way, in  an average year. 

MR. BLACHFORD: I believe in our charts we show 
that the average diversion is expected to be some
where in the order of 27,000 cubic feet per second. it 
has been as high,  I believe, as 34,000approxi mately 10 
months ago and is down to 20,000 now. Depending on 
the fresh et it may even be lower than 20,000 cubic feet 
per second,  but the average is about 27,000. 

MR. ENNS: M r. Chairman, the val ue of that water; is 
there any way thay Hydro management can put a 
val ue in terms of dol lars and cents to the system? The 
value or the availability of water is one of the assump
tions that we al l  have to work with all the ti me. How 
would you evaluate the contribution of the C h u rchi l l  
R iver waters, say, at 30,000 gal lons per second? I s  that 
an i mpossible q uestion to ask or . . .  ? 

MR. BLACHFORD: I g uess it's im possi ble to satisfy 
everyone on this one but there are a nu mber of 
assu m ptions that have to be made. What are we going 
to get for the power? Are we going to take export 
prices or are we going to take Manitoba prices? We 
can do both. Shall we take the price of this water with 
current conditions or shall we take it in  the conditions 
when all of the Burntwood River and al l  of the Nelson 
River has been built? I f  you care to indicate any of 
these we can make some sort of calculation and give 
you the answer. Otherwise we take what we have now 
and take the export price, or take the average price for 
the system. 

MR. ENNS: Well ,  M r. Chairman, perhaps I should 
leave it  at that.  The temptation of,  course, is there for 
me to ponder on the position that Hydro would be in 
with somewhat increased storage capacity in the 
South I ndian Lake basin that would,  I believe, in a very 
material way effect the charts that this committee was 
shown this morning. I nasmuch that water in storage at 
least provides a greater hedging capacity on the part 
of the system to metre out the power when requ i red. 
We appreciate that we can't store the generated 
power, but we can store the water. 

One final question. What is the total capacity of the 
diversion? You mentioned that we had been as high as 
34,000 feet per second, is that running at rated 
capacity? 

MR. BLACHFORD: We started on an experimental 
program last sum mer to try and find out what the 
maxi m u m  capacity of this river system would be. 
Unfortunately we ran out of water and weren't able to 
finish it. I should say though that one of the parame
ters is the level that we can al low the lake at Nelson 
House to rise to, while this flow is going down the 
Bu rnt>Nood River. The other one is the stage level at 
Thompson which is also fixed at this stage and we just 
didn't get fin ished with our experi menting before we 
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had to cut down on the water because South I ndian 
Lake was going dry and, i n  fact, sti l l  is as far as our 
charts are concerned. 

MR. CHAIRMAN: Mr. Scott. 

MR. DON SCOTT (lnkster): Thank you M r. Chair
man. I have some concerns back q uite some t ime ago 
when the Honourable Leader of the O pposition was 
speaking on q uestions of Western I nter-Tie and the 
impact on stabi l ization on hydro rates. What I was 
wondering is, f i rst off, with the I nter-Tie itself the pro
posed contract with Saskatchewan and Alberta; if 
there are cost overruns who covers those cost over
runs, is it the Province of Manitoba or is it the other 
provinces? 

MR. BLACHFORD: The idea is that all the provinces 
wi l l  share i n  the costs. If there are costs overruns they 
wi l l  share in these costs also. 

MR. SCOTT: So that the tie- in ,  it  is no k ind of a fore
cast price then on the sale itself to the other provinces? 

MR. BLACHFORD: There are forecasts, yes, but . . .  

MR. SCOTT: Well, how can we have forecasts if we 
don't know what the costs are? 

MR. BLACHFORD: We have a cost estimate. 

MR. SCOTT: We have a cost est imate? 

MR. BLACHFORD: Yes. 

MR. SCOTT: Can you f ind any contractors who wi l l  
com mit themselves today to  a seven-year contract on 
such-and-such a price? 

MR. BLACHFORD: I would doubt it. 

MR. SCOTT: You would doubt it? 

MR. BLACHFORD: So if we don't have contractors 
that wi l l  commit themselves to a price, how can we 
com mit ourselves as a province of price for export to 
Saskatchwan and Al berta for power that we cannot 
guarantee what the costs will be? 

MR. BLACHFORD: This is certain ly a difficulty from 
all parties but all parties also recog nize that no one 
sets out to build any kind of a project these days and is 
confident when he starts that he knows exactly what 
the price will be at the end. l t  depends again, on the 
inflation, on escalation, on interest rates, on al l  of 
these things that come into it. 

MR. PARASIUK: A point of order, if  I just could on 
this. These are matters u nder negotiation and they are 
topics of negotiation so I would hope that we would 
restrain  our questions i n  th is area, in  that we are at a 
critical stage of the negotiations and we would hope 
that we could com plete them as exped itiously as 
possi ble. 

MR. SCOTT: Thank you. J ust with that I wish not only 
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the M i nister responsible but also Manitoba Hydro, i n  
their negotiations, t o  watch out for the possi ble pit
falls that could happen to the Province of Man itoba, 
which could work very strongly against de-stabi l iz ing 
our rates rather than stabi l iz ing the rates. I f  we could 
get i nto something where the new plant cou ld be paid 
for pretty wel l  by the export of electricity over a 25 or 
35 year period, I 'd say that would be tremendous for 
bui ld ing stability into our own Hydro rates. 

On the other hand, if it was not the case, then we 
could be running into more trou ble than not. The 
other item . . .  

MR. CHAIRMAN: l t  is tradition for the Committee to 
rise at 1 2:30 p.m .. The report is not completed, so the 
Comm ittee next sits again at 1 0:00 a. m.  on Thursday, 
May 1 3th. 

Committee rise 




