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Dear Mr. Hoogervorst:

RE: Discussion Paper DP/2014/2 Reporting the Financial Effects of Rate Regulation

Thank you for the opportunity to comment on the International Accounting Standards Board’s
Discussion paper on Reporting the Financial Effects of Rate Regulation. Manitoba Hydro
appreciates IASB ‘ s efforts towards the completion of the comprehensive Rate-regulated
Activities project and fully supports the development of specific guidance to reflect the
financial effects of rate regulation in IFRS general purpose financial statements.

Overall, Manitoba Hydro agrees that rate regulation creates a combination of enforceable
rights and obligations that are distinct from the rights and obligations created in non rate-
regulated entities. As such, the corporation strongly supports the development of specific
guidance that will allow rate-regulated entities the continued deferral and/or acceleration of
costs and/or revenues in IFRS financial statements.

Background

Manitoba Hydro is a provincial Crown Corporation providing electricity to 557,000 customers
throughout the province and natural gas service to 272,000 customers in Manitoba. The
Corporation also exports electricity to wholesale markets in Canada and the mid-western
United States. The prices charged for the sale of electricity and natural gas within Manitoba
are subject to approval by the Public Utilities Board of Manitoba (PUB). Manitoba Hydro is
a member of the Canadian Electricity Association (CEA) and Canadian Gas Association
(CGA).

The Corporation strives to maintain rate stability for its customers through the implementation
of reasonable and regular rate changes, while managing a strong financial structure. Manitoba
Hydro ‘ s rates for service are reviewed and approved by the PUB based on a Cost of Service
methodology, where revenue requirement and rates are developed to take into account the
costs incurred by the utility on a forecast basis, plus a sufficient contribution to retained
earnings. Centra’s rates for service are also set primarily on the basis of a Cost of Service
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methodology, where annual revenue requirement used to determine rates includes an allowed
level of costs and a targeted level of net income.

Manitoba Bydro’s Response to Select Questions

Question 1

(a) information about the entity’s rate-regulated activities and the rate regulated
environment do you think preparers of financial statements need to include in their
financial statements or accompanying documents such as management
commentary?

(b) Bow do you think that information would be used by investors and lenders in
making investment and lending decisions?

(a) Manitoba Hydro proposes that IASB retain the presentation and disclosure
requirements set out in the interim standard. As a first time adopter that currently
recognizes regulatory deferral account balances, Manitoba Hydro plans to early adopt
the interim standard on April 1, 2015, and therefore any changes to presentation and
disclosure will be implemented using the guidance provided in IFRS 14 Regulatory
Deferral Accounts. Manitoba Hydro believes that these changes to presentation and
disclosure will greatly contribute to transparency and comparability with other entities
that report under IFRS.

(b) Information on rate regulated activities enables the users to readily assess the impacts
of regulation on fmancial position and cash flow. In addition to lenders and investors,
rate-regulated entities provide financial information to governments, regulators, rate
payers and credit rating agencies. Clearly identi~’ing the economic effects of rate
regulated activities will provide transparency and comparability for these users.

Question 3

Do you agree that, to progress this project, the IASB should focus on a defined type of
rate regulation in order to provide a common starting point for a more focused
discussion about whether rate regulation creates a combination of rights and
obligations for which specific accounting guidance or requirements might need to be
developed (see paragraphs 3.6-3.7)? If not, how do you suggest the IASB should
address the diversity in the types of rate regulation summarized in Section 3?

Manitoba Hydro agrees that it is necessary to focus on a defined type of rate regulation to
establish a common starting point for focused discussion and that a defined type of rate
regulation should be broad enough to represent varying forms of regulatory rate-setting
schemes.



Mr. Hans Hoogervorst
20150113
Page 3

Question 5

Paragraphs 4.4-4.6 summarizes key features of defined rate regulation. These features
have been the focus of the IASB’s exploration of whether defmed rate regulation
creates a combination of rights and obligations for which specific accounting guidance
or requirements might be developed in order to provide relevant information to users
of general purpose financial statements.

(a) Do you think that the description of defined rate regulation captures an appropriate
population of rate-regulatory schemes within its scope? If so, why? If not, why not?

Manitoba Hydro believes the description of defined rate regulation should recognize a
regulatory pricing framework that provides customers with a reliable supply of essential
goods and services, at fair and stable rates while maintaining a sound financial structure.
For the regulated entity to meet these objectives, the features of defined rate regulation
must include an entity’s right to recover an appropriate amount of revenue that they are
deemed entitled to, by employing an adjustment and recovery method that has been
agreed to by its regulator. This process creates a set of enforceable rights and obligations
that are distinct from those rights and obligations created in non-rate regulated entities.

(b) Do you think that any of the features described should be modified in order to
include or exclude particular types of rate-regulated schemes or rate-regulated
activities included within the scope of defined rate regulation? Please specify and
give reasons to support any modifications to the features that you suggest, with
particular reference to why the features may or may not give rise to circumstances
that result in particular information needs for users of the financial statements.

There are several different rate-regulated schemes used across a wide range of
jurisdictions. Therefore it is important that the features included in defined rate
regulation are broad enough to represent a wide variety of regulatory practices and with
professional judgment, entities can apply the IFRS guidance to their specific regulatory
environment.

(c) Are there any additional features that you think should be included to establish the
scope of defmed rate regulation or would you omit any of the features described?
Please speci1~’ and give reasons to support any features that you would add or omit.

Manitoba Hydro is of the opinion that defined rate regulation should include an
additional feature that recognizes the probable recovery of regulatory account balances
based on past practices and decisions of the regulator and should focus on reasonably
assured collectability as a result of regulation. The regulator’s authority and approval
contributes to the establishment of rights and obligations that are legally enforceable and
binding to both the rate regulated entity and the regulator.
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Question 7

Section 5 outlines a number of possible approaches that the IASB could consider
developing further, depending on the feedback received from this Discussion Paper. It
highlights some advantages and disadvantages of each approach.

(a) Which approach, if any, do you think would best portray the financial effects of
defined rate regulation in IFRS financial statements and is most likely to provide
the information that investors and lenders consider is most relevant to help them
make their investing and lending decision?

Manitoba Hydro considers the approach to recognize the impact of rate regulation
through specific IFRS requirements (Section 5.34 (c)) as best presenting the financial
effects of defined rate regulation. This approach will allow entities to apply specific
IFRS requirements to defer/accelerate the recognition of a combination of costs and
revenue and allows for one set of general purpose financial statements that clearly
illustrates the financial effects of rate regulation.

Manitoba Hydro hopes our comments will be useful to the IASB on their deliberations and
would like to indicate our support for the combined response submitted from the Canadian
Electricity Association (CEA).

Yours truly,

D. B. (Darren) Rainkie, CA, CBV
Vice-President
Finance and Regulatory

DBRJjc

c: Rebecca Villmann, Accounting Standards Board — ed.accounting(~cpacanada.ca


