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SaskPower submitted an application on August 15, 2017 to apply for a rate increase of 5.0% effective March 1, 2018. The average
residential customer, using 625 kWh/month, would see an increase of approximately $6/month. The increase is largely being
driven by SaskPower’s need to fund capital investments in the province’s electrical system to renew aging infrastructure and
meet the growth in demand, and continue to provide a safe, reliable, sustainable and cost-effective service for its customers,
while achieving a return on equity (ROE) of 8.5% and maintaining a debt equity ratio of approximately 75%.

Mandate

The Saskatchewan Rate Review Panel has been appointed as a Ministerial Advisory Committee to conduct a review and provide
an opinion of the fairness and reasonableness of the proposed rate changes to the Minister of the Crown Investments
Corporation by January 11, 2018.

As part of the review process, the Panel contracted an independent technical consultant to review the application and the mid-
application update, and to provide recommendations that would be consistent with the Panel’s Terms of Reference. The Panel
encouraged public and industry input into the review and held public meetings to facilitate discussion. There were significantly
more comments and submissions from the public than previous rate applications and we have quoted some of these concerns
throughout the report. The overall messages were clear and have been considered in our recommendations. The Panel, with the
assistance of the consultant, asked two rounds of information requests and supplementary questions, and had individual
discussions with SaskPower staff to clarify specific answers received. All of this information is available on the Panel’s website at
www.saskratereview.ca.

Recommendations to the Minister:

Following this review and analysis, the Panel makes the following recommendation to the Minister:

1. Thatthe proposed system-wide 5% average rate increase be reduced to 3.5%.

Panel’'s Recommendations to SaskPower:
The Panel offers the following recommendations to SaskPower arising from its deliberations during this review:

1. That SaskPower have an external review of its depreciation expense, including average service life estimates and
the resulting rates, prior to the next general rate application filing, and that the Panel be included in the process
so that concerns regarding impact on rates is fully considered.

2. That SaskPower undertake as requested by the stakeholders a comprehensive public engagement process for its
integrated resource plan, including implications for future rate increases, as soon as reasonably possible.

3. That SaskPower address rate rebalancing between customer classes using the most recent cost of service study
review and recommendations, particularly where a class is outside of the revenue-to-revenue requirement target
range of 0.95 to 1.05.

4. Thatthe recommendations included in our consultant’s report be reviewed and considered by SaskPower prior to
the next application.


http://www.saskratereview.ca/

Risks and Considerations

In conducting this review, the Panel has identified several risk factors that may impact future rate applications including:
domestic electricity sales, natural gas prices, hydro levels, carbon tax, the provincial economic outlook, weather, future rate
changes and collective agreements.

Bill Impacts

Since there are equal percentage increases for each component of SaskPower’s existing rate structure, ratepayers will see
approximately the same percentage increases in their bills. SaskPower’s proposed bill impacts based on their rate application
are estimated to be as follows:

e A SaskPower urban residential customer using 625 kWh in a month will see a monthly bill increase of $5.48 (before
taxes and municipal surcharge) at March 1, 2018.

e A SaskPower urban commercial customer using 14 kW & 2,000 kWh in a month will see a monthly bill increase of $14.93
(before taxes and municipal surcharge) at March 1, 2018.

e ASaskPower urban standard commercial customer using 100 kW & 25,000 kWh per month will see a monthly bill
increase of $179.02 (before taxes and municipal surcharge) at March 1, 2018.

e A SaskPower large industrial customer using 10,000 kW & 5,760,000 kWh per month will see a monthly bill increase of
$21,927.14 (before taxes and municipal surcharge) at March 1, 2018.

Should the Panel’'s recommendations be accepted, these proposed rates would be reduced from a system wide average
increase of 5% to 3.5% or approximately 30% less than the monthly increases noted above.

Competitiveness

SaskPower’s rates are now among the highest rates in Western Canada and are expected to continue to increase. The Panel
heard from several industry associations and businesses that increased power rates were a disincentive to investing in the
province and could place some existing businesses in financial jeopardy. For example, ERCO Worldwide, an electro-chemical
company with operations in Saskatoon, indicated that if rates continue to increase at current levels, then the company would
not invest in its current facility and would consider closing it.*

The Panel is concerned that the current increase and projected future increases due to the 10-year, $10 billion capital plan will
place Saskatchewan in an increasingly non-competitive position relative to its neighbouring jurisdictions. Many individuals also
expressed their concerns about the difficulty in living with rates that are increasing at a rate higher than the rate of inflation. The
average annual increase in the Saskatchewan consumer price index from 2006 to 2016 was 1.95%, while the yearly average
SaskPower rate increase for the same period was 3.74%.”

* InterGroup Consultants Report, page B-121
? InterGroup Consultants Report, page 13-1



SaskPower’s application to the Panel presented the following rationale to support its request for rate increases.

Although SaskPower has made substantial investments in both its generation fleet and grid in recent years, more work is still
required. SaskPower has invested almost $ 8.7 billion in Saskatchewan electricity infrastructure over this past decade, compared
to $ 2.8 billion the decade before. Significant portions of the corporation’s generation, transmission and distribution
infrastructure are near the end of their economic lives.

In 2007, SaskPower’s total growth and sustainment spending on the transmission and distribution grid was $54 million.
Sustainment spending on the grid alone is forecast to be $174 million in 2017-18 and $172 million in 2018-19. Generation
sustainment spending is forecast to be $132 million in 2017-18 and $139 million in 2018-19.3 SaskPower’s total capital
expenditure is forecasted to be $ 1.26 billion in 2018-19 fiscal year. Demand for power in the province continues to grow with
record-setting consumption highlighting the need for more generation capacity.

In January 2017, SaskPower reached a new peak load record of 3,747 megawatts (MW). During 2016-17, it also marked a record
for electricity generated, with 24,374 gigawatt hours (GWh) produced. In July 2017, SaskPower reached a new summer peak load
record of 3,419 MW.* Although the rate of electricity growth is expected to decrease relative to the growth rate experienced in
Saskatchewan over the last five years, SaskPower’s generation system will still require significant investment and major capacity
upgrades to its transmission and distribution system.

To mitigate rate increases, SaskPower has implemented a multi-year strategy to maintain an ongoing reduction of its operating,
maintenance and administration (OM&A) and capital budgets. In 2015, SaskPower reduced its budgeted OM&A spending by $38
million and made reductions of $8 million in the first three months of 2016, and another $27 million in fiscal 2016-17. In this
application SaskPower plans to reduce its budgeted OM&A spending by an additional $142 million over the next three years,
which represents a total savings of $215 million from 2015 to 2019-20.°

SaskPower reduced its budgeted capital spending in 2015 by $210 million, and saved another $69 million over the first three
months of 2016. In fiscal 2016-17, SaskPower reduced its capital spending by an additional $205 million. In this application
SaskPower plans to reduce its budgeted capital spending, including power purchase agreements, by an additional $1.9 billion
over the next three years. This will lead to a total reduction or deferral of $2.4 billion from 2015 to 2019-20.° Notwithstanding
however, SaskPower’s 10-year capital plan includes approximately $10.1 billion of capital spending for the period from 2017-18
through 2026-27. Approximately 54% of the forecast capital spending in this period relates to growth and compliance spending,
a substantial portion of which relates to implementing SaskPower’s preferred integrated resource plan.

The corporation has also not achieved its targeted return on equity (ROE) of 8.5% since 2011. This places additional upward
pressure on its debt ratio, which has now reached the top of its long-term target range of 60-75%. This application is designed
for SaskPower to meet its targeted return on equity (ROE) and stabilize its long-term debt.

3 SaskPower 2018 Rate Application, page 1
“1bid, page 2

5 Ibid

¢ Ibid



Revenue and Revenue Requirement Comparison ($ millions)

2016/17 2017/18 2018/19
actuals change over change over 2016/17 change over 2017/18
forecast actuals forecast

Actuals Forecast $ % Forecast $ % Forecast $ %

Revenues
Domestic Electricity Sales 2,276.7 2,326.0 (49.3) (2.1%) 2,428.7 152.0 6.7% 2,566.6 137.9 5.7%
Export Sales 5.4 8.8 (34) (38.6%) 9.2 3.8 70.4% 14.3 51 55.4%
Net sales from trading (2.8) 12 (4.0) (333.3%) 0.5 843] (117.9%) 0.5 0.0 0.0%
Other 123.2 113.5 9.7 8.5% 117.7 (5.5) (4.5%) 116.2 15  (1.3%)
Sub-total Revenues $ 24025 $ 24495 ($ 47.0) (1.9%) $ 25561 $ 1536 6.4% $ 26976 $ 1415 5.5%

Expenses
Fuel and purchased power 661.4 675.9 (14.5) (2.1%) 645.3 (16.1) (2.4%) 681.6 36.3 5.6%
OM&A 674.8 690.5 (15.7) (2.3%) 689.1 143 2.1% 703.2 141 2.0%
Depreciation 493.8 494.1 (0.3) (0.1%) 542.3 48.5 9.8% 572.0 29.7 5.5%
Finance Charges 416.0 412.1 3.9 0.9% 417.0 1.0 0.2% 423.7 6.7 1.6%
Taxes 72.5 70.8 1.7 2.4% 725 0.0 0.0% 77.4 4.9 6.8%
Other 37.7 22.8 14.9 65.4% 30.0 (7.7) (20.4%) 30.0 0.0 0.0%
Sub-total Expenses  $  2,356.2 $ 2,366.2 (3 10.0) (04%) $ 2392 $ 400 17% $ 24879 $ OL7 3.8%
Operating Income $ 463 $ 833 ($ 37.0) (44.4%) $ 1599 $ 1136 245.4% $ 209.7 $ 49.8 31.1%
Total Revenue Requirement $ 24025 $ 24495 ($ 47.0) (1.9%) $ 25561 $ 1536 6.4% $ 26976 $ 1415 5.5%

SaskPower is recommending a flat 5% rate increase across all customer classes (except for contract customers). At the
recommendation of the Panel, the corporation recently completed a Cost of Service Methodology Review, in which SaskPower’s
independent consultant indicated that its rate setting methodology was fair and reasonable. After receiving public feedback, the
consultant provided a set of recommendations for enhancements. SaskPower has proposed to delay plans to rebalance rates in
this application.

Mid Application Update

SaskPower provided a mid-application update on October 20, 2017 based on the most recent financial forecast as of September
30, 2017 (the original application was based upon information as of July 31, 2017). The update indicated that SaskPower’s
operating income for 2017-18 is forecasted to decrease from $159.9 million in the initial submission to $146.3 million. Net
income in 2018-19 is projected to rise slightly from $209.7 million to $211.3 million. SaskPower’s revised operating ROE forecast
for 2017-18 is now 6.4% compared to the original forecast of $6.9%. The 2018-19 operating ROE for SaskPower remains at
8.5%.°

2.1 FINANCIAL SUMMARY

Consolidated statement of income

Iniial  Mid-application Inifial  Mid-application
subrmission update submission update
(July 2017)  (September 2017) (July 2017)  (September 2017)
{in mifions] 2017-18 2017-18 variance 2018-19 2018-19 variance
Revenue
Scskatchewan electricity sales 3 2,428.7 % 24591 % 304 § 25666 % 25913 % 24.7
Export 92 1.6 24 143 1.6 (2.7)
Net sdes from trading 05 (1.0) (1.5) 05 0.5 -
Other 17.7 109.6 (8.1) 1162 1108 (54)
2,556.1 2,579.3 232 2,697.6 2,714.2 16.6
Expense
fuel ond purchased power 6453 644.9 (0.4) 681.6 684.9 33
Operating, mantenance & administration 689.1 6828 (63) 703.2 703.2
Depreciation 5423 5442 19 5720 5768 438
Finance charges 417.0 4203 33 4237 425.6 1.9
Taxes 725 735 10 77 4 774
Other 300 673 373 300 35.0 50
23962 2,433.0 368 2,487.9 2,502.9 150
Operaling income $ 1599 $ 1463 § (13.4) $ 2097 $ 213 § 1.6
Return on equity (operating) 6.9% 6.4% 0.5% 8.5% 8.5% 0.0%

7 Summarized from page 26 of the 2018 rate application. 2016/17 forecast figures from the 2016 and 2017 Mid-Application
Update
® SaskPower Mid-Application Update 2018 Rate Application, page 1



Operating Income

The $13.6 million decrease in forecasted income is due to a $36.8 million increase in forecasted expenses, offset by a $23.2
million increase in revenue. In 2018-19, the operating income increase of $1.6 million is due to a $16.6 million increase in
revenue, offset by a $15.0 million increase in expenses.®

Revenue and Load Forecast

SaskPower’s 2017-18 revenue forecast is expected to be $23.2 million higher than the original application forecast. This is driven
by a $30.4 million increase in forecasted sales revenue, largely due to increases in the Oilfield and Power customer classes. An
additional $2.4 million in additional exports also contributes to the increased revenue, offset by an $8.1 million decrease in other
revenue, largely due to lower than expected carbon dioxide sales and customer contributions, as well as a $1.5 million decrease
in trading activities.”

Revenue is forecasted to increase $16.6 million in 2018-19 due to Saskatchewan sales increasing by $24.7 million. This is offset
by a forecasted decrease of $5.4 million in other revenue and $2.7 million in export revenue.*

Expense Categories

Expenses have increased $36.8 million in 2017-18 compared to the original forecast. Other expenses increased by $37.3 million,
mainly due to a $ 30 million write-down resulting from the deferral of the Tazi Twé Hydroelectric Project. Slight increases in
depreciation expense, finance charges and taxes also contributed to the increase in expenses. These increases are offset by a
$6.3 million reduction in OM&A costs and a slight decrease in fuel and purchased power expense.*

The 2018-19 forecast shows an increase in expenses of $15.0 million, driven mainly by increases in other expense ($5.0 million),
depreciation ($4.8 million), and fuel and purchased power ($3.3 million). Finance charges are expected to increase by $1.9
million, while OM&A and taxes are expected to remain flat in the Mid Application update.?

*lbid
*|bid
* Ibid
* |bid
2 |bid



The Panel encouraged written and online submissions. This application generated a significant number of concerns from the
public — much more than many other applications in the past. The Panel heard from many individuals who opposed the rate
increase and the following themes emerged from these comments:

e  Overall affordability of the rate increases

e The frequency of rate increases in a short time span

e Reliability of SaskPower’s existing power system

e SaskPower’s corporate spending relative to the request for ratepayers to pay more
e The need for better transparency and accountability from SaskPower

Here is a sampling of those comments:

"l am just leaving a comment to mention that my government wants me to take a 3.5 percent pay cut, but increase my utilities
an even greater amount...after they have already increased. | find this unacceptable as these small increases seem to be the new
normal while wage increases do not match inflation. Regardless of my employer, more and more working-class families are
living paycheque to paycheque and they simply cannot sustain these increases. | understand the need for infrastructure but
there are also lots of things in my house | would like to fix but can't because of a tight budget.” (August 18, 2017)

“With the strained economy in Saskatchewan right now, | do not feel it is appropriate for our Crown to be increasing our power
costs. They just had an increase. | think Saskatchewan people need a break for at least a year from our essentials continually
costing us more money.” (August 18, 2017).

"l am a resident of White City, Saskatchewan, and we have constant troubles with our power going out as glitches and full-
fledged power outages. This causes issues with our electronics, appliances and creates great inconveniences for everyone at
home. If SaskPower is granted their rate increase | would expect an explanation on their website as to exactly where the money
will be used. I'm not happy that each year our rate goes up but our service gets worse.” (August 22, 2017)

“Dear members of the Rate Review Panel, | understand that the power problems this summer have been expensive. | would
really prefer that SaskPower use cost-cutting measures to help cover these expenses, and opt to make smaller profits, rather
than put another increase on customers. Yes, some users won't notice this increase, but for me - it's too much. | am on a pension
with few options to earn extra money, and the recent taxation changes to my health insurance just reduced my pension. | will
definitely feel the impact. All of my expenses just keep increasing. | hope you consider those of us who live on small, fixed
incomes.” (August 18, 2017)

“First off, SaskPower is a Crown corp, and | believe your mandate should be to serve the people of Saskatchewan, not profit off
our backs. http://leaderpost.com/news/politics/saskpower-makesprofit-of-46-million-according-to-annual-report. From that
article: ‘SaskPower posted a $46-million profit in 2016-17." It's clear a rate hike is not needed, if SaskPower remains so profitable.
It's exploitative to seek a rate increase from the very same 'shareholders' that you serve. So, my feedback is simple: If you ask for
this rate hike, you need to explain why to everyone, as it's clearly unnecessary. So don't do it. If you do, you simply promote
avarice and inflation.” (August 18, 2017)

“l am on a fixed income. Please explain to me how | am going to pay for this increase? It seems that all these Crown corporations
continually have their hands out for more. The people of this province have been hammered by tax increases municipally,
provincially and federally. Why? We need a break! Why doesn't the rate review panel do their job and stand up for the people it's
supposed to protect. Say no to these Crown executives who continually ask for more. They need to look internally for cost
savings and not take the easy way out and Put the burden on the people yet again.” (September 21, 2017)

Several industry associations and businesses also stated that increased power rates were a disincentive to investing in the
province and could place some existing businesses in financial jeopardy.

Husky Energy has plans to grow its thermal production in Saskatchewan and a five-year plan that would see an additional $5
billion in capital investment in the province. This investment translates into two new thermal plants per year and each plant



would bring 200 to 250 construction jobs and 5o full-time jobs in operations.* However, the proposed SaskPower rate increases
will add significant costs to its operations. "When viewed together with other costs associated with methane production
requirements, carbon plans (at the federal and provincial levels), and taxation changes, the risk to Saskatchewan’s competitive
position is clear. While recognizing that major policies are still in development, we have estimated the cumulative incremental
cost over a five year period could be as high as $300 million, or roughly the equivalent of a new 10,000 bbl/day thermal plant. All
those involved in influencing and making policy need to have this larger picture in mind and the potential implications on the
economy of Saskatchewan.”*

ERCO Worldwide, an electro-chemical company with operations in Saskatoon also expressed similar concerns over the
competitiveness of SaskPower’s rates and urged the Panel to limit increases to the rate of inflation. "ERCO closed one of the
sodium chlorate lines, and exited the Cal Hypo business under similar conditions in the past at Saskatoon, and can no longer
afford to continue down the current path without suffering further substantial cutbacks in the form of reduced production and
headcounts. In fact, without a satisfactory resolution of the rate application that allows ERCO to stabilize electrical costs going
forward:

* ERCO will not invest new capital to the plant and;

* ERCO will consider closing the facility and moving its production elsewhere."*

Meadow Lake Mechanical Pulp, a major employer in northern Saskatchewan, indicated that it pays approximately $50 million
annually to SaskPower. Its direct competitors are not experiencing the same average annual increases in power rates. “Our
business cannot support this type of increase over the selling cycle. If the mill is unable to show a mitigation plan, it puts a red
flag up regarding winning future investment.””

Crescent Point Energy stated that power rates in Alberta, under a competitive procurement system, are half of those in
Saskatchewan and it is becoming increasingly difficult to allocate investment to jurisdictions that have escalating costs and
limited ability to control those costs. “"SaskPower rate increases, coupled with recent PST hikes, will have a detrimental impact
on industry competitiveness in the province.”*

Canadian Association of Petroleum Producers (CAPP) and the Explorers and Producers Association of Canada (EPAC) indicated
that increasing their costs during a slowdown in the oil and gas sector is challenging. “The cumulative impact of cost increases to
our sector is occurring at a time when Canada’s largest competitor, the United States, is streamlining regulations and reducing
costs. Our industry has successfully reduced operating costs during this low price environment; however, with the potential for
cost reductions already realized combined with increasing costs outside of industry’s control such as taxes, fees, and other costs
associated with policy and regulatory decisions, the impact to competitiveness and investment is considerable.”*

The Saskatchewan Mining Association expressed concern that rising energy rates were compounding low commodity prices.
“As noted in SaskPower’s rate application, Power Class customers face a monthly increase of $27,937, translating into an
increase of over $333,000 per year on top of existing costs. The continually escalating SaskPower rates will negatively affect the
viability of EITE (Energy Intensive Trade Exposed) mine operations in Saskatchewan as they are unable to absorb significant new
costs, particularly when commodity prices continue to be depressed.”

The Saskatchewan Industrial Energy Consumers Association (SIECA), which collectively represents in excess of 21% of
SaskPower’s energy sales, and 25% of SaskPower’s peak demand levels, shared the following concerns:

*Intergroup Report, Appendix B, page B-83
* |bid

*|bid, B-121

7 |bid, B-127

* |bid, B-89

* |bid B-70

*|bid, B-144



e  SaskPower is unduly allocating costs to the high load customers in the Power Class, while subsidizing lower load factors
consumers, by failing to offer rate rebalancing.

e SaskPower's proposed rate increase is primarily driven by the desire to achieve a corporate ROE of 8.5%. This

calculation is inconsistent with rate making methodology, and significantly understates the ROE SaskPower is earning
on its equity invested in regulated assets.

e An appropriate calculation on the rate of return would eliminate the need for a 5.1% rate increase.

Please note that all public comments and written submissions as well as responses from SaskPower can be found at the Panel’s
website at www.saskratereview.com.

Observations

The public comments are compelling and tell a story that stakeholders and customers want the rate to be lower than requested
and to slow down the pace of future increases. However, the Panel must also ensure that SaskPower’s needs are met and that its
recommendations do not put the company in a position where it cannot provide safe and reliable electricity to meet the
province’s growing needs.

10



The Competitiveness of the Proposed Rates

Rate comparisons across jurisdictions can be difficult for several reasons, however, the Panel believes there is merit in this
review. In this section, comparisons are shown based on Hydro Quebec’s Comparison of Electricity Prices in Major North
American Cities at April 1 from 2010 to 2017 before taxes. This is a standard reference document used by electric utilities and
analysts to compare rates and bills with other jurisdictions.* SaskPower provided the 2016 Hydro Quebec information as part of
its filing.

Research contained in this report indicates that effective April 1, 2017, SaskPower rates were among the highest in the country.
SaskPower’s average residential, small commercial and standard commercial rates were higher than average for the thermal
utilities and all utilities average in its survey. SaskPower’s average large industrial rates were lower than average for thermal
utilities and higher for all utilities average in the survey. It should be noted that these rates do not include taxes and the
municipal surcharge, which increases SaskPower’s rates even higher than some jurisdictions.

SaskPower’s rate application revenue requirement increase is 5%, which translates into a 4.1% increase for the power contract
class and 5.1% for all other customer classes.

Rate Comparison to Utility Averages at April 1, 2017 Average Cents/kWh Before Taxes*

18

15 -

¢/kWh
©

Residential Small Commercial Standard Commercial Large Industrial
(625 kwWh) (14 kW & 2,000 kWh) (100 kW & 25,000 kWh) (10,000 kW & 5,760,000
kwh)

W SaskPower M Thermal Utility Avg. M Hydro Utility Avg.  ® Canadian Avg.

This trend towards higher rates will lead to Saskatchewan being increasingly uncompetitive with other jurisdictions.
SaskPower’s proposed rate increase of 5.1% on March 1, 2018 is higher than rate increases sought by most other utilities on an
annual basis. At least four utilities — Hydro Quebec, New Brunswick Power, Nova Scotia Power, and Ontario — have indicated
that they will not be seeking rate increases above 2% or above the expected rate of inflation. SaskPower’s requested rate
increases will likely result in higher increases than customers in many other Canadian jurisdictions will experience. Some
stakeholders have indicated that Alberta energy prices are an important benchmark for them and SaskPower’s average bills are
higher in 2017 than for similar customer classes in Calgary and Edmonton.

*Hydro Quebec report 2010 to 2017 are available at http://www.hydroguebec.com/publications/en/corporate-
documents/comparaison-electricity-prices.html
** Hydro Quebec Report 2017, pages 34, 40, and 52.
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Residential

The figure below compares the monthly bill for residential customers using 625 kWh/month over the time period 2010 to 2017
(and SaskPower 2018 proposed rate increase) before taxes. 625 kWh is approximately the mid-point of average monthly
consumption for SaskPower’s urban residential customers.* It is noted that rankings across utilities may change at different
consumption levels due to the magnitude of the customer charge and the influence of multiple energy rate blocks. It is also
noted that taxes and surcharges increase as the base monthly bills increase. SaskPower monthly bill comparison for 2018
includes the proposed 5.1% rate increase effective March 1, 2018.

Residential Monthly Bill Comparison Rates in place April 1, 2010 to
2017 625 kWh/month Before Taxes*
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As of April 1, 2017 SaskPower was the third highest of the utilities, behind Charlottetown and Toronto. SaskPower had a
monthly bill of $107.89 as of April 1, 2017 for a residential customer using 625 kWh/month. With the proposed rate, SaskPower’s
bill would increase to $113.37/month for a residential customer using 625 kWh/month. As of April 1, 2017 Toronto and
Charlottetown had monthly bills of $111.95 and $111.82, respectively, for a residential customer using 625 kWh/month.

2 Page 68 (Appendix C) of SaskPower’s 2018 Rate Application shows approximately 56% of SaskPower’s urban residential
customers use 600 kWh/month or less

**Hydro Quebec Report 2010 to 2016 (page 31 for each year) and 2017 (page 33)
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Urban Small Commercial

This figure compares the monthly bill for small commercial customers using 14 kW & 2,000 kWh/month over the time period
2010 to 2017 (and SaskPower’s 2018 proposed rate increase) before taxes. 14 kW & 2,000 kWh/month is approximately the mid-
point of average monthly consumption for SaskPower’s urban small commercial customers.* It is noted that rankings across
utilities may change at different consumption levels due to the magnitude of the customer charge and the influence of multiple
energy rate blocks. It is also noted that taxes and surcharges increase as the base monthly bills increase. SaskPower monthly bill

comparison for 2018 includes the proposed 5.1% rate increase effective March 1, 2018.

Small Commercial Monthly Bill Comparison Rates in Place April 1,2010 to

2017 14 KW & 2,000 kWh/month Before Taxes*
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At April 1, 2017 SaskPower had the fifth highest monthly bill of the utilities, behind Charlottetown, Toronto, Ottawa, and
Halifax. SaskPower had a monthly bill of $294.07 as of April 1, 2017 for a small commercial customer using 14 kW & 2,000
kWh/month. With the proposed rate, SaskPower’s bill would increase to $309.00/month for a small commercial customer using
14 kW & 2,000 kWh/month. As of April 1, 2017 Charlottetown had a monthly bill of $367.97, Toronto had a monthly bill of
$352.77, Ottawa had a monthly bill of $314.59, and Halifax had a monthly bill of $294.14 for a small commercial customer using

14 kW & 2,000 kWh/month.

* Page 79 (Appendix C) of SaskPower’s 2018 Rate Application shows approximately 67% of SaskPower’s urban small commercial

customers use 2,000 kWh/month or less.
** Hydro Quebec Report 2010 to 2016 (page 37 for each year) and 2017 (page 39).
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Standard Commercial

This figure compares the monthly bill for standard commercial customers using 100 kW & 25,000 kWh/month over the time
period 2010 to 2017 (and SaskPower’s 2018 proposed rate increase) before taxes. It is noted that rankings across utilities may
change at different consumption levels due to the magnitude of the customer charge and the influence of multiple energy rate
blocks. It is also noted that taxes and surcharges increase as the base monthly bills increase. SaskPower monthly bill comparison
for 2018 includes the proposed 5.1% rate increase effective March 1, 2018.

Standard Commercial Monthly Bill Comparison Rates in Place April 1, 2010 to 2017
100 kW & 25,000 kWh/month Before Taxes”
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At April 1, 2017 SaskPower had the fifth highest monthly bill of the utilities, behind Toronto, Charlottetown, Halifax, and
Ottawa. SaskPower had a monthly bill of $3,525.30 as of April 1, 2017 for a standard commercial customer using 100 kW &
25,000 kWh/month. With the proposed rate, SaskPower’s bill would increase to $3,704.32/month for a standard commercial
customer using 100 kW & 25,000 kWh/month. As of April 1, 2017 Toronto had a monthly bill of $4,498.43, Charlottetown had a
monthly bill of $4,195.47, Halifax had a monthly bill of $3,831.75, and Ottawa had a monthly bill of $3,757.29 for a small
commercial customer using 14 kW & 2,000 kWh/month.

7 Hydro Quebec Report 2010 to 2016 (page 37 for each year) and 2017 (page 39)
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Large Industrial

This figure compares the monthly bill for large industrial customers using 10,000 kW & 5,760,000 kWh/month over the time
period 2010 to 2017 (including SaskPower’s 2018 proposed rate increase) before taxes. It is noted that rankings across utilities
may change at different consumption levels due to the magnitude of the customer charge and the influence of multiple energy
rate blocks. It is also noted that taxes and surcharges increase as the base monthly bills increase. SaskPower monthly bill
comparison for 2018 includes the proposed 5.1% rate increase effective March 1, 2018.

Large Industrial Monthly Bill Comparison Rates in Place April 1,2010 to 2017
10,000 kW & 5,760,000 KkWh/month Before Taxes*
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At April 1, 2017 SaskPower was in the middle of the utilities, five utilities had higher bills, while six had lower bills. SaskPower
had a monthly bill of $431,402.73 as of April 1, 2017 for a large industrial customer using 10,000 kW & 5,760,000 kWh/month.
With the proposed rate, SaskPower’s bill would increase to $453,329.87/month for a large industrial customer using 10,000 kW &
5,760,000 kWh/month.

Observations

SaskPower's rates are now among the highest rates in Western Canada and are expected to continue to increase. As indicated in
the submissions, this is a significant concern for the province’s industrial consumers, which account for a high percentage of
SaskPower's revenues. Research conducted by our consultant indicates that the rates in Alberta and Manitoba, our closest
competitors, are significantly less. Although rates are not the only consideration when business decisions are made, they are a
significant factor for many companies, especially for those in the resource sector. The Panel is concerned that rising rates will
make Saskatchewan less desirable for future investment attraction.

** Hydro Quebec Report 2010 to 2016 (page 49 for each year) and 2017 (page 51)
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SaskPower’s 2017 Integrated Resource Plan (IRP) is a 20-year plan that evaluates resource options for meeting forecast demand
under a range of potential future conditions. This plan addresses SaskPower’s objective of reducing carbon emissions by 40%
from 2005 levels by the year 2030. It also includes a target of having 50% of its installed generation resource capacity from
renewable generation by 2030. The cost to implement SaskPower’s preferred generation supply plan would require an 8.5% rate
increase over the next five years solely due to capital related costs.

SaskPower states that the objective is to meet system demand, customer expectations and environmental objectives in a
reliable, sustainable and cost-effective manner across a reasonable range of foreseeable futures. The planning approach
considers reliability, sustainable development and cost effectiveness.® The IRP is not a static document, but rather a plan that is
refined and adjusted over time based on new information and changing circumstances. However, the preferred plan does
provide an indication of SaskPower’s current analysis on the preferred mix and timing of resources over the next 20 years. The
following table shows SaskPower’s forecast peak load, demand side management (DSM) adjusted peak load and DSM-adjusted
peak load plus a 13% reserve margin compared to existing generation resources, including planned coal retirement dates. This
figure also shows capacity deficits arising in the near term (within the next 3-5 years) and increasing over time as system peak
loads grow and coal units are retired.

Forecast Annual System Peak and DSM Adjusted System Peak (MW) with
Existing Generation Resources and Coal Phase-out (winter capacity MW)*
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DSM adjusted peak plus 13% reserve margin

SaskPower’s preferred supply plan includes adding resources, particularly natural gas and wind, to meet forecast peak loads
(including reserve margins). The next table shows the forecast installed capacity by generation type in the preferred plan.

* InterGroup Report, executive summary

* 1% round information request SRRP Q134.

»Based on data from the response to 1* round information request SRRP Q141. Instantaneous peak data from part i, planned
capacities from part ii
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Planned Installed Capacity of Generation Resources (MW)>
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The preferred plan achieves SaskPower’s target of 50% of installed capacity from renewable sources by 2030, an increase from
renewables at approximately 25% of installed capacity at present. The 50% capacity from renewables target is largely achieved
by adding substantial wind capacity. However, the installed capacity is substantially higher than the capacity available at the
time of the winter peak, largely because of lower capacity from wind generation at the time of the winter peak (although some
other generation resources also have reduced ability to meet the winter peak to a lesser degree as well). The next figure shows
the winter capacity of planned generation sources in the 2017 IRP.

»Based on data from the response to 1* round information request SRRP Q141. Instantaneous peak data from part i, planned
capacities from part ii
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Forecast Annual System Peak and DSM Adjusted System Peak (MW) with Planned Generation Resources
(including coal phase-out) (winter capacity MW)>
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This table shows that wind generation capacity at the time of the winter peak, in particular, is lower than the installed capacity.
The renewable capacity available at the time of the winter peak in 2030 is approximately 38% (compared to approximately 50%

of installed capacity). By 2030, natural gas is relied on to serve approximately 60% of the winter system peak load.

»Based on data from the response to 1° round information request SRRP Q141
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Forecast Annual DSM Adjusted Energy (GWh) with Planned Generation Resources (including coal phase-
out) (winter capacity MW)*
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This table shows forecast annual energy by generation type in the 2017 IRP preferred plan. By 2030 approximately 44% of
energy requirements are met with renewable generation (compared to about 18% today). Natural gas accounts for
approximately 54% of energy production in 2030 (compared to 40% today) and wind accounts for 23% of energy production in
2030 (compared to 3% today).

The next table summarizes the approximate costs of implementing the preferred plan in the 2017 IRP for the 10-year period
from 2019 through 2028 by resource type. Over this time period, SaskPower is forecasting generation capital costs of $6.6
billion. Approximately 60% of the generation capital costs relate to investments in wind generation and a further 22% in natural
gas generation.

Forecast Preferred Supply Plan Generation Resource Costs ($ millions)*

Natural
Biomass Solar Wind Hydro Gas Total
2019 48 48
2020 174 48 680 902
2021 49 896 945
2022 486 680 1,166
2023 -
2024 505 505
2025 516 751 1,267
2026 164 526 690
2027 536 536
2028 547 547
Total $ 174 $ 309 $ 4,012 $ 680 $ 1,431 $ 6,606

*Based on data from the response to 1* round information request SRRP Q141
1% round information request SRRP Q142
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For the 5-year period from 2019 through 2023, total capital investments related to the preferred resource plan are forecast at
$3.061 billion with $1.382 billion in wind generation during this period. SaskPower indicates that every $100 million capital
spending adds approximately $7 million to revenue requirement each year.* Using those figures, the $3.061 billion resource plan
spending in this period would add an estimated $214 million to revenue requirement over the next five years. At current rates
and sales forecasts, each 1% rate increase adds approximately $25 million in revenue. The $214 million estimated increase in
revenue requirement would require approximately an 8.5% rate increase over the next five years, solely related to the capital
costs of the preferred supply plan.

Since this approach will put considerable upward pressure on rates, stakeholders expressed to the Panel an interest for a better
understanding of the IRP and its implications for rates over a longer term. Some of the areas that were identified for greater
information included:

e Information on how the resource plan would achieve greenhouse gas emissions targets for both SaskPower and the
province as a whole and the costs of achieving these emissions targets.

e Implications of implementing the preferred supply plan for electricity rates over the longer-term.

e  Opportunities to work with SaskPower to develop Distributed Energy Resources (DER) opportunities (DER are smaller
power sources that can be aggregated to provide power necessary to meet regular demand).

For example, CAPP/EPCA noted that the preferred plan appears to add the maximum amount of wind generation as possible,
while introducing natural gas generation as a necessary backstop to intermittent wind. Natural gas combined cycle facilities can
achieve twice the capacity factor of wind generation, at a lower capital cost per unit of capacity. The costs associated with wind
versus natural gas generation need to be more carefully evaluated by recognizing the difference in financing costs. CAPP and
EPCA requested that the Panel recommend that SaskPower “thoroughly examine the cost of all aspects of the preferred supply
plan with a view of minimizing the cost of this plan.””

Crescent Point, Saskatchewan’s largest oil and gas producer, also suggested that the renewable generation target of 50%, needs
to be re-examined. In a presentation to the Panel, the corporation indicated that “if cost-effective power and emission
reductions are the goal, SaskPower should issue RFPs to support this goal and not prescribe how the power should be generated
(i.e. solar and wind RFPs)."?®

Observations

During the 2016-17 rate review, SaskPower indicated that it was developing a comprehensive stakeholder engagement strategy
to accompany its IRP, but that has not yet taken place.*® The Panel maintains that such a strategy would be beneficial in light of
the submissions it has received on this matter. One of the key concerns of stakeholders is the cost of implementing the
preferred plan in the IRP. From 2019-28, SaskPower is forecasting generation capital spending of $6.6 billion and approximately
60% of the generation capital costs relate to investments in wind generation and a further 22% in natural gas generation.
Several stakeholders expressed an interest in working with SaskPower on developing collaborative solutions to the province’s
energy needs including DER projects that may reduce overall implementation costs. The Panel believes that the engagement
strategy should include information on the unit cost of achieving SaskPower’s emissions targets, a longer-term view of potential
rate impacts, and information on opportunities for customers to implement DER and other alternative energy or emission
production targets.

* 1% round information request SRRP Q7

7 Intergroup Report, Appendix B, Crescent Point Presentation, page B-75
® Intergroup Report, Appendix B, Crescent Point Presentation, page B-91
¥ 2016-17 rate application 2™ round information request SRRP Q32
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SaskPower’s revenue forecast includes revenues from electricity sales to customers in Saskatchewan (approximately 95% of
total revenue in 2017-18 and 2018-19) and revenues from export sales, gas and electrical inspections, customer contributions,
CO, sales and miscellaneous revenues (collectively about 5% of total revenue in 2017-18 to 2018-19).

Revenues from Saskatchewan electricity sales are forecast to increase by $152 million in 2017-18 (6.7%) and $137.9 million (5.7%)
in 2018-19. These increases are a result of both increases in sales volumes and the requested rate increases. Revenues from
other sources are forecast to increase by $1.6 million (1.3%) in 2017-18 and $3.6 million (2.8%) in 2018-19. SaskPower is not
forecasting revenue from the Carbon Capture Test Facility in 2017-18 or 2018-19. Revenues from the facility were $12.5 million in
each of 2015-16 and 2016-17.

As noted in the mid-application update, SaskPower lowered its revenue forecasts for net sales from trading and other revenues
by $9.6 million in 2017-18 compared to the original application, offset by a forecast increase in export revenues of $2.4 million

for a net reduction of $7.2 million. SaskPower’s mid-application update also lowered the forecast for 2018-19 by $8.1 million
($2.7 million lower export revenues and $5.4 million lower in other revenues).

Observations

After a review of SaskPower’s load forecast for 2018-19, the Panel is satisfied the revenue forecast meets the fair and reasonable
test.
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Operating, Maintenance and Administrative costs tend to make up the largest component of SaskPower’s revenue requirement
in 2017-18 and 2018-19 (accounting for approximately 26% of the total revenue requirement). In our last report, the Panel
recommended that SaskPower limit the growth in OM&A per customer account to one-half the increase in Saskatchewan's
Consumer Price Index (inflation). In this application the Panel has been able to confirm that SaskPower has made progress on
this recommendation and is on track to achieve this target in 2017-18, 2018-19, and 2019-20. The Panel appreciates the efforts
that SaskPower has made in containing its OM&A costs and encourages the corporation to continue to demonstrate diligence in
constraining growth in this area.

SaskPower’s full-time equivalent (FTE) complement is forecast to decrease by 25 FTEs (0.8% decrease) in 2017-18 compared to
2016-18. The corporation has also indicated that due to financial constraints it is not planning to increase its FTE complement
through the calendar year 2020.* Labour costs represent more than half of SaskPower’s total OM&A costs and the Panel notes
that SaskPower will need to continue to carefully manage this area to constrain OM&A spending increases.

SaskPower has also been reducing expenses through its business optimization initiative, which is streamlining, refining and
prioritizing the corporation’s operations and improving its ability to evolve along with changing regulatory requirements,
technological standards and service expectations.* Through a combination of restraint measures and optimization activities,
SaskPower has realized $73 million budgeted OM&A savings over the past two years.*

At the conclusion of the 2016 and 2017 rate application, the Panel recommended that SaskPower limit the increase in OM&A
spending, on a per customer basis, to one-half the increase in Saskatchewan’s consumer price index (inflation).® SaskPower is
forecasting growth in OM&A per customer account of less than one percent in 2017-18 through 2019-20. Based on these
forecasts, SaskPower will achieve the target recommended by the Panel in 2017-18, 2018-19, and 2019-20 (see table below).

OM&A per Customer Forecast Growth Rate (2016/17 to 2019/20) «

Actuals Forecast

2016/17 2017/18 2018/19 2019/20
OM&A/Customer ($/Customer) 1,286.0 1,281.3 1,287.2 1,296.5
Percent Change (0.4%) 0.5% 0.7%
Inflation Rate Assumption 2.0% 2.0% 2.0%
Half the Rate of Inflation 1.0% 1.0% 1.0%

As noted in the consultant’s report, the customer accounts figure used to calculate OM&A per customer includes all types of
accounts, therefore the OM&A per customer is a corporate-wide number across all account types (from small residential to large
industrial customers). SaskPower provided information indicating the annual OM&A per residential customer (urban and rural)
for 2017-18 is approximately $536 per customer. The Panel encourages SaskPower to file comparison statistics for each rate
class in future applications.

Observations

The Panel recognizes that SaskPower has achieved its recommendation in the previous report to limit the growth in OM&A per

“ SaskPower’s Five Year Corporate Workforce Plan 2016-2020, page 11
“ 2018 Rate Application, page 17
#2016-17 SaskPower Annual Report, page 26
“ SRRP, Report to the Minister Responsible for Crown Investments Corporation of Saskatchewan, Regarding the SaskPower
2016 and 2017 Rate Application, Effective Dates July 1, 2016 and January 1 2017. Report submitted November 7, 2016, page, 11.
“InterGroup Consultant’s Report, page 7-2
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customer account to half the rate of inflation.* SaskPower also intends to continue this practice into the future. The Panel
encourages SaskPower to continue to focus on limiting growth in OM&A per customer account to one-half the increases in the
Saskatchewan consumer price index and to continue to track and provide OM&A per customer for each rate class for future rate
applications.

* SRRP, Report to the Minister Responsible for Crown Investments Corporation of Saskatchewan, Regarding the SaskPower
2016 and 2017 Rate Application, Effective Dates July 1, 2016 and January 1 2017. Report submitted November 7, 2016, page, 11.
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SaskPower’s fuel and purchased power (F&PP) expense (approximately 25.3% of the revenue requirement) includes fuel charges
associated with SaskPower owned facilities, energy purchased from power purchase agreements (PPAs), and electricity
imported from other jurisdictions. F&PP costs can vary year to year as a result of changes in electricity sales and total generation
requirements; the unit prices of different fuel sources, and the mix of generation sources. As noted in the tables below, costs for
natural gas have been declining, with coal and wind increasing. It is important to note the cost associated with wind also
includes the facility costs power purchase agreements (PPAs).

Fuel and Purchased Power Unit Cost ($/MWh)+

100 Wind
80 /
) \/\\
40 \/\
\
Natural Gas
Coal
Hydro
0
2007 2008 2009 2010 2011 2012 2013 2014 |2015/16| 2016/17 | 2017/18 | 2018/19
‘—Natural Gas| 72.01 80.99 55.65 62.38 48.53 43.05 37.25 41.64 34.61 34.23 32.81 31.89
‘—Coal 14.53 16.66 15.71 17.63 18.89 19.38 20.56 24.15 26.12 25.56 25.89 26.95
‘—Hydro 3.46 3.57 3.87 4.10 4.30 4.50 4.72 4.93 5.24 5.45 5.67 5.86
’ Wind 75.24 76.44 82.72 84.57 86.38 88.22 96.93 98.79 99.10 102.13

Observations

Natural gas represents approximately 35% of generation by volume (MWh) but approximately 44% of forecast F&PP expense in
the test years as a result of the higher average unit costs of natural gas compared to other generation sources. The Panel has
noted that SaskPower’s reliance on natural gas is expected to increase beyond the test years as coal plants are phased out and
this will increase SaskPower’s exposure to fluctuations in natural gas prices.

46 St

1" round information request SRRP Q41 and 2018 Rate Application, page 34; InterGroup Consultants Report, page 7-14
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Depreciation expense (approximately 21.2% of the revenue requirement) is forecasted to increase as noted in the table below:

2016/17 2017/18 2018/19
change over 2015/16 change over 2015/16 change over 2015/16
2015/16 actuals actuals actuals
Actual Actuals $ % Forecast $ % Forecast $ %
Expense ($ millions)

Depreciation Expense 409.3 4375 28.2 6.9% 486.0 485 11.1% 514.5 28.5 5.9%
Capital Lease Amortization 56.3 56.3 0.0 0.0% 56.3 0.0 0.0% 57.5 1.2 2.1%
Total $465.6 $493.8  $28.2 6.1% $542.3 $485 9.8% $572.0  $29.7 5.5%

SaskPower’s depreciation methods have not been reviewed externally since 2010. Since substantial capital reinvestments have
occurred since that time and since major assets are being retired, without a new study, it is extremely difficult for the Panel to
assess the reasonableness of SaskPower’s depreciation expense. While SaskPower has internally reexamined its depreciation
methodology, the significance of the financial revenue requirements in the last few rate applications strongly suggest that an
external study confirmation is warranted.

Several items in this expense have raised concerns among the Panel since they have increased expenses by approximately
$39.325 million (see chart on page 28), which is about 8% more than the original calculations and equates to a 1. 5% rate
increase of the 5% requested in the application.” In the 2016 and 2017 rate application, SaskPower’s internal depreciation review
recommended a $10.7 million increase to depreciation expense ($5.58 million due to coal retirement date changes and $5.13
million from useful life changes).** Comparatively, the incremental impact of the internal review of the depreciation in the 2018
application is $34.2 million.* The increasing depreciation charges are primarily related to SaskPower’s proposed treatment of
coal assets. These assets include the potential retirement in 2018 of the Shand Carbon Capture Test Facility which was officially
opened in June of 2015, which will result in an annual increase to depreciation expense of approximately $7 million, and
adjustments to the terminal requirements of coal generation facilities that reflect an increase of $12 million. SaskPower’s
internal annual depreciation reviews have also resulted in service life decreases that have led to increases in depreciation
expense. There does not appear to have been any increase to life extensions that could help offset these increases
notwithstanding the significant new reinvestments that have been undertaken.

The Panel’s independent consultant’s report notes that SaskPower’s depreciation expense for 2017-18 and 2018-19g includes an
increase due to advancing the retirement of coal facilities. SaskPower states these changes reflect terms broadly set out in the
Equivalency Agreement in Principle between the Saskatchewan Ministry of Environment and Environment and Climate Change
Canada. The coal facilities have proposed terminal retirement dates starting in 2021. Due to uncertainty surrounding the
Equivalency Agreement, these dates were determined through discussions with SaskPower’s Asset Management Department
and reflect the current supply plan. SaskPower notes these retirement dates are subject to change.* Hopefully, this uncertainty
will be resolved with the expected signing of the equivalency agreement in 2018.

Terminal Retirement of Coal Facilities

The remaining net book value at March 31, 2017 of SaskPower’s coal facilities is substantial.®* The circumstances leading to the
proposed acceleration of depreciation rates are not something that could have been anticipated when SaskPower built the
assets. The increased costs are primarily a result of requlatory regime changes outside of the control of either SaskPower or its

customers. However, there is also no increased benefit to ratepayers associated with these increases in proposed costs.

The Panel has reviewed this issue in other jurisdictions. The National Energy Board, for example, has made judgements based

7 $39.325 million divided by approximately $25 million increase in revenue of a 1% rate increase.

“ InterGroup Consultants Report, page 7-18

1% round information request SRRP Q21(a).

1% round information request SRRP Q2.

s 2™ round information request SRRP Qa1 indicates remaining net book value of coal generation facilities excluding Boundary

Dam unit #3 of approximately $1 billion.
25



upon factors such as the current and expected asset use; the extent to which customers bear costs not associated with providing
them service, and current and expected competitiveness.** Other utilities and regulators have also dealt with issues related to
material changes in asset lives, stranded assets, or other issues related to whether an asset is used and useful in the revenue
requirement and have adopted alternative methods for depreciation. The Panel understands that SaskPower determines
depreciation expense in accordance with International Financial Reporting Standards (IFRS) requirements and may not be able
to utilize rate regulatory accounting options given the rate regulation framework in Saskatchewan.

Shand Carbon Capture Test Facility

SaskPower used the Shand Carbon Capture Test Facility, in conjunction with an external partner, to perform tests with the goal
of minimizing the cost of amine use in the existing carbon capture process at the Boundary Dam Integrated Carbon Capture and
Storage Demonstration Project.” SaskPower is proposing to advance the retirement date of this facility from 2020 to 2019.%
This decision will lead to a rate increase of approximately 0.33%. SaskPower is still actively seeking new sources for the test
facility and has had several prospective clients tour it for potential replacement when the current partnership ends.*

Average Service Lives

SaskPower’s internal annual depreciation reviews have resulted in service life decreases, which are causing increases to its
depreciation expense. There have not been any changes made to increase life extensions that could help offset these increases.
The Panel reviewed a 2016 study completed for Newfoundland Hydro and peer utility information and recommendations from
the 2010 study performed for SaskPower.* This review indicated that there may be longer service lives being observed for other
Canadian utilities. For example:

e Gas Turbine: SaskPower’s 2010 study recommended a service life of 15 years and noted the current estimate at the
time of the study was 25 years;” the 2016 Newfoundland Hydro study describes a range of 30-55 years for gas turbines.
This account represented 2% of SaskPower’s depreciable plant in the 2010 study.*®

e Transmission steel structures: SaskPower’s 2010 study included peer service lives of 45-85 years; the 2016
Newfoundland Hydro study describes a range of 55 to 85 years.* This account represented 3% of SaskPower’s
depreciable plant in the 2010 study.

e Transmission wood structures: SaskPower’s 2010 study included peer service lives of 25-55 years; the 2016
Newfoundland Hydro study describes a range of 40 to 65 years.* This account represented 2% of SaskPower’s
depreciable plant in the 2010 study.

Although peer comparison information is not the only relevant consideration when determining appropriate depreciation for
SaskPower and that the specific types of assets included in each account may vary by utility, an external review may identify
areas where SaskPower’s service lives could be extended lessening the financial impact of these forced coal asset retirements.

SaskPower last conducted an external depreciation study in 2010 by Gannett Flemming based on 2009 data.® The corporation’s
policy is to conduct an external study every five years, however, that timeline was deferred by management as a cost-cutting

> NEB Decision FH-003-2011 regarding TransCanada Mainline, page 43, https://apps.neb-
one.gc.ca/REGDOCS/ltem/View./939799

5 5™ round information request SRRP Qio(b).

s 5" round information request SRRP Q10(c).

5 1% round information request SRRP Q3s.

5 Exhibit 11: 2016 Depreciation Study in Newfoundland Hydro 2017 GRA (Volume I),
http://pub.nl.ca/applications/NLH2017GRA/applications/NLH%202017%20General%20Rate%20Application%20-
%20Volume%202%20-%20Revision%203%20-%202017-10-27.PDF

7 Page A-21 of the 2010 SaskPower study; Page lI-11 of the 2016 Newfoundland Hydro study.

*® The Consultant understands SaskPower currently uses a 25 year service life for both thermal and gas turbines.
* Page A-22 of the 2010 SaskPower study; Page II-19 of the 2016 Newfoundland Hydro study.

* Page A-24 of the 2010 SaskPower study; Page Il-16 of the 2016 Newfoundland Hydro study.

 SaskPower 2016 and 2017 Rate Application, IR response to SRRP Q16
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https://apps.neb-one.gc.ca/REGDOCS/Item/View./939799
https://apps.neb-one.gc.ca/REGDOCS/Item/View./939799
http://pub.nl.ca/applications/NLH2017GRA/applications/NLH%202017%20General%20Rate%20Application%20-%20Volume%202%20-%20Revision%203%20-%202017-10-27.PDF
http://pub.nl.ca/applications/NLH2017GRA/applications/NLH%202017%20General%20Rate%20Application%20-%20Volume%202%20-%20Revision%203%20-%202017-10-27.PDF

initiative. SaskPower in its 2016 rate application indicated that it intended to conduct its next external depreciation study in
fiscal 2017-18, but SaskPower has stated that it intends to only internally review the estimated service life and depreciation rates
for generation, transmission and distribution assets in 2017-18.%

Depreciation expense is impacted by several factors including asset additions, asset retirements, and methodology changes.
During the last decade depreciation has increased by approximately $300 million cumulatively, due primarily to SaskPower’s
$8.7 billion investment in electricity infrastructure.® The following figure demonstrates the trend in depreciation expense since
the last external depreciation study (implemented January 1, 2011).

Increase in Depreciation Expense ($millions)*

w 00

2017-18 2019-20

2007 2009 2011 2013 201516

Depreciation expense
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% SaskPower 2018 Rate Application, page 39
%2018 Rate Application, page 39.
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The following table outlines the cumulative annual impact of these changes by asset category.

Cumulative Annual Impact from Depreciation Methodology
Changes since 2010 Study*

o Re_:vised Prt_evious Revised Previous Cumulative
Depreciation Property Group Retirement Retirement Dep. Rate Dep. Rate Change Annual
Date Date Impact ($000)
Shand Carbon Capture Test Facility 2019 2020 30.07% 20.00% 10.07% $ 6,910
Boundary Dam Unit 4 2021 2021 12.38% 9.27% 3.11% $ 7,397
Boundary Dam Unit 5 2024 2022 6.34% 6.70% -0.36% $ 919
Boundary Dam Unit 6 2027 2023 4.74% 6.86% -2.12% -$ 1,322
Poplar River Unit 1 2029 2028 4.95% 4.96% -0.01% $ 899
Poplar River Unit 2 2029 2026 4.85% 5.61% -0.76% $ 19
Poplar River Common 2029 N/A 5.58% 3.33% 2.25% $ 3,647
Landis 2021 2020 7.03% 7.14% -0.11% $ 550
Meadow Lake 2021 2020 7.01% 7.15% -0.14% -$ 4
Queen Elizabeth Unit 3 2023 2022 13.11% 13.30% -0.19% -$ 25
Total $ 18,990
Revised Previous .
. Average Average Revised Previous Cumulative
Depreciable Property Group Service Life Service Life Dep. Rate Dep. Rate Change Annual
(vears) (vears) Impact ($000)
Gas Turbines Combuster and Compressor 5-25 15-25 4%-20% 4% -6.67% 0-1333% $ 6,049
Anodes & Coating 15 45 - 50 6.67% 2% -2.22% 4.45% -4.67% $ 4,149
Stub & Treat Wood Poles 15 35 6.67% 2.86% 381% $ 3,023
Grid Automation 15 35 6.67% 2.86% 3.81% $ 855
Station Automation 15 20-35 6.67% 2.86-5% 1.67%-3.81% $ 524
Transformer Automation 15 50 6.67% 2.00% 467% $ 178
Overhead Switching Station Conductors & Devices 25 40 4.00% 2.50% 1.50% $ 313
Surface Stone & Fencing 20 40 5.00% 2.50% 2.50% $ 115
Generation - Controls and Protection 15 25 6.67% 4.00% 2.67% $ 4,701
Vehicles - Power Operated 15 20 6.00% 4.50% 1.50% $ 164
Vehicles - Track Mounted 15 25 6.00% 3.60% 2.40% $ 264
Total $ 20,335
Observations

Given the magnitude of the increase in depreciation expense and the time since the last external review, the Panel recommends
that SaskPower undertake a thorough external review of depreciation expense. This is especially important for regulatory
considerations that are not incorporated in SaskPower’s financial statement focused review. This external review may assist in
identifying areas where SaskPower’s service lives could be extended, where supported by the corporation’s own retirement data
as well as peer utility comparisons and other relevant considerations. It may also identify areas where service lives should be
further shortened. Part of this review would examine terminal retirement of coal facilities to determine if these costs increases
relate to assets that are used and useful and are just and reasonable to include in the rate charged to customers. As well, it may
determine if the Shand Carbon Test Facility may continue to be useful to SaskPower and its customers.

As the financial impact of these changes on the ratepayers is significant, the Panel feels it is extremely important not only to
ratepayers but as well as SaskPower, that the depreciation expense be confirmed. Since the financial consequences to either
party could be significant, the Panel recommends SaskPower undertake an external depreciation study in consultation with the
Panel prior to the next application.

Depreciation has drawn the attention of the Panel due to the accelerated rates and their significant impact on the expense that
is part of the rate increase. The shortened life of the Shand Test Facility and the coal facilities appears to be a large part of this
impact. The Panel would like to see that the total impact of these rate changes be fully confirmed by an external review before
the next application, so the effect on rates is fully vetted and confirmed by such a study. The Panel should be included in the
process so that these concerns are fully considered in the external study.

% 2" round information request SRRP Qg.
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Finance charges (approximately 15.7% of the revenue requirement) reflect interest expense on SaskPower’s long-term and

short-term borrowings and capital leases offset by capitalized interest costs and debt retirement fund earnings.

Expense ($ millions)

Interest on long-term debt

Interest on finance lease

Interest on short-term debt

Accretion

Capitalized Interest

Amortization of debt premiums/discounts
Interest on employee benefits

Other interest and charges

Finance Expense

Income ($ millions)

The above table summarizes SaskPower’s actual interest expense for 2015-16 and 2016-17 as well as forecasts for 2017-18 and
2018-19. Interest expense is generally increasing due to increased capital spending. Total finance charges are forecast to
increase from $384 million in 2015-16 to $424 million in 2018-19 ($40 million or 10.4% increase) due to increased interest on

Debt retirement fund earnings
Interest income

Finance Income

Total Finance Charges

long-term debt.

Observations

Actual and Forecast Finance Charges ($ millions)*

2016/17 2017/18 2018/19
change over 2015/16 change over 2016/17 change over 2017/18
2015/16 Actual Actual Forecast
Actual Actual $ % Forecast $ % Forecast $ %
243.0 257.0 14.0 5.8% 268.0 11.0 4.3% 286.0 18.0 6.7%
167.0 166.0 (1.0) (0.6%) 163.0 (3.0 (1.8%) 164.0 1.0 0.6%
5.0 6.0 1.0 20.0% 7.0 1.0 16.7% 9.0 2.0 28.6%
4.0 5.0 1.0 25.0% 5.0 0.0 0.0% 5.0 0.0 0.0%
(25.0) (15.0) 10.0 (40.0%) (23.0) (8.0) 53.3% (34.0) (11.0) 47.8%
(2.0) (1.0) 1.0 (50.0%) 1.0 2.0 (200.0%) (1.0) (2.0)  (200.0%)
9.0 11.0 2.0 22.2% 9.0 (2.0) (18.2%) 9.0 0.0 0.0%
1.0 0.0 (1.0)  (100.0%) (1.0) (1.0) - 4.0 50  (500.0%)
$402.0 $429.0 $27.0 6.7% $430.0 $1.0 0.2% $442.0 $12.0 2.8%
(17.0) (13.0) 4.0 (23.5%) (12.0) 1.0 (7.7%) (17.0) (5.0) 41.7%
(1.0) 0.0 1.0 (1.0 (1.0) (1.0) 0.0 0.0%
(18.0) (13.0) 5.0 (27.8%) (13.0) 0.0 0.0% (18.0) (5.0) 38.5%
$384.0 $416.0 $32.0 8.3% $417.0 $1.0 0.2% $424.0 $7.0 1.7%

Finance expense changes due to both changes in SaskPower’s overall debt level, as well to interest rates on short-term and long-

term debt. With the size of the capital program it is expected these costs will continue to increase on an upward trend in the

future.

66 St
1
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SaskPower incurs tax expenses (approximately 2.9% of the revenue requirement) related to corporate capital tax obligations
and grants in lieu of taxes. As indicated in the table below, tax expenses are forecast to be $72.5 million in 2017-18 and $77.4
million in 2018-19.

Actual and Forecast Tax Expense ($ millions)*

2016/17 2017/18 2018/19
change over 2016/17 change over 2017/18
change over forecast actuals forecast
Actual Forecast $ % Forecast $ % Forecast $ %
Tax Expense
Corporate capital tax 46.9 45.8 11 2.4% 46.3 (0.6) (1.3%) 51.0 4.7 10.2%
Grants in lieu of taxes 25.6 25.0 0.6 2.4% 26.2 0.6 2.3% 26.4 0.2 0.8%
Sub-total 725 70.8 1.7 2.4% 725 0.0 0.0% 77.4 75.7 6.8%

Observations

These taxes are imposed under legislative requirements. As SaskPower’s capital investments continue and sales revenue
increase these tax obligations will continue to increase.

2018 Rate Application, page 40; 2016 and 2017 Mid-Application Update, page 8.
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SaskPower lists ROE and debt ratio as key financial indicators in its rate application. The list of key financial indicators also
considers operating income, net income, OM&A/PP&E and dividends declared.® The debt ratio provides a measure of total debt
to total corporate capital structure. SaskPower’s target ratio is 60% to 75%. Since 2011 SaskPower has increased its borrowing
to support the delivery of its capital program. SaskPower’s debt ratio is forecast to be at the upper end of the target range in the
test years.

SaskPower advised that it currently calculates an interest coverage ratio based on EBIT (earnings before interest and taxes) as a
financial performance measure. SaskPower calculates the indicator monthly and results are measured against targets
established for both the current fiscal year (1.4 for 2017-18) and the long term (2.0). SaskPower states it will replace the interest
coverage ratio based on EBIT to an interest coverage ratio based on EBITDA (earnings before taxes, interest and depreciation
and amortization), which SaskPower believes provides a better indicator of its ability to cover interest obligations.69 The EBIT
and EBITDA interest coverage ratios for actual years and forecasts for 2017-18 and 2018-19 (based on the current rate proposals)
are all summarized in the consultant’s report. While the Panel has no concerns relative to SaskPower changing its financial
metric it would prefer both to be supplied in future applications for a transitional period.

SaskPower also states that in recent years it has requested rate increases that fell short of meeting financial targets to keep rate
increases more manageable for customers and that it has not earned its long-term target ROE of 8.5% since 2011. SaskPower
notes that now that its debt ratio has climbed to the top of the long-term target range of 60-75%, the corporation must request
rate increases that provide enough cash flow to prevent it from further exceeding the range.” SaskPower’s proposed 5% rate
increase effective March 1, 2018 results in a forecast ROE of 6.9% in 2017-18, (now revised in the mid application update to
6.4%) and a return to the long-term target ROE of 8.5% in 2018-19.” SaskPower is forecasting a debt ratio of 75.3% and a net
income of approximately $210 million in 2018-19.

It should be noted that in the second quarter of 2017-2018 SaskPower recognized a $ 30 million loss as a result of the decision to
defer development of the Tazi Twe Hydroelectric project. This materially impacted net income in 2017-2018 and the resultant
ROE forecast.

As noted in the consultant’s report, SaskPower’s long-term targets of 8.5% ROE and 60-75% debt ratio are in line with industry
practice. However, comparing the actual results of these utilities requires additional considerations. For example, SaskPower as
a fully integrated electric utility (i.e. offering distribution, transmission and generation services to customers) which requires a
larger capital spending threshold (on a per customer basis) and has different considerations for managing its asset base,
compared to a utility that provides only distribution level service. Legislative differences are also relevant. For example, the
Manitoba Hydro Act states the price of power shall reflect the cost of supplying power including sums required to fund reserves
sufficient for insurance against losses and the stabilization of rates, but do not explicitly include a return on equity,”* while
regulations under the New Brunswick Electricity Act specify a particular return on equity and capital structure.”

The Consultant noted that adherence to the debt target range during SaskPower’s period of major capital investment will
continue to put upward pressure on rates, which as noted in the submissions section, is a significant concern for ratepayers.

% 2018 Rate Application, page 45.

%1% round information request SRRP Qg.

7> 2018 Rate Application, page 3.

1% round information request SRRP Q3.

7 Manitoba Hydro Act, Section 39(z), http://web2.gov.mb.ca/laws/statutes/ccsm/higoe.php

7 New Brunswick Electricity Act, Section 68(a)ii http://laws.gnb.ca/en/ShowPdf/cs/2013-c.7.pdf and New Brunswick Regulation

No. 2013-67, http://laws.gnb.ca/en/ShowPdf/cr/2013-67.pdf
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Canadian Utility Comparison of Debt Ratio 2015/16"

New Brunswick Power
Manitoba Hydro

B.C. Hydro

SaskPower

Hydro Quebec

Nova Scotia Power Inc.
Fortis Alberta

Nfld & Labrador Hydro
Fortis BC Electric
Newfoundland Power
Hydro One

TransAlta

96.0%

83.0%

80.0%

74.8%

69.9%

68.7%

57.7%

57.6%

57.5%

54.5%

50.7%

50.3%

Capital Power/EPCOR 45.3%

ENMAX 40.6%

Ontario Power Generation 34.3%

These figures indicate that SaskPower now has the fourth highest percent debt ratio in the sample. The three utilities with
higher debt ratios are all government owned and two (Manitoba Hydro and BC Hydro) are primarily hydro-electric generation
utilities. It should be noted that actual ROE varies from year to year for several reasons, such as weather, increased or decreased
number of customers, changes to fuel prices and other factors. SaskPower provided information in its application that indicated
its long-term target ROE is within the range of other Canadian utilities.”

Several stakeholders expressed their concern about SaskPower achieving its ROE in such a short period of time. The
Saskatchewan Industrial Energy Consumers Association (SEICA) indicated that “there are more questions as to the fairness of
going straight to that target when it is described in the CIC Minister’s Terms of Reference as a ‘long term target’.”” CAPP/EPAC
recommended that Panel evaluate the fairness of SaskPower’s requested increase “based on the total returns to the shareholder
—not based on the requested return on equity in isolation.”” Meadow Lake Mechanical Pulp indicated that “in most businesses,
coincidentally (i) increasing the capacity of the business, (ii) intensively renewing existing infrastructure, (i) not only increasing,
but hitting return on equity “targets” and (iv) reducing debt at the same time, just does not happen. Is it reasonable to expect
that all these outcomes should be fulfilled at the same time?"”

Observations

In reviewing public comments on this issue, the Panel recognizes that a longer period of time for SaskPower to achieve its stated
ROE target would enable all ratepayers to better prepare for rate adjustments and allow the province to remain competitive.
The proposed rate increases are projected to increase SaskPower’s ROE to 6.4% in 2017-18 and 8.5% in 2018-19. This translates
to a significant financial increase in revenue requirement from year to year. It should be noted that actual ROE varies from year
to year for several reasons, such as weather, increased or decreased number of customers, changes to fuel prices and other
factors.

7+ 2018 Rate Application, page 19

7 |bid page 18

7 InterGroup Consultants Report, page B-140
7 InterGroup Consultants Report, page 8-74
7 InterGroup Consultants Report, page B-135
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In its report to the Minister on SaskPower’s 2016 and 2017 rate application, the Panel recommended that SaskPower provide
stakeholders with the opportunity to provide meaningful input into the next cost of service methodology review. Following
through with the Panel’s recommendation, SaskPower engaged an independent consultant, Elenchus, to undertake such a
review in consultation with the stakeholders and the Panel.

In their final report, Elenchus made three main recommended changes to SaskPower’s cost of service methods:

e That SaskPower should implement the average and excess method for classifying generation costs. This is a change
from the equivalent peaker method that SaskPower had previously used. Elenchus recommended moving away from
the equivalent peaker method in part because the standard costing data for fossil fuel plants used to prepare the
equivalent peaker analysis is no longer available.

e That SaskPower implement the minimum system method for classifying distribution lines and transformers. This is a
change from the previous use of utility survey information.

e That SaskPower calculate the non-coincident peak loads used to allocate costs using the class maximum diversified

demand (MDD) method. This is a change to the method previously used by SaskPower that used each individual
customer’s maximum demand to calculate the non-coincident peak load factor of the customer class.”

Observations

The Panel concurs with SaskPower’s consultant’s recommendation and accepts SaskPower’s cost of service study with the
revisions recommended by SaskPower as reasonable for rate-making purposes.

7 Summarized from chapter 6 of the final Elenchus report to SaskPower. Available: http://www.saskpower.com/wp-
content/uploads/Final_Elenchus report.pdf. Accessed October 10, 2017.
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SaskPower is proposing to implement its rate increase largely by equal percentage increases to all components of the rate
structure with a few exceptions:

e Power contract customer rate increases are calculated according to the terms of each contract. The contract customer
class is subject to an average rate increase of 4.1% and has a revenue-to-revenue requirement ratio of less than 1.00
due to one contract in that rate class. There are two customers in the power contract class and all contracts in the class
will expire by December 31, 2019. The decision to convert existing contract customers to published rates will be
dependent on negotiations with customers.*

e  SaskPower is proposing to adjust the calculation of recorded demand for commercial customers with time-of-day
metering from the greater of the current month demand in the on-peak period or 80% of the maximum demand
registered at any other time to the maximum demand in the on-peak period or 85% of the of the maximum demand
registered at any other time. SaskPower indicates this reflects the corporation’s shifting of the time-of-day incentive
from demand to energy.* This change applies to fewer than 30 customers and has a maximum effect on annual revenue
from any one customer of 1% or less.*

The following table summarizes the revenue-to-revenue requirement ratios following the rate increase requested in the
application using SaskPower’s current cost of service study:

Class Revenue to Revenue Requirement Ratios Following Requested
Rate Increase on March 1, 2018*

R/RR Ratio after
rate increases
Proposed Rate (current COS

Increase methods)
Residential 5.1% 0.97
Farms 5.1% 0.97
Urban commercial 5.1% 1.02
Rural commercial 5.1% 1.00
Total Commercial 5.1% 1.02
Power - published rates 5.1% 1.03
Power - contract rates 4.1% 0.99
Total Power 4.8% 1.02
QOilfields 5.1% 1.03
Streetlights 5.1% 0.85
Reseller 5.1% 0.99

The only major class outside of the 0.95 to 1.05 revenue-to-revenue requirement range is the streetlights class. SaskPower has
indicated that due to their relatively small size, the streetlight class is sensitive to fluctuations in their costs. SaskPower is also

% 1% round information request SRRP Q119

* 2018 Rate Application, page 47
¢ 1% round information request SRRP Q123

#2018 Rate Application, page 47
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converting many of its light standards to more energy efficient LED technologies, which will affect the cost of streetlights and
reduce energy consumption and contribution to peak system. As a result, it is expected that the R/RR ratio will move gradually
towards to the required target range.

In response to an information request from the Panel, SaskPower prepared an alternative rate design scenario for review (see
table below) that addressed the following:

e  Fully implements the core recommendations in the 2017 Elenchus cost of service review.

e Amalgamates urban and rural rates for residential and commercial customers (rate simplification).

e Ensures all customer class R/RR ratios other than streetlights are within the 0.95 to 1.05 range.

e Holds the streetlight R/RR ratio constant until the impacts of the LED conversion program are known.

e Fully rebalances the reseller class due to changes in the cost of service methods from the 2012 review.

Alternative Rate Scenario Revenue Requirement Ratios*

R/RR Ratio
Alternative after rate
Rate Scenario increases

Residential 5.2% 0.99
Farms 5.2% 0.96
Small Commercial 5.9% 1.01
General Service 3.7% 1.01
Total Commercial 4.7% 1.01
Power - published rates 5.2% 1.01
Power - contract rates 4.2% 0.98
Total Power 4.9% 1.01
Oilfields 4.6% 1.01
Streetlights 8.1% 0.82
Reseller 6.0% 1.00

Differences in the rate increases in this alternative scenario compared to the rate application include:

e Increases for the streetlight class (8.1% compared to 5.1%), reseller class (6.0% compared to 5.1%) and small
commercial class (5.9% compared to 5.1%).

%1* round information request SRRP Q122(b).
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e Decreases for the general service class (3.7% compared to 5.1%) and oilfields classes (4.6% compared to 5.1%).
e Small increases (about 0.1%) for other rate classes.

The Panel recognizes that SaskPower’s rate design objectives as consistent with Canadian utility industry practice, but urges
SaskPower in future applications to transition all rate classes within the 0.95 to 1.05 revenue-to-revenue requirement target
range. As part of this approach, SaskPower is to consider adjustments to future power class customer contracts to address lower
than average rate increases for these customers when their revenue-to-revenue requirement ratios are less than 1.0.

SaskPower is also proposing to increase all components of the rate structure by equal percentages. The corporation has
indicated that it considers the following when designing rates:

e Limiting the maximum increase to any single customer or class to 15%, which includes any single component of the rate
itself (i.e. basic monthly, energy and demand charges).

e Ensure the proposed rate structures are consistent with the ideal rates calculated within cost of service. SaskPower
attempts to limit the variance of rate components between proposed and ideals to a maximum of 15%. SaskPower
notes that it requires this flexibility due to the large degree of variability that can exist within rate codes due to the
diversity of customer load characteristics.*

Observations

The Panel recognizes that some variation between cost of service unit costs and rates is unavoidable and can serve other
reasonable rate design criteria including rate stability, gradualism and providing effective price signals to customers.

The Panel understands the difficulty and the impact of rebalancing but feels that following the extensive review and merits of
the changes that some rebalancing should occur forthwith to limit extended cross subsidization of costs between customer
classes.

SaskPower in its next application must also consider rebalancing rates between demand charges, energy and customer charges
based on the average unit costs calculated by SaskPower’s cost of service study. This is particularly important where rates vary
from unit costs by more than 15%.

SaskPower also offers a net metering program that allows customers the opportunity to generate their own power using
environmentally-preferred technologies up to 100kW of capacity. Customers who generate more electricity than they consume
can add the electricity to SaskPower’s grid and bank those kW hours as credit towards future consumption for use within a 12-
month period. There are currently 975 net metering customers and SaskPower estimates that the reduced revenue on net-
metered electricity generation is approximately $850.000.* However, as more customers generate their own power,
SaskPower’s costs to maintain and operate the grid are spread over a smaller customer base, which has the effect of raising
rates from the remaining customers. As a result, SaskPower is undertaking an internal review of self-generation programs and
the results should be available in early 2018.% The Panel requests that SaskPower provide a copy of this review as part of its next
application as well as any steps that the corporation believes are appropriate to address this issue.

% 2" round information request SRRP Q38(b)
% 5™ round information request SRRP Q40
% |bid
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The Saskatchewan Rate Review Panel, following its review and analysis that included meetings with SaskPower management,
information requests, several meetings with its technical consultant culminating with receipt of the consultant’s independent
report, and taking into account public and industry input regarding the application, makes the following recommendation to the
Minister:

1. Thatthe proposed system-wide 5% average rate increase be reduced to 3.5%.

The Panel offers the following recommendations to SaskPower arising from its deliberations during this review:

2. That SaskPower have an external review of its depreciation expense, including average service life estimates and
the resulting rates, prior to the next general rate application filing, and that the Panel be included in the process
so that concerns regarding impact on rates is fully considered.

3. That SaskPower undertake as requested by the stakeholders a comprehensive public engagement process for its
integrated resource plan, including implications for future rate increases, as soon as reasonably possible.

4. That SaskPower address rate rebalancing between customer classes using the most recent cost of service study
review and recommendations, particularly where a class is outside of the revenue-to-revenue requirement target
range of 0.95 to 1.05.

5. Thatthe recommendations included in our consultant’s report be reviewed and considered by SaskPower prior to
the next application.

It is clear from this review that both the public and industry are becoming increasingly concerned about both the increase in
rates and the frequency at which they are occurring. They are all encouraging the Panel to lower the rate from what has been
requested and to slow the pace of future increases. Industry has signaled that the province is becoming uncompetitive for
investment as rates have increased from among the lowest in the country to near the highest. With SaskPower’s capital
program during the next decade forecasted to be approximately $ 1 billion a year, upward pressure on rates is expected to
continue well into the future.

At the same time, SaskPower has a significant revenue requirement as it is changing the way it provides power in the province.
The corporation has been investing $1 billion a year for 10 years to renew and modernize its electrical system. Coal-fired plants
are being replaced with natural gas plants. SaskPower has also made a commitment to develop 50% of installed generation
resource capacity from renewable generation by 2030. The cost to implement SaskPower’s preferred generation supply plan
alone will require an 8.5% rate increase over the next five years solely due to capital related costs.

The Panel recognizes the level of concern being expressed by SaskPower’s customers and reducing the proposed rate will help
mitigate some of those concerns. However, reducing the proposed rate should not be at the expense of pushing SaskPower’s
debt ratio beyond its target or making its long-term ROE goal of 8.5% unachievable. The Panel’s proposed rate will maintain the
corporation’s debt ratio at the higher end of its target range, but with the recommended rate increase and if SaskPower’s 2018-
19 financial forecasts materialize, all the financial metrics move positively toward the target goal. The long-term ROE goal may
not be achieved with this application, but the corporation will be on track to reach that goal in near future applications. As well,
the provincial government can place additional restraint measures on the corporation if it desires to reach its ROE target sooner.
If the Panel were to decrease the proposed rates any further, then both SaskPower’s debt ratio and ROE targets would be
moving in an unfavourable direction.
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There are other measures that SaskPower can take to meet its revenue requirements with the revised rates. Although OM&A
spending per customer has been limited to half the rate of inflation, SaskPower can continue to focus on limited growth in this
area. The capital spending program should be prioritized in such a manner that discretionary items are made a long-term
priority in order to reduce pressure on rates.

The other major factor that can impact SaskPower’s revenue requirement is the depreciation expense. As previously noted,
given the magnitude of the increase in depreciation expense, an external review of SaskPower’s depreciation expense is
necessary to identify areas where SaskPower’s service lives could be expanded.

The Integrated Resource Plan addresses SaskPower’s objective of reducing carbon emissions by 40% from 2005 levels by 203o0.
This plan also includes a target of having 50% of its installed generation resource capacity from renewable generation by that
date. A substantial capital investment is required over the next 10 to 20 years to implement this plan, which will continue to
apply upward pressure to rates. The Panel has heard that numerous stakeholders want to have a better understanding of this
plan and perhaps be an integral part of the resource plan. With the implication for rates over the longer term, the Panel believes
it is a reasonable request for these stakeholders to be engaged in this process and to have meaningful input.

In terms of rate balancing, the Panel recognizes that the current application may have required a more simplified approach to
rate design, but there are some aspects of the recent Cost of Service Study that should be immediately implemented. In its next
application, SaskPower should start rebalancing rates between demand charges, energy and customer charges based on the
average unit costs calculated in the study. SaskPower should also consider the impact to the rate base due to net metering
programs and provide a copy of this review to the Panel.

On a final note, the Panel’s consultant made a number of technical recommendations throughout its report that should be
considered by SaskPower. A summary of the consultant’s recommendations can be found on pages 17-1 to 17-3.
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The Panel has considered a number of potential risks and considerations in making these recommendations but the following
should not be considered a complete analysis of all the risks that SaskPower is subjected. These risks may appear at a future
date and have an impact on the ratepayer, the corporation and the public. All stakeholders should be aware of these risks and
considerations as they may have an impact on future rate applications.

Main Financial Considerations

SaskPower identified the main financial risks it faces regarding the requested rate increases, domestic electricity sales, natural
gas prices and hydro levels. Some of these risks include:

e A1%decrease in the requested rate increase would reduce net income by $24 to $25 million annually.
e A$1/GJincrease in natural gas prices would reduce net income by $24 to $32 million.

e A10% decrease in hydro generation would reduce net income by approximately
$13 million.

e A1%increase in short-term interest rates would reduce net income by approximately $11 to $12 million.

e A sio0 million reduction in capital spending would increase net income by $7 million.*

Carbon Tax

The federal government announced a new carbon tax that would set a minimum price on carbon of $50/ tonne by 2022. The
floor price will begin at $10/tonne in 2018, and increase by $10 a year for the next four years. SaskPower indicated that the
implementation of the federal government carbon pricing backstop program in July 2018 would reduce net income by an
estimated $139 million in 2018-19. However, SaskPower also noted that the implementation of a carbon tax is not part of this
rate application. The Provincial government has given no indication that it will comply with any form of Federal carbon tax,
including the Federal Carbon Backstop proposal as of the date of this report. The Federal Carbon Pricing Backstop’s assumed
implementation date of July 2018 is uncertain. The impact to netincome is also unknown and could fluctuate significantly if any
of the carbon tax revenue was reinvested in SaskPower to help it achieve its emissions targets.”®

SaskPower is currently the province’s largest greenhouse gas emitter and if a tax is implemented, it will have an impact on rates
which at $10/tonne is estimated to increase rates approximately 7% annually until it reaches the proposed maximum without
mediation measures.

Provincial Economic Outlook

SaskPower’s finances are heavily influenced by the overall provincial economy. Based on Conference Board of Canada forecasts,
Saskatchewan economic growth and recovery is expected in 2017 and 2018. Rebounding prices for minerals, commodities,
agricultural products, and oil have led to a better economic outlook in the province, which in turn, increases demand for energy
and increases revenues. If economic growth continues to improve, then this will impact SaskPower’s revenue. However, if the
economic outlook falters and demand for energy decreases, SaskPower will see a negative impact to its revenues.

* InterGroup Consultants Report, page 7-40
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Weather

Weather is a constant risk for SaskPower and the corporation must prepare for the worst possible scenarios. If weather is colder
than normal, then its revenues will be higher and customer bills will increase since more power will be consumed. If weather is
warmer than normal, customers will consume less power, resulting in lower bills and lower revenue for the corporation. It should
also be noted that a colder than normal winter may result in an increase in natural gas prices and increase operating costs for
SaskPower. The reverse may occur as a result of a warmer than normal winter.

Changing Regulatory Environment

SaskPower continues to operate in a changing regulatory environment that is expected to apply pressure to rates. In addition to
the federal carbon tax, the province recently released its climate change strategy (Prairie Resilience: A Made-in-Saskatchewan
Climate Change Strategy), which reaffirms SaskPower’s commitment to achieve a 50 per cent electricity capacity from
renewable resources and reduce overall greenhouse gas emissions by 40% by 2030. Provincial regulations will also be introduced
for electrical generation that will help facilitate an equivalency agreement with the federal government covering coal-fired
generation in the province.*

Collective Agreements

SaskPower’'s employees are subject to one of two collective labour agreements and both agreements expired on December 31,
2016.” There is risk that these collective agreement rates may be higher than SaskPower is forecasting, which would apply
pressure to rates.

* http://www.saskatchewan.ca/government/news-and-media/2017/december/os/climate-change-strategy, Dec. 13, 2017.
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http://www.saskatchewan.ca/government/news-and-media/2017/december/04/climate-change-strategy

Based upon its terms of reference, the Panel must balance the interests of SaskPower, its customer, and the public. The Panel
recognizes the need for SaskPower to increase rates to meet its revenue requirements. At the same time the Panel has heard
from customers who have expressed concern that continued rate increases can have a substantial impact on individuals, families
and businesses. In making its recommendations, the Panel has considered the current needs of customers and the utility along
with possible future outcomes.

SaskPower Monthly Bill with Rate Increase Before Taxes*

SaskPower Monthly Bill in CADS

Customer Class April 1, 2017 March 1, 2018 | March 1, 2018

Monthlv Bill (5% Increase) | (5% Increase)

v Monthly Bill Bill Increase
Urban Residential 625 kWh $107.89 $113.37 $5.48
Urban Small Commercial 14 kW & 2,0000 kWh $294.07 $309.00 $14.93
Urban Standard Commercial 100 kW & 25,000 kWh $3,525.30 $3,704.32 $179.02
Large Industrial 10,000 kW & 5,760,000 kWh $431,402.73 $453,329.87 $21,927.14

Should the Panel’s recommendation be accepted, monthly bill increases would be reduced to approximately $ 3.82 for Urban
Residential; $ 10.45 Urban Small Commercial; $ 125.30 Urban Standard Commercial and $ 15,348.90 Large Industrial customers.

Impact on the Crown Corporation — SaskPower

The Panel’s recommendations to the Minister and SaskPower will assist the company to continue to provide safe and reliable
power to Saskatchewan people. The recommendations in this report encourage SaskPower to complete an external review of its
depreciation rates, to provide a public engagement process for its Integrated Resource Plan, 