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Hydro insists it needs to be ready for a worst-case scenario and reduce its debt for future generations. It’s a compelling argument, but also worth challenging.

SavingHydro at economy’s expense

I
T is not easy to disentangle the business,
finance and politics of Manitoba Hydro. In
recent weeks, there has been a flurry of activ-

ity, with the Hydro chair and vice-chair doing
presentations to business groups and chambers,
building the case for their 7.9 per cent general
rate increase.

The tone of the message has been clear — us-
ing doomsday scenarios and a very limited set
of assumptions, Hydro’s senior board members
have been telling a business-friendly crowd that
the Crown corporation’s debt-equity ratio must be
reduced quickly and major rate hikes are the only
way to do so.

The result has been a kind of tunnel vision
which ignores the fundamental differences
between public utilities and Crown corporations,
versus the private financial sector, as well as
impacts on the rest of the economy.

There may be cause for concern, but not for
panic. We need to be clear-eyed about the reality
of the situation.

Manitoba Hydro is currently profitable and
is forecast to remain that way over the next
decade even without the newly proposed 7.9 per
cent increases. In the next decade or so, it will
face challenging years because of current capital
investments due to major capital projects: new
dams and the Bipole III transmission line.

The dams could generate returns for decades,
and while the route for Bipole III was disputed,
its necessity is not: it provides backup to prevent
a possible blackout the economic impact of which
could be north of $20 billion and could leave hun-
dreds of thousands of Manitobans without power
for months.

Manitoba’s current, relatively low and stable
power prices are a major competitive advantage,
especially for mining companies doing business
in Manitoba. Other jurisdictions have lower taxes
and depreciation regimes for capital, but Mani-
toba has lower electricity prices.

Hydro’s management is insisting that they
need to be ready for a worst-case scenario, such
as a drought, and that they are acting to prevent
leaving debt to their children and grandchildren.
Manitoba’s credit rating has been downgraded
by ratings agencies — in part because of the
government’s failure to hit budget targets. To this
point, however, downgrades have not been due to
Hydro’s debt.

These are all compelling arguments — but
they are worth challenging. The scenario being
presented by Manitoba Hydro is not the only one,
nor is it even the most likely.

The Mining Association of Manitoba agrees
with the Manitoba Industrial Power Users Group:
Hydro can avoid a debt crunch without having
to dramatically increase rates. The existing
timeline can get Hydro to a better debt-to-equity
ratio without the collateral damage to the rest of
the economy.

There appears to have been no consideration or
consultation about the impact a 7.9 per cent in-
crease would have on Hydro’s major customers,
and how that would affect Hydro’s bottom line.

Hydro’s major customers are businesses that
employ tens of thousands of Manitobans; if major
companies pull up stakes due to rate hikes, the
result will be job losses for communities and lost
revenue for Hydro. The rate hikes could further
discourage new investment by companies looking
to grow in Manitoba. Also, the lost revenue would
mean that rates for everyone else would have to

go up even more to get Hydro the revenue it now
seeks.

By focusing only on hiking prices, Hydro is ef-
fectively choosing to build up a cushion of equity
by “borrowing” from its customers — private
companies and individuals — who have much
less financial flexibility, and often have much
more debt, than the government does. Hydro’s
customers — whether low-income households or
companies — do not have the financial flexibility
the Manitoba government does to raise revenue
through taxes, or to borrow.

The idea that Hydro must engage in massive
rate hikes today to reduce a debt pinch “for the
future of the province and for our grandchildren”
ignores the reality that losing current mine op-
erators would be a disaster.

It should not be an either/or between rate hikes
and equity; driving Hydro’s biggest customers out
of business will hurt, not help, Manitoba Hydro.
There are a number of alternatives that must be
considered, including individual contracts for
major customers and/or preferential rates for spe-
cific rate classes or northern customers.

Ultimately, the responsibility for Manitoba
Hydro lies with its board, management and its
owners — the Manitoba government — not just
its customers. Rate hikes may be inevitable, but
destructive ones should not be.

It could be more efficient and effective if the
province of Manitoba were to address any issues
of shortfalls in income by simply reducing the
large payments Hydro is required to make to
government each year, in a way that assures a
brighter future for Hydro and its customers, too.

Andrea McLandress is the executive director of the Mining Association
of Manitoba Inc.

ExpandedCPP has serious consequences
IT was as recently as June 20, 2016 that the
federal and provincial finance ministers agreed
to expand the Canada Pension Plan. This is such
a recent event, in government terms, that many
of the details of benefit entitlements, costs and
investment criteria are still not known.

But it has been long enough for those who are
deep thinkers on matters of social security to
have had time to delve into the macro proposals
and issue some serious concerns. The key cau-
tion: who really benefits? Turns out, it’s not low-
or middle-income workers.

The Canadian retirement income security
system is made up of a variety of moving parts:
old age security, the guaranteed income supple-
ment, the CPP, plus private savings in workplace
pension plans, registered retired savings plans
and tax-free savings accounts. This creates a
complex maze of sub-plots. It is difficult to tweak
one part — such as the CPP — without creating
consequences for other parts of the system that
might not have been foreseen. It is like squeezing
one part of a balloon; for sure, some other part is
going to pop out on you.

So it is not surprising that after a year, two
thoughtful commentators, Bob Baldwin and Rich-
ard Shillington, have issued a critical paper from
the Institute for Research on Public Policy, point-
ing out serious negative consequences of an
expanded CPP.

Baldwin and Shillington state that poorer
Canadians with income (other than OAS, which
is exempt) persistently less than $25,000 will get
no net benefit from the enhanced CPP Tier 2 ben-

efits for which they have paid (a relatively rare
event for married couples).

Here’s why.
The guaranteed income supplement is a welfare

payment meant to help only those attempting to
live on very low income. Once a recipient earns
some relatively modest income, their GIS benefits
are clawed back. This clawback is equivalent
to a 50 per cent tax rate on earned income over
the defined level and, because seven provinces
have similar top-ups with similar clawbacks, the
effective tax rate can be as much as 100 per cent
(or even higher, if there are other subsidies for
housing, transport, etc.).

In other words, there is virtually no incentive
for a low-income worker to save for retirement or
to take paid employment, especially once one is
retired and receiving the GIS.

Now, throw into this mix a unilateral and man-
datory expansion for the CPP for all Canadian
workers outside of Quebec. The new tier of ben-
efits is meant to be “fully funded,” which means
that workers will have to pay in full for any new
benefits they receive.

So, we have a system that mandates that work-
ers — even low-income workers — have to make
full contributions to buy their new benefits. Why
is this a problem?

When persistently low-income workers retire,
they will find that their GIS benefits (paid for out
of general tax revenues) will now be clawed back.
Most of them will receive nothing more in total
benefits, even though they have been forced to
pay in full for the expanded CPP. To be fair, this
is mitigated to a great extent by changes planned
for the working income tax benefit.

Overall, the picture is very different from that
portrayed by our politicians. Canadians will pay
for their new CPP benefits in full through work-
place contributions. No government cost at all.

In fact, the portrait is even rosier for govern-
ments. Because of higher benefits from the new
CPP, tax revenues will rise $2.7 billion (once the
system is mature) and OAS/GIS benefits will fall
$2.1 billion because of the clawbacks.

Further, because OAS benefits rise with infla-
tion, but wages rise with the growth rate of the
economy (usually higher), the replacement rate
provided by the OAS will fall as a percentage of
average wages over time. Models indicate that
over the next 20 years, the value of OAS will fall
faster than the new benefits the CPP will create.
There will be no net gain at all for both low and
middle-income workers.

Baldwin and Shillington ask: “Who benefits
from an expanded CPP?” The government — like-
ly. High-income workers — yes. But not everyone
else. And, in fact, low-income workers may even
see a reduction in overall benefits.

In short, the Canadian retirement income
security system is complex and full of important
contradictions among and between component
parts. One cannot just amend one part of the
system without analyzing the effect on the total
system. So far, the federal government seems not
to have taken this into account.

Robert L. Brown is an expert adviser with EvidenceNetwork.ca and a
fellow with the Canadian Institute of Actuaries. He was a professor
of actuarial science at the University of Waterloo for 39 years and is a
past president of the Canadian Institute of Actuaries.

Get creative
for health-care
revenues
PREMIER Brian Pallister continues to refuse
to sign a federal health-care deal, terming it
“dangerous, reckless, and risky for the sus-
tainability of health care. Right now, I don’t
mind standing alone.” I agree, but believe that
he should collaborate with new Conservative
leader Andrew Scheer. There are four areas
needing attention.

National pharmacare program: According
to Steven Morgan at the University of British
Columbia in a recent study from the Cana-
dian Medical Association Journal, Canada
had the second-highest medication costs for
conditions such as hypertension compared
with nine other countries. Some 10 per cent of
Canadians cannot afford to fill their prescrip-
tions. If Ottawa spent $1.2 billion annually to
provide universal coverage for 117 medica-
tions (accounting for 44 per cent of prescrip-
tions), individuals and private plans would
save $4.3 billion per year.

Binding arbitration for physicians: Justice
Emmet Hall rejected the notion that govern-
ment could unilaterally reduce or determine
payment to physicians. He termed it “wrong-
ful conscription” of physician services. He
added that if legislation prevents doctors
from opting out of medicare, it must provide
that “when negotiations fail and an impasse
occurs, the issues in dispute must be sent to
binding arbitration.” In British Columbia,
Nova Scotia and recently Manitoba, govern-
ments have rejected arbitration decisions and
neutralized them by subsequent legislation.

If mobile physicians are to be recruited and
retained in Manitoba or any province, they
must be treated fairly. The Canadian Medi-
cal Association in 2013 proposed amending
section 12 of the Canada Health Act so as to
mandate binding arbitration. In fairness to
doctors across Canada, the health act needs to
be amended now.

Portability of payments to physicians: Quebec
residents enjoy portability of hospital but not
physician services, a violation of section 11 of
the health act. As no federal health minister
has enforced the law, a solution would be for
Ottawa to pay physicians directly for all pa-
tients treated outside of their home province,
just as it does for federal prisoners, refugees
(until signed up with a provincial health plan),
and, until recently, members of the RCMP.
This would cost about $175 million per year —
an affordable amount.

Limited privatization of health-care deliv-
ery:Unlike Americans, we are fortunate to
have a universal public system that covers
all Canadian patients, regardless of previous
illnesses or recent changes in medications.
Surgical and procedural fees are lower, as are
administrative and malpractice costs.

However, as provincial deficits rise, hospital
global budgets are frozen, forcing them to
close operating rooms for weeks at a time
over Christmas and during the summer. This
lengthens wait times for elective surgery
and accelerates the permanent loss to other
provinces and countries of skilled physicians,
nurses and technicians, who become frustrat-
ed with underemployment.

How can we better fund our health system?
Certainly provincial governments should not
increase their debt; Manitoba predicts a total
net debt of $24.8 billion, Alberta expects to
double its $45 billion debt over the next three
years and Ontario already has a debt of
$312 billion. Despite Pallister’s position, an in-
adequate solution is just to demand increased
federal transfers from a Trudeau government
already committed to annual deficits of nearly
$30 billion.

We should also not simply raise federal
or provincial taxes. As Scheer said, “What
the prime minister is failing to realize is
that when you tax Canadians, they have less
money to save for their university education,
their first home or for their retirement.”

We should be creative. New sources of rev-
enue must be found. If federal and provincial
legislation were changed, operating rooms in
major cities such as Winnipeg could expand
and provide elective surgery 24/7 to Ameri-
can, Chinese and other foreign patients. When
a joint replacement in New York or Boston
costs more than US$70,000, but only C$18,000
in Laval, Que., and with a 77-cent Canadian
dollar, the less-expensive care in Canada
should be attractive to U.S. insurance compa-
nies and for medicare patients.

Moreover, according toNew York Times,
mainland Chinese patients took 500,000
outbound medical trips last year — a five-
fold increase from a year ago. Most were to
U.S. hospitals for surgery and, occasionally,
cancer therapy. These patients could come to
Canada for less expensive treatment.

We can take pride in a universal health-care
system that Americans — due to powerful
lobby groups — will likely never enjoy. Yet it
desperately needs reform.

Ottawa physician Dr. Charles Shaver is chair of the section on
general internal medicine of the Ontario Medical Association.
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