




















EXCERPT FROM THE MAY 20, 2025 CITY COUNCIL MEETING MINUTES

Medicine Hat City Council - Tuesday, May 20, 2025 ATTACHMENT #2
11. COMMITTEE BUSINESS
(11.1.) Energy Business Strategic Review - Defining Municipally
Controlled Corporation (MCC) and Rate Review Committee (RRC)
Managing Director Pancoast, Director Tuchscherer, Director Barta, and Solicitor
Klasen provided a presentation and answered questions of Council.
2025/118 Councillor A. Van Dyke - Councillor C. Hider moved that Council direct
Administration to proceed to arrange, in accordance with legislated requirements,
a public hearing regarding the potential incorporation of a municipally controlled
corporation (MCC), with the City as sole shareholder, that would operate the
City’s electric generation, electric distribution and gas distribution business units
(and the supporting energy marketing and business analysis function).
The public hearing will be held at a Council Meeting scheduled for June 24, 2025,
at 4:00 P.M., at City Hall in Council Chambers.
For: 5; Against: 2; Absent: 2
Voting Against: Clir. R. Robins, ClIr. S. Sharps
Carried
12. NOTICE(S) OF MOTION
There were no Notice(s) of Motion.
13. COUNCIL MEMBER REPORTS
There were no Council member reports.
14. ADJOURNMENT

The meeting adjourned at 9:57 p.m.

Adopted by City Council on June 2, 2025.

COUNCILLOR MCGROGAN TAROLYN AASERUD
CHAIR CITY CLERK



Jennifer Anderson
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Executive Summary

Background

The City of Medicine Hat (‘the City’) provides a variety of services for the benefit of its community, including
services atypical to a municipality: the production, distribution, and sale of natural gas and electricity. This unique
mix of operating both (1) a tax-funded, low risk, municipal service model and (2) a profitable, higher risk,
commodity and utility business model within a single legal enterprise that is accountable to the community has
often created confusion and frustration for tax-payers, utility rate-payers and staff alike. The philosophies, risk
tolerance, financial considerations, and complexity of decision making can vary considerably between the two
approaches and are often incongruent. Particularly given the level of influence the energy business can have on
the City’s overall financial health, Councillors have been quoted as saying ‘is this an energy business running a

municipality or is this a municipality running an energy business?’

Focus on the philosophical approach for how the City runs its energy business sharpened once again in 2023.
Given the City’s regulatory ‘exemption’ advantages, and the increasingly complex operating environments for the
City’s energy business, the City engaged an independent third party to provide expert-informed advice to the City
for how best to drive value from its energy business for the benefit of the community. KPMG conducted an
Energy Business Review through 2024 and ultimately chose to focus their analysis on options related to the legal
organization and governance of the energy business:«(1) retain the current state: business within the municipal
legal entity; (2) divest all or part of the energy business; or (3) transition all or part of the energy business into a
City owned municipally controlled corporation, an MCC. At the end of 2024, KPMG recommended the creation of
an MCC to house the electric generation, gas distribution and electric distribution businesses (and related energy
marketing and business analysis department). For the purposes of this document, those business units may be
referred to as the Energy Business (excludes the declining natural gas production business). KPMG also
recommended the addition of a Rate Review Committee to act as City Council’s delegated regulator, to ensure

appropriate checks and balances for regulated energy rates.

In parallel, in September 2024, the City delivered an Energy Strategy that also highlights changing market and
regulatory landscape conditions that are anticipated to significantly impact both the risk, complexity and overall
long term viability of the City’s energy business. To ensure that the energy business drives value for the City and

the surrounding community, the identified objective is to:

e Ensure delivery of cost-competitive, reliable, compliant energy to local customers (to protect and grow the
local economy);

¢ Provide sustainable profits from the energy business back to the City, and if not viable, transition to
external source(s);

¢ Manage the energy transition risk to protect the City’s taxpayers from shouldering any unintended

transition liability.

Business Plan: Municipally Controlled Corporation 3 @ Medicine Hat
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Additional detail and context for the Energy Business Review and Energy Strategy can be located:

e Energy Strategy (YouTube)
e Energy Strategy Presentation

e Energy Business Review Public Report (KPMG)

e Energy Business Review Presentation (KPMG)

e The Business of Energy (Shape Your City)

Document Purpose

This document is a business plan intended to provide disclosure material (key elements defining an MCC or
impacted by the introduction of an MCC), as required under the Municipal Government Act (Alberta), as well as
additional supporting context. The business plan will assist with informing the public, and Council as the decision-
maker, on the desirability of forming an MCC. Should Council see sufficient merits_ in considering the formal
decision to establish an MCC, a statutory public hearing will first need to be held to further inform Council in

advance of such decision.

Objectives/Description of the Corporation

Establishing an MCC requires creating a corporation (referred to in this Business Plan as the “MCC” and “the
corporation”) wholly owned and controlled by the City to operate the City’s existing Energy Business (Utility
Distribution Systems - natural gas and electric, Electric Generation, and Energy Marketing & Business Analysis

business units) to deliver best value to the community.

The corporation will be governed by an independent, skill-based, focused Board of Directors accountable to the

City as the sole shareholder.

The corporation will provide essential energy utility services to residents and ratepayers of the City, and dividends
paid to the City out of the corporation’s profits will provide a direct benefit to the residents of the City, as the City

will be able to use those funds for a wide range of municipal purposes.

Legislative Requirements for MCC Business Plans

The Municipal Government Act (Alberta) (“MGA”) and Alberta Regulation 112/2018 (the “Regulation”) regulate
the creation of municipally controlled corporations in Alberta. Before a municipal council passes a resolution
authorizing its municipality to control a corporation, the municipal council must consider a business plan for the
corporation that addresses the matters in Section 75.1(4) of the MGA and section 4 of the Regulation. The

following table outlines the prescribed content and where to find it in this business plan.

Business Plan: Municipally Controlled Corporation 4 @ Medicine Hat
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https://www.youtube.com/watch?v=Z0uwSOrEuUI
https://shapeyourcity.medicinehat.ca/46073/widgets/193936/documents/142679
https://shapeyourcity.medicinehat.ca/46073/widgets/194955/documents/143871
https://shapeyourcity.medicinehat.ca/46073/widgets/194955/documents/143872
https://shapeyourcity.medicinehat.ca/the-business-of-energy

Requirement Where to Find it in the Business Plan

MGA s. 75.1(4)(a) the costs related to establishing and Appendix A: Financial Projections

controlling or obtaining control of the corporation, as the

case may be

MGA s. 75.1(4)(b) the value of any assets of the s. 5.2 Structure and Staffing and s. 5.3. Assets
municipality or group of municipalities that are to be and Systems

transferred to the corporation

MGA s. 75.1(4)(c) a cash flow projection for the next 3 Appendix A: Financial Projections

years of the corporation’s operation

MGA s. 75.1(4)(d) the corporation’s financial statements Not applicable as the corporation does not yet
and operating and capital budgets for the most recent 5 exist

years, or if the corporation has existed for less than 5 years,
the financial statements and operating and capital budgets
for each year it has existed,

Regulation s. 4(a) the services the corporation intends to s. 2. — Scope of Services and Locations

provide

Regulation s. 4(b) the names of the shareholder of the s. 4.4. - Shareholder

corporation

Regulation s. 4(c) the geographic locations in and outside s. 2.2.- Location of Service Provision

Alberta in which the corporation intends to provide services

Regulation s. 4(d) any potential environmental, financial, s. 1. - Value Proposition and s.6. Risks and

labour or other liability risk in controlling the corporation Considerations

Regulation s. 4(e) information demonstrating that the s. 4. - Governance and Ownership and s. 5.

corporation will not be dependent on the shareholders for Operating Model Changes

its ongoing operations

Regulation s. 4(f) the impact of controlling the corporation s.1.4. - Impact on the City’s Financial Viability

on each municipality’s financial viability and Debt Capacity and Appendix A: Financial
Projections

Regulation s. 4(g) in the case of a corporation that intends s. 4.7. Rate Regulation and Structure
to provide utility services, a projected rate structure

Regulation s. 4(h) a market impact analysis if municipal s. 3. - Market Impact Analysis
control of the corporation would result in competition with
similar services provided by the private sector

Business Plan: Municipally Controlled Corporation 5 @ Medicine Hat
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1. Value Proposition

Value and impact to the City of Medicine Hat tax and
utility rate payers

1.1. Strategic Context

Business enterprises are part of the City’s fabric, with local discovery of natural gas dating back to the late 1800s.
Abundant natural gas also spurred the City’s entry into natural gas-fired electricity generation over a century ago.
Revenues from the abundant gas supply supported the City’s self-determination and establishment of the
relatively generous level of amenities that the City has been able to offer the community while keeping property
taxes competitive. Over the last several decades the City has fiercely fought for and protected important natural
gas and electric regulatory exemptions that have allowed the City’s energy businesses to continue through the

provincial advancement of competitive supply and retail approaches.

Fortunes have shifted significantly for the City in recent years; however, as the once abundant and profitable
natural gas production faced depletion and higher costs. In 2019, the City made the difficult decision to close 75%
of its wells as they were no longer economic. The City’s natural gas needs are now only served by 10-15% of its
own supply. Rather than receiving valuable revenues from natural gas production, the City is now spending tens
of millions of dollars annually on natural gas abandonment and reclamation. It's been over a decade since natural
gas production provided a meaningful dividend to the City, but during that time, the City’s electric generation
business flourished with both growth and high market prices. Even with the once prized natural gas dividends
now gone, the energy business has contributed over half a billion dollars in dividends to the City in the last 10

years alone, led largely by electric generation.

The higher commodity cycle from the last several years, however, has now transitioned to a low commodity cycle,
right when federal and provincial decarbonization policies and regulations, together with an Alberta electricity
market redesign, threaten the cost competitiveness and long-term viability of the City’s natural gas fired electric
generation fleet. The Energy Business also has $500 million in capital spend forecast in the next decade to
sustain and replenish its aging fleet, plus any additional spend related to energy transition and/or growth. The
City’s 2024 Energy Strategy, KPMG’s Energy Business Review, and the City’s 2025/2026 budget planning and
related forecasts highlight significant and sustained challenges that jeopardize the energy business’s ability to
deliver value, which in turn challenges the overall City financials. The historical reliance on financial energy
proceeds in the municipality leaves the City vulnerable to the future energy risks that are now forecast. The tax-
based services of the City are partially funded, both operationally and for capital projects, by reserves that have
been filled with energy dividends. If energy proceeds cannot be sustained, property taxes will need to increase

considerably to fill the revenue void and services will need to be curtailed.

Business Plan: Municipally Controlled Corporation 6 @ Medicine Hat
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The Energy Business Review echoed this risk, confirming that ‘this situation underscores the need for the City to
adapt its energy strategy to maintain its competitiveness for ratepayers, shelter the taxpayer from potential
financial losses, and meet the changing demands of the 21st century’. After careful and thorough analysis, KPMG
identified the introduction of an MCC for the Energy Business to ensure the required skills and governance model
are in place to support careful and prudent navigation through the increasingly complex energy landscape for the
best outcome for the Energy Business and for the community. The current governance model has Council

performing 3 potentially conflicting functions:

e Driving a profitable energy business
e Approving appropriate rates for the rate payers

e Providing value to the tax payers
The conflicting roles often leaves one of those functions in a sub-optimal position.

Within the noted strategic context, the merits for introducing an MCC are noted below.

1.2. Increased governance in a complex area

The MCC would be wholly owned by the City as the sole shareholder, governed by an independent board of
directors, and managed by officers appointed by the board of directors. This board and the officers would be
comprised of individuals with expertise necessary to effectively govern the complex Energy Business. The
conduct of directors and officers will be subject to the Business Corporations Act (Alberta), a unanimous
shareholder agreement, articles of incorporation, a.general bylaw, and other governing documents. Accountable
to the City and with a duty to act in the best interests of the MCC, the board of directors and officers would bring
the necessary skill sets to help the MCC navigate the challenges it faces, mitigate the risk to the City, pursue

opportunities as they arise, and optimize value to the City and its taxpayers.
1.3. Reduced liability and risk as a separate legal entity with increased oversight

Separate Legal Entity: As the MCC would be a separate legal entity with the rights, powers, and privileges of a
natural person, the creation of the MCC would limit the City’s exposure to the Energy Business's risks and market
volatility. In general, the liability of a shareholder is limited to the extent of its investment in the corporation. The
MCC would be able to carry on operations, own property, enter and enforce contracts, obtain financing and
insurance, and engage in legal and regulatory proceedings in its own name. The financial and legal separation
between the MCC and the City would help buffer the City from commaodity price swings and limit the City’s direct

exposure to the MCC'’s future debt, as well as any legal and regulatory proceedings, and liabilities.

Skill-based governance: Increased governance for the MCC would also be expected to reduce risk associated
with large capital projects. The MCC plans to spend approximately $500 million of capital over the next ten years,

before considering new growth or energy transition projects such as a large solar facility. Effective governance for

Business Plan: Municipally Controlled Corporation 7 @ Medicine Hat
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large capital projects could help establish which projects are the most appropriate to pursue, while also

minimizing the risk of cost and schedule overruns.
1.4 Fit for purpose financial transparency and accountability

The Energy Business is currently governed by Public Accounting Standards, while private industry typically
applies International Financial Reporting Standards (IFRS). As an independent entity, the MCC would adopt the
use of IFRS, which would more readily improve financial transparency and comparability for benchmarking. MCC
financial statements would provide clear financial performance that would increase accountability of the MCC to
Council and ratepayers and help to demonstrate the value generated by the business units. The fit for purpose
financial statements, together with a skill based and focused MCC governance model drives the appropriate

controls and decision making for improved outcomes.
1.5. Access to additional funding tools

The energy business is facing an increasingly challenging regulatory environment with growing expectations for
accelerated energy transition that impacts demand through electrification and consumer supplied solutions and

impacts the allowable or desired carbon intensity of the energy supply (decarbonization).

It is important to note that concerns related to the cash flows available to the City and the MCC would be present
irrespective of whether an MCC is created or the energy operations continued to be held within the City, as

discussed further in section 1.1 Strategic Context above and in Appendix A: Financial Projections below.

With this precarious outlook, a focused and informed skill-based MCC board can help navigate the regulatory and
market uncertainty while also leveraging new sources of financing that are not currently available to the City
and/or partnership arrangements that are less conducive to a municipal model. Today, energy projects compete
for funding with traditional municipal projects. With new sources of financing available to the MCC, the MCC
structure could enhance the long-term viability and profitability of the energy business, potentially increasing

returns to the City and benefiting the community as a whole.
1.6. Increased Potential for longer term dividend growth

Increased accountability for financial performance, greater access to capital, and the ability to prioritize growth
opportunities independent of City needs would position the MCC well to drive growth, increase efficiencies and
generate value. An increase in margins of less than 1.5% would offset projected incremental operating costs
associated with enabling growth through an MCC. Growth or efficiencies greater than this amount would increase
the MCC'’s capacity to pay dividends. Dividends provided by the MCC would be paid to the City to use, at its sole

discretion, for the purpose of funding operations, investing in capital projects, or improving its financial position.
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Statistical analysis from the lvey Business School® suggests that, ‘all else equal, dividend payout ratios are higher
on average for LDCs (local distribution companies) with (i) a lower share of political directors (councillors and
mayors), (ii) a larger customer base, and (iii) improving system reliability. LDCs are for profit electric distribution
companies that are wholly owned by their local municipalities (equivalent to the MCC governance model
proposed in this business plan). Over 300 LDCs were established in 1999 when Ontario introduced reforms
‘intended to move the distribution sector towards industry best practices to encourage efficiency and governance
improvements.” The below graph from the analysis shows the data collected for the utility-based LDCs in Ontario,
as it relates to the portion of politically oriented individuals as the decision makers. While this data does not
confirm causation, nor does it directly correlate to the scenario in Medicine Hat where the choice is between (1)
the current governance model within a municipality in which the business is governed by elected officials, and (2)
an MCC that is governed by a skill-based board, the data is perhaps informative for how an MCC’s dividend
payout performs based on how heavily weighted the portion of political representation is: the greater the level of
political representation, the lower the dividend.
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1.7. Maintaining competitive rates

An MCC is expected to continue to benefit from the sections in the Alberta Electric Ultilities Act that exempt the
City from charging provincial transmission tariffs for local load based on its full electricity demand. The MCC is

also expected to continue competitively bidding its surplus supply into the Alberta power market, with natural

" Fremeth, Adam R. and Guy L.F. Holburn. Policy Brief September 2022. Where’s the Cheque? Governance,
Ownership and Dividend Policies of Electric Utilities. Ivey Energy Policy and Management Centre, Ivey Business
School
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incentives to remain as competitive as possible to achieve higher volume sales. With an MCC skill-based board
driving prudent decision-making and increased cost oversight, the ability for the MCC to deliver competitive

outcomes is expected to improve relative to current state.

The recommended addition of a Council delegated regulator, a Rate Review Committee (RRC), will also provide
the necessary skill-based checks and balances to ensure fair and appropriate committee utility rates for local
customers. The RRC would contain the expertise needed to apply best practices in independently evaluating
MCC provided rate recommendations through a more formal and thorough process where intervenors could
participate. The increased transparency and consistency of rate decisions will support both the rate payers and

the appropriateness of the regulated rates to support sustaining the distribution business units.

Incremental operational costs for the MCC and RRC are anticipated to be less than 1.5% of the operational
expenses of the MCC (including non-rate-based business electric generation). More specifically, the estimated
MCC and RRC ongoing operating cost is expected to increase the electric and natural gas distribution rates by
1.75% on a go forward basis. From a commodity perspective it is anticipated the MCC and RRC will cost about
$1.80/MWh (0.18 cents/kWh). This cost would either be recovered through the RRC approved rates, or if not
priced into the retail offerings, this would decrease the MCC’s profit margin on sales. That being said, with the
increased independence, heightened skill-based governance, and additional benefits that an MCC model is
expected to introduce, it is anticipated that those incremental MCC creation costs will be mitigated through a
combination of operational cost controls and efficiencies, and through value creation in the MCC for an overall

improved competitive outcome through time.

2. Scope of Services and Locations

2.1. Services

The corporation intends to provide services consistent with the services currently provided by the City as follows:
Utility Distribution Systems (UDS):

e Services to both internal and external customers of the City

e Areasof accountability include gas distribution, electric transmission and distribution, engineering and
design services, project management, and customer care.

e Gas distribution, electric transmission, and electric distribution services are provided to the local
residential, commercial, and industrial customers

e Specialized engineering and design services for gas and electric distribution infrastructure

o Customer care provides respectful and expeditious interactions with all customers
Electric Generation:

o Electricity generation for local residential, commercial, and industrial customers

Business Plan: Municipally Controlled Corporation 10 @ Medicine Hat
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o Electricity generation surplus volume delivery into the provincial electrical grid when it is economical to do
SO

e Operations and maintenance of generation facilities

¢ Development and implementation of capital projects

e Technical department that services all these areas
Energy Marketing & Business Analysis:

o Defined revenue management support into the energy and utility departments

o Assists the organization in establishing clear direction through evidence-based analysis,
e Provides independent and future oriented strategic support

e Supports the retail sales of electric and natural gas in the service territory

e Cross-functional leadership for special / strategic projects

2.2. Location of service provision

The corporation will provide services in geographic locations consistent with the current services provided
through the City as follows:

Service areas of utility distribution systems (electric and natural gas)

Existing and new customers within the City of Medicine Hat, Town of Redcliff, and certain areas of the Municipal

District of Cypress County as per the Alberta Utilities Commission (AUC) designated franchise areas.
Service area of generation

The generation assets supply power to the distribution service territory that includes the City of Medicine Hat,
Town of Redcliff, and parts of the Municipal District of Cypress County. The City has an exemption under the
Electric Utilities Act that allows the City to be the sole provider of electricity in the City’s service territory. The City
also has a connection to the Albera Interconnected Electric System (grid) where electricity is imported and
exported across the point of delivery.

Alberta electricity market

The City of Medicine Hat has a connection to the Alberta Interconnected Electric System (AIES) located at the Al
Rothbauer substation. This point of delivery allows the City to import and export power with the Alberta grid.
Currently, the Alberta electricity market is an energy only market which essentially means generation is
dispatched in real time and generators earn money when their assets are dispatched online. The City is a market
participant and is subject to the market rules when bidding the City generation assets into the grid. There are
currently stakeholder engagements ongoing for a Restructured Energy Market, Optimal Transmission Planning,
and Tariff Redesign. All these components could impact the future economics of being a market participant in the

province.
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3. Market Impact Analysis

3.1. As the corporation will assume the City’s existing Utility Distribution Systems (Electric and Gas), Electric
Generation, and Energy Marketing and Business Analysis business units and continue to operate in the City’s
existing service/franchise areas, City ownership of the corporation is not anticipated to result in competition with
similar services provided by the private sector or to have an incremental impact on the private sector. The Electric

Utilities Act exemption granted to the City will continue under the operation of the MCC.
4. Governance and Ownership

4.1. Background

A municipally controlled corporation is not a special type of corporation; it is an ordinary corporation under the
Business Corporations Act (Alberta) that is owned and controlled by a municipality and provides a service or
benefit to the residents of the municipality that controls it. In the case of the corporation, it will be wholly owned

and controlled by the City of Medicine Hat and benefit Medicine Hat residents.

The following section of the business plan outlines the governance structure of the corporation.

4.2. Key Governance Documents

To incorporate and operate the corporation, several “constitutional” documents are required. Together, these
documents will govern the business and affairs of the corporation. These include a Unanimous Shareholder
Agreement, Articles of Incorporation, and a General Bylaw. To the extent these documents cover some of the

same matters, they will be made consistent with.one another.
The Unanimous Shareholder Agreement will include certain content prescribed by the Regulation, in particular:

e The matters referred to in section 146(1) of the Business Corporations Act (Alberta):
o The regulation of the rights and liabilities of the shareholders, as shareholders, among
themselves or between themselves and any other party to the agreement;
o The regulation of the election of directors;
o .~ The management of the business and affairs of the corporation, including the restriction or
abrogation, in whole or in part, of the powers of the directors;
o Any other matter that may be contained in a unanimous shareholder agreement pursuant to any
other provision of the Business Corporations Act, as applicable and advisable, such as:
e The corporation’s service delivery standards and decision-making structure;
o Adispute resolution process;
o A method by which the shareholder must provide direction to the corporation with respect to what action,
if any, the corporation is to take regarding a proposed material change in response to public engagement
on the proposed material change

e The Unanimous Shareholder Agreement will balance municipal oversight with commercial autonomy

Business Plan: Municipally Controlled Corporation 12 @ Medicine Hat
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The Articles of Incorporation will address matters such as:

e The name of the corporation

o The classes and maximum number of shares that the corporation is authorized to issue
e The privileges attached to the different classes of shares

¢ Restrictions on the right to transfer shares and the nature of the restrictions

e Any restrictions on the businesses that the corporation may carry on

e The registered and records offices of the corporation

¢ Notice of directors
The General Bylaw will address matters such as:

e Restrictions on share issuances

o Enforcement of liens on shareholder shares, if such liens are authorized by the articles of incorporation
o Restrictions on the board of directors’ borrowing powers on behalf of the corporation

e Meetings of directors

e Shareholder meetings

e Shareholder voting rights and procedures

4.3. City of Medicine Hat's role

As the sole shareholder, the City will be the sole owner of the MCC with considerable rights and authorities

including the following:

e Approve the Unanimous Shareholder Agreement
e Approve the Articles of Incorporation
e Approve the General Bylaw
e Council will set the number of directors
e Council will be responsible for'the appointment and removal of directors:
o Directors serve at the pleasure of the shareholder. Therefore, subject to section 109(1) of the
Business Corporations Act (Alberta) and the Unanimous Shareholder Agreement, Council can
remove a director of the corporation at any time for any reason by ordinary resolution passed at a
special shareholder meeting. However, for the sake of business health and success, this power
is generally not exercised lightly and may be based on procedural fairness considerations
although this is not necessarily required. Reasons for which Council may wish to remove a
director include:
= Breach of fiduciary duty or failure to disclose a conflict of interest
= Poor board performance
= Non-compliance with shareholder policies

= |oss of confidence in the director
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= Misconduct or unethical behaviour
e Council will review the nomination slate for the Board of Directors prepared by the MCC Board’s Human
Resources & Governance Committee and presented by the Board Chair
e Council will have the potential to identify and place up to two Council members on the Board
e The City will receive dividends from the MCC when declared
¢ Receive and review financial, enterprise risk, service performance, and other reports from the MCC
Board of Directors
e Ensure the annual financial statements from the MCC are made available for public inspection
e Attend annual shareholder meetings to:
o Approve the annual financial statements
o Appoint the auditor for the following year or dispense with auditor appointment for the following
year
o Approve the auditor’s report
o Fix the number of directors for the following year
o Appoint directors
o Deal with other matters as may be on the agenda
e May submit shareholder proposals to the MCC regarding any matter related to the business or affairs of
the MCC
e Approve voluntary dissolution of the MCC
e Monitor the MCC’s Board’s compliance with its obligations, including under the unanimous shareholder

agreement.

4.4, Shareholder

The name of the shareholder of the corporation to which the MCC Board is accountable is the City of Medicine
Hat. Upon incorporation of the MCC, the City of Medicine Hat will be the sole shareholder and therefore the sole
owner of the MCC.

There will be restrictions on issuing and transferring shares under the Unanimous Shareholder Agreement and/or
the Articles of Incorporation and General Bylaw for the corporation such that the City of Medicine Hat's prior

consent will be required for any share issuance or transfer.

As the sole shareholder, the City will enjoy the following basic rights in addition to other rights it will have under

the Unanimous Shareholder Agreement:

e The right to vote at shareholder meetings
e The right to receive dividends when declared
e The right to receive the remaining assets of the corporation upon dissolution (after debts and liabilities

have been paid)
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4.5, Board composition and oversight

The MCC Board of Directors is responsible for managing or supervising the management of the business and
affairs of the corporation. However, through the Unanimous Shareholder Agreement, the City can provide that
certain matters otherwise within the authority of the directors must first be approved or even decided by the City

as the sole shareholder.

The MCC board composition is intended to be skills-based to suit the increasing complexity of the energy

business with appropriate rotation elements to ensure fresh perspectives:

e ltisintended to be comprised of seven (7) independent voting members with the potential for up to two
(2) voting Council members in addition to the independent members
e The intended skill set of the board consists of common board skills and skills specific to the requirements
of the energy business including:
o Accounting
o Business strategy
o Legal
o Corporate finance
o Utility businesses
o Project management and engineering
o Commodity markets and risk
o Regulatory (utility and environmental)
e Board members must be Canadian residents and eligible for appointment under the Business
Corporations Act (Alberta)
¢ Continuity of oversight and keeping fresh perspectives on the Board will be ensured by staggered, up to

three-year terms with up to two reappointments (maximum of three terms or nine years)

Specific areas of oversight of the business and affairs of the corporation will be accomplished through several
committees that report to the Board, which could include the following mandates subject to final determination

and change by the Board Chair:

¢ Audit Committee
o Matters of auditor independence
o Financial performance
o Review of audit results
o Enterprise risk management
e Human Resources and Governance Committee
o Annual performance and compensation reviews of Board, committees, and CEO
o CEO and Board succession planning and nomination

o Board member recruitment
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o Emergency succession planning
o Corporate governance and Board policies
o Employee and labour relations
e Environmental, Social and Governance Committee
o Health and safety
o Environmental and climate performance
o Indigenous relations and social responsibility
o ESG reporting
e Capital Projects and Commaodity Portfolio Committee
o Large-scale capital projects
o New capital issuances

o Commodity risk limitations and positions
The Board of Directors will also perform duties related to the following:

o Ensure the preparation and retention of corporate records, such as the minutes of meetings and
resolutions of the shareholder, minutes of meetings and resolutions of the directors, a securities register
and shareholder list, accounting records, and so on.

e Attend meetings of the shareholder and call the annual meetings of the shareholder

o Fulfill the important duties that Directors owe to the MCC, including duties to:

o act honestly
o actin good faith
o consider the best interests of the corporation
o exercise the care, diligence and skill that a reasonably prudent person would exercise in
comparable circumstances
o comply with the Business Corporations Act (Alberta) and its regulations, the Articles of
Incorporation, the Unanimous Shareholder Agreement, and the bylaw of the MCC
¢ Appoint officers to help manage the business and affairs of the corporation
¢ As outlined above inthe “City of Medicine Hat's Role” section, the Board reports into and is accountable

to the City as the sole shareholder.

4.6. Officers

Officers assist with managing the day-to-day business and affairs of the corporation.
Officers have many of the same duties as directors, including duties to:

= act honestly
= actin good faith
= consider the best interests of the corporation

@ Medicine Hat
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= exercise the care, diligence and skill that a reasonably prudent person would exercise in comparable
circumstances
= comply with the Business Corporations Act (Alberta) and its regulations, the Articles of Incorporation,

the Unanimous Shareholder Agreement, and the bylaw of the MCC

Officers report into and are accountable to the Board of Directors.

4.7. Rate regulation and structure

The rate structure (design) for regulated rates is expected to be generally consistent with past practice, with
regular revisits and modifications as per normal course of business to maintain consistency with industry best

practices.

Distribution related rates are derived on a ‘cost-plus’ basis, largely following the cost-plus principles accepted by
the Alberta Utility Commission (the rate regulator for the rest of the province). The distribution rates provide
revenue that allows recovery of distribution expenses, capital depreciation and an allowable return. That revenue
is received from rates that are allocated across grouped load customers (rate classes). Decisions related to the
capital investments, operating costs, and rate classes will adjust the rates through time. Changes to the MCC's

franchise area’s consumption and demand will also impact the distribution rates through time.

While the City currently has a single interim (default) commodity rate, it is anticipated that the MCC will be
required to propose a default rate to the regulator (regulated commodity rate) and will also opt to reintroduce
competitive fixed and variable product offerings that are not regulated but that will offer an alternative to the

default rate for interested customers.
Rate regulation is planned through a Rate Review Committee (RRC) for which the objectives would be:

e Help to delineate Council’s conflicting role of protecting both ratepayer and shareholder interests. The
RRC will decide the final regulated rates after receipt of the MCC’s annual rate application and
conducting a rigorous skill-based review.

e Increase transparency and consistency of decision-making around rate setting. The RRC will follow a
structured process and provide opportunities for public input as further described below.

e Improve access to technical expertise in the rate-setting process. Membership on the RRC will be

predominantly skills-based.

The RRC will have delegated authority from Council to set regulated rates for the electricity and natural gas
distribution utilities and default retail commodity products/prices. With the addition of skill-based members,
additional rigor and application of industry best practices will be achieved to ensure appropriate rates on behalf of

the rate payer and to sustain the distribution business.

The RRC structure would consist of eight (8) members (7 voting, 1 non-voting), as follows:
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e Five (5) skills-based voting members (including the Chair) that collectively seek to bring accounting,
finance, regulatory, energy commodity market, utilities, and engineering skills and experience

e Two (2) Council voting members

¢ One (1) public observer member, non-voting

e To achieve the necessary skill set across the skill-based voting members, members may reside outside
the City.

o Committee members will also have access to third party consultants, training and external legal advice as

required, together with space and administrative support from the City.

Similar to the MCC Board, the RRC would have term restrictions to ensure fresh perspectives through time. In
this case, the committee member tenures would be staggered with three-year terms that allow for one
reappointment term, for a maximum of two terms or six years. City council will be responsible for approving

nominated committee members.

In addition to the improved oversight of introducing a skill-based committee, to ensure appropriate checks and
balance with the independent MCC, the regulatory process will be enhanced to include the development of
policies and parameters that inform rate development, approval of rate base additions and rate applications, and
approval of any applicable rate riders. The public engagement portion of the rate approval process will also be

enhanced and provide opportunities for public input, as follows:

e Publicly posting rate applications for stakeholder review and feedback
e Authorizing interveners as appropriate, including use of written submissions
e Conducting public sessions for interveners and rate payers

e Posting and communicating the final approved rates

The delegated regulator authority of the Rate Review Committee will impose added time and cost burden to the
MCC with requirements to evidence more detailed justification for the rates being recommended, to respond to
more skill-based queries, and to engage as needed in the more rigorous public input process. The added burden
of this process, however, is expected to increase the confidence of both the rate payer and the City of ensuring
the necessary checks and balances are in place for an independent MCC that recommends rates for the

community.

5. Operating Model Changes

5.1. Operational independence

Operational independence of the corporation is a key requirement of the Municipal Government Act (Alberta) and
the Municipally Controlled Corporations Regulation. The corporation will consist of a separate and independent

organizational structure, personnel, and operational assets and liabilities. The Board of Directors and officers of
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the corporation will be responsible for the day-to-day decisions and management of the MCC'’s business and

affairs, including the operation of the Energy Business.

As such, the corporation will not be dependent on the shareholder for its ongoing operations. Furthermore, the
MCC is expected to cover all operating, capital, and financing costs through user rates and commercial
operations. However, the City, as sole shareholder, retains control over the MCC’s operations and finances and
the MCC exists to deliver public services or fulfill municipal obligations which meets the criteria of a Government
Organization under Public sector Accounting Standards (PSAS) and will be classified as a Government Business
Entity (GBE).

5.2. Structure and staffing

The proposed MCC structure largely aligns with the Energy Business’ current structure-and minimizes disruption
during transition. All staff currently working for and reporting directly into the Energy Business (within the Energy
Land and Environment division, excepting the natural gas production, land and.environment employees) will

transfer employment to the MCC with the following expectations:

e Employees will retain their current salaries and wages.

o Employees’ current employment contracts or conditions of employment, and tenure will transfer to the
MCC.

e Employees will receive benefits equivalent to their current benefits. Employees’ pension plans will stay
the same.

e Subject to agreement with the unions, collective-agreements will transfer to the MCC. However, the
establishment of the MCC may provide an opportunity for the MCC, the City, and the unions to address

some common areas of concern in-the alignment of union membership.

The MCC will need a CFO that is accountable for its budgeting, financial reporting and treasury responsibilities,

as well as managing the MCC’s contracts for corporate services.

The corporation’s structure and staffing will initially consist of four (4) departments as follows:

President
CFO and VP Corporate . . Vice President Vice Presid
Services V":F." Presu:lentc Business Development Dist _:E't_ resi j': cail
*new position Electric Generation and Regulatory istribution and Retai

However, the corporation’s corporate structure and departments are subject to change by the Board of Directors.
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5.3. Assets and Systems

The allocation of assets between the City and the MCC considers potential impacts to rate base, City interests,
operating efficiencies, and transition disruption. To protect its interest in assets used by the City, the City will
retain assets not solely and specifically for the use of the MCC. Assets and liabilities relating to the MCC (electric
generation, transmission and distribution assets and gas distribution assets) will be transferred from the City to
the MCC at net book value. Facilities currently occupied by the MCC business units will also be transferred at net
book value, however the City’s facility department will continue to maintain these facilities and recover those
costs from the MCC. Fleet assets are maintained by the City on a life-cycle basis. The MCC will continue to

procure fleet services and assets under an operational lease.

Energy Business specific technologies and operational systems will transition to the MCC. The MCC will need its
own division and general ledger in the financial system to establish independence and to comply with
International Financial Reporting Standards (IFRS). Information technology (IT) systems (Unit4, M365, Cityworks
etc.) will be setup under the MCC, separate from the City. City corporate IT staff will continue to manage,
administer, and support the systems on behalf of the MCC, with costs for doing so recovered from the MCC.
Initial assessment shows that new software license agreements will need to be setup for the MCC for the
following software: Microsoft M365, Cityworks, ESRI ArcGIS, Adobe; Prismatic Safety Spectrum.

All software systems will need to be reconfigured and setup for the MCC structure and framework, and existing

data will need to be transitioned and converted over to the MCC.

5.4. Operations

The majority of the corporation’s business activities and functions will be performed by its own internal personnel
and staff. However, the corporation intends to contract the shareholder’s organization for certain non-core
services on a full cost recovery basis as detailed in the “2025-2026 Internal Charges” table. The corporation may

choose to plan and budget, if necessary, to revise use of such contracts in the future.

6. Risks and Considerations

6.1. Financial
There are a number of financial risks for the City and the MCC to consider, such as:
¢ Interest Rate Changes - Long-term debt secured prior to the implementation of the MCC will remain with
the City at the existing borrowed fixed interest rate. Once the MCC is established any new debt secured

by the MCC will be reported in the MCC. There is a risk that financing secured under the MCC may be at

a higher interest rate, impacting the MCC'’s cost structure.
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¢ Unanticipated Capital Requirements — The MCC'’s business model is capital intensive. Operations of the
MCC anticipate significant annual capital requirements. There is a risk that unanticipated capital
expenditure may arise in the course of operations. This risk exists with or without the introduction of an
MCC but a skill-based board with focused oversight can help to mitigate the likelihood and extent of this

risk.

e Financial Projections — Uncertainty exists with all forward-looking data, and this is especially the case in
more volatile energy-based businesses. Management’s budgets have not been audited. If these
projections are materially inaccurate then projections based on these budgets will also be inaccurate.
This risk exists with or without the introduction of an MCC but careful skill-based oversight and
management of operations, capital projects, and clear guidelines on returns on investment and debt

capacity limits can reduce this risk.

e Inaccurate Rate Structure — The MCC must be financially independent and ensure that its revenue from
the services will be sufficient to meet its current and long-term liabilities. The MCC could set rates too low
to satisfy its liabilities or too high and be less affordable for the rate-payers. However, this risk will be
mitigated by the RRC rate regulation process and intended alignment with industry-accepted rate design
practices with assurance for fair and competitive rates. Alternately, there could be unexpected
expenditures that would financially impact the MCC'’s fiscal status. However, this risk is also mitigated
through the RRC rate regulation process, as the MCC will have to provide its annual capital and

operating assumptions to the RRC.

¢ Inaccurate Dividend Structure — the MCC is responsible for providing a dividend to its sole shareholder,
the City. Volatile commodity cycles make forecasting and delivering a consistent dividend payment
difficult. If the dividend is designed to deliver too high of a payment, it could jeopardize the MCC'’s ability
to grow and/or sustain its operations at risk. If the dividend is designed to deliver too low of a payment, it
could be missed opportunity for the City and its taxpayers. Careful attention to ensuring appropriate

prerequisites and parameters as part of the design for the dividend will be important mitigation of this risk.

¢ Unanticipated Regulatory Requirements: Government regulations can pose both opportunities and risks.
The Province of Alberta and/or Government of Canada could enforce existing (punitive) regulations
and/or enact new regulatory requirements for energy transition or zero emissions, which could require a
significant cash outlay to meet these requirements. However, these risks can be offset by careful
budgeting and prudent fiscal management. In addition, the government could offer offsetting incentives
which the corporation is eligible for. This regulatory risk exists with or without the introduction of an MCC,

but a skill-based board with focused oversight can better help to mitigate the impact of this risk.
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6.2. Environmental

The energy industry is subject to environmental regulations of varying restriction. However, as the Corporation is
taking over existing business units of the City of Medicine Hat, there are no incremental environmental risks
associated with creating the corporation and transferring existing business units to it. The corporation will be
bound by the same environmental regulatory framework as governs the City. A skill based MCC board with

focused oversight can better help to understand and mitigate the impact of this risk.

6.3. Labour

Directors — it could be difficult to attract and retain qualified directors. This risk will be mitigated by balancing
municipal oversight with business autonomy in the governance documents for the MCC, having clearly defined

Board competencies and mandates, and offering competitive compensation.

6.4. Assumed Assets and Liability

Debt Assumption — the transfer of any debt from the City to the MCC will require the consent of the lender and the

MCC to agree to assume the debt. A lender may refuse to consent or might impose conditions on its consent.

Asset Transfers — the City will have to transfer certain assets to the MCC to enable the MCC to carry on its
operations and fulfill its mandate. As a result, the day-to-day management and control of these assets will rest
with the MCC, not with the City. However, the Unanimous Shareholder Agreement will provide some protections.
For example, it will impose limits on the sale or other disposition of assets above certain thresholds as well as

borrowing limits on the corporation.

Shareholder Liability for Operations — in general, shareholders are not liable for the acts or omissions of the

corporation they own shares in. However, there are certain limited circumstances where shareholder liability can
be expanded through concepts such as “piercing the corporate veil” and vicarious liability, and also under statute.
For example, the Unanimous Shareholder Agreement will restrict certain powers of the directors to manage the
business and affairs of the corporation. But any power withdrawn from a director under the Unanimous
Shareholder Agreement will vest in the City as sole shareholder. As a result, the City will become liable for the
exercise of that power to the same extent as the directors would have been, pursuant to Section 146(7) of the

Business Corporations Act, which states:

“146 (7) A shareholder who is a party or is deemed to be a party to a unanimous shareholder agreement has all
the rights, powers and duties and incurs all the liabilities, subject to any defences available to a director of the
corporation, of a director of the corporation to which the agreement relates to the extent that the agreement
restricts the powers of the directors to manage the business and affairs of the corporation, and the directors are
thereby relieved of their duties and liabilities, including any liabilities under section 119 or any other enactment, to

the same extent.”
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However, the City would also acquire the benefit of any defences that would be available to directors. In the City’s
case, this risk can be managed by appropriately balancing municipal oversight with commercial autonomy in the
Unanimous Shareholder Agreement and other governing documents, and by being selective in the Unanimous

Shareholder Agreement as to which managerial powers of the directors the City chooses to restrict.

Shareholders can also be liable for the acts or defaults of a corporation if the shareholder participates in a breach

of contract or tort committed by the corporation.

Shareholder Liability for Debt — limited liability is a fundamental principle of incorporation, which means that

shareholders are generally not liable for the liabilities, acts, or defaults of the corporation. This principle is
enshrined in section 46 of the Business Corporations Act (Alberta), which provides that shareholders are “not, as
shareholders, liable for any liability, act or default of the corporation...”. This shareholder immunity extends to
debts of the corporation, even if the corporation defaults on repaying the debt. However, there are certain limited

exceptions to this principle.

An exception, for instance, is where a shareholder provides a guarantee for.a loan made to the corporation. If the
City were to guarantee a loan of the MCC and the MCC defaulted on repaying the loan, the lender could look to
the City for repayment, depending on the terms of the documentation. But in such case, the source of the City’s

liability for the loan would be the contractual guarantee, not its role/capacity as shareholder of the MCC.

Further, if the City chooses to dissolve the MCC while the corporation has outstanding debts, those debts would
have to be paid off in order to complete the dissolution. Creditors take priority over shareholders and must be
repaid before surplus property is distributed to shareholders. Alternatively, the City could make arrangements with
the lenders for the City to assume those outstanding debts, including situations where the corporation’s debts

cannot be fully repaid from assets.

However, these risks are largely within the control of the City, as the City would be an active participant in any

decision to guarantee a debt of the MCC or transfer the corporation’s debts to the City on dissolution.

6.5. Other

IT Cybersecurity

As an energy services provider, the MCC will operate critical infrastructure and hold commercially sensitive and
confidential information internal to the MCC and belonging to external parties, such as service providers and
customers. A cybersecurity risk is the threat of a malicious attack on the MCC to gain access to the network,
corrupt data, impact essential service delivery, or steal information. However, this risk exists with or without the

establishment of the MCC, and the MCC will take proactive and prudent measures to protect against these risks.
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Appendix A: Financial Projections

A.1 Significant assumptions

Based on the initial assessment, where the MCC is incorporated and structured such that the city retains control
over its operations and finances, and the entity exists to deliver public services or fulfill municipal objectives it
would meet the criteria of a Government Organization, and it would meet the Public Sector Accounting Standards

(PSAS) criteria for classification as a Government Business Enterprise (GBE).

Accounting Implications for the MCC

In accordance with PSAS, a GBE applies the Conceptual framework and standards for publicly accountable
enterprises in Part | of the CPA Canada Handbook — Accounting — IFRS. As a result, the MCC will be required to

prepare its financial statements in accordance with International Financial Reporting Standards (IFRS).

Accounting Implications for the City

The primary accounting implication of classifying the MCC as a GBE is the application of the modified equity
method rather than full consolidation, consistent with PS 1300.35 which states: "Government business

enterprises should be accounted for by the modified equity method.”

Under this method, the City will not consolidate the MCC line-by-line in its financial statements. The City’s
investment in the MCC would be presented as a single line item on the Statement of Financial Position. Similarly,
the City’s share of the MCC’s net income or loss would be reported as a single line item on the Statement of
Operations. Dividends received from the MCC would reduce the carrying value of the investment, rather than

being reported as revenue.

The MCC will prepare its own stand-alone financial statements and is expected to follow IFRS, as discussed
above. The MCC'’s revenues, expenses, assets, and liabilities will not be consolidated line-by-line into the City’s
financial statements, which-means that the City’s consolidated results will not reflect the operational activity of the
MCC in detail, which may affect transparency depending on the significance of the MCC'’s operations. As a result,
users of the financial statements will rely heavily on the investment line and related disclosures for insight into the
MCC'’s financial impact. PSAS also requires comprehensive disclosure for GBEs. The notes to the financial
statements must include information on the nature of the City’s relationship with the MCC, the criteria used to
classify it as a GBE, and summarized financial information for the MCC, including assets, liabilities, revenues,
expenses, and net income. Any financial guarantees, commitments, or contingent liabilities between the City and

the MCC must also be disclosed.

The City must also regularly assess its investment in the MCC for indicators of impairment. If the carrying amount
of the investment exceeds its recoverable amount, an impairment loss must be recognized in the financial

statements.
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In conclusion, the MCC will be classified as a GBE, therefore the City must apply the modified equity method
under PSAS, recognizing its interest in the MCC through summarized financial reporting and enhanced
disclosures. This approach reflects the City’s economic interest while maintaining a clear boundary between the

City’s and the MCC’s operational activities.

Property, Plant and Equipment:

e Borrowing Costs: Interest currently charged to operating under the MCC interest costs on debenture
funded projects will need to be capitalized under IFRS accounting policy.

o Depreciation: Assets are currently being componentized and amortized in their individual parts so no
change by implementing the IFRS accounting policy.

¢ Impairment: With implementation of PSAS ARO standard in 2023, the City now assesses and impairs

assets annually so no change is required by implementing the IFRS accounting policy.

Contributions from Developers:

e Cash Contributions (developer levies for construction of new services in Gas & Electric Distribution):
These amounts are currently accounted under PSAS and revenue is matched with expenses when the
services are installed/performance obligations are met; IFRS requires that the amounts received be

amortized over the useful life of the asset, which will be a change in accounting policy for the MCC.

Asset Retirement Obligations:

e Asset Retirement Obligations: With implementation of PSAS ARO standards in 2023, the City records
ARO’s, long lived assets, amortization and accretion. The City currently uses the 30-year Alberta Capital
Financing Authority (ACFA) rate as the discount rate to calculate accretion, this will need to be changed
for the MCC to the market rate.

A.2 Transition Costs and Ongoing Incremental Costs

Both the MCC and the RRC will require one-time transition costs as well as additional incremental ongoing

operational costs to ensure independence of the corporation.
The following assumptions are included:

e The MCC Board and RRC Committee will be established and includes the one-time set up costs as well
as ongoing compensation

e Current shared services and related costs will continue, and a formal shared services agreement
between the City and the MCC would need to be created

o Fleet will continue to be owned by the City and leased to the MCC

o Facilities currently occupied by the MCC business units will be transferred to the MCC, however the City
facility department will continue to maintain these facilities with costs recovered from the MCC
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e Current employees in the MCC business units will be transferred, as is, to the MCC. One new additional

position is required for MCC (Chief Financial Officer)

¢ Information and Technology — separate licenses will be required for MCC; as well as one additional IT

support staff that will be charged to the MCC through the shared services agreement with the City

Initial transitions cost and ongoing incremental operational costs for the MCC are as estimated as follows:

MCC Transition Costs

MCC Incremental Operating Costs

Category Estimated One- Category Estimated
Time Cost Annual Cost
(2025 dollars) (2025 dollars)
Legal $650,000  Legal $25,000
Marketing $130,000 Compensation - CFO $338,000
Recruitment $155,000 Compensation — Board $275,000
Accounting advisory $200,000 Software and IT $600,000
Software and IT $1,760,000 SSA CMH reassigned to MCC $920,000
Security $100,000  Net reduction in SSA costs (5686,000)
Change and communications $80,000
Total before contingency $3,075,000  Total before contingency and allowance $1,472,000
Contingency (approx. 30% of total) $900,000 Contingency (approx. 30% of total) $440,000
Total Estimate 63,975,000 Allowancefor future transition costs $200,000
Total Estimate $2,112,000

Initial transitions cost and ongoing incremental operational costs for the RRC are estimated as follows:

RRC Implementation Costs

RRC Operating Costs

Category Estimated One- Category Estimated

Time Cost Annual Cost

(2025 dollars) (2025 dollars)
Recruitment $5,000 Compensation $16,000
Legal $15,000 Consultants $100,000
Legal $25,000
Total before contingency: $20,000 Total before contingency and allowance $141,000
Contingency (approx. 30% of total) $5,000 Contingency (approx. 30% of total) $45,000
Total Estimate 525,000  Total Estimate $186,000
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A.3 Accounting for the Transfer of Assets and
Liabilities

The City will be the sole shareholder after the creation of the MCC, therefore the transfer of net assets from the
City to the MCC is considered a common control transaction, defined as a business combination in which all of

the businesses are ultimately controlled by the same party/parties, both before and after the business

combination.

The recommendation is to record the business combination within the MCC using book value accounting. This
accounting treatment would be consistent with how the City is required to record the cost of its investment in the
MCC under PSAS. In applying book value accounting, an adjustment may be required in the MCC’s equity and in
the City’s opening accumulated surplus to reflect any difference between the fair value of the consideration

exchanged and the book values of the net assets transferred.

Corporate Reserves

All reserves will remain with the City, except for the Energy Transition Reserve which will be transferred to the
MCC.

Debt Limit and Debt Service Limit

The debt limit refers to the maximum amount of debt that a government organization is legally permitted to carry.
This limit is set by legislation to ensure that the organization doesn’t take on more debt than it can reasonably
manage. The debt service limit refers to the maximum amount of money a government organization can spend
annually on repaying its’ debt (both interest and principal payments) in a given period. This limit is also set by
legislation to ensure that a significant portion of government revenue isn't spent on servicing debt, leaving enough
funds for other public expenditures and programs. The MGA prescribed debt limit for the City is set as 2.0 times

revenue and the debt servicing limit is set at 0.35 times revenue.

As discussed above, the creation of the MCC will result in the City’s statement of operations including one line for
the net income from the MCC. This net income would be included in total revenues within the City’s statement of
operations. Prior to the creation of the MCC, the total revenues per the City’s statement of operations would
include the revenues (vs. the net income) of the energy operations. As a result, total revenues as reported in the
City financial statements will be lower upon creation of the MCC.

However, Section 6 of the MGA Debt Limit Regulation (255/2000) states that if a municipality controls one or
more corporations, the municipality may choose to calculate its revenue, total debt and total debt service as
though one or more of the controlled corporations are part of the municipality. If a municipality chooses to include
a controlled corporation in the calculation of its revenue, total debt and debt service, all of the controlled

corporation’s revenue, borrowings, guarantees and loans must be included in those calculations except:
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e Revenues arising from transactions between the municipality and the controlled corporation are not to be

included in combined revenues.

e Guarantees and loans between the municipality and the controlled corporation are not to be included in

the combined total debt or debt service.

As a result, the City can choose a few options:

1. Include the total revenues and debt of the MCC for the purposes of calculating the debt limit. In this case,

there would be no immediate change to the City’s debt limit or debt service limit as a result of the creation

of the MCC. However, if the MCC obtained more debt in the future, this could have an impact on the debt

limit calculations.

Total Municipal Revenue
Total Utility Revenue

Total MCC Revenue

Less: Consolidation Entries
Total Revenue for Debt Limit

Debt Limit

Total Municipal Debt
Total Utility Debt
Total MCC Debt
Total Guarantees
Total Debt

Unused Debt Limit

Debt Service Limit

Principal Repayments - Municipal
Principal Repayments - Utility
Principal Repayments - MCC
Interest Payments - Municipal
Interest Payments - Utility
Interest Payments - MCC

Total Debt Service

Unused Debt Service Limit

Business Plan: Municipally Controlled Corporation
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2026 2027 2028 2029
Budget Forecast Forecast Forecast
152,092 155,642 160,599 163,745
128,267 135,140 137,418 129,991
190,839 202,656 220,189 187,543
(33,026) (33,528) (37,311) (34,652)
437,272 459,910 480,895 446,627
874,544 919,820 961,790 893,254
55,768 66,700 72,151 77,767

217,564 231,859 243,754 252 641
173,317 189,135 196,813 197 627
47,152 47,052 46,062 46,869
493,801 534,746 559,680 574,904
56% 58% 58% 64%
380,743 385,074 402,110 318,350
153,045 160,969 168,313 156,320
3,427 2,048 3,415 3,464
13,046 16,221 15,730 16,488
11,398 12,313 13,085 14,004
2,074 2,422 2,930 3,194
7,231 7,564 8,394 9,197
6,530 7,260 7,755 8,230
43,706 48,728 51,308 54,576
29% 30% 30% 35%]
109,339 112,241 117,005 101,743
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2. The City may choose not to include the results of the MCC in the debt limit calculations, in order to allow
the MCC to obtain incremental financing in the future that would not be subject to the debt limit
restrictions. The City would show MCC net income as part of total revenue and would need to include any
pre-existing debt of the MCC prior to the establishment of the MCC. The debt limits would be calculated

as follows:
Debt limit projections (in thousands)
2026 2027 2028 2029
Budget Forecast Forecast Forecast

Total Municipal Revenue 152,092 155,642 160,599 163,745
Total Utility Revenue 128,267 135,140 137,418 129,991
Total MCC Shared Services Revenue 12,000 12,000 12,000 12,000
MCC Net Income* 15,071 21,917 31,478 6,134
Less: Consolidation Entries (2,832) (2,889) (2,947) (3,006)
Total Revenue for Debt Limit 304,598 321,810 338,549 308,865
Debt Limit 609,195 643,620 677,097 617,730
Total Municipal Debt 55,768 66,700 72,151 77,767
Total Utility Debt 217,564 231,859 243,754 252 641
Total MCC Debt** 169,358 157,045 143,960 129,957
Total Guarantees 47,152 47,052 46,962 46,869
Total Debt 489,842 502,656 506,827 507,234

80% 78% 75% 82%
Unused Debt Limit 119,353 140,964 170,270 110,496
Debt Senvice Limit 106,609 112,633 118,492 108,103
Principal Repaymenits - Municipal 3,427 2,948 3,415 3,464
Principal Repayments - Utility 13,046 16,221 15,730 16,488
Principal Repayments - MCC** 11,398 12,313 13,085 14,004
Interest Payments - Municipal 2,074 2422 2,930 3,194
Interest Payments - Utility 7,231 7,564 8,394 9,197
Interest Payments - MCC** 6,530 7,260 7,795 8,230
Total Debt Senvice 43,706 48,728 51,308 54,576

41% 43% 43% 50%
Unused Debt Service Limit 62,903 63,906 67,184 53,526
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3. The third option is to include the MCC net income in revenue but offset the pre-existing MCC debt

outstanding with the promissory note receivable from the MCC. However, the MGA regulation does not

explicitly allow for this, the City is currently seeking guidance and approval with respect to this matter. If

this option is available, the debt limits would be calculated as follows:

Debt limit projections (in thousands)

2026 2027 2028 2029

Budget Forecast Forecast Forecast

Total Municipal Revenue 152,092 155,642 160,599 163,745
Total Utility Revenue 128,267 135,140 137,418 129,991
Total MCC Shared Services Revenue 12,000 12,000 12,000 12,000
MCC Net Income™ 15,071 21,917 31,478 6,134
Less: Consolidation Entries (2,832) (2,889) (2,947) (3,006)
Total Revenue for Debt Limit 304,598 321,810 338,549 308,865
Debt Limit 609,195 643,620 677,097 617,730
Total Municipal Debt 55,768 66,700 72,151 77,767
Total Utility Debt 217,564 231,859 243,754 252 641
Total Guarantees 47,152 47,052 46 962 46,869
Total Debt 320,484 345,611 362,867 377,277
53% 54% 54% 61%

Unused Debt Limit 288,711 298,009 314,230 240,453
Debt Service Limit 106,609 112,633 118,492 108,103
Principal Repayments - Municipal 3,427 2,948 3,415 3,464
Principal Repayments - Utility 13,046 16,221 15,730 16,488
Interest Payments - Municipal 2,074 2,422 2,930 3,194
Interest Payments - Utility 7,231 7,564 5,394 9,197
Total Debt Service 25,778 29,155 30,469 32,343
24% 26% 26% 30%

Unused Debt Service Limit 80,831 83,478 88,023 75,760

Based on the above analysis, option 2 would result in the City breaching its internal debt limit policy, which sets

the City’s debt limit at 70% of the City’s legislated debt limit.

Therefore, the recommendation would be to choose option 1 (i.e. status quo) or option 3 (if available) for

calculating the debt limit.
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A.4 Overall Financial Position

While the creation of the MCC will impact the presentation of the assets and liabilities on the City’s
financial position, the overall financial position (i.e. accumulated surplus) is not expected to change, as
the assets and liabilities transferred to the MCC will be replaced by the City’s investment in the MCC.

The net financial assets (or net debt) of the City will change due to the creation of the MCC as a result of differing
presentation. The change would be primarily driven by the decrease in tangible capital assets (non-financial

assets) as these would subsequently be presented within the City’s investment in the MCC (a financial asset).

While the creation of an MCC is not expected to have a significant impact on the financial position of the City, the

cash flows and cash available to the City are likely to change as a result of the following:

1) MCC operating fund:

a) On the date of the transfer of net assets to the MCC, the City is expecting to transfer cash of
approximately $26.4 million to fund the operations of the MCC. The interest earned on these funds is
currently used to fund municipal operations. Upon transfer to.the MCC, any interest earned would be
earned within the MCC and not available to fund municipal-operations.

b) Previously as a single municipal entity, any operating shortfall by the Energy Business would be
funded by the Corporate Reserves. This would no longer be expected to occur upon creation of the
MCC as the MCC would rely on the initial transfer noted above and any subsequent MCC retained

earnings to fund operations and growth of the MCC.

2) Dividend transfers:

a) While the MCC is expected to pay dividends to the City, it is possible that the dividends paid by the
MCC will be lower than the current free cash flow amounts in order to accommodate the creation of
retained earnings for the MCC. The retained earnings will then be available to fund any operational
shortfalls, and/or growth capital. However, upon introduction of an MCC, the City will also not be
responsible for funding the MCC'’s future capital investments.

b) Previously, as a single municipal entity, the surplus of cash from the energy operations was provided
to the Corporate Reserves with a portion used to fund municipal operations. The Corporate Reserves

also provided funding to the energy business for any operating shortfall and/or growth needs.

Based on the MCC projections in the short-term weak commodity cycle, the cash generated from 2026 to 2028 is
not projected to be able to issue sufficient dividends to the City to keep the City’s cash balance in a positive
position. In addition, the MCC will now be required to retain more of its cash to independently fund its operations
and capital requirements. As a result, it is expected the City will be required to convert some of its investment

portfolio into cash to be used for operational and capital requirements.

Further, based on the City’s projections, the current property taxes are not sufficient to support the operating

costs of the City, which could result in continued deficits past the forecast period should these trends continue.
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However, it is important to note that concerns related to the cash flows available to the City would be
present irrespective of whether an MCC is created or the energy operations continued to be held within
the City.

A key driver of the decrease in cash is due to the challenging landscape in the energy market outlook, which is
expected to result in lower cash available to the City even if the structure remained unchanged. For example, per
the City’s 2023 audited financial statements, the gas and electric utilities generated approximately $98 million in
annual surplus (normalized to exclude contributions to reserves). Based on the 2024 actuals and the 2025 — 2026
budget with projected forecast to 2029, the annual income generated each year ranges from $8 million to $50
million, demonstrating the decrease in the profitability of the energy operations that is expected whether or not the
MCC is created. Furthering the City’s overall financial challenge is that once relied-upon revenues from the
previously prosperous oil and natural gas production business have largely ended and have instead transitioned
into high-cost well abandonment and reclamation liabilities that are now being funded from declining Corporate

Reserves.
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A.5 Three-year financial projections, including

cashflow projections

The financials included here are preliminary and subject to change. They use assumed approaches to
asset/cash allocation between the City and the MCC, and they assume a preliminary approach to dividend

payments. These areas will need to be explored further as part of any implementation plan that may be triggered

by Council.
CONSOLIDATED BALANCE SHEET
AS AT DECEMBER 31 (in thousands of dollars)
2024 2025 2026 Jul-26 2027 2028 2029
Actual Forecast Forecast Forecast Forecast Forecast Forecast
Current Assets
Cash $ 12,141 § 50,372 $ 101,984 $ 101,984 § 102,846 $ 130,612 $ 124,354
Accounts Receivable 24,169 24,169 24,169 24,169 24,169 24,169 24,170
Prepaid Expenses 19,006 19,006 19,006 19,006 19,006 19,006 19,006
55,316 93,547 145,159 145,159 146,021 173,787 167,530
Non Current Assets
Long Lived Assets 2,223 46,180 44,386 44,386 42,593 40,800 39,007
Physical Assets
Inventories 16,310 16,310 16,310 16,310 16,310 16,310 16,310
Plant Property and Equipment 324,021 342,901 389,077 389,077 425,934 434,657 449,945
397,870 498,938 594,931 594,931 630,857 665,554 672,792
Current Liabilities
Trade Accounts Payable 14,065 14,065 14,065 14,065 14,065 14,065 14,065
Accrued Liabilities 8,931 8,931 8,931 8,931 8,931 8,931 8,931
22,996 22,996 22,996 22,996 22,996 22,996 22,996
Long Term Debt 147,366 165,397 173,317 173,317 189,135 196,813 197,627
Other Long Term Liabilities 4,003 52,977 56,864 56,864 60,841 64,912 69,081
Equity in Capital Assets 173,981 143,725 181,306 181,306 201,655 201,999 215,755
Contributed Equity 33,116 33,778 34,454 34,454 35,143 35,846 36,563
Unappropriated Surplus (5,927) 56,210 24,287 24,287 17,736 37,929 25,709
Accumulated Remeasurement Surplus 530 530 530 530 530 530 530
Reserves 21,805 23,324 101,178 101,178 102,821 104,530 104,530
223,505 257,568 341,754 341,754 357,885 380,834 383,088

$ 397,870 § 498938 § 594,931 § 594931 $ 630,858 § 665,554 § 672,792

Note: Jul — 26 Forecast represents the establishment of the MCC
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MUNICIPALLY CONTROLLED CORPORATION
CONSOLIDATED INCOME STATEMENT
AS AT DECEMBER 31 (in thousands of dollars)

2024 2025 2026 Jul-26 2027 2028 2029
Actual  Forecast Forecast Forecast Forecast Forecast Forecast
REVENUE

SALE OF SERVICES
Energy Sales $ 59,164 $ 58,323 § 57,262 $ 28,631 $ 58,436 $ 69,830 $ 77,594
Sales to Grid 42,041 22,786 16,428 8,214 20,114 19,744 19,980
Business Services 21,521 38,516 41,561 20,781 45,207 47,621 3,299
Distribution Tariffs 38,281 41,226 43,390 21,695 45,775 48,645 51,112
Capacity Charge 12,830 12,281 13,169 6,585 13,432 13,701 13,975
Gas Sales 9,288 13,239 15,496 7,748 16,116 16,760 17,431
Administration 2,922 2,690 2,668 1,334 2,735 2,973 3,159

OTHER REVENUE -
Municipal Recoveries 1,346 (93) (55) (28) (48) 12 77
Realized Gain (Loss) on Risk Mangement intstruments 8,323 - - - - - -
Investment Earnings - - 1,655 828 3,824 4,005 5,053
Other 831 26 27 14 28 29 30
Developer Levies 876 900 900 450 912 924 937

TOTAL REVENUE 197,423 189,894 192,501 96,250 206,530 224,245 192,648

EXPENSES

OPERATIONS
Administration 5,305 5,413 5,471 2,736 5,578 5,687 5,798
Engineering 3,417 3,756 3,867 1,934 3,944 4,023 4,104
Operations & Maintenance 21,390 22,281 22,690 11,345 22,937 23,374 23,684
Rechargeable Projects 5,222 4,497 4,908 2,454 5,006 5,106 5,208
Internal & Municipal Expenses 15,543 16,309 16,532 8,266 16,819 17,163 17,515
Natural Gas Purchases 44,358 57,459 62,537 31,269 64,398 65,315 52,464
Carbon Tax 11,122 11,944 14,424 7,212 17,091 20,141 23,697
Transmission Charges - 1,726 1,246 623 1,510 1,481 1,500
MCC & RRC Costs - - 4,000 - 2,298 2,344 2,391
Other 1 24 25 13 - - -
(Gain) / Loss on Disposal of Asset 602 - - - - - -
Interest Expense 4,832 4,957 6,530 3,265 7,260 7,755 8,230
Anmortization on Capital Assets 26,954 27,339 27,304 13,652 26,844 29,283 29,848
Asset Retirement Obligations and Accretion (116) 3,871 3,959 1,980 4,050 4,146 4,246
PLOT 9,009 3,456 2,300 1,150 3,190 3,082 2,917

TOTAL EXPENSE 147,639 163,032 175,793 85,897 180,925 188,901 181,602

NET INCOME $ 40784 $ 26862 § 16,708 $ 10354 § 25605 $ 35345 § 11,046

Note: Jul — 26 Forecast represents the establishment of the MCC
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MUNICIPALLY CONTROLLED CORPORATION
CONSOLIDATED STATEMENT OF CASH FLOW
AS AT DECEMBER 31 (in thousands of dollars)

2024 2025 2026 Jul-26 2027 2028 2029
Actual  Forecast Forecast Forecast Forecast Forecast Forecast
OPERATING ACTIVITIES
NET INCOME $ 49,784 $ 26,862 $ 16,708 § 10,354 § 25605 $ 35345 § 11,046
ITEMS NOT AFFECTING CASH - ADD (DEDUCT)
Amortization 26,976 27,339 27,304 13,652 26,844 29,283 29,848
Gain / Loss on Disposal 580 - - - - - _
Remeasurement Surplus Reclassified to Income (4,468) - - - - - -

NET CHANGE IN NON CASH WORKING CAPITAL

Accounts Receivable 9,006 - - - - - -
Accounts Payable and Accrued Liabilities (4,014) - - - - - -
Deposits (11,292) - - - - - -
Asset Retirement Obligations 63 3,801 3,887 1,980 3,977 4,071 4,170
CASH PROVIDED FROM OPERATING ACTIVITIES 66,635 58,002 47,899 25,985 56,426 68,699 45,064
INVESTMENT
Decrease (increase) in Inventories (3) - - - - - -
Plant, Property and Equipment (38,778) (46,219) (73,480) (36,740) (63,701) (38,007) (45,136)
Decrease (increase) in Investments 2,160 - - - - - -
Increase (decrease) in Other Long Term Liabilities 5 - - - - - -
Increase (decrease) in Long Lived Assets 449 (437) - - - - -
CASH APPLIED TO INVESTING ACTIVITIES (36,167) (46,656) (73,480) (36,740) (63,701) (38,007) (45,136)
FINANCING
Free Cash Flow / Dividend (10,376) - (7,000) (7,000) (7,682) (10,603) (7,000)
Transfer from City Reserves 8,854 76,273 76,273
Grant Funds Received 139 - - - - - -
Long Term Debt Issued - 28,067 19,318 9,659 28,132 20,762 14,818
Repayment of Long Term Debt (11,031) (10,036) (11,398) (5,699) (12,313) (13,085) (14,004)
Repayment of Internal Loan (27) - - - - - -
CASH PROVIDED BY FINANCING ACTIVITIES (21,295) 26,885 77,193 73,233 8,137 (2,926) (6,186)
NET CHANGE IN CASH 9,173 38,231 51,612 62,478 862 27,766 (6,258)
CASH - BEGINNING OF PERIOD 2,968 12,141 50,372 39,505 101,984 102,846 130,612
CASH - END OF PERIOD $ 12,141 $ 50,372 $ 101,984 $ 101,984 $ 102,846 $ 130,612 $ 124,354

Note: Jul — 26 Forecast represents the establishment of the MCC
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Comparison of City Surplus (Deficit) before and after MCC

in $000's
2026 2026 2027 2027
Budget Budget Forecast Forecast
Before MCC Changes After MCC Before MCC Changes After MCC
Municipal (43,177) (1,238) (44,415) (38,020) (1,569) (39,589)
MCC Net Income - 16,708 16,708 - 25,605 25,605
Rate-Based Utilities
Water 4,714 - 4,714 5,154 - 5,154
Sewer 3,895 - 3,895 4,208 - 4,208
Solid Waste 1,075 - 1,075 1,979 - 1,979
Electric Distribution 1,579 (1,579) - 1,177 (1,177) -
Gas Distribution 1,145 (1,145) - 1,420 (1,420) -
Rate-Based Utilities Surplus (Deficit) 12,407 (2,724) 9,683 13,937 (2,597) 11,340
Energy Production
Electric Generation 18,445 (18,445) - 31,054 (31,054) -
Gas Production (17,840) (17,840) (16,314) (16,314)
Energy Production Surplus (Deficit) 605 (18,445) (17,840) 14,740 (31,054) (16,314)
Land Development & Real Estate 521 521 (1,289) (1,289)
Reserves
Realized Investment Revenue 14,408 (3,279) 11,129 13,649 (3,303) 10,346
Management Fees (2,529) (576) (1,953) (2,310) (559) (1,751)
Reserve Investment Income 11,879 r (2,703) 9,176 11,339 (2,744) 8,595
Consolidated Adjustments (641) - (641) - - -
Operating Surplus (Deficit) (18,406) (8,402) (26,808) 706 (12,358) (11,652)
Cash Flow to the City Reserves
Comparing the cash flow to the reserves that was anticipated in the 2025-2034 Financial Plan to the proposed MCC structure
Budget [Forecast --->
2026 2027 2028 2029 2030 2031 2032 2033 2034
2025-2034 Financial Plan AN
Free Cash Flow (FCF)
Electric Generation 14,201 16,302 40,620 3,129 21,205 17,437 7,680 5,345 20,640
Electric Distribution (1,400) (1,64) (1133) (1,025) (847) (262) 988 2,041 3,153
Gas Distribution 20 o1 1212 1536 1,899 2,280 2,735 3,137 3,720
Total FCF 12,821 16,048 40,699 3,641 22,257 19,455 11,403 10,523 27,513
Less: Reserve Funded Projects 0| (5920) (5920) (5920) (3,700) 0 (3700) (3700) (3,700)
Reserve Increase/(Decrease) 12,821 10,128 34,779 (2,279) 18,557 19,455 7,703 6,823 23,813
Compare to:
Municipally Controll. oﬂ)ation (MCC)
MCC Dividend 7,000 7,000 9,402 7,000 7,000 7,000 7,000 7,000 7,000
Net Cash Gain/ (Loss) to Reserves (5,821) (3,128) 9,279
Beginning Accumulated Loss* (26,388)  (33,447) (38144)  (65310) (59,093) (73,422)  (89,321)  (94,213) (98,454)
Net Cash Gain/(Loss) to Reserves (5,821) (3128)  (25,377) 9,279 (M557)  (12,455) (703) 177 (16,813)
Foregone Investment Earnings (4.69%) (1,238) (1,569) (1,789) (3,063) 2,771 (3,443) (4,189) (4,419) (4,617)
Ending Accumulated Loss (33,447)  (38,144)  (65310) (59,093) (73,422)  (89,321)  (94.213) (98,454) (119,885)
Operating and Capital Reserve 237,567 219,158 184,666 182,524 155,690 139,694 124,446 93,199 76,272
After MCC 204,120 181,014 119,356 123,430 82,269 50,374 30,233 (5,256) (43,613)
*Opening Accumulated Loss assumes an initial transfer of $26.4M from the City's reserves to establish the MCC's opening cash position.
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Preliminary Conclusions (noting that additional work is required to confirm any cash balance transfers and the
preferred MCC dividend approach):

1. Under the proposed (placeholder) MCC dividend approach the City's Reserves would receive $66M less
between 2026 and 2034 than anticipated in the 2025 - 2034 Financial Plan.

2. The impact of this $66M net cash loss from lower dividends plus the $26.4M of initial cash transfers to
establish the MCC's opening cash balance reduce the amount of cash the City has available to earn
investment earnings. As a result, the City could incur additional forgone investment income of
approximately $27M between 2026 and 2034.

The accumulated impact is estimated to be $120M less cash in reserves by 2034.

In this scenario the City's Operating and Capital Reserve balances are anticipated to be drawn into a
negative position by 2033. Such changes will result in the City needing to make significant financial
changes to remain financially sustainable.

5. The 2025-2034 Financial Plan does not include any projects in Electric Generation related to Energy
Transition. Estimated costs for Energy Transition range drastically but could potentially cost the City
hundreds of millions of dollars.

6. The Funding that is being held back by the MCC anticipates weak short term commodity cycles, high
capital investment costs as well as the possibility of costs related to the energy transition. Due to the
MCC's ability to finance outside of the debt limit calculation, the MCC would put the City in a better
position to respond to capital needs and the Energy Transition.

7. The City would also benefit from stability in the Dividend policy which anticipates a floor dividend of $7M
while providing for additional dividend in the case that 30% of net income exceeds $7M. Predictable
income would help the City plan and set more realistic expectations for its capacity to deliver services.

Options to Mitigate City impact:
= Higher Dividends. Would risk the MCC needing to come to the City to ask for money in the future.

= Allow the City to invest the MCC's money.and earn income from it. Doing so would reduce the impact of
the foregone investment earnings, however the MCC would not be independent from the City.

= Look to extend the City's Debt Limit from 70% to 90% with a warning zone from 80-90% which compels
administration to demonstrate a financial path below 80% over a 10-year horizon.

= Increase Taxation or Rates.
= Utilize more of the Medicine Hat Endowment funds (potentially requiring a change to bylaw).

» Reduce Expenses (Service Levels) and Growth Capital Expenditures within the City.

Business Plan: Municipally Controlled Corporation 38 @ Medicine Hat

87



ATTACHMENT #4

Medicine Hat

Energy Business

DISCLOSURE

Municipally Controlled Corporation (MCC) &
Rate Review Committee (RRC) — a stage gate
decision

Energy, Land & Environment

Open Council May 20, 2025
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The ‘Gas City’

« Business enterprises are part of CMH fabric dating back to discovery of natural gas

« Organizationally and financially, are generally treated 'as if' business units are separate
entities within a united leadership structure

MUNICIPAL TYPICAL BUSINESS

* Cost recovery from tax-payers & user fees » Invest to generate profits for growth
» Services often quality of life / common good « Economically driven

driven » Experts / boards as decision-makers
* Elected officials as decision-makers « Cautious transparency, mindful of strategic &
« High transparency as public servants commercial interests
» Public accounting standards * International financial reporting standards

@ Medicine Hat Energy Business Review MCC & RRC Project 4
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We've been fortunate...

The Medicine Hat Advantage

Historical energy position grandfathered
via regulatory exemptions

Strong profits, particularly in prior
decades from natural gas production,
more recently from electric generation

Enviable amenities with competitive
property taxes

Energy rate advantage
Medicine Hat Endowment Fund

@ Medicine Hat
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But now?

Concerning trends

« Natural gas production profits are now
end of life liabilities

 Historic ‘cross-subsidization’ reliance
lingers

* Low commodity cycle impacting electric
generation profits

« Energy life cycle capital replacements
estimated at $500M in next 10 years

« Energy transition and decarbonization

: ... Unsustainable trend of declining City reserves
regulations costly

@ Medicine Hat 0 Energy Business Review MCC & RRC Project 6



And Community Affordability Pressures

Business Model Philosophy Questions

* Long standing pricing philosophy — Distribution as ‘cost plus‘.and
Commodity as ‘fair market’

« This Council contemplates Rate Review, which gains focus after summer
2023 record commodity pricing

« Expert advice pursued in fall 2023 via independent Energy Business
Review

- To confirm overall strategic approach for best value to the
community

 In light of the City's unique exemption, and the broader strategic
landscape

@ Medicine Hat o4 Energy Business Review MCC & RRC Project /



The challenge and the opportunity

MCC & RRC - optimizing value for taxpayers and utility ratepayers

The 2024 strategic review of the
Energy Business reiterated the
challenges that jeopardize the
business’ ability to deliver value.

The business’ outlook is uncertain and
can benefit from skill-based, focused
efforts and tools to better position the
business for success.
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Our Unigque Governance today

As primary decisionmaker, Council plays three, potentially conflicting roles:

Energy Business is subject to the
City’s policies and processes,
most notably in the areas of

Uti|ity rate governance, budgeting and

En.ergy Residents financing...
Business payers

BI
’LLI Within the municipal entity, the

This may be sub-optimizing
Protecting the interests of each of these business value.
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KPMG's MCC and RRC Recommendation

Fit for purpose Governance / MCC — energy

business value

* Incremental operational costs for the MCC
are anticipated to minimally affect

distribution tariffs ¢
Dividends ($);
* Enhanced value from optimal governance Reporting

* Checks and balances

» Skills based decision-makers Council —

community &
taxpayer value

« Council appointed board, committee
Delegated authority; logistical support

« Governing agreements between entities

~

Rate
assessment;
public feedback

RRC -

appropriate
utility rates
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Project Status: Progressive Stage-Gate Milestones

Assess Define conSl.'It & Implement
Decide

Energy Business Articulate draft Expert Review of ~ Public Hearing IF Council decides
Review to confirm Implementation certain financial to proceed,
best value Plans / treatments Execute
strategic approach ‘Blueprints Council decision Council decision (Implement)
to move.to Public ~ to implement or
Hearing-or not not
Decision Decision
point point
€ (Target Public (Estimate 1 year
224 20 Hearing end Q2) until “live’)
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What's new

Progress since April 22, 2025 ‘Define’ blueprint

« Obtained expert review of certain financial treatments
« Developed draft financial projections
* Prepared Business Plan disclosure document
« Commenced communications strategy
« Shape Your City engagement May 1, 2025
* Exploring an Municipally Controlled Corporation | Shape Your City Medicine Hat

« Continued progression of implementation planning and governance documents

« Key message: Financial disclosure information includes identification of potential financial
challenges that exist in both-status quo AND if MCC proceeds
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https://shapeyourcity.medicinehat.ca/mcc

Business Plan and Disclosure

Considerations
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Disclosure: Required Engagement for MCC Formation

Before Council considers passing a resolution authorizing the City to control a corporation, a
business plan (that includes the disclosure requirements) must be considered

Disclosure Requirements Public Hearing Requirements

Municipality must disclose: « Minimum 30-day notice (time of disclosure)

» Services the MCC will provide - Sufficient advertising (1x/week for 2

« Names of shareholders of MCC consecutive weeks at least 5 days before
hearing)

» Geographic locations of MCC services

- Projected utility rate structure * Standard time, place, etc. of hearing

» Market Impact Analysis
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Scope of MCC
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MCC / the corporation

Objective / Description

The creation of a corporation, or MCC, wholly owned and.controlled by the City
Governed by independent, skills-based board of directors accountable to the City as the sole

shareholder
To operate and deliver services from:
 Utility Distribution Systems
» Electric Generation
* Energy Marketing and Analysis
Provision of dividends to the City
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Scope of MCC Services

Utility Distribution Services (UDS)

» Services provided within franchise area
» Gas distribution
» Electric transmission and distribution
* Engineering and design services
e Customer care
» Residential, commercial, and industrial customers

R No identifiable change from_customer perspective
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