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1.0 EXECUTIVE SUMMARY 1 

The last comprehensive public review of Centra Gas Manitoba Inc’s (Centra) non-gas revenue 2 
requirements and rates by the PUB occurred in 2018 and 2019.  That review focused on the 2020 3 
Test Year and with respect to Phase II matters, the sizable shifts in class revenue requirements 4 
flowing from its Cost of Service (COS) study that occurred as a result of material additions in 5 
transmission investment.    6 

In this 2025 General Rate Application (GRA or Application), Centra is requesting final approval of 7 
an overall 4.5% interim general rate increase approved by the Manitoba Public Utilities Board 8 
(PUB) that became effective November 1, 2024.  For the typical residential customer, the 9 
annualized base bill impact is estimated to be an increase of 4.7% or $29 per year. 10 

Centra is also seeking approval of changes in its COS and Rate Design (RD) methodologies which 11 
have experienced significant changes flowing from the Cost-of-Service Methodology Review 12 
(COSMR) that occurred in 2022.   13 

The purpose of this evidence is to independently evaluate Centra’s COS proposals and make rate-14 
setting recommendations to the PUB for Centra’s 2024/25 Test Year. 15 

Based on this evaluation, overall, it is recommended that Centra implement a Range of 16 
Reasonableness of 95% - 105% on a go forward basis with the SGS class’s revenue-to-cost coverage 17 
(RCC) ratio set at 97% for this Application. 18 
 19 

A summary of the key conclusions of the evidence are as follows: 20 

 21 

1.1 The 2024/25 COS Proposes to Set Rates at Unity with no Range of Reasonableness Ignores 22 
the Fundamental Changes to RCCs Flowing from the COSMR, Conflicts with the Board’s 23 
Policy Direction In Order 109/22, and Centra’s Rationale is not Supported by Evidence  24 

Centra is proposing to set rates at unity citing several reasons for not implementing a Range of 25 
Reasonableness including: i) The size of customer classes and the nature of costs; ii) Added 26 
unjustified complexities and implementation issues due to the degree of its rate unbundling and 27 
given that gas costs are passed through without mark-up; and iii) while it could be possible to 28 
implement a Range of Reasonableness strictly for non-gas costs, there would be limited ability to 29 
provide any meaningful impact to the SGS class’s rates without significant impact on other classes. 30 

Based on a review of evidence, the size of Centra’s SGS class is entirely consistent with other 31 
Canadian natural gas LDC’s, namely FortisBC Energy Inc. (FEI) and SaskEnergy as well as its parent 32 
company, Manitoba Hydro (MH) who all employ a Range of Reasonableness of 95% - 105%.  In 33 
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fact, the size of SaskEnergy’s equivalent Residential Class, from a revenue perspective, is greater 1 
than that of Centra. 2 

Centra asserts that the implementation of a Range of Reasonableness would add unjustified 3 
complexities and implementation issues given the level of rate unbundling and given that its gas 4 
costs are passed through without mark-up through the use of PGVA’s. 5 

However, FEI has a similar level of rate unbundling with commodity and its equivalent to Centra’s 6 
storage and transportation costs (Midstream) unbundled and passed through without mark up 7 
through PGVAs and which are adjusted on a quarterly basis.  SaskEnergy’s rates are also unbundled 8 
with its gas costs passed through without mark up through PGVAs.  9 

As the evidence demonstrates, Centra’s rates are no more complex certainly than FEI and thus its 10 
assertion is not founded in evidence.  On this basis, examples of how a Range of Reasonableness 11 
and rate rebalancing through RCCs can be implemented for Centra, consistent with FEI’s practice 12 
are provided. 13 

Centra also asserts that given the size of the SGS class, in order to provide any meaningful impact 14 
to the SGS class’s rates would require significant impacts to other classes.  As the evidence 15 
demonstrates, Centra’s characterization of significant impacts to other classes which would be 16 
sizably lower than the magnitude of rate changes its proposes or has already implemented, is 17 
without merit. Centra’s characterization results from its focus on non-gas costs which, given their 18 
magnitude relative to total costs, are naturally exacerbated by cost changes.  Once those impacts 19 
are compared to total costs, however, consistent with how its overall rate proposal is determined, 20 
the impacts are moderated. 21 

 22 

1.2 A Range of Reasonableness of 95% to 105% is Recommended be Established for Centra  23 

Given that Centra’s assertions for not implementing a Range of Reasonableness are unfounded 24 
and with examples of how a Range of Reasonableness and associated rate rebalancing can be 25 
implemented without significant complexity and modelled at FEI, it is recommended that a Range 26 
of Reasonableness of 95% to 105% be established. 27 

In order to establish this bandwidth, a review of Centra’s 2024/25 COS methodologies and 28 
proposed implementation of methodology changes flowing from the COSMR was undertaken to 29 
assess the potential ranges of deviation and impact on class cost-to-serve.  The recommended 30 
Range of Reasonableness of 95% to 105% captures much of the inherent subjectivity associated 31 
with Centra’s COS methodologies as well as the myriad of other factors that affect the range of 32 
results in cost-to-serve.    33 

This range is also recommended as it is the commonly used bandwidth by Canadian natural gas 34 
LDC’s which allows for rate comparison reviews assessed on a more equivalent basis. 35 
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 1 

1.3 It is Recommended that the RCC of the SGS Class be Established at Between 95% - 97% in 2 
this GRA  3 

Based on the review of Centra’s COS methodology, its proposed implementation of that 4 
methodology along with numerous other factors affecting the accuracy of class cost-to-serve, it is 5 
clear that the level of precision in the COS methodology does not support a target of unity for any 6 
rate class as Centra proposes. Importantly, it also results in setting rates based on 100% weight to 7 
one measure for purposes of allocating demand-related costs that represent 50% of Centra’s 8 
revenue requirement (excluding commodity).  Neither Centra’s COS study nor any COS study 9 
produces results that are known to that degree of certainty and represents a highly aggressive 10 
method of ratemaking.   11 

It is recommended that the SGS Class RCC be established at between 95% - 97% in this GRA, 12 
resulting in a cost reduction of between $7.0 million - $3.3 million to the SGS class.  The 13 
recommendation reflects the fact that the SGS Class has been the greatest impacted, on a dollar 14 
basis, from a cost responsibility perspective from the changes in COS methodology.  An RCC of 15 
97% is also recommended to reflect the further impacts to this class associated with matters such 16 
as outdated forecasts, the COS phenomenon that shifts cost responsibility predominantly to the 17 
SGS class from the reduction in debt associated with the Provincial Guarantee Fee (PGF) and 18 
Corporate Allocation, public policy considerations stemming from the Manitoba Metis Federation 19 
(MMF) Fund, and numerous others discussed in this Evidence. 20 

Further and importantly, from a fairness perspective, some customers could not exist on the TCPL 21 
system in the absence of Centra’s throughput, and hence the reason that these customers should 22 
share in some of the greater natural gas infrastructure costs.  It is Centra’s residential customers 23 
that are the ultimate risk-takers for system continuity and expansion.  Commercial/Industrial 24 
customers can come and go and take advantage of the robust system developed with the foresight 25 
and forbearance of the residential customer base. Such customers can also pass along the cost of 26 
energy through their prices charged.  These are some of the fairness issues that are no longer 27 
reflected in Centra’s rates in the absence of a Range of Reasonableness.  These are also some of 28 
the reasons why residential and small volume customer RCC’s tend to be at the lower end of a 29 
Range of Reasonableness or even outside the lower boundary in other jurisdictions, previously at 30 
Centra, and at Manitoba Hydro.   31 
 32 
Centra continues to build capacity based on past practice and without regard for the overall 33 
flattening/declining of load that it clearly is aware of.  It is the SGS class, generally, that will bear 34 
greatest responsibility for this investment and given the move to the design peak day COS 35 
methodology and at the same time virtually eliminating any transmission and distribution broader 36 
system costs to the Special Contract (SC) and Power Station (PS) classes, the impact to the SGS 37 
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class will be even more pronounced. Despite this awareness, the potential for a rate spiral, the 1 
risks of the potential for losses, its current financial position and pressure on rates, and its apparent 2 
concern regarding affordability, Centra still chose to argue that setting rates at unity is reasonable, 3 
in part, to avoid administrative complexities associated with a Range of Reasonableness. 4 
 5 
The wisdom of shifting cost responsibility to captive residential customers in an energy transition, 6 
and in particular to low-income customers who are least capable of exiting the gas system and of 7 
incurring additional cost from the loss of load, is questionable given the potential for rate spiral of 8 
the natural gas operations in Manitoba. Centra indicates that energy policy and decarbonization 9 
are one of the top 10 risks to Manitoba Hydro and Centra1.  And yet, such risks are clearly devoid 10 
in Centra’s overall rate setting, COS and RD strategies. On this basis, a reasonable case could be 11 
made to establish the SGS class RCC at 95%. 12 
 13 

1.4 It is Recommended that RCC Determinations are based on Total Costs  14 

It is recommended that rate rebalancing be established based on RCCs that reflect both allocated 15 
non-gas costs as well as upstream storage and transportation costs.  Conceptually, COS 16 
methodology associated with non-gas costs and upstream storage and transportation costs are 17 
subject to varying but reasonable COS methodologies that result in differences in cost-to-serve by 18 
class.  There is no evidence to suggest that COS methodologies for upstream storage and 19 
transportation are more accurate than for non gas costs. On this basis, theoretically and ideally, 20 
rate rebalancing considering RCCs including both non-gas costs and storage and transportation 21 
costs are preferrable. 22 

It is also recommended that RCCs after rate rebalancing be assessed on the basis of total costs.  23 
This will not only serve to provide an equal basis for assessment between classes but will also 24 
moderate the variability in RCCs.  Representing RCCs on this basis is consistent with Centra’s 25 
proposed overall rate increases as part of a GRA which are based on total cost, including the cost 26 
of gas, which in this Test Year is 4.5%.  Representing RCCs on this basis is also consistent with the 27 
RCC determination by FEI. 28 
 29 

The issue of a Range of Reasonableness and rate rebalancing with respect to PGVAs is largely a red 30 
herring.  Nevertheless, rate rebalancing is not required for PGVA’s on the basis that: i) commodity 31 
costs are set at unity with a unified rate for all classes (and thus there is little subjectivity as to cost 32 
responsibility); and ii) rate rebalancing is proposed to include storage and transportation costs and 33 
revenues as part of the determination of base rates, and as such, would be reasonable to assume 34 
no rate rebalancing is necessary for these PGVAs. 35 

 
1 Tab 2, pgs. 24 to 28 
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2.0 OVERVIEW OF QUALIFICATIONS & DUTIES TO THE PUB   1 

 2 
Kelly Derksen received her Bachelor of Science (Chemistry and Mathematics) from the University 3 
of Manitoba in 1995 and her Chartered Professional Accountant designation in 2004.  4 

Ms. Derksen has 30 years of hands on and multi-faceted expertise in energy regulation and 5 
ratemaking, with demonstrated experience providing clients with advice that is theoretically 6 
sound, practical, and sustainable. She specializes in providing public utility regulatory services to 7 
clients, with an emphasis on utility ratemaking philosophy, cost of service and rate design matters. 8 

Through a joint regulation consulting practice with Mr. Rainkie, Ms. Derksen provides services to 9 
a wide range of clients that participate in and are impacted by rate-regulation and regulatory 10 
proceedings. In this proceeding, Ms. Derksen is providing evidence on behalf of the Consumers’ 11 
Association of Canada (Manitoba Branch).   12 

Since 2018, Ms. Derksen has provided client advice in a number of Canadian jurisdictions on a 13 
variety of topics with themes consistent with Centra’s current GRA including intercompany cost 14 
allocation, the rate consequences of large capital additions, rate policy related to decarbonization, 15 
range of reasonableness and rate differentiation to name a few. 16 
 17 
Prior to her current role as an independent expert utility ratemaking consultant, Ms. Derksen 18 
spent nearly 25 years with Manitoba Hydro and Centra Gas in progressing roles in regulatory and 19 
rates including at the management level. Her experience relevant to the evidence provided in this 20 
proceeding includes senior level public utility experience as a former Manager, Gas Regulation 21 
between 2005 and 2008 and Manager of Cost of Service & Rates from 2008 to 2017, at Manitoba 22 
Hydro and Centra Gas developing ratemaking objectives and regulatory strategy, leading cost of 23 
service study methodological reviews, directing the preparation of electric cost of service studies 24 
and rate design proposals and the translation of overall revenue requirements into class revenue 25 
requirements and rates, consistent with corporate rate strategy. 26 
 27 
In this regulatory proceeding, Ms. Derksen led the evaluation of Centra’s cost of service and rate 28 
design proposals and preparation of evidence on behalf of CAC.  Ms. Derksen has testified before 29 
the PUB on multiple occasions over the last two decades, as an independent expert witness on 30 
behalf of the Consumers’ Association of Canada (Manitoba Branch) (CAC) and the Consumers 31 
Coalition and as a rate policy and subject matter witness for Manitoba Hydro and Centra. Ms. 32 
Derksen’s full curriculum vitae was provided as attachment E of the CAC Intervenor Application, 33 
Exhibit CAC-1.  34 
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Ms. Derksen acknowledges that she has a duty to provide evidence that is fair, objective and non-1 
partisan related to matters within her areas of expertise and to provide such additional assistance 2 
as the PUB may reasonably require. 3 

  4 
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3.0  INTRODUCTION & OVERVIEW OF CENTRA’S 2024/25 GRA AND COS STUDY  1 
 2 
The last comprehensive review of Centra’s non-gas revenue requirement occurred as part of its 3 
2019/20 GRA, which was filed in November, 2018 and resulted in Order 152/19.   4 

Subsequent to Centra’s 2019/20 GRA, Centra filed a Rate Re-bundling Application and a Cost-of-5 
Service Methodology Review Application resulting in Orders 116/21, 131/21 and 109/22, 6 
respectively.  7 

On October 7, 2024, Centra filed 2024/25 GRA with the PUB requesting approval of a 4.5% overall 8 
rate increase which was approved on an interim basis in Order 125/24 effective November 1, 2024 9 
related to changes in Non-Gas costs (Delivery costs) and Storage and Transportation costs. 10 

Centra’s 2024/25 GRA requests2 approvals including: 11 

1. Approval, on an interim basis, of a general revenue increase of 4.5% effective November 12 
1, 2024, sufficient to generate additional revenue of $11 million in 2025 and $16 million on 13 
an annualized basis3.   14 

2. Approval of Transportation (to Centra), Distribution (to customers) and corresponding 15 
delivery rates, the Gas Commodity Overhead rate and Fixed Rate Gas Commodity Service 16 
Program Cost Rate, effective November 1, 2024; 17 

3. Approval to dispose of the balances in the October 31, 2019 Prior Period Gas Cost Deferral 18 
Account and the Purchased Gas Variance Accounts from November 1, 2019 to October 31, 19 
2023 through rate riders over the 12-month period commencing November 1, 2024; 20 

4. Approval of adjustment to rates to reflect changes in forecast non-commodity related gas 21 
costs, effective November 1, 2024; 22 

5. Final approval of actual gas costs for the five years from November 1, 2018 to October 31, 23 
2023; and 24 

6. Endorsement of revised approaches to updating the cost of gas in storage and the natural 25 
gas volume forecast used in the quarterly Gas Commodity rate applications. 26 

 27 

Centra has also seeking approval of its 2024/25 COS study that includes the implementation of 28 
numerous methodology changes flowing from the COSMR in 2022 resulting in Order 109/22, a 29 
several other methodology changes, the approval to not implement a Range of Reasonableness 30 
and to set rates at unity, and a number of Rate Design changes.  31 

 32 

 
2 Tab 1, pgs. 3 and 4 
3 CAC/Centra I-2 (a) 
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The annualized bill impact resulting from base rate changes proposed for November 1, 2024 for 1 
the typical residential customer was estimated by Centra to be an increase of approximately 4.7% 2 
or $29 per year and the change in the billed rates was estimated by Centra to be an increase of 3 
approximately 3.9% or $24 per year4. 4 

Centra states that intends to file pre-hearing cost of gas and interest rate forecast updates on May 5 
2, 2025. 6 

  7 

 
4 Tab 10, pgs. 26 and 27 
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4.0 RANGE OF REASONABLENESS 1 
 2 

4.1 Order 109/22 Found that a Range of Reasonableness and Ratemaking Objectives Including 3 
Fairness & Equity are to be Addressed in this GRA 4 

Centra filed its 2024/25 General Rate Application (“2025 GRA”) on October 7, 2024, its first GRA 5 
since 2019/20.  Since that time, Centra filed its Cost-of-Service Methodology Review (COSMR) in 6 
2021 that was heard in 2022 resulting in Order 109/22 and its Rate Re-Bundling Application in 7 
2021.   8 

As part of the COSMR, CAC argued that matters such as a Range of Reasonableness (also known 9 
as a Zone of Reasonableness or ZOR) and customer rate/bill impacts were best dealt with as part 10 
of the COSMR.  Centra asserted that all Rate Design matters including class RCCs and the Range of 11 
Reasonableness, as well as the issue of the Power Stations minimum margin guarantee, were most 12 
appropriately reviewed in the context of a GRA on the basis that a review of Rate Design was 13 
premature and would only serve to complicate the review of cost allocation5. 14 

In Order 36/22, the PUB found that all matters related to Rate Design, including RCCs, the Range 15 
of Reasonableness, the Power Station Class, and customer rate/bill impacts from COS 16 
methodology changes are best dealt with in a GRA. 17 

As part of this GRA, the PUB retained an Independent Expert Consultant whose scope of work was 18 
to review Centra’s COS study and comment on whether the model complies with the directives in 19 
Order 109/22. A findings report was filed as part of this proceeding6. 20 

This Application represents the culmination of these matters.  In addition to significant cost 21 
changes since Centra’s last GRA for the 2019/20 Test Year, Centra’s bill impacts also reflect the 22 
methodology changes flowing from the COSMR and Rate Re-bundling changes.  Centra’s 2024/25 23 
COS study results in significant changes in the cost-to-serve by class as well as some significant bill 24 
impacts that range from overall decreases to large increases.  25 

 26 

 
5 Order 36/22, pg. 12 
6 Exhibit ERA-1 
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4.2 A Range of Reasonableness is a Rate Design Tool to Assess the Results of a COS Study 1 
Recognizing COS is an Indicator not a Dictator of Each Class’s Cost-to-Serve and to Provide 2 
Flexibility in the Reflection of Rate Setting Objectives including Fairness and Equity in the 3 
Establishment of Rates 4 

The determination of a utility’s rates may be viewed in three phases.  The first phase focuses on 5 
the determination of the overall revenue requirement, or the overall rate level of the utility 6 
sections.  In this first phase consideration is given to the reasonableness of the forecast of 7 
customer energy, peak load, the utility’s operating and capital costs.  The focus is on whether the 8 
overall utility costs and forecasts are reasonable, necessary and prudently incurred in the 9 
provision of utility service.  These matters are addressed in the evidence of Mr. Rainkie. 10 

In the second phase, the utility’s established revenue requirement is allocated to each of its 11 
customer classes through the preparation of a cost allocation study. A cost allocation study 12 
analyzes which customer or group of customers cause the utility to incur the costs to provide 13 
service.  Although judgement is required to a lesser extent in Phase I of a cost allocation study, the 14 
functionalization of costs, significant judgement is required in Phase II, to classify costs between 15 
capacity, commodity and customer components. Even greater judgement is required in 16 
determining the appropriate method to allocate these costs between classes. Several examples 17 
include (but not limited to): 18 

 19 
i. Compressor costs are allocated 100% to capacity even though annual usage contributes 20 

to a decreased service life.  21 
ii. Different classes of customers impose different levels of risk on the utility, but 22 

quantifying the appropriate cost differential is not attempted in a cost-of-service study;  23 
iii. Depreciation can be vulnerable to considerations other than physical life of property; 24 

and 25 
iv. Revenues can vary significantly from year to year, especially for industrial gas use which 26 

is dependent on volatile international or national economic conditions. 27 
 28 
In rate design, the third phase of ratemaking, the translation of cost-to-serve by class as 29 
determined through a cost allocation study is evaluated. In this phase, the specific design of rates 30 
(rate forms) of the various customer classes are also determined either directionally or explicitly 31 
from the output of the cost allocation study.  32 
 33 
Rather than attempting to prepare numerous cost-of-service studies using different reasonable 34 
methods, a Range of Reasonableness is used in the assessment of the resulting RCCs.  RCCs are 35 
used either directionally or explicitly in the determination of each class’s revenue requirement.  A 36 
Range of Reasonableness is often established for utilities because a cost-of-service study cannot 37 
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identify with certainty the cost of providing service to a class– that is there is considerable reliance 1 
of judgement in undertaking a cost-of-service study.  This occurs because of the existence of 2 
significant joint and common costs of a utility which are used by all or nearly all customers and 3 
need to be allocated accordingly. This means there is no true cost allocation result but a range of 4 
values that could be considered the true value.  In this case, cost allocation and its resultant RCCs 5 
is a tool used when evaluating and setting rates for various customer classes and the degree to 6 
which revenue should move from the average increase.  7 
 8 
As such, cost allocation and its resultant RCC ratios is a tool used when evaluating and setting rates 9 
for various customer classes.  It is an indicator of the appropriate rate level, not the dictator of the 10 
required revenue. The translation of cost-to-serve to pricing should reasonably balance a utility’s 11 
ratemaking objectives.  Rate equity is not achieved by using the results of a cost-of-service study 12 
to set rates purely in a mechanistic manner.   The results of cost-of-service studies should be seen 13 
as a tool to be used in the setting of fair, just and reasonable rates. They are not, in and of 14 
themselves, fair, just and reasonable.  15 

Prior to Centra’s COSMR Application, Centra’s Cost Allocation Methodology had been in place 16 
since at least the late 1980’s and was reviewed and re-affirmed by the PUB in Order 107/96.  The 17 
key features of Centra’s rate setting methodology include postage stamp ratemaking in which 18 
rates are based on pooling costs across a service territory and all customers within a rate class are 19 
charged the same regardless of their location.  The underlying premise of postage stamp 20 
ratemaking is really one of fairness – allowing access to natural gas service such that all customers 21 
benefit at the lowest average costs and ensuring that no one industry has an advantage over new 22 
entrants thereby removing the economic disincentives that might otherwise exist for new industry 23 
development.   24 
 25 
At that time, Centra’s rate setting philosophy reflected a COS methodology that was principally 26 
based on cost causation but also recognized issues of equity and fairness including definitions of 27 
cost that extended beyond embedded (actual financial) cost.  28 

Centra’s rate setting philosophy also included a Range of Reasonableness of 97% - 103% such that 29 
a class’s RCC in the range of 97% to 103% was considered to reasonably be recovering its cost-to-30 
serve.   31 
 32 
In 1997, Centra advocated that no further concepts of inter-class equity or fairness was required 33 
and proposed to set rates based on unity whereby the RCC for each class was set at 100% during 34 
a rate application, rather than using a Range of Reasonableness. Centra also acknowledged that 35 
its largest customers were pressing for rates to be explicitly set based on the results of the cost-36 
of-service study.  The PUB approved Centra’s proposed move to unity on the basis that its COS 37 
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methodology which included the peak and average demand allocator, reflected an appropriate 1 
mix of system capacity cost causation and system operation (usage) and thus concepts of 2 
customer class equity and fairness have been accommodated at the cost-of-service phase.  3 
Residential customers whose RCC was at or near 97%, experienced rate increases at the time.   4 
 5 
As part of the COSMR, Centra’s view of rate setting policy fundamentally changed by proposing to 6 
remove non-cost causal and other definitions of cost out of its COS methodology asserting such 7 
considerations are best incorporated at the Rate Design stage.  Centra asserted it was striving to 8 
reflect pure cost causation as part of its COS methodology7. 9 
 10 
In Order 109/22, the Board approved Centra’s proposed COS methodology reiterating that a  cost-11 
of-service study is just one factor the Board may consider in a rate hearing. It is informative, but it 12 
is not determinative. Equity and fairness considerations, as well as the public interest, are 13 
important considerations in a rate hearing and the Board also takes them into account in setting 14 
just and reasonable rates8.   15 
 16 
 17 

4.3 The 2024/25 GRA Proposes to Set Rates at Unity with no Range of Reasonableness 18 
Ignores the Fundamental Changes to RCCs Flowing from the COSMR, Conflicts with the 19 
Board’s Policy Direction In Order 109/22, and Centra’s Rationale is not Supported by 20 
Evidence 21 

As part of Centra’s Cost of Service Methodology Review Application (COSMR), Centra asserted that 22 
“a ZOR recognizes the range of judgment that applies when conducting Cost of Service studies and 23 
would facilitate considerations of fairness and equity as well as rate stability and gradualism at the 24 
rate design stage.”9 Centra accepted the advice of its Consultant, Atrium, to establish a Range of 25 
Reasonableness and stated that it intended to bring forward its recommendation as part of the 26 
GRA.   27 
 28 
Further, Centra’s Consultant in 2013, Christensen Associates, as part of an overall review of both 29 
electric and natural gas COS methodology also supported the use of a Range of Reasonableness: 30 
 31 

“The Company’s COS study results are the primary vehicle for determining the overall cost 32 
responsibility and price level for the customer classes, within both gas and electricity 33 
services. In the case of Centra’s services, the class level prices to cover all non-commodity 34 

 
7 Order 109/22, pg. 28 
8 Order 109/22, pg. 33 
9 COSMR Application, pg. 36 
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costs are set equal to the cost allocation results. Essentially, all RCC ratios are set equal to 1 
1.0. For MH’s electricity services, the revenues and prices are intended to be set at levels 2 
that would, over time, bring all classes’ RCC ratios within the range of 0.95 to 1.05. The 3 
acceptance of departures of observed RCC ratios from unity, for specific customer classes, 4 
and also customer groups and market segments, suggests two things. First, that fully 5 
distributed costing (cost attribution methods) cannot identify, for sure, the true cost to 6 
provide services, in view of common costs. Second, that fairness and other criteria also 7 
weigh into the problem of determining fair and equitable utility rates…. In summary, we 8 
generally concur with the Company’s current approach: targeted RCC ratios as the primary 9 
guideline to set overall price levels for customer classes, given the estimates of cost 10 
attribution obtained from COS studies. Moreover, we suggest that the COS methodology 11 
of Centra accommodate a range of acceptable RCC ratios, in a manner similar to that of 12 
MH’s approach for electricity services.”10 13 

14 
As part of Centra’s 2019/20 GRA, Centra asserted that “one outcome of setting rates at unity is 15 
that all rates will be set strictly based upon the output of the cost allocation study. Therefore, it is 16 
difficult to smooth rate changes and the resulting bill impacts…Setting customer class rates at unity 17 
also tends to increase rate volatility (rate movements in both upward and downward directions). 18 
11 Centra stated that an appropriate means of addressing bill impacts caused by large plant 19 
additions may be to temporarily set aside the concept of setting rates at a revenue/cost ratio of 20 
100% for all classes and instead adopt a zone of reasonableness in the setting of class rates.12 21 

22 
As part of the COSMR, Centra agreed with the recommendations made by its consultant that “Cost 23 
of Service Studies should stand on their own objective merits and reflect only considerations of 24 
cost causation. This is consistent with the approach used for Manitoba Hydro’s electric Cost of 25 
Service Study, which then considers fairness and equity at the rate design stage. Centra supports 26 
using the same approach for its gas operations which allows for a more transparent assessment of 27 
such considerations than is possible when non cost-causal factors are embedded within the 28 
methodology.”13 29 

30 
In the current GRA, Centra’s evidence is that the introduction of an explicit Range of 31 
Reasonableness for gas operations is of limited efficacy for the following reasons14: 32 

1. The size of customer classes and the nature of costs;33 

10 Centra 2021 COS Review, Centra Exhibit 3-0, PUB MFR 8, Attachment 1, pg. 34 of 39 
11 2019/20 GRA CAC/Centra I-19 b 
12 2019/20 GRA IGU/Centra I-28 b 
13 COSMR Application, pg. 37 of 40 
14 2024/25 Application, Tab 10, pg. 19 
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2. Added unjustified complexities and implementation issues due to the degree of rate 1 
unbundling and given that gas costs are passed through without mark-up; and 2 

3. While it could be possible to implement a Range of Reasonableness strictly for non-gas3 
costs, there would be limited ability to provide any meaningful impact to the SGS class’s4 
rates without significant impact on other classes.5 

6 
An evaluation of Centra’s assertions is provided in the sections that follow. 7 

8 

4.4 Most Natural Gas LDC’s in Canada Employ a Range of Reasonableness Except Centra 9 
10 

Centra states it is generally aware that other Canadian LDCs make use of a Range of 11 
Reasonableness although it did not undertake any review to support its conclusion.  As part of the 12 
information request process, Centra was asked to provide examples of the Range of 13 
Reasonableness employed for other Canadian natural gas LDC’s.  In response Centra provided the 14 
Range of Reasonableness for three utilities: FEI, APEX and SaskEnergy, each of which targets a 15 
range of 95% - 105%15.  The Range of Reasonableness of other Canadian LDCs is provided in the 16 
table below: 17 

Table 1: 18 

 1619 

The key observation from this Table is that this jurisdictional evidence does not support a 20 
directional trend in Canada to rebalance to unity nor does it support the rejection of a Range of 21 
Reasonableness as proposed by Centra.  Of these natural gas LDC’s, Centra is the only natural gas 22 

15 CAC/Centra II-34 a 
AUC Decision 2014-139 (May 23, 2014), pg. 17 
EUB Decision 2006-062 (June 27, 2006), pg. 3 
SaskEnergy Rate Application - 2016, slide 19 
BCUC Order G-4-18, pg. 38 
OEB Order EB-2012-0459, pg. 6  

Utility Range of Reasonableness

AltaGas 95%-105%
Atco 95%-105%
FEI - BC 95%-105%
Sask Energy 95%-105%
Enbridge Closer to Unity (i.e. smaller than 95%-105%)
Centra Unity
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utility who does not employ an explicit Range of Reasonableness. Centra is the only utility that 1 
rebases its revenue-to-cost ratios to unity. 2 

Both FEI and SaskEnergy rates are also unbundled between delivery (which is equivalent to 3 
Centra’s non-gas costs) and gas costs.  For FEI, its gas costs are unbundled between midstream, 4 
(equivalent to Centra’s storage and transportation) and commodity costs.   5 

Thus, the degree of unbundling and complexity of Centra’s rate structure is no greater than other 6 
natural gas utilities who employ a Range of Reasonableness. Each of these natural gas LDC’s 7 
employ deferral mechanisms to pass on gas costs without markup.  It is simply not possible to 8 
accept Centra’s argument that it cannot implement a Range of Reasonableness because of 9 
administrative complexity while FEI for example, with unbundled rates, direct gas purchasing, by-10 
pass rates and PGVAs is able to employ a Range of Reasonableness. 11 

12 

4.5 Centra’s Proposal to Not Implement a Range of Reasonableness Based on the Dominance 13 
of the SGS Class is Unsupportable  14 

15 

Centra states that it is not proposing to implement a Range of Reasonableness on the basis, 16 
in part, that an explicit Range of Reasonableness for gas operations “is of limited efficacy 17 
because of the dominance of the SGS class compared to other classes”.  Centra goes on to 18 
indicate that the SGS class bears responsibility for 2/3rd of Centra’s non-gas costs. 19 

To assess the reasonability of Centra’s assertion, the following charts have been prepared 20 
that considers the sizes of various classes, in terms of revenue contributions, of several 21 
Canadian LDC’s as shown below: 22 

Tables: 2,3,4 & 5: 23 

24 
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1 
172 

The key observations flowing from these charts are as follows: 3 

• Overall, the Residential Class is the dominant class by far, from a revenue perspective, in4 
each of the three utilities with an established Range of Reasonableness of 95% to 105%.5 

6 
It is noted that the above chart for Manitoba Hydro (electric operations) combined the7 
GSS ND with the Residential Class in order to more closely align to Centra’s SGS Class that8 
consists of both Residential and Small Commercial customers.  Based on this assumption,9 
Centra’s SGS Class is more dominant than for electric operations (63% for Centra vs. 56%10 
for MH), but the difference is not particularly significant.  It is noted that this assumption11 
was not made for FEI or SaskEnergy which indicates that the dominance of the Residential12 
class in these jurisdictions is likely understated;13 

14 

• The difference between FEI’s Residential Class revenue contribution compared to Centra15 
of 58% vs. 63% is also reasonably close, and as discussed above, is likely understated for16 
FEI ; and17 

18 

• SaskEnergy’s Residential Class revenue contribution compared to Centra of 71% vs. 63%,19 
and is more dominant compared to Centra.20 

21 
22 

Therefore, while the SGS Class is without question the dominant class for Centra, other Canadian 23 
natural gas LDC’s as well as its parent company, MH, who all employ a Range of Reasonableness 24 
have residential classes that are dominant to the same degree as Centra.   25 

17

FEI - Annual Review 2024 Rates, Schedule 17
SaskEnergy - Delivery Service Financial Update, Schedule 1.9,  pg. 24



19 

1 

4.6 The RCCs Flowing from the 2024/25 COS Study Isolated for Non-Gas Costs Only Are 2 
Significantly Divergent from Unity Ranging from 82% to 214% and Demonstrates Centra’s 3 
Concern that Any Attempt to Meaningfully Set RCCs for the SGS Class without Significant 4 
Impacts to Other Classes is Unsupportable  5 

Centra claims that in order to make a meaningful RCC impact to the SGS Class will result in 6 
significant impacts to other customer classes.  Centra concludes that a 95% RCC for the SGS Class 7 
will result in a 10.3% revenue increase to all other classes as shown in Table 3 below.  Similarly, 8 
Centra concludes that establishing a 97% RCC for the SGS Class will require a revenue increase of 9 
6.4% from all other classes18. 10 

11 
As part of the Information Request process, Centra provided the following table to support its 12 
conclusion that it is mathematically impossible to avoid significantly impacting other customer 13 
classes19 in order to provide a meaningful RCC impact to the SGS Class.   14 

15 
Table 6: ($000s) 16 

SGS Class - revenue @ unity   $110,493 17 
Remaining Classes - revenue @ unity $53,429 18 
Total Non-Gas Revenue  $163,922 19 

20 
Revenue shortfall if SGS set at 95% $5,525 21 

22 
Revenue required from all other classes $58,953 23 
Increase to Other classes  10.3% 24 
Total RCC of Other Classes  110.3% 25 

26 

This above analysis prepared by Centra is based on allocated non-gas costs only.  Comparing the 27 
impacts to only a portion of a customer’s bill will undoubtedly result in exaggerated divergences 28 
of the revenue-to-cost ratios from unity as the impact is being assessed against a much lesser base. 29 

30 
The following series of tables demonstrate the significant impacts flowing from the current 31 
2024/25 GRA, the 2019/20 GRA, and the COSMR if only based on non-gas costs: 32 

33 

18 CAC/Centra IR I-60 
19 CAC/Centra I-60  
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2024/25 GRA: 1 
One need not look any further than Centra’s overall rate increase request in the current GRA of 2 
4.5%.  This percentage is muted because it is assessed against all costs, including the cost of gas. 3 
By basing its percentage increase request on only non-gas costs, Centra’s overall proposed rate 4 
increase is actually 13.5%20, rather than 4.5% as shown in the following table: 5 

6 
Table 7: 7 

8 
9 

2019/20 GRA: 10 

It is noteworthy that the establishment of revenue requirement by class expressly set at unity is 11 
somewhat of a misnomer - it’s a point in time snapshot calculation.  With long absences between 12 
the re-setting of rates (and rebalancing to unity), there can be dramatic changes in class cost 13 
responsibility.  This can be driven by the time lapse between rate applications with significant 14 
changes in cost make-up such as the addition of large transmission plant, or other large cost 15 
changes, or changes in usage and/or peak demand requirements of customer classes.  Indeed, the 16 
large additions to transmission investment that occurred between Centra’s 2013/14 GRA and 17 
2019/20 GRA manifested in significant divergence from unity as can be seen in the table below, 18 
and which gave rise, in part, to the review of Centra’s COS methodology in 2022.   19 

20 

21 

20 Appendix 10.1, Figure 10.5:  $19,562/$144,360=13.6% 

Source: CAC/Centra 60
Figure 10.5

2019/20 GRA 2025 GRA $ %
SGS 99,131 110,493 11,362      11.5%
LGS 31,936 37,708 5,772        18.1%
HVF 6,743 8,574 1,831        27.2%
Mainline 1,997 2,162 165 8.3%

Interruptible 761 1,599 838 110.1%

FPO 14 15 1 7.1%
Total Non-Gas Costs 144,361 163,921 19,560      13.5%

Non-Gas Costs Only

2d
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Table 821: 1 

2 
3 

The key observation from Table 8 is that the class impacts with respect to non-gas costs only 4 
flowing from the 2019/20 COS study varied significantly ranging from 62% to 150% and far from 5 
unity (prior to revenue rebalancing). 6 

7 
Similarly, when analyzing non-gas cost changes flowing from the current 2024/25 GRA, the 8 
impact range between customer classes is even more significant compared to the 2019/20 GRA 9 
shown in the table below: 10 

11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

21 Note:  2019/20 GRA non-gas cost changes by class are evaluated against 2013/14 RCC – non-gas costs. 
For most classes, except PS, while not the same, are reasonably comparable 
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Table 9: 1 

2 

As Table 9 depicts, class cost impacts (prior to revenue rebalancing) range from  to  3 
and require significant changes in class non-gas revenue to achieve unity.  4 

It should be noted that the above analysis compares the 2024/25 GRA non-gas cost changes 5 
to the 2019/20 GRA non-gas cost changes by class22 rather than comparing non-gas revenue 6 
to non-gas cost as Centra declined to provide the data. While not a perfect comparison, the 7 
above analysis is directionally representative of class RCCs but for the Special Contract and 8 
Power Station classes.  For these two classes, the above analysis depicts the significant changes 9 
in non-gas cost responsibility between the GRAs rather than RCCs as new rates (and revenues) 10 
were implemented to reflect results of the COSMR as proposed by Centra. 11 

12 

COSMR: 13 

The directional impacts flowing from Centra’s COSMR are shown in the following table: 14 

15 
16 
17 
18 
19 

22 CAC/Centra II-33 a 

2d

2d
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Table 10: 1 

2 
3 

The key observation from Table 10 is that the impact of the cost-of-service methodology 4 
changes as proposed by Centra, which was approved in Order 109/22, ranged from increases 5 

  These impacts are based on both non-gas cost and storage 6 
and transportation cost changes.  As noted by Centra, these impacts are directional only. 7 

8 
When the indicative rate impacts flowing from the COSMR and the current 2024/25 GRA are 9 
compared (prior to revenue rebalancing), the results are as follows: 10 

11 
Table 11: 12 

13 
14 
15 

The key observations flowing from the above table are as follows: 16 
17 

2021 COS Review 

Source:  2019/20
COSMR pg. 28 of 30 Approved COSMR Inc/(Dec) Inc/(Dec)

($000s) ($000s) ($000s) %
SGS 128,542      130,239          1,697 1.3%
LGS 54,398        55,132            734            1.3%
HVF 13,068        11,602            (1,466) -11.2%
Mainline 2,225          1,738 (487) -21.9%

Interruptible 1,599          1,779 180            11.3%
- 

Total 329,321      329,321          - 

% Change (Excl. Commodity) COSMR 2024/25
Inc/(Dec) % Inc/(Dec) %

SGS 1.3% 9.5%
LGS 1.3% 10.4%
HVF -11.2% 10.2%
Mainline -21.9% 9.6%

Interruptible 11.3% 41.7%

2d

2d

2d
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1. Table 11 compares the directional cost changes flowing from the COSMR including both 1 
changes in non-gas and storage and transportation costs to the 2024/25 GRA; 2 

2. The indicative impacts flowing from the COSMR range from  to  and3 
3. The impacts flowing from the 2024/25 GRA range from  to .4 

5 
The point of the above tables and analysis is that Centra’s claims over concerns about the limited 6 
efficacy from the use of a Range of Reasonableness for meaningful impact to the SGS class from 7 
rate rebalancing without significantly impacting other classes is simply not credible.  As the above 8 
analysis demonstrates: i) the 10% impact derived by Centra (Table 6 above) is exaggerated because 9 
it is derived over only non-gas costs; and ii) there have been significant changes in class cost 10 
responsibility and RCCs flowing from the 2019/20 GRA, the COSMR, and the current 2024/25 GRA 11 
that Centra has proposed and implemented which are much more impactful than the concern now 12 
raised over potential rate rebalancing. 13 

14 
The above analysis demonstrates that Centra’s arguments for no Range of Reasonableness are not 15 
supported by evidence.   16 

17 
The changes to COS methodology that Centra proposed, and the Board approved in Order 109/22 18 
represent a significant change in approach.  Prior to Order 109/22, Centra’s COS methodology 19 
embedded differing perspectives on what constitutes cost (i.e. defined cost beyond embedded 20 
cost based on actual cost incurred) as well as fairness and equity which previously considered non-21 
cost causal factors and use of the overall system.   22 

23 
In 2021, Centra’s view of COS methodology shifted from broader cost considerations to one which 24 
is takes a narrow view of cost and cost causation.  The spirit of Centra’s whole case theory 25 
underpinning its COSMR, which was accepted in Order 109/22 was that issues of different 26 
definitions of cost, fairness and equity and rate stability (etc.) are better dealt with in Rate Design 27 
through a Range of Reasonableness as the intermediary between the translation of Cost to Serve 28 
to Rate Design. And, Centra successfully argued that matters of Rate Design, including a Range of 29 
Reasonableness were separate and distinct from COS that are appropriately dealt with in a GRA.23  30 

31 
That GRA is now here and after reading Centra’s evidence, one could reasonably interpret that it 32 
is impossible for Centra, or at least highly improbable, to implement a Range of Reasonableness.   33 
The result is that Centra has shifted its ratemaking philosophy having moved from considering 34 
embedded cost causation as the primary consideration, to it being the sole determinant of rates.  35 
Centra’s proposal amounts to discarding all ratemaking objectives other than cost causation (and 36 

23 Order 36/22 

2d



25 

administrative ease) and relies only on a mechanistic outcome of Centra’s COS as the basis for 1 
establishing rates.  This elimination includes: i) fairness and equity; ii) effectiveness (yielding total 2 
revenue requirement without any socially undesirable expansion of rate base; and iii) revenue and 3 
rate stability to cite a few examples from the Bonbright Ratemaking Principles.  Centra’s proposal 4 
is despite the overall dominant consensus that a Range of Reasonableness is necessary and its 5 
dominant use in all other natural gas (and electric) LDC’s in Canada. 6 

7 
Importantly, it also results in setting rates based on 100% weight to one measure for purposes of 8 
allocating demand-related costs that represent 50% of Centra’s revenue requirement (excluding 9 
commodity24).  In other words, the result is that Centra’s COS study proports to produce results 10 
that are known with 100% certainty as to who is driving shared infrastructure costs to be incurred. 11 
It is well accepted in industry and rate setting practice that this is not the case. 12 

13 
That being said, both Orders 164/16 and 109/22 did not find that these issues were to be ignored. 14 
These orders very clearly found these types of considerations are to be addressed in Rate Design 15 
and blind adherence to the output of COS for setting rates is not appropriate.  Centra’s proposal to 16 
not implement a Range of Reasonableness to address these cost and fairness and equity 17 
considerations in Rate Design is contrary to Order 109/22. 18 

19 
From a fairness perspective, some customers could not exist on the TCPL system in the absence of 20 
Centra’s throughput, and hence the reason that these customers should share in some of the 21 
greater natural gas infrastructure costs.  It is Centra’s residential customers who are the ultimate 22 
risk-takers for system continuity and expansion.  Commercial/Industrial customers can come and 23 
go and take advantage of the robust system developed with the foresight and forbearance of the 24 
residential customer base. Such customers can also pass along the cost of energy through the 25 
prices charged.  These are some of the fairness issues that are no longer reflected in Centra’s rates 26 
in the absence of a Range of Reasonableness.  These are also some of the reasons why residential 27 
and small volume customer RCC’s have tended to be at the lower end of a Range of 28 
Reasonableness or even outside the lower boundary in other jurisdictions.  The wisdom of shifting 29 
cost responsibility to captive customers in an energy transition, and in particular to low-income 30 
customers who are least capable of incurring the cost, is questionable given the potential for rate 31 
spiral of the natural gas operations in Manitoba. 32 

33 
For these reasons, Centra’s rationale for not implementing a Range of Reasonableness are not 34 
founded on evidence and are not on solid ground. It is likely that the introduction of a Range of 35 
Reasonableness will require some simplifying assumptions to allow for a feasible implementation.  36 

24 Application, Tab 10.1, Sch C7: $111.1 million/$222.3 million 
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It is not a matter of perfection; it is a matter of reasonability.  In the section that follows, a practical 1 
example on how a Range of Reasonableness can be implemented for Centra is provided which 2 
demonstrates that mechanically, it is not unduly complicated and is fairly easily executed. 3 

4 

4.7 The Implementation of RCCs and a Range of Reasonableness for Purposes of Setting 5 
Class Revenue Requirements is Feasible and Not Particularly Complex as Demonstrated 6 

The table below provides an example of rate differentiation whereby a Range of Reasonableness 7 
can be implemented for Centra.  The example provided has been tailored to Centra but is largely 8 
consistent with FEI’s25 determination of RCCs and rate differentiation. 9 

Table 12: 10 

 11 

The key observations from the above table are as follows: 12 

1. The SGS class is set at 95%, in this potential example, and is derived based on 5% of their13 
allocated non-gas and storage and transportation costs ($140,766 * 5%= $7,038) with this14 
rate rebalancing amount proportionately distributed among the remaining classes;15 

2. The rate rebalancing amount reduces the SGS class’s total allocated non-gas and storage16 
and transportation cost.  Similarly, other class’s total allocated non-gas, and storage and17 
transportation cost is increased based on their proportionate share;18 

3. To derive the RCC’s, each class is imputed a commodity cost which is added to, but held19 
constant between revenue and cost.  For the SC and PS classes, storage and transportation20 
costs allocated to the Mainline class are assumed and added to these class’s revenue and21 
costs;22 

25 FEI 2023 COSA and Rate Rebalancing Application, Exhibit B-1, Sch 1 provides FEIs derivation of RCCs and 
Rate Rebalancing 

Tab 10.1, Fig 15, pg. 30 Total Rev Total Cost Inc/(Dec) RCC Impute Total Rev Impute Total Cost RCC Rebalance $ Total Cost $ Impute Total Cost Impute Rev RCC
($000s) $ $ $ % $ $ % (SGS - 95%) After Rebalance $ $ %
SGS 131,445         140,766       9,321          93.4% 199,332                  208,653 95.5% (7,038) 133,728              201,615                   199,332     98.9%
LGS 55,303           60,071         4,768          92.1% 109,567                  114,335 95.8% 5,194 65,265                119,529                   109,567     91.7%
HVF 13,219           14,396         1,177          91.8% 35,872                    37,049 96.8% 1,245 15,641                38,294 35,872       93.7%
Mainline 2,329             2,438            109             95.5% 17,921                    18,030 99.4% 211 2,649                  18,241 17,921       98.2%

112.6% 100.3% 100.1%
118.6% 109.4% 104.8%

Interruptible 1,554             2,266            712             68.6% 6,080 6,793 89.5% 196 2,462                  6,989 6,080          87.0%
Total 206,415         222,166       15,751       92.9% 418,232                  433,983 96.4% (0) 222,166              433,983                   418,232     96.4%

2d
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4. By imputing commodity costs for all classes and storage and transportation costs for the1 
SC and PS classes, revenues and costs are set on an equal base in order to better provide2 
meaningful comparisons between classes26;3 

5. The RCC is then simply the total revenue divided by total cost for each class; and4 
6. The establishment of RCCs on this basis results in a Range of Reasonableness of between5 

87% - 104.8%.6 
7 

In summary, the application of a Range of Reasonableness along with rate rebalancing amongst 8 
the classes and the derivation of RCCs is entirely feasible for Centra as shown in the example. 9 
Further, a Range of Reasonableness with rate rebalancing to allow for ratemaking objectives 10 
including fairness and equity and stability (flexibility) is the most common natural gas utility 11 
practice in Canada. 12 

13 

26 FEI notes the imputed Cost of Gas is shown only for purposes of presenting Revenue to Cost Ratios as T-
service does not have commodity and midstream charges. 
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5.0 A RANGE OF REASONABLENESS BANDWIDTH OF 95% - 105% IS 1 

RECOMMENDED TO BE ESTABLISHED FOR CENTRA 2 
3 

The rationale for the use of a Range of Reasonableness is discussed in the Sections above and is 4 
common practice in Canadian LDC’s.  The question becomes what is an appropriate Range of 5 
Reasonableness bandwidth for Centra’s natural gas operations? 6 

In examining an appropriate bandwidth, a number of issues must be considered, including that 7 
Cost-of-Service is directional only and that it is based on a forward-looking process based on 8 
forecasts, budgets, and estimates.   9 

Secondarily, any over/under recovery must also consider the appropriate application to each rate 10 
component given that Centra, to a large degree, establishes its rate forms currently directly on the 11 
basis of the COS study.   Unfortunately, there has not been any detailed examination or review in 12 
this public forum on which costs (i.e rates) are over/under recovered on a design basis. 13 

Generally, the bandwidth should recognize the results of the most significant changes in 14 
methodologies within the designed tolerance band.  That said, it is understood that bandwidths 15 
commonly used for natural gas LDCs of 95% - 105% are unlikely to cover the full range of 16 
uncertainty that results from the necessary reliance on judgment, the use of simplified methods 17 
for administrative ease and understandability purposes, and load data and forecasting error, for 18 
example.   19 

In the sections that follow, an evaluation of Centra’s chosen COS methodology, its implementation 20 
and costs impacts as proposed in the current 2024/25 GRA is provided.  The purpose of this 21 
evaluation is to assess the directional range of uncertainty flowing from COS such that an 22 
appropriate Range of Reasonableness bandwidth can be determined for Centra. 23 

24 

5.1 The Implementation of Peak Day vs. the Peak and Average Allocator 25 

Of the approved COSMR changes, the direct assignment of cost to the Special Contract and Power 26 
Station Classes and the move from an allocation of demand-related costs on the basis of the peak 27 
and average methodology to a peak day are the two most fundamental changes. 28 

In Order 109/22, the Board found: 29 

“The Board approves the use of a coincident peak methodology to allocate the portion of 30 
costs related to Centra’s downstream Transmission and Distribution functions classified as 31 
Demand. The allocation is to be based on an estimation of Centra’s design day peak rather 32 
than the three-year average of historical demand peaks suggested by Centra. 33 
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The Board finds that a coincident peak design day allocation best reflects cost causation 1 
for the Demand component of these functions. The Board accepts Atrium’s evidence that 2 
Centra must rely on design day demand in planning and constructing downstream 3 
transmission and distribution facilities. As such, a coincident peak method based on a 4 
design day approach is preferable to a coincident peak method based on an average of 5 
historical consumption peaks, even if Centra will have to rely on historical data to develop 6 
its design day metric…. 7 

The Board expects Centra to explain, at the next general rate application, how it arrived at 8 
a design day allocator for each customer class and how it compares to the historical peak 9 
day method for that class, including for Interruptible customers.”27 10 

As part of the COSMR Centra defined design day as the highest coincident system peak conditions 11 
that the system is designed to meet under extreme weather conditions.  It went on to 12 
acknowledge that a design day metric at the class level was not available at the time.  For purposes 13 
of illustrative results, it assumed a Coincident Peak Day allocator consistent with how Peak Day 14 
had been calculated since 2001. 15 

In this Application, Centra is seeking approval to implement the allocation of demand-related costs 16 
on the basis of design day peak derived as follows: 17 

• Centra used historical coincident peak (excluding Special Contract and Power Stations) to18 
develop a coincident peak to annual volume relationship using the latest three years of19 
historical information for 2018/2019, 2019/20 and 2020/21 applied against the annual20 
volume projected for the Natural Gas Volume Forecast for the 2025 Test Year and used21 
heating degree days to scale class load to a design day;22 

• For the Power Station class, Centra set the design day peak equal to its maximum historical23 
non-coincident peak between 2011/12 – 2020/21.  For the Special Contract class, the24 
highest non-coincident peak day in the past three years was assumed28.25 

• Centra asserts that for the Power Station and Special Contract class a non-coincident peak26 
was assumed because: i) coincident peak day of the system can be substantially influenced27 
by the operations of these non-weather dependant loads; ii) coincident peak day is not28 
aligned with when non-weather dependant load is coincidently peaking; and iii) historical29 
peak day may not adequately capture the Power Station and Special Contract class’s30 
respective maximum loads.31 

The Board’s Independent Expert concluded that Centra’s cost of service model is compliant with 32 
Order 109/22 although it acknowledged that: 33 

27 Order 109/22, pgs. 46-47 
28 CAC/Centra II-37 & PUB/Centra I-118 
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• The purpose of its review was not to assess the appropriateness of the COS methodology 1 
or the results of the study.2 

• There are different definitions of design day and Centra’s definition is consistent with3 
common practice;4 

• There can be differences in how utilities design their systems to meet peak demands,5 
including whether systems are designed to meet maximum firm contracted demands or a6 
forecast of firm demand based on the historical peak day demands of customers with7 
contracted volumes, how extreme weather is determined, and how historic volumes are8 
adjusted to reflect extreme weather volumes; and9 

• The model reviewed was locked such that scenarios could not be run.  Instead it relied on10 
reviewing the formulae largely in the form of lookup functions that do not reference a11 
particular cell but reference an array of cells which required formulas to be tested12 
separately based on a sample of cells.2913 

While Order 109/22 directed Centra to explain how it arrived at a design day allocator for each 14 
customer class and how it compares to the historical peak day method, little analysis was provided. 15 

The following tables were prepared to assess the difference between the Design Day allocator 16 
assumed in the COSMR and that derived in this Application and the impact to class demand-related 17 
cost responsibility: 18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

29 CAC/ERA IR I-1 
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Table 13: 1 

2 

Tables 14 & 15: 3 

4 

5 

6 

Total SGS LGS HVF Mainline SC PS Interr
DDay - All All Classes

Dday - x DA Incl T, Excl SC & PS

Dday - TBS Excl SC & PS

Dday - Dist Excl M/L, SC & PS

Dday - Excl Int & DA

2019/20 GRA vs. 
COSMR

2019/20 GRA vs. 
COSMR

2019/20 GRA 
vs. 2025 GRA

2019/20 GRA 
vs. 2025 GRA

$000s % Change $000s % Change
SGS 1,098 3.8% (208) 3.3%
LGS 205 0.9% (963) -0.5%
HVF (948) -15.4% (831) -10.0%
Mainline (39) -41.4% 18 23.4%
SC
PS
Interruptible (515) -61.1% (472) -54.2%

UPSTREAM DEMAND

2019/20 GRA 
vs. COSMR

2019/20 GRA 
vs. COSMR

2019/20 GRA 
vs. 2025 GRA

2019/20 GRA vs. 
2025 GRA

$000s % Change $000s % Change
SGS 600 3.1% 6,427 33.0%
LGS 530 3.6% 4,742 32.6%
HVF (519) -11.6% 1,323 29.6%
Mainline (447) -25.6% (159) -9.1%

Interruptible 495 119.0% 733 176.2%

DOWNSTREAM DEMAND
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The key observations flowing from the above tables include: 1 

1. In Table 13, the demand-related cost allocators include a mix of coincident peaks and non2 
coincident peaks (for the Special Contact and Power Station classes) used to extrapolate3 
consumption on the design day;4 

2. The impact of moving to a Coincident Peak allocator from the use of a peak and average5 
allocator is directionally consistent with expectations. Higher load factor classes will, all6 
else equal, experience a decrease in allocated costs while low load factor classes will7 
experience an increase;8 

3. The impact of moving to a peak day allocator for purposes of upstream demand-related9 
costs between the 2019/20 and the COSMR result in a relatively sizable impact to the SGS10 
class of 3.8%.  Based on the current 2024/25 GRA, that reflects changes in methodology as11 
well as changes in costs, load forecast, and a change in the derivation of Design Day, the12 
impact to the SGS is reduced slightly to 3.3%.  The reduction in the allocated upstream13 
demand-related costs to the Interruptible class is expected given its exclusion from14 
upstream pipeline expenses;15 

4. In Table 15, the changes in allocated downstream demand-related costs vary significantly.16 
There is a 33% increase to the SGS class and impacts for other classes range from a17 

18 
19 

than coincident peak day, revealing the past under contribution of this class to demand-20 
related costs. The impact to the Interruptible class is significant but is directionally21 
consistent with the assumption that this class is firm from a downstream perspective; and22 

5. Tables 14&15 reveal some results that are counterintuitive.  There are sizable decreased23 
allocated upstream demand-related costs for the HVF despite an increase in demand on24 
the basis of design day.   There are similar counterintuitive results with respect to the25 
Mainline class.26 

The above analysis provides some comparison between the historical peak assumed in the COSMR 27 
and design day peak.  While some results are as expected, others are counterintuitive and remain 28 
unexplained.   Despite direction in Order 109/22 to provide a comparison to the historical peak 29 
method assumed as part of the COSMR, other than providing a description of the mechanics of 30 
the calculations, no explanation of the appropriateness of its proposed design day peak vis a vie 31 
Centra’s system or reasonability check was provided30.  32 

As part of the COSMR, Centra asserted that the move to a Design Day peak allocator for purposes 33 
of allocating demand-related costs would reflect only considerations of cost causation31 and that 34 
it supported transitioning to a pure cost-causation approach afforded by the use of a coincident 35 
peak allocator. In the expert opinion of Centra’s consultant as part of the COSMR, “there is no 36 

30 Tab 10, Section 10.3.1; PUB/Centra I-118; IGU/Centra I-22 
31 COSMR, pg. 37 
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better way to capture the true cost of Centra's operations than to utilize its design peak day 1 
requirements within its cost-of-service studies”.  2 

While Centra has attempted to implement a Design Day peak allocator as directed in Order 3 
109/22, it has, not surprisingly, encountered obstacles.  Centra concedes that for the purposes of 4 
cost allocation, the Design Day metric considers the peak day of the system in aggregate whereas 5 
gas system planning develops network specific load forecasts sized to deliver required capacity at 6 
peak hour 3233.  Additionally, Centra has had to assume an actual non-coincident peak for both the 7 
Special Contract and Power Station classes in order to avoid unsupportable results. 8 

Given theses differences in the derivation of design day peak for cost allocation purposes and that 9 
used by gas planners to design and build the system, it is a stretch to conclude that Centra’s 10 
extrapolated design day captures the true costs of its operations.  The result of Centra’s derivation 11 
of design day peak effectively amounts to a theoretical approximation that may be loosely or 12 
directionally representative of each class’s contribution to capacity (and cost causation). 13 

It is unfortunate that no discussion of the appropriateness of Centra’s design day derivation in 14 
light of its operations or alternatives were explored as the Board’s Expert Consultant observes: 15 
“there can be differences in how utilities design their systems to meet peak demands, including 16 
whether systems are designed to meet maximum firm contracted demands or a forecast of firm 17 
demand based on the historical peak day demands of customers with contracted volumes, how 18 
extreme weather is determined, and how historic volumes are adjusted to reflect extreme 19 
weather volumes”.  Issues, for example worth exploring is the use of contract demand rather than 20 
actual coincident peak for purposes of extrapolating design day peak as a factor that drives 21 
resources commitments and costs.  Centra asserts that there would be little meaningful impact of 22 
assuming contract demand for the PS class given that few costs are now allocated to the class. 23 
However, most, if not all, large users service is supported by contract and contract demand. 24 

It is further noted that the load forecast underpinning Centra’s 2024/25 COS study flows from the 25 
2021 Natural Gas Load Forecast which was prepared in early 2021, 4-years ago.  Centra indicates 26 
that34: 27 

• A more current load forecast was not undertaken because of competing priorities;28 
• For purposes of extrapolating a design day demand for most classes, 2018/19, 2019/2029 

and 2020/21 were averaged;30 
• The 2021 Natural Gas Load Forecast was not used in the preparation of non-coincident31 

peak for the Special Contract and Power Station classes but were rather derived separately32 
based on their actual maximum usage for a 3-year and 10-year period; and33 

32 CAC/Centra I-49 
33 PUB/Centra I-75 d 
34 CAC/Centra 40 
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• Since that time, on an actual weather adjusted basis, consumption was higher than1 
forecast for the Power Station, Special Contract and Top Consumer rate classes.  Actual2 
demand was higher than forecast for the HVF, Mainline and Interruptible classes.3 

A couple of days ago, Centra provided an updated load forecast and responses to some 4 
information requests.  In response to CAC/Centra II-28, Centra states: 5 

“Design Day Peak Demand in 2024/25 for the Special Contract class is based on a straight 6 
3-year average of non-coincident peak in 2021/22, 2022/23 and 2023/24 and is based on7 
a straight 10-year average non-coincident peak for the 10 years up to and including8 
2023/24 for the Power Stations class.”9 

On one hand Centra indicates that the non-coincident peak for design day peak conditions of -10 
 assumed for the Power Station class is based on its highest actual demand during the 10-11 

year period, while on the other hand, Centra states it is based on a straight 10-year average.  It is 12 
similarly unclear with respect to the Special Contract class. 13 

Based upon a review of the amended materials provided by Centra, it appears that its 2024/25 14 
COS study continues to reflect the 2021 Load Forecast, despite the availability of the more current 15 
2024 Load Forecast. 16 

As part of the amendments and updated responses to select information requests there are 17 
movements in load as shown in the following table: 18 

Table 16: 19 

20 

The key observation flowing from this table is that there have been sizable shifts in load.  The SGS 21 
class’s forecast peak demand, (and volumes and customer numbers) have declined relative to the 22 
2021 Load Forecast.  Similarly, there is a sizable reduction for the HVF class.  Conversely, there 23 
have been increases for the LGS, Mainline, Special Contract and Power Station classes. 24 

Centra’s approximation of design day peak may tenuously depict cost causation.  However, Centra 25 
has not satisfactorily resolved the core issue in the absence of any analysis, justification or 26 
alternate considerations. 27 

Further, changes in load (and customer and volumes) flowing from the 2024 Load Forecast will 28 
unquestionably impact class cost-to-serve both.  The impacts will be two dimensional:  each 29 

Total SGS LGS HVF Mainline SC PS Interr
COSMR
2024/25 GRA
Amendment
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individual class’s load change and also relative to changes in load of other classes.  In the absence 1 
of an updated COS study, however, the degree of impact is unknown. 2 

3 

5.2 Direct Assignment of Cost to the Special Contract and Power Stations Class 4 

In this Application Centra states that it has direct assigned transmission asset costs to the Special 5 
Contract and Power Stations classes flowing from direction in Order 109/22.  Centra describes the 6 
direct assignment as “attributing the costs of the transmission assets that serve the customers in 7 
these classes directly to these customers rather than including the costs with other transmission 8 
assets and relying on more generic allocation methods to assign a portion of shared and common 9 
costs. The direct assignment approach recognizes…the costs of the assets serving these customers 10 
can be clearly identified from other costs…”35 11 

12 
The following methodology has been incorporated into the 2024/25 COS study with respect to the 13 
Special Contract and Power Stations Classes: 14 

• Direct assignment of transmission main costs that serve the Special Contract and15 
Power Station Class shown in Figure A136;16 

• A portion of the Brandon Primary Gate Station GS-123;17 

• All metering and regulating equipment from MS-001 and GS-192;18 

• The costs of in-line inspections on the NPS6 and NPS12 transmission mains19 
completed or forecasted in the test year to the Special Contract Class;20 

• An allocation of other plant items, consistent with past practice;21 
• Direct assignment of capital contribution paid by Manitoba Hydro in 2009 for22 

Brandon system modifications to allow it to be operated in the current configuration;23 
and24 

• A prorated depreciation and amortization expense apportioned according to their25 
respective share of the directly assigned costs….to ensure that the Special Contract26 
and Power Station classes continue to contribute to the revenue requirement of27 
Centra’s system on an ongoing basis37.28 

29 
The Board’s Independent Expert states the following with respect to the direct assignment of costs: 30 

31 

35 Application, Tab 10.1, pgs. 19-20 
36 Application, Tab 10.1 Appendix A, pg. 35 
37 Application, Tab 10.1, pgs. 38-39 
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• Elenchus identified the directive related to direct assignment as “The costs1 
associated with the dedicated transmission mains and related assets supplying2 
unodourized gas to the Special Contract and Power Station customer classes shall be3 
directly assigned to those classes.”  Elenchus goes on to confirms the amounts listed4 
in Schedules A1, A2, and A338 are directly allocated to the Special Contracts and5 
Power Station.6 

• That Centra’s approach to allocate accumulated amortization and depreciation7 
expense is appropriate assuming the vintage of assets directly allocated to the8 
Special Contracts and Power Station rate classes are similar to the overall vintage of9 
like assets.  Elenchus goes on to state that if the directly allocated assets are newer10 
and not significantly amortized relative to non-directly allocated assets, then the11 
directly allocated rate base (net book value) will be overstated but that any potential12 
over or under valuation of directly assigned rate base will balance in the long run;13 
and14 

• It expects is that Centra’s accounts do not separate assets that are directly allocated15 
from those that are not directly allocated historically.3916 

17 
The following analysis has been prepared to assess the reasonability of Centra’s proposed direct 18 
assignments which reveals significant changes in the allocation of cost to both the Special Contract 19 
and Power Stations classes: 20 

21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

38 Appendix A10.1 
39 PUB/ERA I-1 
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Tables: 17, 18, 19 – Special Contract Class1 

2 
3 

Tables: 20, 21, 22, 23- Power Station Class 4 
5 

6 
7 

8 
9 

10 
11 
12 
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1 
Table 24: 2 

3 
4 

The key observations flowing from these tables include: 5 
1. The Special Contract class’s share of transmission investment has decreased nearly 70%6 

from the 2019/20 GRA.  The SC’s share of general plant investment has decreased to a7 
negligible amount;8 

2. The Special Contract class’s allocation of O&M expenses has decreased significantly despite9 
the significant increase in overall O&M such that it will contribute to  of the total $84.810 
million;11 

3. The Power Station class’s share of transmission investment has increased nearly 500%12 
while its distribution and general plant investment share has decreased to negligible13 
amounts;14 

4. Despite the Power Station class’s allocation of O&M increasing, it will only contribute15 
million of $84.8 million of total O&M expenditures in 2024/25; and16 

5. Centra direct assigned transmission main investment of $4.5 million and $6.6 million to the17 
Special Contract and Power Station classes, respectively, and both appear to be 27%18 
depreciated.19 

20 
In light of these significant cost-to-serve changes Centra was asked a series of questions in order 21 
to better understand the reasonability of these results: i) how did Centra rationalize or assess the 22 
reasonability of these results40; ii) provide a directional indication of the cost to bypass that portion 23 
of the system; and iii) why the total allocated plant cost to the Special Contract Class is lesser than 24 
to the Power Station Class despite that there are costs associated with two adjacent pipelines 25 
allocated to the Special Contract class as per Figure A141. In response Centra stated the following: 26 

“…costs were allocated in accordance with the approved COS methodology and thus 27 
represents a fair sharing of costs by class….it is unable to provide cost estimates for 28 
hypothetical assets that it will not own or operate.” and 29 

“The number of pipelines is not the cost causative factor of Centra’s direct assignment 30 
approach. The total allocated costs to the Special Contract and Power Station classes 31 
reflect the relative investment that was made to construct the assets, which will vary based 32 
on the length, diameter, material and location of the pipeline as well as the year it was 33 

40 CAC/Centra II-35 
41 CAC/Centra I-43 

2024/25 COS - Sch C2 Rate Base - Trans Mains Accum Dep Diff % Dep
Special Contract 4,533,200 (1,213,959) 3,319,241         27%
Power Stations 6,550,000 (1,754,045) 4,795,955         27%
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constructed. The investment required to build the pipeline that serves the Power Station 1 
class was greater than the investment required to build the pipelines that serve the Special 2 
Contract class.” 3 

A bypass type of estimate is common where industrial customers are in close proximity to 4 
upstream transmission pipelines. Some jurisdictions will negotiate a rate with the utility based on 5 
the customer’s estimated cost of constructing and operating its own hypothetical pipeline to 6 
bypass the system.42 A bypass rate should be no more attractive than required to by-pass the 7 
system threat.  Further, as part of the Value of Interruptible Report43 prepared jointly between 8 
Centra and Navigant in 2001, a subsidy is defined as when a class is required to pay more under 9 
the cost allocation scheme than they would have to pay as a stand-alone entity, for the same level 10 
of service. 11 

12 

Given that Centra offers no assessment or reasonability check nor provide an estimated cost to 13 
bypass that portion of the system, the following analysis has been prepared in order to assess the 14 
reasonability of Centra’s proposed direct assignment of cost to the Special Contract and Power 15 
Station classes.   16 

17 

 In response to information requests, Centra provided it estimate of the current cost to construct 18 
an NPS 6 pipeline at $330,000 per km and an NPS 12 pipeline at $650,000 per km44.  By using 19 
Google Maps to approximate the distance between the Special Contract class and the Brandon 20 
Primary,45 a directional indication of the cost to construct has been estimated.  21 

This results in an approximate current replacement cost of approximately $23.0 million 22 
attributable to the NPS 6 and NPS 12 pipelines to the Special Contract class46 not including the 23 
additional costs that Centra cites in its response.  Assuming an annualized cost of 10%, the annual 24 
operating cost of theses pipelines would be approximately $2.3 million. 25 

A similar directional estimate has been done for the Power Station class.  At $660,000/km for 33 26 
km based on Google Maps equates to approximately $21.8 million or $2.2 million on an annualized 27 
basis.  The difference between current replacement cost and the cost assigned to the Special 28 
Contract and Power Station classes in the 2024/25 COS study are shown in the table below: 29 

30 
31 

42 FEI 2023 COSA and Revenue Rebalancing, Exhibit B-1, pg. 21 
43 2001 Value of Interruptible Report – pg. 3 of 27 
44 IGU/Centra I-8c 
45 13524 MB-10 Rapid City to the SC customer per Google Maps:  28.6 km 
46 NPS 12 pipeline $650,000 x 28 km + $330,000 X 14 km = $22,820,000 
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Table 25: 1 

2 
3 
4 

The key observations flowing from Table 25 above are: 5 
1. Based on the metric of current replacement cost as estimated by Centra as one6 

reasonability check, the result is that both classes will be significantly under contributing7 
compared to the 2024/25 COS study and results in other customer classes cost-to-serve8 
being overstated;9 

2. Interestingly, the Special Contract class’s 2019/20 allocated cost was very close to current10 
replacement cost with the Power Station class under contributing to a greater degree11 
compared to the 2024/25 COS study; and12 

3. For the Power Station class, the current cost of replacement is significantly greater than13 
the 2019/20 COS study results.  When compared to the 2024/25 COS study, the difference14 
is still significant resulting in a potential under contribution through rates of over 130%.15 

16 

Centra is effectively stating that its COS study results are reasonable because those are the results 17 
and provided no assessment of reasonability to support the rates it is proposing for its hundreds 18 
of thousands of customers.   19 

20 
The reasonability of the results have not been explained.   On the basis of the above replacement 21 
cost analysis, it is not possible to conclude that the Special Contract and Power Stations class’s 22 
cost-to-serve flowing from the 2024/25 COS study represents a reasonable depiction of cost-to-23 
serve these customers.   24 

25 
Several other concerns with respect to the reasonability of Centra’s proposed direct assignment 26 
are noted in the discussion that follows: 27 

• Centra’s Capital Program Justification (CPJ) report states that “Major industrial customers28 
in the City of Brandon are supplied by the Brandon NPS 6 pipeline…a corrosion failure29 
would be expected to impact the reliable operation of the pipeline and adjacent pipelines30 
that supply approximately 14,000 customers in the City of Brandon. Additionally, a failure31 
could impact the safety of residents in proximity to the Town of Forrest” as the justification32 
of capital expenditures of the pipeline.  It similarly used this justification to support capital33 
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investment of the Brandon NPS 12 pipeline and stating that while it was installed in 1995 it 1 
has been prioritized due to the stress corrosion cracking potential; 2 

• Centra was questioned whether it is concerned about a single NPS 10-inch pipeline serving3 
nearly 15,000 SGS and LGS customers and 10 industrial customers in the City of Brandon4 
and Southwest Manitoba.  Centra states that this operating configuration has been in effect5 
since 2022 after capacity designed for the Southwest 12-inch unodorized pipeline was6 
allotted to the Special Contract customer.  Centra states that it has concerns with capacity7 
and has an approved Capital Investment Concept for the Brandon area with planning8 
studies being developed to address reliability concerns and capacity constraints”47;9 

• Centra states that “the gas SCADA system is mainly used for monitoring and control of the10 
gas transmission system. However, station outlets at distribution pressures and some11 
critical customers are also monitored through the gas SCADA system”48.  For a COS12 
methodology perspective, SCADA has been functionalized to Transmission (10%),13 
Distribution (33%) and Onsite (57%)49;14 

• Centra states that it will not recover or refund any expenditures that occur between GRAs15 
for these classes which it views as consistent with the treatment afforded to all other16 
classes50; and17 

• The 2024-2028 Natural Gas Capital Investment Plan was prepared in spring 2023. Centra is18 
currently in the process of seeking approval for the updated proposed budget for 2025/26.19 
Any modifications to the last approved budget would be premature to include until final20 
approvals are received51.21 

22 
There are several key observations that emerge. First, based on information not available at the 23 
time of the COSMR but now filed in this Application, Centra’s system planners appear to suggest 24 
that the 12-inch line designed for the Southwest was allotted to the Special Contact customer as 25 
a result of the COSMR in 2022.  At the same time, Centra’s system planners also appear to be 26 
suggesting that the lines serving the Special Contract and Power Station class are not dedicated.  27 

28 
In fact, Centra’s CPJ considers the system supported by the Brandon Primary as an integrated 29 
system, each pipeline impacting the other and in so doing, uses the integrated nature of this 30 
system to internally justify its proposed capital expenditures.  At a minimum, it remains difficult 31 
to conclude that these pipelines are clearly dedicated to the Special Contract and Power Stations 32 
classes as was represented as part of the COSMR. 33 

47 CAC/Centra I-22 
48 CAC/Centra I-36 
49 TAB 10.1, Figure B2, pg. 46 
50 CAC/Centra I-43 
51 CAC/Centra I-33 b 
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1 
Secondly, Centra raises concerns about capacity and reliability of the single 10-inch pipeline now 2 
solely serving many thousands of customers and acknowledges that it is in the process of planning 3 
to address these concerns.  In other words, the loss of capacity built for the Southwest and now 4 
dedicated to the Special Contract class will result in incremental investment (and higher rates) to 5 
support the needs of the Southwest including the City of Brandon and at the same time reducing 6 
the costs payable by the Special Contract class by 50%. 7 

Thirdly, Centra states that design day demand is only used for purposes of allocating SCADA which 8 
results in an allocation $5,48552. Given the SCADA system is critical and primarily for purposes of 9 
monitoring the transmission system as Centra asserts, it is unclear why a negligible amount of its 10 
costs are assigned to the Special Contract and Power Station classes.  A better depiction of cost 11 
responsibility may be to classify these costs volumetrically to recognize the heavy use of the 12 
transmission pipeline by these customers.  It is clear that the negligible amount allocated to these 13 
classes is not supportable and a different allocation treatment is recommended. 14 

15 

16 

Overall, there are several conclusions that flow in totality from the above evaluation with respect 17 
to the direct assignment proposals of Centra flowing from the 2024/25 COS study as follows: 18 

1. Elenchus’ expectation is that Centra’s accounts do not separate assets that are directly19 
allocated from those assets that are not directly allocated.  Elenchus’ observation is20 
supported by the record in this Application.  Further, Elenchus could only verify the Centra21 
direct assigned costs that Centra identified;22 

2. Centra provided no justification as to its costing assumptions of the direct assigned23 
infrastructure including the mains and GS-123;24 

3. It remains unclear that the pipelines supporting these customers are indeed isolated.  At25 
a bare minimum, there appears to be conflicting views within Centra.  The engineering26 
planners continue to view the system supported by the Brandon Primary as integrated,27 
using the integrated nature of that system to support its internal capital justifications;28 

4. It remains unclear whether Centra’s approximation related to amortization and29 
depreciation expense associated with direct assignment is reasonable as Centra’s30 
reasonability check is weak. It appears that Centra is assuming less than 30% of direct31 
assigned transmission mains has been depreciated suggestive that these transmission32 
mains are not significantly aged and conflicts with the ages of the pipelines with33 
construction dates that range between 1974 and 200953; and34 

52 PUB/Centra I-118 
53 CAC/Centra I-11 
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5. The above analysis in Tables 19 and 23 demonstrates the significant reduction and/or the1 
minimal contribution to O&M expenses despite the significant increase overall since the2 
2019/20 GRA, the greatest of which pertains to Organizational Support.  It is questionable3 
whether the Special Contract and Power Stations class’s allocated O&M expenses is4 
reasonable, particularly if such cost incurrence is largely driven by the preparation for5 
energy transformation;6 

6. The allocation SCADA system costs of $5,48554, if true, is unreasonably negligible given7 
the significant support that SCADA provides to Centra’s transmission system;  and8 

7. Based on a current replacement cost reasonability check, Centra’s proposed direct9 
assignment allocation is significantly low and unsupportable.10 

On this basis, while Centra’s preferred COS direct assignment approach may on the surface appear 11 
sensible, its proposal is fraught with judgements and estimations that are both unsupportable and 12 
which remain unsupported.   13 

14 

5.3  Provincial Guarantee Fee and Corporate Allocation 15 

As part of MH’s last GRA, MH stated that Government of Manitoba reduced the PGF payable by 16 
MH which, together with the reduction in the Water Rental Fee would amount to an approximate 17 
$180 million annual reduction, or approximately 50% of its prior payments. 18 

In this Application, Centra was requested to quantify the annual reduction in PGF attributable to 19 
natural gas operations, estimate the 20-year reduction attributable to the reduced PGF and to 20 
isolate the impacts to class revenue requirement55.  In response Centra stated that it estimates: i) 21 
annual savings of approximately $3 million or $102 million over a 20-year period associated with 22 
long- and short-term debt; ii) $0.25 million annually or $4.9 million in savings attributable to debt 23 
associated with corporate allocation; and iii) further savings associated with lower interest 24 
expense as a result of debt avoidance.   25 

Centra asserts that its COS methodology is consistent with MH’s electric operations in which 26 
finance expense (including the PGF) is allocated in proportion to each class’s allocation of rate 27 
base.  28 

Similarly, Centra states that its Corporate Allocation has been reduced to $4.4 million resulting 29 
from Manitoba Hydro’s investment in a sinking fund at a lower weighted average investment rate 30 
used to retire a portion of the $250 million Centra acquisition debt.   31 

54 PUB/Centra I-118 
55 CAC/Centra I-45 
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The table below provides sensitivity analysis prepared by Centra56 with the impacts to class 1 
revenue requirement flowing from the 2024/25 COS study.  Centra states that “the results of the 2 
allocation study changed as expected given the different allocators used for corporate allocation 3 
and net loss in the proposed 2024/25 Cost of Service Study”. 4 

5 

Table 26: 6 

7 

The sensitivity analysis in Table 26 demonstrates that several customer classes are negatively 8 
impacted as a result of the COS study, with the SGS class being most negatively impacted57.  In 9 
other words, the reduction of the cost of debt, while benefiting customers overall by over $100 10 
million over the next 20 years, will result in a required rate increase in SGS class’s rates, all else 11 
equal, while the LGS class will decrease, all else equal.  This is a COS phenomenon that will continue 12 
over the next 20 years, in the case of the PGF without intervention, and is the same COS 13 
phenomenon being experienced with electric operations.  While the impact is not particularly 14 
impactful in the current 2024/25 COS study, overtime, the impact to the SGS class will be sizable 15 
in the context of Centra’s operations which does not account for compounding effects. 16 

Unfortunately, Centra did not identify or acknowledge in its evidence that the allocation of 17 
reduced PGF and corporate allocation would result in asymmetric impacts to customer classes in 18 
the cost-of-service study and at the same time asserts that its 2024/25 COS represents a fair and 19 
equitable depiction such that it is appropriate to set RCCs at unity. 20 

5.4 MMF Fund 21 

In the current Application, Centra states that MH and the MMF executed the Revitalization 22 
Agreement to address the adverse effects of MH’s existing (and future) developments and 23 

56 CAC/Centra I-45 & 46 
57 It is noted that the impacts are likely understated given the $ impact is based over 20 years in the 
absence of the effects of compounding. 

Without Diff Corp Diff Total 20-yr Impact
As Filed PGF Reduction Allocation Annual Impact

($000s) $ $ $ $ $ $ $
SGS 140,767       140,702 65           140,610       157         222 4,449            
LGS 60,071         60,149 (78) 60,261         (190) (268) (5,359)
HVF 14,396         14,406 (10) 14,421         (25) (35) (695)
Mainline 2,438           2,437 1 2,436           2 3 58 

Interruptible 2,266           2,270 (4) 2,274           (8) (12) (240)
Total 222,167       222,167            222,220      
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operations, including Centra.  Centra asserts that the MMF Agreement is confidential and limited 1 
in relevance to this proceeding.  2 

Centra stated that the costs associated with the MMF Fund are shared between MH and Centra 3 
on an asset basis in which Centra’s share is assigned to transmission and distribution based on its 4 
plant in service at March 31, 202358.   5 

It appears that Centra established a fund of $2.5 million and includes a relatively small 6 
amortization expense in 2024/2559.  Centra proposes to allocate the fund as follows: 7 

Table 27: 8 

 9 

10 

As Table 27 shows, the SGS class will contribute to the vast majority of the MMF Fund of nearly 11 
70% assuming the current allocation.  It appears Centra’s chosen COS methodology is based on 12 
the plant value of transmission and distribution, consistent with its accounting treatment. 13 

In the determination of a cost-of-service methodology, consideration must be given to drivers and 14 
factors beyond the accounting treatment. The COS methodology of MH’s Bipoles is an excellent 15 
example of such considerations.  By relying solely on the accounting treatment in which Bipoles 16 
are a fixed transmission cost pooled with all transmission investments and depreciated on a 17 
consistent basis would result in the same allocation approach.  However, for purposes of COS, 18 
Bipoles are recognized more broadly for the support provided to generation with a COS 19 
methodology consistent with generation investment.  20 

In the case of the MMF Fund, the decision to establish this account is one of public policy for the 21 
betterment of society.  The proposed COS methodology based on transmission and distribution 22 
investment has at best a tenuous cost driver linkage for gas operations.  It difficult to accept that 23 

58 PUB/Centra 116 
59 $61,000 

Source: Tab 10.1 Sch. C8
App 8.1 pg. 29 Total SGS LGS HVF ML SC PS Interrupt
MMF - Transmission (%) - Allocated 44% 33% 10% 4% 4% 3% 2%
MMF - Distribution (%) - Allocated 71% 23% 5% 0% 0% 0% 1%

MMF - Transmission ($ millions) 0.5 0.22           0.17           0.05         0.02         0.02         0.02         0.01         
MMF - Distribution ($ millions) 2 1.42 0.46 0.1 0 0 0 0.02
Total Allocation by Class ($ millions) 2.5 1.64           0.63           0.15         0.02         0.02         0.02         0.03         
Total Allocation by Class (%) 66% 25% 6% 1% 1% 1% 1%
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the smaller customers (SGS and LGS) should effectively be required to support this fund with larger 1 
volume customers contributing negligible amounts. 2 

A COS methodology that seeks to recognize the public policy nature of these expenditures is 3 
preferable.  Alternatively, in the absence of a change in COS methodology from that proposed by 4 
Centra, it would be reasonable to accept the judgement associated with this methodology through 5 
the Range of Reasonableness discussed below. 6 

7 

5.5 Other COS Matters Affecting Class RCCs 8 

There are numerous other COS methodology matters that affect class RCCs identified and 9 
discussed below but by no means is intended to be exhaustive:  10 

1. Out of date forecasts.  As discussed above, Centra states that: i) its 2021 Load Forecast was11 
based on data at least 4 years ago and acknowledges that on an actual basis, load has been12 
higher than forecast for some classes (Top Consumers) than smaller users. While in the last13 
couple of days a more current load forecast for 2024 was filed with the Board, the 2024/2514 
COS study continues to rely on the 2021 Load Forecast; ii)  the DSM forecast was prepared15 
in around January, 2022, 3 years ago60; and iii) its CPJ was prepared in early 2023.16 

17 
The impacts of changes in load can be material for purposes of COS, as demand, volume18 
and customer numbers are the heart of a COS study not only by class but between19 
customer classes as well.  Indeed, as amended information request demonstrate, there20 
have been sizable shifts in peak demand and volumes by class.  It is difficult to understand21 
the impact of these load forecast changes on class cost-to-serve in the absence of an22 
updated COS study.23 

As part of Centra’s CPJ, Centra has forecasted an LNG Regasification Facility Project.  In24 
response to information requests, Centra clarified that this project was cancelled25 
subsequent to the CPJ approval but confirmed that despite the cancellation of the project,26 
the 2024/25 Test Year includes forecasted capital additions associated with the LNG27 
Regasification Facility Project of $3,629,000 which was largely classified as demand as part28 
of the 2024/25 COS study61.29 

2. The COS methodology associated with Compressed Natural Gas (CNG).  Centra has30 
apportioned the cost of CNG investment of $4.98 million to transmission vs. distribution31 
plant based on actual construction charges62.  However, this narrow view of CNG32 

60 CAC/Centra I-39 
61 CAC/Centra II-18 
62 CAC/Centra I-36 
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investment63 ignores the overall driver of the investment that Centra states is aimed at 1 
secure natural gas supply options during outages in emergency events, maintenance 2 
activities or the upgrades of Centra’s infrastructure.  According to Centra’s CPJ64, the CNG 3 
investment is intended for purposes of system supply, reliability and customer service (to 4 
ensure customer safety and value). The CNG investment was in response to the Otterburne 5 
incident which resulted in extensive loss of service under extreme winter conditions in 6 
January arising from a cracked pipeline on the TCPL system.  Centra also goes on to note 7 
that its CNG infrastructure emergency response activities have included the Minell 6” 8 
transmission pipeline rupture in October 2021 and the car crash that destroyed the Tyndall 9 
GS-013 gate station in November 2019.  On this basis, it would not be unreasonable to 10 
allocate the cost more broadly than transmission and distribution given the support 11 
provided to commodity and customer service. 12 

13 

3. Centra states that it is proposing the use of an internal allocation factor for purposes14 
allocating O&M costs that considers the direct assignment of transmission mains and15 
measure & regulating stations asserting that it results in a more consistent basis for16 
allocating associated operating and maintenance costs compared to one based on peak17 
demand65.  The class impacts resulting from the choice in allocator are provided in the18 
following table:19 

20 
Table 28: 21 

22 

23 
24 

The key observation from the above Table 28 is the increase in allocated cost to the SGS 25 
class with a significant benefit associated with Centra’s proposed allocation of 29% and 26 
62% to the Special Contract and Power Station classes; 27 

63 CAC/Centra II-27 
64 CAC/Centra II-27, CPJ, pg. 2 
65 CAC/Centra I-42 

O&M Allocator Inc/(Dec) Inc/(Dec)
As Filed Based On Peak

($000s) $ $ $ %
SGS 140,767 140,318 449 0.3%
LGS 60,071 59,736 335 0.6%
HVF 14,396 14,297 99           0.7%
Mainline 2,438      2,397 41           1.7%

Interruptible 2,266      2,246 20           0.9%
Total 222,167 222,167 0

2d



48 

1 
4. Centra explains that its load has been relatively flat and has been for quite some time66.2 

However, it appears that system capacity continues to be built consistently with past3 
growth expectations67.  This means that despite load that is relatively unchanged as4 
reflected in Centra’s load forecast, current customers are having to bear responsibility for5 
capacity overbuild and by which residential customers will ultimately bear greatest cost6 
responsibility, particularly given the isolated focus on coincident peak for purposes of7 
allocating demand related costs (but for upstream storage).  Conversely, the Special8 
Contract and Power Station classes with no allocation of the greater natural gas investment9 
will not bear any responsibility.  This consequence is compounded by DSM that is focused10 
on energy consumption reduction rather than capacity reduction and which will serve to11 
lower the load factor of the SGS class and therefore shift cost responsibility to the SGS12 
class.13 

14 
5. Centra states that DSM spending has more than doubled in 2023/24 to $19 million from15 

an average of approximately $9 million in the years prior (2017/18 – 2022/23)68.  Centra16 
also states that it is proposing to change its COS methodology from an allocation based on17 
historical DSM spending over the ten-year period that ends with the test year in order to18 
better match the capitalization and subsequent amortization of program costs, to one19 
based on forecast. Centra claims the proposed methodology considers which DSM20 
expenditures need to be recovered in the test period and is an improvement in cost21 
causation.  The result is to shift 13% of DSM forecasted expenditures to the SGS class with22 
all other classes benefiting through a lesser allocation.6923 

24 
Based on Centra’s evidence, it is unclear at best that its proposed COS methodology change 25 
that seeks to allocate DSM on a forecast basis rather than on historical actuals is in fact 26 
more cost causal.  Actual DSM spending for the past 10 years is provided in the table 27 
below70: 28 

29 
30 
31 
32 
33 
34 
35 

66 Application, Tab 5, pg. 12 
67 PUB/Centra I-75 
68 CAC/Centra I-8 
69 PUB/Centra I-132 
70 PUB I-124 
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Table 29: 1 

2 

The key observations are as follows: i) On an average actual basis, spending for the SGS 3 
class was 61% while Centra is forecasting SGS class spending of 66% and at the same time 4 
forecasting to reduce spending for all other classes; and ii) Centra is forecasting SGS class 5 
spending of 66% for the entire 12-year forecast period of 2025/26 to 2037/38. 6 

It does not appear that the forecast for the next 12-year period is based on any detailed 7 
analysis but rather likely reflects a best guess.  On this basis, an allocation based on 8 
historical actuals is superior as it is based on known expenditures.  At the same time Centra 9 
has doubled its DSM expenditure and will shift a fair amount of cost to the SGS class.  Until 10 
such a time that SGS class DSM spending of 66% (or some other amount) is verifiable based 11 
on actual spending, Centra’s proposed COS methodology change is unsupportable and 12 
should be rejected.   13 

14 

6. Centra states that it proposed to move to a more cost causal allocation philosophy as part15 
of its COSMR, in part, because Interruptible customers are considered gas system planning16 
and therefore it is no longer reasonable to provide a discount to their cost-to-serve given17 
that these customers are provided service on a firm basis.18 

19 

Apart from the matter of the capacity shortage in the Dauphin area requiring service be 20 
provided on a curtailable basis71 to a large customer in the area and that there are 21 
numerous unresolved issues surrounding the interruptible class, Centra claims that the 22 
Interruptible class is not predicated on the need to provide value from a downstream 23 
perspective to other customer classes72.   24 

To the contrary in fact, providing value to the downstream system is entirely the spirit and 25 
intent of providing interruptible service.  As per Centra’s Value of Interruptible Report, 26 
2001, “Centra’s rate for interruptible service reasonably reflect the value that interruptible 27 
customers bring to firm customers…. It is in the best interest of both firm and interruptible 28 
customers to continue with current level of discount for interruptible service.  Further, as 29 

71 CAC/Centra II-32 
72 CAC/Centra I-59 

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 - 2037/38
Actual % Actual % Actual % Actual % Actual % Actual % Actual % Actual % Actual % Forecast % Total Forecast %

SGS 62% 62% 58% 59% 62% 62% 60% 60% 60% 66% 61% 66%
LGS 36% 29% 29% 28% 29% 33% 35% 28% 28% 29% 30% 29%
HVF 1% 7% 6% 8% 7% 4% 4% 6% 6% 3% 5% 3%
Mainline 0% 2% 6% 3% 2% 1% 2% 6% 6% 1% 3% 1%
Interruptible 1% 0% 0% 1% 1% 0% 0% 0% 0% 0% 0% 0%
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per the Interruptible Service contractual terms, Centra states that the service is available 1 
only in situations where, in the sole opinion of the Company, a benefit exists for the 2 
Company or other Customers. 3 

As part of the COSMR, Centra stated that curtailment of interruptible customers in 4 
Manitoba would occur if available gas supply from the TPL Mainline or Centra’s distribution 5 
system was insufficient to meet Manitoba gas demand due to an operating issue such as 6 
pipeline damage or if Manitoba gas demand was exceeding available capacity on Centra’s 7 
distribution system. Accordingly, curtailment of interruptible customers may help maintain 8 
service to firm customers under some operating conditions.73 9 

At issue is the fact that the sprit of interruptible service whereby the customer electing the 10 
service received a discount tied to the savings achievable by the utility for other customers 11 
of not building peak capacity to serve the customer.  At some point Centra’s system 12 
planners (from a downstream perspective) began assuming that it would provide enough 13 
capacity to serve all customers on a firm basis under design day conditions which implicitly 14 
means that Centra viewed there to be no value in the avoidance of building the incremental 15 
capacity to serve interruptible customers. However, Centra has been unable to provide the 16 
supporting justification which led to the decision to building the incremental capacity to 17 
ensure all customers are firm, for which all customers pay, and in particular, low load factor 18 
customers such as the SGS class. 19 

20 

5.6 It is Recommended that the RCC of the SGS Class be Established at Between 95% and 21 
97% in this GRA 22 

23 

Based on the preceding Sections 5.1 to 5.5, it is clear that the level of precision in the COS 24 
methodology does not support a target of unity for any rate class, contrary to Centra’s 25 
recommendation.  This is precisely why utilities use a range of reasonableness when considering 26 
rate rebalancing.  With the removal of ratemaking objectives such as fairness and equity from COS 27 
methodology, the importance of the employment of a Range of Reasonableness for purposes of 28 
rate rebalancing is significantly more important in rate-setting. 29 

In addition to COS methodology results that remain unexplained and/or doubtful the following 30 
consolidates the key different but reasonable COS methodologies as well other judgments, 31 
estimates, simplifications, extrapolations inherent in Centra’s COS study that influence its results 32 
and importantly are considered in establishing an appropriate Range of Reasonableness 33 
bandwidth for Centra: 34 

73 COSMR CAC/Centra -10 
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1. There are differences between the derivation of design day peak for purposes of the COS 1 
study, and that gas planning uses in the determination of capacity, and which drives cost. 2 

2. Centra has assumed the use non-coincident peak for the allocation of cost to the Special3 
Contract and Power Station class is necessary to avoid significant unjustifiable impacts to4 
class cost-to-serve, despite the fact that the linkage to cost causation is tenous;5 

3. Demand meters are not available for most customers and thus extrapolation and6 
estimations are necessary to derive demand the SGS and LGS classes which represent 99%7 
of Centra’s customer base;8 

4. Contract demand with respect to top users of Centra’s system may be appropriately9 
reflected in design day peak, but which was not investigated;10 

5. The 2024/25 COS study reflects dated forecasts including the 2021 Load Forecast, the DSM11 
forecast and Centra’s forecast of capital investments made necessary based on competing12 
priorities.  It appears that the 2024 Load Forecast recently filed with the Board has not13 
been incorporated into the 2024/25 COS study.  The age of Centra’s capital investment14 
forecast has resulted in at least one project that has been included in rates but which has15 
been abandoned;16 

6. The direct assignment of transmission and related investment as well as a portion of the17 
primary gas station G-123, requires assumptions and estimates as Centra’s accounts do not18 
separate these assets specifically.  Further it remains unexplained how the costs of these19 
assets were derived and the assumptions which were made;20 

7. No assessment or reasonability review was conducted to assess the appropriateness of the21 
allocation of cost to the Special Contract and Power Station classes, including the costs22 
associated with direct assignment.  On the basis of current replacement cost, it is23 
reasonable to conclude that Centra’s proposed cost-to-serve for these customers are24 
significantly under costed;25 

8. The direct assignment as proposed results in fairly rigid depictions of cost that are not26 
sensitive to large changes in O&M costs and thus may be reasonably viewed as under27 
costed, particularly in times of energy transition in which all natural gas customers should28 
bear a reasonable portion;29 

9. It is not obvious based on the evidence of Centra in this GRA that the pipeline dedicated to30 
the Special Contract and Power Station classes is clear.  At a minimum, the result of31 
allotting the pipelines to these customers results in capacity and reliability concerns of the32 
entire City of Brandon and Southwest which requires capacity upgrades and further33 
investment;34 

10. With the direct assignment of cost, the Special Contract and Power Station classes could35 
significantly benefit by avoiding the cost upgrades to their pipelines that may occur36 
between Centra GRAs, particularly recognizing the long periods between applications.  This37 
potential is exaggerated because of the potential for stress corrosion cracking;38 

11. The questionable cost-to-serve that results from the overall reduction in debt costs that39 
cause increases in the cost-to-serve some classes, all else being equal;40 

12. The recognition of the public policy intent of the MMF in developing class cost-to-serve;41 
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13. The broader consideration of the purpose of investment beyond that which is recorded in1 
the account records of Centra and from a strict engineering perspective.  In other words,2 
that considerations of cost are reasonably extended beyond that reflected in the actual3 
accounting records.4 

 As previously discussed, a Range of Reasonableness bandwidth should recognize the imprecision 5 
of COS methodologies within the designed tolerance band.  That being said, it is understood that 6 
bandwidths commonly used for natural gas LDCs of 95% - 105% are unlikely to cover the full range 7 
of uncertainty that results from the necessary reliance on judgement, the use of simplified 8 
methods for administrative ease and understandability purposes, and load data and forecasting 9 
error, for example.   10 

The following table provides the RCCs results associated with a of a myriad of changes 11 
underpinning Centra’s 2024/25 COS study including significant methodology changes, cost 12 
changes and load changes spanning a five-year period since the 2019/20 GRA:  13 

14 

Table 30: 15 

16 

17 

There are several key observations flowing from this table: 18 

1. The above analysis has been prepared both assuming RCCs based on non gas costs and as19 
storage and transportation costs and on the basis of total costs.  For purposes of the20 
2024/25 GRA, the Special Contract and Power Stations class’s revenue flowing from the21 
COSMR has not been reflected as the intent of the analysis is to assess an appropriate22 
Range of Reasonableness bandwidth considering the range of results associated with COS23 
methodology and other judgements and estimates prior to revenue changes;24 

2021 COSMR 2025 vs. 2019/20 GRA 2025 vs. 2019/20 GRA
RCC (cost vs. cost) RCC (before rate chg) RCC (before rate chg)

% % (Impute on Total Cost)
SGS 98.7% 93.4% 94.1%
LGS 98.7% 92.1% 95.0%
HVF 112.6% 91.8% 96.4%
Mainline 128.0% 95.5% 98.8%
Special Contract 215.1% 176.8% 102.1%
Power Stations 32.9% 30.1% 69.3%
Interruptible 89.9% 68.6% 90.2%

Range 32.9% - 215.1% 30.1% - 176.8% 69.3% - 102.1%
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2. In order to derive total revenue/cost, a cost of gas has been imputed for each class based1 
on their respective volumes and for the Special Contract and Power Station classes, storage2 
and transportation costs assume the same allocation as the Mainline class;  and3 

3. These are directional estimates that are reasonably reflective of the RCCs in this4 
Application but some estimations were made in the absence of the necessary data; and5 

4. Much of the range of potential outcomes in COS are generally in a range of 90% to 110%74,6 
with some outliers as expected.7 

8 

While a Range of Reasonableness of 90% to 110% captures much of the variability associated with 9 
differences in COS methodologies, estimates, extrapolations, data quality etc. but for a couple of 10 
expected outliers and would be reasonable, it is recommended that a Range of Reasonableness of 11 
95% percent to 105% be implemented by Centra as a guide in rate rebalancing.  This 12 
recommendation is made for the following reasons: 13 

It is acknowledged that a 95% to 105% Range of Reasonableness has been established for 14 
Manitoba Hydro electric operations and while its Range of Reasonableness is too tight, in my view, 15 
it would appear reasonable at this time that Centra’s Range of Reasonableness is not broader than 16 
for electric operations. 17 

Additionally, it is not likely that Centra’s operations would result in the requirement of a Range of 18 
Reasonableness broader than a 95% to 105% that is dominantly used in natural gas Canadian 19 
LDC’s.  Consistency will also facilitate a better basis for rate comparisons. 20 

In terms of where within the Range of Reasonableness each class is placed for purposes of this 21 
Application, it is recommended that the SGS class’s non gas and storage and transportation rates 22 
be set in the range of 95% to 97%.  This recommendation is made for several reasons.   23 

First, with reflections of ratemaking objectives other than cost causation removed from Centra’s 24 
COS methodology, it is the SGS class that is most significantly impacted on a dollar basis, having, 25 
on a directional basis, shifted at least $1.7 million to the class as shown in Table 31 below. 26 

27 

28 

29 

30 

31 

32 

74 With the median and mean approximately = 92% (column 2) and 95% and 92% respectively (column 3) 
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1 

2 

Table 31: 3 

4 

5 

By setting the SGS class RCC between 95% and 97%, the resulting overall impacts to the class as 6 
well as other classes are depicted in the following table: 7 

Table 32: 8 

 9 

The key observations flowing from the above table include: 10 

1. By setting SGS class RCC at 97% in this Application results in a Range of Reasonableness for11 
all classes between 88.2% - 106.4%, when calculated on the basis of total cost (including12 
upstream and commodity costs for all classes).  By setting the SGS class RCC at 95%, results13 
in a Range of Reasonableness for all classes of 87.0% - 104.8%;14 

2. The setting of the SGS class RCC at between 97% and 95% will result in a reduction in15 
allocated costs of between $3.3 million - $7.0 million, respectively to the SGS class;16 

2021 COS Review - As Filed By Centra

Source:  2019/20
COSMR pg. 28 of 30 Approved COSMR Inc/(Dec) Inc/(Dec)

$ millions $ millions $ millions %
SGS 128,542  130,239 1,697      0.9%
LGS 54,398    55,132    734         1.3%
HVF 13,068    11,602    (1,466) -11.2%
Mainline 2,225 1,738      (487) -21.9%

Interruptible 1,599 1,779      180         11.3%
Total 202,411  202,410 -          

Tab 10.1, Fig 15 Total Rev Total Cost Rebal $ Total Cost $ Total Cost Total Rev RCC Rebal $ Total Cost $ Total Cost Total Rev RCC
($000s) $ $ (SGS - 95%) After Rebal (Impute) $ (Impute) $ % (SGS - 97%) After Rebal (Impute) $ (Impute) $ %
SGS 131,445       140,766    (7,038) 133,728         201,615         199,332    98.9% (3,315) 137,452         205,338       199,332     97.1%
LGS 55,303         60,071      5,194 65,265           119,529         109,567    91.7% 2,399 62,470           116,734       109,567     93.9%
HVF 13,219         14,396      1,245 15,641           38,294           35,872      93.7% 545 14,941           37,594         35,872       95.4%
Mainline 2,329           2,438        211 2,649              18,241           17,921      98.2% 138 2,576             18,168         17,921       98.6%

100.1% 100.2%
104.8% 106.4%

Interruptible 1,554           2,266        196 2,462              6,989             6,080        87.0% 102 2,368             6,895           6,080         88.2%
Total 206,415       222,166    (0) 222,166         433,983         418,232    96.4% 0 222,166         433,983       418,232     96.4%

2d

2d
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3. The RCCs are derived based on total cost and revenue for each class including imputed 1 
commodity cost;2 

4. The rate rebalancing was proportionately distributed to the remaining classes, as an3 
example.  There are other plausible distributions.4 

5 
Secondly, the recommendation to set the SGS class’s RCC in this Application at between 95% - 97% 6 
also addresses, in part, issues of fairness and equity recognizing the fact that heavy energy usage 7 
throughout the year makes pipeline distribution systems economically feasible.  This means is that 8 
if no customer peaked, the natural gas system would not be built, which intuitively is illogical – in 9 
other words, if customers only required service on the peak day, they would be on propane (like 10 
barbeques).  Thus, higher load factor classes of HVF, Mainline, Special Contract, and the Power 11 
Station classes would otherwise be receiving the benefit of the use of the system that others are 12 
paying for which is the reason that average load (energy) is rightfully recognized to play a sizable 13 
role in the costs of the system for Centra.  Since this reasonable view of cost (and fairness and 14 
equity consideration) has been removed from the COS study with the elimination of the peak and 15 
average methodology, it is appropriately reflected in class RCCs and in rate rebalancing. 16 

17 
Thirdly, this recommendation considers the public policy matter associated with the MMF Fund 18 
along with other subjectivity in Centra’s COS methodologies that negatively impact the SGS class 19 
such as the reduction of the cost of debt (PGF and Corporate Allocation) and the impacts to the 20 
SGS class resulting from direct assignment that at a minimum result in the avoidance of increased 21 
O&M Organizational Support costs which are attributable to matters of energy transition. 22 

23 
Fourthly, Centra continues to build capacity based on past practice and without regard for the 24 
overall flattening/declining of load.  Generally, it is the SGS class that will bear greatest 25 
responsibility for this investment and given the move to the design peak day and virtually 26 
eliminating any transmission and distribution broader system costs to the Special Contract and 27 
Power Station classes, the impact to the SGS will be even more pronounced. 28 

29 
Fifth, Centra’s system, like all, or at the least the vast majority of utilities is built around residential 30 
customers.  Once the system is in place, all others want only pay the incremental costs to connect 31 
to the system.   Some customers could not exist on the TCPL system in the absence of Centra’s 32 
entire throughput, and hence the reason that these customers should share in some of the greater 33 
natural gas infrastructure costs.  It is Centra’s residential customers that are the ultimate risk-takers 34 
for system continuity and expansion.  Commercial/Industrial customers can come and go and take 35 
advantage of the robust system developed with the foresight and forbearance of the residential 36 
customer base. Such customers can also pass along the cost of energy through the prices charged. 37 
These are some of the fairness issues that are no longer reflected in Centra’s rates in the absence 38 
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of a Range of Reasonableness.  These are also some of the reasons why residential and small 1 
volume customer RCC’s have tended to be at the lower end of a Range of Reasonableness or even 2 
outside the lower boundary in other jurisdictions.   3 

4 

5.7 It is Recommended that RCC Determinations are based on Total Costs 5 

In the current Application, Centra states: 6 

“While it could be possible to implement a ZOR strictly for non-gas costs, Centra’s position 7 
is that there would be limited value of doing so in practice. The sheer size of the SGS class 8 
compared to all other classes means the ZOR would have limited ability to provide any 9 
meaningful impact to the SGS classes rates and that a small departure from unity for SGS 10 
rates would have significant impact on other classes.” 75 11 

As part of the information request process Centra was asked about an appropriate Range of 12 
Reasonableness bandwidth.  Centra replied as follows: 13 

“Gas costs account for approximately 60% of Centra’s total revenue requirement.  These 14 
costs are based on market prices, are predominantly volumetric in nature and passed 15 
through directly to customers with the use of PGVA’s and rate riders.  This means that a 16 
large portion of costs incurred in providing service to customers is known with certainty, 17 
or at least little contention exists as to the appropriate cost allocation treatment.  As a 18 
result, the majority of the uncertainty that is addressed by adopting a zone of 19 
reasonableness for revenue to cost ratios is primarily associated with the non-gas portion 20 
of revenue requirement.  Therefore, in Centra’s view, if a ZOR was established, it would be 21 
appropriate to establish it on the non-gas revenue requirement only and that it would be 22 
reasonable for the ZOR to be wider than it would be if RCCs considered total costs.” 76 23 

24 

The exclusion of gas costs from the RCC determinations inherently means that such costs are 25 
assumed to be set at 100%.  Of course, there are different schools of thought regarding the 26 
inclusion or exclusion of gas costs from the calculation of the RCC ratios.   27 

Centra states that it favours the exclusion of gas costs from its RCCs on the basis that gas costs are 28 
subject to true ups through deferral mechanisms (i.e PGVAs).   However, net (non-gas cost only) 29 
revenue-to cost-ratios are unstable and volatile given their relatively smaller portion of overall 30 

75 Tab 10, pg. 19 
76 CAC/Centra II-33 
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utility costs resulting in exaggerated divergences of the revenue to cost ratio from unity, as 1 
previously demonstrated.  2 

By definition an RCC based on total costs rather than only based on non-gas costs will 3 
mathematically always be closer to 1 than when calculated based on non-gas costs only.  As such, 4 
a range of reasonableness of +/- 5% with RCCs based on total costs will not be mathematically 5 
equivalent to the same range of reasonableness of RCCs based on non-gas costs only.  A range of 6 
reasonableness assuming RCCs based on non-gas costs only should be wider than 95% to 105%. 7 
This mathematical phenomenon can be seen in Table 12 above where the SGS class’s RCC is 95% 8 
based on both non-gas and storage and transportation costs but the resulting RCC based on total 9 
costs (whereby commodity costs are imputed to be the same for the numerator and denominator 10 
as commodity cost rates are the same for all classes) is greater. 11 

It is recommended that rate rebalancing be established based on the difference between allocated 12 
non-gas costs and storage and transportation costs.  Conceptually, the COS methodology of both 13 
non-gas costs as well as upstream storage and transportation costs are subject to varying but 14 
reasonable perspectives resulting in differences in cost-to-serve by class.  On this basis, 15 
theoretically and ideally, rate rebalancing considering changes in allocated non-gas costs and 16 
storage and transportation costs are preferrable compared to only consideration given to changes 17 
in allocated non-gas costs. 18 

Further, it is recommended that RCCs after rate rebalancing be established on the basis of total 19 
costs.  In order to accomplish this objective, a consistent commodity cost must be assumed on the 20 
numerator and denominator, and similarly for T-service only classes, a cost of commodity and 21 
storage and transportation costs must be imputed.   This allows for RCC evaluations to be assessed 22 
on an equal footing and will moderate to a large degree the volatility in RCCs that would otherwise 23 
occur. 24 

This is consistent with Centra’s proposed overall rate increases as part of a GRA which are based 25 
on total cost, including the cost of gas, which in this Test Year is 4.5%.  This recommendation is 26 
also consistent with RCC determination by FEI. 27 

28 
The issue of a Range of Reasonableness and rate rebalancing with respect to PGVAs is largely a red 29 
herring.  Nevertheless, rate rebalancing is not required for PGVA’s on the basis that commodity 30 
costs are set at unity with a common rate established for all classes (and thus there is little 31 
subjectivity as to cost responsibility as Centra acknowledges).  Given that rate rebalancing is 32 
proposed to include storage and transportation costs and revenues as part of the determination 33 
of base rates, it is reasonable to assume no rate rebalancing associated with the related PGVA’s is 34 
required. 35 

36 




