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1.0 Executive Summary

In its 2025 General Rate Application (GRA or Application), Centra Gas Manitoba Inc. (Centra) is
requesting final approval of the 4.5% interim general rate increase that was approved by the
Manitoba Public Utilities Board (PUB) to be effective November 1, 2024. The 4.5% general rate
increase for 2025 is the first stage of a 3-year approach (or rate path) of proposed and indicative
rate increases (4.5% in 2025, 4.5% in 2026 and 2.75% in 2027, respectively) which is equivalent
to a 12.2% cumulative rate increase. The 12.2% rate path is projected to generate $78 million of
additional revenue between 2025 and 2027 and return Centra to a positive net income of S5
million by 2027.

The purpose of this Evidence is to evaluate Centra’s revenue requirement proposals and provide
recommendations to the PUB, consistent with its rate-setting mandate of balancing the interests
of Centra’s customers with the financial health of Centra.

The overall conclusion of this evaluation is that a balanced indicative rate path of 8.7% (4.5% for
2025, 2.0% for 2026 and 2.0% for 2027, respectively) is recommended based on the rate-setting
adjustments that are proposed in the Evidence.

1.1 Centra Justifies the 12.2% Rate Path as Resulting from a Revenue Issue and Non-
Controllable Increases in Expenses that are Both Beyond its Control

Centra justifies the 12.2% rate path (including the 4.5% proposed rate increase for 2025) as

resulting from a revenue issue and increases in non-gas expenses that are both beyond its

control.

The revenue issue is that Centra’s revenues to collect non-gas expenses are projected to be flat
in that any projected volume growth in future natural gas sales is offset by efficiency measures
to reduce natural gas usage. This situation has been projected by Centra dating back to the 2014
GRA.

Centra projects increases in non-gas expenses of $43 million (30% increase) to 2027 as compared
to currently approved non-gas expenses of $143 million. Analysis in this Evidence indicates that
72% ($31 million of $43 million) of those increased non-gas costs to 2027 relate to increases in
Operating & Administrative (O&A) expenses, with increases in Organizational Support costs
(overhead costs) representing 42% of this increase or $18 million.

Centra’s asserts that the O&A cost increases are largely out of its control, and result from general
wage and merit increases from collective bargaining and general inflationary pressures since its
last GRA related to the 2020 Test Year.

Centra uses the lack of revenue growth to offset these cost increases as justification for the
proposed 4.5% rate increase in 2025 and the 12.2% indicative rate path to 2027. Including the
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proposed and indicative rate increases, Centra projects financial results of a $23 million loss for
2025, a $2 million loss for 2026 and a S5 million net income for 2027, respectively.

1.2 The 3.7% Increase in the Rate Path to 2027 Since the 2020 GRA is Attributable to the
Increase in Organizational Support Costs

Centra was projecting 8.5% cumulative general rate increases between 2021 and 2027 at the

2020 GRA.

Analysis in this Evidence demonstrates that the driver of the 3.7% (12.2% - 8.5%) increase in the
rate path to 2027 is the $18 million increase in Organizational Support costs to $34 million in
2027 as compared to the 2020 approved amount of $16 million. As a result, the main focus with
respect to the increases in non-gas expenses in this Evidence is the increase in Organizational
Support costs (overhead costs).

1.3 Centra Cost Issue #1: Failure to Prudently Control Organization Support Costs that Have
Increased $17 Million or 110% Between 2020 and 2025

Centra has a cost issue with respect to control and prudency of the $17 million or 110% increase

in Organizational Support costs between 2020 and 2025. Organizational Support costs have

increased from 2020 actual amounts of $16 million to a $33 million forecast in 2025.

Comparing the projected total O&A costs and Organizational Support costs in 2025 to the actual
costs in 2020, results in (i) a $28 million or 48% increase in total O&A costs and (ii) a $17 million
or 110% increase in Organizational Support costs (even annual rate of increase of 16.0% per year).

Conclusions in this Evidence related to controllability, are summarized as follows:

e Approximately 70% of the $28 million increase in O&A costs since the last GRA are
controllable and do not related to general wage and merit increases or inflationary
increases in external costs;

e Organizational Support costs have increased at an even annual rate of 16.0% per year
since the 2020 GRA, which is 4.7 times the even annual rate of inflation of 3.4%; and

e Annual cost increases of this magnitude are suggestive of discretionary choices made to
implement strategic and operational initiatives and not cost pressures beyond Centra’s
control.

Conclusions in this Evidence related to prudency, are summarized as follows:

e The increase in Organizational Support costs are projected to reduce Centra’s post-
acquisition retained earnings by $81 million and its equity ratio by 9%, from 2021 to 2027.
The implications are that the entire $78 million of additional revenue to be generated by



O 00 N OO U1 b W N B

[
= O

12
13
14
15
16
17
18

19
20

21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

the 12.2% rate path from 2025 to 2027 as proposed by Centra, would only cover this
financial impact;

If Organizational support costs had increased at a similar rate as Customer Service &
Operations O&A (33% increase instead of 110%), Centra’s post-acquisition retained
earnings would be projected to be $59 million higher and its equity ratio would be
projected to be 6% higher by 2027, respectively; and

From a regulatory-policy perspective, the 110% increase in Organizational Support costs
is not prudent for rate-setting purposes. The lack of revenue growth and potential for a
rate spiral during the energy transition dictates a more fiscally prudent approach by
Centra, considering its overall financial circumstances.

1.4 Centra Cost Issue #2: Use of an ICAM Cost Driver that Over Allocates Common O&A and
FD&T Costs to Centra
The second cost issue that Centra has is an over-reliance on the use of corporate activity charges

to allocate common costs, which is inconsistent with fair cost causation and Canadian utility

industry practices. This issue results in an over allocation of common costs to Centra through the

Manitoba Hydro/Centra Integrated Cost Allocation Methodology (ICAM). Common costs include

common O&A costs and common assets costs (Finance, Depreciation & Taxes or FD&T).

Conclusions in this Evidence related to the technical review of Centra’s ICAM, are summarized as
follows:

The predominant use of a single or functional cost driver (such as corporate activity
charges) in the ICAM to allocate common costs is not consistent with Canadian utility
practice, which in the vast majority of cases use multi-factor or composite cost drivers
(such as equal weighting of assets, FTEs or headcount and revenues) to allocate common
costs;

Composite cost drivers are favored by the Canadian utility industry and regulators to
allocate common costs as they (i) generally reflect the complexity, diversity and capital-
intensive nature of utility operations and (ii) mitigate the risk of sole or heavy reliance on
one functional cost driver;

Replacement of the corporate activity driver in the ICAM with an FTE proxy driver and
predominate use of a revised Hybrid driver (50% weight to assets and 50% weight to proxy
FTEs) to allocate common costs would improve cost causation and consistency with
Canadian utility practice; and

The predominant use of the corporate activity charges cost driver in the ICAM is
estimated to have over allocated common costs (O&A and FD&T) to Centra by $8 million
to $10 million annually from 2021 to 2025, resulting in a cumulative over allocation of $35
million between 2021 and 2024.
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1.5 Centra’s Two Cost Issues are Exacerbating the Revenue Issue and Causing Self-Inflicted
Balance Sheet & Cash Flow Issues
Centra’s two cost issues are further exacerbating its flat revenue issue and together are causing
self-inflicted balance sheet and cash flow issues. In the GRA filing, Centra emphasizes concerns
with respect to post-acquisition retained earnings (retained earnings generated after the 1999
acquisition of Centra by Manitoba Hydro) levels that have declined to $27 million at the end of
2024 and are projected to become negative without the proposed and indicative rate increases
in the 12.2% rate path. Including the 12.2% rate path, Centra is projecting post-acquisition
retained earnings of $4 million for 2025, $3 million for 2026 and $8 million for 2027, respectively.

Centra is also concerned that its cash flow from operations ($2 million in 2025, $14 million in
2026 and $26 million in 2027, respectively) are insufficient to fully fund its total business
operations capital of over $50 million per year and that the combined impact of reduced post-
acquisition retained earnings and lower cash flows could signal financial distress and result in
concerns from credit rating agencies.

While these concerns are not taken lightly, the analysis in this Evidence, provides a balanced
perspective on the balance sheet and cash flow issues, and is summarized as follows:

e Centra’s inaction and delays in filing a GRA, its position in the September 2024 Review &
Vary Application to delay regulatory action until 2025 and its rate path approach to return
to a positive net income by 2027, suggests that it views it financial position as a
manageable situation that can be addressed in an orderly manner, over a period of years;

e There are $82 million of pre-acquisition retained earnings that were provided by
ratepayers prior to the acquisition of Centra by Manitoba Hydro that are contained in
Centra’s share capital and equity balances for financial reporting purposes and as such a
zero or negative post-acquisition retained earnings balance is not a “bright-line test” that
would signal financial distress for rate-setting or credit rating purposes;

e Centra’s equity ratio of 21% for 2024 and 17% for 2025 is higher than the Manitoba Hydro
consolidated equity ratio of 15% for 2024 and Centra’s net debt is less than 3% of
consolidated net debt, which does not support the exaggerated assertion by Centra of
credit rating concerns being raised; and

e Centra’s cash flow from operations analysis is not reliable for rate-setting purposes as a
result of financial reporting presentation changes that reduce cash flow projections by
$17 million on average in the 2025 to 2027 period and there have been large and
temporary swings in working capital changes that should not impact the assessment of
Centra’s financial health.

The overall assessment is that Centra’s current financial position/outlook warrants management
action (cost control, revised common cost allocation practices and strategic thinking by Centra)
combined with regulatory action (rate increases by the PUB) - but does not represent financial
distress (state of being in danger) as asserted by Centra.
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1.6 A Balanced Indicative Rate Path of 8.7% (4.5% for 2025, 2.0% for 2026 and 2.0% for 2027)
is Recommended Based on the Rate Setting Adjustments Proposed in This Evidence

A balanced indicative rate path of 8.7% (4.5% for 2025, 2.0% for 2026 and 2.0% for 2027,

respectively) is recommended based on the rate-setting adjustments that are proposed in this

Evidence and considering that a more appropriate balancing between management action and

regulatory action than that which was proposed by Centra (12.2% rate path over 3 years), is

necessary.

Recommendations flowing from the analysis in this Evidence related to a balanced rate path and
proposed rate-setting adjustments, are summarized as follows:

1.

An FTE proxy driver to replace the corporate activity charges driver and a revised Hybrid
driver be used to allocate the majority of common costs, reducing the annual allocation
to Centra by $10 million for rate-setting purposes (2025 to 2027 Test Years);

Centra ratepayers to be credited $35 million to account for over allocation of common
O&A and common asset costs between 2021 to 2024, for rate-setting purposes (assumed
to be amortized into rates over a 5-year period between 2025 and 2029 in the balanced
rate path);

A balanced indicative rate path is 8.7% (4.5% in 2025, 2.0% in 2026 and 2.0% in 2027,
respectively) as compared to the 12.2% rate path implicitly advanced by Centra. This
balanced rate path is equivalent to a 2.8% even annual rate increase in each of 2025, 2026
and 2027;

The 4.5% general rate increase from Order 125/24 be confirmed as final, as the $4 million
differential (balanced rate path of 2.8% on an even annual basis versus interim rate
increase of 4.5% for 2025) is most effectively factored into setting rates for future test
years on a prospective basis;

Unsupported increases in Administrative Support Costs allocated to Centra (S5 million for
2025) have not been factored into the balanced rate path or recommended credit for
2021 to 2024, pending the upcoming public hearing; and

Centra’s request for a cloud computing arrangements regulatory deferral account (with
forecast additions of $1 million per year) not be approved at this time, as this issue is
more appropriately canvassed at the upcoming Electric GRA in 2025, with any resulting
PUB decision subsequently applied to Centra.

The 8.7% balanced rate path and proposed rate-setting adjustments preserve a degree of rate
stability and predictability for Centra’s ratepayers and demonstrate improved financial
projections (for 2025, 2026 and 2027, respectively) as illustrated in this Evidence:

Net income (loss) of ($6), $7 million and $11 million and post-acquisition retained
earnings of $21 million, $28 million and $39 million, respectively; and

Equity ratio of 20%, 19% and 18% and cash flow from operations (including prior rate-
setting presentation) of $27 million, $28 million and $50 million, respectively.

10
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It is recommended that the PUB not set an indicative rate path past 2027 or set a target for a
minimum level of post-acquisition retained earnings as Manitoba Hydro’s plan to implement the
Manitoba Affordable Energy Plan may result in proposals for a much different regulatory
framework for Centra and it would be premature to set future targets in advance of the PUB’s
review of these proposals.

Additionally, it is recommended that the PUB direct that the planned independent review of the
Debt Management Strategy assess the interaction of the various policy limits of variable rate
debt. There are no recommended rate-setting adjustments for 2025 to 2027 related to the gas
Debt Management Strategy.

11
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2.0 The 4.5% Proposed Rate Increase for 2025 is the First Stage of a 3-Year Indicative
Rate Path (4.5% in 2025, 4.5% in 2026 and 2.75% in 2027) that Equates to a 12.2%
Cumulative Rate Increase

This Section of the Evidence provides a summary of Centra’s GRA proposals, a brief overview of

the qualifications and duties to the PUB of Mr. Rainkie and outlines the purpose, scope and

organization of the Evidence.

The 4.5% proposed general rate increase for 2025 is the first stage of a 3-year multi-year
approach (or rate path) of proposed and indicative rate increases (4.5% in 2025, 4.5% in 2026
and 2.75% in 2027, respectively) and equates to a 12.2% cumulative rate increase between 2025
and 2027.

2.1 Summary of Centra’s 2025 General Rate Application
The last comprehensive public review of Centra’s non-gas revenue requirements and rates by the
PUB occurred in 2018 and 2019. That review focused on the 2020 Test Year and resulted in Order
152/19.

On October 7, 2024, Centra filed the 2025 GRA with the PUB, requesting approval of the
following?:

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

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

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

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

5. Approval of updated depreciation rates for rate setting purposes and regulatory deferral
accounts and the proposed amortization periods for these accounts, including approvals
to (i) change the amortization period on the loss on retirement or disposal of assets from
5 years to 28 years (ii) use CGAAP Average Service Life (ASL) depreciation rates from the
2019 Depreciation Study to reflect updates to depreciation and amortization expense (iii)
commence amortization of the regulatory deferral established for the 2019 Depreciation
Study over 5 years (iv) commence using four new depreciation accounts which were

1Tab 1, pgs.3and 4
2 CAC/Centra I-2 (a)
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identified subsequent to the 2019 Depreciation Study and (v) establish a Cloud Computing
Regulatory Deferral and to amortize the account over a 6-year period which is reflective
of the average life of the cloud services;

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

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

8. Final approval of a number of interim Orders of the PUB and any further Interim Orders
issued by the PUB for Centra prior to the conclusion of the hearing of this Application,
including the request for an interim general rate increase on November 1, 2024.

The annualized bill impact resulting from base rate changes proposed for November 1, 2024 for
the typical residential customer was estimated by Centra to be an increase of approximately 4.7%
or $29 per year and the change in the billed rates was estimated by Centra to be an increase of
approximately 3.9% or $24 per year3.

In Order 125/24, dated October 29, 2024, the PUB approved the requested 4.5% general rate
increase on an interim and expedited basis to take effect at the beginning of the 2025 winter
heating season, in order to reduce the losses projected by Centra for 2025.

In the original Application filed on October 7, 2024, Centra’s financial forecast included a
proposed and indicative rate path (4.5% rate increases in each of 2025, 2026 and 2027,
respectively) — equating to cumulative indicative general rate increases of 14.1% over the 3-year
period. The proposed rate increase of 4.5% for 2025 was derived from a series of three 4.5%
even annual rate increases in order to return Centra to a positive net income in 2027.

On March 21, 2025, Centra updated its financial forecast to include the financial impacts of
measures included in the Manitoba 2025 Budget to eliminate capital taxes effective April 1, 2025,
and gradually reduce the provincial guarantee fee from 0.5% to 0.4%, 0.3% and 0.15%, effective
April 1 of 2025, 2026 and 2027, respectively.

As a result of this update, Centra has altered the rate path to included proposed and indicative
rate increases of 4.5% in 2025, 4.5% in 2026 and 2.75% in 2027, respectively — equating to
cumulative indicative general rate increases of 12.2% over the 3-year period. Centra did not
indicate the basis of the changes to this rate path and why it only lowered the indicative rate
increase in 2027 (from 4.5% to 2.75%) and not in 2026 (remains at 4.5%).

The analysis in this Evidence has been adjusted to reflect the March 21, 2025 update to the
financial forecast to the extent possible, recognizing filing deadlines and that the information

3Tab 10, pgs. 26 and 27
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requests that were requested in two rounds of discovery prior to the update to the financial
forecast were not updated by Centra.

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

2.2 Overview of Mr. Rainkie’s Qualifications & Duties to PUB
Mr. Rainkie is an independent regulatory consultant (2017 to present) and works closely with Ms.
Derksen in a joint regulation consulting practice to provide a full range of regulatory services to
clients that participate in or are impacted by rate-regulation. These services include regulatory
strategy and ratemaking policy, revenue requirements and fiscal matters, internal and external
cost allocation, rate design, contribution policy, marginal cost-based ratemaking, review of large
capital projects, was well as energy transition and integrated resource planning matters.

Mr. Rainkie has 35 years of hands on and multi-faceted expertise in public utility leadership, rate-
regulation and financial management, with demonstrated experience in applying and integrating
this diverse experience into the rate-making framework of complex regulated enterprises. He
specializes in providing public utility regulatory and financial advisory services to clients, with an
emphasis on the evaluation of regulatory policy and strategy and revenue requirement and fiscal
matters.

Mr. Rainkie has a deep specialization in all aspects of ratemaking, progressively throughout his
career, including acting as an advisor to the PUB from 1990 to 1994, analyst and managerial roles
in the Regulatory Services department of Manitoba Hydro and Centra Gas between 1994 and
2006, senior and executive level responsibilities associated with regulatory affairs between 2006
and 2017 and an independent expert regulatory consultant between 2017 to present.

In addition to his consulting and ratemaking experience, Mr. Rainkie’s experience relevant to the
evidence to be provided in this proceeding includes executive level public utility experience as a
former Corporate Treasurer, Corporate Controller, Vice-President of Finance & Regulatory Affairs
and Chief Financial Officer and Acting President & Chief Executive Officer of Manitoba Hydro and
Centra Gas between 2006 and 2017.

As Chief Financial Officer of Manitoba Hydro and Centra Gas, he was responsible for the executive
leadership of the Controller, Treasury and Rates & Regulatory Affairs divisions, and Financial
Planning and Corporate Risk Management departments. In these roles, Mr. Rainkie had
responsibility for overseeing, setting and developing Manitoba Hydro and Centra Gas:

1. Corporate and business unit strategies and financial plans,
2. Financial targets,

3. Long-term financial forecasts,

4. Operating and capital cost budgets,

14



u b W N -

O 00 N O

10

11

12

13
14
15

16

17
18
19

20
21
22

23
24
25

26
27
28
29

30

31
32
33
34
35

Financing plans and debt management strategies,
Regulatory policies and rate applications,
Corporate risk management activities; and
Financial reporting.

© N oW,

Mr. Rainkie has testified before the PUB on multiple occasions over the last 25 years, as an
independent expert witness on behalf of the Consumers’ Association of Canada (Manitoba
Branch) (CAC) and the Consumers Coalition and an executive policy and subject matter witness
for Manitoba Hydro and Centra Gas. Mr. Rainkie’s full curriculum vitae was provided as
attachment D of the CAC Manitoba Intervenor Application, Exhibit CAC-1.

Duties to the PUB and Independence

Mr. Rainkie acknowledges that he has a duty to provide evidence that is fair, objective and non-
partisan, related only to matters within his areas of expertise and to provide such additional
assistance as the PUB may reasonably require to determine issues in this proceeding.

2.3 Purpose, Scope & Organization of the Evidence
The purpose of this Evidence is to evaluate Centra’s revenue requirement proposals and provide
related observations, conclusions and recommendations to the PUB, for rate-setting purposes.

In this proceeding, Mr. Rainkie is providing evidence on behalf of CAC with a focus on the rate
increase proposal and rate path alternatives, short-term and long-term financial forecasts,
review of the ICAM, operating and administrative expenses and debt management strategy.

Recognizing that CAC has assembled an interdisciplinary team of independent experts, Mr.
Rainkie has prepared this Evidence cognizant of scope of work of Midgard Consulting and Ms.
Derksen to ensure the contents of this report are not duplicative of other evidence filed by CAC.

Depreciation & Amortization expense will not be the focus of this Evidence. Midguard Consulting
has been approved by the PUB to evaluate the prudence of Centra’s capital additions and capital
expenditure plan and Patrick Bowman on behalf of the Manitoba Industrial Users Group (IGU) is
approved by the PUB to evaluate Depreciation expense and related matters.

The Sections of the Evidence that follow, are organized into the following topic areas:

e Section 3.0: Key drivers of the proposed rate increase and indicative rate path;
e Section 4.0: Controllability of O&A cost increases;

e Section 5.0: Prudency of O&A cost increases;

e Section 6.0: Technical evaluation of the ICAM;

e Section 7.0: Current financial position and outlook; and

15
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e Section 8.0: Recommendations on the proposed rate increase, indicative rate path and
other revenue requirement matters.

Please note the following for the Sections of the Evidence that follow:

e All dollar figures are in SMillions, unless otherwise noted;

e Many tables and graphs have been rounded to the nearest $S1 million which may result in
immaterial rounding differences from the more detailed figures provided by Centra in the
Application, and

e Fiscal year references are shortened to the end point of the fiscal year for ease of
reference — for instance, the 2024/25 fiscal year is denoted as 2025.
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3.0 The 3.7% Increase in the Rate Path to 2027 Since the 2020 GRA is Attributable to
the Increase in Organizational Support Costs

The first step in the evaluation of Centra’s revenue requirement proposals was to analyze the

proposed changes to the non-gas revenue requirements and how the indicative rate path has

changed since the last Centra GRA in 2019. This Section of the Evidence summarizes that analysis

and identifies the key drivers of the significant increase in the indicative rate path between 2021

and 2027.

The conclusion from this Section of the Evidence is that the 3.7% increase in the indicative rate
path increase from 2021 to 2027 since the 2020 GRA is attributable to the increase in
Organizational Support costs. This conclusion is based on the following evaluation:

1. The indicative rate path between 2021 and 2027 in the Centra 2025 GRA (12.2%) is 3.7%
higher than the corresponding rate path from the 2019/20 GRA (8.5%);

2. Total O&A cost increases represent 70% of the Increase in non-gas expenses to 2025, with
increases in Organizational Support Costs representing 43% of this 70%;

3. Total O&A cost increases represent 72% of the increase in non-gas expenses to 2027 with
increases in Organizational Support costs representing 42% of the 72%;

4. The increase in Organizational Support Costs represents 5.1% of the 12.2% indicative rate
path to 2027 in CGM24; and

5. Organizational Support cost Increases are the driver of the 3.7% increase in the CGM24
indicative rate path to 2027, as compared to the 2020 Centra GRA.

3.1 The First Step to Evaluate Centra’s Revenue Requirement Proposals is to Understand the
Key Drivers of the Proposed Changes to the Non-Gas Revenue Requirements

The first step in the evaluation of Centra’s revenue requirement proposals was to analyze the key

drivers of the proposed changes to the non-gas expenses and how the indicative rate path has

changed since the 2020 Centra GRA.

Understanding the key drivers of the increase in non-gas expenses is important to determine the
areas of focus in this Evidence. Additionally, understanding the changes in non-gas expenses
since the 2020 Centra GRA is necessary to determine where there are deviations for normal
expectations in terms of the progression of revenue requirements, evaluating the prudence of
these deviations and assessing if the Centra rate proposals conform to generally accepted
regulatory principles.

3.2 The Indicative Rate Path to 2027 in the 2025 GRA (12.2%) is 3.7% Higher than the
Corresponding Rate Path in CGM18 from the 2020 Centra GRA (8.5%)
The 12.2% indicative rate path in the Centra 2025 GRA, between 2021 and 2027 is 3.7% higher

than the corresponding rate path from the 2020 GRA.
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Centra presented a 10-year financial forecast in the 2020 GRA, which covered the period from
2019 to 2028 and was referred to as CGM18% (CGM18 will be used in this Evidence as shorthand
for this forecast). The highlights of the CGM18 indicative rate path between 2021 and 2027 were
as follows:

e Anindicative 2.25% general rate increase in 2021;

e Indicative general rate increases of 1.0% in each year of the 6-year period between 2022
and 2027;

e Cumulative indicative general rate increases of 6.4% in the 5-year period between 2021
and 2025; and

e Cumulative indicative general rate increases of 8.5% in the 7-year period between 2021
and 2027.

In the current 2025 GRA, Centra has presented four 20-year financial forecasts and corresponding
long-term rate path scenarios which cover the period from 2024 to 2043. These financial forecast
scenarios differ in terms of the assumptions of the targeted level of net income for rate-setting
purposes.

Long-term rate path scenario #1° assumed a targeted average annual net income of $3 million
over the 16-year period from 2028 to 2043, which is consistent with the past PUB policy for rate-
setting purposes. As a result, long-term rate path scenario #1, as amended on March 21, 2025
(which is referred to in this Evidence as CGM24 for shorthand) is an appropriate comparison to
CGM18 from the 2020 GRA. The highlights of the CGM24 indicative rate path are as follows:

e Indicative general rate increases of 4.5% in 2025, 4.5% in 2026 and 2.75% in 2027,
respectively, in the 3-year period between 2025 and 2027;

e Cumulative indicative general rate increases of 12.2% in the 3-year period between 2025
and 2027; and

e The 12.2% rate path is projected to generate additional revenues of $11 million, $27
million and $40 million, respectively, for a total of $78 million between 2025 and 2027.

While Centra has only explicitly requested a 4.5% rate increase for the 2025 Test Year and has
indicated that the 2025 Test Year is its focus in this Application —it is also clear that the 4.5% rate
increase proposal for 2025 is the first of a 3-year multi-year approach (or rate path) of indicative
rates increases for 2025, 2026 and 2027, respectively®. This is demonstrated by the fact that all
of the long-term rate path scenarios had assumed the same rate increases for each of the 3-years
between 2025 and 2027. Accordingly, the appropriate comparison of the indicative rate paths
between the 2020 GRA (CGM18) and the 2025 GRA (CGM24) is for the period from 2021 to 2027.

4 Centra 2019/20 GRA, Tab 3, Appendix 3.1
5Tab 4, Appendix 4.2, pgs. 4 to 13
6Tab 3, pg. 22
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The following graph provides a comparison of the cumulative rate increases from 2021 to 2027
between CGM18 and CGM24.

Graph 1

Cumulative Rate Increases CGM 24 vs. CGM 18
2021-2027

% Increase
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12% 12.2%

10%
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0%

2021 2022 2023 2024 2025 2026 2027

———(CGM 24 (2025 GRA)  =——=CGM 18 (2020 GRA)

The Key observations from Graph 1 are as follows:

1. The cumulative indicative rate increases in CGM18 between 2021 and 2025 was 6.4% and
between 2021 and 2027 was 8.5%;

2. The cumulative indicative rate increases in CGM24 between 2021 and 2025 is 4.5% and
between 2021 and 2027 is 12.2%;

3. Forthe 2021 to 2025 period it appears that the rate path in CGM24 is 1.9% (4.5% - 6.4%)
lower than CGM18, but this does not present the full picture of the multi-year rate path
approach in CGM24; and

4. Forthe 2021t0 2027 period as a whole —the rate path in CGM24 representsa 3.7% (12.2%
- 8.5%) increase in the cumulative indicative rate increases.

The above analysis demonstrates that the 12.2% indicative rate path in the Centra 2024/25 GRA
to 2027 is 3.7% higher than the corresponding rate path from the 2020 Centra GRA of 8.5%.

For ratepayers, the rate path in CGM24 represents a significant deviation from the expectations
that were forecast at the 2020 Centra GRA — and represents additional rate volatility in
comparison to the smoother rate path from the last GRA.

3.3 Total O&A Cost Increases Represent 70% of the Increase in Non-Gas Expenses to 2025
with Increases in Organizational Support Costs Representing 43% of this 70%

The total increase in Operating & Administrative (O&A) expenses between 2020 approved

amounts (that are embedded in current rates) and the 2025 forecast represents 70% of the

increase in non-gas expenses, with increases in Organizational Support Costs represent 43% of

this 70% increase.
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The graph and table below’ provides an analysis of the expense components that make up the

non-gas revenue expenses between 2020 approved amounts and the 2025 forecast.

Expense Changes 2020 to 2025 - SMillions

2025

Forecast
vs. 2020 % of|
2020 2025] Approved Total
Expense Type (Rate-Setting Presentation): Approved Forecast] $ Change S Change
O&A - Organizational Support 16 32 16 43%
O&A - Corporate Service & Operations 42 52 10 27%
O&A Total 58 84 26 70%
Deprecation & Amortization 32 40 8 22%
All Other Expense Types 53 56 3 8%
Total Expenses 143 180) 37 100%

Graph 2
Expense Increases 2025 Test Year vs. 2020 Approved
Other O&A $10 M, 27%
, $8
Table 1

3

The key observations from Graph 2 and Table 1, are as follows:

1. Of the $37 million increase in non-gas expenses between 2020 approved and the 2025

forecast, the total O&A expense increase is the largest increase at $26 million in total —
with $16 million of the increase resulting from higher Organizational Support costs and
$10 million of this increase resulting from higher Other O&A costs (Customer Service &
Operations O&A);

Organizational Support costs represent 43% and Other O&A costs represent 27% of the
of the $37 million increase in non-gas expenses, respectively — and O&A in total
represents 70% of the $37 million increase;

7 CAC/Centra I-4
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3. The $8 million increase in Depreciation & Amortization expense represents 22% of the
$37 million increase in non-gas expenses; and

4. Other non-gas expense components (Finance Expense, Capital & Other Taxes, Other
Expenses and Corporate Allocation) have on a net basis increased by $3 million and
represent 8% of the $37 million increase in non-gas expenses. There is a relatively
material increase in Finance Expense of $9 million between 2020 approved and the 2025
forecast — but this has been mainly offset by a $8 million decrease in the Corporate
Allocation.

It is noted that the $8 million decrease in the Corporate Allocation is an example of how strategic
thinking can be used to moderate the cost pressures faced by Centra. In this situation, spare cash
generated by Manitoba Hydro’s non-regulated subsidiaries was used to make a sinking fund
investment to reduce the costs of the Centra acquisition debt that is allocated to gas and electric
operations®. This action serves to reduce costs and rate pressures as opposed to Centra’s general
assertion that its costs are largely out of its control and must be passed through to ratepayers in
the form of higher rates.

3.4 Total O&A Cost Increases Represent 72% of the Increase in Non-Gas Expenses to 2027
with Increases in Organizational Support Costs Representing 42%

The total increase in O&A expenses between 2020 approved and the 2027 forecast represents

72% of the increase in non-gas expenses, with increases in Organizational Support Costs

representing 42% of this 72% increase.

The graph and table below provides an analysis of the expense components that make up the
non-gas expenses between 2020 approved amounts and the 2027 forecast®.

Graph 3

Expense Increases 2027 Forecast vs. 2020 Approved

Other O&M $13 M, 30%

& Amortization
$13 M, 30%

er
M, -2%

8Tab 4, pgs. 14 to 16
9 CAC/Centra I-15 (a) Figure 7
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Table 2

Expense Changes 2020 to 2027 - SMillions

1 2 3 4

2027

Forecast
vs. 2020 % of
2020 2027] Approved Total
Expense Type (Rate-Setting Presentation): Approved Forecast $ Change $ Change
O&A - Organization Support 16 34, 18 42%
O&A - Other 42 55 13 30%
O&A Total 58 89] 31 72%
Deprecation & Amortization 32 45 13 30%
All Other Expense Types 53 52 -1 -2%
Total Expenses 143 186 43 100%

The key observations from Graph 3 and Table 2, are as follows:

1.

Of the $43 million increase in non-gas expenses between 2020 approved and the 2027
forecast, the total O&A expense increase is the largest increase at $31 million — with $18
million of the increase resulting from higher Organizational Support costs and $13 million
of this increase resulting from higher Other O&A costs (Customer Service & Operations
0&A);

In order to breakdown the increase in O&A costs between Organizational Support and
Other O&A costs, it was necessary to escalate each O&A component by the assumed 2%
escalation in 2026 and thereafter??;

Organizational Support costs represent 42% and Other O&A costs represent 30% of the
of the $43 million increase in non-gas expenses, respectively — and O&A in total
represents 72% of the $43 million increase;

The $13 million increase in Depreciation & Amortization expense represents 30% of the
$43 million increase in non-gas expenses; and

Other non-gas expense components (Finance Expense, Capital & Other Taxes, Other
Expenses and Corporate Allocation) have on a net basis decreased by $1 million. There is
a relatively material increase in Finance Expense of $10 million between 2020 approved
and the 2027 forecast — but this has been offset by a $8 million decrease in the Corporate
Allocation and a $4 million decrease in Capital & Other Taxes.

10 CAC/Centra I-19 (a)
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3.5 The Increase in Organizational Support Costs Represents 5.1% of the 12.2% Rate Path to
2027 in CGM24
Using the relative proportion of the increase in the non-gas expense as calculated in Section 3.4

of this Evidence, would result in the conclusion that the increase in Organizational Support costs
represents approximately 5.1% of the CGM24 12.2% indicative rate path to 2027.

The graph and table below uses the proportions that were calculated in Section 3.4 to estimate
the portion of the CGM24 12.2% indicative rate path increase to 2027 that is attributable to the
various expense components. For example, Organizational Support costs are estimated to
represent 42% of the increase in non-gas expenses between 2020 approved and 2027 forecast —
and 42% of the 12.2% indicative rate path is 5.1%.

Graph 4

Contributions to Proposed 12.2% Rate Increases 2025-2027

12
13

14

15
16

Other, -0%

Table 3

Amortization,

3.6%

Proration of 12.2% Rate Path by Expense Driver % Increase

Other O&A, 3.6%

1 2

2027 Proration

Forecast 12.2%

vs. 2020 Rate Path

Approved 2025-2027

Expense Type % Change %
O&A - Organization Support 42% 5.1%
O&A - Other 30% 3.6%
O&A Total 72% 8.7%
Deprecation & Amortization 30% 3.6%
All Other Expense Types -2% -0.1%
Total Expenses/Rate Increase 100% 12.2%
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The key observations from Graph 4 and Table 3, are as follows:

1. Organizational Support cost increases represent 5.1% of the 12.2% indicative rate path in
CGM24;

2. Other O&A cost increases represent 3.6% of the 12.2% indicative rate path in CGM24;

3. Depreciation & Amortization increases represent 3.6% of the 12.2% indicative rate path
in CGM24; and

4. Other expenses decrease (on a net basis) represent -0.1% of the 12.2% indicative rate
path in CGM 24.

3.6 Organizational Support Cost Increases are the Driver of the 3.7% Increase in the Rate Path
to 2027 as Compared to the 2020 Centra GRA
Organizational Support cost increases are the driver of the 3.7% increase in the CGM24 indicative
rate path to 2027, when compared to the rate path from the Centra 2020 GRA (a CGM18 versus
CGM24 or forecast or forecast comparison).

In CGM18 at the 2019/20 GRA, non-gas expenses in 2027 were forecast to increase from $143
million to $175 million! — an increase of $32 million. Currently, in CGM24 at the 2025 GRA, non-
gas expenses in 2027 are forecast to increase from $143 million to $186 million — an increase of
$43 million. Non-gas expenses are now forecast to be $11 million higher (5186 million - $175
million) in 2027 at the current GRA.

In CGM18, total O&A costs were forecast to increase from $61 million in 2020 to $69 million in
2027 - an increase of S8 million or 13% over that 7-year period. Organizational Support costs
were approximately $16 million in 2020 and as such were forecast in CGM18 to increase to
approximately $18 million ($16 million * 1.13) or an $2 million increase by 2027. Instead,
Organizational Support costs are now estimated in CGM24 to increase to $34 million by 2027, or
an increase of $18 million.

The unexpected additional growth in Organizational Support costs of $16 million (518 million -
$2 million) from 2020 to 2027 — is the driver of the $11 million increase in non-gas expenses to
2027 (when comparing CGM18 and CGM24 in 2027).

The implications of this analysis is that the main focus with respect to the increase in expenses
since the last Centra GRA will be on O&A cost increases in general and the prudence of the
increase in Organizational Support cost increases in particular.

11 Centra 2019/20 GRA, Tab 3, Appendix 3.1, total expenses of $178 million in 2027 less a $3 million net movement
=$175 million
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4.0 The 110% Increase in Centra’s Organizational Support Costs Since 2020 are Within
the Control and Influence of Centra

For rate-setting purposes, the majority of a public utilities O&A costs are considered to be within
the control/influence of the utility, including internal labour and administration/overhead costs.
This Section of the Evidence contains the evaluation of the increases in Centra’s O&A costs since
the Centra 2020 GRA from the perspective of controllability by Centra and focusing on the
substantial increase in Organizational Support costs that were identified in Section 3.0 of this
Evidence.

The conclusion in this Section of the Evidence is that the 110% increase in Centra’s Organizational
Support costs since 2020 are within the control and influence of Centra. This conclusion is based
on the following evaluation:

1. Information on the record of this proceeding suggests that 70% of the $28 million increase
in Centra’s O&A costs since the 2020 GRA are within Centra’s control/influence;

2. Using the % increase over 5-years as a metric for comparison, Organizational Support
costs have increased 110% in the 5-year period between 2021 and 2025 —many multiples
in excess of the Customer Service & Operations costs increase of 27% - and cumulative
inflation of 18%;

3. Using even annual rates of increase as a metric for comparison, Organizational Support
costs have increased at an even annual rate if 16.0%/year — many multiples in excess of
the Customer Service & Operations costs even annual increase of 4.9% - and the even
annual increase in inflation of 3.4%;

4. The five individual Organizational Support cost programs demonstrate increases that
range from 61% to 129% between 2020 and 2025, which are many times the 18%
cumulative increase in inflation; and

5. The magnitude and nature of the 110% increase in Organizational Support Costs between
2020 and 2025 suggests that these increases are primarily within Centra’s
control/influence. Cost increases that are 4.7 times the annual rate of inflation are
suggestive of discretionary choices made to implement strategic and operational
initiatives and not cost pressures beyond the control or influence of Centra.

4.1 The Majority of a Public Utilities O&A Costs are Considered to be Within the
Control/Influence of the Utility for Rate-Setting Purposes
For rate-setting purposes, the majority of a public utilities O&A costs are considered to be within

the control/influence of the utility, including internal labour and administration/overhead costs.

Controllable O&A costs are considered to be costs that the public utility can influence and
minimize with reasonable care and effort, in accordance with prudent utility practice.

In a rate-setting context, controllable costs would include internal labour as well as overhead and
administration charges. Labour costs usually constitutes the largest portion of a public utilities
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O&A costs, often in the order of 60% or more. Given the magnitude of the labour costs and the
fact that the utility can control the services it provides and the number of employees it employs
to provide service - a public utility has the ability to moderate the components of the labour and
non-labour costs that it has less ability to influence, such as general wage increases or merit
increases under collective agreements and insurance costs — through control of its number of
FTEs.

4.2 Information on the Record Suggests that 70% of the $28 Million Increase in Centra’s O&A
Costs Since the Last GRA are Within Its Control/Influence

Assertions and analysis provided by Centra with respect to the $28 million increase in its O&A

costs since the 2020 GRA, suggest that Centra has control or influence on about 70% of the

increase.

Centra’s O&A costs have increased by $28 million or 48% since the last GRA in 20202, Despite
this significant increase, Centra asserts that it remains committed to effectively manage its O&A
costs but indicates that there have been significant factors both internal and external to the
corporation that are driving O&A costs increases since the last GRA®,

Centra outlined the following 8 reasons for the O&A increase: (1) increases in labour hours (2)
contracted wage settlements and merit increases (3) shift to cloud-based IT services — now
expensed in O&A (4) increases in costs for inspection services (5) higher costs for meter readings
(6) rise in general liability premiums (7) on-going environmental and human health investigations
at Sutherland Avenue site and (8) higher integrated and departmental support costs.

In outlining these eight reasons for the O&A increase, Centra also asserted that there are areas
of O&A, where it has little to no control/influence over, such as (1) uniform wage settlements
through arbitration (2) merit and progression increases under collective agreements (3) global
supply chain challenges and associated inflationary increases due to the COVID-19 pandemic and
(4) general inflationary increases on many of its O&A costs.

Centra was requested to provide a breakdown of the $28 increase in O&A between the 8 reasons
that are noted above but was not able to quantify $7 million or 25% of this overall increase*.
The following table provides an analysis of those components of the increase into those that
Centra can control/influence and those components that Centra has specifically asserted are not
within its control influence (including rate increases in activity charges from general wage
increases and merit increases).

12 CAC/Centra I-6 (a)
13Tab 3, pgs. 11to 13
14 CAC/Centra I-7 (a) (b) (c) and CAC/Centra 1I-2 (a) (b)
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1 Table4d

Summary of Reasons for O&A Increases - 2020 to 2025 - SMillions

1 2
O&A
Increases
2020 % of
to 2025 Total
Controllable O&A Increases:
Volume Increase in Activity Charges:
Customer Service & Operations 3.4 12%
Organizational Support 3.3 12%
Departmental & Integrated Support 6.0 21%
Not Explained by Centra 7.0 25%
Sub-total Controllable Increases 19.7 70%
Non-Controllable O&A Increases:
Rate Increase in Activity Charges 4.8 17%
Accounting Change - Cloud Based IT 1.1 4%
Increased Costs Re: Inspection Services 1.2 4%
Higher Meter Reading Costs 0.3 1%
Rise in General Liability Premiums 0.5 2%
Investigations at Surtherland Avenue 0.5 2%
Sub-total Non-Controllable Increases 8.4 30%
2 Total O&A Increases - 2020 to 2025 28.1 100%
3 Key observations from Table 4, are as follows:
4 1. While Centra is unable to quantify the cumulative general wage and merit increases over
5 this 5-year period due to the methods that are use to allocate costs to it, the $4.8 million
6 increase quantified by Centra due to rate increases in activity charges would represent an
7 increase of 11.8% ($4.8 million / $40.6 million® of activity charges to Centra in 2020) —
8 which is equivalent to an even annual rate of increase over the 5-years of 2.3%° per year;
9 2. The categories that Centra specifically asserts are not within its control/influence
10 represents approximately $8.4 million or 30% of the O&A increase; and
11 3. The remaining categories that Centra has control/influence over represents $19.7 million
12 or 70% of the O&A increase.

13 In summary, the information on the record suggests that 70% of the $28 million increase in
14  Centra’s O&A costs since the 2020 GRA, are within Centra’s control and influence.

15

15 Tab 6, Appendix 6.2, pg. 5
16 The 5% root of 1.118 = 1.0226 — rounded to 2.3% and expressed as a %
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4.3 Organizational Support Costs Have Increased 110% Since 2020 Many Multiples in Excess
of Customer Service & Operations Increase of 27% and Cumulative Inflation of 18%
Organizational Support costs have increased 110% in the 5-year period between 2021 and 2025
— many multiples in excess of the Customer Service & Operations costs increase of 27% and

cumulative inflation of 18%.

Centra provides a Program View of its O&A costs that includes 3 main categories of costs
(Customer Service & Corporate Relations, Operations & Maintenance and Organizational
Support) and 24 programs that roll up into these 3 main categories!’. The following graph and
table provide an analysis of the 3 major categories of O&A costs and the increase over the 2020
to 2025 timeframe (a 5-year analysis from 2021 to 2025, with 2020 as the base year) — with a
comparison to the 5-year cumulative increase in inflation (Manitoba CPI).

13
14

15

16

Graph 5
0O&M % Increases by Major Category 2020-2025
5-Yrincrease 110%
100%
80%
60%
48%
38%
40%
27%
22%
g ME CPI 18%
0%
Cust Service & Corp 0o&MmM Cust Service & Corp Organizational Total O&A
Relations Relations + O&M Support
Table 5
O&A Increase by Major Category 2020 vs 2025 - SMillions
1 2 3 4
$ %
Inc (Dec) Inc (Dec)
2020 2025 2020 to 2020 to
O&A Major Category: Actual Forecast 2025 2025
Customer Service & Corporate Relations 31.0 37.7 6.7 22%
Operations & Maintenance 15.1 20.8 5.7 38%
Sub-total - Customer Service & Operations 46.1 58.5 12.4 27%
Organizational Support 15.5 32.5 17.0 110%
Adjustments (3.6) (4.9) (1.3)
Total O&A 58.0 86.1 28.1 48%

17 Tab 6, Appendix 6.2, pgs. 3 and 4
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The key observations with respect to Graph 5 and Table 5, are as follows:

1. Customer Service & Corporate Relations costs have increased $6.7 million or 22% since
2020;

2. Operations & Maintenance costs have increased $5.7 million or 38% since 2020;

3. The total of Customer Service & Corporate Relations costs and Operations & Maintenance
costs (collectively referred to as Customer Service & Operations for shorthand in this
Evidence) have increased $12.4 million or 27% since 2020;

4. Organizational Support costs have increased $17.0 million or 110% since 2020;

5. Total O&A costs have increased $28.1 million or 48% since 2020; and

6. Cumulative inflation is 18%2 for the 5-year period between 2021 and 2025.

In summary, Organizational Support costs have increased 110% in the 5-year period between
2021 and 2025 — many multiples in excess of the Customer Service & Operations costs increase
of 27% and cumulative inflation of 18%.

4.4 Organizational Support Costs Have Increased 16.0%/Year Since 2020 Many Multiples in
Excess of the Customer Service & Operations Increase of 4.9%/Year and Inflation of
3.4%/Year

Organizational Support costs have increased at an even annual rate of 16.0%/year — many

multiples in excess of the Customer Service & Operations costs even annual increase of 4.9% and

even annual increase in inflation of 3.4%.

In addition to analyzing the % increase in the main O&A cost categories, it is also useful to express
these % increases in terms of even annual growth rates to allow for ease of comparison on an
annualized basis. The following graph provides a comparison of the same categories of O&A costs
and inflation over the period to 2025 as Section 4.3 of this Evidence, expressed on an even annual
increase basis.

18 CAC/Centra I-5 (c) - Cumulative inflation (Manitoba CPI) = 1.003 (2021) * 1.046 (2022) * 1.078 (2023) * 1.023
(2024) * 1.021 (2025) = 1.181 or 18.1% rounded and expressed as a %
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Graph 6

Even Annual Increases by Major O&M Category 2020 - 2025

Even Annual Inc/Yr

16.0%

14.0%

12.0%

10.0%

8.0%

6.0%

4.0%

2.0%

0.0%

16.0%
8.2%
6.7%
4.9%
4.1%
MB CPI
______________ -— -
3.4%
Cust Service & Corp o&M Cust Service & Corp Organizational Total O&A

Relations Relations + O&M Support

The key observations with respect to Graph 6, are as follows:

1.

6.
7.

Even annual growth rates are calculated by taking the 5% root of the % increase for each
category and then rounding to the first decimal place and expressing as a %. For example,
for total O&A — the even annual growth rate is calculated as the 5t root of 1.48 = 1.0816
—rounded to 8.2% and expressed as a %;

The even annual increase related to Customer Service & Corporate Relations costs since
2020 is 4.1%/year;

The even annual increase related to Operations & Maintenance costs since 2020 is
6.7%/year;

The even annual increase related to total Customer Service & Operations costs since 2020
is 4.9%/year;

The even annual increase related to Organizational Support costs since 2020 is
16.0%/year;

The even annual increase related to Total O&A costs since 2020 is 8.2%; and

The even annual increase relate to cumulative inflation since 2020 is 3.4%/year.

In summary, Organizational Support costs have increased at an even annual rate of 16.0% —many
multiples in excess of the even annual increase of total Customer Service & Operations costs of
4.9% and even annual increase in inflation of 3.4%.

4.5 The Five individual Organizational Support Cost Programs Demonstrate Increases of 61%

to 129% Between 2020 and 2025 — Many Times the 18% Cumulative Increase in Inflation

The five individual Organizational Support cost programs demonstrate increases that range from
61% to 129% between 2020 and 2025, which are many times the 18% cumulative increase in
inflation for the same time period.
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There are 5 individual O&A programs that roll-up into the main O&A category of Organizational
Support. The increases between 2020 and 2025 for each Organizational Support category are
summarized below?®:

Table 6

Organizational Support Program Increases 2020 vs 2025 - SMillions

1 2 3 4

S %

Inc (Dec) Inc (Dec)

2020 2025 2020 to 2020 to

Organizational Support Program: Actual Forecast 2025 2025
Corporate Governance 2.4 5.1 2.7 113%
Corporate Infrastructure 4.5 9.7 5.2 116%
Corporate Services 2.3 3.7 1.4 61%
Departmental Support 4.8 11.0 6.2 129%
Operational Managemennt 1.5 3.0 1.5 100%
Total Organizational Support 15.5 32.5 17.0 110%

The key observations with respect to Table 6 and Centra’s high-level and mostly qualitative
explanations of the increases in the 5 Organizational Support programs between 2020 and 2025,
are as follows:

1. Corporate Governance: The $2.7 million or 113% increase is due to an increase in FTEs,
increased insurance and liability claims, strategic initiatives and the impact of the hybrid
driver change from 4% to 6% ($S0.5 million);

2. Corporate Infrastructure: The $5.2 million or 116% increase is due to an increase in work
on cloud-computing arrangements, higher costs for hardware and software maintenance
costs for on-premise software and cyber security programs, increased costs of programs
for building maintenance, operations and security, wage increases and the impact of
activity charges driver change from 8% to 9% ($0.8 million);

3. Corporate Services: The $1.4 million or 61% increase is due to an increase in FTEs within
human resources support, safety services support and well as purchasing and accounts
payable support as well as wage increases, and the impact of the activity charges driver
change from 8% to 9% ($0.2 million);

4. Departmental Support: The $6.2 million or 129% increase is due an increase in
administrative support ($4.7 million) primarily due to an increase in administrative
activities such as time spent on operational initiatives, preparing training, documenting
processes, process improvement and general meetings, as well as increasing wages.
There is also an increase in training ($1.6 million) primarily related to an increase in time
associated with delivering training by HR and the trades training areas, increase in time

19 CAC/Centra I-29 (d) to (h)
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spent on training and other training related costs (fees and travel etc.) and increased
wages;

Operational Support: The $1.5 million or 100% increase is related to additional
operational executives and managers engaged in the gas line of business following the
corporate reorganization as well as wage increases; and

Centra provided a reconciliation of the cost element O&A view and the program view,
which indicated that the $17.0 million increase in Organizational Support costs from 2020
to 2025 were a mix of (i) activity charge volume increases ($3.3 million) (ii) activity charge
rate increases (50.3 million) (iii) corporate allocation increases ($8.0 million), (iv) external
services increases ($5.3 million) and (v) material, supplies & other increases ($0.1
million)?°,

In summary, the five individual Organizational Support cost programs demonstrate increases that
range from 61% to 129% between 2020 and 2025, which are many times the cumulative rate of
inflation of 18% for the same time period.

4.6 The Magnitude and Nature of the 110% Increase in Organizational Support Costs Since

2020 Demonstrates that These Increases are Primarily Within Centra’s Control/Influence

The conclusion from the analysis in the prior sub-sections of Section 4.0 of this Evidence is that
the magnitude and nature of the 110% increase in Organizational Support Costs between 2020
and 2025 demonstrates that these increases are primarily within Centra’s control/influence.

A summary of the analysis that supports this conclusion, is as follows:

1.

For rate-setting purposes, the majority of a public utilities O&A costs are considered to
be within the control/influence of the utility, including internal labour and
administration/overhead costs;

Information on the record of this proceeding suggests that approximately 70% of the $28
million increase in Centra’s O&A costs since the last GRA are within Centra’s
control/influence;

Organizational Support costs have increased 110% in the 5-year period to 2025 — many
multiples in excess of the Customer Service & Operations costs increase of 27% and
cumulative inflation of 18%,;

Organizational Support costs have increased at an even annual rate of 16.0%/year — many
multiples in excess of the Customer Service & Operations costs even annual increase of
4.9% and even annual increase in inflation of 3.4%; and

The five individual Organizational Support cost programs demonstrate increases that
range from 61% to 129% between 2020 and 2025, which are many times the 18%
cumulative increase in inflation.

20 CAC/Centra II-16 (a)
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Centra has asserted that there were requirements to increase the number of activity hours that
are allocated to gas operations by Manitoba Hydro and has noted inflationary costs increases
related to increases in labour costs (general wage increases and merit) and non-labour costs. The
increase in Customer Service and Operational costs on an even annual basis related to these
combined rate pressures was 4.9%/year, as compared to annual inflation of 3.4%/year.

However, the increase in Organizational Support costs on an even annual basis related to these
combined rate pressures was 16.0%/year, as compared to annual inflation of 3.4%/year — or 4.7
times the annual rate of inflation (16.0% / 3.4%).

This analysis demonstrates that the Organization Support cost increases are related to
implementation of strategic and operational initiatives which reflect discretionary choices made
by the corporation and not cost pressures beyond the control or influence of Centra.
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5.0 The 110% Increase in Organizational Support Costs Since the Last Centra GRA Is
Not Prudent for Rate-Setting Purposes

Judgments with respect to the reasonable and prudent levels of O&A costs are an important

component of the determination of just and reasonable rates. This Section of the Evidence

contains the policy evaluation of the prudence of the levels of Organizational support costs that

Centra is requesting PUB endorsement of in this Application.

The conclusion in this Section of the Evidence is that the 110% increase in Organizational Support
costs since the last Centra GRA is not prudent for rate-setting purposes. This conclusion is based
on the following evaluation:

1. A comparison between the financial forecasts at the last GRA (CGM18) and the current
GRA (CGM24), indicates that total O&A costs are forecast to increase by $117 million over
the comparable period from 2021 to 2028, which does not demonstrate cost control or
fiscal prudence;

2. Centra has disclosed that Manitoba Hydro O&A costs have increased by a further $57
million or 8.3% higher than the level that was reviewed by the PUB at the most recent
Electric GRA. As Centra is allocated a portion of the consolidated O&A costs — this signals
further concern related to future Centra O&A cost increases and resulting impacts on
future indicative gas rate increases;

3. Theincrease in Organizational Support costs is a major factor in the weakening of Centra’s
financial position, reducing post-acquisition retained earnings by $81 million and reducing
the equity ratio by 9% to 2027. The implication is that the entire revenue to be generated
by the 12.2% rate path from 2025 to 2027 (578 million) will only come close to covering
the financial impact of the increase in Operational Support costs between 2021 and 2027;

4. If Organizational Support costs had increased at a similar rate (33% increase) as Customer
Service & Operations O&A from 2021 to 2027, post-acquisition retained earnings would
be $59 million higher and the equity ratio would be 6% higher by 2027 (as compared to
CGM24);

5. The Deloitte ICAM review was limited to a review of the ICAM methodology and neither
Centra nor Deloitte provided external benchmarks or independent validation of the
overall reasonableness of the Organizational Support costs allocated by Manitoba Hydro
to Centra; and

6. From a regulatory-policy perspective the 110% Increase in Organizational Support Costs
since the last Centra GRA are not prudent for rate-setting purposes. The lack of revenue
growth and potential for a rate spiral during the energy transition dictates a more fiscally
prudent approach towards the level of Centra overhead costs to be included in rates.
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5.1 Judgments with respect to Prudent Levels of O&A Costs are an Important Component of
the Determination of Just and Reasonable Rates

Judgments with respect to the reasonable and prudent levels of O&A costs are an important

component in the process of determining just and reasonable rates?..

There are a number of potential dimensions of the meaning of “prudency”, which include but are
not limited to:

e Ability to take all relevant circumstances and possible consequences into consideration
(circumspection);

e Ability to research and compare alternatives and employ analytical reasoning in decision
making (discursive reasoning);

e Ability to estimate whether particular actions can be used to realize goals (foresight);
and

e Ability to mitigate risk and avoid unnecessary risks and contingencies (cautiousness).

Fiscal prudence involves being cautious in the way that decisions are made, and money is
expended in order to avoid unnecessary risks.

In general, the review of prudent O&A costs in rate-setting limits the O&A costs in rates to what
is reasonable and prudent to efficiently provide utility service to ensure that ratepayers pay for
no more that what is reasonably necessary. This review would include evaluating the public
utilities awareness and response to important business risks.

5.2 Centra’s Overall O&A Costs are Forecast to Increase by $117 Million from 2021 to 2028
when Compared to the Forecast from the Last Gas GRA
A comparison between the forecast at the last GRA (CGM18) and the forecast at the current GRA

(CGM24), indicates that total O&A costs are forecast to increase by $117 million over the period
from 2021 to 2028, which does not demonstrate cost control or fiscal prudence.

A comparison of the O&A actuals and forecasts between CGM18 and CGM24 from 2021 to 2028
(the end of the comparable period in the forecasts) is provided in the table below??.

21 pUB Order 5/12, pgs. 25 to 27
22 CAC/Centra I-15 (a) (b) Figure 6 (CGM18) and Figure 7 (CGM24)
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Table 7

0&A Expenses (Rate-Setting Presentation) - CGM24 vs CGM18 - $Millions 2
1 2 3 4 5 6 7 8 39
A

2020 2021 2022 2023 2024 2025 2026 2027 208

CGM24 61 62 70 73 81 85 87 89 91
CGM18 61 61 62 63 64 66 67 68 70
Annual Increase - 1 8 10 17 19 20 21 2
Cumulative Increase - 1 9 19 36 55 75 9% 17

In order to put the $117 million increase in O&A costs between forecasts into context — it is useful
to consider that Centra was projecting $89 million of post-acquisition retained earnings at the
end of 2020 in the 2020 GRA. Obviously, an increase in O&A costs of this magnitude would put
significant pressure on the financial reserves of Centra and does not demonstrate cost control or
fiscal prudence.

5.3 Manitoba Hydro’s O&A Costs for 2025 Have Increased by an Additional $57 Million or
8.3% Since the Recent Electric GRA and Signal Further Concern for Future Centra O&A
Costs

In the current Centra GRA, it was disclosed that Manitoba Hydro O&A costs have increased by a

further $57 million or 8.3% higher than the level that was reviewed by the PUB at the Electric
2024 and 2025 GRA. As Centra’s long-term planning assumption for O&A cost increases in 2026
and beyond is 2% and Centra is allocated a portion of the consolidated O&A costs - this significant
increase for 2025 signals further concern related to future Centra O&A cost increases and
resulting impacts on future indicative gas rate increases.

In the discovery process for the current Centra GRA, and considering that Centra’s O&A costs are
allocated from consolidated costs, an apparent discrepancy was noted between the magnitude
of the increase in Centra’s O&A costs between 2020 and 2025 and the magnitude of the Manitoba
Hydro O&A cost increase in its most recent GRA for the same period. The response from Centra
was that the magnitude of the increases were reasonably consistent as the forecast O&A costs
for Manitoba Hydro for 2025 had increased from the levels reviewed by the PUB at the last
Electric GRA. The highlights of this issue are summarized as follows?3:

e Atthe 2024 and 2025 Manitoba Hydro GRA, Electric O&A costs were forecast to increase
from $512 million in 2020 to $687 million in 2025 — and increase of $175 million or 34% -
and an even annual increase of 6.0%/year;

23 CAC/Centra I-6 (e) (f) and CAC/Centra II-1 (a) (b) (c)
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e Inthe current Centra GRA, O&A costs were forecast to increase from $58 million in 2020
to $86 million in 2025 — and increase of $28 million or 48% - and an even annual increase
of 8.2%/year;

e When questioned on this apparent discrepancy (34% Electric vs 48% Gas increase), Centra
disclosed that Electric O&A costs for 2025 had been revised to increase by a further $57
million or 8.3% over the levels that were reviewed by the PUB at the last Electric GRA;
and

e Electric O&A costs are now forecast to increase from $512 million in 2020 to $744 million
in 2025 — and increase of $232 million or 45% - an even annual increase of 7.7%/year. As
such, the magnitude of the O&A increases are relatively consistent (45% Electric vs 48%
Gas increase) between electric and gas operations.

Centra has indicated that it uses a 2% increase as a long-term planning assumption for O&A cost
escalation in CGM24 for 2026 and future years?®. The continuing levels of actual O&A escalation
at the level of Manitoba Hydro consolidated operations signals further concern related to future
Centra O&A costs increases and potential variances from the current financial forecast (CGM24)
— as well as resulting impacts on future indicative gas rate increases.

5.4 The Increase in Organizational Support Costs Reduces Post-Acquisition Retained Earnings
by $81 Million and the Equity Ratio by 9% to 2027
Theincrease in Organizational Support costs is a major factor in the reduction in Centra’s financial
position, reducing post-acquisition retained earnings by $81 million and reducing the equity ratio
by 9% to 2027.

In order to isolate the impact of the significant increase in Organizational Support costs on
Centra’s financial position, the following graphs and tables holds Organizational Support costs
constant at the 2020 actual amount of $15.5 million from 2021 to 2027 and provides a
comparison of post-acquisition retained earnings and the equity ratio — including and excluding
the impact of the increase in Organizational Support costs.

24 CAC/Centra I-19 (a)
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Graph 7

Organizational Support Impact on Retained Earnings 2020 - 2027
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Table 8

Impact of Organizational Support Increase 2020 to 2027 - $Millions

1 2 3 4 5 6 7 8

2020 2021 2022 2023 2024 2025 2026 2027

Actual Actual Actual Actual  Forecast Forecast Forecast Forecast
Organizational Support - CGM24 15.5 15.9 203 25.6 28.0 325 33.2 339
Increase from 2020 Actual 0.0 0.4 438 10.1 12.5 17.0 17.7 18.4
Cumulative Increase - from 2020 Actual 0.0 0.4 5.2 153 27.8 4.8 62.5 80.9
Post Acquisiton Retained Earnings - CGM24 89.0 87.0 79.0 61.0 27.0 4.0 3.0 8.0
Add: Impact of Org Support Increase 0.0 0.4 5.2 15.3 27.8 4.8 62.5 80.9
Post Acquisiton Retained Earnings - Excluding
Org Support Increase 89.0 87.4 84.2 76.3 54.8 43.8 65.5 88.9
Equity Ratio - CGM24
Average Debt 428 461 502 574 625 648 69 736
Average Equity 210 209 204 192 166 139 125 124
Total Average Debt & Equity 638 670 706 766 791 787 81 860
Equity Ratio 33% 31% 29% 25% 2% 18% 15% 14%
Equity Ratio - Excluding Org Support Increase
Average Impact on Debt/Equity 0 0 3 10 22 36 54 72
Average Debt 428 461 499 564 603 612 642 664
Average Equity 210 209 207 202 188 175 179 196
Total Average Debt & Equity 638 670 706 766 791 787 821 860
Equity Ratio 33% 31% 29% 26% 24% 22% 2% 23%

The key observations with respect to Graphs 7 and 8, and Table 8, are as follows?®:

1.

Organizational Support costs in the above table are the actual and forecast amounts
presented by Centra?® and have been escalated at 2% for each of 2026 and 2027,
consistent with the O&A escalation assumption in CGM24;

The level of actual and forecast Organizational Support costs from CGM24 are then
compared to the 2020 actual costs of $15.5 million to estimate the impacts of the increase
on O&A expense and post-acquisition retained earnings and the annual and cumulative
difference are calculated from 2021 to 2027,

The cumulative increase in Organizational Support Costs is $45 million to 2025 and $81
million to 2027;

The resulting impact to post-acquisition retained earnings is a $45 million ($4 million - $49
million) decrease to 2025 and a $81 million (S8 million - $89 million) decrease to 2027;
The cumulative decrease in post-acquisition retained earnings at each year-end is
averaged and this average amount is deducted from CGM24 average debt and added to
CGM24 average equity —to estimate the impacts of the increase in Organizational Support
costs on the equity ratio; and

25 CAC/Centra I-15 (a) (b) — CGM24 post-acquisition retained earnings (Figure 7) and equity ratio (Figure 8)
%6 Tab 6, Appendix 6.2, pgs. 3 and 4
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6. The impact on the Equity ratio resulting from the cumulative increase in Organizational
Support costs is a 4% (18% - 22%) decrease to 2025 and a 9% (14% - 23%) decrease to
2027.

This analysis demonstrates that the increase in Organizational Support costs is a major factor in
the reduction in Centra’s financial position, reducing post-acquisition retained earnings by $81
million and reducing the equity ratio by 9% to 2027. The implication is that the entire revenue
to be generated by the 12.2% rate path from 2025 to 2027 (578 million) will only come close to
covering the financial impact of the increase in Operational Support costs between 2021 and
2027.

5.5 If Organizational Support Costs Had Increased at a Similar Rate as Customer Service &
Operations O&A - Post-Acquisition Retained Earnings Would be $59 Million Higher and
The Equity Ratio 6% Higher by 2027
If Organizational Support costs had increased at a similar rate (33% increase) as Customer Service
& Operations O&A from 2021 to 2027, post-acquisition retained earnings would be $59 million
higher and the equity ratio would be 6% higher by 2027 (as compared to CGM24).

The analysis in Section 5.4 was designed to demonstrate the significant impact of the increases
in Organizational Support costs on Centra’s post-acquisition retained earnings (reduction of $81
million) and the equity ratio (reduced by 9%) to 2027, by holding these costs constant between
2021 and 2027.

It is reasonable to make a provision for escalation of costs and increases in activity hours in order
to evaluate what a prudent increase in Organizational Support costs would be for rate-setting
purposes.

The increases in Customer Service & Operations O&A can serve as a reasonable benchmark of
more prudent cost control of Organizational Support Costs. As noted in Sections 4.3 and 4.4 of
this Evidence, Customer Service & Operations O&A increased by 27% in total or 4.9%/year on an
even annual basis between 2021 and 2025. Using a rounded figure of a 5.0% increase per year
to escalate Organizational Support costs would provide an allowance for inflationary cost
pressures and increases in hours spent on gas operations.

The following graphs and table escalates the 2020 base year Organizational Support costs of
$15.5 million by 5% from 2021 to 2025 and 2% from 2026 to 2027 — for total escalation of 33%
from 2021 to 2027. The comparison of post-acquisition retained earnings and the equity ratio —
between CGM24 and the notional escalation of Organizational Support costs (at a similar level as
Customer Service & Operations O&A) are provided in the following graphs and table.
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Table 9

Organizational Support Increase - 5% for 2021 to 2025 & 2% for 2026 to 2027 - $Millions

1 2 3 4 5 6 7 8
2020 2021 2022 2023 2024 2025 2026 2027
Actual Actual Actual Actual  Forecast Forecast Forecast Forecast
Organizational Support - CGM24 15.5 15.9 203 25.6 28.0 325 33.2 33.9
Org Support 5% inc. to 2025, 2% inc. to 2027 15.5 16.3 17.1 18.0 18.9 19.8 20.2 20.6
Increase from 2020 Actual 0.0 -0.4 3.2 7.6 9.1 12.7 13.0 13.3
Cumulative Increase - from 2020 Actual 0.0 -0.4 2.8 10.4 19.5 322 45.2 58.5
Post Acquisiton Retained Earnings - CGM24 89.0 87.0 79.0 61.0 27.0 4.0 3.0 8.0
Add: Impact of Org Support Increase 0.0 -0.4 2.8 10.4 19.5 322 45.2 58.5
Post Acquisiton Retained Earnings - Excluding
Org Support Increase 89.0 86.6 818 714 46.5 36.2 48.2 66.5
Equity Ratio - CGM24
Average Debt 428 461 502 574 625 648 696 736
Average Equity 210 209 204 192 166 139 125 124
Total Average Debt & Equity 638 670 706 766 791 787 821 860
Equity Ratio 33% 31% 29% 25% 21% 18% 15% 14%
Equity Ratio - Excluding Org Support Increase
Average Impact on Debt/Equity 0 0 1 7 15 26 39 52
Average Debt 428 461 501 567 610 622 657 684
Average Equity 210 209 205 199 181 165 164 176
Total Average Debt & Equity 638 670 706 766 791 787 821 860
Equity Ratio 33% 31% 29% 26% 23% 21% 20% 20%

The key observations with respect to Graphs 9 and 10 and Table 9, are as follows:

1.

2.

3.

4.

5.

Assuming 5% annual escalation between 2021 and 2025, would result in Organizational
Support costs increasing to $20 million in 2025 (total increase of 28% between 2021 and
2025) and annual escalation of 2% between 2026 and 2027 would result in $21 million in
costs in 2027 (total increase of 33% between 2021 and 2027);

This notional escalation of Organizational Support costs would result in a post-acquisition
retained earnings of $36 million in 2025 and $67 million in 2027 — as compared to $4
million in 2025 and $8 million in 2027 in CGM24;

This notional escalation of Organizational Support costs would result in a 21% equity ratio
in 2025 and a 20% equity ratio in 2027 — as compared to 18% in 2025 and 14% in 2027
and

This notional escalation of Organizational Support costs would increase post-acquisition
retained earnings by $32 million ($36 million - $4 million) to 2025 and by $59 million (567
million - $8 million) to 2027; and

This notional escalation of Organizational Support costs would increase the equity ratio
by 3% (21% - 18%) to 2025 and by 6% (20% - 14%) to 2027.

This analysis demonstrates that if Organizational Support costs had increased at a similar rate
(33% increase) as Customer Service & Operations O&A from 2021 to 2025, post-acquisition
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retained earnings would be $59 million higher and the equity ratio would be 6% higher by 2027
(as compared to CGM24).

5.6 Neither Centra nor Deloitte Provided External Benchmarks or Independent Validation of
the Overall Reasonableness of the Organizational Support costs allocated to Centra
Neither Centra nor Deloitte provided evidence in this proceeding with respect to external
benchmarks or independent validation of the overall reasonableness of the Organizational

Support costs allocated by Manitoba Hydro to Centra.

The PUB approved Terms of Reference related to the Deloitte ICAM Review included the
potential for assessments with respect to the level of shared services required and the overall
reasonableness and appropriateness of the shared services received by Centra, considering its
size and complexity and best practices for cost allocation in similar utility settings, including
emerging issues and alternative cost drivers?’.

In the information request process, Deloitte outlined that its review did not indicate that a
consideration of these matters and issues was necessary and that its review was focused on the
cost allocation methodologies employed at comparable utilities and not a comparison of the
relative cost structure and service levels of those utilities with Centra and Manitoba Hydro?8.

Deloitte indicated in its report that in performing the ICAM review it adopted overall guiding
principles and attributes, including “Acceptable in a Regulatory Context” — such that cost
allocation in a regulatory context requires a greater level of rigour in both development and
design as the results of the methodology have a potential effect on a much larger group of
people, including the average customer?®.

Deloitte was asked in the information request process if it had considered (i) the potential
revenue requirement and rate impacts and (ii) the potential for a rate spiral as a result of the
energy transition as part of being acceptable in a regulatory context - and if it had considered the
$17 million increase in Organizational Support costs between 2020 and 2025. Deloitte responded
that the scope of its review was related to the ICAM methodology and that it had not considered
the potential for a rate spiral®® and that it had not assessed whether the actual quanta of each of
the various costs were reasonable and appropriate3.

The Deloitte ICAM review was limited to a review of the ICAM methodology and neither Deloitte
not Centra provided any external benchmarks or independent validation of the overall
reasonableness of the Organizational Support costs allocated by Manitoba Hydro to Centra.

27 Order 6/24, Appendix B, PUB ICAM Scope of Work, paragraphs 2 (b) (c) (f) and 3 (a) (b)
28 CAC/DEL I-1 (a) (b)

2 Deloitte ICAM Review report, Part 3, Section 3.2, pg. 12

30 CAC/CEL1-2 (a) (b)

31 CAC/DEL I-4 (b)
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5.7 From a Regulatory-Policy Perspective the 110% Increase in Organizational Support Costs
Since the Last Centra GRA is Not Prudency for Rate-Setting Purposes
From a regulatory-policy perspective the 110% Increase in Organizational Support Costs since the
last Centra GRA is not prudent for rate-setting purposes. The lack of volume and revenue growth
for Gas Operations was recognized by the utility at the last Centra GRA and considerations of a
potential rate spiral during the energy transition dictates a more fiscally prudent approach
towards the level of Centra overhead costs to be included in rates.

The magnitude of the reduction in the Centra financial position as a result of the increase in
Organizational Support costs as demonstrated in Section 5.4 of this Evidence, clearly raises a
regulatory policy issue and puts into question the prudence of the increase in Organizational
Support costs between 2021 and 2027.

Centra uses the lack of revenue growth to offset costs increases as a reason for the proposed
rate increase and 12.2% rate path3? (regulatory action) — however, the lack of revenue growth is
really a compelling reason to exercise fiscal prudence to control the level of Centra overhead
costs (management action).

Centra was well aware of the lack of revenue growth at the 2020 GRA as demonstrated by the
fact that CGM18 projected gross margin that was forecast to remain largely unchanged averaging
$151 million annually over the forecast period33. Centra has also indicated during the current
proceeding that it has been projecting roughly the same level of natural gas deliveries on a
weather-normalized basis with no material increases in annual volumes in its financial projections
dating back to the Centra 2014 GRA. Centra notes that new customer volumes are being offset
by efficiency gains in existing customers —and that any increase in costs, absent of regular general
revenue increases — has the potential for a net loss situation3*.

Centra also would have had growing awareness of the potential for contraction of its annual
volumes as a result of the energy transition and has noted that the 2023 Manitoba Hydro IRP
provided insights into long-term natural gas usage in that it was evident under a range of possible
future scenarios that annual natural gas usage will be flat or decreasing®.

Centra further indicates that the results of the IRP, together with federal and provincial
government commitments toward achieving net zero by 2050, suggest potential for more
decarbonization of the energy system, increased electrification, uncertainty around longer-term
demand for natural gas — and risks to Centra such as reducing gas revenues and increasing costs
per customer for natural gas customers that remain on the system.

32Tab 3, pgs. 17 to 19
3Tab3,pg.8t09

34 CAC/Centra I-3 (a)
35 Tab 2, pgs. 16 to 17
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Centra also cites a report from New York State with the following findings3® and implications:

1. A decline in the number of gas ratepayers will significantly increase gas rates as climate
policies put downward pressure on gas consumption and ratepayer counts and the costs
of gas service will increase for the shrinking pool of ratepayers, further incentivizing
ratepayer exit;

2. Intervention is needed to prevent an energy cost crisis and the self-reinforcing feedback
loop of ratepayer exits and increasing rates;

3. Low and moderate-income gas ratepayers are especially at risk as they are least able to
make the investments necessary to exist the gas system and are at risk of being trapped
to shoulder a disproportionate share of the burden of higher energy costs as gas rates
spiral upward; and

4. The New York State report cited by Centra serves to emphasize the risks that are
commonly referred to as a “rate spiral” by energy market participants.

Centra indicates that energy policy and decarbonization are one of the top 10 risks to Manitoba
Hydro and Centra®’.

It is clear that since the 2014 GRA, Centra had an awareness of flat or declining gas volumes and
the potential for a rate spiral and understood the risks of the potential for losses, reducing
financial position and pressure on rates of any material increases in its cost structure and revenue
requirements.

Centra had the ability to understand relevant circumstances, possible consequences and to
understand and compare alternative scenarios (circumspection and discursive reasoning to be
aware of these risks).

However, in significantly increasing Organizational Support costs (overhead costs) in its cost
structure as is demonstrated in this Evidence, it has taken actions that have exacerbated and not
mitigated the financial and regulatory risks noted above (lack of Centra foresight and
cautiousness in response to these risks).

A significant consideration in exercising prudency with respect to level of overhead costs that are
incurred and allocated to Centra would have been to consider the more than 19 times size
differential between the Manitoba Hydro total revenues (in the order of $2.9 billion®® projected
at the last Electric GRA) and the Centra non-gas revenues (in the order of $150 million as currently
approved). Another significant consideration is that in an energy transition, the expectation is
that electricity sales volumes would expand as a result of electrification, while gas sales volumes
would contract.

36 Tab 2, pgs. 19 to 21
37 Tab 2, pgs. 24 to 28
38 Manitoba Hydro 2023/24 & 2024/25 GRA, Appendix 4.2, pg. 2
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The Manitoba Hydro domestic revenue requirement has much more flexibility to absorb
increases in overhead costs that result from strategic and operational initiatives without
significant pressures on rate increases than the Centra non-gas revenue requirement, where
these types of increases would be much more transparent and result in more material rate
impacts, if approved into rates. For this reason, care has to be exercised with respect to incurring
and allocating overhead costs to Centra. Such decisions involve more than technical ICAM
considerations and considerations of stability in the relative allocation percentages of common
costs over time.

It appears that the senior management of Manitoba Hydro/Centra were aware of the weakening
Centra financial position related to the increase in overhead/Organizational Support costs in the
fall of 2020, when a gas financial forecast was prepared that would have incorporated the
significant planned increases in Manitoba Hydro overhead expenditures in 2023 to 2025%.
However, this gas financial forecast was not approved by the Centra Board and Centra was unable
to provide minutes of any explicit review and approval of the increased level of Organizational
Support costs from either the Executive Leadership Team or the Centra Board.

In summary, from a regulatory-policy perspective the 110% Increase in Organizational Support
Costs since the last Centra GRA is not prudent for rate-setting purposes. The lack of volume and
revenue growth and considerations of a potential rate spiral during the energy transition dictates
a more fiscally prudent approach towards the level of Centra overhead costs to be included in
rates.

39 CAC/Centra I-3 (b)
40 CAC/Centra I-30 (g)
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6.0 The Predominant Use of the Activity Charge Driver is Over Allocating Common
O&A and Common Asset Costs to Centra in the Order of $10 Million On an Annual
Basis

The Manitoba Hydro/Centra Integrated Cost Allocation Methodology (ICAM) has been used to

allocate approximately $107 million or 59% of Centra’s non-gas expenses for the 2025 Test Year.

The last independent review of the ICAM occurred in 2001 and the PUB has been directing a more

current independent review since 2009. This Section of the Evidence contains the technical

evaluation of Centra’s ICAM for rate-setting purposes and the ICAM Review report undertaken
by Deloitte.

The conclusion in this Section of the Evidence is that the predominant use of the corporate
activity charge driver is over allocating common O&A and common asset costs in the order of $10
million to Centra on an annual basis. This conclusion is based on the following evaluation:

1. Of the $17 million increase in Organizational Support cost allocated to Centra between
2020 and 2025, the largest areas of increase are allocated by corporate activity charges
(S6 million increase) and 100% direct to gas allocations ($6 million increase);

2. Approximately 78% of common O&A costs are forecast to be allocated by functional cost
drivers in 2025, with corporate activity charges being a factor (directly and indirectly) in
allocating 58% of the 78%;

3. Corporate activity charges are a factor in allocating 20 of the 23 Organizational Support
sub-categories in 2025, either directly or indirectly as part of Centra’s Hybrid driver;

4. Centra’s extensive use of functional cost drivers (and corporate activity charges in
particular) to allocate common O&A costs is not consistent with Canadian public utilities
practice. Canadian public utilities predominately use composite cost drivers to allocate
common O&A costs — as (i) these types of costs do not directly correlate with a functional
cost driver in the vast majority of cases - and (ii) composite drivers generally reflect the
size, scope and complexity of utility operations;

5. Replacement of corporate activity charges with an FTE proxy driver and predominate
usage of the revised Hybrid driver across the Centra 20 Organizational Support cost
programs would improve cost causation and consistency with Canadian utility practice for
the Centra ICAM. These changes would recognize (i) the nature of these common costs
(ii) the complexity, diversity and capital-intensive nature of utility operations and (iii)
mitigate the risk of sole or heavy reliance on one cost driver (corporate activity charges);

6. The predominate use of a corporate activity charges driver is estimated to have over
allocated common O&A and common FD&T costs to Centra by $8 million to $10 million
annually from 2021 to 2025 or a cumulative over allocation of $35 million to 2024 and
S46 million to 2025; and

7. Centra has failed to provide any quantitative analysis or reasonable explanation for the
S5 million increase in administrative support costs allocated to gas operations since the
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last Centra GRA. As such, it is not possible to assess the reasonableness or prudence of
this significant cost increase for rate-setting purposes, at this time.

6.1 The ICAM has Been Used to Allocate $107 Million or 59% of Centra’s Non-Gas Expenses
in the 2025 Test Year
The Manitoba Hydro/Centra ICAM has been used to allocate approximately $107 million or 59%
of Centra’s non-gas expenses for the 2025 Test Year.

The last formal external review of the ICAM occurred in 2001 soon after Manitoba Hydro acquired
Centra. The PUB had directed in Order 128/09 that Centra file a term of reference for an
independent review of the ICAM, but this directive was varied and deferred pending the
implementation of IFRS by Centra, which occurred in the 2016 fiscal year (and retroactive to
2015). In Order 152/19, the PUB directed Centra to file an ICAM report at the next GRA but
Centra advised that it had not prepared such a report leading up to the filing of the 2025 GRA
and as such, the PUB subsequently engaged Deloitte as an independent expert consultant to
undertake the ICAM review and file a report in this current GRA (Deloitte ICAM Report)*.

The ICAM is used to allocate total O&A costs and Finance, Depreciation & Taxes (FD&T) related
to common assets between Electric and Gas operations. For the 2025 Test Year, the total costs
that are allocated through the ICAM to Centra are estimated at $107.0 million ($86.1 million O&A
and $20.9 million FD&T)*?, which is approximately 59% of the Centra forecast non-gas expenses
(5107 million / $180 million).

6.2 Of the $17 Million Increase in Organizational Support Costs Since 2020 the Largest

Increases are Allocated by Corporate Activity Charges and 100% Direct to Gas Allocations

Of the $17 million increase in Organizational Support cost allocated to Centra between 2020 and

2025, the largest areas of increase are allocated by corporate activity charges (S6 million
increase) and 100% direct to gas allocations ($6 million increase).

In addition to the 4 cost drivers used to allocate common costs (described in Section 6.3 of this
Evidence), the ICAM also allocates common costs direct to Centra (110% Direct to Gas). The
following table provides a comparison of the allocation of Organizational Support costs to Centra
through the ICAM between 2020 and 2025, and includes the 4 cost drivers and 100% direct to
gas allocations*3:

41 Order 6/24, pgs. 9 and 10
42 Tab 12, MFR 20, Attachment 1, pg.1
43 CAC/Centra 1-29 (a)
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Table 10

Organizational Support Program Costs by Cost Driver - 2025 vs 2020 - SMillions
1 2 3 a 5 6
Total
Corporate Corporate Corporate Depart. Dperational Org.
Cost Driver - 2025: Sovernance Infrastruct. Services Support Mgmt. Support
Corporate Activity Charges 0.0 9.3 2.5 1.3 0.0 13.1
Management Estimates 1.2 0.2 0.5 3.6 2.6 8.1
Number of Customers 0.6 0.1 0.0 0.4 0.0 1.1
Hybrid: Corporate Assets & Activity Charges 2.7 0.2 0.6 0.0 0.0 3.5
100% Direct to Gas 0.7 (0.1) 0.0 5.7 0.4 6.7
Total - 2025 5.2 9.7 3.6 11.0 3.0 32.5
Cost Driver - 2020:
Corporate Activity Charges 0.0 4.6 1.8 0.7 0.0 7.1
Management Estimates 0.4 0.0 0.1 4.0 1.5 6.0
Number of Customers 0.3 0.0 0.0 0.0 0.0 0.3
Corporate Assets 1.0 0.0 0.3 0.0 0.0 1.3
100% Direct to Gas 0.7 0.0 0.1 0.0 0.0 0.8
Total - 2020 2.4 4.6 2.3 a.7 1.5 15.5
Cost Driver - 2025 vs 2020 Inc (Dec):
Corporate Activity Charges 0.0 4.7 0.7 0.6 0.0 6.0
Management Estimates 0.8 0.2 0.4 (0.4) 1.1 2.1
Number of Customers 0.3 0.1 0.0 0.4 0.0 0.8
Corporate Assets 1.7 0.2 0.3 0.0 0.0 2.2
100% Direct to Gas 0.0 (0.1) (0.1) 5.7 0.4 5.9
Total Change 2020 to 2025 2.8 5.1 1.3 6.3 1.5 17.0

The key observations related to Table 10, are as follows:

1. Of the $17 million increase in Organizational Support cost allocated to Centra between
2020 and 2025, the largest areas of increase are allocated by corporate activity charges
(56 million increase) and 100% direct to gas allocations ($6 million increase);

2. The $6 million increase in the allocation by corporate activity charges is primarily in the
corporate infrastructure program; and

3. The $6 million increase in the allocation by 100% direct to gas allocations is primarily in
the departmental support program.

In summary, of the $17 million increase in Organizational Support cost allocated to Centra
between 2020 and 2025, the largest areas of increase are allocated by corporate activity charges
(S6 million increase) and 100% direct to gas allocations ($6 million increase).

6.3 In Total Approximately 78% of Common O&A Costs are Forecast to be Allocated by
Functional Cost Drivers in 2025 with Corporate Activity Charges being a Factor in 58%
In total, approximately 78% of common O&A costs are forecast to be allocated by functional cost
drivers in 2025, with corporate activity charges being a factor in allocating 58% of the 78%.
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At part of the ICAM, the following 4 cost drivers are used to allocate common O&A costs between
Electric and Gas operations**, a brief description and Centra’s reasons for the use of the driver is
also provided®:

1.

4.

Number of Customers — total number of customers in the corporation — used to allocate
costs with causal relationship with the mix of electric and gas customer base;

Corporate Activity Charges — total activity charges of the corporation — used to allocate
costs with causal relationship with staff working on electric and gas;

Management Estimates — custom cost drivers that are determined by management that
rely on judgement and experience; and

Hybrid of Corporate Assets and Corporate Activity Charges — weighted 50%/50%.

Corporate activity charges, number of customers and management estimates can all be
generically described as “functional” cost allocators (or drivers) in that they involve the use of a
single metric to allocate common costs. Centra’s hybrid driver can be described as a “composite”
allocator as it involves a weighting of more than one functional allocator. Hybrid/compositive
drivers are also commonly referred to in the utility industry as “Massachusetts Formula”.

The following table summarizes the % of the common O&A costs that were allocated by each of
the 4 cost drivers for the 2025 Test Year?®:

Table 11

% of Common O&A Costs Allocated by 4 Cost Drivers - SMillions

1 2

2025
Common %
O&A Allocation
Cost Driver: Forecast By Method
Corporate Activity Charges 126.2 47%
Management Estimates 54.9 21%
Number of Customers 27.8 10%
Hybrid: Corporate Assets & Activity Charges 60.1 22%
Total Common O&A Costs Allocated 269.0 100%

The key observations related to Table 11, are as follows:

1.

While not depicted in the table, the common O&A costs that are allocated to Centra by
corporate activity charges and the Hybrid driver are almost exclusively in the category of
Organizational Support costs;

Under the ICAM approximately 78% of common O&A costs are estimated to be allocated
by functional allocators (corporate activity charges, management estimates and number
of customers) in 2025;

4 Tab 12, MFR 20, pgs. 4to 5
4 Deloitte ICAM Report, pg. 37
% Tab 12, MFR 20, pg. 6
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3. Corporate activity charges is by far the largest functional driver, allocating 47% or nearly
half of common O&A costs in 2025;

4. Under the ICAM approximately 22% of common O&A costs are estimated to be allocated
by a composite allocator (50% corporate activity charges and 50% corporate assets) in
2025; and

5. Recognising that corporate activity charges are weighted 50% in Hybrid driver, notionally,
corporate activity charges are a factor in allocating 58% (47% + (22% / 2)) of common
O&A costs — either directly or indirectly through the 50% weighting in the Hybrid driver.

In summary, approximately 78% of common O&A costs are forecast to be allocated by functional
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cost drivers in 2025, with corporate activity charges being a factor in allocating 58% of the 78%.

6.4 Corporate Activity Charges are a Factor in Allocating 20 of the 23 Organizational Support
Sub-Categories in 2025
Corporate activity charges are a factor in allocating 20 of the 23 Organizational Support sub-

categories in 2025, either directly or indirectly as part of Centra’s Hybrid driver.

The following table summarizes the cost drivers (4 cost drivers and 100% direct to gas) that are
used in the Centra ICAM to allocate Organizational Support costs to the 5 programs and 23 sub-
categories in this main O&A category (with an “X” used to indicate which drivers are used for
each sub-category of costs)*’:

Table 12
Summary of Organizatiional Support Programs & Cost Drivers in the ICAM
1 2 3 a 5
Hybrid:
Activity Activity Charges Customer Management 100% Direct
Organi ional t C. ies & Programs: Charges and Assets Count Estimates To Gas
Corporate Governance Category
Executive X
Division/Department Manager - Governance X
General Counsel X X
Cash Management & Financial Investments X X X
Corporate Accounting X X
Corporate Administrative Services X
Corporate Risk Services & Other X X X X
Internal Audit X X
Strategic Initiatives X X X
Research & Development x
Utility & Industry Memberships X X
Public Affairs X X
Corporate Infrastructure Category
Office & Administrative Buildings X X X
IT Systems & Support X x x x x
Small Tools & Work Equipment x X
Corporate Services Categrory
Human Resources X X X
Financial Services X
Other Corporate Costs X X
Workplace Safety X X
Accounts Payable & Purchasing x
Departmental Support Categrory
Training X X X X
Administration X X X X X

Operational Management Categrory
Division/Department Managers - Operations

47 pUB/Deloitte I-3
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The key observations with respect to Table 12, are as follows:

1. Corporate activity charges are used to directly allocate common O&A costs to 11 of the
23 Organizational Support sub-categories;

2. The Hybrid driver, which is weighted 50% to corporate activity charges is used allocate
common O&A costs to 17 of the 23 Organizational Support sub-categories;

3. There are only 3 of the 23 Organizational Support sub-categories (research &
development, accounts payable & purchasing and operational division and department
managers) — where corporate activity charges are not either directly used or weighted
50% in the Hybrid driver — as a factor in allocating Organizational Support costs; and

4. Based on observation #3 — corporate activity charges are a factor in allocating 20 of the
23 Organizational Support costs in 2025, either directly or indirectly as part of Centra’s
Hybrid driver.

In summary, corporate activity charges are a factor in allocating 20 of the 23 Organizational
Support sub-categories in 2025, either directly or indirectly as part of Centra’s Hybrid driver.

6.5 Centra’s Extensive Use of Functional Cost Drivers and Corporate Activity Charges in
Particular to Allocate Common O&A Costs is Not Consistent with Canadian Public Utility
Practice

Centra’s extensive use of functional cost drivers (and corporate activity charges in particular) to
allocate common O&A costs is not consistent with Canadian public utilities practice. Canadian
public utilities predominately use multi-factor or composite cost drivers to allocate common O&A
costs.

In its ICAM Review report*, Deloitte appears to conclude that the ICAM methodology used by
Manitoba Hydro/Centra is “relatively consistent” with the principles of cost allocation most
commonly used by comparable Canadian utilities. This conclusion is based on Deloitte’s review
of the internal cost allocation (allocation of common costs between entities in a corporate group)
methodologies of a number of Canadian utilities and its finding that shared costs are allocated
between business units using single cost allocators or a hybrid (multi-factor) driver.

However, the Deloitte conclusion and finding does not fully address whether or not the Centra
ICAM is consistent with other Canadian utilities. Consistency of internal cost allocation
methodologies can be assessed on two dimensions (i) the types of drivers that are used and (ii)
the proportion of common O&A costs that allocated by the various types of drivers. The Deloitte
ICAM Review report considers the first dimension (types of the cost drivers used) but does not
appear to consider the second dimension (relative proportion of the drivers used).

8 Deloitte ICAM Report, pg. 17
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Using Corix, one of the primary Canadian comparable utilities reviewed by Deloitte, as an
example can demonstrate this issue®®. Deloitte summarizes that Corix allocates indirect costs
either:

e Using a functional allocator on the basis of variability in instances where this method is
clearly applicable;

e Using a composite allocator for all other instances, which equally weights (i) gross
revenue (ii) gross property, plant and equipment and (iii) headcount;

e The vast majority of indirect corporate costs do not have a direct correlation with any
particular (functional) cost causation driver; and

e For the remaining indirect costs, composite allocators are used, which generally reflect
the size, scope and complexity of the operating units in the capital-intensive and labour-
intensive nature of utility operations.

The following table provides a summary of the Corix Corporate Services and Corix Regional
Services cost allocation manuals®® and demonstrates its (i) predominant use of the composite
allocator (11 of 13 categories) and sparing use (2 of 13 categories) of functionals allocators, such
as headcount for People & Culture and customer count for Billing & Customer Care.

Table 13

Summary of Corix Cost Allocation Manuals

Corporate Cost Category: Allocator
Executive Management Composite
Finance Composite
Legal & Risk Management Composite
IT, OT & Cybersecurity Composite
Communications Composite
People & Culture Headcount
Regional Cost Category: Allocator
Regulatory Affairs Composite
Health, Safety & Environment Composite
Financial Planning & Accounting Composite
Business Operations, Procurement & Accounts Payable Composite
Operations Leadership & Strategy Composite
Project Management Office Composite
Billing & Customer Care Customer Count

Deloitte also uses FortisBC>! as another primary Canadian comparable utility, noting that Fortis
allocates shared costs to utilities through a hybrid-approach which is commonly used in the utility

4 Deloitte ICAM Report, pgs. 15 to 16
50 BCUC Website, Proceedings, UBC NDES 2025-2027 Revenue Requirements & Rates Application, Appendix J & K
51 Deloitte ICAM Report, pg. 16
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industry, with a three-factor composite driver which allocates costs based on (i) average revenue
(ii) payroll expenses and (iii) net book value of property, plant and equipment.

A review of the Corporate Services Study in the recent FortisBC Energy Inc. (FEI = Gas) and Fortis
BC Inc. (FBC = Electric) 2025 to 2027 Rate Setting Framework Application before the BCUC and a
Corporate Services Cost Allocation Review conducted by KPMG (March of 2024)°?, indicated the
following highlights:

1.

Fortis Inc. (FI) provides corporate services including board of directors, executive,
financial reporting, treasury and taxation, legal, planning and forecasting, internal audit,
insurance/risk management, investor relations, human resources, communications and
corporate affairs, sustainability, information systems and cybersecurity to FEI and FBC.
The FI composite allocator uses (i) controllable operating costs (25%) and (ii) total assets
(excluding goodwill) (75%) to allocate these corporate services;

FortisBC Holdings Inc. (FHI) provides corporate services including governance and board
of directors, external financial reporting, internal audit, legal, insurance & risk
management, taxation, treasury and financial planning and facilities support to FEIl and
FBC. The FHI composite allocator uses an average of (i) gross margin (ii) payroll and (iii)
average net book value of tangible capital assets plus inventories to allocate these
corporate services;

KPMG completed a review of cost allocation approaches of select (6 in total) Canadian
comparator utilities (Creative Energy, Corix, ATCO, ENMAX, EPCOR and APEX) and
confirmed (page 10 of its report) that the use of multi-factor (or composite) allocators
continues to be a common approach to allocating corporate service costs, generally
incorporating factors of revenue, assets and labour;

KPMG concluded (page 14 of its report) that the use of multiple factors for general cost
allocation is a balanced methodology, consistent with the approach used by many
utilities, favored by many regulators — which recognizes that there is no one perfect
allocator and mitigates the inherent risk associated with using one measure for general
cost allocations;

KPMG noted (page 15 of its report) that using both assets and controllable operating
activities helps account for the diversity of operating subsidiaries, which include
transmission and distribution, transmission-only utilities, vertically integrated utilities and
natural gas utilities, among others; and

KPMG noted (page 21 of its report) that FHI uses gross margin rather than revenues in its
composite allocator, as FEl and FBC do not charge a markup for commodity costs and that
gross margin is a more stable measure of relative entity scale and underlying cost trends.

52 BCUC Website, Proceedings, FEI &FBC 2025 to 2027 Rate Setting Framework Application, Section D4 and
Appendix D4-1
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KPMG also concluded (page 26 of its report) that the Fl and FHI use of composite (multi-factor)
allocators to allocate common costs was in alignment with the following FortisBC evaluation
criteria:

e Cost Causality: considering the nature of the shared services the multi-factor allocator
continues to be a reasonable proxy of cost causality;

e Objective Results: the multi-factor allocations are based on objective, financial results
and not subject to bias or manipulation;

e Cost Effectiveness: the multi-factor allocators are easy to apply;

e Stability Over Time: the multi-factor allocators are scalable as the factors are relative
proportions;

e Transparent & Supportable Methodology: the multi-factor allocators are visible and
transparent;

e Regulatory Precedence: use of multi-factor allocators is a common practice across
regulated utilities; and

o Flexibility & Adaptability: the multi-factor allocators provide flexibility in adapting to
changes in organizational structure.

The summary review of the internal cost allocation methodologies of two of Deloitte’s primary
Canadian comparable utilities (Corix and FortisBC and the KPMG independent review filed in the
FortisBC application with information on other Canadian comparable utilities) — highlight that
Centra’s use of functional cost drivers to allocate 78% of common O&A costs (of which corporate
activity charges is 47% directly) is an outlier and not relatively consistent with Canadian utility
practice. This conclusion considers both dimensions of consistency of Canadian utility industry
practise as it relates to the allocation of common costs — the types of cost drivers used, and the
proportion of the cost drivers used in the Centra ICAM.

In summary, Centra’s extensive use of functional cost drivers (and corporate activity charges in
particular) to allocate common O&A costs is not consistent with Canadian public utilities practice.
Canadian public utilities predominately use multi-factor or composite cost drivers to allocate
common O&A costs - as (i) common costs do not directly correlate with a particular functional
cost driver in the vast majority of cases and (ii) composite cost drivers generally reflect the size,
scope and complexity of utility operations.

6.6 Replacement of Corporate Activity Charges with an FTE Proxy Driver & Predominate
Usage of a Revised Hybrid Driver in the Centra ICAM Would Improve Cost Causation and
Consistency with Canadian Utility Practice

Replacement of corporate activity charges with an FTE proxy driver and predominate usage of a
revised Hybrid driver to include Proxy FTEs across the Centra 20 Organizational Support cost
programs (in the Centra ICAM) would improve cost causation and consistency with Canadian
utility practice.
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The use of corporate activity charges in the Manitoba Hydro ICAM to allocate common O&A costs
is unique to Centra. Deloitte confirms this fact and indicates that>3:

e Centra’s use of the corporate activity charge driver is not consistent with the typical usage
of FTEs as a cost driver by Canadian utilities;

e Thereviewed comparable Canadian utilities typically use cost weights based on employee
headcounts or FTEs; and

e Theuse of FTEs as a cost driver is not feasible for Centra since employees are not allocated
to individual lines of business.

Highlights from the information request process on the potential use of an FTE proxy driver by
Centra, are as follows:

1. Deloitte is of the view that corporate activity charges are a more comprehensive cost
driver than FTEs as it provides a more meaningful assessment of the distribution of labour
input measured in value terms (produce of activity hours and activity rates) — which can
be thought of as a measure of relative complexity>*;

2. However, Deloitte appears to somewhat soften its view on the merits of activity charges
when it indicates that a Centra FTE proxy driver could serve as a potential cost driver but
may need some adjustments for calculation differences between Centra and enterprise
FTEs®®; and

3. Indiscussions with Deloitte, Centra indicated that it was open to consider other allocation
drivers for allocations of costs such as finance, HR and IT°°.

With respect to the concerns on the feasibility to calculate FTEs since Centra employees are not
allocated to individual lines of business, this is red herring. Centra’s calculation of FTEs as part of
the PUB minimum filing requirements is a notional calculation with certain assumptions
(productive hours in year etc.) — just as other Canadian utilities calculations of FTEs are a notional
calculation with certain assumptions. FTEs are calculated in order for regulators to better
understand the level of resources employed the public utility and adjust for part-time and
seasonal employees. If there are enhancements to the Centra FTE proxy calculation that are
necessary for it to be used as a cost driver — then those adjustments can be made. Whether or
not adjustment need to be made, is an administrative issue and not a reason to use a different
cost driver than the Canadian utility industry.

In terms of the merits of the FTE proxy driver over corporate activity charges, Deloitte’s
preference for corporate activity charges as a result of a measure of relative complexity, is not
consistent with Canadian utility practice.

53 CAC/DEL I-3 (b) (c)
54 pUB/Deloitte I-16
55 pUB/Deloitte 1-17
56 pUB/Centra I-59 (b)
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Assessing Centra’s predominant use of corporate activity charges to allocate common costs
against the Canadian utility practise as outlined in Section 6.5 of this Evidence, yields the
following observations:

Nature of Common Costs & Lack of Cost Causation: For the vast majority of indirect
corporate costs that do not have a direct correlation with any particular cost causation
driver, composite drivers are used to allocate common costs. Centra’s common O&A
costs types (please see Section 6.4 of this Evidence) that are allocated either directly or
indirectly (through current Hybrid driver) by corporate activity charges are similar in
nature to the other comparable Canadian utilities;

Complexity and Capital Intensity of Utility Operations: Composite allocators generally
reflect the size, scope and complexity of the operating units and the capital-intensive and
labour-intensive nature of utility operations. Centra’s predominant use of corporate
activity charges does not reflect the capital-intensive nature of gas and electric
operations;

Diversity of Utility Operations & Mitigating Risk: Composite allocators are balanced,
recognize the diversity of operations of the respective operating utilities and mitigate the
risk of sole or heavy reliance on one cost driver (as is the case now with the corporate
activity charges driver for Centra). Manitoba Hydro electricity operations are diverse,
involving a vertically integrated electric utility (with large generating stations and
transmission lines, distribution and export revenue business). This compares to Centra’s
operations as a local gas distribution utility (LDC);

Consistency with Allocation Practices of Canadian Utilities: Canadian utilities typically
use FTEs as part of the weighting for composite allocations, as confirmed by Deloitte in
the information request process. Centra’s use of corporate activity charges is inconsistent
with the typical usage of weighted FTEs in composite cost drivers by Canadian utilities;
and

Acceptability of ICAM to the Regulator and Interested Parties: The research cited in this
proceeding indicates that many regulators of public utilities favor multi-factor
(composite) drivers for allocation of common utility costs. Adopting internal cost
allocation practices that are consistent with Canadian utility practice is consistent with
the practical-related ratemaking principle of general acceptance in that the resulting
ICAM methodology would be well understood, as straightforward as possible and as free
as possible from controversy.

These analysis and observations lead to the conclusion that Centra should:

Replace the corporate activity charges driver with an FTE proxy driver;

Use the FTE proxy driver to revise the Hybrid driver (composite) calculation with (i) 50%
weight to the proxy FTEs and (ii) 50% weight to corporate assets; and

Use the revised Hybrid driver to allocate 20 common Organizational Support costs
programs that are now allocated (i) directly by corporate activity charges and (ii) indirectly
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through the current Hybrid driver. Please note that there may be some limited exceptions
to this approach that can be justified on a more direct cost causation basis, such as
allocating HR costs based on the Proxy FTE driver.

The issue of using a 3-part Hybrid (composite) driver including revenues was also canvassed in
the information request process. In Deloitte’s view, the inclusion of a revenue in the Hybrid
driver would not result in a useful cost driver given the variability and fluctuation of revenues
which would make such a driver relatively less stable>’.

The variability of revenue is a reasonable concern given the potential fluctuations of gas revenues
as a result of weather and commodity prices and potential fluctuations in electricity revenues as
a result of weather and drought. If a 3-part Hybrid including revenues is considered by the PUB,
the revenue driver should use gross margin (exclude the cost of gas) for Centra consistent with
the research on the FortisBC approach and be based on revenue amounts that are normalized
both for weather and average water flow conditions. The added complexities of these
adjustments and normalizations would have to be assessed versus the benefits of the consistency
of the ICAM with other Canadian utilities.

There is also a degree of concern with respect to the use of management estimates that rely on
judgement and experience. Data driven cost drivers are more transparent, objective, verifiable
and less prone to errors than management estimates.

In summary, replacement of corporate activity charges with an FTE proxy driver and predominate
usage of a revised Hybrid driver to include proxy FTEs across the 20 Organizational Support cost
programs would improve cost causation and consistency with Canadian utility practice for the
Centra ICAM. These changes would recognize the nature of common Organization Support costs,
the complexity, diversity and capital-intensive nature of utility operations and mitigate the risk
of sole or heavy reliance on one cost driver.

6.7 The Predominate Use of the Corporate Activity Charges Driver is Estimated to Have Over
Allocated Common O&A and FD&T Costs to Centra by $8 Million to $10 Million Annually
Between 2021 and 2025

The predominate use of a corporate activity charges driver is estimated to have over allocated
common O&A and common FD&T costs to Centra by $8 million to $10 million annually from 2021
to 2025 or a cumulative over allocation of $35 million to 2024 and $46 million to 2025.

In addition to the predominant use by Centra of corporate activity charges to allocate common
O&A costs, this same driver is used to allocate the Finance, Depreciation and Taxes (FD&T)
associated with common assets (administrative buildings, information technology systems,
computer hardware and work equipment) between gas and electric operations.

57 pUB/Deloitte 1-16
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For similar reasons as was outlined in Section 6.6 of this Evidence, the replacement of corporate
activity charge driver with a revised Hybrid driver (weighted 50% to corporate assets and 50% to
proxy FTEs) would be appropriate to recognize the difference scale of the gas and electric
operations.

The following Table was prepared in order to demonstrate the impact of using a revised Hybrid
driver to allocate common O&A costs and common assets to Centra over the 2021 to 2025 period
since the last Centra GRA®S:

Table 14

Impact of Hybrid Driver with Proxy FTE - 2021 to 2025 - SMillions

1 2 3 aq 5
2021 2022 2023 2024 2025
Actual Actual Actual Forecast Forecast
Centra Proxy FTEs (MFR 23, pg. 5) 234.4 244.8 253.5 273.2 280.2
Total MH FTEs (MFR 23, pg. 2) 4,954.4 4,961.8 5,142.9 5,362.4 5,587.0
Centra Proxy FTE % 5% 5% 5% 5% 5%
Corporate Assets % 3% 3% 3% 3% 3%
Centra Proxy FTE % 5% 5% 5% 5% 5%
Revised Hybrid Driver % (50%/50%) a4% a% a4% a% a%
Total O&A Allocated by Activity Charges 114.8 113.3 76.6 117.2 126.2
Total O&A Allocated by Hybrid 35.6 38.9 45.8 56.3 60.1
Sub-total - O&A 150.4 152.2 122.4 173.5 186.3
Total FD&T Allocated by Activity Charges 60.9 61.1 60.8 58.9 58.8
Total Costs - O&A and FD&T 211.3 213.3 183.2 232.4 245.1
Centra O&A Allocation by Activity Charges 9.5 10.3 7.0 10.6 11.4
Centra O&A Allocation by Hybrid 1.8 2.3 2.8 3.4 3.6
Sub-total - O&A 11.3 12.6 9.8 14.0 15.0
Centra FD&T Allocation by Activity Charges 4.9 5.5 5.5 5.3 5.3
Total Centra Allocation - O&A and FD&T 16.2 18.1 15.3 19.3 20.3
Revised O&A Allocation by Hybrid 6.0 6.1 4.9 6.9 7.5
Revised FD&T Allocation by Activity Charges 2.4 2.4 2.4 2.4 2.4
Revised Centra Allocation O&A and FD&T 8.4 8.5 7.3 9.3 9.9
Difference - Centra O&A Allocation (5.3) (6.5) (4.9) (7.1) (7.5)
Difference - Centra FD&T Allocation (2.5) (3.1) (3.1) (2.9) (2.9)
Total Difference - O&A and FD&T (7.8) (9.6) (8.0) (10.0) (10.4)
Cumulative Difference - Centra O&A Allocatio (5.3) (11.8) (16.7) (23.8) (31.3)
Cumulative Difference - Centra FD&T Allocatic (2.5) (5.6) (8.7) (11.6) (14.5)
Total Cumulative Difference - O&A and FD&T (7.8) (17.4) (25.4) (35.4) (45.8)

The key observations related to Table 14, are as follows:

1. Corporate activity charges were forecast to allocate 75% of total common O&A and
common asset (FD&T) costs in 2025 ($126 million + $59 million = $185 million / $245
million);

2. Centra’s proxy FTEs are approximately 5% of total consolidated FTEs for Manitoba Hydro
from 2021 to 2025 based on the FTE information provided on the record of this

58 Tab 12, MFR 20, Attachment 1 and MFR 23, pgs. 2 and 5
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proceeding. Use of an FTE proxy driver over 2021 to 2025 would have led to a steady
driver over this timeframe;

3. Using a 50%/50% weighting of (i) corporate assets at 3% and (ii) the FTE proxy driver at
5% — would have led to a revised Hybrid driver of 4% over the 2021 to 2025 period;

4. The revised Hybrid driver of 4% is used to re-calculate the total O&A that was allocated
by both the corporate activity driver and the current Hybrid driver to estimate the
common O&A allocation to Centra for each year in the 2021 to 2025 period. For example,
in 2025, total common O&A of $186.3 million was allocated through the ICAM, which
resulted in a total allocation of $15.0 million to Centra. Using the revised Hybrid driver of
4% for 2025 would result in $7.5 million of total common O&A costs being allocated to
Centra, for a reduction of $7.5 million;

5. The revised Hybrid driver of 4% is used to re-calculate the total FD&T that was allocated
by the corporate activity driver to estimate the common FD&T allocation to Centra for
each year in the 2021 to 2025 period. For example, in 2025 total common FD&T of $58.8
million was allocated through the ICAM, which resulted in a total allocation of $5.3 million
to Centra. Using the revised Hybrid driver of 4% for 2025 would result in $2.4 million of
total common O&A costs being allocated to Centra, for a reduction of $2.9 million;

6. These calculations were completed for 2021 to 2025 to demonstrate the over allocation
of common O&A and asset costs to Centra, since the last Centra GRA. The over allocation
in total common O&A and FD&T costs ranges from $8 million to $10 million on an annual
basis; and

7. The cumulative over allocation of common O&A and FD&T costs to Centra from 2021 to
2025 is $35 million to 2024 and $46 million to 2025.

In summary, the predominate use of a corporate activity charges driver is estimated to have over
allocated common O&A and common FD&T costs to Centra by $8 million to $10 million annually
from 2021 to 2025 or a cumulative over allocation of $35 million to 2024 and $46 million to 2025.

6.8 Centra has Failed to Provide any Evidentiary Support for a $5 Million Increase in
Administrative Support Costs Allocated to Centra Since the Last GRA
Centra has failed to provide any quantitative analysis or reasonable explanation for the $4.7
million increase in administrative support costs allocated to gas operations since the last Centra
GRA. As such, it is not possible to assess the reasonableness or prudence of this significant cost
increase, for rate-setting purposes, at this time.

As demonstrated in Section 6.2 of this Evidence, Departmental Support costs allocated 100%
direct to Centra have increased by $5.7 million between 2020 and 2025. In 2020, there were no
Departmental Support costs allocated 100% direct to Centra.
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Centra describes the Departmental Support program®® and explains the increase in the
program®, as follows:

“The costs in this program are for providing training and administrative support related
to employees, excluding any support costs captured under corporate governance,
corporate infrastructure and corporate services.”

“Increases in Departmental Support...have been driven by...changes to an integrated
business model that now has more roles involved in gas functions, resulting in an increase
in costs allocate to gas and an increase in administrative time.”

When requested in first round information requests to provide a detailed quantitative analysis
of the $5.7 million increase in Departmental Support that was allocated to Centra since 2020,
Centra provided a qualitative response that administrative support was up $4.7 million, primarily
related to®!:

“...an increase in administrative activities such as time spent on operational initiatives,
preparing training, documenting processes, process improvement, general meetings...as
well as the impact of increasing wages”

Centra also noted in response to a PUB first round information request®?:

“Regarding administrative support, this represents the costs left over in a cost centre that
are not allocated to end of line activities or training via the time carding process.”

When subsequently requested in second round information requests for a quantitative analysis
of the $4.7 million administrative support increase and to elaborate on how the allocation of
administrative costs had changed since the Manitoba Hydro corporate reorganization®, Centra
added®*:

“When less time is allocated to end of line electric/gas activities...or additional FTEs are
more administrative in nature, this results in an increase in departmental support in the
form of administrative support for cost centres that work on gas or both lines of
business.”

In reviewing the record of the proceeding thus far, Centra has failed to provide any quantitative
analysis or reasonable explanation for the significant increase ($4.7 million) in administrative
support costs allocated to gas operations since the last Centra GRA.

%9 Tab 6, Appendix 6.1, pg. 11
50 Tab 6, pg. 23

61 CAC/Centra I-29 (g)

62 pUB/Centra I-64 (c)

63 CAC/Centra II-14 (a) (b)

64 CAC/Centra 11-16 (b) (c)
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Instead, Centra has provided a generic and qualitative statement that has been repeated in the
application and in a number of CAC and PUB information request responses. There has not been
a coherent and reasonable explanation and quantification as to whether (i) there has been an
actual increase in administrative support staff that spend time on gas operations or (ii) if the
increase is a result of a methodology change in the ICAM resulting from the corporate
reorganization which increases the residual costs in cost centres which has now been allocate to
Centra. As such, it is not possible to assess the reasonableness or prudence of this significant
cost increase, for rate-setting purposes, at this time.

62



a U B~ W N -

0

10

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

38

7.0 Centra’s Current Financial Position/Outlook Warrants Management Action
Combined with Regulatory Action but Does Not Represent Financial Distress as
Asserted by Centra

Assessing the financial position of Centra is a component of providing balanced

recommendations on the proposed rate increase and indicative rate path to the PUB. This

Section of the Evidence contains the evaluation of Centra’s current financial position/outlook.

The conclusion from this Section of the Evidence is that Centra’s current financial
position/outlook warrants management action combined with regulatory action but does not
represent financial distress as asserted by Centra. This conclusion is based on the following
evaluation:

1. Centra’sinaction and delays in filing a GRA (or an interim rate application) and its position
in the September 2024 Review & Vary application to delay potential regulatory action
until 2025 — do not suggest that it views its financial position as signalling financial
distress;

2. Centra’s rate path approach in the 2025 GRA is reasonably consistent with the approach
used to set electricity rates where the financial position/outlook is assessed to make
judgments on appropriate rate increases for the test year and smooth required rate
increases. This approach suggests that Centra views its financial position as a manageable
situation that can be addressed in an orderly manner;

3. There are $82 million of pre-acquisition retained earnings contained in Centra’s share
capital and equity balances that were provided by ratepayers prior to Manitoba Hydro’s
Acquisition of Centra in 1999. A zero or negative post-acquisition retained earnings
balance is not a “bright-line test” that would signal financial distress for rate-setting or
credit rating agency purposes;

4. The Centra Equity ratio of 21% for 2024 and 17% for 2025 is higher than the Manitoba
Hydro consolidated Equity ratio of 15% for 2024 and Centra’s Net Debt is less than 3% of
Manitoba Hydro’s consolidated Net Debt. These circumstances do not support the
assertion by Centra that the current financial position of the gas segment has potential to
raise credit concerns with credit rating agencies;

5. Centra’s Cash Flow from Operations (CFO) analysis is not reliable for rate-setting purposes
as a result of financial reporting presentation changes made by Centra in 2022 that
significantly reduce CFO amounts and large and temporary swings in working capital
changes that should not impact the assessment of Centra’s financial health; and

6. Centra’s current financial position/outlook warrants management action (cost control,
revised internal cost allocation practices and strategic thinking by Centra) combined with
regulatory action (rate increases by the PUB) but does not represent financial distress
(state of being in danger) as asserted by Centra.
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7.1 Assessing the Financial Position of Centra is a Component of Providing Balanced
Recommendations on the Proposed Rate Increase and Indicative Rate Path to the PUB
Assessing the financial position of Centra is a component of providing balanced
recommendations on the proposed rate increase and indicative rate path to the PUB.

The PUB generally describes its rate-setting mandate as balancing the interests of ratepayers
with the financial health of the public utility. As such, assessment of the financial position of the
utility must be made in order to make recommendations to the PUB that are balanced.

The assessment of the financial position of a utility will necessarily involve evaluating the utilities
own assessment of its financial position, its actions or corrective action that it undertakes and
financial metrics that are used in evaluating the financial health and setting rates.

7.2 Centra’s Delays in Filing a GRA and Position in the September 2024 Review & Vary
Application Do Not Suggest that it Views its Financial Position as Signalling Financial
Distress

Centra’s inaction and delays in filing a GRA (or an interim rate application) and its position in the
September 2024 Review & Vary application to delay potential regulatory action until 2025 — do
not suggest that it views its financial position as signalling financial distress.

Centra provides several administrative reasons that it uses to justify its inaction to file a timely
gas GRA in the face of its assessment that its financial position had deteriorated such as (i) PUB
denial of the proposal for a combined GRA in 2022 (ii) waiting for actual 2023 financial results
and (iii) changes to the provincial government, minister, Centra Board, CEO and issuance of the
Manitoba Affordable Energy Plan®. As a result, there were a number of false starts in the filing
of a Centra GRA that was expected in December of 2023 and then in June, August and September
of 2024.

On September 25, 2024, Centra filed a Review & Vary application requesting that the PUB
indefinitely set aside the requirement for a Gas GRA, submitting that:

e A stand-alone Gas GRA does not align with the stated principles and objectives of the
Manitoba Affordable Energy Plan;

e Aligning the financial and regulatory planning of Manitoba Hydro and Centra as soon as
possible was necessary; and

e Such an alignment would result in a single revenue requirement and retained earnings
balance — thereby alleviating the near-term concerns around the erosion of Centra’s
retained earnings. The intent was to file a combined Electric/Gas GRA in 2025.

65 CAC/Centra |- (b) and I-3 (d)
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In Order 111/24, dated September 27, 2024, the PUB denied Centra’s Review & Vary application
and adjusted the filing deadline for the Gas GRA to October 7, 2024.

When the Centra 2025 GRA was ultimately filed on October 7, 2024, there were a number of
different ways of expressing its concerns with respect to its financial position/financial outlook:

e The requested interim relief is required to address a “decline” in financial health — with
projected retained earnings being insufficient to protect against the uncertainties faced
by Centra in its operations®®;

e The erosion of Centra’s retained earnings indicates that Centra is not recovering its costs
and is a signal of financial “weakness” for a standalone entity®’;

e Since the last GRA, Centra’s financial health has significantly “deteriorated, in the 5-year
period since 2019 there has been a “significant drop” in the annual average cash from
operations and for a standalone entity, erosion of retained earnings to zero or a negative
amount is a signal of financial “distress”®; and

e Financial “weakness” in the gas segment has potential to raise “credit concerns” with
credit rating agencies and investors of the Province of Manitoba bonds®°.

The collective circumstances that are summarized above, sends mixed messages with respect to
Centra’s assertions as it relates to concerns associated with its financial position/outlook.
Despite its concern on the change in its financial position dating back to April of 2022 and going
as far as describing its financial position as distress (a state of being in danger), Centra did not
undertake corrective actions in the form of reducing O&A costs or filing an interim rate
application with the PUB in advance of a GRA filing.

Centra’s inaction and delays in filing a GRA (or an interim rate application) and its position in the
September 2024 Review & Vary application to delay potential regulatory action until 2025 — do
not suggest that it views its financial position as signalling financial distress.

7.3 Centra’s Rate Path Approach is Reasonably Consistent with the Approach Used to Set
Electricity Rates and Suggests its Financial Position Can be Addressed in an Orderly
Manner

Centra’s rate path approach in the 2025 GRA is reasonably consistent with the approach used to
set electricity rates where the financial position/financial outlook is assessed to make judgements
on appropriate rate increases for the test year with required rate increases smoothed in over
time. This suggests that Centra views its financial position as a manageable situation and can be
addressed in an orderly manner.

56 Tab 3, pgs. 6to 7

57 Tab 3, pg. 22

58 Tab 4, Appendix 4.6, pgs. 6 and 8
% Tab 4, Appendix 4.6, pg. 10
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After the transition to ownership by Manitoba Hydro (and since 2005), non-gas rates were set by
the PUB allowing a $3 million net income in addition to a corporate allocation of the financing
costs of the acquisition of Centra by Manitoba Hydro and approved non-gas expenses.

During this period, the PUB also found that the appropriate stand-alone Equity ratio was 30% -
but with a limited exception where Centra’s Equity ratio was well in-excess of 30% - gas rates
have been set using the $3 million net income as the primary financial metric for rate-setting
purposes. During this period, gas rates have not been set to produce a certain level of financial
reserves (post-acquisition retained earnings).

Centra has used a rate path approach in proposing the 4.5% increase in 2025 and indicative rate
increases of 4.5% in 2026 and 2.75% in 2027, in recognition that its proposed increases in non-
gas expenses since the last GRA are such that attainment of the $3 million net income in 2025
would require a one-time rate increase that is not affordable for ratepayers or consistent with
the principle of rate stability.

In essence, Centra’s rate path approach is reasonably consistent with the judgmental approach
used to set electricity rates for Manitoba Hydro, where rates in the current test year(s) are set by
making judgements with respect to (i) the to the pace of attainment of financial metrics/financial
targets over the financial forecast period and (ii) how the rate increases in the test year(s) impact
the mid-term to long term financial outlook and indicative rate path (rate trajectory) over that
forecast period. Centra’s approach suggests that its financial position as a manageable situation
and can be undertaken in an orderly manner.

7.4 There are $82 Million of Pre-Acquisition Retained Earnings Contained in Centra’s Share
Capital and Equity Balances that Were Provided by Ratepayers Prior to Manitoba Hydro’s
Acquisition of Centra

There are $82 million of pre-acquisition retained earnings contained in Centra’s share capital and
equity balances that were provided by ratepayers prior to Manitoba Hydro’s acquisition of Centra
in 1999. A zero or negative post-acquisition retained earnings balance is not a “bright-line test”
that would signal financial distress for rate-setting or credit rating agency purposes.

The past PUB regulatory policy for rate-setting purposes has been to include the $121 million of
Centra’s post-acquisition Share Capital in the determination of equity for the purposes of the
consideration of Centra’s financial health and the calculation of the equity ratio under the PUB
approved methodology. As such, Centra’s equity include not only the post-acquisition retained
earnings but also the contributed capital from Manitoba Hydro’s purchase of 100% of the issued
and outstanding shares of Centra in 1999.

66



10

11
12
13
14
15
16

17
18
19
20
21

For financial reporting purposes, at the July 30, 1999 date of acquisition, Manitoba Hydro
recorded $121 million of share capital in the Centra financial statements, the actual underlying
composition of which was as follows’®:

e Share capital and contributed surplus of $39 million; and
e Pre-acquisition retained earnings of $82 million.

The following graph outlines the underlying composition of Centra’s year-end equity over the
period of 2020 to 2025.

Graph 11
Centra's Total Equity - Composition 2020-2025
$200
$39 $39
$39
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54
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$82 $82 $82 $82 $82 $82
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2020 2021 2022 2023 2024 2025
Pre-Acquisition Post Acquisition Contributed Capital

The Key observations from Graph 11 are as follows:

1. At the end of 2020, Centra’s total equity was $210 million, composed of $82 million of
pre-acquisition retained earnings, $89 million of post-acquisition retained earnings (total
retained earnings of $171 million) and $39 million of contributed capital; and

2. At the end of 2025, Centra’s total equity is projected at $125 million, composed of $82
million of pre-acquisition retained earnings, $4 million of post-acquisition retained
earnings (total retained earnings of $86 million) and $39 million of contributed capital.

While Centra may have been required to record the $121 million as share capital for financial
reporting purposes, rate-setting is (i) not required to use financial reporting requirements for the
purposes of evaluating the financial position of public utilities for rate-setting purposes — and (ii)
regulatory tribunals routinely use non-GAAP financial measures (such as financial ratios) for the
purposes of setting rates.

70 CAC/Centra 1-24 (a)
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Similarly, credit rating agencies are sophisticated users of financial reporting information,
frequently rely on non-GAAP financial measures and routinely adjust GAAP financial metrics to
assess the creditworthiness of debt issuing entities.

While the decline in Centra’s post-acquisition retained earnings between 2020 and 2025 to S8
million is a concerning situation, some recognition should be afforded to the pre-acquisition
retained earnings of $82 million that have been provided by ratepayers to Centra — (as well as
the total retained earnings of $90 million) that form part of Centra’s forecast equity of $125
million at the end of 2025. As such, a zero or negative post-acquisition retained earnings balance
is not a “bright-line test” as Centra appears to assert that would signal financial distress for rate-
setting or credit rating agency purposes.

7.5 The Centra Equity Ratio of 21% for 2024 and 17% for 2025 is Higher than the Manitoba
Hydro Consolidated Equity Ratio of 15% for 2024 and Centra’s Net Debt is Less than 3%
of Consolidated Net Debt

The Centra equity ratio of 21% for 2024 and 17% for 2025 is higher than the Manitoba Hydro
consolidated equity ratio of 15% for 2024 and Centra’s net debt is less than 3% of Manitoba
Hydro’s consolidated net debt. These circumstances do not support the assertion by Centra that
financial weakness in the gas segment has potential to raise credit concerns with credit rating
agencies.

The following graphs provide a comparison of Manitoba Hydro’s consolidated Equity ratio’! and
Centra’s equity ratio (PUB methodology) and allocation of Manitoba Hydro’s consolidated net
debt of $23.865 billion between Manitoba Hydro electric operations and Centra gas operations.

Graph 12
Comparison - Manitoba Hydro & Centra Equity Ratios
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71 CAC/Centra I-24 (c) MH debt to capitalization ratio is 85.5% at March 31, 2024 — which is equal to a 14.5% equity
ratio
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Graph 13

Centra Net Debt vs. Manitoba Hydro
Net Debt - 2024

Centra Net Debt - 2.6%,
$0.623 B

Key observations related to Graphs 12 and 13, are as follows:

1. Manitoba Hydro’s consolidated equity ratio at March 31, 2024 is 15% as compared to
Centra’s equity ratio at March 31, 2024 of 21%;

2. Centra’s equity ratio is forecast to decline to 17% in 2025, to 15% in 2026 and 15% in 2027
in CGM24; and

3. Centra’s net debt of $632 million’? represents approximately 2.6% of the consolidated
net debt of Manitoba Hydro at March 31, 2024 of $23.865 billion.

Considering that (i) Centra’s financial position as measured by its Equity ratio (range of 15% to
21%) is either consistent with or higher than the Manitoba Hydro consolidated equity ratio (15%)
and (ii) Centra’s net debt represents less than 3% of Manitoba Hydro’s consolidated net debt —
these circumstances do not support the exaggerated assertion by Centra that financial weakness
in the gas segment has potential to raise credit concerns with credit rating agencies.

7.6 Centra’s Cash Flow from Operations Analysis is Not Reliable for Rate-Setting Purposes as
a Result of Financing Reporting Presentation Changes and Large Swings in Working
Capital Changes

Centra’s Cash Flow from Operations (CFO) analysis is not reliable for rate-setting purposes as a
result of financial reporting presentation changes made by Centra in 2022 that significantly
reduce CFO amounts and large and temporary swings in working capital changes that should not
impact the assessment of Centra’s financial health.

For the year ended March 31, 2022 (and retrospectively to March 31, 2021), Centra changed its
financial reporting policy with respect to the presentation of cash flows associated with
regulatory deferral account balances. The net impact of this presentation changes is to decrease
CFO as the new presentation reclassified the net movement in regulatory deferrals from cash
flow from investing activities to a reduction to CFO. Centra is of the view that this new

72 Tab 4, Appendix 4.2, pg. 12

69



N

0 N O U bW

10

11
12
13

14

15
16

17

18

19

presentation provides more relevant information for financial reporting purposes and is more
consistent with comparable industry presentation.

However, this presentation change for financial reporting purposes appears to be inconsistent
with the regulatory treatment of the major items that give rise to regulatory deferrals
(investments in DSM, site remediation, regulatory costs, cloud computing costs, depreciation
regulatory deferrals) which are included in the calculation of rate base for rate-setting purposes.
Centra’s rational for the inclusions of these items in rate base is that these regulatory deferral
accounts related to investments in property, plant & equipment and intangible assets’3.

Centra also noted that the timing of collections of accounts receivable caused a “swing” in the
2023 and 2024 amounts of CFO’4.

The follow graphs and table provides a comparison of CFO from 2020 to 2028 between the
financial reporting presentation adopted by Centra in 2022 and the financial reporting
presentation that existed before 20227°.

Graph 14
Cash Flow from Operations (CFO)
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73 CAC/Centra I-23 (a) (b)
7 Tab 4, Appendix 4.6, pg. 6
75 CAC/Centra I-15 (a) new CFO presentation in Figure 7 and CAC/Centra I-15 (b) prior presentation in Figure 10
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Cash Flow from Operations (CFO)
Pre-2022 Presentation
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4  Table 15
Cash Flow From Operations Analysis 2020 to 2028 - $Millions
1 2 3 4 5 6 7 8 9
2020 2021 2022 2023 2024 2025 2026 2027 2028
2022 Cash Flow Presentation: Actual Actual Actual Actual Actual  Forecast Forecast Forecast Forecast
Net Income (Loss) 2 (3) (7) (18) (34) (20) (7) 4 4
Add: Depreciation & Amortization 27 27 29 31 32 33 34 35 36
Add: Finace Expense 22 21 23 27 29 30 31 33 35
Less: Interest Paid (34) (34) (35) (39) (34) (34) (36) (38) (39)
CFO before Net Movement & Working Capital 17 11 10 1 (7) 9 22 34 36
Net Movement in Regulatory Deferral 21 (4) (14) (18) 29 (9) (26) (11) (10)
CFO Before Working Capital Changes 38 7 (4) (17) 22 0 (4) 23 26
Total Working Capital Changes (12) (9) 15 (33) 34 6 13 1 (2)
Cash Flow from Operations (A) 26 (2) 11 (50) 56 6 9 24 24
2020 2021 2022 2023 2024 2025 2026 2027 2028
Pre-2022 Cash Flow Presentation: Actual Actual Actual Actual Actual  Forecast Forecast Forecast Forecast
Net Income (Loss) 2 (3) (7) (18) (34) (20) (7) 4 4
Add: Depreciation & Amortization 27 27 29 31 32 33 34 35 36
Add: Finace Expense 22 21 23 27 29 30 31 33 35
Less: Interest Paid (34) (34) (35) (39) (34) (34) (36) (38) (39)
CFO before Net Movement & Working Capital 17 11 10 1 (7) 9 22 34 36
Net Movement Impacts on Depr. & Finance 20 5 3 7 12 10 10 12 13
CFO Before Working Capital Changes 37 16 13 8 5 19 32 46 49
Total Working Capital Changes 1 (8) 11 (39) 74 2 (12) 3 3
Cash Flow from Operations (B) 38 8 24 (31) 79 21 21 49 52
5 Cash Flow From Operations - Difference A-B (12) (10) (13) (19) (23) (15) (12) (25) (28)

6 The key observations related to Graphs 14 and 15 and Tablel5, are as follows:
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The above noted graphs and table were not updated for the amendments to CGM24 on
March 21, 2025, as the information requests to develop them were not updated by
Centra. However, the conclusions from the analysis would not be altered if the
information had been updated;

The reduction in CFO as a result of the presentation change is material to the CFO
amounts, ranging from $10 million to $28 million on an annual basis and averaging $17
million per year (5157 million total/9-years) over the 9-year period in the above analysis;
The new presentation approach results in annual average CFO of approximately $12
million (5104 million total/9-years) per year over the 9-year period and the prior
presentation approach results in annual average CFO of approximately $29 million (5261
million total/9-years) per year; and

In the analysis of the new presentation, there is a reduction in CFO for working capital
changes of $39 million in 2023 and an increase in CFO of $74 million in 2024, which is a
very material $113 swing in CFO over these two years.

With respect to the issue of CFO, there appear to be inconsistencies within the Centra evidence
between the debt management strategy commentary and the commentary on the reasons for
the proposed rate increase:

In the debt management commentary, Centra expresses concern with respect to the level
of CFO generation and takes the position that CFO is insufficient to fund total business
operations capital of over $50 million per year’®. In response to information requests,
Centra takes the position that credit rating agencies would like to see a company generally
funding sustainment assets with internally generated funds as an indicator that it is self-
supporting’’. It is noted that sustaining capital expenditures for Centra are forecast to
average approximately $22 million per year in the Capital Expenditure Plan’%; and
Despite the above noted concerns related to CFO in the debt management commentary,
in the response to information requests’”®, Centra asserts that (i) the change in
presentation of regulatory deferral accounts does not affect the recommended rate path
(ii) the classification of regulatory deferrals does not significantly impact the
interpretation of cash flows and (iii) large swings in CFO resulting from adjustments for
non-cash items and timing impacts of cash receipts and cash disbursements should not
impact the assessment of Centra’s financial health.

In the final analysis, the CFO analysis provided by Centra is not reliable for rate-setting purposes
as a result of financial reporting presentation changes made by Centra in 2022 that significantly
reduce CFO amounts (517 million average per year) and large and temporary swings in working

76 Tab 4, Appendix 4.6, pg. 7

77 CAC/Centra |-24 (e)

78 Tab 7, Section 7.4.2.3, Figure 7.4 sustainment capital forecast for 2024 to 2033 is $217 million/10-years = $22
million average per year

79 CAC/Centra 1-23 (b) (d) (e)
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capital changes that directly impact CFO amounts (swing of $113 million over two years), but
should not impact the assessment of Centra’s financial health. In addition, in the information
request process, Centra appears to have downplayed the concerns that were outlined in the debt
management commentary.

7.7 Centra’s Current Financial Position and Short-term Outlook Warrants Management
Action Combined with Regulatory Action but Does Not Represent Financial Distress as
Asserted by Centra

Centra’s current financial position/outlook warrants management action (cost control, revised
internal cost allocation practices and strategic thinking by Centra) combined with regulatory
action (rate increases by the PUB) but does not represent financial distress (state of being in
danger) as asserted by Centra.

While Centra has not filed a comprehensive risk management report or gas-centric risk
management analysis for the current GRA, the action level framework from the 2018 Corporate
Risk Management report®® that was filed at the 2020 Centra GRA is useful in assessing the current
Centra financial position:

e Green: no additional action required at this time as the risk is under control and it not
subject to significant change;

e Yellow: there are or appears to be some emerging issues that need to be closely
monitored and addressed. Additional action is required to bring the risk back to the
established tolerance. Management has time to respond in an orderly manner; and

e Red: The risk has become critical to business operations and requires day to day senior
management attention. If not resolved quickly, it could have catastrophic impacts on the
organization.

The assessment is that the current Centra financial position/outlook is consistent with an action
level of yellow. Combined management action by Centra (cost control, revised common cost
allocation practices and strategic thinking) and regulatory action (rate increases) by the PUB is
required to bring the risk within a reasonable tolerance — but there is time to respond in an
orderly manner. The assessment does not support an action level of red as would be the case if
Centra were in financial distress (state of being in danger).

80 Centra 2019/20 GRA, Completeness Filing, Attachment 1, 2018 Corporate Risk Management Report, Appendix C,
pg. 51
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8.0 A Balanced Indicative Rate Path of 8.7% (4.5% for 2025, 2.0% for 2026 and 2.0%
for 2027) is Recommended Based on the Rate-Setting Adjustments Proposed in
this Evidence

The PUB describes its rate-setting mandate as balancing two concerns (i) the interests of Centra’s
ratepayers and (ii) the financial health of Centra. This Section of the Evidence provides
recommendations to the PUB with respect to Centra’s proposed rate increase and indicative rate
path, recognizing that they are implicitly interconnected.

The conclusion from this Section of the Evidence is that a balanced indicative rate path of 8.7%
(4.5% for 2025, 2.0% for 2026 and 2.0% for 2027, respectively) is recommended based on the
rate-setting adjustments that are proposed in the Evidence. This conclusion is based on the
following evaluation:

1. The 12.2% cumulative general rate increase inherent in the Centra rate path between
2025 and 2027 (4.5% in 2025, 4.5% in 2026 and 2.75% in 2027) is unprecedent in the
history of Centra and it not balanced for ratepayers. Clearly, given the issues raised in this
Evidence, a more appropriate balancing between management action and regulatory
action than that which is proposed by Centra, is necessary.

2. Itis recommended that an FTE proxy driver replace corporate activity Charges and that a
revised Hybrid driver (weighted 50% to Corporate Assets and 50% to Proxy FTE) be used
to allocate the majority of common Organizational Support Costs and common asset
costs. These recommendations would reduce the annual allocation of common O&A and
common asset costs to Centra by $10 million for rate-setting purposes, in the 2025 to
2027 Test Years;

3. It is recommended that Centra ratepayers be credited $35 million to account for
overallocation of common O&A and common asset costs between 2021 to 2024, for rate-
setting purposes (which is assumed to be amortized into rates over a 5-year period
between 2025 and 2029 in the balanced rate path recommendation);

4. Based on the analysis and recommendations in this Evidence, a balanced indicative rate
path is 8.7% (4.5% in 2025, 2.0% in 2026 and 2.0% in 2027) as compared to the 12.2% rate
path implicitly advanced by Centra. This balanced rate path is equivalent to a 2.8% even
annual rate increase in 2025, 2026 and 2027;

5. Itisrecommended that the 4.5% general rate increase approved by the PUB on an interim
basis in Order 125/24 be confirmed as final, considering practical-related rate-making
considerations. The $4 million differential between the balanced rate path of 2.8% (even
annual) and the interim rate increase of 4.5% implemented for 2025 is most effectively
factored into setting rates for future test years on a prospective basis;

6. The unsupported increases in Administrative Support Costs Allocated to Centra (S5
million for 2025) have not been factored into the balanced rate path or recommended
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credit for over allocation of common costs to Centra from 2021 to 2024, pending the
upcoming public hearing;

7. Itis recommended that the PUB direct that the planned independent review of the Debt
Management Strategy assess the interaction of the various policy limits of variable rate
debt. There are no recommended rate-setting adjustments for 2025 to 2027 related to
the gas Debt Management Strategy; and

8. It is recommended that the PUB not approve Centra’s request for a regulatory deferral
account associated with cloud computing arrangements, at this time, as this issue is more
appropriately canvassed at the upcoming Manitoba Hydro GRA in 2025, with any resulting
PUB decision subsequently applied to Centra.

8.1 The PUB Mandate is to Balance the Interest of Ratepayers and the Financial Health of
Centra
The PUB describes its rate-setting mandate as setting gas rates for Centra that are just and
reasonable, and in doing so, it must balance two concerns (i) the interests of Centra’s ratepayers
and (ii) the financial health of Centra8?.

Balancing the interests of ratepayers with Centra’s financial health involves judgment and
consideration of the prudence of expenditures and long-established regulatory principles of rate
stability, rate predictability and intergenerational equity.

A commonly used framework for assessing the reasonableness of rate proposals in the context
of public utility rate-regulation is considering proposals from three perspectives®?:

1. Revenue-related attributes of ratemaking of revenue sufficiency, rate stability and rate
predictability;

2. Cost-related attributes of ratemaking of cost-causation, fairness, equity and efficiency;
and

3. Practical-related attributes of ratemaking of practicality, administrative simplicity, and
general acceptance.

8.2 The 12.2% Cumulative General Rate Increase Inherent in the Centra Rate Path Between
2025 and 2027 is Unprecedented in the History of Centra and Is Not Balanced for
Ratepayers

The 12.2% cumulative general rate increase inherent in the Centra rate path between 2025 and
2027 is unprecedent in the history of Centra and it not balanced for ratepayers. Clearly, given the

81 Order 152/19, pg. 4
82 Bonbright 2" Edition, pgs. 383 to 384
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issues raised in this Evidence, a more appropriate balancing between management action and
regulatory action than that which is proposed by Centra, is necessary.

In assessing and balancing the interests of ratepayers, it should be recognized that the 4.5% rate
increase proposal for 2025 is the first of a 3-year multi-year approach (or rate path) of indicative
rate increases of 4.5% for 2025, 4.5% for 2026 and 2.75% for 2027, respectively, which if
ultimately approved by the PUB, would result in cumulative rate increases of 12.2%.

The Centra 12.2% rate path for general rate increases in the 3-year period is unprecedented in
the approximately 35-year history of Centra going back to the early 1990’s and would represent
the largest series of general rate increases related to non-gas costs in that time period. Generally,
past rate increase proposals have been in the range of 1% to 2% on an annual basis.

Recognizing that gas costs can often represent 50% of Centra total domestic revenue
requirements, a 3-year rate path of 12.2%, represents a 30% increase in non-gas costs - while
past rate increase proposals when viewed over 3-years would represent a 3% to 6% increase in
non-gas costs. Gas costs are passed through to ratepayers and can be volatile. The 12.2% rate
path represents a series of sharp and sudden rate increases that pose serious concerns for
ratepayers with respect to rate stability and predictability, as well as affordability.

Customer survey information provided by Centra indicates that average customer satisfaction
with the price that is paid for natural gas demonstrates a 5-year typical range of 5.6 to 6.2 out of
10, with a 5-year mean of 5.9 out of 10% - indicating that ratepayers are concerned about the
price of natural gas.

In terms of ratepayer value for the much higher costs and indicative rates that are proposed in
this Application, when requested to provide a list of cost savings initiatives and quantification of
resulting cost savings — Centra did not provide any examples and instead listed its cost
challenges®. When Centra was requested to list and describe improvements in services to
ratepayers as a direct result of the significant increase in O&A costs since the last GRA — Centra
simply referenced the response on its cost pressures®.

Clearly, as a result of the issues raised in the preceding Sections of this Evidence, some more
appropriate balancing between management action (cost control, revised common cost
allocation practices and strategic thinking by Centra) and regulatory action than that which is
proposed by Centra (12.2% rate increases), is necessary.

83 CAC/Centra I1-17 (a)
84 CAC/Centra I-6 (c)
85 CAC/Centra I-6 (d)
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8.3 Itis Recommended that an FTE Proxy Driver Replace Corporate Activity Charges and that
a Revised Hybrid Driver be Used to Allocate Common Organizational Support Costs and
Common Asset Costs Reducing Total Common Cost Allocations by $10 Million for Rate-
Setting Purposes

Based on the observations and conclusions in Sections 6.5, 6.6 and 6.7 of this Evidence, it is
recommended that Centra:

1. Replace the corporate activity charges driver with an FTE proxy driver;

2. Use the FTE proxy driver to revise the Hybrid driver (composite) calculation with (i) 50%
weight to proxy FTEs and (ii) 50% weight to corporate assets;

3. Use the revised Hybrid driver to allocate 20 common Organizational Support costs
programs that are now allocated (i) directly by corporate activity charges and (ii) indirectly
through the current Hybrid driver; and

4. Use the revised Hybrid Driver to allocate common asset costs.

These recommendations would reduce the annual allocation of common O&A and common asset
costs to Centra by $10 million for rate-setting purposes for the 2025 to 2027 Test Years (Table
14, Section 6.7 of this Evidence).

These recommendations recognize the nature of common O&A and common asset costs, the
complexity, diversity and capital-intensive nature of utility operations, mitigate the risk of sole or
heavy reliance on one cost driver (current use of corporate activity charges driver) and improve
cost causation and consistency with Canadian utility practice for the Centra ICAM.

It is also noted that these recommendations (based on a bottom-up technical analysis of the
ICAM) are further supported and aligned with the top-down prudency analysis in Section 5.5 of
this Evidence. This prudency analysis demonstrated that if Organizational Support costs had
escalated at a similar rate (33% increase) as Customer Service & Operations O&A from 2021 to
2025 — Organizational Support costs would be $13 million lower ($33 million - $20 million) in the
2025 Test Year.

8.4 Itis Recommended that Centra Ratepayers be Credited $35 Million for Over Allocation of
Common O&A and Common Asset Costs Between 2021 and 2024
It is recommended that Centra ratepayers be credited $35 million to account for the over
allocation of common O&A and common asset costs between 2021 to 2024, for rate-setting
purposes. This credit amount is calculated in Stable 14, Section 6.7 of this Evidence.

There was a general expectation at the last Centra GRA that the review of the ICAM would occur
at the next GRA — at or after the conclusion of the Cost of Service Study Methodology (COSM)
Review?®® that was directed to be filed by no later than May 1, 2020%’. In CGM18 from the 2020

8 Order 152/19, pg. 131
8 Order 152/19, pg. 137
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GRA, Centra was projecting the requirement for a 2.25% general rate increase in 2021. As such,
the expectation at the time of the Centra 2020 GRA was that a review of the ICAM could occur in
2021, after allowing a reasonable period of time for the COSM review process to be completed.

The delays in the filing of a GRA by Centra until October of 2024, should not disadvantage
ratepayers in terms of timely, fair and prudent allocation of common costs under the prudency
standard (ratepayers should only be charged for prudently incurred costs).

The PUB found in Order 152/19 that the review of the ICAM continues to be required, that
changes to the ICAM as a result of the transition to IFRS have never been reviewed and that a
technical conference held by Centra in November of 2016 did not constitute a review of the
ICAM. The PUB further found that common costs are significant to Centra’s non-gas revenue
requirement, that it was important for stakeholders and the PUB to understand the costs that
are being allocated and the cost drivers selected to allocate those costs — as this provides a
foundation for assessing whether Centra ratepayers should be responsible to pay those costs in
rates®.

There is precedent for the PUB to make adjustments from prior test years for rate-setting
purposes when circumstances have resulted in lengthy delays of Centra filing GRAs and
corresponding reviews by the PUB of fair and reasonable costs to include in rates. Not dissimilar
to the current situation, the interval between the last Centra GRA for the 2020 Test Year was 6-
years, as the prior Centra GRA was related to the 2014 Test Year.

In Order 152/19, flowing from the 2020 Test Year GRA, the PUB directed that Centra ratepayers
were to receive a $15.3 million credit with respect to the amounts that had been included in rates
paid by ratepayers in the 2015 to 2019 period with respect to Gas meter sampling, testing and
exchange costs (collectively referred to as meter exchange costs in this Evidence). The transition
to IFRS (implemented in 2016 and retroactive to 2015) had resulted in the recording of a $15.3
million positive net income as an adjustment to the consolidated financial statements of
Manitoba Hydro. Meter exchange costs continued to be recorded for financial reporting and
rate-setting purposes as expenses for Centra but were subsequently capitalized in Manitoba
Hydro’s consolidated financial statements as an adjustment to be consistent with the financial
reporting policy of Manitoba Hydro to capitalize these costs.

In this circumstance, the PUB found that the continuation of the accounting policy to treat the
costs as expenses for rate-setting purposes was directly linked to the passage of time between
GRA filings and that the PUB had expected that a GRA would occur in 2017. As Centra did not file
a GRA to November of 2018, ratepayers continued to pay higher rates than they otherwise would
have, but the benefit of those higher rates was not attributed to Centra’s operations. The PUB
directed that the crediting of the $15.3 million to Centra ratepayers should be established
through the creation of a regulatory deferral liability and that to limit any intergenerational

8 Order 152/19, pg. 28
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inequity, the regulatory deferral liability was to be credited to ratepayers by being amortized into
rates over a 3-year period®,

It is recommended that Centra ratepayers be credited $35 million to account for over allocation
of common O&A and common asset costs between 2021 to 2024, for rate-setting purposes. The
recommended rate-setting treatment of this $35 million credit to Centra ratepayers is to defer
the S35 million as a regulatory liability, such that it can be amortized (credited) into rates over a
reasonable period of time (similar to the meter exchange treatment in the Centra 2020 GRA).

8.5 A Balanced Indicative Rate Path for 2025 to 2027 Would be 8.7% as Compared to the
12.2% Rate Path Implicitly Advanced by Centra
Based on the analysis and recommendations in this Evidence, a balanced indicative rate path is
8.7% as compared to the 12.2% rate path implicitly advanced by Centra. This balanced rate path
is equivalent to a 2.8% even annual rate increase in 2025, 2026 and 2027.

While Centra has explicitly requested a 4.5% increase for 2025 in filing this GRA and indicated at
the time of filing that it is neither endorsing nor recommending any of the projected general
revenue increases beyond 2025 at this time®°, the fact of the matter is that the derivation of the
4.5% proposed increase for 2025 implicitly is based on the 12.2% rate path and a return to a
positive net income by 2027. As such, in providing a recommendation on the proposed rate
increase for 2025 to the PUB, it is necessary to consider the 3-year period between 2025 and
2027.

In addition, it is unclear if Centra is now tacitly implying that a further rate increase(s) would be
beneficial flowing from this current GRA as a result of recent updates with respect to Manitoba
Hydro regulatory proceedings. In the information request process, Centra advised that as a result
of planned and potential Manitoba Hydro regulatory proceedings in both 2025 and 2026 that it
is unrealistic that it will be in a position to submit another fulsome GRA for a PUB process to
implement a gas general rate increase for 2026 or 2027°%.

In recognition of this potential situation, in second round information requests, a number of rate
scenarios that assumed a 6% general rate increase effective November 1, 2025 (2026 Test Year)
were included in PUB information requests®?.

Incorporating the rate-setting adjustments recommended in Sections 8.3 and 8.4 of this Evidence
and using the objective of returning to a positive net income by 2027, results in a balanced rate
path of 4.5% for 2025, 2.0% for 2026 and 2,0% for 2027, respectively, or a cumulative rate

8 Order 152/19, pg. 33 and PUB directive 2 (b), pg. 132
Tab 4, pg. 5

91 pUB/Centra I1-2 (f)

92 pUB/Centra 11-2 (b) to (d)
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increase of 8.7%% or 2.8%%* on an even annual basis. The financial results and financial metrics
of the balanced rate path and the rate path in CGM24 are compared in the graphs and tables
below.

Graph 16

Cumulative Rate Increases - Balanced Rate Path vs.
CGM24 Rate Path

14.0%

12.0%

10.0%
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Graph 17

Net Income - Balanced Rate Path vs. CGM24 Rate Path

15
10 palanced Rate path 11

(23)
2025 2026 2027

931.045 * 1.02 * 1.02 = 1.087 — expressed as a %
% The 3" root of 1.087 = 1.0282 — rounded to 2.8% and expressed as a %
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Graphs 18 and 19

Post Acquisition Retained Earnings
Balanced Rate Path vs. CGM24 Rate Path
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Table 16

Balanced Rate Path - Net Income & Retained Earnings - 2025 to 2027 - SMillions

Net Income = CGM24

Less: Additional Revenue =4.5%/4.5%/2.75%
Add: Additional Revenue =4.5%/2.0%/2.0%
Add: Lower Allocation of Common Costs
Add: Amortization of Common Costs Credit
Net Income = Balanced Rate Path (BRP)

Post-Acquistion Retained Earnings = CGM24
Opening Retained Earnings

Add: Net Income (loss)

Closing Retained Earnings = CGM24

Post-Acquistion Retained Earnings = BRP
Opening Retained Earnings

Add: Net Income

Closing Retained Earnings = BRP

2025
Forecast

(23)
(11)
11
10

7

(6)

27
(23)

27

(6)
21

2026
Forecast

(2)
(27)
19
10
7

21
7
28

2027
Forecast

(40)
29
10

7
1

28
11
39

The key observations with respect to Graphs 16 and 17 and Table 16, are as follows:

1. The balanced rate path targets a positive net income in 2027, which is consistent with the
past PUB policy for rate-setting purposes and Centra’s indicative rate path in CGM24;
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2. The balanced rate path starts with the net financial results forecast by Centra in CGM24
of a $23 million net loss for 2025, $2 million net loss for 2026 and $5 million net income
for 2027, respectively;

3. The balanced rate path then deducts the additional revenue from the Centra indicative
rate path (511 million, $27 million and $40 million for 2025, 2026 and 2027, respectively)
and adds the prorated additional revenue for the balanced rate path, to adjust CGM24
for the differences in revenue of the two rate paths;

4. The additional revenue in 2025 in the balanced rate path is $11 million as it assumes that
the 4.5% rate increase is confirmed as final by the PUB. For 2026, the $19 million of
additional revenue in the balanced rate path is calculated as $27 million * 6.6%/9.2% =
$19 million. This proration is based on the cumulative rate increases for the balanced
rate path to 2026 (6.6% = 1.045 * 1.02) and the cumulative rate increases in CGM24 to
2026 (9.2% = 1.045 * 1.045);

5. For 2027, the $29 million of additional revenue in the balanced rate path is calculated as
$40 million * 8.7%/12.2% = $29 million. This proration is based on the cumulative rate
increases for the balanced rate path to 2027 (8.7% = 1.045 * 1.02 * 1.02) and the
cumulative rate increases in CGM24 to 2027 (12.2% = 1.045 * 1.045 * 1.0275);

6. The cumulative rate increase in the balanced rate path is 8.7% from 2025 to 2027, which
is a 3.5% reduction (8.7% - 12.2%) from the 12.2% indicative rate path in CGM24;

7. The balanced rate path makes an adjustment in 2025, 2026 and 2027 to account for the
recommended $10 million annual reduction in allocation of common O&A and common
assets costs to Centra;

8. The balanced rate path makes an adjustment to incorporate S$7 million annual
amortization in 2025, 2026 and 2027 of the recommended $35 million credit related to
the over allocation of common costs between 2021 and 2024 — assuming a 5-year
amortization period of the regulatory liability similar to the 5-year period over which this
credit was accumulated;

9. The resulting projected net income in the balanced rate path, is $6 million net loss for
2025, $7 million net income for 2026 and a $11 million net income for 2027, respectively;
and

10. The resulting projected post-acquisition retained earnings from the balanced rate path
are $21 million for 2025, $28 million for 2026 and $39 million for 2027, respectively. This
compares to CGM24 with projected post-acquisition retained earnings of $4 million for
2025, $3 million for 2026 and $8 million for 2027, respectively.

The following table provides illustrative calculations of the Equity ratio, composition of average
equity and cash flow from operations (CFO) for the balanced rate path as compared to the
CGM24 rate path.

Please note that these calculations are illustrative considering the limitations of undertaking
differential calculations in excel as compared to the Centra financial model which incorporates
integrated income statement, balance sheet and cash flow statements. In addition, the detailed
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equity ratio calculation related to the March 21, 2025 update to CGM24 was not provided by
Centra. As such, the calculations from the original CGM24 were used in the table but the
differences are immaterial for the purposes of the illustrative calculations.

Table 17

Balanced Rate Path (BRP) - Equity Ratio & CFO - 2025 to 2027 - SMillions

1 2 3
2025 2026 2027
Forecast Forecast Forecast
Equity Ratio = CGM24
Average Debt 648 696 736
Average Equity 139 125 124
Total Average Debt & Equity 787 821 860
Equity Ratio = CGM24 17.7% 15.2% 14.4%
Increase Equity/Decrease in Debt
Opening Retained Earnings Difference o 17 26
Change In Net Income 17 9 6
Closing Retained Earnings Difference 17 26 32
Average Equity Increase 9 22 29
Average Debt Decrease Regulatory Liability 32 25 18
Average Debt Decrease 41 a7 a7
Equity Ratio = Balanced Rate Path
Average Debt 607 649 689
Average Equity 148 147 153
Total Average Debt & Equity 755 796 842
Equity Ratio = Balanced Rate Path 19.6% 18.5% 18.2%
Average Equity = CGM24
Pre-Acquisition Retained Earnings 82 82 82
Post-Acquistion Retained Earnings 18 4 3
Total Retained Earnings 100 86 85
Share Capital 39 39 39
Total Average Equity = CGM24 139 125 124
Average Equity = Balanced Rate Path
Pre-Acquisition Retained Earnings 82 82 82
Post-Acquistion Retained Earnings 27 26 32
Total Retained Earnings 109 108 114
Share Capital 39 39 39
Total Average Equity = Balanced Rate Path 148 147 153
Cash Flow from Operations (CFO)
CFO =CGM24 2 14 26
Add: Change In Net Income 17 9 6
Less: Amortization of Common Costs Credit (7) (7) (7)
Add: Presentation Change for Rate-Setting 15 12 25
CFO = Balanced Rate Path 27 28 50

The key observations with respect to Table 17, are as follows:

1. Under the balanced rate path, the illustrative equity ratio is projected to be 20% in 2025,
19% in 2026 and 18% in 2027, respectively. This compares to CGM24, where the Equity
ratio is projected to be 17% in 2025, 15% in 2026 and 15% in 2027, respectively;

2. Under the balanced rate path, illustrative post acquisition retained earnings are projected
to average $27 million in 2025, $26 million in 2026 and $32 million in 2027, respectively.
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This compares to CGM24, where post-acquisition retained earnings are projected to
average $18 million in 2025, $4 million in 2026 and $3 million in 2027, respectively;

3. Under the balanced rate path, illustrative total retained earnings (pre and post
acquisition) are projected to average $109 million in 2025, $108 million in 2026 and $114
million in 2027, respectively. This compares to CGM24, where total retained earnings
(pre and post acquisition) are projected to average $100 million in 2025, $86 million in
2026 and $85 million in 2027, respectively; and

4. Under the balanced rate path, illustrative cash flow from operations (CFO) when adjusted
for (i) the improvement in net income and amortization of the credit for past over
allocation of common costs and (ii) the rate-setting presentation of CFO before the
presentation change for financial reporting purposes (Section 7.6 of this Evidence) — CFO
is projected at $27 million for 2025, $28 million for 2026 and S50 million for 2027,
respectively. The illustrative average CFO for rate-setting purposes in the balanced rate
path (S35 million per year) exceeds the average sustaining capital expenditure forecast of
$22 million per year (Section 7.6 of this Evidence).

The balanced rate path includes the rate-setting recommendations from this Evidence and
targets a positive netincome in 2027, which is consistent with the past PUB policy for rate-setting
purposes and Centra’s indicative rate path in CGM24. The rate-setting recommendations and
balanced rate path also result in illustrative financial projections that are significantly improved
in terms of net income, post-acquisition retained earnings, equity ratio and cash flow for rate-
setting purposes.

The rate-setting recommendations and balanced rate path in this Evidence allow the targeting of
a positive net income to be achieved within the next 3-years to 2027, in a manner that will
preserve a degree of rate stability and predictability for Centra’s ratepayers.

In absence of the recommended rate-setting adjustments, there are serious rate stability and
rate predictability concerns for ratepayers with respect to the 12.2% rate path and resulting even
annual indicative rate increases in the order of 3.9%°° per year, which are close to double the
expected rate of inflation. In this situation, alternative rate paths recommendations that smooth
in the indicative rate path over a longer period of time than the 3-years to 2027 would have had
to be considered.

The 8.7% balanced rate path is the equivalent of a 2.8% even annual rate increase per year from
2025 to 2027, which is already in excess (0.7% higher per year) of the forecast rate of Manitoba
inflation by Centra of around 2.1% per year (2.1%, 2.1% and 2.2%, for 2025, 2026 and 2027,
respectively®®). The are also growing concerns with respect to economic and geo-political
uncertainty and associated impacts on ratepayers, to consider in terms of a balanced rate path.

% 3" root of 1.122 = 1.0391 = 3.9% rounded and expressed as a %
% Tab 12, MFR 27, pg. 3
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It is not recommended that the PUB set an indicative rate path past 2027 or set a policy for a
minimum level of post-acquisition retained earnings in this rate proceeding. Centra has not
proposed any short-term or long-term financial metrics or associated targets for gas operations
in the GRA. In Centra’s September of 2024 Review and Vary Application, it submitted that:

e A stand-alone gas GRA does not align with the stated principles and objectives of the
Manitoba Affordable Energy Plan; and

e Alignment of the financial and regulatory planning of Manitoba Hydro and Centra would
result in a single revenue requirement and retained earnings balance —thereby alleviating
the near-term concerns around the erosion of Centra’s retained earnings.

From this information, it is understood that the Manitoba Hydro’s plan to implement the
Manitoba Affordable Energy Plan may result in proposals for a much different regulatory
framework than has been used to regulate Centra’s non-gas rates since the acquisition by
Manitoba Hydro in 1999. In these circumstances, it would be premature to set a longer-term
financial goal or target for Centra in advance of assessing Manitoba Hydro’s proposals to
implement the Manitoba Affordable Energy Plan, in advance of the PUB review of these
proposals.

In summary, based on the analysis and recommendations in this Evidence, a balanced indicative
rate path is 8.7%% as compared to the 12.2% rate path implicitly advanced by Centra. This
balanced rate path is equivalent to a 2.8% even annual rate increase in 2025, 2026 and 2027.

8.6 It is Recommended that the 4.5% General Rate Increase Approved by the PUB on An
Interim Basis in Order 125/24 be Confirmed as Final Given Practical Rate Setting
Considerations

It is recommended that the 4.5% general rate increase approved by the PUB on an interim basis
in Order 125/24 be confirmed as final, considering practical-related rate-making considerations.

The $4 million differential between the balanced rate path of 2.8% (even annual rate increase)
and the interim rate increase of 4.5% implemented for 2025 is most effectively factored into
setting rates for future test years on a prospective basis.

In approving the 4.5% general rate increase on an interim basis, the PUB found that after the
public hearing on this GRA, it would determine if the 4.5% increase is appropriate or whether it
should be lower or higher?”.

There are concerns with respect to rate stability and predictability associated with this sharp and
sudden rate increase and Centra’s inaction in filling a GRA over the last 5-years. However, despite
the fact that the 4.5% general rate increase is a “catch-up” that could have been smoothed into
rates over time if a GRA had been filed earlier by Centra - there are non-gas cost increases since

97 Order 125/24, pg. 6
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the last GRA, the expectation is that gas volumes/revenues will be flat in the short-term and post-
acquisition retained earnings have decreased.

A 2.8% even annual rate increase in the balanced rate path would be projected to generate $7
million%® of additional revenue in 2025 as compared to the 4.5% interim rate increased that is
projected to generate $11 million in 2025, or a $4 million differential.

Based on the recommended rate-setting adjustments in this Evidence, the initial 4.5% proposed
increase in 2025 could be reduced to 2.8% and it is administratively feasible to establish and
amortize a rate rider to refund the $4 million differential to ratepayers in 2026 and forward.

However, the 4.5% interim rate increase has already been implemented into rates and the 2025
Test Year will be completed by the time that a PUB final decision on this rate increase is rendered.
The balanced rate path recommendation includes indicative rate increases of 2.0% in 2026 and
2.0% in 2027, assuming confirmation of the 4.5% in 2025. As such, there appears to be little
practical purpose to both refund a $4 million differential for 2025 through a rate rider in 2026
and then potentially increase rates for 2026 or 2027. This differential is most effectively factored
into setting rates for future test years on a prospective basis.

Accordingly, it is recommended that the 4.5% general rate increase approved by the PUB on an
interim basis in Order 125/24 be confirmed as final, considering practical-related rate-making
considerations. The $4 million differential between the balanced rate path of 2.8% and the
interim rate increase of 4.5% implemented for 2025 is most effectively factored into setting rates
for future test years on a prospective basis.

8.7 The Unsupported Increases in Administrative Support Costs Allocated to Centra Have Not
Been Factored into the Balanced Rate Path or Credit for Over Allocation of Common Costs
to Centra from 2021 to 2024, Pending the Upcoming Oral Hearing

The unsupported increases in Administrative Support costs allocated to Centra have not been
factored into the balanced rate path or recommended credit for over allocation of common costs
to Centra from 2021 to 2024, pending the upcoming public hearing.

The conclusion from Section 6.8 of this Evidence is that Centra has failed to provide any
quantitative analysis or reasonable explanation for the $4.7 million increase in administrative
support costs allocated to gas operations since the last Centra GRA —and as such, it is not possible
to assess the reasonableness or prudence of this significant cost increase, for rate-setting
purposes for the 2025 to 2027 Test Years.

It is also noted that the appropriate amount of the credit to Centra’s ratepayers could be
increased to include the unsupported increase in Administrative Support costs for 2021 to 2024.

%8 §11 million * 2.8%/4.5% = $7 million
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The amount of Departmental Support costs that have been allocated 100% direct to Centra, since
the last Centra GRA, by year is as follows®;

e 2021 =52.4 million;

e 2022 =52.1 million;

e 2023 =$4.6 million;

e 2024 =$4.5 million; and
e 2025 =5.7 million.

Other than for the 2025 Test Year, there does not appear to be information on the record of this
proceeding that provides a breakdown of the Departmental Support amounts between training
costs and Administrative Support costs. As such, a quantification of an appropriate credit to
Centra’s ratepayers relate to unsupported Administrative Support costs is not available at this
time.

Pending the potential that further information on these unsupported Administrative Support
cost increases may be obtained at the upcoming public hearing, at this point in time a
recommendation on the rate-setting treatment of these costs for 2025 to 2027 has not been
made and no adjustments have been made in the balanced rate path in terms of a credit from
2021 to 2024 or for the 2025 to 2027 Test Years.

8.8 It is Recommended that the PUB Direct that the Independent Review of the Debt
Management Strategy Assess the Interactions of the Various Policy Limits to Variable
Rate Debt
The gas Debt Management Strategy is under review by an independent consultant for
consideration in a future regulatory proceeding. It is recommended that the PUB direct that the
planned independent review assess the interaction of the various policy limits to variable rate
debt. There are no recommended rate-setting adjustments related to the gas Debt Management
Strategy for 2025 to 2027.

In October of 2022, Manitoba Hydro’s interest rate risk policy and guidelines were reviewed and
updated to reflect the increased risk resulting from changes in its financial position and increased
debt levels for Manitoba Hydro and Centra. The revised policies and guidelines are compared to
those that were in effect for the Centra 2020 GRA (prior policy limits in brackets), as follows%°:

e To limit the aggregate of the following to a maximum of 25% (35%) of the total debt
portfolio: (i) floating rate debt (ii) short term debt and (iii) fixed rate debt to be refinanced
within the subsequent 12-month period;

99 CAC/Centra 1-29 (a)
100 cAC/Centra 1-25 (c)
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e To maintain an aggregate floating rate debt and short term debt (collectively variable rate
debt) within 0% to 20% (15% to 25%) of the total debt portfolio; and

e To limit fixed-rate long-term debt to be refinanced within the subsequent 12-month
period being less than 10% (15%) of the debt portfolio.

Centra indicates that risk tolerance may differ across the electric and gas operations due to
different operational circumstances. Centra clarified that (i) Manitoba Hydro’s Treasury Risk
policies and guidelines currently apply equally to electric and gas operations and that Manitoba
Hydro’s consolidated variable rate debt percentage has been kept low in recent years owing to
different operational circumstances of the much larger electric operations, whereas (ii) Centra’s
target for variable debt has remained at 15% of the debt balance outstanding at March 31t of
each year. Centra operates at a higher percentage of variable rate debt due to seasonal working
capital requirementstot,

Centra noted that as directed by the PUB in Order 101/23, Manitoba Hydro is engaging an
independent consultant to perform a review of the Consolidated operations’ interest rate risk
policy and guidelines — and that the scope of this review has been expanded to include a review
specifically for Centra’s operations as well, with separate assessments for both Manitoba Hydro
and Centra®2, Centra indicates that the 15% variable debt target at year-end may change
pending the review of the independent consultant©3,

The information provided by Centra with respect to the Interest Rate Risk Profile (the aggregate
of variable rate debt and fixed-rate debt to be refinanced within the subsequent 12-months) at
year-end for 2025 to 2027 included in CGM24, as compared to the revised maximum 25% policy
limit'®* is as follows:

e 2025:13% variable rate debt and 5% fixed-rate debt to be refinanced within 12 months —
for a total of 18% or 7% below the revised policy maximum of 25%;

e 2026:15% variable rate debt and 0% fixed rate debt to be refinanced within 12 months —
for a total of 15% or 10% below the revised policy maximum of 25%; and

e 2027:15% variable rate debt and 0% fixed rate debt to be refinanced — for a total of 15%
or 10% below the policy maximum of 25%.

When questioned why the year-end averages are significantly below the maximum policy limits,
Centra notes that (i) the 2025 year-end variable rate debt of 13% is lower as a result of the timing
of issuance opportunities and market conditions and (ii) by targeting 15% variable rate at 2026
year-end, its total variable rate debt will maintain rolling averages between 16% and 20%
throughout the CGM24 forecast period — but if it were to target the top-end of 20% variable rate

101 CAC/Centra I-25 (a) and CAC/Centra 11-12 (a)
102 CAC/Centra I-25 (b)

103 CAC/Centra 1-25 (f)

104 CAC/Centra 1-25 (d) (e)
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debt at year-end, the rolling averages would be above the revised 20% maximum of the policy°>.
Centra also outlined that it does not target the top of the policy limit of 25% at year-end, and as
such does not intentionally increase the variable rate debt in its portfolio above its 15% target at
each year-end but indicated that it will review its policy with the independent consultant©,

Graphs of the quarterly variable rate debt and fixed-rate debt to be refinanced in 12-months
assumed in CGM24 as compared to the revised 25% policy limit and the prior 35% policy limit10”
for 2025 to 2027 appear to demonstrate that there is opportunity for use of more variable rate
debt which is forecast by Centra to be 0.5% to 1.2% less costly than fixed-rate debt. Graphs of
the total variable rate debt assumed in CGM24 as compared to the 20% policy limit and the prior
25% policy limit'% appear to show that this is the more stringent restraint of the policy limits,
with the prior policy limit of 25% allowing more room for flexibility.

Centra was requested to run a CGM24 scenario that targeted 20% of variable rate debt at year-
end to understand the potential impacts on Finance Expense of a more aggressive interest rate
policy but this scenario effectively did not impact Finance Expense until 2027, based on actual
and planned financings in CGM24 and demonstrated minimal reductions to Finance Expense!®,

It appears that there is opportunity for use of a higher level of variable rate debt in the future to
potentially reduce Finance Expense. However, considering the record of the proceeding and the
expectation of an independent review of the Centra interest rate risk policy and guidelines to
consider the specific operational circumstances of gas operations and resulting risk tolerance in
the near future, there are no recommended rate-setting adjustments for 2025 to 2027 related to
the gas Debt Management Strategy. It is recommended that the PUB direct that the independent
consultant assess the interaction of (i) the variable rate debt policy limit and (ii) the variable rate
debt plus fixed rate refinancing in the next 12-months policy limit - and which of these policy
limits should ultimately guide the level of variable rate debt.

8.9 It is Recommended that the PUB Not Approve the Proposed Cloud Computer
Arrangements Regulatory Deferral Account at this Time as the Issue is More
Appropriately Canvassed at the Upcoming Electric GRA

It is recommended that the PUB not approve Centra’s request for a regulatory deferral account
(RDA) associated with cloud computing arrangements (CCA), at this time, as this issue is more
appropriately canvassed at the upcoming Manitoba Hydro GRA in 2025, with any resulting PUB
decision subsequently applied to Centra.

105 CAC/Centra I-25 (e) (f)

106 CAC/Centra I1-12 (b) (c)

107 CAC/Centra I1-12 (d)

108 CAC/Centra 11-12 (e)

109 CAC/Centra I-25 (g) and CAC/Centra 11-12 (f)
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Centraisrequesting PUB approval to establish an RDA to record the annual O&A expenses related
to Centra’s allocation of CCAs associated with smaller IT systems!!® and to amortize the balance
over 6-years commencing with the in-service date of each investment.

Centra is forecasting additions to the proposed CCA RDA of $1 million in 2025 and it appears that
the forecast additions after 2025 are in the $1 million range as well'!, Centra indicates that it
anticipates a continual shift from on-premises to CCA solutions!??, so it is unclear if the $1 million
is simply a planning assumption or a fully developed forecast. Centra recommends that all small
IT cloud computing costs be included in RDAs between GRA hearings and that it will maintain
supporting investment justifications which would be available for PUB review, if requested®3.

Centra indicates that to maintain consistency, it aims to ensure that new RDA’s apply the same
criteria as Manitoba Hydro applies!'* and that the reason for requesting this RDA ahead of
Manitoba Hydro is simply due to the timing of this application!!>. Centra indicates that Manitoba
Hydro is planning to request approval of a similar RDA in the upcoming electric GRA to be filed in
2025.

It is recommended that the PUB not approve Centra’s request for an RDA associated with CCAs,
at this time as this issue is better canvassed at the upcoming Manitoba Hydro GRA in 2025. The
CCA costs are allocated from Manitoba Hydro to Centra and the corporation has yet to provide
the business cases associated with the CCAs to the PUB for review in a GRA proceeding. At
present, the forecast cost of CCAs to be allocated to Centra are relatively immaterial. It would
appear that a more appropriate sequence of events is for regulatory review of the CCA RDAs at
the 2025 Manitoba Hydro GRA, including associated business cases and that the decisions made
by the PUB at that hearing be subsequently applied to Centra.

110 cAC/Centra I-21 (c)
1111GU/Centra |-17 a, Figure 2
112 CAC/Centra I-21 (b)
113 CAC/Centra 11-9 (b)
114 CAC/Centra 1-21 (a)
115 CAC/Centra 11-9 (a)
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