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Rate-Regulation & Financial Management 1990-Current

Independent Regulatory Consultant - BCUC, NWT-PUB, AUC, MPUB, NSUARB, NBEUB
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Centra Gas - Senior Financial Analyst/Regulatory Coordinator 1994 to 1999
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Cost Allocation and Strategic Thinking by Centra) — Combined
With;

¢(2) Regulatory Action (Reasonable Rate Increase(s) from the
PUB):

¢ (3) Does Not Represent Financial Distress (State of Danger) as
Asserted by Centra; and

e(4) Can Be Dealt With in an Orderly Manner through Both

Management Action and Regulatory Action 3



as a Cost Driver in the ICAM - that Over Allocates Common Costs to
Centra in the Order of $6 million per Year

e Part 3 = Self-Inflicted Balance Sheet & Cash Flow Issues: Centra’s
Two Cost Issues Exacerbate the Flat Revenue Issue — but Do Not
Constitute Financial Distress

e Part 4 = Recommended Balanced Indicative Rate Path of 8.7%:
4.5% for 2025, 2.0% for 2026 and 2.0% for 2027 Test Years - Based
on Proposed Rate Setting Adjustments that Flow From the
Evaluation 4




Failure to Prudently Control
Organizational Support Costs that Have
Increased by $17 Million or 110%
Between 2020 and 2025



Expense Increases 2027 Forecast vs. 2020 Approved

Other 0&M $13 M, 30%

& Amortization
$13 M, 30%

er
M, -2%

Contributions to Proposed 12.2% Rate Increases 2025-2027

Other O&A, 3.6%

Amortization,
3.6%

Other, -0

*Organizational Support Cost Increases of $18 Million Between 2020 and 2027 — Represent
42% of the $43 Million Increase in Non-Gas Expenses Between 2020 Approved and 2027

Forecast.

*Organizational Support Cost Increases Represent 5.1% of the 12.2% Proposed Indicative Rate

Path Between 2025 and 2027 (42% of 12.2% = 5.1%)

*The Main Focus on the Revenue Requirement Analysis is the Prudence of the Organizational

Support Cost Increase



Controllable O&A Increases:
Volume Increase in Activity Charges:
Customer Service & Operations

Organizational Support
Departmental & Integrated Support
Not Explained by Centra
Sub-total Controllable Increases

Non-Controllable O&A Increases:

Rate Increase in Activity Charges
Accounting Change - Cloud Based IT
Increased Costs Re: Inspection Services
Higher Meter Reading Costs

Rise in General Liability Premiums
Investigations at Surtherland Avenue
Sub-total Non-Controllable Increases

Total O&A Increases - 2020 to 2025

Increases
2020
to 2025

3.4
3.3
6.0
7.0
19.7

4.8
1.1
1.2
0.3
0.5
0.5
8.4

28.1

% of
Total

12%
12%
21%
25%
70%

17%
4%
4%
1%
2%
2%

30%

100%

e Activity Charge Rate Increases
are Proxy for General Wage &
Merit Increases ~ 11.8% or 2.3%
per Year Between 2020 and 2025

e Other Non-Controllable O&A
Increases ldentified by Centra
total $3.6 Million Between 2020

and 2025

e Total Non-Controllable

O&A

Increases Identified by Centra are
$8.4 million or 30% of $28.1

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

5-Yrincrease 110% Even Annual Inc/Yr _
16.0%

100%
14.0%

S 12.0%
10.0%
60% 8.2%
48% e 6.7%
38%
40% 6.0% 4.9%
27% 4.1%
22% 4.0% —————————————— -— @ e - MB Cpl
e ME CPI 18% 3.4%
2.0%
0% 0.0%
Cust Service & Corp 0&m Cust Service & Corp Organizational Total 0&A Cust Service & Corp 0&M Cust Service & Corp Organizational Total O&A
Relations Relations + 0&M Support Relations Relations + 0&M Support

*Organizational Support Cost Increases of 110% Between 2020 and 2025 are 6.1
Times the Cumulative Rate of Inflation of 18% (Compared to Customer Service
and Operations O&A that Increased 27%)

*Even Annual Organizational Support Cost Increases of 16.0%/Year Between 2020
and 2025 are 4.7 Times the Annual Rate of Inflation of 3.4%/Year (Compared to
Customer Service & Operations O&A that increased 4.9%/Year) 8
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*Organizational Support Cost Increases Have Decreased Post-Acquisition Retained
Earnings by $81 Million Between 2020 and 2027 (S8 Million - $89 Million)

* The Implications are that the Entire $78 Million of Additional Revenue from the
Proposed 12.2% Rate Path for 2025 to 2027 is Required to Offset this Decrease

*Organizational Support Cost Increases Have Decreased the Equity Ratio by 9%
Between 2020 and 2027 (14% - 23%)
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 Organization Support Cost Increases Consistent with Customer Service &
Operations Increases ~ 5% per Year or 33% from 2020 to 2025 — Would be More
Reasonable (Costs in 2027 of $20.6 Million vs. $33.9 Million Proposed)

* With a 33% Increase — Post Acquisition Retained Earnings Would be $67 Million
- or $59 Million Higher (567 Million - $8 Million)

*With a 33% Increase — Equity Ratio Would be 20% - or 6% Higher (20% - 14%) 19



Strategic and Operational Initiatives and Not Cost Pressures Beyond Centra’s Control

e Centra’s Assertion (Centra Rebuttal Pg. 15) that its FTEs are Down 13% Since 2017 is an
Apples to Oranges Comparison — Normalized 2017 FTEs after adjusting FTEs on Major
Capital Projects are 5,663 (6,411 — 748) — while 2026 Normalized FTEs are 5,706 — an
Increase of 43 FTEs

e From a Regulatory Policy Perspective — the 110% Increase in Organizational Support
Costs and Associated Detrimental Impacts on Centra’s Financial Position — are Not
Prudent for Rate-Setting Purposes

e The Previously Understood 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
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Predominant Use of Activity Charges as a
Cost Driver in the ICAM -

Over Allocates Common Costs to Centra
in the Order of S6 Million per Year

12



Independent Review of the ICAM

e The PUB ICAM Review Directive was Varied to Occur Pending the Implementation
of IFRS by Centra (2015/16 Fiscal Year)

e The PUB Found in Order 152/19 that the ICAM Review Continues to be Required
Due to the Passage of Time Since the Last Review and the Implementation of IFRS
that Had Never Been the Subject of a Review

e The Expectation at the Time of the Centra 2020 GRA was that a Review of the
ICAM Could Occur in a Centra 2021 GRA
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e Typical Utility Industry Practice is to Use the 3-factor Allocation to Allocate the Majority of
Common Costs, with Sparing Use of Functional Allocators (1 Metric) Only Where
Appropriate

e Typical Utility Industry Practice is to Use FTEs as the Metric for Labour in the Massachusetts
Formula

e Centra’s Practise is Predominant Use Activity Charges to Allocate the Majority of Common
Cost Types — With a Limited Use of a 2-Factor Allocation (Assets and Activity Charges)

e Centra’s Practice is to Use Activity Charges as the Metric for Labour

e These Differences and Inconsistencies Were Critically Evaluated in this Proceeding
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e (2) Functional Allocation: Use a Functional Allocator on the Basis of Variability of a Common Cost
Type where this Method is Clearly Appropriate and the Functional Allocator in a Good
Representation of the Causal Factors that drive the Overall Level of Costs (i.e., Using Relative
Proportion of Customers to Allocate Billing Costs). Recognized in Utility Industry that the Vast
Majority of Common Costs Do Not have a Direct Correlation with any Particular Functional Cost
Causation Driver; and

¢ (3) Multi-Factor/Composite Allocation: Use a Composite Allocator (i.e., Equal Weighting to Assets,
Revenues and Labour) for All Other Instances that Takes Into Account the Size, Scope and
Complexity of the Operating Utilities. A Composite Allocator is a Good General Indicator of the
degree to which Different Operating Utilities are Likely to Benefit from the Common Costs —
Recognizing that Inherently there is No functional Allocator that is a Good Indicator of Cost
Causality for Common Costs

15



Balance & Mitigating Risk: MF Allocations are Balanced, Recognize the Diversity of Operating Utilities and Avoid
Skewing Toward/Risks of Heavy Reliance on One Organizational Metric for Common Cost Allocations

Objective Results: MF Allocations are Based on Objective, Financial Results, Not Subject to Bias or Manipulation

Simple, Straightforward & Cost Effective: MF Allocations are Easy to Calculate, Understand and Apply in
Practice

Stability Over Time: MF Allocations are Stable Over Time as there Is Less Weighting to One Metric than In a 2-
Factor or 1-Factor Allocation (Functional Allocator)

Flexible & Adaptable: MF Allocations Provide Flexibility in Adapting to Changes in Organizational Structure and
Reduce the Need for One-time Manual Intervention

Transparent & Supportable: MF Allocations are Visible and Transparent

Regulatory Precedence & General Acceptance: MF Allocations are a Common and Widely Used Practice Across
Regulated Utilities in North America, with Many Regulators Favoring Multi-Factor Allocations of Common Costs

16



Controllable Operating Costs; FHI = Composite Allocator (3-Factor) = 1/3 Average NBV Tangible Capital
Assets plus Inventories, 1/3 Gross Margin (Net of Cost of Gas), 1/3 Payroll

Creative Energy (BCUC): Composite Allocator (3-Factor) = 1/3 Capital Assets, 1/3 Operating Revenues,
1/3 Salaries

ATCO (AUC): General Common Allocator (3-Factor) = 1/3 Total Assets, 1/3 Net Revenue, 1/3 Total Labour
ENMAX (AUC): Universal Allocator (3-Factor) = 1/3 Total Assets, 1/3 Gross Margin, 1/3 Headcount
EPCOR (AUC): Composite Allocator (3-Factor) = 1/3 Assets, 1/3 Revenues, 1/3 Headcount

APEX (AUC): Composite Allocator (3-Factor) = 1/3 Total Assets, 1/3 Normalized EBITDA, 1/3 Payroll

Liberty Utilities (NBEUB): Composite Allocator (3-Factor) = 1/3 Net Plant, 1/3 Revenue, 1/3 O&M
17



Cost Driver: Forecast By Method

Corporate Activity Charges 126.2 AT
Management Estimates 54.9 2124
NMumber of Customers 27.8 1024
Hybrid: Corporate Assets & Activity Charges 60.1 229
Total Common OBA Costs Allocated 269.0 10096

e ICAM Allocates 47% of Common O&A Costs to Centra by Activity Charges, 21% by Management Estimates and
10% by Number of Customers — for Total Common Costs Allocated by Functional Allocators of 78%

e Centra Clarified (Centra Rebuttal pg. 22) that 88% of Management Estimates are Made on the Basis of Activity
Charges ~ 18% (21% * 88%) of these Common O&A Costs Allocated Using Activity Charges - for a Total of 65%
(47% + 18%) of Common O&A Costs Allocated by Activity Charges

e Common O&A Costs Allocated by the Centra Hybrid Driver (2-Factor Composite of 50% Weight to Assets &
50% Weight to Activity Charges) is Only 22% of Common O&A Costs

e Activity Charges are Also Used to Allocate 100% of Common Asset Costs (558.8 Million in 2025) 18



entra li- d

¢ Resulting 3-Factor Composite Allocator = 6% (3% + 5% + 9% = 17% / 3 = 5.7%, Rounded to 6%)
e Centra also Noted that 2-Factor Hybrid Allocation = 6% (3% + 9% = 12% /2 = 6%)

e Deloitte Comments on 3-Factor Allocation Including Revenues: (i) Centra’s Hybrid Allocator
Differs from the Massachusetts Formula Used in Other Jurisdictions as It is a 2-Factor Allocator vs.
3-Factor Allocator that is Typical (ii) Export Revenue Should be Included in the Calculation to
Capture the Full Extent of the Revenue that is Being Derived by the Costs Incurred (PUB/DEL [-15
(e) (g)) and (iii) Concerned About Stability of Inclusion of Revenues in the Composite Allocator
Given Fluctuations in Gas Prices and Variability in MH Revenues (PUB/DEL I-16)

e To Address Deloitte’s Concerns = (i) Exclude Cost of Gas from Composite Allocator Consistent
with FortisBC (ii) Normalize Calculations for Water Flows (D. Rainkie Evidence, Pg. 58) 19



Activity Charged Driver of 9% (PUB/DEL I-17 b)

e Calculation of Potential Over Allocation to Centra Using 9% Activity Charges vs. 5% Proxy FTE
and More Limited Use of Hybrid Driver = $35 Million Cumulative Between 2021 and 2024
and $10 Million in 2025 and Forward (D. Rainkie Evidence, Pg. 59, March 26)

e Centra Revised Calculation of Proxy FTE Driver to Between 9% to 11% for 2021 to 2025
(Centra Rebuttal Pg. 24, May 2nd) (No Discovery to Test these Calculations)

e Centra Revised Calculation of Proxy FTE Driver to Between 10% to 11% for 2021 to 2025 for
an Error (Centra Undertaking #17, June 6th) (No Discovery to Test these Calculations)

e Calculation of Potential Over Allocation to Centra Re: More Limited Use of Hybrid Driver
(6%) = $21 Million Cumulative Between 2021 and 2024 and $6 Million in 2025 and Forward
(Centra Rebuttal, Figure 9, Pg. 29) 20



Assets — As Occurred in the Last Major Capital Projects Cycle

e Use of a 3-Factor Composite Allocator is More Stable and Flexible to Deal with Business Changes than
Current Predominant Reliance on Activity Charges and Minimal Use of a 2-Factor Hybrid

e Use of a 3-Factor Composite Allocator in these Circumstances is Fair, Balanced, Simple and Preferable to
One-Off Manual/Judgemental Intervention by Manitoba Hydro/Centra as In Past 5 Years

e 3-Factor Composite Allocator Using FTE Proxy = 1/3 Weight to Assets (3%), 1/3 Weight to Net Revenues
(5%), 1/3 Weight to FTE (11%) is 6% (3% + 5% + 11% = 19% / 3 = 6.3%, Rounded to 6%)

e 3-Factor Composite Allocator Using Activity Charges = 1/3 Weight to Assets (3%), 1/3 Weight to Net
Revenues (5%), 1/3 Weight to Activity Charges (9%) is 6% (3% + 5% + 9% = 17% / 3 = 5.7%, Rounded to
6%)

e Use of Industry Standard 3-Factor Composite Allocator is Indifferent to Use of FTE Proxy Vs. Activity
Charges Based on Centra Revised Information 21



e There Has Been No Coherent or Reasonable Explanation and Quantification of the Reasons for
this Significant Increase in Administrative Support Costs — Just a Generic and Qualitative
Statement Repeated in a Number of CAC and PUB Information Request Responses

e Some of These Information Request Responses Appear to Point to the Corporate Reorganization
When Dedicated Gas Departments Went from Reporting to a Single Business Unit to a Few
Business Units as the Reason for the Increase - and Some Appear to Suggest that These Are Just
Residual Costs Left Over that Are Not Allocated in Time Carding Processes

e This Issue Was Left Open in the CAC Pre-Filed Evidence and Associated Rate Path
Recommendations Pending Additional Information that May Become Available in the Oral
Hearing (D. Rainkie Evidence, pg. 86 and 87)

e No Additional Information to Support this Increase Was Provided During the Oral Hearing
22



Common Asset Costs (558.8 Million for 2025) - That Are Now Allocated Using Activity Charges & the 2-Factor
Hybrid Allocator (Total of $245.1 Million for 2025);

(3) On-Balance there is a Preference for Use of Proxy FTEs in the 3-Factor Composite Allocator if the PUB is
Confident in the Centra Calculations of Proxy FTEs - However the Outcome of a 3-Factor Allocator for Rate-
Setting Purposes is 6% Regardless of Use of Proxy FTEs or Activity Charges;

(4) Reduce the Allocation of Common costs to Centra in 2025 to 2027 Test Years by $5.6 Million = (5245.1
Million * 6% = $14.7 Million - $20.3 Million Per Centra Proposal) (Consistent with Centra Rebuttal, Figure 9, Pg.
29);

(5) Make a Rate-Setting Adjustment to Remove the $4.7 Million Increase In Administrative Support Costs that
Are Unsupported in the 2025 to 2027 Test Years; and

(6) Credit Ratepayers With the $20.6 Million Over-Allocation of Common Costs Between 2021 and 2024
(Consistent with Centra Rebuttal, Figure 9, Pg. 29) — Given that the Review of the ICAM Was Expected to Occur
at a 2021 Centra GRA 23



Centra’s Two Cost Issues -

Exacerbate the Flat Revenue Issue — But
Do Not Constitute Financial Distress

24



Regulatory Action Until 2025 - Based on a Financial & Regulatory Alignment Between
MH and Centra — Resulting in a Single Revenue Requirement and Retained Earnings
Balance

e Centra’s Rate Path Approach in the 2025 GRA is to Smooth In Rate Increases Over a
Three-Year Period Between 2025 and 2027 in Order to Produce a Positive Net Income
by 2027

e Centra Has Been Hesitant to Request Rate Increases for the 2026 and 2027 Test Years

e Collectively — Centra’s Inaction and Position in the Above Noted Circumstances -
Suggest that It Views Its Financial Position/Outlook as a Manageable Situation that
Can Be Addressed in an Orderly Manner 25



Centra's Total Equity - Composition 2020-2025 Comparison - Manitoba Hydro & Centra Equity Ratios
25%
$200
$39 $39 cas 20% Centra 2024
21%
$150 $39
155 Centra 2025
° 17%
$39 Centra 2026 Centra 2027
$100 $39 MH 2024, 15% e 15%
$89 $87 $79 $61 $27 sa 10%
$50 5%
$82 $82 $82 $82 $82 $82
$ 0%
2020 2021 2022 2023 2024 2025 2024 2025 2026 2027
Pre-Acquisition Post Acquisition Contributed Capital

* There are $82 Million of Pre-Acquisition Retained Earnings Contained in Centra’s Share Capital — As Such
a Zero or Negative Post-Acquisition Retained Earnings Would Not be a “Bright-Line Test” of Financial
Distress. These Pre-Acquisition Retained Earnings Don’t Change (Centra Rebuttal Pg. 5) — But Still Exist
Nonetheless — and Its Not that Retained Earnings are Unimportant (Centra Rebuttal Pgs. 5 and 6)

* Centra Has an Equity Ratio that Is Comparable to Manitoba Hydro — Which Does Not Support Centra’s
Assertion of Credit Rating Agency Concerns

*Centra’s Alternative Equity Ratio Calculation Which Excludes $121 Million of Share Capital (Centra Rebuttal
Pg. 8) Has Been Rejected by the PUB Since 2005 (Order 135/05, Pgs. 81 and 82) 26



Centra Net Debt vs. Manitoba Hydro
Net Debt - 2024

Centra Net Debt - 2.6%,
$0.623B

Centra’s Net Debt Represents Less than 3% of Manitoba Hydro’s Net Debt

The Province of Manitoba Total Net Debt in 2024 Is $59.8 Billion (MH 2026 to 2028 GRA, MFR 20 Pg.2)

Manitoba Hydro’s/Centra’s Credit Rating is a Flow-Through of the Province of Manitoba

A $126 Million Increase in Centra’s Net Debt Between 2025 and 2027 Would Represent 0.2% of the
Province of Manitoba Net Debt — and there is Little Mention of Centra in Credit Rating Agency
Presentations or Reports

27



Add: Depreciation & Amortization

Add: Finace Expense

Less: Interest Paid

CFO before Net Movement & Working Capital
Net Movement in Regulatory Deferral

CFO Before Working Capital Changes

Total Working Capital Changes

Cash Flow from Operations (A)

Pre-2022 Cash Flow Presentation:

Net Income (Loss)

Add: Depreciation & Amortization

Add: Finace Expense

Less: Interest Paid

CFO before Net Movement & Working Capital
Net Movement Impacts on Depr. & Finance
CFO Before Working Capital Changes

Total Working Capital Changes

Cash Flow from Operations (B)

Cash Flow From Operations - Difference A-B

2020
Actual

27
2

(34)
17
20
37

(12)

2021
Actual

(3)
27
pil
(34)
1
5
16
(8)
8

(10

2022
Actual

(7
29
23
(35)
10
3
13
1
]

(13)

2023
Actual

(18)
31
27

(39)

1
7
8
(39)
(31)

(19)

2024
Actual

(34)
32
29

(34)
(7)
12

5
74
79

(23)

2025
Forecast

(20)
3
30

(34)

9
10
19

2
2n

(15)

2026
Forecast

(7)
34
31
(36)
2
10
32
(11)
2n

(12)

2027
Forecast

4

(25)

2028
Forecast

4
36
35

(39)
36
13
49

3
52

(28)

e The Return to a Positive Net

Income in 2027 and the Prior
Rate-Setting Presentation of

Cash Flow will

Significantly

Increase Cash Flows to $49

Million

e Cash Flow Forecast for 2027 on

this Basis is $49 Million =
Capital Coverage of (i) 0.99 of
BOC & (ii) 2.22 ($49/522) of

Sustaining Capex
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e Centra’s Rate Path Approach Between 2025 and 2027 and Its Inaction/Actions

e Centra’s Total Equity Position (Including $82 million of Pre-Acquisition Retained Earnings)
and Centra’s Comparable Equity Ratio with Manitoba Hydro

e Rebound in Cash Flows by 2027 Once a Return to Profit is Achieved and Appropriate Stated
for Analytical Purposes Consistent with Rate-Setting

e The Centra Current Financial Position/Outlook Warrants Management Action (Cost Control,
Revisions to Common Cost Allocation and Strategic Thinking by Centra) — Combined With —
Regulatory Action (reasonable rate increase(s) from the PUB)

e A More Appropriate Balancing Between Management Action and Regulatory Action is
Required — Than the Unprecedented 12.2% Centra Rate Path

29



4.5% for 2025, 2.0% for 2026 and 2.0%
for 2027 -

Based on Proposed Rate Setting
Adjustments
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® (2) Reduce the Test Year Revenue Requirements by $5 Million Related to the Unsupported
Increases in Administrative Support Costs;

e (3) Credit Ratepayers (Establish a Regulated Liability) with $21 Million of Over Allocated Common
Costs Between 2021 and 2024 (the Review of the ICAM Was Anticipated to Occur in 2021). There
is Precedent for this Treatment in Order 152/19 (Pg. 33) Related to $15.3 Million of Meter
Exchange Costs; and

e (4) Amortize the $21 Million Regulated Liability Over 3-Years (2025 to 2027) to Limited any
Intergenerational Inequity — Reducing the Test Years Revenue Requirements by $7 Million

e Total Rate Setting Adjustments Over 3 Test Years of $54 Million ($18 million * 3) are Consistent
with Top-Down Assessment that Allowance of 33% Increase in Organizational Support Costs
Would Result in Additional $56 Million of Post-Acquisition Retained Earnings for Centra (See Slide
#10)

31



)

e (2) The 2026 and 2027 Rate Path are Included Only in the Event that the PUB
Considers that Further Rate Increase(s) are In the Public Interest;

¢ (3) The 4.5% General Rate Increased Approved on An Interim Basis in Order 125/24
Be Confirmed as Final — the $4 Million Differential (Balanced Rate Path of 2.8% on
An Even-Annual Basis Versus 4.5% Interim Rate Increase for 2025) — Is Most
Effectively Factored Into Setting Rates for Future Test Years on a Prospective Basis;
and

e (4) It is Premature for the PUB to Set (i) an Indicative Rate Path or (ii) a Target for a
Minimum Level of Post-Acquisition Retained Earnings — Past 2027 — Until Plans to
Implement the Manitoba Affordable Energy Plan Have Been Developed by Centra
and Reviewed by the PUB 39




orecast orecast orecast

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

(23)
(11)
11
11

7

(5)

27
(23)

27

22

(2)
(27)
19
11
7
8

(2)

22

30

5

(40)

29
11

7
12

N N

30
12
42

e The Balanced Rate Path
Adjusts for the Differences in
Additional Revenue Between
the Recommended Indicative
Rate Increases

e The Balanced Rate Path
Adjusts for the Recommended
Rate Setting Adjustments
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Cumulative Rate Increases - Balanced Rate Path vs. Net Income - Balanced Rate Path vs.

CGM24 Rate Path CGM24 Rate Path
14.0%

12.0%
alanced Rate Path $12

o5 $5
8.7% "
5- palt
A Rate
" 56 ) cGM2

)
)
2.0% + $(15)
)
)
)

10.0%

8.0%

6.0%

2.0% $(25

0.0% 2025 2026 2027
2025 2026 2027

* The Cumulative Rate Increase Between 2025 and 2027 in the Balanced Rate
Path is 8.7% - as Compared to 12.2% for the Centra Rate Path

* The Balanced Rate Path forecasts a Net Loss of $5 million in 2025, a Net Income
of $8 million in 2026 and a Net Income of $12 Million in 2027

* The Centra Rate Path Forecasts a Net Loss of $23 in 2025, a Net Loss of $2
Million in 2026 and a Net Income of S5 Million in 2027 34



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

Smillions
$50
$45

$42

$40 Balanced Rate Path

$35
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$25
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$15

$10 >8
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: CGM24 Rate Path

2025 2026 2027

20%
19%
18%
17%
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15%
14%
13%
12%

Equity Ratio
Balanced Rate Path vs. CGM24 Rate Path

Balanced Rate Path
18%
%
CGM24 Rate Path - 159%

2025 2026 2027

*The Balanced Rate Path Forecasts Post-Acquisition Retained Earnings of $22
Million in 2025, $30 million in 2026 and $42 Million in 2027 (Compared to $4
Million, $3 Million and $8 Million in the Centra Rate Path)

* The Balanced Rate Path Forecasts an Equity Ratio of 20% in 2025, 19% in 2026
and 18% in 2027 (Compared to 17%, 15% and 15% in the Centra Rate Path)
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Issue is More Appropriately Canvassed at the Upcoming Electric GRA
in 2025 (With any Resulting PUB Decision Subsequently Applied to

Centra)

e (2) The PUB Direct that the Planned Independent Review of the Debt
Management Strategy/Interest Risk Policy & Guidelines Assess the
Interaction of the Various Policy Limits of Variable Rate Debt and

Which of These Limits Should Guide the Level of Variable Rate Debt
36



Cost Allocation and Strategic Thinking by Centra) — Combined
With;

¢(2) Regulatory Action (Reasonable Rate Increase(s) from the
PUB):

¢ (3) Does Not Represent Financial Distress (State of Danger) as
Asserted by Centra; and

e(4) Can Be Dealt With in an Orderly Manner by Both

Management Action and Regulatory Action .
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