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CAC Undertaking #32 

To point to Board Order 109/22 and the Board’s direction regarding Zone of Reasonableness 

Response: 

The pertinent passages are as follows: 

1. Board Order 109/22 p.4 para. 1.2

The Board took the approach that cost causation is paramount in establishing a cost of

service methodology.  A cost of service methodology must focus on the actual factors that

cause costs to be incurred.  This means factors that are not cost-causal should not

influence a cost of service study.  A cost of service methodology should also not prejudge

the outcome by incorporating ratemaking principles such as fairness and equity.  Those

factors are to be left to a general rate application.

[emphasis added]

2. Board Order 109/22 pgs. 28-29

…Rather, the utility is removing non-cost causal factors from its cost of service

methodology…

3. Board Order 109/22 page 33 para.2

The Board’s approach in this order in consistent with the approach outline in Order

164/16.  A cost of service study is just one factor the Board may consider in a rate

hearing.  It is informative, but it is not but it is not determinative.  Equity and fairness

considerations, as well as the public interest, are important considerations in a rate

hearing and the Board also takes them into account in setting just and reasonable rates.

[emphasis added]

4. Board Order 109/22 p.42 paras 2 and 3 –

…According to Centra, the peak day methodology directly reflects cost causation, while

the peak and average methodology includes non-cost-causal factors...
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In Centra’s view, removing non-cost-causal considerations from the cost of service 

methodology review is consistent with the Board’s approach to Manitoba Hydro’s cost 

of service methodology review in 2016. 

[emphasis added] 

5.  Board Order 109/22 p.48 para.2 

…In the Board’s view, cost of service and ratemaking should be sequential steps and not 

concurrent ones.  It is for that reason the Board excluded matters of rate design from the 

scope of this hearing.  Any issues of fairness or equity that the peak and average 

methodology may attempt to address can and should be addressed at the next general 

rate application. 

[emphasis added]  

6.  Board Order 109/22 p.61 para 5 

…Factors unrelated to cost causation, including equity issues that must be considered in 

determining whether rates are just and reasonable, should be left to a general rate 

application. 

7. Board Order 109/22 p.70 para 5 

As stated above, cost causation is not the only consideration in setting just and reasonable 

rates.  Concern about the Interruptible class not being allocated pipeline costs despite 

being served on most non-peak days is an equity and fairness consideration to be 

considered in setting rates., not in determining the appropriate cost of service 

methodology. 

See also: 

8. Board Order 36/22 p.14 para 2 

…As a result, the Board expects Centra to address rate design matters, including the 

issue of a Zone of Reasonableness and other possible rate impact mitigation measures, 

stemming from the Board’s decisions in this proceeding, to be addressed at Centra’s next 

General Rate Application… 

[emphasis added] 

While there was no explicit direction from the Board for Centra to file a ZOR (only the PUB can 

know what it intended) from the context of the proceeding and the representation of the parties, 

the inarticulate major premise, as CAC interpreted it, was that a ZOR would be filed by Centra 

and reviewed at the GRA.  At issue was not whether a ZOR was appropriate, considering the 

following: 
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(1) Based on the above quotes a 2 pronged approach was to be initiated: 

a. Move to COS methodologies that are more purely cost causal by stripping out non-

cost causal factors out of COS methodology and 

b. Address matters of non-cost causal factors and fairness and equity, along with other 

ratemaking objectives in rate design. 

At the COSMR, Centra had agreed with Atrium’s recommendation to implement a ZOR for the 

following reasons: 

“Centra’s Position and Rationale: As a ZOR recognizes the range of judgment that applies 

when conducting Cost of Service studies and would facilitate considerations of fairness 

and equity as well as rate stability and gradualism at the rate design stage, Centra is 

supportive of the recommendations put forward by Artium to establish a ZOR and 

intends to bring forward its recommendation as part of its next GRA.” 

[emphasis added] 

(COSMR p.36 of 40; Board Book of Documents Vol. 3 p.86) 

“5.0 Centra’s proposed Cost of Service Methodology 

The proposed recommendations by Atrium reflect their view that Cost of Service Studies 

should stand on their own objective merits and reflect only considerations of cost 

causation.  This is consistent with the approach used for Manitoba Hydro’s electric Cost 

of Service Study, which then considers fairness and equity at the rate design stage.  

Centra supports using the same approach for its gas operations which allows for a more 

transparent assessment of such considerations than is possible when non cost-causal 

factors are embedded within the methodology.” 

[emphasis added]  

(COSMR p.37 of 40) 

It is submitted it was on this basis that the PUB approved Centra’s COS methodology.  It is 

impossible to address non-cost causal and fairness and equity considerations or other ratemaking 

objectives in this two-pronged approach through setting class RCCs at unity as Centra proposed.  

Setting class RCCs at unity conflicts with Centra’s stated intent of establishing a COS and Rate 

Design framework consistent with Manitoba Hydro electric utility which employs a ZOR of 95%-

105% and set RCCs within the ZOR and not at unity. 

As such, CAC submits, the only reasonable interpretation of Order 109/22 is that the PUB 

approved Centra’s two-pronged rate-setting approach to establish a ZOR and placement of 

classes in the ZOR, like Manitoba Hydro and consistent with Order 164/16.  There is no other way 

to consider factors other than cost causation by setting all classes RCC at unity. A ZOR is how the 

basket of non-cost causal factors is considered. 
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CAC confirmed that it agreed with a ZOR and the lack of doing so should not be interpreted as 

being disingenuous (Centra Ex. 30 p. 58).  It too interpreted that it was being directed by the PUB 

to implement a ZOR in this GRA because the intent of the COS methodological changes was to be 

the same as Manitoba Hydro.  Centra subsequently chose not to do so based on the reasons it 

has placed on the record in this GRA. 


