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1. BACKGROUND & OVERVIEW

Centra Gas Manitoba Inc. (“Centra”) filed its Fiscal 2025 General Rate Application (“GRA”)
or (“Application”) on October 7, 2024, seeking interim approval of rate adjustments
effective November 1, 2024. In Order 125/24, the Public Utilities Board (“PUB” or “the
Board”) approved an interim 4.5% general revenue increase for Centra effective
November 1, 2024.

Centra’s Application seeks the following with respect to rate adjustments:

e Final approval of a 4.5% general revenue increase, sufficient to generate additional
revenue of approximately $11 million in 2024/25;

e Approval of adjustments to rates to reflect changes in forecast non-commodity
related gas costs; and,

e Final approval of rate riders to dispose of the balances in the Prior Period Gas Cost
Deferrals Account and the Purchased Gas Variance Accounts from November 1, 2019
to October 31, 2023.

Centra is seeking additional approvals as set out in Tab 1 of the Application, including
endorsement of revised approaches to updating the cost of gas in storage and the natural
gas volume forecast used in quarterly Gas Commodity rate applications and final approval
of interim orders outlined in Appendix 11.3 (Updated),! as well as approvals related to
depreciation rates and the establishment and amortization of regulatory deferral account
balances as outlined in the Application and in further correspondence noted below.

Subsequent to its initial filing, Centra responded to two rounds of information requests

and made the following submissions:

e March 10, 2025: Centra updated the Application to request approvals related to the
2024 Depreciation Study, including approval of depreciation rates, approval to
commence amortization of the regulatory deferral established for the 2024
Depreciation Study, and approval of the amortization period on the loss on retirement
or disposal of assets.

e March 21, 2025: Centra filed amended responses to certain Information Requests

providing updated financial forecast scenarios reflecting the announcement by the

! Undertaking #23 filed June 16, 2025.

Page 4 of 76



O 00 N o un Ao W N B

L S e S
B A W N B O

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

Centra Gas Manitoba Inc. Written Final Argument
Fiscal 2025 General Rate Application June 18, 2025

Province of Manitoba that it would eliminate capital taxes for Manitoba Hydro
effective April 1, 2025, and gradually reduce the Provincial Guarantee Fee effective
April 1%t of 2025, 2026 and 2027, to help facilitate capital investment while keeping
rates low.

May 2, 2025: Centra filed Rebuttal Evidence with respect to the written evidence filed

on behalf of the Consumers Association of Canada (“CAC”) and the Industrial Gas

Users Group (“IGU”). Centra also filed a Prehearing Update, reflecting the following:

o An estimate of gas costs for the 2024/25 gas year, which has replaced 2023/24 as
Centra’s forecast year for gas costs.

o The 2024 Natural Gas Volume Forecast, which has been incorporated into the
demand, energy and customer allocators used in the 2024/25 Cost of Service
study in the update.

o The 2024 Depreciation Study, which was completed subsequent to the initial
Application, and was incorporated into the update.

June 16, 2025: Centra filed the response to Undertaking 23 providing an update to

Appendix 11.3, which includes a request to finalize the interim increase effective

November 1, 2024 and Gas Commodity Orders covering the 2023/24 gas year. Centra

amended its Application to request final approval of 2023/24 gas year gas costs of

$146.6 million and provided related schedules.

The timing of Centra’s GRA filing in October 2024 was influenced by a number of factors

both within and outside the control of Centra. The need to complete other regulatory

processes, the COVID-19 pandemic, and leadership changes to the executive and

Manitoba Hydro-Electric Board all contributed to and impacted the timing of the filing.

A timeline of events from the 2019/20 GRA to the filing of the Fiscal 2025 GRA was

included in Centra’s Application at Tab 3, discussed thoroughly by Centra’s witnesses

during the oral portion of the proceeding?, and is outlined below:

2019: The PUB directed that a cost-of-service methodology review be completed prior
to the next GRA. The process was started but was not completed until 2022 due to
delays, including the pandemic.

2020-2021: The COVID-19 pandemic shifted priorities toward essential services,

pausing progress on regulatory work.

2 Transcript May 12, 2025, pages 250 — 253.
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e 2021-2023: Manitoba Hydro focused on electric regulatory processes related to
managing drought impacts. A combined GRA for electric and gas in 2022 was
proposed but declined by the PUB in favour of separate processes. The electric GRA
was filed in November 2022 and the proceeding concluded in late June 2023.

e December 2023: Following the provincial election, a new Manitoba Hydro-Electric
Board was appointed and a search for a new CEO was commenced shortly in the new
year.

e June 2024: Centra delayed the planned GRA filing to give the incoming CEO time to
engage with the MHEB on key matters, and to consider the anticipated release of the
provincial energy plan and its impact on the Corporation’s financial regulatory
outlook.

e September/October 2024: Following the release of the Affordable Energy Plan,
Manitoba Hydro proposed an integrated regulatory approach for both electric and gas
to better address the energy transition. Following PUB direction to proceed with a

gas-only process, the GRA was filed on October 7, 2024.

2. THE IMPORTANCE OF NATURAL GAS IN MANITOBA

Manitobans rely on natural gas service as an affordable source of energy. This is not

anticipated to change in a material way in the near term.

Centra serves nearly 300,000 customers through the natural gas system consisting of
11,100 kilometers of main and 7,600 kilometers of natural gas service lines.

Centra’s natural gas system plays a vital role in meeting Manitoba’s energy needs
delivering 1.5 times the capacity of the electric system on the coldest days of the year and
40% of the energy in a typical year. This is accomplished with natural gas assets of
approximately $1 billion compared to the electric system assets of approximately $30

billion.
The current and near-term criticality of natural gas warrants the need to return Centra to

a stronger financial position by earning positive net income and stopping the erosion of

retained earnings. With a return to positive net income, Centra can cover its costs and
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further contemplate longer-term considerations related to the future of Centra as a

natural gas utility.

Longer-term, the future of natural gas as an energy source in Manitoba has a direct impact
on the electricity sector and electric rates making it essential for Manitoba Hydro to take
an integrated approach to managing the energy transition. As discussed by Mr. Fogg
during the hearing, Manitoba Hydro is in a beneficial position to do so compared to other
provinces given the fully integrated nature of its electric and natural gas:

Conceptually, the organization is in a unique position to make long-term,
integrated decisions about the development of its electric and gas systems.
Looking 15 to 20 years ahead, particularly in the context of
decarbonization, there is an opportunity to coordinate these decisions in a
way that benefits both systems. For example, keeping customers on
natural gas longer can help manage peak electricity demand, reducing the
need for costly electric infrastructure expansion. If this transition is left
unmanaged, customers may shift from gas to electric en masse, potentially
increasing costs for both services. A managed approach could mitigate the
risk of stranded gas assets and defer the need for new resource
development. While a strategy of keeping customers on gas longer has not
been formalized as policy, it is being explored.?

In its review and vary application to the PUB filed on September 25, 2024, Manitoba Hydro
outlined some of its early considerations with respect to the financial and regulatory
integration of the electric and natural gas segments and will continue to investigate the
issue as integrated resource planning, construction of major facilities and government
policies evolve. As noted by Mr. Fogg (transcript page 292), there are also legislative
aspects related to integration, and any further decisions made by the utility in this regard

would be brought before the PUB for consideration.

3 Transcript May 15, 2025, pages 784 — 788.
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3. CENTRA’S RATE PATH IS A BALANCED AND NECESSARY APPROACH

In establishing the three-year rate path, Centra was guided by balancing the impact of rate
increases on customers and addressing the deterioration in Centra’s financial health, as
outlined in Tab 3 of the Application. In determining the requested rate increase, Centra
considered two key factors:

e Centra’s financial targets in establishing rates, and the pace at which it should return
to financial stability; and

e The potential impact of rate changes on customer affordability.

Centra considered how achievement of the financial targets established by the PUB, an
annual net income of $3 million and maintaining a debt-to-equity ratio of 70:30, could
impact the requested rate increase. However, as demonstrated during the 2019/20 GRA,
it is not feasible to meet both targets simultaneously and maintaining the $3 million net

income target could erode Centra’s equity position over time.

Returning to a breakeven or $3 million net income in the 2024/25 test year would have
required a rate increase of 12.8% and 14.1% respectively, which was deemed by Centra to
be inappropriate due to the impact on customer affordability. Instead, Centra opted for a
gradual, multi-year approach to restoring its financial health over a 3-year period. The
proposed general revenue increase for 2024/25 marks the beginning of this strategy,
which aims to responsibly balance the financial needs of the utility with the affordability

concerns of its customers.

Final approval of the 4.5% interim increase that was granted by the PUB in Order 125/24,
wherein the PUB noted concern with Centra’s financial health,* has been supported by
Mr. Rainkie and Mr. Bowman and is the first step in addressing the deterioration in Centra’s
financial health.

While Centra did not request approval of rate increases beyond the 2024/25 year as part
of this GRA, Centra’s position is that it would be prudent, reasonable and practical for the
PUB to award rates for 2025/26 and 2026/27 given the totality of the evidence on the

4 PUB Order No. 125/24, pages 36-39.
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record before it, consideration of the upcoming regulatory calendar of the PUB, and the

mechanisms available to the PUB to approve rates conditionally.

The PUB has previously utilized its ability to award conditional rate increases for future
test years in response to a Manitoba Hydro General Rate Application requesting rate
increases to be effective April 1°t of 2004 and 2005. In Order 101/04, the PUB recognized
the financial impact of the drought on Manitoba Hydro was significant and annual revenue
increases were needed to begin rebuilding retained earnings. Accordingly, a final rate
increase for 2004/05 was approved along with two conditional rate increases effective in
2005/06, subject to Manitoba Hydro filing revised financial information. The PUB noted
that conditional rate increases would allow a level of protection for ratepayers, reasonable
assurance to Manitoba Hydro that its revenue base will be strengthened if the need is
present, and recognizes uncertainties and risks associated with forecasting and weather

conditions, among other factors.®

Should the PUB determine rates for 2025/26 and 2026/27 are in the public interest, rates
could be approved on a conditional basis dependent on the provision of updated financial
information that would allow for adjustments or confirmation of rates, prior to

implementation, if required by the PUB.

As discussed by Mr. Fogg, the regulatory calendar has evolved since Centra filed its
Application, which has made advancing a full GRA to consider rates for 2025/26 and
2026/27 very challenging:

Now, we have just filed a one (1) year rate application, and since that point
in time, there have been many things that have evolved and developed
around us, including an integrated resource planning process that we will
likely be seeing sometime in the 2026 timeframe, an electric General Rate
Application filed on April 2025 that will be proceeding to this fall, and then
potentially after that IRP, further discussion around development plans in
any major new facilities that result out of that. Recognizing what that
regulatory calendar now looks like that we | would say did not have full

insight to at the time of the filing, it -- it's evident to us that there is a very

5 PUB Order No. 101/04, page 24.
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challenging regulatory calendar in front of all of us for basically the next

two (2) years.®

Notably, both Mr. Rainkie and Mr. Bowman are supportive of the PUB exercising its
statutory discretion to approve rate increases for 2025/26 and 2026/27 respectively, if the
Board believes doing so is in the public interest.

Mr. Bowman confirmed that he supports multi-year rate increases in this proceeding:

MR. SVEN HOMBACH: Are you comfortable with the Board potentially

awarding a multi-year rate increase?

MR. PATRICK BOWMAN: Yes.

MR. SVEN HOMBACH: Okay.

MR. PATRICK BOWMAN: | -- | would say I'm -- I'm more than comfortable
with it given the totality of evidence, that it's unlikely Hydro will be back for
year 2 if it is only granted one (1) year. It doesn't fit in its regulatory
calendar. And | don't think there is a credible rate path that's been filed

that shows you can get away with without a rate adjustment in year 2.”

Mr. Rainkie has asked the Board to consider an alternate rate path recommendation if the
Board is inclined to award further rate increases as part of this Application, which includes
finalization of the 4.5% interim increase, and 2% increases for 2025/26 and 2026/27.8

While Mr. Rainkie’s rate path differs from Centra and Mr. Bowman’s on the level of needed
rate increases, there is consensus that achieving positive net income for Centra over the
rate path is prudent, which requires additional annual rate increases to address Centra’s

concerning financial health.

6 Transcript May 12, 2025, page 144.
7 Transcript June 11, 2025, page 1648.
8 CAC-14, Oral Testimony of D. Rainkie, slides 30, 32. Transcript June 11, 2025, page 1763.
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Centra filed several long-term rate scenarios as part of the Application (Appendix 4.2) and
responses to IRs, including the response to PUB/Centra I-5 a) and PUB/Centra II-2 a-f),
which were both amended on March 21, 2025 to reflect the impact of the recent
government announcement related to the elimination of capital taxes and reduction in
the Provincial Debt Guarantee Fee. These scenarios demonstrate the financial need for
rate increases to address the deterioration of Centra’s financial health and differing levels

of rate increases to address this need.

As shown in Figure 1 below, without rate increases over the next two years, Centra is
projected to lose $13 million and $19 million in 2025/26 and 2026/27 respectively.
Finalization of the 4.5% interim increase, and further 4.5% increase November 1, 2025,
and 2.75% increase effective November 1, 2026, would allow Centra to return to positive
net income by March 31, 2027, as shown in Figure 2 below, and help mitigate against the

complete erosion of Centra’s retained earnings.

Figure 1: Net Income/(Loss) assuming 4.5% Interim Increase Finalized for 2024/25
and no further General Revenue Increases

Page 11 of 76
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Figure 2: Net Income/(Loss) assuming 4.5% Interim Increase Finalized for 2024/25,
4.5% increase in 2025/26, and 2.75% increase in 2026/27

4. FINANCIAL RESILIENCE

Retained earnings

Over the three-year period 2020/21 to 2022/23, Centra experienced consecutive losses
totaling $28 million, which decreased retained earnings from $89 million at March 31,
2020 to $61 million at March 31, 2023. With the projected loss of $34 million in 2023/24
and $23 million in 2024/25° even with approval of the interim increase, retained earnings
are expected to further drop to $4 million by March 31, 2025.

As part of this GRA, Centra has not put forward a position with respect to what it considers
to be the minimum level of retained earnings. Rather, and as discussed by Mr. Fogg at
transcript pages 260 to 261, the immediate focus for this GRA was to develop a plan that
would allow Centra to achieve positive net income and stop the erosion of retained

earnings. This was summarized by Mr. Fogg at pages 260 and 470 of the transcript:

MR. ALASTAIR FOGG: [...] May -- maybe it's important if | could just add
what -- again, what retained earnings are. Again, retained earnings are the
accumulation of net income or -- that's effectively reinvested in Centra. So,

from a signal perspective, what you would be seeing as you're eroding

9 Scenario #1 of PUB/Centra |-5a (Amended) filed March 21, 2025.
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those retained earnings, or potentially going negative, is consistent or

persistent losses of the Utility where it's not recovering its costs.

So, from a -- from a broader perspective, it's -- for this Hearing, it's — the
continued erosion of those retained earnings is the most concerning signal

to us, and -- and the need to address that.

Subsequently, over a longer period of time, you would consider then the
need to rebuild those retained earnings to -- to a sufficient level to -- to
consider and manage risks. And those risks will evolve over time, right. You

know, we're talking about weather risk right now.

As we've alluded to in some of the discussions, there's -- the risks that
Centra may see and be exposed to are -- are changing. The energy
landscape's changing around us. So, the consideration of what retained
earnings need to kind of help protect against is also evolving.*°

[..]

MR. ALASTAIR FOGG: And -- and Mr. Hombach, just to kind of bring it back
to your — to your question. | think, when we talk about risk to Centra,
obviously weather has been one that we talk about often and the impact
in net income. And | think what Mr. Epp is outlining is that the risk to Centra
and how we look at Centra's finances and potentially the financial targets
is -- is evolving, based on just that decarbonization aspect that Mr. Epp just
discussed. So that's -- that's a new risk, but it's a large risk for us and how
we look at Centra strategically and how we look at it financially, we will --

we'll need to evolve as well with that risk that's coming about.

To reiterate, the next three years, at minimum, are about ensuring Centra is recovering its
costs and targeting a positive net income under average conditions to stop the erosion of
retained earnings. Once that is achieved, consideration can be given toward addressing

guestions related to the appropriate level of retained earnings.

Written Final Argument
June 18, 2025

10 Transcript May 12, 2025, pages 260 — 261.
11 Transcript May 13, 2025, page 470.
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Erosion of retained earnings, unequivocally, means that Centra has incurred multiple years
of losses and moving into negative retained earnings would indicate more years of losses,
which all parties to this proceeding agree is not what should be targeted for Centra.
Despite some discussion with respect to the pre-acquisition retained earnings of Centra
(which would include share capital) and post-acquisition levels of retained earnings in this
proceeding, Mr. Rainkie explicitly agrees with Centra on this point by acknowledging that
as a first step, prior to considering longer-term strategic direction for natural gas and the
minimum level of retained earnings, Centra is to “....get it back, reset, its finances, get

some positive retain -- post-acquisition retained earnings flowing.”?

Centra’s Financial Position and Potential Credit Impacts

As discussed in Tab 4 of the Application, while Centra’s debt is small compared to the
Consolidated debt portfolio (2.6% at March 31, 2024), weakness in the financial position
of the gas operations can reflect on Manitoba Hydro’s consolidated financial position. This
is especially concerning at a time when Manitoba Hydro’s financial health has been
impacted by multiple years of drought and a large capital expenditures program. Coupled
with the uncertainty in Centra’s outlook brought about by the energy transition, if Centra’s
financial health continues its downward trend, it may be concerning for credit rating

agencies.

Cash Flow from Operations Analysis

Centra currently spends more cash on an annual basis to pay for its operations than the
amount of cash it brings in from customers. That means Centra has a cash flow deficit and

needs to take on additional, new debt to cover the difference.

Mr. Rainkie’s arguments around Centra’s Cash Flow from Operations (CFO) and differences
in the presentation of cash on the Cash Flow Statement fail to address this significant

concern.

Moving or reclassifying items on the Cash Flow Statement, as Mr. Rainkie has done on

page 28 of his Direct Evidence Presentation from June 11, 2025, does not change Centra’s

12 Transcript, pp 1761-1762.
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annual net cash position as it does not create more or new cash, nor does it change the
annual cash surplus/deficit and the need for incremental borrowings to fund the business.
Furthermore, the reclassification does not affect net income, as acknowledged by Mr.

Rainkie during his testimony.!3

Centra notes that regardless of the method of calculation of Cash from Operations and
Cash Used for Investing, the net cash deficit has grown from historical levels and cash is
no longer able to fund the level of investments it once did. The trend in reduction of cash
available to pay for investments can be seen by calculating the net cash surplus/ (deficit)
by subtracting Cash Used for Investing from Cash from Operations. This calculation
eliminates the impact of the changes to the financial statement presentation as shown in

Manitoba Hydro’s Rebuttal Evidence, Figure 3 Comparison of Key Financial Metrics.

Figure 3 below shows historical coverage of investing activities, as well as the continued
cash deficiencies into the forecast period using Scenario #1 reflecting the January 2025

Update amended for the reduced government payments effective April 1, 2025:

Figure 3: Coverage of Investing Activities & Continued Cash Deficiencies

Actual and Projected Cash Flows
In Millions of Dollars
2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24

Cash Provided by Operating Activities 67 57 31 53 36 10 10 (52) 56
Cash Used for Investing Activities (55) (70) (52) (56) (59) (52) (50) (52) (54)
Cash Surplus/ (Deficit) 12 (13) (21) (3) (23) (42) (40) (104) 3

2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 2031/32 2032/33

Cash Provided by Operating Activities 2 14 26 24 26 30 33 32 35
Cash Used for Investing Activities (55) (56) (57) (59) (60) (61) (62) (64) (65)
Cash Surplus/ (Deficit) (53) (42) (31) (35) (34) (31) (29) (32) (30)
Average Deficit 2015/16 to 2018/19: (6)
Average Deficit 2019/20 to 2023/24: (41)
Average Deficit 2024/25 to 2032/33: (35)

13 Transcript June 12, 2025, page 1895.
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As seen in Figure 3, the average cash deficit increased in the period from 2019/20 to
2023/24 by $35 million from the previous four-year timeframe. In this scenario, targeting
$3 million of net income will not provide Centra with the cash flow necessary to fund
the level of investments which it did historically.

Corporate Allocation

Corporate allocation represents financing costs related to the debt incurred by Manitoba
Hydro to acquire Centra. The acquisition debt and the costs associated with the debt exist
at the consolidated entity level (i.e. Manitoba Hydro’s consolidated operations). The costs
are then allocated between gas and electric operations. Since Centra’s acquisition in 1999,
Manitoba Hydro has incurred expenses each year to cover the carrying costs associated
with the acquisition debt. This amount has been allocated $12 million to gas and the
remaining $5-57 million to electric based on judgment associated with expected synergies

and benefits for each business segment.

Manitoba Hydro used surplus cash from its unregulated subsidiary, Manitoba Hydro
International (“MHI”), to invest in a sinking fund to reduce the Centra acquisition debt to

benefit both electric and natural gas customers.

While Mr. Rainkie notes that the decrease in Corporate Allocation is an example of how
strategic thinking can be used to moderate the cost pressures faced by Centra and is
supportive of this decision, Mr. Bowman suggests that the excess cash from MHI is being
“gifted” 14 by electric ratepayers or is a “windfall” !> to gas ratepayers. This is simply not the
case. Electric rates are established based on the revenue requirement of Manitoba
Hydro’s electric operations, which excludes both the costs and the revenues associated
with Manitoba Hydro subsidiaries, including MHI.

As shown in Figure 4 below (Figure 4.12 of Tab 4 of the Application), in 2022/23, prior to
the sinking fund investment, there was a total of $17 million of carrying costs on the
Centra acquisition debt and integration costs to be apportioned between the electric and

natural gas operations. In 2024/25, the first full fiscal year following the sinking fund

141GU-15, Oral Testimony of P. Bowman, June 9, 2025, slide 10.
151GU-07-1, P. Bowman Intervener Evidence, March 26, 2025, page 15.
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investment, the total cost was $13 million, a reduction of $4 million to be allocated
between the electric and natural gas, benefiting both segments. After 2030, when the
sinking fund investment is used to pay off a portion of acquisition debt, the total costs fall

to only $7 million per year.

Figure 4: Acquisition Debt Cost Allocation

S in millions With Sinking Fund Investment

Total Cost Allocation to
for Allocation to Electric

Fiscal Year Allocation Gas Operations _ Operations
2019/20 Actual $18 $12 $6
2020/21 Actual $18 $12 $6
2021/22 Actual $18 $12 $6
2022/23 Actual $17 $12 $5
2023/24 Forecast $16 S5 $11
2024/25 Forecast $13 sS4 $9
2025/26 Forecast $13 $4 $9
2026/27 Forecast $13 4 $9
2027/28 Forecast $13 $4 $9
2028/29 Forecast $13 S$4 $9
| __2029/30 Forecast | $3 $6
{—2030/31_Forecast 57 $2 $5
2031/32 Forecast $7 $2 $5
2032/33 Forecast $7 $2 $5
2033/34 Forecast $7 $2 $5
2034/35 Forecast $7 $2 $5
2035/36 Forecast $7 $2 $5
2036/37 Forecast $7 $2 $5
2037/38 Forecast $7 $2 $5
2038/39 Forecast $7 $2 $5
2039/40 Forecast $7 $2 S5
2040/41 Forecast $7 $2 $5
2041/42 Forecast $7 $2 $5
2042/43 Forecast $7 $2 $5
FORECAST TOTAL $186 $62 $124

It is fully within the purview of Manitoba Hydro to use surplus cash from MHI, an
unregulated subsidiary, to manage its consolidated debt obligations and such treatment
falls outside of the jurisdictional purview of the PUB. As such, Mr. Bowman’s suggestion
that the treatment of MHI surplus cash is a matter to be examined at the electric GRA is

not appropriate.

With a reduction in overall carrying costs on Centra’s acquisition debt, there was a need
to reevaluate the apportionment of the remaining carrying costs between electric and
natural gas segments. As discussed in Centra’s Rebuttal Evidence, dating back to 2004/05,
a flat $12 million (approximately 65%) of the total acquisition debt cost has been accepted

by the PUB for inclusion in Centra’s revenue requirement.
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The previous apportionment was based on judgement of the synergistic savings to both
Centra and Manitoba Hydro associated with the acquisition. Since the acquisition of
Centra occurred 25 years ago and Centra is fully integrated into Manitoba Hydro’s
consolidated operations, it is not possible to determine synergies associated with the
acquisition. Manitoba Hydro determined that apportionment of the Corporate Allocation
expense based on the number of customers for the electric and gas segments aligns with
the allocation of how Manitoba Hydro serves each customer base and mitigates the risk

of cross-subsidization between the two segments.

5. CENTRA’S OPERATING & ADMINISTRATIVE EXPENSES ARE BOTH REASONABLE AND
JUSTIFIED

5.1. The 2024/25 Test Year O&A Revenue Requirement is necessary and justified

It is important to consider Centra’s O&A expenses in the context of the gas utility, but also
in the context of the consolidated operations of Manitoba Hydro, given that the natural
gas operations are fully integrated into the consolidated operations of Manitoba Hydro.
Manitoba Hydro’s 2024/25 O&A approved budget for electric and gas is $830 million;
Centra’s O&A for 2024/25 is $86 million, or approximately 10%.

As highlighted in Manitoba Hydro’s current electric General Rate Application, Manitoba
Hydro reports on both its electric and gas O&A expenses in electric GRAs, due to the
integrated nature of these costs, with a credit showing the overall amount being allocated
to the natural gas operations as determined in the ICAM to provide the total electric O&A

expenses.

In Order 101/23, with respect to Manitoba Hydro’s 2023/24 & 2024/25 General Rate
Application, the PUB found Manitoba Hydro’s proposed staffing levels and expenses for
small software systems to be reasonable, and accepted O&A costs were increasing as a

result of increased staffing levels and wage increases:
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The Board considers Manitoba Hydro’s proposed staffing level increase to
be reasonable but unlikely to be fully achieved in 2023/24 and 2024/25,
resulting in the forecast expenditure level being overstated.®

The Board accepts that Manitoba Hydro’s labour-related O&A expenditure
increases are in large part caused by the combination of staffing level
increases and projected general wage and merit increases over which the

utility has limited control in light of its workforce being 80% unionized.’

The Board also accepts the utility’s projected expenses for small software

systems as reasonable.'8

Furthermore, in response to submissions from the Consumers Coalition, the Board found:

“the Board notes that Order 59/18 preceded the current inflationary
environment and does not account for the need to recognize cloud
computing arrangements as O&A expense. As such, the Board is not
prepared to expressly disallow a portion of the projected O&A expense

for ratesetting purposes”.*®

On average, approximately 60% of Centra’s total O&A is directly attributable (100%) to
gas. In 2024/25, this was $51 million of Centra’s $86 million O&A approved budget. This
is work that is specific to gas operations. There was little-to-no dispute in this proceeding
on the O&A costs directly attributable to Centra. The remainder of O&A are shared costs
allocated through cost drivers via ICAM. That means about $35 million of Centra’s O&A
comes from amounts that are allocated between electric and gas operations, which
represents 4% of the O&A for Manitoba Hydro operations. While Mr. Rainkie took issue

with the increase in direct organizational support costs allocated to Centra?®, he

16 pUB Order No. 101/23, page 9.

17 pUB Order No. 101/23, page 116.

18 pPUB Order No. 101/23, page 117.

19 PUB Order No. 101/23, page 117.

20 Transcript June 12, 2025, pages 1866 — 1868.
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disregarded the explanation and supporting rationale provided by Centra in an IR

response?! and the oral testimony in the hearing.??

Centra has provided explanations for its O&A cost increases leading up to the 2024/25
test year through to 2028/29 in Tab 6, Appendix 6.2, numerous IRs, Rebuttal and during
the Revenue Requirement Panel. Ms. Amorim Dew summarized the main reasons for the

2024/25 Test Year O&A increases during her direct evidence from a cost element view

(transcript pages 157-165) which are:

e Increase in Activity charges (hours allocated to the gas line of business multiplied by
an activity rate that includes wages, benefits, motor vehicles, travel and safety
apparel) related to wage and cost increases, as well as an increase in the volume of
work to keep the system safe and reliable and time spent on training;

e Increase in Corporate Allocations (allocation of labour and employee related costs
associated with governance, operational management, corporate support services
and administrative activities from the operational business units) related to an
increase in administrative activities, increased wages and employee related costs,
increase in FTEs, along with the changes in two of the Corporate Cost Driver rates
(discussed below in the ICAM section); and,

¢ Increase in External Services related to inflationary costs, as well as new/increased
work requirements related to cloud computing costs, cyber security costs, compliance

program costs and insurance premiums and claim costs.

Contrary to slide 7 of Mr. Rainkie’s presentation and testimony on page 1701, where he
suggests that Centra did not explain 25% of the increase, on pages 14 and 16 and Appendix
A of Centra’s Rebuttal Evidence, Centra has explained 96% of the 2024/25 Test Year
increase compared to 2019/20 actuals from a cost element view and 100% from a
program view. It is also worth reiterating, as Centra did in Rebuttal Evidence, that Mr.
Rainkie is inappropriately combining the cost element and program view explanations in

the table on his slide which is not clearly articulating the variances provided by Centra.

Ms. Amorim Dew further clarified that comparing Centra’s O&A growth to inflationary

increases is not appropriate:

21 CAC/Centra I-29 g.
22 Transcript May 12, 2025, pages 164-165.
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1

2 “MR. BRIAN MERONEK: Just to put a ribbon around our discussion before

3 the break, can you confirm, Ms. Amorim -- Amorim Dew, that -- that the

4 OSC increase of 110 percent is roughly five times the rate of inflation over

5 that period of time?

6

7 MS. SANDRA AMORIM DEW: So, mathematically, | can agree to that. | -- |

8 just -- | struggle with the fact that we're trying to compare it to inflation

9 time and time again when we've indicated that there are new costs
10 categorized in there, and it's not just inflationary increases. But recognizing
11 that the world is moving to cloud computing, we had to move with it,
12 especially with the pandemic. Those costs are operating costs now; they're
13 no longer capital. We have subscription fees on our digital -- cyber is
14 important. We've had a significant increase in insurance premiums and
15 claims. There are new requirements that go over and above, just increasing
16 our people and having to pay them the fair salaries that have been
17 negotiated. So, | just wanted to comment on that. It's not all inflationary.”?*3
18

19  Ms. Amorim Dew further elaborated the Organizational Support cost increases based on

20  the program view during her direct evidence stating:

21

22 “The Organizational Support includes cloud and computer services and
23 cybersecurity, insurance premiums and claims, increased admin time for
24 business units that charge to the other two (2) programs, training,
25 operational initiatives and post (sic) improvements.

26

27 Itis also related to changes to an -- integrated organizational structure that
28 we undertook in 2020/'21 and resulted in increases to governance on
29 Centra. | know that this is brought up quite extensively. It is a small
30 component of the increase in this category though. And | do want to
31 highlight that many of these other costs are not just inflationary increases,
32 but new work requirements. And there have been, overall, this program is

2 Transcript May 14, 2025, pages 639-640.
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also impacted by increased FTEs overall in salary increases and inflationary

increases.”?*

Mr. Rainkie’s evidence suggests that he agrees with the increases in the Customer Service
& Corporate Relations and Operations & Maintenance program given he suggests that the
Organizational Support costs should grow at the same rate.?® Centra has provided

additional justification for these increases below.

Figure 5 below provides a summary of the Organization Support costs by program, and
the drivers leading to increases in each program, and Figure 6 provides a different view of
the same information summarizing Organizational Support costs based on cost element
and drivers of those increases.

Figure 5: Increase in Organizational Support Costs by Program from 2019/20 to
2024/25 ($millions)

Corporate Governance | $2.7 | Increase in FTEs (e.g. Digital & Technology
transformation & improvement initiatives, enterprise
strategy), increased insurance & liability claims,
strategic initiatives, wage increases and Hybrid %

change.
Corporate $5.2 | Increased work on cloud computing arrangements,
Infrastructure higher cost for hardware & software maintenance cost

for on-premise software and cyber security programs
and an increase in costs of programs for building
maintenance, operations and security, FTEs to support
these initiatives and wage increases and the impact of
the Activity Charges driver change from 8% to 9%;

Corporate Services $1.3 | Increase in FTEs within Human Resource support,

Safety Services Support, as well as Purchasing and
Accounts Payable support to meet business needs
wage increases and Activity Charges % change.

Departmental Support | $6.3 | Shift in administrative activities*related to time spent
on operational initiatives (including safety), preparing
training, documenting processes, process
improvement, general meetings within each section,
department, division and business unit, and the impact
of increasing wages and employee related costs for the

24 Transcript May 12, 2025, pages 164-165.
25 CAC-14, Oral Testimony of D. Rainkie, June 10, 2025, slide 10 & Transcript June 11, 2025, pages 1706 —
1707.
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by

staff within AP&D, Operations, CS&E and trades trainee
staff. In addition, there was an increase in the time
associated with delivering training by HR and the
trades training areas, increase in time spent on training

the gas engineering, construction and operations

areas, as well as associated increases in training course,
conference fees. Both the administrative activities as
well as training are impacted by higher wages and
employee related costs

Operational $1.5 | Additional operational executives and managers

Management engaged in the gas line of business as well as wage
increases.

Total $17.0

* When less time is allocated to end of line electric/gas activities (operating and capital)

or additional FTEs are more administrative in nature (e.g. Asset management, Operational

Business Solutions & Services) 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.

Figure 6: Increase in Organizational Support Costs by Cost Element from 2019/20 to

2024/25 (Smillions)

Corporate Allocations $8.0

Shift in administrative activities related to time
spent on operational initiatives (including safety),
preparing training, documenting processes, process
improvement, general meetings within each
section, department, division and business unit, as
well as the impact of increasing wages and
employee related costs for the staff within AP&D,
Operations, CS&E and trades trainee staff; The
administrative activities training are impacted by
higher wages and employee related costs

Governance and operational management support
primarily related to an increase in FTEs within the
governance costs centres, additional operational
executives and managers engaged in the gas line of
business following the reorganization, as well as
wage increases. Governance support is also
impacted by the Corporate Hybrid driver change
from 4 to 6%
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Increase in Corporate Services primarily related to
increases in FTEs within Human Resource support,
Safety Services Support, as well as Purchasing and
Accounts Payable support to meet business needs,
in addition to wage increases and the impact of the
Corporate Activity Charges driver change from 8%
to 9%.

Increase in Corporate Infrastructure primarily
related to increase in wages, as well as the change
in the Corporate Activity Charges driver from 8% to
9%.

External Services S5.3 Consulting:

- Cloud Computing Arrangements that were
previously on premise and capitalized

- Digital & Technology Consulting for staff
augmentation for expertise or skills that Manitoba
Hydro does not have in house.

- Operational Consulting related to operational
change management and the enterprise project
management office.

- Advanced Metering Infrastructure to develop and
evaluate the business case

- Employee Safety, Health & Wellness to improve
safety and wellness

Computer Services:

- IT Application Miscellaneous (primarily items such
as Power Platform, Microsoft, ServiceNow,
Managed Security services (SOAR) and other
smaller applications) - mostly all new items;

- Customer systems (Customer Self Service Portal
cost increase and new Contact Handling
Technology requirement);

- New webTrader requirement;

- New Servers requirements; and

- New security requirements.

Building & Property Services:
- Higher insurance premiums and claims; and,
- Increase in building maintenance & security costs.
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Activity Charges

$3.6

Additional time spent on training in 2024/25,
including for additional trainees in Winnipeg Gas
Operations, a planned increase in training for the
Customer Engagement Centre, as well costs related
to the Workforce Methods section created in
Trades Training that did not exist in 2019/20;

Additional time spent on several Digital &
Technology projects and initiatives including
project planning for cloud computing arrangement
projects, information technology protection,
portfolio management activities, information
technology hardware and software maintenance
contracts, information technology services project
planning, technology security risk and risk
management programs, work order tracking,
information technology asset management,
integration platform delivery, Customer Self Service
Portal and Contact Handling Technology; and,

Additional time spent on corporate governance
related activities, including integrated resource
planning, D&T transformation and improvement
initiatives and enterprise architecture, advanced
metering infrastructure business case, internal
audit, internal communications, web and social
media, and general marketing functions.

Other

$0.2

Total

$17.0

To further explain the increases in FTEs discussed in the tables above and throughout the

hearing, it is important to review the Manitoba Hydro FTE information provided in MFR

23, which is also provided in Figure 7 below (with a change column shown on the right

most of that table), to understand how FTE increases in support groups are resulting in an

increased allocation to Centra. This is not due to “dropping the ball” along the way by

anyone within the corporation, but due to legitimate business requirements that have

resulted in FTE increases. This includes increases in Digital & Technology focusing on

cybersecurity and digital enhancements, Chief Financial Officer focusing on rebuilding the

accounting interns trainee program, increases in accounts payable, procurement and in

Rates & Regulatory, the Human Resources and Safety, Health, Environment business unit
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related to talent management, including recruitment and HR support services, and in
Safety, which includes the increase in trades trainees along with other safety
professionals. These increases are required by both the electric and gas business.

Centra would also like to highlight that the use of words like ‘requirements’ or ‘business
requirements’ are not taken lightly or used loosely as Mr. Rainkie suggested on June 11
during his cross examination?®. Centra seriously considers its obligations for system
performance and safety while balancing risk and that Manitoba Hydro’s organization of

‘over 5,000 FTEs’ is complex and cannot be abruptly adjusted to achieve cost savings.

26 Transcripts June 11, 2025, page 1701
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Figure 7:

MANITOBA HYDRO
STRAIGHT TIME FTEs BY DIVISION

Straight Time FTEs by Division

President & CEO
President & CEO Administration
Enterprise Excellence Support
Strategy & Enterprise Planning
Enterprise Risk Management
Enterprise Excellence Directors

Customer Solutions & Experience
VP Customer Solutions & Experience
Customer Strategy & Experience
Energy Service Advice and Products
Customer Care
Energy Markets

Asset Planning & Delivery
VP Asset Planning & Delivery
Integrated Resource Planning
Asset Management
Engineering
Construction
Project Management
Bipole Ill Converter Stations

Operations
VP Operations Administration
System Operations
Generation Operations and Maintenance
Transmission Operations and Maintenance
Distribution Ops & Mtce - Winnipeg
Distribution Ops & Mtce - Rural
Operations Business Solutions & Services

Digital & Technology
VP Digital & Technology
Cyber Security & Enterprise Architecture
Digital
Transformation CLOSED
Information Technology

HR & Safety, Health and Environment
Talent Management
VP HR & Safety, Health and Environment
Employee Relations & Total Rewards
Safety, Health & Environment

Chief Financial Officer
VP Chief Financial Officer
Corporate Controller
Treasury
Rates & Regulatory
Internal Audit
Supply Chain

External & Indigenous Relations and Comm
VP External & Indigenous Relns and Comm
Indigenous & Community Relations
Corporate Communications
General Counsel & Corp Secretary

Other /Corporate Adj

Total

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 Increase/(Decrease)
Actual Actual Actual Actual Actual Actual Forecast Test Year from 2019/20
10.0 8.7 8.0 7.9 9.6 10.0 10.8 10.0 2.0
- - - - 0.5 6.0 9.4 11.9 11.9
6.8 6.7 6.0 5.9 6.2 4.6 5.4 5.8 (0.1)
5.4 7.3 7.2 7.0 9.0 8.3 9.3 9.5 23
- - = - - - 2.0 2.0 2.0
22.2 22.8 21.2 20.9 25.2 28.9 37.0 39.1 17.9
7.4 5.9 5.0 25 3.8 4.9 6.1 6.0 1.0
17.3 15.1 14.0 13.8 16.8 24.0 31.7 345 20.5
152.4 121.3 119.4 78.7 64.3 66.2 62.0 66.7 (52.7)]
196.1 182.9 184.7 175.0 184.2 187.5 2139 212.4 27.7
54.3 51.8 50.2 47.4 46.5 46.5 50.3 49.8 (0.5)
427.5 377.0 3733 317.4 315.6 329.2 364.0 369.4 (3.9)]
7.0 6.2 6.0 6.2 5.8 6.0 6.1 6.0 -
113.0 107.6 107.2 104.2 114.1 121.1 119.9 122.8 15.6
104.8 98.4 96.1 84.5 91.5 99.8 104.2 109.1 13.0
425.4 392.0 377.9 3423 366.4 399.3 418.7 422.2 443
619.8 545.5 552.8 513.4 430.6 456.5 481.1 488.9 (63.9)
390.7 375.5 359.2 296.7 226.9 200.1 205.8 210.0 (149.2)|
115.2 61.0 10.3 43 11 - - = (10.3)
17759 1586.1 1509.4 1351.7 12363 1282.8 1335.8 1358.9 (150.5)|
6.0 6.0 6.0 7.1 7.0 6.9 7.0 7.0 1.0
317.2 303.2 312.7 304.7 302.1 312.4 304.3 3123 (0.4)
402.9 380.7 395.6 375.9 383.5 396.4 3935 419.6 24.0
464.4 456.4 468.7 440.2 426.2 424.9 421.1 434.5 (34.2)
416.7 397.6 390.3 358.8 353.2 380.2 3833 377.2 (13.1)
561.0 523.0 525.7 498.2 423.6 454.6 458.0 463.4 (62.3)
4319 360.0 308.6 267.4 490.7 513.5 564.3 651.0 342.4
2600.2 2426.8 2407.5 22523 2386.3 2489.0 25315 2665.0 257.5
- - - 3.0 32 8.1 13.1 135 135
26.4 312 33.4 331 29.9 35.2 55.3 72.0 38.6
- - - 0.5 16.7 239 29.1 379 379
0.1 7.4 Bl 6.9 7.7 0.3 - = (5.1)
245.4 213.2 2103 193.2 179.7 170.0 162.1 175.6 (34.7)
271.9 251.8 248.8 236.6 237.2 237.5 259.6 299.0 50.2
79.7 70.0 73.9 68.4 73.7 78.4 91.0 100.3 26.5
5.6 5.0 5.1 4.0 3.7 4.4 4.9 5.0 (0.1)]
20.8 19.1 19.9 18.4 15.7 21.7 19.5 17.6 (2.3)
58.2 56.2 59.7 58.1 60.9 68.8 76.1 89.2 29.5
164.3 150.3 158.6 148.9 154.0 1734 191.4 212.2 53.5
6.8 6.6 7.8 7.0 76 9.1 9.4 11.6 37
94.5 77.6 73.1 715 75.5 77.4 79.9 80.5 7.4
9.3 9.2 9.2 8.3 8.9 9.6 9.7 9.5 0.2
12.4 12.5 14.4 13.1 15.5 16.2 18.1 18.1 37
9.2 55 77 8.5 9.0 8.3 8.8 9.5 1.8
265.9 220.5 226.3 214.6 217.3 220.6 227.9 226.1 (0.2)
398.1 3319 338.5 3229 333.9 341.2 353.8 355.2 16.6
4.8 4.8 4.8 5.9 6.1 7.6 8.1 9.0 4.2
74.8 72.9 69.5 60.3 65.6 70.2 73.0 70.1 0.5
14.7 14.2 159 13.0 14.3 15.1 17.5 19.1 32
235 236 25.3 235 244 25.0 27.6 28.8 3.4
117.7 115.5 115.6 102.7 1104 117.9 126.1 126.9 113
220.4 212.7 220.0 201.1 162.9 143.2 163.2 161.3 (58.7)
5998.3 5474.9 5392.9 4954.4 4961.8 51429 5362.4 5587.0 194.0

In Mr. Rainkie’s direct evidence (slide 11) he also made the statement that Centra’s

assertion that FTEs are down by 13% since 2017 is an apples to oranges comparison. He

stated that FTEs have to be normalized after adjusting for Major Capital Projects. This

assumption is misleading, inaccurate and leaves out other details previously shared

related to FTEs working on the major projects. As stated in Ms. Amorim Dew’s testimony
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Manitoba Hydro had a combination of permanent employees seconded to the projects
and hired term employees to work on the projects. Term positions did not add to the FTE
count as those positions were removed once they were no longer required for the project,
while permanent active employees returned to a base position or moved onto other roles
within the company. It is not appropriate to state that all employees working on the
projects should be a reduction to FTE.?’ In response to CAC Undertaking #3, Mr. Rainkie
references PUB/MH 1-64 d from the Manitoba Hydro 2023/24 & 2024/25 GRA for the
source of the 748 major capital projects FTEs. Information Request CAC/MH I-78a-d filed
in the 2023/24 & 2024/25 General Rate Application provides a picture of the positions at
the peak of the project and how many remained.?® Of the 517 employees working on the
Keeyask and Bipole Ill projects, 264 were still employed by Manitoba Hydro as of February
2023.

5.2. There is value to Gas Customers following the Corporate Reorganization

As discussed during the last electric general rate application, and in Tab 2 of Centra’s GRA,
Manitoba Hydro’s organizational structure has evolved away from functional segments
(e.g., Generation, Transmission, Distribution) where responsibility for the gas function was
housed in one business unit, toward a more integrated approach that aligns the
organization around operations, managing assets, providing customer service, and

supporting functions like IT, HR, and finance.

Under this new governance structure, different functions of the gas business have been
realigned into the divisions and departments with overall responsibility for those
competencies, which better reflects the integration nature of Manitoba Hydro’s

operations.?®

While the Corporate Reorganization has resulted in more costs being allocated to Centra,
the value of the reorganization was discussed by Centra’s witnesses, including being able
to work more effectively allowing a focus on priority items3?, integration of electricity and

natural gas services provided to customers and greater sharing and oversight at the vice-

27 Transcript May 14, 2025, pages 641-643.

28 CAC/MH 1-78a-d, 2023/24 & 2024/25 General Rate Application.
2 Transcript May 12, 2025, page 171.

30 Transcript May 13, 2025, pages 474 — 477.
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president level that supports integrated planning of natural gas and electricity

operations3..

During the policy panel, in response to questions related to the oversight of Centra, Mr.
Danroth summarized the importance of the gas segment, and how this is being reflected
in the organizational structure at Manitoba Hydro:

MR. ALLAN DANROTH: -- if you look at any of the statements that I've made
publicly, I talk very clearly, and more often than not | actually call out
Centra, the Centra workers, and | call out gas and electric And | -- and I'm
signaling that very, very - - for a reason. It's very important. It may only be
3 percent. It's not immaterial. It's very important right now, and it will be
very important in the future, and how is hard to say.

[...] And so going back to where we started, | want, if nothing else, to leave
this Board with a very clear impression, gas, | don't care and we do not talk
about it's only 3 percent and it's only this. It's very important today; it'll be
important tomorrow; it will be important next month. Will it be
important in 2040? More important? Less important? We could debate
that one for a very long time, but it's important and it gets our focus. And
it will continue to get our focus because it affects - - our mandate is to
deliver energy for life, to deliver energy for Manitobans in all of its

forms.”3?

5.3. The Integrated Cost Allocation Methodology is Fair and Provides a Reasonable
Allocation of Costs Between Electric and Natural Gas Operations

Centra's operations are integrated with Manitoba Hydro with shared costs being allocated
to both utilities based on a variety of cost drivers that have causal relationship with the
cost incurred and the cost driver used. Manitoba Hydro uses the integrated cost allocation
methodology (“ICAM”) to allocate costs to both lines of business. As stated by Ms. Amorim

Dew, “The purpose of the ICAM is to ensure costs are fairly and reasonably allocated to

31 Transcript May 13, 2025, page 437.
32 Transcript May 15, 2025, pages 805-806.
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the gas line of business and to avoid cross-subsidization between gas and electric

customers.”33

The gas and electric lines of business share organizational support costs related to
governance (e.g. executive & legal services), corporate infrastructure (e.g. administrative
buildings & information technology), corporate services (e.g. human resources & finance)
and administrative support (e.g. training & administrative time). Both utilities also share
customer service and corporation relation functions (e.g. contact centre, inspections, line

locates).

Manitoba Hydro’s ICAM was reviewed by Deloitte, an independent third party. The results
of their review indicate that the ICAM is reasonable:

“The MPUB-approved ICAM framework remains appropriate for the

purpose of allocating costs between Electric and Gas.

The ICAM framework has been applied consistently by MB Hydro over the
period of review, and neither utility has been utilized to cross subsidize the
other utility’s operations. The manner in which the costs are allocated is
done in a fair and reasonable manner to ensure consistency from year to

year.” 34

“The allocation methodology and approach utilized by MB Hydro is
relatively consistent with the principles of cost allocation most commonly
used by the utilities reviewed above, with costs either being directly
allocated if possible, and only shared costs being allocated between
business units using single cost allocators or a hybrid such as the Corporate

Hybrid allocator...” 3

33 Transcript May 12. 2025, page 151.
34 DEL-01, Deloitte Expense Allocation Methodology Review Report, October 25, 2024, page 28.
35 DEL-01, Deloitte Expense Allocation Methodology Review Report, October 25, 2024, page 17.
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Ms. Amorim Dew summarized the allocation methods and the Cost Driver used to assign
costs to Centra in the direct evidence presentation® and these were described in Tab 6
and MFR 20 as follows:

e The four allocations methods:

o Timecard - the timecard process allocates labour related costs to O&A by
multiplying the employee’s hours worked by their activity rate.

o Overhead — the overhead process allocates costs that are not directly
attributable to specific jobs. There are common overhead costs (e.g.
corporate governance, corporate services) allocated by various cost
drivers and material overhead costs (e.g. receiving and transportation)
allocated by a material overhead rate multiplied by the cost of the material
issued.

o Procurement — the procurement process allocates the cost of materials &
supplies and external services incurred through the use of purchase
orders, credit card purchases or the issuance of inventory from Manitoba
Hydro’s central stores.

o System Postings — the system posting process allocates certain cost

components to O&A using estimates based on annual studies.

These four allocation methods assign costs to Centra’s income statement using a 100%

gas cost driver or shared cost drivers. The cost drivers used by Centra include:

e 100% Gas - Costs that are considered 100% end-of-line gas, such as natural gas
pipeline cathodic protection and natural gas system monitoring.

e Shared - Corporate Cost Drivers:

o Number of Customers - Number of customers represents the total number
of customers of the Corporation. The Number of Customers driver has
been used to allocate costs that have a strong causal relationship with the
mix of the Electric and Gas customer base.

o Hybrid Corporate Assets/Corporate Activity Charges - The Hybrid driver
represents the relative size of the utilities in combination with the total
activity charges of the corporation. The Hybrid driver is used to allocate
costs that have a strong causal relationship with the relative size/time

spent of the Electric and Gas lines of business.

36 Transcript May 12, 2025, pages 151 — 156.
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o Corporate Activity Charges - Represents the total activity charges of the
corporation. Corporate Activity charges are used to allocate costs where
there is a strong causal relationship with the staff working on the Electric
and Gas lines of business.

e Shared - Management Estimates - Management estimates represent many custom
cost drivers that are determined by management, in coordination with their Financial
Advisory Services Advisor who will rely on professional judgment and experience to
determine when to use and how to calculate the management estimate cost driver
for functions that are performed simultaneously for gas and electric, such as line
locates. Please note that over 98% of the costs allocated using a management
estimate are based on data, as indicated in Figure 7 of Centra’s rebuttal.

The Corporate Activity Driver rate change increased its allocation to gas in 2021/21, as
explained in Centra’s Application and referenced during the oral hearing:

“In fiscal 2021/22, the % Activity cost driver, which is used to allocate costs
where there is a strong causal relationship with the staff working on the
electric and gas lines of business, increased to 9% from 8%. This increase
was related to the decrease in total activity charges that resulted from the
winding down of significant electric projects (Bipole Ill, Keeyask, Manitoba

Minnesota Transmission Project, Great Northern Transmission Line).

The gas activity charges have been relatively stable over the years, whereas
the electric activity charges grew during the significant construction period
and have since gone back to pre-construction levels. During the period of
higher electric activity, electric received more of the costs using the %
activity driver as the causal relationship of these costs reflected more work
being done on the electric line of business.

Now that the electric activities have decreased, the allocation to gas has
increased, reflecting the fact that the costs using the % activity driver are
reflective of the current split of activity charges between the electric and

gas lines of business.”’

37 CENTRA-3, Centra 2025 General Rate Application, Tab 6, page 18.

Page 32 of 76



Centra Gas Manitoba Inc. Written Final Argument

Fiscal 2025 General Rate Application June 18, 2025
1
2 MS. SANDRA AMORIM DEW: “..Worth mentioning though, is that when we
3 went through our major capital build and then we were hit by the Pandemic
4 and hiring freezes, there were reduced hours that were very noticeable to
5 Centra. And so that’s climbed back up to ensure that we can provide the
6 reliable services that is required and expected.”3®
7
8 MR. ALASTAIR FOGG: “...We've also seen just our activity timeframe, as Ms.
9 Amorim Dew has talked about earlier, shift back to gas as we left the major
10 capital project. So, some of that allocation of the support costs became
11 larger as we spent more time shifting back to -- to gas operations after
12 Keeyask and -- and Bipole Ill completed.”3°
13

14  The Hybrid Activity Driver rate change increased its allocation to gas in 2020/21 and
15  2021/22, as explained in Centra’s Application and referenced during the oral hearing:
16

17 “In fiscal 2020/21, the % Hybrid cost driver, which is used to allocate
18 corporate governance costs that have a strong causal relationship with the
19 relative size of/time spent on the electric and gas lines of business, was
20 developed to replace the allocation of these costs through the % Asset cost
21 driver.

22

23 Prior to 2020/21, the corporate governance costs were allocated to Centra
24 using the corporate asset driver as these functions were seen to vary
25 according to the relative size of the natural gas and electric lines of
26 business. However, with the significant additions of electric assets,
27 including Wuskwatim, Bipole Ill and Keeyask, Manitoba Hydro’s asset base
28 grew disproportionately compared to Centra. Consequently, the corporate
29 asset driver ratio no longer accurately reflected the causal relationship
30 between the provision of the service and the associated expense. Following
31 an internal review, it was determined that resetting the allocation ratio
32 was necessary to appropriately allocate corporate governance costs.

38 Transcript May 12, 2025, page 169.
39 Transcript May 13, 2024, page 447.
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As a result of this review, it was determined that a Hybrid driver, using an
average between the percentage of corporate assets and corporate activity
charges, represented a more reasonable cost causation given the wind
down of significant electric projects and an associated realignment of
Corporate Governance activities. See Attachment 2 of MFR 20 for a copy

of the review completed to support the Hybrid driver change.

As a result of the Hybrid driver, the corporate governance cost allocation
increased by 1% in 2020/21 (% Assets 4% to % Hybrid 5%) and another 1%
in 2021/22 (5% to 6%)[...].”*°

MS. SANDRA AMORIM DEW: “.....everybody on this Panel, our costs that
we don't timecard would have gone to the assets driver before. We're not
doing any less work now because there are less gas assets, in essence, due
to an allocation. And so, the thought was that by looking at the asset base
as a hybrid with the activity charges, it reflected work being done at the
corporate level, and also factoring in that our group may not be doing the

exact same allocation as staff below us.”**
Deloitte deemed the allocation of common costs to Centra as reasonable and fair. Changes
to the allocation methodology result in shifting costs to electric customers. While Centra

regularly reviews its allocations, its view is that no change is warranted at this time.

The Allocation of Common O&A and Common Asset Costs is Appropriate

In his direct evidence, Mr. Rainkie updates his recommendation suggesting that natural
gas customers be credited $35 million, related to the allocation of common O&A and
common asset costs between 2021 and 2024, reducing his recommended credit to $21
million.*? Mr. Rainkie’s recommendation should be dismissed, as these costs have never

been recovered in customer rates.

40 CENTRA-3, Centra 2025 General Rate Application, Tab 6, page 19.
4! Transcript May 13, 2025, page 358.
42CAC-14, Oral Testimony of D. Rainkie, June 10, 2025, slide 20.
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Mr. Rainkie indicates that there is precedent for the PUB to make adjustments from prior
test years for rate-setting purposes, comparing his recommendation to the PUB’s decision
in Order 152/19 to credit customers $15.3 million for meter exchange costs that had been
recovered in customer natural gas rates as a period cost between 2015 and 2019, when
an adjustment had been made to capitalize these costs in the consolidated financial
statements to be consistent with the financial reporting policy of Manitoba Hydro during
this timeframe. In Order 152/19, page 33, the PUB found:

“In these circumstances, the appropriate, just, and reasonable treatment is to
credit the S15.3 million in net income currently recognized only on the consolidated
financial statement back to Centra’s ratepayers whose rates gave rise to that net
income impact [emphasis added].”

As discussed in Centra’s Rebuttal evidence, unlike the example on meter exchange costs,
the $21 million of additional common O&A and common asset costs occurring between
2021 and 2024 were not recovered in natural gas rates during this period. Mr. Rainkie’s
suggestion that these costs have been overallocated to Centra implies that these costs
should instead be allocated to electric operations and recovered from electric customers.
However, the costs over the 2021 to 2024 period have not been recovered from either
natural gas or electric customers, and therefore it would be inappropriate to provide
natural gas customers with a credit or refund of these amounts, even if the PUB were to
determine that lower common O&A and common asset costs should be allocated to

Centra.

Mr. Rainkie associated the increase in administrative support costs from 2019/20 actuals

to the 2024/25 test year with the Corporate Reorganization:

“I'm just going to pick a random number 50 (fifty) dedicated gas
employees, and they used to report to one vice president. Now they report
to three (3) and suddenly we have S5 million more that's being charged to

the gas side of the business.”*

4 Transcript June 11, 2025, pages 1740 — 1741.
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“You know, so it's a shuffle. Centralization, deCentralization, we have these
changes, but the issue that | think we're having is -- and | try to state it
simply -- like if there's -- you know, there's a smaller team of very dedicated
departments that do solely 100 percent gas, and let's say those are thirty
(30) -- let's say those are fifty (50) people. | don't know what the right
number is. And so, they used to report to one vice president. | think that's
clear. Now, they report to three (3) vice presidents and there's 55 million

more in cost.”*

These are false statements about the increase in administrative support costs. As stated
above, there has been a shift from end of line gas or common activities to more
administrative support costs. This is also noted in CAC/CENTRA II-16b&c.

Centra’s response to Undertaking 15% provides information on the percentage of time
that is not time-carded. To provide clarity around the information using the 2024/25 Test
Year, there are approximately:
e 3,200 FTEs worth of time that gets time carded to operating or capital
activities,
e 800 FTEs worth of time that gets time carded to absences,
e Leaving approximately 1,400 FTEs worth of time that does not get time carded.

Mr. Rainkie suggests that there are 2,200-2,400 FTEs that do not time card, which is not

the case.®

While there has been a lot of focus on administrative time and time not time-carded, it is

important to simplify and breakdown what this time pertains to.

Employees that work at Manitoba Hydro, on either electric or gas related work, will all
have some time that is administrative in nature. The level of administrative hours will vary
by role and level in the organization but should be expected for all employees of Manitoba

Hydro or any organization. Administrative time can include time related to:

4 Transcript June 12, 2025, pages 1866 — 1867.

45 CENTRA-24, Centra Responses to Undertakings 5 to 19, and Undertaking’s Accepted at Transcript pages
413 and 465, June 6, 2025.

46 Transcript June 12, 2025, pages 1873 & 1898.
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e Performing HR tasks required of different roles, i.e. performance reviews, 1:1
meetings, reviewing/approving time cards and expenses

e Meetings - general meetings, safety, management level, executive, in addition to time
preparing for many of these meetings

e Training — safety, leadership, job related

e Process improvements/enhancements — Manitoba Hydro and Centra have been trying
to improve and enhance the way it works to create efficiencies and do the same or
more with less resources. Time spent on this work is administrative in nature

e Strategic planning, monitoring and reporting — every business should be spending
time on strategic planning, which Manitoba Hydro/Centra has done through various
iterations. Regardless of what it is named, strategic planning, monitoring and
reporting should be expected of both the electric and natural gas businesses.

e Additionally, with the reduction in staffing levels following the Voluntary Departure
Program, there was a reduction in overall administrative support which is adding to

the administrative burden placed on Manitoba Hydro employees.

Orders could have been created for employees to time card administrative time. However,
doing so would not change the end result that such time would still show up as an
Organizational Support cost. It is not reasonable to expect that these costs should all be
borne by the electric customer. That would be an inappropriate result.

5.4. The 360 Portage Avenue Credit should be phased out over 5 years

Centra submits that the 360 Portage Avenue credit should be phased out over five years.
The removal of this credit is based on Deloitte’s review and recommendation which noted
that:

“[d]ue to the passage of time, it is no longer practical or reasonable to fully
quantify: what Centra’s facilities cost would be if there were still located at
444 St Mary Avenue; and the on-going impact of this move or any potential
synergies that may have been received since the move occurred. [...] Similar

to the point above, it is also not fair and reasonable to expect the Electric
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rate payer to subsidize the Gas rate payer in perpetuity when the overall

consolidated facilities cost continue to increase.”*’

This credit is applied towards Centra’s O&A, finance, depreciation and capital & other
taxes expense lines on the Income Statement, which is planned to reduce Centra’s
revenue requirement by $1.8 million in the 2024/25 Test Year. Response to Undertaking
7 shows the revenue requirement impact increase to Centra starting in the 2025/26 fiscal

year.

6. DEPRECIATION RATES & PROPOSED REGULATORY DEFERRALS

At the time the Application was filed, the 2019 Depreciation Study was the most recently
completed study. A depreciation study was conducted in 2024/25 by Concentric Advisors,
ULC (“Concentric”) for asset balances as of March 31, 2024. The 2024 Depreciation Study

was completed early in 2025 and was provided in response to PUB/Centra II-8.

With the completion of the 2024 Depreciation Study, Centra updated its Application on
March 10, 2025, updating the approvals sought related to depreciation rates and related
regulatory deferrals:

e Approval to commence amortization of the regulatory deferral established for the
2019 Depreciation Study over 5 years and cease further additions to this deferral
(requested in the initial application);

e Approval to use the Regulatory depreciation rates from the 2024 Depreciation Study
to reflect updates to depreciation and amortization expense;

e Approval to commence amortization of the regulatory deferral established for the
2024 Depreciation Study over 5 years and cease further additions to this deferral; and,

e Approval to change the amortization period on the loss on retirement or disposal of
assets from 5 years to 27 years.

In his evidence, Mr. Bowman concludes that given the present conditions, Centra’s
depreciation proposals appear appropriately structured.*® No other party in this

47 DEL-01, Deloitte Expense Allocation Methodology Review Report, October 25, 2024, Page 25.
48 |GU-07-01, P. Bowman Intervener Evidence, page 18.
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proceeding has opposed Centra’s proposals related to depreciation and related regulatory

deferrals and amortization periods.

In the response to PUB/MH 1I-7, Centra stated the following with respect the Change in
Depreciation Method balance: “Due to the escalating recovery pattern, complexity and
lack of transparency, Centra does not believe that the current approach to recovery of this
balance is in the best interest of customers.” Centra has not yet made a formal request for
the PUB to consider a change to the treatment of the Change in Depreciation Method
balance. This issue is currently being canvased in the Manitoba Hydro electric GRA.
Following the PUB'’s decision on the electric GRA, if any change in treatment is approved
for electric operations, Centra will work with the PUB to determine the best approach to

request approvals for gas operations.

Cloud Computing Regulatory Deferral

Centra is also seeking approval to establish a regulatory deferral account associated with
cloud computing arrangements (“CCAs”) related to small IT systems and to amortize the
account over a 6-year period which is reflective of the average life of the arrangements.
As discussed in Appendix 4.4 of the Application, IFRS accounting standards require cloud
computing costs be recognized as O&A expenses in the year in which they occur. The PUB
acknowledged in Order 101/23 that, "Deferral accounts for cloud computing expenses are
a matter of pragmatic rate-smoothing, as accounting rules otherwise would require cloud
computing costs to be recognized as O&A expenses in the year in which they occur."*
Centra’s proposal to defer these costs promotes fairness to customers by matching the
cloud computing arrangement expense recognition to the period in which the associated

investments provide benefits to the customers.

In Mr. Rainkie’s evidence, he recommends that the PUB not approve Centra’s request for
a CCA regulatory deferral at this time, suggesting that this issue is better canvassed at the
upcoming Manitoba Hydro GRA in 2025, including review of associated business cases. He
further proposes that the decision made by the PUB at the Manitoba Hydro hearing be
subsequently applied to Centra.

49 PUB Order No. 101/23, page 154.
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Centra believes that the PUB has sufficient information on the record in this proceeding
to opine on the request for Centra to establish a regulatory deferral for small IT CCAs and
commence amortization. Centra would provide details in future GRAs on the actual CCA

investments deferred.

Centra's proposals in this GRA are limited to investments in smaller IT systems needed to
replace existing on-premise solutions or for new requirements and do not include the
costs for the replacement of any of the corporation's major systems, such as SAP or
Banner. As discussed during the hearing, Manitoba Hydro has requested approval of a
regulatory deferral for the investment in SAP S/4HANA as part of the electric GRA, but due
to timing of Centra’s Application is not seeking approval to defer SAP costs for natural gas
operations at this time. Centra will work with the PUB to determine the best approach to
request approvals related to SAP for the gas operations following the PUB’s decision on
the electric GRA.

7. CENTRA’S CAPITAL PLAN IS REASONABLE AND NECESSARY FOR THE SAFE AND
RELIABLE OPERATION OF THE NATURAL GAS NETWORK

7.1. Centra’s capital planning and approval process is sound

In Centra’s capital planning process, investment needs are identified through various
means including hydraulic modelling, condition assessments, Pipeline System Integrity
Management Program activities, new business/external stakeholder requests and

compliance requirements.

Work is prioritized within each specific gas portfolio program, and projects are typically
prioritized by hydraulic system need, risk assessment results, integrity activities and
customer schedule. This feeds into the multi-year Capital Expenditure Plan. Project

execution capacity currently drives the timing of investments.
A Capital Investment Concept (“CIC”) is an approval document in the gated Capital

Approval Process. Approval authorizes capital funds for the investment phase called

“Scope Development”. However, a CIC is not required to plan project execution.
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Project execution planning includes evaluating and managing project risk and budget. The
scope, schedule, budget, and risks are managed whether or not a project has a CIC. An
investment may go straight to the ClJ process gate and a project execution plan would be
prepared at this juncture. A Capital Investment Justification (“Cl)”) is developed for capital

project approval.

7.2. Centra’s Pacing of System Betterment Integrity, Capacity & Other and the
Service Riser Remediation Programs is Appropriate

Centra’s position on the suggested re-pacing of the System Betterment Integrity, Capacity
& Other and the Service Riser Remediation Programs as explained in the rebuttal evidence

is summarized below.

System Betterment — Integrity:

Centra’s response to Undertaking #18 addressed Midgard’s updated analysis including the
historical actuals. The methodology of using historical averages and data outliers in a
period of underspending is not appropriate. Actions have been taken to address resource
constraints, improve execution capabilities to meet integrity targets, and more integrity
remediation work is expected to be needed for future years above and beyond 2% growth
over historical spending identified through more frequent depth of cover surveys.
Midgard’s proposed decrease in spending would provide insufficient funding resulting in

increased risk to gas integrity and non-compliance with CSA Z662.

System Betterment — Capacity & Other:

Centra’s gas distribution systems are designed to deliver peak hour demand on a design
day, which is not comparable to annual volume forecasts. Annual volume forecasts include
the impacts of future Efficiency Manitoba initiatives, but discrete distribution systems may
not uniformly have the same reduction of natural gas. While annual volumes may be
projected to plateau or decrease across all customer classes if Efficiency Manitoba targets
are met, Centra continues to connect new firm customers each year which has increased
hourly peak gas usage. Centra only develops a system specific load forecast when planning
criteria identifies a capacity shortfall on that individual gas system.
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Centra serves new customers and obtains contributions for construction determined by

the PUB approved feasibility test. The System Betterment Capacity & Other program is
used to upgrade systems that cannot deliver the required pressure and capacity to
connected and pending customer connections. These investment needs are identified
through hydraulic modeling of the physical gas distribution system. Defunding a program
that delivers energy to Manitobans is not practical while approximately 2,400-3,100 new
customer connections are still being completed annually. The energy landscape is
changing in Manitoba, however natural gas will remain an important energy stream for

Manitobans for the foreseeable future.

Service Riser Remediation:

Midgard’s methodology of using historical averages and data outliers in a period of
underspending to propose pacing on Service Riser Remediation is not appropriate. Centra
utilizes resources and increase expenditures on remediation to mitigate the safety risk to
customers resulting from the degradation of assets imediately adjacent to buildings.
Decreasing funds and re-pacing this program would not address the safety risks or keep
up with d degradation rates. Centra aims to increase to an asset renewal rate of 3,000 per
year as this reflects the long-term sustainment rate of the service meter sets asset

population.

7.3. Investments in capacity upgrades may be needed even when overall annual
volumes are flat or declining

Centra’s gas distribution systems are discrete distribution systems designed to deliver
peak hour demand on a design day, which may not necessarily align to provincial wide
annual volume forecasts. As indicated in Centra’s rebuttal evidence (p.33 line 13), the
saturation of natural gas water heaters continues to decline as existing residential
customers move to electric water heaters and high efficiency furnaces, which are
offsetting the growth of 2,400-3,100 new customers annually. Most new residential
customers are only installing a high efficiency gas furnace. The removal of natural gas
water heaters (which is primarily a base load) and the addition of natural gas furnaces

continue to increase peak hourly loads on the applicable gas system, on the required
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design day. Residential and commercial customers using natural gas for space heating will

increase peak hourly demand.

7.4. The South Loop Project is Needed to Address Capacity Constraints

Midgard suggests that while there is interest in new customer connections on the South
Loop system, there are no firm commitments in evidence, nor is the profile of anticipated
capacity deficits provided. However, the South Loop Project is a capacity upgrade on a
capacity constrained gas system. Minimum tariff pressure from TC Energy is 580 psig and
the system currently requires a 640 psig supply pressure to deliver the required gas
demand on a design day. This upgrade supports residential, commercial and industrial
developments in the region. Connections of grain drying customers remain strong on the

South Loop. Work is underway to better understand this type of customer load.

When assessing investment options to address capacity constraints, gas compression had
a similar net present cost as the pipeline option with less delivered capacity. The South
Loop transmission pipelines constructed in the 1960s also have susceptibility to stress
corrosion cracking and subjecting them to the pressure cycling induced by gas
compression was not recommended. Pipeline looping provides the long-term capacity

and reliability benefits needed to support economic development in this region.

7.5. Centra is using appropriate geotechnical efforts to improve the installation of
high consequence, critical infrastructure

Centra first began using geotechnical investigations around 2009. Since then, Centra has
steadily expanded the use of geotechnical expertise, starting with test hole logs and
expanding into recommended no drill zones. Today, geotechnical engineers are involved
from the early stages of project planning, working to minimize risks while also maximizing

infrastructure lifespan.

Centra engineering staff continue to learn about both the benefits and limitations of
geotechnical work, and work to incorporate lessons learned from projects on an ongoing

basis. These efforts have been detailed in an IR response.>®

50 pUB/Centra 11-41.
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Every crossing site is unique. In many cases, two test holes are sufficient for the project.
At some locations, a complex and highly variable geological environment may demand
additional geotechnical investigations. This sometimes leads to drills that are deeper,
longer, and through challenging ground conditions. While constructing these drills can be
riskier and more expensive than Centra’s historical drills, they result in infrastructure being
placed through significantly more stable ground, protected from landslides such as the
one that caused the original Letellier crossing failure. It is important to note that no
crossings installed since Centra began consulting geotechnical experts have required

remediation or replacement.

In summary, Centra is using appropriate geotechnical efforts to improve the installation of
high consequence, critical infrastructure. While this may increase upfront construction

costs for some projects, Centra is confident the investments are yielding positive results.

8. CENTRA EMPLOYS BEST PRACTICE SAFETY MEASURES IN THE CONSTRUCTION,
OPERATION & MAINTENANCE OF ITS NATURAL GAS NETWORK

Centra’s position on the suggested implementation of a Process Safety Management
(“PSM”) program by Midgard as explained in the rebuttal evidence has not changed. A
PSM program is not necessary for Centra’s existing systems, programs and processes for
hazard identification, prevention and mitigation which have been developed and
implemented in compliance with applicable standards and regulations.

Centra is required to follow CSA 7662 as the minimum standard for the design,
construction, operation and maintenance of gas pipelines, as directed by the PUB. PSM
elements are already encompassed through the CSA Z662 requirement to have a Safety
and Loss Management System (“SLMS”) that provides for the protection of people, the
environment and property. This is achieved at Centra through three fundamental systems:
the Safety Management System with a focus on employee safety, the Environmental
Management System which focuses on the environment, and the Safety and Loss
Management System which focuses on the pipeline systems. As discussed in SLMS report
provided in Attachment 1 to CAC-Midgard/Centra I-8 a-d), the Quality Assessment Process
(“QAP”) also provides a forum for the PUB to regularly review procedures, maintenance
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standards, standards, and processes which contribute to the continuous improvement of

the natural gas operations.

Centra’s SLMS is a structured set of elements and processes to manage risk and continually
improve. It applies across the organization and covers the life cycle of the pipeline from
design and procurement through to construction, operations, maintenance, and

abandonment.

Centra is not aware of PSM programs being added to gas distribution regulations in
Canada. One of the key PSM standards referenced by Midgard is CSA Z767, Process Safety
Management. CSA Z767 is being reviewed by CSA Z662 Oil and Gas Pipeline Systems and
at this time there is no strong indication that CSA 2767 will be applicable to the pipeline
industry. Through Centra’s canvassing of other Canadian gas utilities, none (including
ATCO) currently have a PSM program for their gas pipeline system other than Enbridge. It
is unclear at this time what parts of Enbridge have implemented a PSM program in
addition to a SLMS and whether or not it applies to their pipeline and conveyance of gas

or the processing side of their business.

9. COST OF SERVICE AND RATE MATTERS

9.1. The Results of the 2024/25 Cost of Service Study Comply with Order 109/22 and
Can be Used for Rate Setting

As discussed by Centra’s Cost of Service and Rates panel, Centra’s cost of service
methodology underwent a substantive public review in 2022. At that time, Centra
proposed a number of changes to the methodology that were ultimately approved by the
PUB in Order 109/22. These changes included:

e Replacing the Peak and Average allocator for transmission and distribution demand-
related costs with a Design Day Peak allocation method that incorporates the
Interruptible class;

e Utilizing Direct Assignment of transmission plant to the Special Contract Customer and
the Brandon Power Station with no additional allocation of the broader transmission

system to these classes;
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e Replacing the Peak and Average allocator for upstream capacity costs with a Design
Day Peak allocator for year-round pipeline capacity, that excludes the Interruptible
class;

e Replacing the Peak and Average allocator for storage and related pipeline capacity
with a Winter Season Demand in excess of Summer Season Demand allocator that
includes the Interruptible class; and

e Eliminating the Co-op class from the Cost of Service Study.

As part of the Cost of Service Methodology Review, Centra also committed to update many
of its external allocator studies, including the Service Line Study, Meter Investment Study,
and Minimum System Study all of which were completed and are reflected in the 2024/25
Cost of Service Study. Centra was also directed to update its Unaccounted for Gas (“UFG”)
Study. To date that study has not been completed but Centra is committed to bringing

forward an updated proposal on the treatment of UFG.

Centra’s compliance with the PUB approved methodology changes in Order 109/22 was
confirmed by the PUB’s independent expert consultant, Elenchus Research & Associates.
In addition to implementing the PUB approved changes, Centra is proposing several
additional modifications to its methodology to further improve cost causation and the

fairness of allocated costs between customers.

With the exception of the minimum system study results, addressed below, Mr. Bowman
has endorsed the 2024/25 Cost of Service Study and its proposed methodology changes.

Ms. Derksen also confirmed in her testimony that she agrees with Centra’s removal of the
Franchise Expansion adjustment and change in allocator for DSM costs. Ms. Derksen
makes several assertions regarding Centra’s 2024/25 Cost of Service Study which are

addressed in the sections below.

Elimination of franchise expansion adjustment

As part of the Cost Allocation Methodology Review, Centra proposed to eliminate the
Franchise Expansion Adjustment from the cost allocation study. The PUB did not approve
the methodology change at that time and advised that it would consider either a partial

or full elimination at the next GRA. The Franchise Expansion Adjustment, which was first

Page 46 of 76



O 00 N O 1 A W N B

W W W INKNNNNNNNNNERRERRRR R R B B oy
N P O W 0 N O U1 B WN P O WOoOwSNO UM WN PP O

Centra Gas Manitoba Inc. Written Final Argument
Fiscal 2025 General Rate Application June 18, 2025

presented and approved in the 1999 Cost of Gas application, was intended to keep
customer classes from being adversely impacted by the extensive rural expansion that

occurred in the late 1990s.

In Centra’s view, with the change in methodology to directly assign transmission plant to
the Special Contract and Power Station classes, it is not reasonable to continue to include
an offset to costs that are no longer being allocated to those classes. Similarly, the
Mainline and High Volume Firm (“HVF”) classes also received an offset to costs as a result
of the Franchise Expansion Adjustment. The offset was required to compensate for the
additional costs being allocated to the class and was calculated using a Peak and Average
methodology rather than the now approved Peak Day methodology. With the change in
methodology, the Mainline and HVF classes, which tend to include higher load factor
customers, receive a lower allocation of demand costs than under the Peak and Average
methodology. To continue to compensate the Mainline and HVF classes on the basis of an
adjustment calculated on a different methodology has the effect of over-compensating

these classes for costs that are no longer being allocated to them.

Mr. Bowman,®! Ms. Derksen®? and Elenchus®® have all opined that it is reasonable to

eliminate this adjustment from Centra’s cost of service study.

To use winter volumes for the allocation of Gas in Storage

Centra’s proposal to allocate Gas in Storage based on winter rather than annual volumes
is to recognize that it is the increased needs of customer classes through the winter that
drive the need for holding winter storage in the first place. This matching of costs
associated with providing service through winter with customers that impose those costs
was explained by Ms. Van Hussen:

MS. MARNIE VAN HUSSEN: We have storage in place to serve our load
during the winter. So, from a cost/causation perspective, we're trying to
match the cost associated with providing that service through the winter

with the customers that are opposing [sic] those costs. So, to the extent if -

51 Transcript June 11, 2025, pages 1547-1548.
52 Transcript June 12, 2025, page 2013.
53 ERA-01, Elenchus Research - Centra Gas Cots Allocation Review Report - October 31, 2024, page 22.
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- if everyone had average usage throughout the year, we likely wouldn't
need storage, but we have storage because we incur additional costs
through the winter. So, it's -- again, that cost/causative approach of who -
- why do we need storage? We need storage because we need to meet our

winter requirements.>*

While it is correct that idle summer capacity (typically created by the existence of low load
factor customers) is used to fill storage, it is done as a means of optimizing the portfolio
in a least cost manner —it is not a “benefit” as claimed by Ms. Derksen.>® If winter volumes
were not greater than summer volumes, the extra costs associated with storage would

not be required.
Mr. Bowman views this proposal as reasonable.>® Elenchus also opined that it “considers
Centra’s proposal to use winter volumes to allocate energy-classified gas in storage costs

to be consistent with the cost of service principle of cost causality.”>’

To use historic class participation for the purpose of allocating DSM

Centra previously allocated Demand Side Management (“DSM”) costs on the basis of
forecast class participation in DSM programs. The 2024/25 Cost Allocation Study uses a
revised methodology that allocates DSM costs on the basis of historic class participation
in DSM programs over the ten-year period that ends with the test year in order to better
match the capitalization and subsequent amortization of program costs.

DSM expenditures are capitalized and subsequently amortized over a period of ten years.
Amortization costs included in the test year are predominately related to actual
expenditures over the previous eight years, and to a lesser extent expenditures during the
two forecast years. The revised methodology considers which DSM expenditures actually

need to be recovered in the test period and is an improvement in cost causation.

54 Transcript June 9, 2025, page 1169.

55 Transcript June 12, 2025, pages 2016-2018.
%6 Transcript June 11, 2025, page 1547.

57 pUB/Elenchus I-4.
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Mr. Bowman agrees with Centra’s proposal with the caveat that the allocators should be
updated regularly.>® Centra can confirm that, consistent with the process previously used
on the electric side when DSM costs were assigned to the participating customer classes,
the allocation of DSM costs will be updated for each cost of service study so that the
allocation remains consistent with costs being recovered through rates. Ms. Derksen
confirmed that she supports Centra’s request in this regard.>® Elenchus concluded that
these changes did not conflict with PUB Order 109/22.6°

Allocation of Net Loss

Centra has proposed to use non-gas revenue requirement for the purposes of allocating
its net loss in the test year. In Centra’s view, this change represents a level of fairness
between how classes are allocated the net loss. Absent the change, some classes would
receive less of a benefit of phasing in overall revenue requirement increases as discussed

by Ms. Van Hussen:

MR. BOB PETERS: So, I'm hearing you say that the only reason Centra is
requesting this change in the cost of service methodology is because Centra

is losing money in the test year?

MS. MARNIE VAN HUSSEN: That's correct. And when revenue requirement
is being developed, we talked about taking a multi-year approach before
returning the Company to sort of financial stability. So, within that, there's
net losses in - in the test year and for several years, and that is a form of
gradualism when we're setting rates. So, we wanted to be mindful of that
when we were determining our cost allocation to say, if we're taking a
gradual approach on the revenue requirement side, if we don't recognize
that in cost allocation, we're sort of almost unwinding that sort of gradual
approach. So, by suggesting it's not just -- there -- there's many pieces of
our revenue requirement. If we were to walk through our revenue
requirement presentation from the first week of the hearing, we'd see

there's operating costs, and depreciation expense, and finance expense,

58 Transcript June 11, 2025, pages 1548-1549.
9 Transcript June 12, 2025, pages 2018-2019.
60 ERA-01, Elenchus Research - Centra Gas Cots Allocation Review Report - October 31, 2024, page 22.
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and all of those pieces, and sort of the combination of the changes in all of
those costs that have led to the loss in this year. So, recognizing that in the
test year that net loss is a reduction in costs, we wanted to share it more
broadly and sort of more fairly amongst all the customer classes as

opposed to treating that loss as a reduction only based on rate base.®*

Minimum System Study

Centra’s long-standing method for classifying distribution mains recognized the fact that
the size and therefore cost of the system is influenced by both the peak demands of the
system as well as the number of customers it serves. As such, Centra’s previous cost
allocation study classified distribution mains as both Demand (67%) and Customer (33%)
based upon the results of a historic diameter-length study. In Order 109/22, the PUB found
that the minimum system method is a more accurate manner of classifying Centra’s
distribution mains than the existing diameter-length method. Centra was directed to
complete a minimum system study, using cost data indexed to inflation, to inform the
classification of Centra's distribution mains. The study was completed on Centra’s behalf
by Atrium®2 and resulted in an updated classification of Distribution Mains of 79% as
Demand and 21% as Customer, which have been reflected in the 2024/25 Cost of Service
Study. Atrium’s study was performed consistent with industry standard approaches and
compared both plastic and steel pipes to the minimum sized system consisting entirely of

plastic pipes.

Mr. Bowman is suggesting that an adjustment be made to the Atrium study that effectively
inverses the results to be 76% Customer and 24% Demand. The premise of Mr. Bowman'’s
adjustment is to prepare separate minimum system analyses for plastic and steel pipes
and use the average of the classification ratios from the two studies. While the concept
appears reasonable, Centra notes that this appears to be a relatively new methodology
employed by Fortis BC (“FEI”). The FEI refinement to use combination of steel and plastic
for the minimum system was only incorporated in 2023 — concurrent to the finalization

of the Atrium study. Prior to this refinement, FEI also compared all pipe to the minimum

1 Transcript June 9, 2025, pages 1177 — 1178.
62 Appendix 10.2.
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sized plastic system. It is unclear if other utilities will also make similar methodology

changes.

As demonstrated in Centra’s response to Undertaking 25, summarized in Figure 8, the cost
allocation by class and potential bill impacts varies significantly depending on the

classification method employed.

N OO o B WN

Figure 8: Impact to Total Allocated Costs Using Different Methods for Classifying
Distribution Mains

PHU - May 2
Minimum
System Study as Historic Bowman
filed Zero-Intercept Diameter-Length Approach Undertaking 20
Distribution Mains 80% Dem/20% 65%Dem/35% 67%Dem/33% 24%Dem/76% 13% Dem/87%
Classification Cust Cust Cust Cust Cust
Residential $ 119,472,213|$ 121,223,167|$ 121,016,517|$  126,296,604($ 127,657,770
Small Commercial |$ 19,185,281($ 19,150,775| $ 19,154,847($ 19,050,792|$ 19,023,967
Large General
Service $ 61,046,405($ 59,796,032($ 59,943,603 |$ 56,173,045($ 55,201,024
High Volume $ 13,548,322($ 13,164,379|$ 13,209,693 | $ 12,051,894 |$ 11,753,423
Main Line $ 3,053,962|$ 3,054,677|$ 3,054,593 $ 3,056,751 $ 3,057,308
Special Contract
Power Station
Interruptible 2,192,717 2,109,859 2,119,638 1,869,778 1,805,365
Gas Commodity
Fixed Price Offering |$ 273,770|$ 273,770($ 273,770($ 273,770($ 273,770
Total Non-Gas
Requirement $ 323,067,949|$ 323,067,949($ 323,067,949|$ 323,067,949($ 323,067,949
8

9  Adoption of the modifications to the minimum system study in the most recent proposal
10 by Mr. Bowman would result in an allocation of an additional $8 million to the Residential
11  class and reductions of approximately $6 million for LGS and $2 million for HVF. Centra is
12 not comfortable accepting a novel methodology that will transpose the relative
13  proportions of demand and customer compared to the long standing classification ratio
14  previously employed based on the balance of information on the record.

15
16 InCentra’s view the alternative approach of using the results of the Atrium’s zero-intercept
17  study would be preferred at this stage. The zero-intercept approach uses regression

18  analysis techniques to calculate the unit cost of a theoretical zero-sized distribution main.
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Atrium’s zero-intercept analysis regressed the unit replacement cost of the various sizes
of distribution mains installed in Centra’s system against the diameters of the installed
mains. The approach determines the cost of a zero capacity pipe required solely to
connect a customer to the gas system. Atrium’s zero-intercept study considered plastic
and steel distribution mains independently, and while the zero-intercept approach is not
preferred by Mr. Bowman it is still a classification method used with some regularity by
other jurisdictions®®. The approach results in 65% Demand and 35% Customer
classification ratio which is consistent with the previous classification using the Diameter
Length study, and avoids the significant cost shifts that occur with the 24% Demand and

76% Customer ratios.

9.2. Allocation of Costs to the Special Contract and Power Station Classes is
Reasonable and Reflective of the Assets Used to Serve the Classes

As per the methodology approved in Order 109/22, Centra has directly assigned the costs
of the transmission mains that respectively serve the Special Contract and Power Station

Class.

While direct assignment is generally considered the preferred method for cost allocation,
Ms. Derksen suggests in her testimony that because Centra now uses a direct assignment

approach, the costs are more likely to be unreasonable:

“And the board found it reasonable to direct -- assign the cost of those
pipelines to those two (2) customers. What remained that came out of that
review is, okay, the Board said we're going to direct Centra to do that, but
we want to review how Centra has done that in this Application. I'm taking
issue with how they have -- have done that. Ultimately, though, I'm saying
deal with that as part of the range of reasonableness and the RCCs that
you set by class as opposed to reopening how the direct assignment

actually was undertaken.”®*

63 2021 Cost of Service Methodology Review PUB/Atrium I-5
54 Transcript June 12, 2025, page 1961.
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Centra’s allocation of costs to the Special Contract and Power Station classes were based
on the accounting records for the portion of assets used to serve these customers. A
portion of the Brandon Primary Gate Station GS-123, as well as the entirety of the
metering and regulating equipment from MS-001 and GS-192 have been directly assigned
to these classes. Centra has also directly assigned the costs of in-line inspections on the
NPS6 and NPS12 lines (yellow lines in Figure Al of Appendix 10.1) that were completed

or forecast to be completed in the test year to the Special Contract class.

In addition, the Special Contract and Power Station classes continue to receive an
allocation of other plant items, consistent with practice prior to the 2021 Methodology
Review and adoption of the Direct Assignment Approach. These items include intangible
plant, general equipment, as well as an allocation of the newly created MMF Revitalization
Fund.

For the purposes of ensuring the Special Contract and Power Station class receive a fair
share of depreciation expense and accumulated depreciation, Centra has prorated the
depreciation expense for the respective plant assets according to the respective share of
directly assigned assets as compared to total assets on a component basis. As an example,
the direct assigned amount of transmission mains represents 6.22% of total transmission
mains, therefore the directly assigned depreciation expense and accumulated
depreciation represents 6.22% of transmission mains depreciation expense and
accumulated depreciation. The amount assigned to the Special Contract and Power
Station classes is apportioned according to their respective share of the directly assigned
costs. This method ensures that the Special Contract and Power Station classes will
continue to contribute to the revenue requirement of Centra’s system on an ongoing basis.

Notably, Elenchus states the following:

“Elenchus confirms the amounts listed in Schedules A1, A2, and A3 of
Section A of Appendix A10.1 are directly allocated to the Special Contracts
and Power Station in the cost of service model. The amounts that are
directly allocated to these classes are included in the derivation of the
Internal allocators. This is appropriate as it maintains the inclusion of costs
allocated to Special Contracts and Power Station rate classes within the
determination of how accounts that use Indirect allocators are attributed

to rate classes. Accumulated Amortization is allocated with Internal
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allocators that account for the weighted average of both the directly
allocated and non-directly allocated costs of each account. Depreciation
expense is allocated with the same Internal allocators. This is appropriate
assuming the vintage of assets directly allocated to the Special Contracts
and Power Station rate classes are similar to the overall vintage of like

assets that are allocated among other rate classes.”

Centra confirmed the vintage of overall assets were similar in response to PUB-Centra | -
127.

9.3. Compressed Natural Gas Station (“CNG”) Investment

Centra functionalizes its investment in the CNG station as transmission and distribution
according to plant accounting records. The CNG Tube Trailers were functionalized to the
Distribution function (within Measuring & Regulatory Equipment plant category). The
CNG Trailer Filling Station was functionalized to both the Distribution function (within
Measuring & Regulatory Equipment and Structures & Improvements- M&R plant
categories) and to the Transmission function (within Mains plant category).The CNG
investments were then classified, consistent with each plant category as demand-related
and allocated to each customer class on the basis of Design Day, as noted in Appendix 10.1
Figure B1.

Ms. Derksen suggests that a broader functionalization of Centra’s CNG station is

warranted:

“The COS methodology associated with Compressed Natural Gas (CNG).
Centra has apportioned the cost of CNG investment of $4.98 million to
transmission vs. distribution plant based on actual construction charges.
However, this narrow view of CNG investment ignores the overall driver of
the investment that Centra states is aimed at secure natural gas supply
options during outages in emergency events, maintenance activities or the
upgrades of Centra’s infrastructure. [...] the CNG investment was in

response to the Otterburne incident which resulted in extensive loss of

65 ERA-01, Elenchus Research — Centra Gas Allocation Review Report, October 31, 2024, pages 15-16.
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service under extreme winter conditions in January arising from a cracked
pipeline on the TCPL system. [...] On this basis, it would not be unreasonable
to allocate the cost more broadly than transmission and distribution given

the support provided to commodity and customer service. %

When determining the functionalization of an asset, the first step is to determine the role
of the investment. Ms. Derksen in response to PUB-CAC I-12, critiques Centra of not
looking beyond the accounting categorization of the asset in order to functionalize it.
While Centra has kept the functionalization of the asset consistent with its accounting
records, that does not render the approach invalid. The CNG investment was made in
order to provide reliability to Centra in cases of emergencies. In that regard, it serves as a
substitute when regular assets are not available. In the case of the CNG investment, the
station allows Centra to ultimately deliver natural gas to an end use customer; it is a
substitute for transmission and distribution mains that would typically be delivering gas.
It does not serve to replace the commodity itself as gas molecules still need to be
purchased. It also does not replace any customer onsite cost such as meter investment,
meter reading, billing, etc. While being able to serve customers during emergencies is
viewed as exemplary customer service, that does not equate it to being appropriate to

functionalize the CNG investment in that manner.

9.4. Other COS Matters

Ms. Derksen suggests that the results of the 2024/25 Cost of Service Study are skewed by
the reductions in the Provincial Guarantee Fee, development of Design Day allocator, and
inclusion of MMF Revitalization Fund and as a result a zone of reasonableness must be

implemented.

Centra has addressed and disproved the assertions related to the PGF and concerns about
Design Day in its Rebuttal Evidence at pages 61 to 63 and 47 to 49. In regards to the MMF
Revitalization Fund, total test year related revenue requirement is $61,000 and is allocated

to all customer classes in proportion to transmission ($10,000) and distribution assets

66 CAC-10, K. Derksen Intervener Evidence on behalf of Consumer’s Association of Manitoba, March 26,
2026, pages 46-47.
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(551,000). An allocation on some other broader basis would not have a material impact

on any customer class’s allocated costs.

9.5. Rate Relief That Contemplates COSMR Results is Retroactive Rate Making

Mr. Friesen’s evidence includes a recommendation that “the Board consider relief for
excess costs incurred by high-volume customers in the HVF, MLF, and SC classes when
setting final rates for 2024/25”.%7

As noted in its rebuttal at pages 63-65, Centra has several concerns with Mr. Friesen’s
recommendation and analysis but the most important is that the proposal is tantamount
to retroactive ratemaking. Mr. Friesen confirms that the information used to calculate his

“overpayment” is based on actuals not a forecast:

“What | used for determinants were the actual values provided by
Manitoba Hydro in CSl. So actual for each year 2019/'20.”%®

Mr. Peters questioned what forecasts he used, to which Mr. Friesen further validated:

“It's not a forecast. It was the actual values provided in CSI either in the
base filing Appendix 5.2 or in IR responses that were provided by Manitoba
or Centra Gas were used to determine -- to provide me with determinants
for each year. So, | used actual billing determinants versus forecasted

determinants.”®®

When asked if Mr. Friesen’s approach using illustrative allocated costs by class and actual
billing determinants to calculate rates was “in the ballpark”, Ms. Van Hussen noted the

following:

“The difficulty in doing that would be presuming that the Board was going

to approve rates directly based on those illustrative results. And those

57 |GU-08, D. Friesen Intervener Evidence on behalf of Industrial Users Group, March 26, 2025, Section 2.6,
page 15.

%8 Transcript May 15, 2025, page 975.

5 Transcript May 15, 2025 pages 975-976.
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illustrative results did not fully reflect the methodology that the Board
approved. So, we would be taking a little bit of a leap in terms of -- and |
discussed, you know, there was design day, there was requirements to the
-- to update the minimum system, the service line, the meter study. So, all
of those things hadn't been completed yet at the time that this calculation
or those illustrative results were done. So, it would require a bit of a leap
to say that these are the exact rates that the Board would have approved

coming out of that -- that hearing.””°

Ms. Van Hussen affirmed Centra’s position with regards to providing rate relief in these

circumstances:

“I would be concerned about providing rate relief on a retroactive basis.
We typically -- you know, retroactive rate making comes with, you know,
its own set of difficulties in terms of fairness to other customer classes. So,
we're essentially -- | think to your point where, you know, what -- what
mechanism could we use is, you know, ultimately you are required to
recover that revenue from other classes. And from a fairness perspective,
it does not seem reasonable to go back to the SGS and LGS classes and ask
them to pay more based on, you know, rates that -- that weren't approved
and weren't intended to be approved for a period of time. So, we would

have concerns with that.”’!

9.6. Centra’s Proposal to Set Rates at Unity is Fair and Results in Rates That Are Just
and Reasonable for All Classes

The goal of the rate setting process is to establish rates for various customer classes that

are fair, equitable, and not unduly discriminatory.

A cost of service study is the method of allocating a utility’s costs to the various classes of
customers that it serves. Its purpose is to determine a fair sharing of the utility’s revenue

requirement among the customer classes. While there are many allocation methods, the

7% Transcript June 10, 2025, page 1328.
" Transcript June 10, 2025, page 1330.
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central aim is always to allocate costs to the customer classes on the basis of known
customer characteristics. The objective for the utility is to select a method which best
represents cost causation and the equitable sharing of costs among the customer rate
classes. The results of the study are then compared to revenues at existing rates to
determine the degree to which each customer class recovers allocated costs. In many
jurisdictions customer class revenues are not set to exactly recover costs but use a zone
of reasonableness (“ZOR”), which says that as long as the revenue to cost ratio falls within
a certain range (e.g. 95% to 105%), it is accepted that its revenues are recovering the

allocated cost.

At the 2021 Cost of Service Methodology Review (“COSMR”) Centra noted its support of
the concept of a ZOR. While Centra is not proposing the use of an explicit ZOR in the
current application that does not mean that Centra disagrees with the use of a ZOR
generally or that it was disingenuous when it supported a ZOR during the COSMR. A ZOR
recognizes the range of judgment that applies when conducting Cost of Service studies
and can facilitate considerations of fairness, equity, rate stability and gradualism at the

rate design stage.

For the current application Centra proposed to continue to set customer class rates at
unity. This means that Centra has designed the interim approved rates such that forecast

revenues by class are equal to the costs allocated to the class.

Proposing to set rates at unity does not mean that Centra is of the view that the cost
allocation methodology produces results with total 100% accuracy — this is simply not
possible. Centra acknowledges the many judgements involved in completing the cost
allocation study. Professional judgement, use of forecasts, estimates, extrapolations and
simplifying assumptions have always been and will continue to be a fundamental aspect

of Centra’s study.

What Centra’s cost of service methodology results do represent is the best estimate of
what costs are by class. So while theoretically costs may only be known within a range of
+/- 3% or +/ - 5%, setting rates at unity provides the greatest likelihood that revenues are

reasonable compared to costs and are fair for all classes.
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As discussed by Ms. Van Hussen at transcript page 1056, “Rates are considered to be fair
and equitable when they reasonably reflect the costs incurred to provide the service.” Ms.
Van Hussen went on to further discuss the concept that fair and equitable rates do not

necessarily require the use of a zone of reasonableness:

MS. MARNIE VAN HUSSEN: So, you know, perhaps we've confused the issue
in that respect of saying, you know, we're setting rates at unity. But we've
also said, you know, we're not necessarily -- we don't think a zone of
reasonableness is needed at this time, but that doesn't mean that we don't
sort of generally agree that a zone of reasonableness can be employed for

-- for certain areas.

What we have stated is that we don't think that using -- we don't need an
explicit adjustment to customer classes to reflect concepts of fairness and
equity. We think our -- our allocated costs have gotten us to a good -- a

good spot.

MR. BRIAN MERONEK: Maybe I'm misunderstanding some of the dynamics
here. I'm talking about fairness and equity in a non-causal context. Are you

talking about fairness and equity in a -- in a Cost of Service context?

MS. MARNIE VAN HUSSEN: Generally speaking, the definition of fairness
and equity, we talk about horizontal equity and vertical equity where
customers that are similar are treated similarly, so that would be our
horizontal equity. And customers that are different are treated differently,

and that would be our vertical equity.

So, we think we've gotten a good balance of saying that customers that
cause different costs or are different are treated differently, and customers
that are similar are treated similar. And that's sort of the typical definition

of fairness and equity that -- that we're looking at.”?

A similar sentiment was expressed by Mr. Bowman:

72 Transcript June 10, 2025, pages 1399-1400.
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MR. SVEN HOMBACH: So, you said if we ignore fairness, let's say, we were
not to ignore fairness, what concretely does that mean to you?

MR. PATRICK BOWMAN: Well, then -- then you do what Centra has
proposed. | think Centra has taken fairness into account.

On this -- this issue of the Zone of Reasonableness, I -- you know, it's -- it's
fairly common utility practice to use the Zone of Reasonableness. Almost

every utility has something established as a Zone of Reasonableness.

And -- but a -- a former chair of this Board that I've worked closely with
over the years, has always said, you know, you do the right things for the
right reasons. A Zone of Reasonableness might be normal utility practice,
but if you're -- but -- but that -- that's not to give you license to then muck-
rack on behalf of a class or -- or another. It's to help you manage an overall
set of -- of -- of bond break criteria (SIC), if you like. Where you -- you decide
how do you balance those six (6) or eight (8) things, depending on which
version of Bonbright you go to. The six (6) or eight (8) criteria that are --

make up a sound rate.

If you don't have a Zone of Reasonableness and you're balancing everybody
to 100 percent revenue cost coverage every time, you're definitely
prioritizing one of those criteria, which is the -- the fairness and the

allocation of cross (SIC) criteria, above the others.

And that's an -- an -- an option, and it -- it -- | think it is particularly well
advised in this Hearing where you're doing, as | called it, a -- major reset.
It's the same reason I'm not recommending you phase in Mainline
Customer DSM. It's -- your -- your -- your -- don't get Centra before you very

often.

| think it's -- it's -- it's appropriate to do a cleanup and get people back to
100 percent. Having an RCC is fine, but | -- | -- | think, at -- at this point | -- |
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don't see the basis for a different rate proposal than what -- what Centra

is putting on the table.”?

Ms. Derksen, on the other hand, has offered a number of justifications for under

recovering costs from the SGS-Residential under the seemingly all-encompassing umbrella

of fairness and equity:

e Residential customers are less risky’4

e Residential customers, unlike corporations, pay their bills with after tax dollars’>

e Regulators implicitly acknowledge the issue of Residential bill affordability”®

e Annual volumes may not explicitly drive system costs, but they should still be
considered when setting rates for low load factor Residential customers’’

It has become apparent that Ms. Derksen’s position on fairness, equity and the zone of
reasonableness is focused on three points:

1. Centra should implement a ZOR to exclusively accommodate the perceived
fairness and equity issues that impact the SGS class.

2. The fairness and equity issues for SGS are largely related to the methodology
changes implemented in Order 109/22 which were detrimental to the SGS class —
in particular the switch from the peak-and-average approach to a peak day
demand allocator which is widely accepted to be more consistent with cost
causation.

3. Using the newly implemented ZOR, rates for the SGS class should be explicitly set
to recover only 97% of the costs properly allocated to the class using the
methodology approved by the PUB in Board Order 109/2278 which will effectively

unwind the impact of the methodology changes.

Centra concludes that at this juncture Ms. Derksen’s vision for implementing fairness and
equity is simply to systematically unwind the cost allocation methodology changes
implemented in Order 109/22.

73 Transcript June 11, 2025, pages 1682 — 1684.

74 Transcript June 12, 2025, page 1923 — 1940.

7> Transcript June 12, 2025, page 1943.

78 Transcript June 12, 2025, pages 1943 — 1944,

77 Transcript June 12, 2025, page 1945.

78 The COS also included several minor refinements proposed by Centra in this Application to improve cost
causation which provide a net benefit to the SGS class.
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Ms. Derksen has made it clear that the 97% revenue cost coverage ratio recommendation
was intended to offset the impact of the methodology changes in her response to

guestions from Board Member Nemec:

BOARD MEMBER NEMEC: So, would you say that going to a 97 percent
range for the SGS class would bring it back to where it would have been?

MS. KELLY DERKSEN: It's -- it's —

BOARD MEMBER NEMEC: One of the factors you could say that —

MS. KELLY DERKSEN: -- maybe even little bit further than where it was,
but pretty close.”’[Emphasis Added]

Centra’s interpretation was further reinforced by Ms. Derksen’s response to follow-up

guestions from Ms. Nemec:

BOARD MEMBER NEMEC: | certainly understand all that. My question is
trying to understand what would be the factor that you are calculating
to get you say to 97 percent -- you know, 97 percent? Like how do you
calculate to get yourself to 97, or what are the one (1) or two (2) or three
(3) factors that you're saying is different from the new costing
methodology that, for us, we would say that makes it more fair and

equitable?

MS. KELLY DERKSEN: Well, one thing that | considered very -- very strongly
was the move from the peak and average methodology to a peak day
methodology. And | said, as a -- as a professional in this, it is reasonable to
assume that volumes drive cost. That is the very reason why we

economically extend gas.

7® Transcript June 12, 2025, pages 1944 — 1946.
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And because we've moved from peak and average to peak day, that
drove a rate increase for the residential class. So, I'm saying that's a valid
way -- that's a valid reduction now to make to their RCC. So that was —

BOARD MEMBER NEMEC: And that's not quantifiable, so you're putting —

MS. KELLY DERKSEN: That is quantifiable, and it -- it's actually in -- it's
likely in the Board's Order 109/'22. It's certainly in Centra's Cost of
Service methodology review. It gave you by class -- well, that was the
effect of all the changes. It gave you by class what the effect of all the
changes that they were proposing had to each customer class in that

application. | think I'm not answering your questions.® [Emphasis Added]

Ms. Derksen provides further evidence that her recommendations are entirely focused on
unwinding the methodology approved by the Board in Order 109/22, confirming in
response to questions from Board Member Nemec that her recommendation is that
Centra should explicitly under-recover costs from the SGS-Residential class and collect the
shortfall from other classes “because you’re intentionally not accepting the results of the
cost allocation study.”?'

Centra views Ms. Derksen’s evidence on this issue to be oppositional to the Board’s
findings in Order 109/22 and she suggests that steps now must be taken in the rate design
phase in the name of fairness and equity to unwind the Board’s earlier findings on cost

causation:

“MS. KELLY DERKSEN: And so, the average component of peak and average
was the way the Corporation previously elected to quantify the issues of
fairness and equity and embed them in Cost of Service so we didn't get
into these debates in being able to quantify something that's somewhat
subjective and complicated in -- in each GRA.

80 Transcript June 12, 2025, pages 1949 — 1950.
81 Transcript June 12, 2025, page 1946.
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So, the peak and average methodology was the way the Corporation
elected to deal with issues of fairness and equity, and as well non-cost
causal considerations, and embed them in cost allocation.

That's now been pulled out, and so the question is: What, if anything, do
we do with that?

And so, we've moved to a peak -- a purely peak day allocator for under
maximum day conditions for the allocation of transmission and distribution
costs. And so, the question is: Do you as a Board view it appropriate to
re-embed those considerations of fairness and equity as part of rate
making, or do you want to rely 100 percent on the -- on the judgment that
now comes out of a cost -- that now comes out of cost allocation? That's
the decision to be made”#’ [Emphasis Added]

Contrary to what is being proposed by Ms. Derksen, it was never Centra’s position that it
would use a ZOR to try and unwind the results of the cost of service methodology review.
Centra believes that the methodology that was approved, coupled with the changes that
have been proposed and the updates reflected in the 2024/25 cost of service study,
provide a fair and reasonable depiction of cost causation. All customer classes are

receiving an allocation of costs representative of the costs they impose on the system.

9.7. If a Zone of Reasonableness is Implemented it Should Consider Non-Gas Costs
Only

Ms. Derksen’s recommendation is to implement a ZOR based on total costs including
imputed gas costs for T-service customers. In Centra’s view, considering only non-gas costs
in the calculation of the RCCs will result in a more transparent assessment of not only
which customer classes have revenues that exceed or are below costs but also does not

obscure the fact that the surplus or deficiency is only related to non-gas costs.

82 Transcript June 12, 2025, pages 1959 — 1960.
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The table below represents an assessment of the RCC ratios of non-gas costs only. RCC
ratios are calculated assuming all classes receive the same initial average increase applied

to their non-gas costs.

Figure 9: RCC Ratios of Non-gas Costs Only

C=AXAVG% D=A+C E=D/B G=BxUpper H=B*5%
INC or Lower RCC
CAC 11 33a Band-A
Non-Gas Total
Revenue at Revenue
May 1, 2024 Assuming of Adjustment
Approved 2024/25Non-  Average Average RCC Within toRequired  +/-5% of
Rates Gas Costs Increase Increase RCC 95% - 105% to Reach ZOR Costs
Small General Service 101,923 110,493 10,977 112,900 102.2% yes 5,5624.64
Large General Service 32,544 37,708 3,746 36,291 96.2% yes 1,885.42
High Volume Firm 6,850 8,574 852 7,702 89.8% no 443.25 428.71
Main Line 2,056 2,162 215 2,271 105.0% yes 108.10
Special Contract 1,414 1,244 124 1,538 123.6% no (231.79) 62.20
Power Station 915 818 81 996 121.7% no (136.73) 40.91
Interruptible 742 1,599 159 901 56.3% no 618.23 79.96
Gas Commodity 1,343 1,308 130
Fixed Price Offering 15 15 1
Total Cost of Service 147,803 163,922 16,285 164,088 100.1% 692.96

In this example, the revenue adjustments are different than the revenue adjustments
required to bring classes into the ZOR in Figures 15-17 of Centra’s Rebuttal evidence. This
difference is expected due to the difference in costs used to calculate the RCC ratios, but
it highlights the fact that if rebalancing is not done strictly on non-gas costs it will
inevitably impact gas costs in some manner. Changes in non-commodity related gas costs
are not necessarily directionally consistent with changes in non-gas costs. The impacts to
customer classes will be different and potential over or under recovery of the distinct
pools of costs is masked when looked at on a consolidated basis. This was noted by Ms.
Van Hussen:

“MR. BOB PETERS: And your suggestion to this Board is, if it did go the root
of a zone of reasonableness, which isn't your first choice, then restrict it to
the non-gas costs?

MS. MARNIE VAN HUSSEN: That's correct.

MR. BOB PETERS: Why -- why would that make any difference?
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MS. MARNIE VAN HUSSEN: Our concern, if you use both, is that gas costs
and non-gas costs are not always changing in the same direction for each
customer class. So, if you use a zone of reasonableness, that includes gas
costs, you may be masking some of the non-gas changes that need to be
affected through rates. And similarly, you may be masking some of the gas
cost changes that need to happen. And so, it becomes very convoluted to
try to separate, you know, the discussion of the zone of reasonableness and

the impact to gas rates versus non-gas rates.”%3

For these reasons, if the Board determines that a Zone of Reasonableness is required,
Centra strongly recommends that the calculation of class RCCs only consider non-gas

costs.

9.8. Recovery of Demand-related Costs for the HVF and Interruptible Classes

Centra has not proposed any rate design changes for customer classes other than the
Power Station Class. As a result, the High Volume Firm (“HVF”) and Interruptible Class
rates proposed in this application continue to recover 65% of demand-related costs
through the demand charge with the remaining 35% of costs being recovered through the

volumetric charge.

Both Mr. Bowman and Mr. Friesen have recommended that the demand recovery
percentage for the HVF class be increased to something higher than 65% with the eventual
move to 100% recovery. Increasing the demand recovery percentage for HVF will not
impact any other classes but will increase the bill impact for lower load factor customers
within the HVF class. As discussed by Ms. Van Hussen, Centra is not opposed to a greater
recovery of demand-related costs through the demand charge for the HVF class, however
would prefer to leave the Interruptible structure unchanged given the seasonal customers

served in that class.®

8 Transcript June 9, 2025, page 1274.
84 Transcript June 9, 2025, pages 1281 — 1285.
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Annual disposition of hon-commodity PGVA balances is unnecessary

As discussed in Centra’s rebuttal evidence, Mr. Friesen’s suggestion to implement rate
riders annually to dispose of PGVA balances is unnecessary. His evidence focused on
historical Supplemental Gas deferral balances, and Centra explained in its Rebuttal
Evidence that given the rate structure changes that took effect November 1, 2022,
Supplemental Gas deferral balances and their impact on rate riders is not an issue going

forward.®> In an exchange with Board counsel, Mr. Friesen acknowledged this:

“MR. BOB PETERS: All right. Now you did agree that, as Centra said in its
rebuttal, that since 2022, the PGVA balances | think have attenuated
because the primary PGVA and the supplemental gas PGVA are now rolled
into one gas commodity PGVA that's disposed of quarterly.

MR. DALE FRIESEN: You said supplemental gas, and what was the other

one?

MR. BOB PETERS: | think it's primary gas and the supplemental gas are now
rolled into one commodity purchased gas variance account that's disposed
of on a quarterly basis.

MR. DALE FRIESEN: Generally correct, yes.

MR. BOB PETERS: And so that would attenuate this discrepancy that you're

-- you're seeing in the -- in the build -- build impacts?

MR. DALE FRIESEN: Again, without getting into CSI, there was a significant

level of variance in the supplemental gas PGVA by year.

MR. BOB PETERS: But the fact that it's now going to be disposed of

guarterly, doesn't that attenuate that problem?

MR. DALE FRIESEN: Yes, it would.

85 Centra-15, Centra Rebuttal, May 2, 2025, page 65.
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MR. BOB PETERS: All right. And there's also a commodity cost balancing
deferral that will attenuate the rise of the gas cost PGVAs, is there not?

MR. DALE FRIESEN: Correct.”8¢

Centra’s position is that annual disposition of PGVA balances would provide no assurance
of a reduction in billed rate variability for customers. Under the current approach, a single
year with a relatively high PGVA balance has the potential to be offset by the PGVA
balances of other years, which would mitigate the magnitude of rate riders needed to
dispose of a multi-year deferral balance. Rate riders calculated to dispose of only a single
year’s PGVA balance therefore have the potential to be greater in magnitude, and in any
event would necessitate annual changes to billed rates for customers.®” Centra’s Rebuttal

Evidence in this regard was unchallenged.

Ultimately, the annual disposition of PGVA balances as proposed by Mr. Friesen is
unnecessary and would increase the complexity and costs of administering natural gas
sales rates, create annual variability in customer billed rates, and provide no material

benefit to Centra’s customers.

Maintaining the current FRGCS Program Cost Rate (PCR) provides stability for

prospective customers

In the Prehearing Update to this proceeding, Centra observed that the Fixed Rate Gas
Commodity Service (“FRGCS”) Program Cost Rate (“PCR”) was subject to significant swings
based on volatility in customer participation.®® Relative to the current $0.0243/m?3 PCR,
calculations of the PCR from Centra’s initial GRA filing in October 2024 (using the 2021
natural gas volume forecast) to the Prehearing Update in May 2025 (using the 2024
natural gas volume forecast) were $0.0678/m?3 and $0.0051/m3, respectively.®° As noted
during testimony, the PCR has historically ranged from approximately $0.02-$0.03/m3.

8 Transcript May 15, 2025, pages 1003 — 1004.

87 Centra-15, Centra Rebuttal, May 2, 2025, page 65.

8 The PCR is calculated as the FRGCS annual program cost divided by annual gas volumes associated with
forecast FRGCS customer participation.

8 Centra-14, Pre-Hearing Update, May 2, 2025, page 11.
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However, given the generally modest uptake of the service, a shift such as a small number
of larger customers joining or leaving the service can swing the PCR significantly outside
of this range.*°

In light of the recent large swings in the calculated PCR outside of the historical norm that
was demonstrated in this proceeding, Centra’s position is that the current PCR of
$0.0243/m?3 should be maintained at this time. In recent years, FRGCS offerings have
generally ranged from approximately $0.10-$0.25/m? due to shifting natural gas market
prices. This range of FRGCS rates is an indication of the potential market conditions that
customers must consider when evaluating whether to participate in FRGCS. In Centra’s
view, combining the potential for market price volatility with PCR volatility — whether to
the high end or low end of potential PCRs — does not align with the rationale of a fixed
rate program and introduces the prospect of “winners and losers” among FRGCS
participants based on the PCR alone.’® While Centra proposes to maintain the current
PCR, Centra intends to explore alternatives to establishing the PCR and bring forward a

recommended approach for PUB review in a future proceeding.

10. CENTRA’S TRANSPORTATION SERVICE LOAD BALANCING FEES ARE APPROPRIATE

T-Service balancing fees were implemented in 2019 to provide an incentive for T-Service
customers to balance their accounts and to mitigate the long-standing cross-subsidization
of T-Service customers by Sales Service customers. The fee structure is modelled after the
TCPL Mainline’s tariff92 but is charged at a rate of 50% and affords absolute tolerances that
are based on each customer’s relative size®® that average 14% compared to the 2%
tolerance Centra is afforded by TCPL. Balancing performance, measured as a customer’s
daily imbalance relative to the supply it makes available for consumption, improved
following implementation of T-Service balancing fees, but has remained stable since that
time. Centra believes a reasonable balance has been struck that incents reasonable
balancing performance by T-Service customers as required by their contracts, mitigates
the cross-subsidization that existed prior to implementation in 2019. Centra’s position
remains that no changes are required to the current fee structure.

% Transcript June 9, 2025, pages 1242 — 1243.

91 Transcript June 9, 2025, page 1247.

92 All gas transported by T-Service customers to Centra’s system is transported on the TCPL Mainline.
9 As determined by each customer’s average annual consumption.
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In his evidence on behalf of IGU, Mr. Friesen claims that “requiring TS customers to pay
fees exceeding twice the amount Centra remitted to TCPL is both unreasonable and
punitive.”®* Comparing the balancing fees paid by T-Service customers against the
balancing fees paid by Centra is not appropriate. The fees paid by T-Service customers are
a direct reflection of their balancing performance. Centra pays over $60 million CAD per
year for its storage and transportation portfolio, a cost that is borne by Sales Service
customers in their Transportation rates. Centra takes its balancing obligation seriously, and
to reliably and responsibly serve its weather-sensitive load in Manitoba, it incurs the costs
of tools necessary to minimize imbalances on TCPL. T-Service customers having higher
fees than Centra reflects their balancing performance and is not an indication that fees

are punitive or too high.

Mr. Friesen makes recommendations as to the appropriateness of T-Service balancing fees
yet offers uninformed speculation about the effectiveness of T-Service balancing tools. His
evidence in this regard should be given zero weight by the Board. He claims the fees are
unreasonable and punitive but admits “I do not have knowledge and experience on the
use of the tools that are available to customers who are attempting to balance their daily
consumption.”®> Mr. Friesen also admits that he has “not asked any of the [IGU] members
how they use balancing tools or whether they use balancing tools.”®® Yet, he proceeds to
speculate that “the tools don’t seem to be working in some scenarios and | can’t given
you the reasons why. It’s not my goal, ... but the worst performers should probably have
better performance that it does, if those tools were available.”®” These statements are
pure speculation and inaccurate. T-Service customers have access to the same market
tools as Centra, either on their own behalf, or by virtue of their nominating agents, which
may be large natural gas marketers with expansive North American supply, transportation,
and storage portfolios. Further, the tools work to reduce balancing fees if they are used,
but as outlined by Centra, some T-Service customers choose not to use even the simplest

and most cost-effective tools available, such as a balancing nomination.

94 |GU-08, D. Friesen Intervener Evidence on behalf of Industrial Users Group, March 26, 2025, page 42.
% Transcript May 15, 2025, page 935.

% Transcript May 15, 2025, page 958.

%7 Transcript May 15, 2025, pages 927 — 928.
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Although Mr. Friesen lacks knowledge of the balancing tools available to or used by the
customers IGU members, he acknowledged the economic considerations that could
influence T-Service customer behaviour and their incurrence of balancing fees in an

exchange with Mr. Czarnecki:

“MR. BRENT CZARNECKI: And -- and one (1) of the other factors that | think
you haven't considered is they may choose not to use the tool because it's
in their economic interest to incur the balancing fees and perhaps make
additional revenue however they're managing their gas supply portfolio on

their behalf, or if it's an agent. Would you understand that and agree?

MR. DALE FRIESEN: Agree. But my evidence wasn't about the tools.”%®

T-Service customers are sophisticated participants in the natural gas market, either
directly or through their marketer/agent. Mr. Friesen acknowledges that they may make
economic choices to not use the tools and instead incur balancing fees. With no
knowledge of balancing tools or the extent to which T-Service customers may be using
them, while also acknowledging that T-Service customers may be making economic
choices to incur balancing fees, Mr. Friesen has no evidentiary basis whatsoever to claim

that the balancing fees incurred by T-Service customers are unreasonable or punitive.

Aside from Centra’s two largest T-Service customers, T-Service customers pay an average
of $15,000 annually in balancing fees, relative to gas supply-related costs that likely
amount to well over S1 million per year for most of them to serve their facilities in
Manitoba. In an exchange with Board counsel, Mr. Friesen was asked whether he would
“support a return to having these T-Service customers being responsible 100 percent for
their own balancing fees”, rather than Centra being solely responsible for all delivery area
balancing on TCPL including T-Service customers.®® Mr. Friesen concludes that if this were
the case, he suspects “that most customers would not be T-Service customers.”1® This
conclusion is not surprising, considering how stringent TCPL is with balancing, including

lower tolerance and higher fees. The obvious outcome in this scenario is that T-Service

% Transcript May 15, 2025, page 940
% Transcript May 15, 2025, page 1012.
100 Transcript May 15, 2025, page 1015.
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balancing fees would be significantly higher than they are today under Centra’s balancing

fee structure.

Even in its current form, T-Service is an elective service with important balancing
obligations. If this obligation, the use of balancing tools, or the incurrence of balancing
fees is too onerous, other services are offered by Centra that may better align with
customer business needs and risk profile. Specifically, within Sales Service, neither WTS
or system supply require balancing by the customer, and WTS allows customers to fix the

price of their gas commodity if this is preferred.

Mr. Friesen further suggests that T-Service balancing fees are punitive because a customer
whose operations grow would be penalized by not receiving the benefit of a higher
tolerance band and the associated larger absolute tolerances.?! Centra can confirm that
it works with T-Service customers that are planning plant expansions and has adjusted
tolerance bands in response to consumption changes, to ensure both fairness across T-
Service customers as a group, and to ensure customers are afforded absolute tolerances

that are commensurate with their average consumption.

Mr. Friesen’s evidence is confusing and contradictory. His initial recommendation was to
lower balancing fees from the current 50% and to consider either increasing the number
of tolerance bands or increasing the tolerance to 15% for all T-Service customers.0?
During his testimony, he changed his mind, asking the Board to ignore the
recommendation of more tolerance bands, noting the additional complexity it would
generate.'% According to Mr. Friesen, that leaves the Board with only two options. One
is to increase the tolerances, the second is to decrease the fees.'®* While his evidence
recommends growing the tolerance from 14% to 15%, he then argues that is not a good
idea because “it reduces the incentive to balance”. That leaves his recommendation that
the fees charged to T-Service customers be lowered from 50% to somewhere between
25%-35% of what TCPL is charging Centra for balancing fees.'% Yet he acknowledges

“...balancing is better today than it was before. But if you look at the years since balancing

101 Transcript May 15, 2025, page 1021.

102 1GU-08, D. Friesen Intervener Evidence on behalf of Industrial Users Group, March 26, 2025, page 47.
103 Transcript May 15, 2025, page 926.

104 Transcript May 15, 2025, page 929.

105 Transcript May 15, 2025, page pages 1011 and 1017.
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fees, there hasn’t been a lot of change in performance.” 1% Given the current fee structure
results in average performance that matches the tolerances afforded, Centra is of the view
that increasing the tolerances or decreasing the fees would each reduce the incentive to

balance, would be a move in the wrong direction, and should not be adopted.

Mr. Friesen claims that Centra “continually overcharge(s) T-Service customers by 50
percent”.’%” He goes on to note that the amount collected from T-Service customers “is
significantly above the amount paid”1°® by Centra to TCPL. He further states that he
believes in cost-based rates and that balancing fees should match demonstrated costs.%°
However, T-Service balancing fees are not intended to be cost-based fees that recover
direct and opportunity costs on a dollar-for-dollar basis. Instead, they are intended to
provide an incentive for T-Service customers to balance their accounts and reasonably
contribute to the costs borne by Sales Service customers given the uncertainty associated

with T-Service customer balancing behaviour.

Mr. Friesen ignores the evidence provided at the 2019/20 GRA, at which IGU was a fully
participating intervener. As was the case in 2019 and as provided on the record in the
2019/20 GRA, Centra is not able to provide a precise level of annual opportunity costs
given the challenge of valuing foregone or delayed market transactions. Centra’s
operations provide for relatively consistent and predictable summer transactions, and
while the value of summer opportunity costs varies from year to year, it is generally in the
range of a few hundred thousand dollars annually. Centra’s winter opportunity costs are
much less predictable, and are dependent on weather, market conditions and basis
differentials. Centra’s incremental supply needs can occur at any time of year, but each
time Centra delays a decision to purchase supply or execute capacity management
transactions, it may encounter lower market liquidity resulting in higher costs or lower
value. The value of these opportunity costs can vary widely from year to year, but a few
hundred thousand dollars of opportunity costs can be attributed solely to the 2024/25
winter. Finally, there are balancing fees paid by Centra, some of which are driven directly
by T-Service customer account imbalances. The fees collected by Centra reasonably

contribute to the direct and opportunity costs that are borne by Sales Service customers

106 Transcript May 15, 2025, page 927.
197 Transcript May 15, 2025, page 928.
108 Transcript May 15, 2025, page 1010.
109 Transcript May 15, 2025, page 1013.
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given the operational buffer required to accommodate the uncertainty related to T-Service
balancing activity. These costs are estimated to continue to exceed the total balancing fees
paid by T-Service customers.

In addition, the evidence of Mr. Trenchard in his testimony confirms that estimates of
opportunity costs from 2019 have not changed materially'? and that “as long as we look
at performance and understand whether a buffer is required, that will always tell you that
there are opportunity costs continuing to be borne.”!'! Accordingly, there is no argument
to reduce the fees specified in the current PUB-approved fee structure. It is Centra’s
position that a decrease in fees or increase in tolerance would result in directionally worse
balancing performance and would return to a higher level of subsidization of T-Service
customers by Sales Service customers that was mitigated by the introduction of T-Service
balancing fees in 2019.

Mr. Friesen recommends that Centra be directed to “engage with T-Service customers in
exploring potential alternatives to the current Balancing Tolerance structure”? yet when

Mr. Peters sought alternatives for the Board to consider, Mr. Friesen offered none.

“MR. DALE FRIESEN: I don't know if | used the term "fairer." The term | used
was potential alternative to the current T-Service balancing tolerance
structure. That said, I'm a big fan of engagement. I'm a big fan of dialogue
and I'm a big fan of solving things outside of the board -- the boardroom,
so to speak, or the -- the hearing room. Having these conversations in a
GRA environment is challenging. It's difficult. And if -- and based on my
experience while at Manitoba Hydro, we had very productive conversations
with customers on alternative rate issues when we both sat down with an

open mind and dialogued. Doing so in a hearing environment or in

a GRA environment, is much more challenging. And -- and | think that's the
point I'm really getting to here with that statement. That answers your

question?

110 Transcript June 10, 2025, page 1367.
111 Transcript, June 10, 2025, page 1370.
112 |GU-08, D. Friesen Intervener Evidence on behalf of Industrial Users Group, March 26, 2025, page 46.
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MR. BOB PETERS: Well, it didn't because | asked what -- what your
additional ideas are and you said let's just dialogue and we'll come up with
some. So, I'm going to take from that, Mr. Friesen, that you don't have any
additional ideas as you sit here, but as a big fan of dialogue, there may be

ones that you can explore together with the company.

MR. DALE FRIESEN: Correct.”13

Centra confirms that it is in regular contact with all T-Service customers, whether through
their ongoing relationship with their designated Energy Service Advisor or by virtue of the
daily contact customers have with staff in Gas Supply regarding their nominations.
Centra’s position is that a reasonable balancing fee structure has been established by the
Board and that the level of balancing fees incurred is a direct reflection of individual
customer balancing performance, with choices being made by each customer in relation
to the balancing tools it will use. Although some T-Service customers may prefer lower
fees, this is not a sufficient reason to change the current structure and fee levels. Notably,
IGU only represents four T-Service customers, meaning not even one-third of all T-Service

customers have participated in the IGU intervention.

In conclusion, despite the lack of further improvement in balancing performance by T-
Service customers, Centra elected not to request changes to the T-Service balancing fees,
tolerance or structure. In Centra’s view, T-Service balancing fees achieve the objectives,
as stated by the Board in Order 152/19, of providing an incentive to comply with the T-
Service contractual obligation to balance and mitigating cross-subsidization of T-Service
Customers by Sales Service customers. Fees are collected by Centra that reasonably
contribute to the direct and opportunity costs that are borne by Sales Service customers
given the operational buffer required to accommodate the uncertainty related to T-Service
balancing behaviour. Given the balance that has been achieved, Centra saw no value in
seeking higher fees or lower tolerances. However, this matter has again undergone
significant examination. The evidence provided by Mr. Friesen on behalf of IGU members
(only four of which participate in T-Service) claims the current structure is unreasonable
and punitive and seeks to reduce the fees and increase the tolerance. However, with no

knowledge of the balancing tools available to or used by T-Service customers, Mr. Friesen

113 Transcript May 15, 2025, pages 1024 — 1025
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has no grounds on which to make that assessment, and his recommendations should be
given little if any weight. Furthermore, Mr. Friesen has acknowledged that T-Service
customers may be making an economic choice to incur balancing fees rather than incur
the cost of balancing tools available in the market. It is Centra’s strong view that a decrease
in fees or an increase in tolerance would be a move in the wrong direction, and that the

current structure has and will continue to achieve a reasonable balance.

11. CONCLUSION

Centra’s natural gas system plays a vital role in meeting Manitoba’s energy needs, and this
is not expected to change in the near-term. Taking an integrated approach to managing
the energy transition is essential, and Manitoba Hydro/Centra are in a beneficial position
to do so compared to other provinces given the fully integrated nature of its electric and

natural gas operations and common ownership.

The near-term focus should be on returning Centra to a stronger financial position by
ensuring Centra is recovering its costs and targeting a positive net income under average
conditions to stop the erosion of retained earnings by end of 2026/27, while balancing
the impact on customers associated with rate increases. Once that is achieved,
consideration can be given toward addressing questions related to the appropriate level
of retained earnings and further contemplate longer-term considerations related to the

future of Centra as a natural gas utility.

Finalization of the 4.5% interim general revenue increase is the first critical step in
addressing the deterioration in Centra’s financial health. While Centra did not formally
request approval of rate increases beyond the 2024/25 year as part of this GRA, Centra’s
position is that it would be prudent, reasonable and practical for the PUB to award rates
for 2025/26 and 2026/27 given the totality of the evidence on the record before it and
with consideration of the upcoming regulatory calendar of the PUB.

Centra recognizes the importance of establishing a routine cadence for filing its future rate

applications with the PUB, that is consistent with legislation and considers the best

interests of both its natural gas and electric customers.
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