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The PUB’s Role in Rate Setting 
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PUB’s Role in Rate Setting Process
• Fix just and reasonable rates that balance the interests of 

ratepayers against the financial health of the utility.
• As stated by the Manitoba Court of Appeal: “The PUB has two 

concerns when dealing with a rate application; the interests of 
the utility’s ratepayers, and the financial health of the utility. 
Together, and in the broadest interpretation, these interests 
represent the general public interest.”

Consumers’ Association of Canada (Man.) Inc. et al. v. Manitoba Hydro Electric Board, 
2005 MBCA 55 at para 65 
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Background on Centra Gas

5

2



Importance of Natural Gas to Manitobans

6

Natural Gas
Main Pipelines

11,100
km

Total Natural Gas 
Customers

~300,000 Commercial 
Customers

27,741
Industrial Customers

154

Average Annual 
Customer Connections

2,700

Natural gas provides safe and reliable energy 
for residential, commercial and industrial use, 

supporting Manitoba's economy.

Communities Served

132
Natural Gas

Service Lines

7,600
km

16,000 GWh vs. 
26,000 GWh on 

the electrical 
system  

delivered 
annually

Peak hour 
=

 7,469 MW 
vs. 

5,111MW 
electrical 

System peaked 
on January 20, 

2025

The gas distribution 
system delivers 

1.5x the capacity of 
the electric system 

on coldest days
and 40% of the 

energy in a typical 
year



Volumes May be Flat But We’re Still Seeing 
Growth at Peak
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Approvals Requested in the GRA

8

3



Final Approval of 
Nov. 1/24 Interim Rates 

with Adjustments for 
Prehearing Update

9

Final approval of the general revenue increase of 
4.5%, awarded on an interim basis effective Nov. 
1/24, sufficient to generate additional revenue of $11 
million in 2024/25*;

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

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 Nov. 1/19 to Oct. 31/23.

Centra is seeking other approvals 
as detailed in Tab 1 of the 
Application

*In Undertaking 23, Centra has requested final approval of 
2023/24 Gas Year Gas Costs. 



Timeline
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Events Since the Last GRA
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Order 152/19 issued 
Oct. 2019, directed 
COS Review before 
the next GRA is filed. 

2019 

Covid-19 impacted 
operations & Cost of 
Service Review 

2020

Focus on Status 
Update Application 
filed by interveners and 
Interim Electric Rate 
Application

2021

Centra’s COS Review 
resumed, which 
concluded in June 2022 
(Order 109/22 issued 
Oct. 22)

2022

Manitoba Hydro filed 
comprehensive electric 
GRA in Nov. 2022, 
which process 
continued to Summer 
2023

2022–2023

New Government Oct. 
23 and Manitoba Hydro-
Electric Board 
appointed Dec. 2023

2023

Feb. 2024 search for 
President & CEO 
began, appointment of 
Mr. Allan Danroth 
announced July 2024

2024

Provincial Government 
released the Affordable 
Energy Plan Sept. 2024

2024



Rate Path is a Balanced & Necessary Approach
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4.5% Rate Path Guided by Key Priorities

13

Metrics previously considered by PUB in setting natural gas rates, $3 million target net income and 
free-standing debt-to-equity target of 70:30, would require rate increases that were deemed 
inappropriate due to impact on affordability. 

The erosion of Centra’s retained earnings indicates that Centra is not recovering its costs and is a 
signal of financial weakness for a standalone entity.

This Application considers a multi-year approach to returning to improved financial position, that 
balances impact to customers and financial health of Centra. The requested general revenue increase 
in 2024/25 is the start of that muti-year effort.



Centra’s 
Financial Health 
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Net Income/(Loss) assuming 4.5% Interim Increase Finalized 
for 2024/25 and no further General Revenue Increases

• Without general revenue increases, net losses for 
Centra will persist and Centra’s financial position 
will continue to deteriorate.

• Centra considers it a priority to return to a 
position of positive net income and to start 
working towards a path that allows the rebuilding 
of retained earnings, while also balancing 
affordability considerations for customers.

• The interim general revenue increase has 
enabled Centra to generate additional revenue 
during the 24/25 winter heating season. Even 
with the interim general revenue increase, Centra 
projects a loss of $23 million in 2024/25.

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 



Finalization of Interim General Revenue 
Increase
• PUB recognized the need to immediately address Centra’s financial position when 

it awarded the 4.5% interim increase in October 2024 in Order No. 125/24.

• Final approval of the 4.5% is the first step toward addressing the deterioration in 
Centra’s financial health.

• Confirmation of the 4.5% as final is supported by Mr. Rainkie and Mr. Bowman.
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Additional Rate Increases could be Awarded 
on a Conditional Basis

• Subsection 44(1) of The Public Utilities Board Act allows the PUB to make an Order beyond 
the relief requested, and subsection 47(1) allows the PUB to issues Orders with conditions. 

• The PUB has previously utilized its ability to award conditional rate increases for future test 
years in Order 101/04 when Manitoba Hydro was faced with drought conditions,.

• Conditional approval provides assurances to customers that future rate increases will be 
reviewed before being implemented and provides for additional revenue increases to 
address financial position of Centra. 

• Rate increases for the 2025/26 & 26/27 fiscal years could be approved on a conditional 
basis, subject to the provision of updated financial information prior to implementation, if 
required by the PUB.
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Parties support PUB consideration of 
additional rate increases as part of this GRA
• Totality of the evidence on the record and with consideration of the upcoming 

regulatory calendar of the PUB, it is prudent, reasonable and practical for the 
PUB to award rates for 2025/26 and 2026/27. 

• Positive net income over the next 3 years requires additional annual rate 
increases  beyond 4.5% to address Centra’s concerning financial health.

• Mr. Rainkie and Mr. Bowman seem supportive of the PUB exercising its 
statutory discretion to approve rate increases for 2025/26 and 2026/27 as 
part of this proceeding.
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The Importance of Confirming the 4.5%
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Higher Expenses are Driving the 
Increased Revenue Required
Cumulative inflation of 21% from 2019/20 to 2024/25 has 
increased Centra’s expenses by 26% since 2019/20 

19

Total Expenses – 2019/20 Approved 
Compared to 2024/25 Test Year

Actuals Actuals Actuals Actuals Actuals Forecast

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 Average

MbCPI 2.3% 0.3% 4.6% 7.8% 2.3% 2.1% 3.2%

Cumulative MbCPI 2.3% 2.6% 7.3% 15.7% 18.4% 20.8%

CdnCPI 2.0% 0.6% 4.5% 6.6% 3.3% 2.5% 3.3%

Cumulative CdnCPI 2.0% 2.6% 7.2% 14.3% 18.1% 21.0%

2.3% 2.6%

7.3%

15.7%

18.4%
20.8%

2.0% 2.6%

7.2%

14.3%

18.1%

21.0%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%
Cumulative CdnCPI

Cumulative MbCPI

Manitoba & Canadian CPI



Corporate Allocation

• Acquisition debt held 
at consolidated level

• Sinking fund benefits 
both gas & electric 
rate payers

• Change to allocation 
further reduces 
amount applied to 
Centra 
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No Growth in Revenues to Offset Cost Increases

• There has been no material growth in gross 
margin. 

• Increased usage from new customer related 
growth of approx. 1%/year or 2,500 customers 
has been offset by energy savings through 
Demand Side Management efforts of Efficiency 
Manitoba. 

• The result is that other than yearly variations due 
to weather, average gas deliveries have remained 
around 2,065,000 thousand cubic meters since 
2009/10.
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Operating & Administrative Expenses
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The PUB Found Manitoba Hydro’s O&A to be 
Reasonable 
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. 

The PUB also noted “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.” 
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Operating and Administrative (“O&A”) Expenses

• O&A expenses consist of employee related expenditures 
(wages and salaries, benefits, travel/motor vehicles and 
safety), materials and external services.

• O&A is forecasted at levels required to ensure that 
Centra can maintain its systems to provide safe and 
reliable service and is able to meet the current and 
future needs of customers.

• O&A increases in this application are being compared to 
the lowest level of O&A Centra has experienced.
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Centra’s O&A Expenses are an allocation 
from Manitoba Hydro’s O&A
• Centra’s operations are integrated within the 

organizational structure of Manitoba Hydro.

• Centra does not have its own employees.

• All employee related costs, along with other 
O&A costs, are allocated to Centra through 
the Integrated Cost Allocation Methodology 
(“ICAM”).

• ICAM is designed to reasonably allocate costs 
between both lines of business to avoid cross 
subsidization.

• ICAM was extensively reviewed and deemed 
reasonable by Deloitte (Independent Expert).
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O&A Increases
Centra O&A increases are largely driven by: 

• Increased labour/employee related costs

• Increased governance and support services costs

• Shift to cloud-based services, which must now be 
classified as operating expenses, in addition to more 
computer costs and cyber requirements

• Increase in costs to perform inspections on the 
natural gas system, including increases in line 
locates

• Higher meter reading costs and general liability 
insurance premiums

• Ongoing environmental investigations at the 
Sutherland Avenue site.

• Inflationary Increases 

• Changes in cost driver allocations, with increases to 
Centra

26

* Activity charges = Hours x Activity Rate (employee related costs/ hours available to work)
** Corporate Allocations = Overhead related to integrated support and administrative labour/employee related costs



Activity Charges are the largest driver of O&A 
expenses and increases since 2019/20
• Activity charges = hours time 

carded x activity rate for that 
employee/work group

• Activity rates include wages, 
salaries, overtime, employee 
benefits, safety, travel, motor 
vehicles and office expenses. 
These costs are allocated to both 
capital projects and operating 
programs using an hourly activity 
rate which is charged through the 
corporate time allocation system

Activity charges increase of $11.6 million since 
2019/20 is impacted by rate and volume increases

• Volume increase (58%) is related to increased 
Customer Service & Corporate Relations and 
Operations & Maintenance work requirements as 
well as an increase in time spent on training

• Activity rate increase (42%) is related to wages 
increases (GWI, merit and progression), increases 
in benefits, as well as employee related costs due to 
inflationary increases (motor vehicle and travel 
costs)
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Organizational Support Costs
• The main area of disagreement in regard to cost allocation between electric and 

gas segments was in relation to organizational support costs. 

• These costs includes common overhead costs for both the electric and gas lines 
of business related to (1) corporate governance, (2) corporate infrastructure,     
(3) corporate services, (4) departmental support, and (5) operational 
management.

• Since the last GRA, organizational support costs have increased primarily due to 
increases in costs related to Cloud computing, Higher liability insurance costs, 
FTEs and higher wages and salaries for staff as well as inflation. 
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Cash Flow and Financial Resilience

29
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Growing Cash Deficits are Increasing Risk
The decreased ability for cash from operations to fund 
capital spending is creating cash deficits which are 
leading to:

• Increased borrowing 

• Increased finance expense

• Increased operational liquidity risk

• Increased interest rate risk:

• Refinancing risk

• Variable rate debt

• New borrowings

• Decreased sustainability of operations and financial 
resilience

30

• Averages for historical data for 2015/16-2018/19 and 2019/20-2023/24 are used to 
smooth the impact of temporary swings in working capital changes.

• Forecast assumes January 2025 Update Scenario #1 with Amended Payments to 
Government Effective April 1, 2025 and Average Net Income $3 Million
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Centra’s Share Capital & Retained Earnings
• Centra’s share capital recognizes Manitoba Hydro’s 

purchase of 100% of the issued and outstanding 
shares of Centra in 1999. 

• At March 31, 2000, Centra recorded issued share 
capital for the 1,505 common shares at $121 million 
reflecting Manitoba Hydro’s purchase of Centra.

• Share capital will not change or decrease based on 
Centra’s operating and financial results post-
acquisition. 

• Retained earnings has and will continue to change 
based on Centra’s annual financial performance.

• Sufficient retained earnings are required for Centra to 
be financially resilient.

 -

 50

 100

 150

 200

 250

Centra's Equity

Share Capital Retained Earnings

Millions $
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Forecast assumes January 2025 Update Scenario #1 with Amended Payments to 
Government Effective April 1, 2025 and Average Net Income $3 Million.



Centra’s Financial Health 

• 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.

• CAC expert agrees that as a first step, prior to considering longer-term 
strategic direction for natural gas and the minimum level of retained earnings.

• Once Centra begins to recover its costs and achieve positive net income 
consideration can be given toward addressing questions related to the 
appropriate level of retained earnings. 
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The Cost of Service Study 
Complies with Order 109/22 and 
Guides Rate Determination

33
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2021 Cost of Service Methodology Review
The Methodology Underpinning Centra’s Cost of Service Study Underwent Significant Review 

34

Approved Changes:
Demand-classified transmission and distribution allocated by design day 

coincident peak including the Interruptible class. 
Dedicated transmission mains and related assets supplying gas to Special 

Contract and Power Station classes assigned to those classes 
Pipeline function classified as demand to be allocated by design day coincident 

peak including the Interruptible class. 
Storage function classified as demand to be allocated by winter season 

demand in excess of summer season demand including the Interruptible class. 
Complete minimum system study. 
Update service line and meter studies
Elimination of the Co-op class from the Cost of Service Study.
Update UFG Study



2021 Cost of Service Methodology Review
The Methodology Underpinning Centra’s Cost of Service Study Underwent Significant Review 

Implications of Approved Changes
Interim Rate Approved for the Special Contract and Power Station Classes

– Interim rates approved to recognize the significant change in allocated 
costs as a result of directly assigning transmission asset related costs to 
the PS and SC classes

– Interim approach effectively reversed the large increase in allocated costs 
to the SC class that occurred during the 2019/20 GRA

– Interim approach based on 2013/14 approved revenue requirement
All other rate implications were deferred to a future GRA, recognizing the 

COSMR was not a rate-setting process
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Cost of Service Model and Compliance with 
109/22 Reviewed by Independent Third Party

36

Directive 13 of Order 109/22: “The rates requested in the next general rate 
application shall be based on the methodology approved in this Order. Centra shall 
file, with its next general rate application, the results of a new cost of service study 
prepared using the methodology in this Order.” 

Directive 1 Order 6/24: Centra is directed to make its electronic cost of service 
model available for review by Elenchus Research Associates Inc. and to collaborate 
with that firm in a review of the model in accordance with the scope of work outlined 
in Appendix A. 

Elenchus completed their review and found, “that Centra’s cost of service model is 
fully compliant with Order 109/22, no remedies to address non-compliance are 
required.”



Atrium Classification Studies – Distribution Mains

Atrium Minimum System Study

• The methods used by Atrium to complete the study are industry-standard

• Similar studies have been used for rate-setting in other jurisdictions

Atrium Zero Intercept Study
• Unit costs were calculated for each material type and pipe diameter using 

the replacement cost

• A weighted least squares (WLS) linear regression was completed for steel 
and plastic independently
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Comparison of Approaches (Undertaking 25)

Distribution Mains 
Classification

PHU - May 2
 Minimum System 

Study as filed
 80% Dem / 20% Cust

Zero-Intercept
 65% Dem / 35% Cust

Historic Diameter-
Length

 67% Dem / 33% Cust
Bowman Approach 

24% Dem / 76% Cust
Undertaking 20

 13% Dem / 87% 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 CSI CSI CSI CSI CSI

Power Station CSI CSI CSI CSI CSI

Interruptible $     2,192,717 $     2,109,859 $     2,119,638 $     1,869,778 $     1,805,365 

Gas Commodity CSI CSI CSI CSI CSI

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

38
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Additional Proposed Cost 
Allocation Methodology Changes

39
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Additional Proposed Methodology Changes 
for 2024/25 Cost of Service Study
• To eliminate the franchise expansion adjustment for all classes; 
• To use winter volumes rather than annual volumes for the 

allocation of Gas in Storage costs included in Rate Base; 
• To use historic class participation rather than forecast class 

participation for the purpose of allocating Demand Side 
Management (DSM) costs; and 

• To use non-gas revenue requirement rather than rate base to 
allocate Centra’s net loss.
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Zone of Reasonableness and 
Rate Design

41

11



Revenue to Cost Coverage Ratios

42

Cost Allocation Results

cost 

cost 

cost 
revenue

revenue

revenue

Residential Industrial Commercial

• COS is zero-sum for the utility – it does not 
change the total amount of revenue Centra 
collects.  Rather it determines how much of the 
revenue should be collected from each 
customer class.

• Results of the study compare class revenue to 
class costs to determine a Revenue to Cost 
Ratio (RCC)

• A Zone of Reasonableness (ZOR) is often used 
by utilities to define a bandwidth of acceptable 
results for Revenue‐to‐Cost Coverage ratios 

• Centra does not currently use a ZOR when 
establishing customer class rates



Centra is Proposing to Set Rates at Unity
• A customer class with revenues equal to 

apportioned costs would have an RCC of 
one (“unity”).

• Approved interim rates were set to recover 
exactly the amount of costs allocated to 
each class and keep the RCC ratio at unity. 

• Given the changes in cost of service 
methodology, revenue requirement, and 
class loads, setting rates at unity provides 
the greatest likelihood that revenues are 
reasonable compared to costs. 0

20

40

60

80

100

120

Revenue Costs
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Centra’s Rate Proposals are Balanced and 
Reflective of Rate Objectives
• Revenue to cost coverage ratios are meant to 

provide guidance on whether revenues are 
reasonably covering allocated costs

• Centra’s proposal to set rates at unity considered 
the following: 

– Cost Allocation Methodology changes 
approved in Order 109/22

– Further proposed cost allocation changes

– Net loss position

– Gradualism and rate affordability
 

Rates may be 
considered to be fair 
and equitable when 
they reasonably 
reflect the costs 
incurred to provide 
the service
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Implementation of an Explicit Zone of 
Reasonableness

• When utilized, a ZOR is 
intended to assess fairness for 
all customer classes

• Size of a class is irrelevant in 
RCC calculation, but will 
determine the impact that rate 
rebalancing has on other 
classes 

• An explicit ZOR may be of little 
practical use considering the 
relative sizes of the Centra’s 
customer classes

45

2024/25 Allocated Non-Gas Costs by Class

Small General Service Large General Service

High Volume Firm Main Line

Special Contract Power Station

Interruptible

Class RCC
Normalized 

to 100%
SGS 92% 102%
LGS 86% 96%
HVF 80% 89%
ML 95% 106%
SC 114% 127%
PS 112% 124%
Int 46% 51%
Commodity 103% 114%
FPO 36% 40%
Total 
System 90% 100%



Changes to Rate Design

46

Minimal changes to rate design proposed in this application
• Increase proposed to Basic Monthly Charges for the SGS Residential & Commercial 

and LGS Classes
• Changes to the rate structure for the Power Station Class 
• Not proposing changes to existing practice of recovering 65% of demand-related costs 

through the demand charge and the remaining 35% of demand-related costs through 
the volumetric charge for HVF and Interruptible classes

– Recommendation from Mr. Bowman and Mr. Friesen to increase demand 
recovery to something greater than 65%

– Centra is not opposed to the change for HVF but does not endorse a change to 
the Interruptible class at this time due to considerations of seasonality of some 
customers. 



Transportation Service 
Balancing Fees

47

12



Need for T-Service Balancing Fees Remains 
but Existing Structure is Reasonable

48

• Balancing performance improved, but only to the tolerance afforded
• Reducing fees or increasing tolerance is a move in the wrong 

direction

Performance 
improvements have 

ceased

• Ts & Cs require T-Service customers to balance supply with demand
• As a group, they miss that balance target by an average of 14%

Contractual obligation 
remains

• Centra’s operational buffer remains to address uncertainty of T-
Service imbalances

• Results in foregone revenue or increased costs

Opportunity costs 
continue to be borne by 
Sales Service customers

• Higher fees or lower tolerance might improve performance
• Structure as approved achieves reasonable balance for all
• Further consultation is not needed

Changes to fee structure 
are not needed



Conclusion

49

• Centra plays a vital role in meeting Manitoba’s energy needs and this is not 
expected to change in the near-term 

• The near-term focus should be on returning Centra to a stronger financial position
– Finalization of 4.5% interim general revenue increase is the first critical 

step
– As a second step, the Board can consider whether 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. 
It's Centra’s view that this would be a prudent, reasonable and practical 
approach

• Centra’s rate path balances affordability for customers with addressing the utility’s 
financial health 



Questions?
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