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1.0 EXECUTIVE SUMMARY

The overall conclusion from this Evidence is that any rate increases approved by the Public
Utilities Board (“PUB”) should be applied equally to all classes (an “across-the-board” or
“ATB” rate increase).

While this recommendation is consistent with Manitoba Hydro’s (“MH”) proposal for ATB
rate increases in each of the three Test Years, it draws significant and broader support than
does MH’s proposal, from a number of perspectives including an evaluation of PCOSS26
and a principled interpretation of resulting class Revenue-to-Cost-Coverage Ratios (RCCs),
consistent with PUB direction from past Orders.

The ATB rate changes recommended in this Report, in part, reflect the fact that the
methodology underpinning PCOSS26 has not kept pace with fundamental changes in MH’s
revenue structure and near-term financial future. Class RCCs in PCOSS26 are materially

influenced by the following, which together support the recommended ATB rate increase:

1. The Residential and General Service Small - Non-Demand (GSSND) classes are
negatively impacted by the PCOSS treatment of the reduction in Government
payments. This change in financial circumstances has no bearing on the costs to
serve these customers and should not be permitted to unduly influence RCCs. The
directional indication of the inter-class impacts available for this GRA suggests that
ATB rate increases are justified, should any increase be granted;

2. The PCOSS26 treatment of Net Income does not comport with MH’s current plan for
increasing Net Income, nor the generation and transmission investments for which
these increased revenues will be used. Because distribution level customer classes
— Residential and GSS - contribute to greater levels of Net Income based on current
functional rate base composition, compared to GSL classes, it is anticipated there
will be a negative cost impact on distribution intensive classes. For purposes of this
GRA, consideration should be given to such inter-class impacts in the interpretation
of RCCs which suggests that ATB rate increases are justified, should any increase
be granted;

3. Anomalous cost allocations to the GSL classes including the relatively negligible
allocation of O&A and the allocation of several customer service-related costs. Itis
recommended that costs attributable to line locates, safety watches, building
moves, marketing R&D and outages be allocated broadly to all classes;

4. Given the differing system reliability needs between GSL and Residential classes
which drive differences in cost to serve not accommodated in the PCOSS, it is
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11.

recommended that class RCCs are appropriately considered in the interpretation of
RCCs;

RCCs prior to the inclusion of Net Export Revenue (NER) continue to be a reasonable
and important tool in the evaluation of class RCCs. Class RCCs excluding NER
suggest that the GSS ND class would require a lower-than-average rate increase, all
else being equal. The residential class’s RCC is average and would suggest an
average rate increase, all else being equal. All other class RCCs would suggest a
higher-than-average rate increase, all else being equal;

Load Research suggests that class RCCs can vary by as much as 6% due to
estimation in MH’s load research, which suggests that MH’s 95% - 105% ZOR is far
too narrow. As the PUB recently declined to expand the ZOR, the only other option
is to accommodate this LR variability, data limitations and simplifications in the
interpretation of class RCCs to rates and on this basis justifies an ATB rate increase;
Load Research results suggest that larger user classes (GSL) are more capable of
moderating peak consumption and energy than residential customers based on
current rate programs. Consumption patterns for the Residential, GSS and GSM
classes suggest that current DSM efforts have been insufficient and a much more
focused effortis necessary in terms of rate design and rate programs by MH to assist
in moderating costs shifts to these classes;

MH’s Residential rates are higher by 31% compared to the lowest Residential rates
in Canada; with a spread of 40% compared to the lowest rates in Canada for MH
Small Power customers suggestive that a lower-than-average rate increase for the
Residential class would be justifiable in order to moderate the divergence in rates;
Net Export Revenue is forecasted to decline over the 3 Test Year period or current
drought conditions. The reduction in NER will automatically push the GSL classes
in or near the ZOR (i.e. naturally self correcting) and should be considered in the
interpretation of RCCs. This is also suggestive that MH’s proposed ATB rate
increases are justified, should any increase be granted;

It is important to note that PCOSS26 class RCCs do not consider the above inter-
class impacts. To differentiate rates to move some classes to 105%, after
considering these inter-class impacts will result in overshooting desired outcomes
necessitating an unwinding through future rate changes; and

It is plausible that the only class, GSSND, whose raw RCC flowing from PCOSS26 is
108.0% and which does not appear to improve despite some of the above inter-class
considerations, justifiably requires a lower-than-average rate increase. However, to
the extent that customers in this class form part of the Small Power class in the
Canadian jurisdictional rate comparison, whose rates are already the lowest in
Canada, any lower-than average rate increase would further lower the already
lowest rates and is not likely appropriate. On this basis, itis recommended that ATB
rate increases, should a rate increase be granted, be applied to this class.



Itis recommended that a comprehensive review be undertaken with a proposal for a longer-
term solution to be filed by MH as part of its next GRA related to: i) the inter-class impacts
flowing from the COSS associated with the prefunding of Reserves through higher levels of
Net Income, largely attributable to planned significant generation and transmission capital
expenditures; and ii) the inter-class impacts associated with both MH’s current COSS
treatment of Government payment relief (Water Rental Fees, PGF and Capital Tax) and also
considers Government payment relief in the context of significant future generation and
transmission capital expenditures.

This Evidence also concludes that the cost allocation methodology associated with Wind
remains reasonable.

Finally, it is concluded that there is considerable uncertainty associated with MH’s
proposed acceleration of resources to 2029/30 and 2031/32 on the basis of the 2024 Load
Forecast, which is, in part, driving MH’s 3.5% rate proposals.



2.0 INTRODUCTION & OVERVIEW OF MANITOBA HYDRO’S 2026-2028
GRA

This Section of the Evidence outlines the purpose, scope and organization of the Evidence
and provides a brief overview of the qualifications and duties to the PUB of Ms. Derksen.

This Report is provided to assist the PUB in assessing Phase Il of Manitoba Hydro’s 2026-
2028 GRA, including matters relating to Cost of Service and Rate Design.

This evidence takes no position on the appropriateness of MH’s overall rate increase, rate
path or capital investment plans, but rather considers the associated inter-class and rate
design impacts to support recommendations on the nature of rate changes to be imposed,
if any, as a result of this GRA.

2.1 Overview of Ms. Derksen’s Qualifications & Duties to the PUB

Through a joint regulation consulting practice, Mr. Rainkie and Ms. Derksen provide
services to a wide range of clients that participate in and are impacted by rate-regulation
and regulatory proceedings. In this proceeding, Ms. Derksen is providing evidence for the
Consumers Coalition (Consumers’ Association of Canada (Manitoba Branch), Harvest
Manitoba, the Aboriginal Council of Winnipeg, and the Manitoba Seniors Equity Action
Coalition).

Ms. Derksen has over 30 years of hands on and multi-faceted expertise in energy regulation
and ratemaking, with demonstrated experience providing clients with advice that is
theoretically sound, practical, and sustainable. She specializes in providing public utility
regulatory services to clients, with an emphasis on utility ratemaking philosophy, cost of
service and rate design matters.

Ms. Derksen has a deep specialization in utility ratemaking, progressively taking on more
senior responsibilities from regulatory to rate analyst, to managerial roles with Manitoba
Hydro and Centra Gas, and since 2018, as an independent expert utility ratemaking
consultant.

Her experience relevant to the evidence provided in this proceeding includes senior level
public utility experience (as a former Manager, Gas Regulation between 2005 and 2008 and
Manager of Cost of Service & Rates from 2008 to 2017), developing ratemaking objectives
and regulatory strategy, leading cost of service study methodological reviews, directing the
preparation of electric cost of service studies and rate design proposals and translation of



overall revenue requirements into class revenue requirements and rates, consistent with
corporate rate strategy.

Since 2018, Ms. Derksen has provided client advice in a number of Canadian jurisdictions
on a variety of topics with themes consistent with MH’s current GRA including inter-
company cost allocation, the rate consequences of large capital additions, rate policy
related to decarbonization, marginal cost-based ratemaking, and customer contribution
policy to name a few.

In this regulatory proceeding, Ms. Derksen led the evaluation of MH’s cost of service and
rate design proposals and MH’s 2024 Load forecast and preparation of evidence on behalf
of the Consumers Coalition. Ms. Derksen has testified before the PUB on multiple
occasions over the last two decades, as a rate policy and subject matter witness for MH
and Centra Gas and as an independent expert witness. Ms. Derksen’s full curriculum vitae
was previously filed as part of Exhibit CC-01.

2.2 Duties to the PUB and Independence

Ms. Derksen acknowledges that in accordance with her retainer by the Consumers
Coalition, she has a duty to provide independent evidence that is fair, objective and non-
partisan, related only to matters within her areas of expertise and to provide such additional
assistance as the PUB may reasonably require to determine issues. This duty is owed to the
Public Utilities Board, not to the Consumers Coalition’s member organizations or legal
counsel at the Public Interest Law Centre.

2.3 Organization of Evidence

Section 1.0: Executive Summary

Section 2.0: Introduction

Section 3.0: Manitoba Hydro’s 2026 to 2028 ATB Rate Proposals

Section 4.0: Evaluation of PCOSS26 — Government Payment Relief & Prefunding Reserves
Section 5.0: Evaluation of PCOSS26 — O&A, Load Research & Wind

Section 6.0: Interpreting PCOSS26 RCC Results

Section 7.0: ATB Rate Increases are Justified

Section 8.0: Advanced Resource Need Driving Rate Increases is Questionable



3.0 MANITOBA HYDRO’S 2026 TO 2028 ACROSS-THE-BOARD RATE
INCREASE PROPOSALS

The last comprehensive public review of MH’s electricity rates occurred in 2023 based on
the 2024 & 2025 Test Years resuliting in Order 101/23.

As part of this Application dated March 28, 2025, MH is requesting approval of a three
successive rate increases of 3.5% for January 1, 2026, January 1, 2027 and January 1, 2028.
MH has proposed to apply the 3.5% rate increases equally to all rate classes on an ATB
basis with the exceptions of Area & Roadway Lighting rates and certain rate components
for diesel service off-grid communities.” MH has proposed to apply the 3.5% rate increases
equally to most rates including to the Monthly Basic Charge and Volumetric Rate for the
Residential Class.

The three successive ATB rate proposals rely on a single cost-of-service study for major
customer classes, prepared for the 2025/26 Test Year (PCOSS26). Despite some class’s
RCCs being outside the 95% to 105% Range of Reasonableness (“ZOR”), MH provides the
following rationale to support its ATB rate proposals:

1. Reasons of bill affordability?;

2. The proposed ATB approach does not exacerbate the bill impact for any groups of
customers with no particular customer worse off when comparing current to
proposed bills?;

3. The proposed ATB approach provides a better balancing of rate objectives than
differentiated rates at this time 4; and

4. MH interprets its customer research as demonstrating customers are asking for
balance in the trade-off between reliability and rate increases®.

These justifications for an across-the-board rate increase are weak and insufficient for the
following reasons:
e MH has not meaningfully addressed bill affordability. In contrast, bill affordability
and energy poverty are discussed at length in the Evidence of Dr. Das filed on
September 15, 2025;

' MH seeks different rates for Area & Roadway Lighting, and for diesel service off-grid communities proposes
to apply the 3.5% proposed general rate increase to the Diesel Residential and General Service classes.
2Tab 7, pg. 11

S MIPUG/MH 1-22

4CC/MH I-177

5CC/MH I-188



e Imposing an ATB increase to simply treat all classes equally without any substantive
support, ignores fairness and equity issues inherent in the COSS, to be discussed
below;

e MH provides no support for its assertion that an ATB approach better balances rate
objectives; and

e MH interprets the same customer research to justify planning for capital projects
that result in significant upward pressure on rates, and it cannot now interpret these
results as calling for restraint in rate increases.®

While MH fails to justify its ATB proposal, the remainder of this Report demonstrates that
an ATB rate increase proposal is in fact on solid evidentiary ground based on the evidence
in MH’s Application.

6 See Section 4 of the Midgard Consulting Inc. independent evidence filed September 15, 2025.
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4.0 EVALUATION OF PCOSS26 - GOVERNMENT PAYMENT RELIEF AND
PREFUNDING RESERVES THROUGH HIGHER NET INCOME

This Section of the Evidence evaluates PCOSS26 in the context of significant Government
payment relief as well as MH’s proposed prefunding of Reserves through higher levels of
Net Income for purposes of significant upcoming capital expenditures largely related to
generation and transmission infrastructure. The overall conclusion is that the methodology
underlying PCOSS26 has not kept pace with these fundamental changes to MH’s financial
circumstances.

4.1 PCOSS Treatment of Government Payment Relief Results in Disproportionate
Benefits to the GSL Classes

As previously discussed as part of MH’s 2023/24 GRA, the Government of Manitoba had at
that time announced a 50% (or approximately $180 million) annual reduction in Water
Rental Fees and Provincial Guarantee Fee (PGF).

In this Application, MH indicates that further payment relief has been provided by the
Government of Manitoba through elimination of Capital Taxes and further reduction to the
PGF. MH states that these payment reductions are a key contributor that enabled its
proposed 3.5% rate path, which absent payment relief, which would otherwise have
required rate increases of 5.5% to achieve comparable financial results’.

Overall, MH is expected to benefit by approximately $9.5 billion over the 20-year financial
forecast as a result of Government of Manitoba payment relief as follows:

e The elimination of Capital Taxes reduces revenue requirement by approximately
$395 million over the three Test Years and $3.4 billion (on average $168 million per
year) over the 20-year financial forecast period;

e The reduction to the Debt Guarantee Fee reduces the revenue requirement by
approximately $155 million over the three Test Years and $1.9 billion (on average
$100 million per year) over the 20-year planning horizon?; and

e As part of the 2023/24 GRA, MH estimated direct and indirect savings as a result of
lower interest expense (due to debt retirement and debt avoidance)® associated with
the 50% reduction in Water Rental Fees and Provincial Guarantee Fees of
approximately $4 billion over the 20-year financial forecast.

’Tab 2, pgs. 4-5
8Tab 2, pg. 15
©2023/24 GRA, Tab 3, pg. 9
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Consistent with PCOSS24,'° these reductions in payments to Government result in several
interesting and anomalous impacts on class cost to serve and resultant revenue-to-cost
ratios (RCCs) flowing from PCOSS26.

In order to understand what is giving rise to the anomalous inter-class impacts, it is
important to first understand the current COS methodology associated with these
payments:

e Water Rental Fees are functionalized as 100% Generation and allocated based on
Unweighted Energy'’;

e The PGF (which is included as part of finance expense) is functionalized in
proportion to Average Rate Base - Average rate base is calculated as gross
investment (including forecast Test Year capital additions) less accumulated
depreciation and customer contributions and averaged between the Ending Rate
Base in fiscal years 2024/25 and 2025/26 for purposes of PCOSS26";

e Capital Tax is functionalized on the basis of Ending Rate Base'?; and

e The methodology for allocating Water Rental Fees, PGF and Capital Tax in the
PCOSS is unchanged from past studies.

4.1.1 It is Inappropriate to Ignore Disproportionate PCOSS Impacts Associated
with Government Payment Relief Because of the Overall Benefits to All
Customers

Before further discussing how and why the inter-class impacts in the COSS occur, it is
important to recognize there is an issue with MH’s framing of these impacts. Through the
information request process, MH was requested to provide several PCOSS26 scenarios to
assess the impact on each class’s cost to serve due to Government payment reductions,
both annually and over the 20-year financial forecast period. As part of the responses to
these information requests, MH repeatedly characterizes that the reduction in Government
payments and taxes:
e provides a “significant benefit to all customer classes”’, and
e “the reduction in Water Rental fees and Provincial Guarantee Fees allowed
Manitoba Hydro to reduce its proposed rate increase from 3.5% down to 2.0% in the
previous application.”™

9 See, for example, the Evidence of Ms. Derksen filed in the 2023/24 & 2024/25 MH GRA at pages 30-32, filed
as Exhibit CC-10

"CC/MHI-133 a

2CC/MH I-133 ¢

BCC/MH 1133 e

4 Examples include: CC/MH 1-133, pg. 19 of 33 & CC/MH II-55, pg. 13 of 14

S CC/MH I-133, pg. 4 of 33
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It is important to note that the purpose and intent of a cost-of-service study is entirely
separate and distinct from a revenue requirement study (or integrated financial forecast).
As discussed recently as part of the 2025 Centra GRA hearing’, it is very important to
recoghize that a revenue requirement study and a cost allocation study are used for two
different purposes. Both studies are valid and appropriate for the purposes that they are
intended to serve. They do not, however, automatically accomplish the goals of the other.
They are not meant to. Ensuring that overall revenues are sufficient to recover the overall

costs of the utility and to determine the appropriate level and pace of the overall general
revenue increase sought (the goal of a revenue requirement study/IFF) does not
automatically ensure that each of the customer classes is not disproportionately and
unduly impacted through the cost allocation process.

To repeatedly state that the reduction in Government payments provide an overall benefit
to all customers is appropriate for revenue requirement purposes. It is an erroneous
statement for purposes of evaluating the PCOSS. Thus, any suggestion that because all
classes benefit from the Government payment relief its effects in the PCOSS should be
ighored must be discarded. This is because the purpose and intent of cost of service is
entirely focused on impacts between classes (that is, inter-class impacts) and not overall
system impacts, which is the job of revenue requirement.

To state that Government payment relief is a significant benefit to all customer classes in
the assessment of the results of the cost allocation study is akin to saying that because all
classes benefit from export revenues, the inter-class impacts of export revenues are
unimportant or irrelevant. Of course, it is well known that over the course of decades, MH
repeatedly raised serious concerns about the inter-class impacts associated with export
revenue, notwithstanding the benefits associated of export revenues to customers on an
overall basis. This was very well articulated by MH as part of its 2005 Cost of Service Review
final argument'’:

“Manitoba Hydro wishes to dispel any notion that the results of this process
do not matter to the Corporation because it collects the revenue requirement
regardless of the allocation methodology used. Here I'm referencing an
exchange between Mr. Peters and Mr. Warden beginning at transcript page
176.

The fact is the results of the Cost-of-Service Study directly impact Manitoba
Hydro's customers. Manitoba Hydro is a creature of statue established to

6 Centra 2024/25 GRA, PUB/CAC I-7
7 MH 2005 Cost of Service Review, transcript June 2, 2006, pgs. 2455 - 2457
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provide for the continuance of power adequate for the needs of its customers
and to promote economy and efficiency in the supply of that power. In order
to perform this mandate it's essential that all customers be treated equitably
and their interests be balanced.

From a bottom-line perspective to the degree that costs allocated under the
Cost-of-Service impact level of rates consumption will be impacted which in
turn impacts load forecast and resource planning decisions, and for example
the need to invest capital in plant, purchase power, or make DSM
expenditures. The results of this process are very important to Manitoba
Hydro and we don't want that to be forgotten.

Second, there was a suggestion during MIPUG's final argument, and that's at
transcript page 2284, that Manitoba Hydro came to this Board with a
problem, that being in Ms. McCaffrey's words that we have too much money.
To be clear Manitoba Hydro has never taken the position that export revenues
are a problem and | am confident that you have never heard and you will never
hear this complaint from the Corporation. We are here because the historical
treatment of export revenues is no longer appropriate.

The effect of this treatment in the Cost-of-Service Study and the fact that it
distorts RCCs and generates an unfair allocation of costs is the issues we're
here to deal with.”

A cost-of-service study is a critical component of the ratemaking process in the
establishment of utility rates that is accepted industry wide. To state in the context of a
cost allocation study and analysis that there is a significant benefit to all customers or that
the fee reduction allowed MH to reduce its overall rate request reflects a misunderstanding
of cost allocation whose purpose is to consider cost changes on an inter-class basis and
not overall. If the purpose of cost allocation were to assess the overallimpact of a rate/cost
change, there would be no need for a cost allocation study.

4.1.2 PCOSS Impact Due to the Reduction in Water Rental Fees
In response to information requests, MH provided sensitivity analysis to assess and

quantify the class cost to serve impact and resultant RCCs associated with reduced Water
Rental Fees.

14



The result of the reduction in Water Rental Fees, based on the current cost allocation
methodology, serves to shift MH’s functional cost makeup, reducing generation-related
cost and increasing the proportions of sub-transmission and distribution-related cost. The
shiftin functional costs in PCOSS26 can be seen in the following table as provided by MH":

Chart 1: Government Payment Relief Shifts Functional Cost Makeup:

% Share of % Share of
Rev Requirement Rev Requirement

PCOSS26 PCOSS26

As Filed No Water Fee
Generation 57.6% 58.3% @b
Transmission 8.6% 8.6% 0.0%
Subtransmission 4.4% 4.3% 0.1%
Distribution Plant 20.9% 20.5% 0.4%
Distribution Plant 6.4% 6.4% 0.0%

The reduction in generation-related costs and increase in sub-transmission and
distribution-related costs is expected given that Water Rental Fees are functionalized as
generation (and transmission through Net Export Revenue), which when reduced, results in
reduced generation and transmission-related costs. The change in the relative proportions
of functional assets also results in an impact on each class’ cost to serve and RCC as can
be seen in the table below:

'8 CC/MH II-55, Table 4, pg. 7 of 14
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Chart 2: PCOSS26 - Class Impact Due to Water Rental Fee Reduction

PCOSS26 PCOSS26  Change PCOSS26 PCOSS26 Change in

As Filed Scenario in RCC As Filed Scenario Net Costs
RCC RCC Net Cost Net Cost
. . ($ Million) (S Million) . (S Million)
Residential 96.9% 97.2% 0.3% 936.7 933.5 (3.2)
GSS Non 108.0% 108.2% 0.2% 191.8 1915 ( (0.3)
Demand
GSS Demand 96.0% 96.1% 0.1% 185.4 185.1 \(0.3)/
GSM 97.8% 97.7% -0.1% 269.2 269.3 0.1
GSL0-30 kV 100.9% 100.4% -0.5% 132.5 1331 0.6 ]
GSL 30-100 kv 110.4% 109.2% -1.2% 108.2 109.4 1.2
GSL >100 kV 110.6% 109.2% -1.4% 170.4 1726 2.2
A&R Lighting 104.2% 105.5% 1.3% 26.1 25.7 (ETB]

It should be noted that this PCOSS scenario assumed no Water Rental Fee reduction (that
is, the prior higher level of Water Rental Fees) and reduced Net Income by an equivalent
amountto preserve the overall 3.5% rate increase request. PCOSS treats Water Rental Fees
and Net Income differently, in that Water Rental Fees are functionalized to Generation (and
Transmission indirectly through Net Export Revenue). Net Income, on the other hand, is
allocated broadly based on Average Rate Base which is functionalized to each of the 5
functions and classified and allocated consistent with each respective function.

The above chart represents the difference by class between PCOSS26 as filed, and the
PCOSS26 scenario. This difference reasonably reflects the expected inter-class impacts
of the Water Rental Fee reduction in the current Test Year because, as MH states, in the
absence of the reduction in Water Rental Fees, it would have required a higher increase in
Net Income. Itis also appropriately based on the current rate base functional proportions
(i.e. the proportions of generation, transmission, distribution, etc.).

With this in mind, this PCOSS26 scenario illustrates that'®:

1. The cost-of-service methodology difference between Water Rental Fees and Net
Income, results in the GSL classes benefiting to a greater extent by shifting some of
the Water Rental payment relief away from the Residential and GSS classes; and

% It should be noted that it appears the RCC and Net Cost columns appear to have been inadvertently
reversed in the response to CC/MH [I-55, Table 3, pg. 6 of 14. Inthe above table, these columns were adjusted
to correct for this error.
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2. While customers benefit on an overall basis through the reduction of Water Rental
Fees, the GSL>100 kV class RCC is better off by 1.4% annually (or over $2 million).
This equates directionally to $40 million over the next 20 years for GSL=100 kV
compared to the Residential class who will benefit by over $3 million less each year
over the next 20 years compared to average, which equates directionally to $60
million in higher costs (before recognizing compounding effects).

Overall, consistent with the PCOSS24 filed as part of the 2023/24 GRA, based on the
current cost of service methodology, the reduction in Water Rental Fees will result in a
decrease in generation-related and secondarily, transmission-related costs through
reduced fees applied to Net Export Revenue (NER). This will tend to increase (benefit) the
RCC for the GSL classes whose costs are almost exclusively G&T by shifting some of the
Water Rental payment relief away from the Residential and GSSND classes and decreasing
the RCC for these classes that are allocated the costs of all functions (Generation,
Transmission, Sub-transmission, Distribution and Customer Service), and therefore
receive relatively less Generation and Transmission costs. MH fairly acknowledges this
cost-of-service impact, both as part of the 2023/24 GRA, and the current GRA%,

4.1.3 PCOSS Impacts Due to PGF and Capital Tax Payment Relief

In response to information requests, MH also provided sensitivity analysis to assess and
quantify the class cost to serve impact and resultant class RCCs associated with reduced
PGF and Capital Tax payments. The results are shown in the following two tables.

202023/24 GRA; CC/MH 1-138 & 2026-2028 GRA; CC/MH I-133
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Chart 3: Directional 20-Yr PCOSS26 Inter-Class Impacts - Reduction in PGF

(1) (2) (3)
PCOSS26 PCOSS26 (1-2)
Net Cost Net Cost Change in Net
With Higher Cost due to
PGF Reduced PGF
Residential 936.0 936.7 0.7
GSS Non-Demand 191.7 191.8 0.1
GSS Demand 185.5 185.4 (0.1)
GSM 2694 269.2 (0.2)
GSL 0-30kV 132.7 132.5 (0.2)
GSL 30-100kV 108.5 108.2 (0.4)
GSL >100kV 171.0 170.4 (0.6)
A&RL 25.9 26.1 0.2

Chart 4: Directional 20-Yr PCOSS26 Inter-Class Impacts — Reduction in Capital Tax

(1) (2) (3)

PCOSS26 PCOSS26 (2-1)

Net Cost Net Cost Change in Net

With Capital Cost due to
Tax Elimination of

Capital Tax
Residential 935.6 936.7 1.1
GSS Non-Demand 191.6 191.8 0.2
GSS Demand 185.5 185.4 (0.1)
GSM 269.6 269.2 (0.3)
GSL 0-30kV 132.9 132.5 (0.3)
GSL 30-100kV 108.7 108.2 (0.6)
GSL >100kV 171.4 170.4 (1.0)
A&RL 25.8 26.1 0.3

The key observations from the above two tables are:
1. While the GSL classes benefit on a greater basis than the Residential and GSSND

classes over the 20-year period due to the cost allocation effects of reduced PGF
and Capital Tax payments, the inter-class impacts are not particularly material; and
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2. Because the cost allocation methodology associated with the PGF and Capital Tax
is either identical to Net Income, in the case of the PGF, or similar to, in the case of
Capital Tax, the inter-class impact results are not particularly material as MH
acknowledges?'.

However, and importantly, the above sensitivity analysis does not consider the less
apparent and much more complex inter-class impacts flowing reduced PGF and Capital
Tax payments because of the assumptions underpinning the PCOSS scenario as discussed
below.

To understand the potential inter-class impacts in the cost-of-service study associated
with reduced PGF and Capital Tax payments, the sensitivity analysis prepared by MH
reflected in the above two tables assumed: i) no reduction in PGF or Capital Tax by
increasing the PGF or Capital Tax to reflect the prior higher levels; and ii) offsetting the
increase in PGF and Capital Tax to the prior higher levels by reducing each revenue
requirement cost proportionately such that revenue requirement in PCOSS26 continues to
match the IFF on an overall basis. In other words, MH’s sensitivity analysis assumes the
same functional makeup of costs over the 20-year period as PCOSS26 such that there is
no shift in the proportions of Generation, Transmission or Distribution (etc.) functional
costs. Because the underlying assumption in the sensitivity analysis assumes no change
in the functional cost make-up, the resultis very little inter-class impact or changes in class
RCC as can be seen in the above two tables.

While the assumption to apply the offset proportionately to all revenue requirement costs
consistent with costs as they exist today, in PCOSS26, was a simplifying assumption to
prepare the analysis, the result invertedly masks the true inter-class impacts. This COS
phenomenon is explained below.

This Application is underpinned by higher rate increases (i.e. 3.5% compared to 2% as part
of the 2023/24 GRA) in order to begin building reserves in anticipation for planned large
investments, the most significant of which relate to HVDC infrastructure and new
generation resources. Furthermore, MH indicates that in the absence of Government
payment relief allowing for proposed rate increases of only 3.5%, it would otherwise need
to seek rate increases of 5.5% to support its future capital investment needs while
maintaining similar financial results.

21CC/MH1-133d & g-itis noted there is a minor impact to class RCC (Table 4, pg. 11) associated with Capital
Tax likely attributable to the use of ending rate base compared to the use of average rate base for allocating
Net Income
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For purposes of the PCOSS, what is most critical is generally not the overall magnitude of
the rate increase but rather, the nature/type of the investments. That is, whether the rate
increase to build Reserves is for anticipated expenditures related to generation,
transmission or distribution. Given that MH’s rate proposals are to support future
investment primarily related to generation and transmission, the assumption underpinning
the PCOSS scenarios in the two tables above that applies the increase in the PGF and
Capital Tax by reducing each revenue requirement cost on proportionate basis is not
appropriate. This is because future investment is expected to be significantly generation
and transmission intensive which, all else equal, will change the functional cost makeup
by increasing generation and transmission investment and reducing the relative proportion
of distribution investment. In order words, MH’s rate ask is disconnected from its current
underlying rate base used in the PCOSS for the allocation of current expenditures/capital
investments.

Thus, the RCC results provided in Charts 3 & 4 above are underestimated and the true effect
on class cost to serve associated with the Government payment relief is understated.

By altering MH’s current rate base (and revenue requirement) to reflect the anticipated
higher proportions of generation and transmission investment and reducing the relative
proportion of distribution investment is likely to result in a greater benefit provided to the
GSL classes as aresult of reduced PGF and Capital Tax payments. Conversely, distribution
intensive classes such as Residential and GSS, will benefit to a lesser degree than what is
represented in the above two tables.

4.1.4 Overall PCOSS Impacts Due to Government Payment Relief
The table below provides a sensitivity analysis as to the directional impact on class cost to

serve (RCCs) associated with Government payment relief over the 20-year financial
forecast period based on PCOSS26.
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(1)

(2)

€)

(4)

Chart 5: Overall Class RCC & Net Cost Due to Government Payment Relief?2:

(5)

PCOSS26  PCOSS26 (2-1) Overall (3+4)
RCC With RCC Differential Direct Combined
Higher Benefit Benefit | Benefit due
Fees and due to due to to Reduced
Taxes Reduced Reduced Fee
Fees and Fee
Taxes
Residential 97.4% 96.9% N 13.2% 12.7%
GSS Non Demand 108.4% 108.0% ) 13.2% 12.8%
GSS Demand 95.9% 96.0% 0.1% 13.2% 13.3%
GSM 97.4% 97.8% 0.4% 13.2% 13.6%
GSL 0-30 kV 99.9% 100.9% ,m\ 13.2% 14.2%
GSL 30-100 kV 108.1% 110.4% ( 2.3% ) 13.2% 15.5%
GSL >100 kV 108.0% 110.6% \2.60/y/ 13.2% 15.8%
A&R Lighting 108.3% 104.2% -4.1% 13.2% 9.1%
Net Cost PCOSS26 PCOSS26 Inc/(Dec)
($ millions) As Filed Incr. Fees/Taxes S
Residential 936.7 931.5 5.2
GSS ND 191.8 191.1 0.7
GSSD 185.4 185.5 (0.1)
GSM 269.2 270.1 (0.9)
GSL 0-30 132.5 133.8 (1.3)
GSL 30-100 108.2 110.5 (2.3)
GSL >100 170.4 174.6 (4.2)
ARL 26.1 25.1 1.0

The key observations from this chart are as follows:

1. While the reduction in Government payments provides a directional overall 13.2%
reduction in revenue requirement, there are differential impacts between classes,
with the Residential class benefiting the least (12.7% compared to the overall
13.2%) and the GSL=100 kV class benefitting most greatly by as much as almost
3.0% greater than average. The result will reduce the RCC by 0.5% and significantly
increase the GSL=100 kV class’s RCC by nearly 3%;

22 CC/MH 11-55 pg. 13 of 14
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2. The RCC impacts are largely a result of reduced Water Rental Fees whose cost
allocation methodology differs from the PCOSS methodology of Net Income as
discussed in the preceding sections. There are only minor noticeable inter-class
impacts attributable to reduced PGF and Capital Tax because the cost allocation
methodology is largely consistent with the treatment of Net Income in the PCOSS;
and

3. As discussed above, because the sensitivity analysis does not consider the effects
of adding large investment in generation and transmission, the true inter-class
impacts shown in the table are understated.

Even if one were to accept at face value the analysis underpinning Chart 5 it at a minimum
demonstrates that the Residential and GSSND classes will benefit less from the payment
relief with all other classes benefitting to a greater degree and is of concern. The question
becomes what to do, if anything, with the asymmetric inter-class impacts imperceptible
associated with reduced Government payments because of the cost-of-service
methodology.

4.1.5 Options for Addressing the Inter-Class Impacts in PCOSS Due to Reduced
Government Payments

There are several potential options to address the disproportionate inter-class impacts
associated with reduced Government payments, each with advantages and disadvantages:

1. Given that the disproportionate inter-class impacts understate the RCCs flowing from
PCOSS26, which are, in part, reflected in Chart 5 above (Residential Class of negative
0.5%, negative 0.4% for the GSSND Class and +2.6% for the GSL=100 kV class), the first
alternative is to simply address through an ATB rate increase, as proposed by MH. This
is a relatively simple alternative with disadvantages.

The fundamental problem with this approach is that while other ratemaking objectives
(including other definitions of cost or cost that may not be readily apparent in the test
year) can/should be taken into account in the rate making stage in the assessment of
class RCCs - frequently when it comes to rate making this qualifier is over looked and
rates are required to conform to the COSS/ZOR (Range of Reasonableness)
results. Further, the potential for differentiated rate increases due to recent adherence
on the RCCs flowing from the PCOSS, despite that at best, RCCs are a directional
indicator, and will compound, rather than improve, inter-class disparities. A further
disadvantage with this approach is that the directional RCCs as provided by MH in Chart
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6 above are understated because of the anticipated shift in rate base to reflect higher
levels of generation and transmission investment.

2. A second option to is to address the inter-class impacts explicitly through a change in
the PCOSS treatment of the payments. Currently, for purposes of the PCOSS, MH has
simply accepted the same treatment as revenue requirement (IFF) which is to reduce
each affected cost by the magnitude of the payment reduction. While this approach is
quite intuitive, alternatively there is a valid argument that, as MH indicates in this
Application, in the absence of the Government payment relief, MH would be seeking
higher rate increases (i.e. 5.5% instead of 3.5%). On this basis, it would be reasonable
for PCOSS purposes to allow these payments to reflect the higher levels prior to the
payment relief and reduce Net Income by the total payment relief, allowing revenue
requirement for PCOSS purposes, on an overall basis, to tie to the IFF.

The advantages of this option include: i) the PCOSS treatment conforms with spirit of
MH’s overall rate path which is seeking to build reserves (through higher Net Income)
for future significant generation and transmission investment, that in the absence of
government payment relief, would be higher; ii) the PCOSS will explicitly improve the
current disproportionate inter-class impacts that otherwise occurs; and iii) it likely
addresses the secondary impact associated with the payment relief that occurs as the
functional cost make up of rate base shifts to reflect higher levels of generation and
transmission investment. The disadvantage of the option is that it is less intuitive than
the first option above.

3. A third alternative is to allow the payments to reflect the higher levels prior to
Government relief and instead, reduce each class’s revenue by the average payment
reduction*. The advantages of this option are the same as Option 2: i) the PCOSS
treatment conforms with spirit of MH’s overall rate path which is seeking to build
reserves (Net Income) for future significant generation and transmission investment,
that in the absence of government payment relief, would be higher; ii) the PCOSS will
explicitly improve the current disproportionate inter-class impacts that otherwise
occur; and iii) it likely addresses the secondary impact associated with the payment
relief that occurs as the functional cost make up of rate base shifts to reflect higher
levels of generation and transmission investment. The disadvantage of the option is that
it is less intuitive than option 1.

As discussed as part of the recent Centra GRA, from a philosophical perspective, these
types of interventions in the cost-of-service study, as reflected in Option 2 & 3 above, are

28 As discussed by MH in CC/MH 1-133
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both necessary and common. This is because the intent and purpose of a revenue
requirement study which is aimed at ensuring that overall revenues are sufficient to recover
the overall costs of the utility and to determine the appropriate level and pace of the overall
general revenue increase sought does not automatically ensure that each customer class
is not disproportionately and unduly impacted through the cost allocation process. As
such, itis necessary to specifically and intentionally intervene in one process to resolve the
issue, when they occur.

Because the analysis of these options is not available, the only option at this time is to
accommodate this inter-class impact through the interpretation of RCCs, which further
supports MH’s proposed ATB rate increase, should any increase be granted.

Further, because Chart 5 above only provides at best a directional indication of the inter-
class impacts associated with Government payment relief, it is recommended that MH
study this matter further, assess the options provided (and any others that may emerge)
and propose a longer-term solution as part of its next GRA.

4.2 Prefunding Reserves through Net Income Increases Results in Disproportionate
Inter-Class Impacts Must be Analyzed and Addressed

This Section of the Evidence provides options and a recommendation to the PUB with
respect to the disproportionate inter-class impacts flowing from the PCOSS associated
with the prefunding of Reserves through increases in Net Income in order to address future
investment largely generation and transmission related.

MH’s Application is underpinned by substantial placeholders for capital spending over the
20-year forecast, and particularly during the first 10 years of CEF25. These types of
placeholders are problematic for purposes of a cost-of-service study, the impacts of which
are intensified by the significance of the expenditures. This is because the PCOSS is rate
base rate of return based whereby expenditures in a one-year Test Year are allocated based
on the current complement of assets. Further a cost of service study is highly impacted by
the types of investment (that is, generation, transmission or distribution).

As discussed above, disproportionate inter-class impacts in the PCOSS are likely to occur
as a result of MH’s proposal to begin building reserves in anticipation of future significant
investment, largely related to generation and transmission. Typically, a cost-of-service
study allocates revenue requirement on the basis of currentinvestment (by way of financing
costs and depreciation), with a forecast of capital expenditures for the test year. In other
words, for purposes of PCOSS, revenue requirement, including Net Income is allocated
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based on current used and useful capital investment and not before the capital goes in
service — which is conceptually similar to a rate base rate of return methodology.

Therefore, the increase in Net Income to fund future investment expenditures will be
allocated based on the current proportions of generation, transmission and distribution
investment. However, the prefunding of reserves through higher levels of net income as
proposed by MH, for PCOSS purposes will result in distribution-intensive classes
contributing more greatly to Reserves through higher levels of Net Income than is needed
to fund MH’s current asset base complement —that is, there is a disconnect between MH’s
current rate base proportions and its future rate base which will reflect higher levels of
generation and transmission investment that has inter-class implications in the PCOSS.

The same 3 options discussed above with respect to reduced government payments are
viable alternatives to address this matter. Additionally, there is a fourth option similar to
the prefunding of Bipole Il expenditures that occurred beginning in 2013. Order 43/13%*
directed MH to set aside 1.5% of its approved 3.5% rate increase in a deferral to assist in
funding Bipole lll. The PUB found that given significant costs would have to be recovered
from ratepayers once the project was in-service, the deferral account would allow funds to
be collected while Bipole Il was being built (that is, before the assetis used and useful) and
would help mitigate rate increases required once placed in-service. In order to avoid the
potential inter-class impacts flowing from PCOSS, MH set aside revenue uniformly on an
equal percentage by class basis and returned to each class on the same basis.

In the absence of analysis of this issue provided in this GRA, the inter-class impacts can
only be assumed on a directional basis and are not known with certainty. As such, the most
prudent approach is to approve ATB rate increases, if any rate increase is granted. One
must be cautious with differentiated rate increases that may further exacerbate potential
disproportionate inter-class impacts. Itis further recommended that MH be directed to file
analysis of this issue for review at its next GRA together with its proposed recommendation.

24Order 43/13, pg. 10
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5.0 EVALUATION OF PCOSS26 - O&A, LOAD RESEARCH, AND WIND

This Section of the Evidence evaluates PCOSS26 in the context of significant increases in
Operating and Administration (O&A) expenditures, and the current methodology
associated with several customer service activities raised as part of the information
request process. Additionally, observations with respect to the differing reliability needs of
customer classes and the impact on class cost to serve are provided. The overall
conclusion is that PCOSS26 reflects an under-allocation of cost to the GSL classes.

5.1 Allocation of O&A Expenditures to the GSL>100 kV Class Does Not Appear
Appropriate or Reasonable

Manitoba Hydro states that the initial functionalization of Operating and Administrative
(O&A) expenditures occurs through its financial reporting system (SAP) with subsequent
functionalization performed as part of the PCOSS?°.

The graph below provides each class’ allocated portion of O&A difference (%) between

PCOSS26 and PCOSS18, the data underlying the graph is provided in the table that follows:

Chart 6: Percentage Increase in O&A by Class between PCOSS26 & PCOSS18%:

O&A Increase (%) by Class

PCOSS26 - PCOSS18 GSL>100 kV
8 Year O&A Increase
0% 8.3%
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2 CC/MH lI-53 a
26 CC/MH 1I-53 e, Table 8 provides the underlying data source

26



O&A PCOSS18 PCOSS26 Inc/(Decr)
(S M) ($ M) ($Mm) %

Residential 242.3 387.0 144.7 59.7%
GSS ND 44.9 79.8 34.9 77.7%
GSSD 48.9 71.1 22.2 45.4%
GSM 65.8 102.0 36.2 55.0%
GSL0-30 30.2 48.5 18.3 60.6%
GSL 30-100 20.7 37.4 16.7 80.7%
GSL>100 53.9 58.4 4.5 8.3%
Total 515.2 795.7 280.5 54.4%

The key observation flowing from the above graph is as follows:
e Over the 8-year period between 2018 and 2026, the GSL=100 kV class’s
allocated portion of the increase in O&A of nearly 55% ($280.5 million) is
approximately 8%.

When MH was requested to rationalize the 8% increase in O&A over the 8-year period over
which CPl increased 25%?2” MH stated that:

“The lower-than-average increase in allocated O&A costs for the GSL=100 kV is
largely the result of a 21% decrease in forecast energy... In contrast, the forecast
energy for the remaining classes increased by 10%...”28

Itis plausible that a decrease in forecasted energy for this class will contribute to areduced
allocation, it does not explain the entirety of the issue. This is because only a portion of
MH’s costs are allocated on the basis of energy. A sizable portion of annual expenditures
are allocated based on each class’s relative portion of capacity, in addition to number of
customers.

The 8% increase in O&A allocated over the course of 8 years to the GSL=100 kV class begs
the question of whether this class has been allocated an appropriate share of the internal
costs associated with Strategy 2040. When MH was requested to provide a breakdown of
the increase in O&A attributable to Strategy 2040, MH was unable to respond stating that
these costs have not been tracked separately?®.

Even if it were plausible that the negligible increase in O&A allocated to the GSL>100 kV
class in the PCOSS over this 8-year period is explained by the energy reduction, it remains
exceedingly difficult to accept that MH’s overall increase in O&A of nearly 55% ($280

27 CC/MH 1-53, pg. 9 of 11
% CC/MH 11-53, pg. 8 of 11 & PUB/MH 1-38
2 CC/MH II-53
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million) results in an allocation to this class of only 8%, nearly 1/3rd of CPI over this time
frame. From a policy perspective, regardless of the outcome of the PCOSS, this does not
appear to be reasonable or credible. At the same time, it is acknowledged that MH has
proposed an ATB rate increase, despite this class’s RCC is beyond the higher end of the
Range of Reasonableness. While MH has not acknowledged this issue as having driven its
proposed ATB rate increases, it does further support the appropriateness of an ATB rate
increase and the rejection of a differentiated below average rate increase for this class, if
any increase is awarded.

Further, this type of result in the face of an increase in O&A of nearly 55% over this
timeframe is suggestive that a review of MH’s functionalization of O&A, which currently
occurs within SAP, and which is seriously devoid of transparency, should be undertaken.
The last such review occurred nearly 30 years ago, in the late 1990’s. In addition, there is
little or no supporting documentation on all allocations made outside of its financial
reporting system for purposes of the COSS as part of the COSS itself.

5.2 Allocation of Line Locates, Safety Watches, Building Moves, Research &
Development Expenditures

As part of the information request process, MH provided its perspective with respect to the
allocation of customer service costs currently not allocated to the largest GSL classes and
whether it would be appropriate to provide an exemption also to the GSL=>30 kV class.

The customer service costs discussed are identified in the following table:

Chart 7: Nature of Customer Service Activities

Customer Service Description Operating

Activity ($ million)

Line Locates Cost of locates for customers, MH work, public 7.4

streets and roadways.

Building Moves & | Costs related to building and equipment moves, and 1.7
Safety Watches oversight of work conducted near electric plant
Marketing R&D Costs related to marketing plans, customer surveys, 1.8

and enhancing business development in the province

Call Center Outage calls 1.9

Total 12.7
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MH indicates that®°:

1. These customer service costs are primarily related to distribution-level assets or
services to smaller customers or duplicative of services already allocated to GSL 30-
100kV and GSL =100kV, and are treated consistent with Order 59/18%";

2. The most significant portion of costs ($9.2 million) relates to Building Moves & Safety
Watches, and Line Locates for public safety and the protection of distribution
system infrastructure. GSL 0-30kV customers are served at the distribution level and
appropriately share the costs of these services;

3. Marketing R&D costs include marketing plans and customer surveys that reasonably
apply to all customer classes. Residential customers do not benefit from initiatives
intended to enhance business development and could arguably be allocated a
reduced portion of these specific costs. However, these building development
activities do appear relevant to all General Service customers including GSL 0-30 kV
accounts;

4. Because half of GSL 0-30kV accounts have access to an account representative, the
class could reasonably be allocated a reduced portion of Call Center costs.

In reviewing the nature of these costs, it would be both justifiable and reasonable that all
GSL classes bear responsibility for a portion of these costs. First, line locates for MH work,
public streets and roadways, oversight of work conducted near electric plant, and outage
call costs are not duplicative.

More importantly, services related to line locates for customers and roadways, building
moves, safety watches, outages and marketing plans benefit not only those
customers/classes who specifically make use of the services, but the provide widespread
broad safety benefits to the public at large. Conversely, it is difficult to rationalize how a
GSL customer does not benefit from these safety-related services associated with public
streets, roadways, protection of the broad electric system, system outages and even line
locates for individual customers, which in the absence of such services, could result in the
shut down of portions of the electric system. Similarly, residential customers at large
benefit from enhanced business development despite that these services are not directly
aimed as these customers. On this basis, itis not only inappropriate to exclude the GSL>30
kV class from these costs but it is more appropriate that the larger GSL classes also be
allocated these costs given the overall public benefits received.

As a result, itis recommended that GSL 30-100 kV and GSL=100 kV share in the allocation
of these costs to recognize the broad public safety benefits provided.

3 MIPUG/MH [-41 f
31 Order 59/18, pgs. 186-188
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5.3 Reliability Requirements Differ between Classes that are Not Reflected in Class
Cost-to-Serve

It is noteworthy that in observing MH’s system from a reliability perspective, like other
electric utility systems, the reliability requirements and demands of residential customers
compared industrial customers differs. Industrial customers, given the process nature of
their operations are much less able to withstand or tolerate semi-frequent interruptions
(such as 6-cycle interruptions), and in some cases, unable to withstand such interruptions
atall. Itis possible thatin such circumstances, MH would invest in transmission upgrades
(which can be significant) in order to moderate the potential for such interruptions, the cost
of these investments is typically shared among all customers. In contrast, a residential
customer can withstand much longer outages and would not notice this type of
interruption. From this perspective, if the system was only built to meet residential
reliability standards/needs, the overall cost to serve would be lesser.

5.4 Load Research Underpinning PCOSS26

This Section of the Evidence evaluates PCOSS26 in the context of changes in Load
Research. The overall conclusions are: i) there is considerable variability in LR results
impacting class cost-to-serve; and ii) focused rate design and other demand management
programs aimed at smaller volume class is necessary to moderate cost increases due to
the load shedding capabilities of GSL classes.

5.4.1 MH’s Load Research is a Key Input in its Cost-of-Service Study that Results
in Considerable Variation in Results Despite its Sophistication

A key input to the cost-of-service study is data on energy and capacity use for each of the
customer classes on (at least) an hourly basis. Since most customer classes do not have
interval metering, MH undertakes a load research program.

MH relies on load research data to estimate the load shapes for the Residential and Small
General Service classes. Load profiles for the large general service classes are available
through interval metering. This load research data is used to develop each class’s
coincident peak (CP), that is, energy contribution by class at the time the system peaks. It
is also used to develop non-coincident peak (NCP) or each class’s maximum hourly energy
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consumption. CP is used for purposes of the PCOSS to allocate generation and
transmission demand-related costs; NCP is used to allocate distribution demand costs.

As part of PCOSS26 filed in support of MH’s 2026-2028 GRA, MH indicates that its PCOSS
is underpinned by updated load and coincident factors from the 2022/23 Load Research
Report (LR)%*? which was developed using five years of historical metered interval data to
create load shapes indicative of typical class behaviour. In contrast, MH indicates that
PCOSS24 utilized the averaged factors from the previous eight Load Research studies
(2007/08 to 2014/15) underpinned by the 2014/15 Load Research Report.

Manitoba Hydro also provided an updated Load Research Report for the 2024/25 year
which was revised to correct for a significant error on September 10, 202533, which remains
unexplained. Itis expected that this study was not available at the time of the preparation
of PCOSS26.

MH indicates that it strives for load research samples to have a design accuracy of +/- 10
percent with a confidence interval of 90 percent at the time of the class peaks. The
expected level of accuracy of MH’s load research program associated with each rate
classes was provided?®:. Because the Large General Service customers each have interval
meters, the confidence level of these customers’ specific samples is close to 100%. The
combination of the hourly load research data and the hourly metered data for the
transmission-level customers is used to determine the contribution of each rate class to

each monthly system coincident peak demand.

In response to information requests, MH indicated that the lapse between the preparation
of the 2014/15 Load Research Report and the 2022/23 Load Research Report was a result
of the voluntary departure program in 20173° which resulted in the lost of personnel. Since
that time, external consultants have been engaged to assistin rebuilding the Load Research
framework. The result was a number of substantial methodological changes. The impact

to class CP by class is shown in the table below:

S2CC/MH1-143 a

38 CC/MH I-143

34 Appendix 4.2, Table 1.1
35 CC/MH 1I-60
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Chart 8: Impact to Class Coincident Peak3¢:
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Class Coincident Peak - Load Research
2014/15,2022/23 & 2024/25

Residential GSSND GSSD GSL0-30  GSL 30-100  GSL >100

W2014/15CP m2022/23CP 2023/24CP

The key observations flowing from this table are as follows:

1.
2.

3.

There has been a decline in coincident peak (CP) for the Residential Class;

For the majority of the classes, there has been a sizable shiftin CP, a sizable decline
for the GSS and GSM classes and a sizeable increase in CP for the GSL classes;

A change in CP (and load factors) will result in the shifting of demand-related cost
responsibility between classes - reducing demand-related cost responsibility to the
GSL classes with increasing load factors and conversely shifting that cost to the
Residential, GSS and GSM classes with declining load factors. This also results an
increase in class RCC for the GSL classes and a reduction in class RCCs for the
Residential, GSS and GSM classes, - increasing the demand-related costs allocated
to the Residential, GSS and GSM classes (and higher than average rate increase), all
else being equal®’; and

MH indicates that the improved CP (load factor) for the GSL classes is likely driven
by operational improvements through the optimization of processes®, DSM
initiatives®, new customers, and load research methodology changes. Conversely,
MH appears to conclude that the GSS and GSM classes reduced CP (load factor) is

% CC/MH 11 60 b & MIPUG 11-23

37 MIPUG/MH 11-23 a; It is noted that the RCCs in CC/MH 11-60 are counterintuitive and are not consistent with
this generalization. Either there is an error in the RCCs or there are other RCC impacts masking this effect.
%8 CC/MH 1I-60, pg. 4 of 5

¥ CC/MHI-143 e
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driven by changes in heating load*’. No rationale for the change in residential load

was provided.

Also noteworthy is the number of customer meters sampled by MH, which is shown below:

Chart 9: Percentage of Meters Sampled by Class*'
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The key observations flowing from this graph are as follows:
1. 100% of the largest GSL customer meters are sampled;
2. Approximately 350 meters of MH’s 520,000 Residential meters (less than 0.1%) are
sampled and few of MH’s GSS class’s meters are sampled; and
3. MH indicates that these sample sizes meet or exceed requirements for statistical

analysis*2.

MH also provided the degree of potential variability in class RCCs associated with Load

Research error as shown below:

4 CC/MHI-143 e
“1Tab 4, Appendix 4.2, pg. 6
42 GSS/MH II-5
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Chart 10: Potential Degree in Class RCC Variability due to Load Estimation:

Degree in Class RCC Variability due to Load Estimation
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The key observations flowing from the above chart are:

1. There is significant potential error in MH’s Load Research, the largest of which can
shift the RCC of the GSS-ND by approximately +/- 6%; and

2. The potentialerrorin Load Research for the Residential class can impact this class’s
RCC by approximately 5.3%, from 94.2% to 99.5% based on PCOSS26.

5.4.2 Overall PCOSS Impacts due to Load Research

There are a couple of significant conclusions that may be drawn from the above impacts to
PCOSS26 due to Load Research. First, while MH’s sophisticated Load Research program
conforms with accepted statistical standards, it nevertheless still results in 99.8% of
customer meter** consumption being subject to estimation and extrapolation, directionally

43 Appendix 4.1, Table 1.1 - Population Statistics:
(151+203+189+168+247)/(323,168+196,408+54,225+14,312+2,178)*100%
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representing up to 70% of MH’s annual consumption**. And while Load Research analysis
exists from known hourly system demand and demand metering data for large industrial
customers, it too is subject to estimation, extrapolation and uncertainty. Since peak loads
are fundamental to cost allocation that must be derived and estimated for a significant
portion of MH’s load, the result is uncertainty in the PCOSS results.

Secondly, while MH states that the above level of impact on class RCCs represents the
maximum potential variability that is unlikely to occur®, it nevertheless can impact class
RCCs from 3% to nearly 12%%. With a Range of Reasonableness of +/- 5% (95% to 105%),
load estimation alone can contribute to much of or more than the degree of variability that
the current ZOR is capable of addressing. And load estimation is only one of a multitude of
assumptions and estimations impacting the accuracy of the results of the PCOSS and
RCCs that flow. This is suggestive that the ZOR of 95% to 105% is far too tight a range for
MH.

Further, it is noted that MH’s Load Research indicates the contribution to peak has
decreased for the small volume classes (Residential, GSS and GSM, in some cases sizably).
In contrast, load factor has improved sizably for the largest GSL classes. This will result in
shifting generation and transmission demand-related costs to the Residential, GSS, and
GSM classes and reduce cost responsibility to the GSL classes, all else being equal.

This is indicative of two things. First, energy consumption is growing at a pace faster than
DSM or other activities can reduce or offset for smaller volume classes. Conversely, DSM
and other operational energy and demand mitigating efforts on the part of sophisticated
GSL classes is favorably benefiting these classes.

Secondly, these load shifts benefitting GSL classes (through lower cost allocation)
suggests the critical need for increased energy and demand management/reduction
programs (including rate design) aimed at Residential, GSS and GSM classes, that have
been absent despite numerous programs made available to the largest industrial
customers?’. This is of particular concern and necessary as those who are able to afford to
transition to electricity, is driving, in part, the apparent earlier need for new generation
resources, such as commercial and industrial customers“® who are riskier customers to the
utility, while smaller demand-intensive customers (such as Residential and GSS classes),

4 Appendix 4.1, Table 1.1: (5.1+14.1+19.5+7.3+9.5+13.4)

4% GSS/MH II-5d

4 GSS/MH I-6 f

47 CRP, SEP, continual rate structure analysis etc. as outlined in Section 7.11.2, Manitoba Hydro is currently
exploring the development of an Industrial Rate Pilot that could be specifically designed to address system
peak events- MIPUG I-25 b.

¥ CC/MHII-51b
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who are largely price takers and fairly price inelastic, will be left funding ever increasing
levels of this investment, simply because current cost allocation methodologies and rate
design are unable of moderating these circumstances, or potentially even compounding
the issue.

This also suggests that MH’s proposal to increase the BMC for smaller volume classes may
not be appropriate as it reduces the incentive of customers to conserve energy.

5.5 PCOSS Methodology Associated with Wind Remains Appropriate

MH continues to classify wind 100% as energy as part of its cost-of-service study,
consistent with direction of the PUB in Order 164/16. In that Order, the PUB found that
wind generation is subject to prevailing wind conditions that cannot be counted on to meet
winter peak demand. On this basis, the PUB found that wind generation should be
classified 100% as Energy*.

Based on a review of the current GRA record, this treatment for cost-of-service purposes
continues to be appropriate as discussed below.

MH applies a 20% accredited®® capacity assumption for wind, yet its geographically
constrained portfolio does not appear to justify using this 20% figure. MH’s 20% accredited
capacity estimate is derived from an average output during winter risk periods even though
MH acknowledges that actual performance may be “above and below” 20% with no
guarantee of output under peak conditions:

“The delivered generation values for wind and solar generation are consistent with
Manitoba Hydro planning assumptions. The wind generation shows more variability,
both above and below the 20% assumed wind accredited capacity for wind
generation. The assumed accredited capacity value for wind generation is not a
guarantee of output under peak load conditions, but rather a value of the additional
load that could be carried in consideration of the rest of the power system and over
many years of cold weather events.” *

4 Order 164/16, pg. 49

50 Accredited capacity refers to the reliable, field-tested maximum output of a generating resource that can
be depended upon for planning and meeting peak demand, adjusted for factors like performance, availability,
and system conditions.

51 Manitoba Hydro Response to COALITION/MH |-41(b), p. 4 of 4.
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The problem lies in conflating the reliable capacity performance of a large geographically
diversified wind resource portfolio, such as Midcontinent Independent System Operator’s
(“MISO”), with a small wind portfolio concentrated in a small physical footprint, such as
MH’s. As MH explains:

“The 20% accredited wind capacity is an estimate of the average output during the
winter risk window, which provides an estimate of the load carrying capability the
wind generation adds to the Manitoba Hydro system, when viewed over many winter
events. The 20% value is comparable to the 22% value MISO will use when they
implement the next round of their resource adequacy reforms in Planning Year
28/29.” 52

The comparison to MISO is problematic because MISO applies a similar accreditation rate
for its wind resource portfolio, but it does so across a diversified fleet of projects spread
across various US states. MH currently plans to procure up to 600 MW of new wind energy
through one or more majority Indigenous-owned wind projects in southern Manitoba.%?
According to the 2024 State of the Market Report for MISO by Potomac Economics:

"Installed wind capacity now accounts for almost 30 GW of MISO’s installed
capacity and produced 15 percent of all energy in MISO in 2024." %4

By contrast, MH depends on a limited number of sites whose outputs are correlated
because of geographic proximity:

“In addition to its own generating stations in Manitoba, Manitoba Hydro purchases
all electricity from two wind farms in southern Manitoba (St. Joseph Wind Farm and
St. Leon Wind Farm). The installed capacity of these facilities is 258.5 MW.” °°

The geographic concentration of MH’s wind resource means that localized weather events
can depress or effectively halt energy production across MH’s entire wind portfolio. MH
itself acknowledges these limitations:

“Wind generation has limited firm capacity. ... As the total amount of wind
generation increases on the system, there is a decrease in the incremental amount
of firm winter capacity provided by the additional wind generation. As a result of the

52 Manitoba Hydro Response to COALITION/MH II-1, p. 1 of 1.

5% Manitoba Hydro, 2025 Integrated Resource Plan, Project Information Session, July 2025, p. 37. Link.

54 Potomac Economics, 2024 State of the Market Report for the Miso Electricity Markets, June 2025, Executive
Summary, p. vii. Link.

5% Exhibit MH -1, Tab 9, MFR 66 — Attachment 1, p. 11. The distance between Saint Leon, Manitoba, and St.
Joseph, Manitoba, as measured by Google Earth, is approximately 90 km.
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https://www.potomaceconomics.com/wp-content/uploads/2025/06/2024-MISO-SOM_Report_Body_Final.pdf

limited firm capacity provided by wind generation, other types of generation are
required to provide firm capacity and dispatchability to ensure that sufficient
electricity is generated during peak demand hours.” 5¢

By applying MISO’s accreditation rate to a portfolio without comparable scale or geographic
diversity, MH inflates the reliability contribution of its wind resources and reduces the
apparent risk of capacity shortfalls.

Reliance on MISO’s framework obscures the higher variability and correlation risk inherent
in MH’s small, concentrated wind resource portfolio. Planning decisions may therefore be
supported by metrics that do not accurately reflect actual system reliability, thus aligning
with Midgard’s observation that MH’s risk management and capital planning lack system-
specific, data-driven analysis.

The overall result means that even the 20% accredited wind capacity is likely overstated.
Therefore, there are no circumstance changes that suggest a change from the current
PCOSS treatment, which remains reasonable, particularly recognizing the immateriality of
wind investment in the context of MH’s overall generation investment cost.

¢ Manitoba Hydro 2023 Integrated Resource Plan, Appendix 2, Section 2.1, p. A2-2. Link.

38


https://www.hydro.mb.ca/docs/corporate/irp/irp-2023-a2-new-resource-options.pdf#:~:text=wind%20to%20provide%20firm%20capacity%20during%20the%20winter%20coincident%20peak%20load%20in%20Manitoba%20is%20currently%20about%2020%25

6.0 INTERPRETING PCOSS26 CLASS RCCS

This Section of the Evidence evaluates overall class RCCs considering the evaluations and
conclusions flowing from Sections 3.0 to 5.0 above in the context of MH’s ATB rate
proposals. This Section also contemplates the evaluation of MH’s proposed ATB rate
increases in the context of other ratemaking objectives.

6.1 Residential Rates are 21% - 31% Higher than the Lowest Residential Rates in
Canada and are Higher than any Other MH Class Rates Suggestive that a Lower-
than-Average Rate Increase would be Justifiable and Reasonable

MH states that even with the 3.5% proposed rate increases, Manitoba Hydro rates will
continue to be the lowest, or among the lowest, in 2025/26, 2026/27 and 2027/28
compared to other similar major Canadian utilities®”. Manitoba Hydro states that stable and
predictable rate growth for customers, while keeping rates low compared to other
jurisdictions continues to be a priority. Consistent with past GRA’s, MH filed a comparison
of rates by Canadian jurisdiction (as of April 1, 2024).

As part of the information request process, MH provided a version of its jurisdictional rate
comparison that not only ranks each class’s rates relative to other Canadian jurisdictions
but also provides the degree by which each class’s rate compares to the lowest, on a
percentage basis, a graph of which is provided below®:

57 Tab 2, pg. 5
8 CC/MH I-149 b
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Chart 11: MH Rates Compared to Other Canadian Jurisdictions:
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The key observations flowing from this analysis are:
e MH rates for the Residential class range from 21% to 31% higher than the lowest
residential rates in Canada and represent the highest rates compared to other MH
class rates, or a spread of 40%;
e MH rates for customers in the equivalent to the Small Power Class are the lowest in
Canada, ranging from 2% to 9% lower than any other jurisdiction; and
e MH rates for Large Power users range from 4% to 14% higher than the lowest rates

in Canada.

It is interesting to note that while MH characterizes rate comparisons to other jurisdictions
as a priority factor in determining its rate proposals, it appears to simply be a statement
without meaning as there is no explanation of how this factor was considered or the weight

ascribed.

It is further noted that while MH characterizes keeping rates low compared to other
jurisdictions continues to be a priority factor underpinning its 3.5% rate path in this GRA,
as part of the 2023/24 GRA MH stated that keeping rates low compared to other
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jurisdictions was a “key” consideration in establishing a rate path as part of its financial

plans.®® This appears to represent a downgrading of the importance of this objective to MH

with no rationale provided.

Despite this apparent shifting in priority weighting, it is clear that rates for Residential

customers are higher than any other of MH class rates, relative to the lowest rates in

Canada. This suggests the following:

1.

2.

Given that keeping rates low compared to other jurisdictions continues to be a
priority for MH, an ATB rate increase, as proposed by MH, is supportable on this
basis. Certainly, any differentiated rate change that shifts a higher-level rate
increase to the Residential class will serve to increase an already large rate disparity
for Residential customers compared to other MH rate classes; and

The disparity between rates that exists whereby Residential rates are higher than any
of its other classes, by a 40% spread between Residential rates and the lowest rates
(Small Power customers), suggests that there is a valid argument for implementing
a differentiated lower-than-average rate change for the Residential class in order to

reduce this disparity.

Order 164/16%° found that fundamental Ratemaking Principles should be considered as

part of Rate Design in the context of a GRA and that cost causation was the primary factor
to be considered in the PCOSS:

“.the Board finds that ratemaking principles and goals should not be
considered at the COSS stage...The Board finds that Manitoba Hydro’s
ratemaking principles and goals of rate stability and gradualism, fairness and
equity, efficiency, simplicity, and competitiveness of rates should be

considered in a General Rate Application (“GRA”)..”

Further, Order 59/18 found that RCCs outside of the Range of Reasonableness is only one

factor to consider in the differentiation of rates.

It is also noteworthy that while the Bonbright ratemaking criteria do not explicitly include a

reference to competitive rates, maintaining competitive rates should be viewed as a public

acceptability/public policy consideration.

58 MH 2023/24 GRA, Tab 8, pg. 14
€ Order 164/16, pg. 27
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On this basis, while a stringent reliance on the RCCs of some rate classes might suggest a
lesser than average rate increase if taken at face value (thatis, cost causation only) relative
to MH’s Range of Reasonableness of 95% to 105%, the competitiveness of rates objective
and priority of MH suggests at a minimum, that any differentiation of rates resulting in a
higher-than-average rate increase for the Residential class is not supportable. Similarly,
an above average differentiated rate increase would be appropriate with consideration
given to the competitiveness of rate objective for MH’s equivalent to Small Power classes
in order to decrease the rate disparity between MH classes compared to the lowest rates
in Canada.

6.2 Consideration of Class RCCs Assuming Lower Forecasted NER as well as RCCs
Before NER Continues to be Important Tools for Class RCC Interpretation

MH’s IFF and PCOSS26 for the Test Year 2025/26 reflect a lower level of NER compared to
the record levels reflected as part of the last GRA and PCOSS24. As part of PCOSS26, MH
is forecasting lower Net Export Revenue (NER) of $841 million compared to the record
levels reflected in PCOSS24 of $ 1,116 million.

The approximate $280 million reduction in export revenue increases the relative Generation
and Transmission related share of total revenue requirement. Cost shifts of this nature tend
to increase the RCC of distribution-level customer classes and decrease it for the GSL
classes that are served directly off the transmission system®’.

Despite lower forecasted levels of NER, the inter-class impact associated with NER
continues to have significantimpacts on class RCCs. The table below indicates the impact
to class RCCs as reflected by MH in PCOSS26 as well as the RCCs assuming that NER is
reduced by 50%:

1 Tab 7, pg. 7
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Chart 12: The Impact of 50% Reduction in NER to PCOSS2652
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PCOSS24 PCOSS26 PCOSS26

Filed Filed NER50%

Residential 94.4 96.9 97.9
GSS ND 109.7 108.0 108.8
GSS D 101.8 96.0 96.7
GSM 100.3 97.8 97.9
GSL 0-30 97.9 100.9 99.6
GSL 30-100 112.4 110.4 105.7
GSL>100 113.2 110.6 105.0

The key observations from the above chart are as follows:

1. A large reduction in NER can shift class RCCs significantly, particularly for the
GSL=100 kV class by over 5% and more, which is either the most or close to the
most impactful cost/revenue consequence to the PCOSS;

2. PCOSS26 is based onthe 2025/26 Test Year. However, MH is seeking a rate change
for the three Test Years, 2025/26, 2026/27, and 2027/28. The IFF is forecasting
export revenue to decline from $867 million to $748 million, which all else being
equal, will increase the RCC of the Residential, GSS and GSM classes and reduce
the RCC of the largest GSL classes, pushing all class RCCs towards unity; and

3. Current drought conditions are likely to drive NER down in the current 2025/26 Test
Year and potentially in the second Test Year, depending on water storage levels,
further impacting class RCCs from those depicted by PCOSS26.

62 CC/MH II-57
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Itis also noteworthy that PCOSS26 indicates that in the absence of NER, all class RCCs are
below the ZOR with the majority of classes being significantly below the ZOR:

Chart 13: Class RCCs Excluding Net Export Revenue:

PCOSS26
No NER As Filed
Residential 70.5%
GSS ND 77.9%
GSS 68.7%
GSM 69.0%
GSL 0-30 kV 68.7%
GSL 30-100 kv 70.0%
GSL>100 kV 68.8%
Average: 70.5%

The key observations from the above table are as follows:

1. Whileinthe absence of NER, all classes would require rate increases, the GSS, GSM
& GSL classes would require higher than average rate increases; and

2. The exclusion of NER reflects class RCCs that differ sizably from RCCs that include
NER and is an important tool/consideration in measuring class cost-to-serve,
particularly recognizing MH’s declaration that it intends to let the existing firm export
contracts expire without renewal going forward.

6.3 Caution Should be Exercised in Interpreting PCOSS26 Class RCC Results Which
Do Not Reflect a Number of Inter-Class Inequities and Would be Compounded
by Rate Differentiation

The result of PCOSS26 and only MH’s proposed ATB rate increases are summarized in the
table belows®::

8 PUB/MH | -71
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Chart 14: PCOSS26 Class RCCs with Only the Proposed ATB Rate Increase:
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Chart 15:
PCOSS24 PCOSS26 PCOSS26
Filed Filed after ATB
Residential 94.4 96.9 97.0
GSS ND 109.7 108.0 108.2
GSSD 101.8 96.0 96.0
GSM 100.3 97.8 97.7
GSL 0-30 97.9 100.9 100.6
GSL 30-100 112.4 110.4 109.8
GSL>100 113.2 110.6 109.9

The key observation flowing from this chart is that there is a general tightening of class
RCCs within or toward the ZOR with MH’s proposed ATB rate increase prior to any
consideration of the conclusions raised in the above Sections of this Evidence.

There are a number of significant inter-class impacts that are not reflected in these class

RCCs. The directional RCC results associated with removing some of the inter-class
impacts are provided in the charts below.

45



Chart 16: PCOSS26 - Including Both ATB & Removal of Some Inter-Class Inequities

All Classes in ZOR After Removing Some
Inter-Class Impacts Except GSSND
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Chart 17: Data Underpinning Chart 16

PCOSS26 PCOSS26 PCOSS26 PCOSS26 PCOSS26 PCOSS26 PCOSS26
Filed after ATB NER 50% No Govnt Fee  Outages, Line Total RCC All Scenarios &
Reduction Locates to all Adjustments ATB
PUB/MH I-71 CC/MH I1I-57 CC/MH 11-57 CC/MH 11-67

b c d e (e-a)+(d-a)+(c-a) b+f
Residential 96.9% 97.0% 97.9% 97.4% 97.0% 1.6% 98.6%
GSS ND 108.0% 108.0% 108.8% 108.4% 108.2% 1.4% 109.4%
GSSD 96.0% 96.0% 96.7% 95.9% 96.1% 0.7% 96.7%
GSM 97.8% 97.7% 97.9% 97.4% 97.9% -0.2% 97.5%
GSL0-30 100.9% 100.6% 99.6% 99.9% 101.0% -2.2% 98.4%
GSL 30-100 110.4% 109.8% 105.7% 108.1% 109.6% -7.8% 102.0%
GSL >100 110.6% 109.9% 105.0% 108.0% 109.7% -9.1% 100.8%

Several key observations flowing from Charts 16 & 17 above are noted as follows:

1. The RCCsreflect: i) areduction in NER in the Test Year by 50%; ii) the removal of the
directional inter-class impacts associated with the reduction in Government
payments; and iii) all customer classes assighed the costs of outages, line locates,
building moves, safety watches and marketing r&d. The above RCC impacts provide
a directional indication of the results of these adjustments recognizing the impacts
to RCCs are not necessarily additive;

2. The above adjustments do not reflect the allocation of the increase in O&A to the
GSL=100 kV class;

3. The above adjustments do not reflect the disproportionate inter-class impacts
discussed previously regarding the disconnect in PCOSS between the prefunding of
reserves through higher levels of Net Income and its allocation based on current
investment;
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The above adjustments do not reflect further inter-class impacts in the PCOSS as a
result of the PCOSS26 scenario assumption that spreads reduced Government
payments proportionately among all current revenue requirement costs despite
MH’s forecasted increase in generation and transmission investment;

The above RCCs do not account for PCOSS results from the variability in LR or the
Canadian Jurisdictional Rate Comparison;

The above RCCs do not account for prior inter-class impacts/inequities raised such
as the Uniform Rates Adjustment (among others); and

Even recognizing these further inter-class impacts that are not accounted for, the
inter-class impact adjustments identified, together with an assumed 3.5% across-
the-board increase result in all class RCCs being the ZOR, but for the GSSND class.

Importantly, it is further noted that the differentiation of rates as shown in the response to

PUB/MH I-71, together with the noted above adjustments (which are not allencompassing),

will result in overshooting several class RCCs as shown in the following chart.

Chart 18: The Differentiation of Rates and Inter-Class Adjustments:
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The data in the above graph is provided in the table below

Chart 19: Differentiated Rates & Some RCC Adjustments

PCOSS26 PCOSS26 PCOSS26 PCOSS26
Filed Diff Rates Total RCC Diff Rates &
PUB/MH I-71  Adjustments Inter-Class

Residential 96.9% 98.2% 1.6% 99.8%
GSS ND 108.0% 105.0% 1.4% 106.4%
GSSD 96.0% 97.3% 0.7% 98.0%
GSM 97.8% 99.2% -0.2% 99.0%
GSL 0-30 100.9% 102.3% -2.2% 100.1%
GSL 30-100 110.4% 105.0% -7.8% 97.2%
GSL >100 110.6% 105.0% -9.1% 95.9%

The RCCs reflect all the same assumptions as depicted for Chart 16 but also include
differentiated rates to force all RCCs above the ZOR to 105%. The key observation flowing
from the above chart, is noted below:

1. Prior to recognizing the further inter-class impacts that are not accounted for but
including assumed differentiated rates ranging from increases of 7.1% to decreases
of 6.1%, will result in overshooting the upper band of 105% pushing these classes
toward the bottom of the ZOR of 95%, but for the GSSND class.
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7.0 AN ACROSS-THE BOARD RATE INCREASE IS RECOMMENDED
RECOGNIZING THAT A LOWER-THAN-AVERAGE RATE INCREASE
FOR RESIDENTIALS IS JUSTIFIABLE

This Section of the Evidence summarizes the overall recommendation to implement any
approved rate increases on an across-the-board basis, based on the evaluations and
conclusions in Sections 3.0 to 6.0 of this Evidence.

Phase Il rate-setting is ultimately about balancing the interests between customer classes
and customers within a class. The PUB has offered the following guidance with respect to
Phase Il rate-setting:

e In evaluating class RCCs, rate-making principles may justify accepting RCCs that
are outside of the zone®;

e The Boardis empoweredto employ avariety of analyticaltools in fixing rates. Indeed,
MH itself in this GRA urges the Board to be guided by considerations of rate-setting
beyond pure cost to serve®;

e An RCC ratio outside of the ZOR is one factor to be considered in the possible
differentiation of rate increases®®; and

e Customer classes with RCCs in the range 95% - 105% are deemed to represent full
cost recovery.®’

The results of costs of service studies are but one input into the ultimate rate decisions
which are to be guided by considerations in rate-setting beyond pure cost to serve. This
means that an RCC outside the ZOR is only one factor in setting rates.

The balancing of these interests inevitably involves professional and policy-related
judgement. In the recommendations provided to the PUB, consideration is given to
Ratemaking Objectives of fairness and equity, economic efficiency, and public
acceptability, in addition to weight given to the output of PCOSS26, consistent with the
Board’s direction in Order 164/16.

The overall conclusion is that it is recommended the PUB approve across-the-board rate
increases, should any increases be approved, to all major classes. This is consistent with
the proposals of MH, but is based instead on the following evaluations and conclusions:

6 Order 59/18, pg. 197
 Order 59/18, pg. 222
 QOrder 59/18, pg. 287
57 Order 59/18, pgs. 25 & 192
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. The Residential and GSSND classes are negatively impacted by the PCOSS
treatment of the reduction in Government payments. This change in financial
circumstances has no bearing on the costs to serve these customers and should not
be permitted to unduly influence RCCs. The directional indication of the inter-class
impacts available for this GRA suggests that ATB rate increases are justified, should
any increase be granted;

. The PCOSS26 treatment of Net Income does not comport with MH’s current plan for
increasing Net Income, nor the generation and transmission investments for which
these increased revenues will be used. Because distribution level customer classes
— Residential and GSS - contribute to greater levels of Net Income based on current
functional rate base composition, compared to GSL classes, it is anticipated there
will be a negative cost impact on distribution intensive classes. For purposes of this
GRA, consideration should be given to such inter-class impacts in the interpretation
of RCCs which suggests that ATB rate increases are justified, should any increase
be granted;

. Anomalous cost allocations to the GSL classes including the relatively negligible
allocation of O&A and the allocation of several customer service-related costs. Itis
recommended that costs attributable to line locates, safety watches, building
moves, marketing R&D and outages be allocated broadly to all classes;

. Given the differing system reliability needs between GSL and Residential classes
which drive differences in cost to serve not accommodated in the PCOSS, it is
recommended that class RCCs are appropriately considered in the interpretation of
RCCs;

. RCCs prior to the inclusion of NER continue to be a reasonable and important tool
in the evaluation of class RCCs. Class RCCs excluding NER suggest that the GSS
ND class would require a lower-than-average rate increase, all else being equal. The
residential class’s RCC is average and would suggest an average rate increase, all
else being equal. All other class RCCs would suggest a higher-than-average rate
increase, all else being equal;

. Load Research suggests that class RCCs can vary by as much as 6% due to
estimation in MH’s load research, which suggests that MH’s 95% - 105% ZOR is far
too narrow. As the PUB recently declined to expand the ZOR, the only other option
is to accommodate this LR variability, data limitations and simplifications in the
interpretation of class RCCs to rates and justifies an ATB rate increase;

. Load Research results suggest that larger user classes (GSL) are more capable of
moderating peak consumption and energy than residential customers based on
current rate programs. Consumption patterns for the Residential, GSS and GSM
classes suggest that current DSM efforts have been insufficient and a much more
focused effortis necessary in terms of rate design and rate programs by MH to assist
in moderating costs shifts to these classes;
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8. Compared to other Canadian electric utilities, MH’s Residential rates are higher by
31% compared to the lowest Residential rates in Canada; with a spread of 40%
compared to the lowest rates in Canada for MH Small Power customers suggestive
that a lower-than-average rate increase for the Residential class would be justifiable
in order to moderate the divergence in rates;

9. Net Export Revenue is forecasted to decline over the 3 Test Year period or current
drought conditions. The reduction in NER will automatically push the GSL classes
in or near the ZOR (i.e. naturally self correcting) and should be considered in the
interpretation of RCCs. This is also suggestive that MH’s proposed ATB rate
increases are justified, should any increase be granted;

10.It is important to note that PCOSS26 class RCCs do not consider the above inter-
class impacts. To differentiate rates to move some classes to 105%, after
considering these inter-class impacts will result in overshooting desired outcomes
necessitating an unwinding through future rate changes; and

11.1tis plausible that the only class, GSSND, whose raw RCC flowing from PCOSS26 is
108.0% and which does not appear to improve despite some of the above inter-class
considerations, justifiably require a lower-than-average rate increase. However, to
the extent that customers in this class form part of the Small Power class in the
Canadian jurisdictional rate comparison, whose rates are already the lowest in
Canada, any lower-than average rate increase would further lower the already
lowest rates and is not likely appropriate. On this basis, itis recommended that ATB
rate increases, should a rate increase be granted, be applied to this class.

Itisrecommended that a comprehensive review be undertaken with a proposal for a longer-
term solution to be filed by MH as part of its next GRA related to: i) the inter-class impacts
flowing from the COSS associated with the prefunding of Reserves through higher levels of
Net Income, largely attributable to planned significant generation and transmission capital
expenditures; and ii) the inter-class impacts associated with both MH’s current COSS
treatment of Government payment relief (Water Rental Fees, PGF and Capital Tax) and also
considers Government payment relief in the context of significant future generation and
transmission capital expenditures.

It is further recommended that a comprehensive review of MH’s functionalization of O&A,
which currently occurs within SAP, be undertaken. MH’s current functionalization process
associated with O&A is seriously devoid of transparency, with little or no supporting
documentation on all allocations made outside of its financial reporting system for
purposes of the COSS and was last reviewed on a comprehensive basis nearly 30 years
ago, in the late 1990s, in vastly different operating conditions.
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8.0 MH’S PROPOSED ADVANCED RESOURCE NEED IS
QUESTIONABLE GIVEN THE 2024 LOAD FORECAST PROIJECTS
2037/38 LOAD EQUAL TO OR BELOW NFAT PROJECTIONS
WHICH DID NOT FORECAST NEW RESOURCE NEED UNTIL 2037

This Section of the Evidence evaluates MH’s advancement in resource need in the context
of its 2024 Load Forecast and MH’s NFAT projections for new resource need not before
2037.

As part of this Application, MH confirms that its overall 2024 Load Forecast (LF) is lower
over the 20-year period compared to the 2021 LF® despite that its LF, net of Demand Side
Management (DSM) shows a peak demand over 400 MW higher by 2029/30 compared to
the 2021 LF.

MH states that the anticipated need dates for new energy and capacity resources are earlier
than previously projected at the 2023/24 GRA. MH states that based on the current demand
and supply assumptions, the anticipated need date for additional capacity resources is
approximately 2029/30, one year earlier than anticipated at the last GRA, and the
anticipated need date for dependable energy is 2031/32, or two years earlier than the last
GRA.

The earlier resource need compared to the previous GRA results from winter peak capacity
and energy deficits earlier in the forecast. These needs were previously forecasted to be
met with supply side enhancements before a dispatchable capacity resource was required
in 2038/39. In the current GRA, given the earlier and larger sustained winter peak capacity
and energy deficits, the need for a proxy dispatchable capacity resource was advanced by
8 years compared to what was required at the time of the previous GRA®®.

The result of this acceleration in resources, new placeholders for dispatchable capacity
resources (5 - 250 MW simple cycle natural gas-fired combustion turbines) are reflected in
MH’s current resource plan and IFF which includes two units assumed in service in 2031, a
third unit assumed in 2040, a fourth unit assumed in 2042 and a fifth unit assumed in
20447°,  Approximately $3.8 billion in investment expenditures are reflected in the IFF. As
part of the 2023/24 GRA, MH assumed placeholder dispatchable capacity resources (three
- 223 MW simple cycle natural gas-fired combustion turbine) to balance supply and

% CC/MH I-122
8 CC/MH I-38
7 Appendix 6.4, pg. 14
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demand, with the first unit not assumed to be in service until 20397'at a total estimated
cost of $1.4 billion.

In response to CC/MH 11-52, MH confirms that as part of NFAT, MH was forecasting new
energy resources were not required before 2037. Similarly, MH confirmed that as part of
NFAT, additional capacity resources were not required until 2037. Interestingly, based on
the 2024 LF, MH confirmed that capacity will not exceed that forecasted as part of NFAT
until at least 2037 as reflected in the graph below’? and that annual energy at the point of
generation excluding the impacts of future DSM, will not exceed the energy forecasted as
part of NFAT until 2039/407%:

Chart 20: 2024 LF Energy & Peak Demand Comparison to NFAT as at 2037/28:
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The key observation from the above graph is that based on MH’s 2024 LF filed in this
Application, capacity and energy are either equivalent to or lower than that forecasted as
part of NFAT in which MH was not projecting the need for new resources until 2037/38.

MH was asked to discuss why Manitoba needs are unable to be met by existing resources.
In reply, MH asserts that Manitoba needs are unable to be met by existing resources given
that many factors beyond changes to the Gross Electric Load Forecast impact its
evaluation of dependable energy dates that have changed since NFAT including:

1. Energy from Independent Power Producers (IPPs);

71 MH 2023/24 GRA, Appendix 7.7, pg. 9
72CC/MH 11-52 d
73 CC/MH 11-52 b
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Net Electric Load Forecast, including changes to DSM;

Improved modelling leading to decreased hydro and thermal dependable energy;
More imports for dependable energy;

Inclusion of market settlements under severe drought;

Additional Export agreements; and

No koD

Ceasing Operation of Selkirk gas-fired steam units.

Other than the retirement of the Selkirk Generating Station, it does not appear that any of
the reasons cited by MH would justify the need for additional resources for the following
reasons:

1. The incremental wind resources through IPP’s provides additional energy, energy in
drought years, and the potential to help shape by MH’s hydro storage to address
domestic demand (even if there is little demand for it when produced). Wind also
provides some incremental dependable on-peak capacity, although its reliability is
subject to debate (MH cites 20% of nameplate but suggests this is likely generous). On
this basis, it is difficult to accept that the addition of IPP’s is a valid driver to advance
the need in energy resources.

2. MH also cites changes to its net electric load forecast including DSM as a contributing
factorresulting in the advanced need for resources. However, as evidenced in the graph
above, present energy and capacity forecasts (with and without DSM) appear to
consistently ride below NFAT energy and capacity. Therefore, why MH cites this as a
factor driving advanced resource needs is puzzling.

3. Improved modelling leading to decreased hydro and thermal dependable energy - it
would be surprising if this represents a material change in either energy or capacity
resource supply relative to the NFAT assumptions.

4. The inclusion of market settlements under severe drought as a contributing factor
advancing resource need is likely a red herring. While there might be a financial impact
associated with drought year energy purchases, it isn’t clear why that would justify
advancing capacity resources.

5. Citing additional export agreements as a rationale for the advanced need of resources
compared to NFAT appears to be at odds with MH’s stated intention to allow existing
firm export contracts expire without renewal.
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6. The Selkirk Generating Station was operated in emergency circumstances and backup
support, but not for regular domestic base load support’ before its retirement, and for
much or all of the period from the time of its conversion to natural gas in approximately
2002. Since 2002, with the exception of the drought of 2003/04, it was operated
minimally and generally for testing and readiness purposes. Thus, while itis unclear the
impact the retirement of this generating facility to the advancement in resource need
compared to NFAT, it is questionable whether this facility was a material contributing
factor, given its operations.

On this basis, there does not appear to be justifiable rationale for the significant
advancement in the need for resources before 2037 in comparison to MH’s NFAT forecast.
While this matter is likely to receive much greater attention at the upcoming Integrated
Resource Plan review, for purposes of this GRA, the need for advancing resources to meet
need which is, in part, driving the rate path proposed by MH, is questionable at best.
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