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Overview of Ms. Derksen’s, B.Sc., CPA, CMA, 
Qualifications

• 30+ Years of Hands On & Multi-Faceted Expertise in Regulation & Ratemaking   1994-Current

• Independent Regulatory Consultant - BCUC, AUC, MPUB, NSUARB, NBEUB      2018-Current

• Canadian Gas Association – 20+ Years - Instructor - Annual Regulatory Course     2004-Current

• Manitoba Hydro – Manager, Cost of Service, Rates         2009 to 2017

• Manitoba Hydro – Manager, Gas Rates & Regulatory Affairs        2006 to 2009 

• Manitoba Hydro – Rate Analyst/Senior Rate Analyst         1999 to 2006 

• Centra Gas - Regulatory Coordinator/Revenue Requirement Analyst       1994 to 1999 



Overall Recommendations

•Approval of Across-the-Board Rate Increases this GRA Appropriate
• Attenuated Bandwidth + PCOSS Limitations + Changes in Circumstances = Very 

Little Room for Rate Differentiation

•Classification of Wind at 100% Energy Remains Appropriate
• System Load Factor Classification of Wind = Not Cost Causal for MH

•Retain 50 Hr CP Window
• MH system built for sustained cold snap peaks not 10 spike hours

• Review should only occur in context of COS methodology review

•Pause Load Research Changes at this time
• Modernize only with validated, unbiased impact analysis

•Retain Classification of Poles & Wires, Transformers 100% Demand
• Current classification is well within accepted practice/literature

• Review should only occur in context of holistic COS methodology review



Outline of Presentation
Part 1: PUB Orders Have Shaped Attenuated Rate Differentiation

Part 2: Limitations of a 1-Year PCOSS & RCCs in the Context of 

 MH’s 20-Year Projection

Part 3: Changes in MH Operating & Financial Circumstances 

 Since Order 101/23=Reduce not Expand Rate Differentiation

Part 4: Application of PUB Attenuated Rate Differentiation in 

101/23, Limitations of 1 Yr PCOSS & Changes since 101/23

Part 5:  Other Matters & Recommendations:  COS

Part 6: Concluding Comments on Rate Recommendation



Part 1

How PUB Orders Have Shaped 

Attenuated Rate Differentiation



How PUB Orders Have Shaped
Attenuated Rate Differentiation

Order 59/18 Found:
•COS and resultant Revenue to Cost Coverage ratios (RCCs) are 
tools available but not necessarily the overriding factor when 
Board sets rates; (pgs. 24 & 198)

•MH to begin implementing differentiated rates over 10 years to 
move all classes within zone of reasonableness (ZOR); (pg. 26)

•The rate increase impact of differentiated rates be shared across 
all classes below or within ZOR; (pg. 169)

•This approach to differentiated rates is consistent with principle 
of gradualism and limits revenue recovery responsibility of  
other classes; (pg. 199) 

•This approach will also assist in limiting prospect of over-
correction when Bipole III enters service. (pg. 199)



How PUB Orders Have Shaped
Attenuated Rate Differentiation

Orders 137/21 & 9/22 Found:
•General revenue increase to be recovered through 
differentiated rate increases, with classes within or below ZOR 
receiving higher rate increases; (137/21, pg. 13)

•The Board remains mindful of its findings and recommendations 
in Order 59/18 related to bill affordability and energy poverty. 
The Board expects MH and Interveners to bring meaningful 
solutions when interim rates  finalized; (9/22, pg. 14)

•Government consider amending the criteria and structure of 
payments made by MH to reflect the profitability of MH; (9/22, pg. 81). 

•Ratepayers disadvantaged when MH required to make 
substantial Government payments during drought for taxpayers' 
benefit, as ratepayers face increased electricity rates to mitigate 
financial losses incurred due to same drought. (Order 9/22, pg. 81)



How PUB Orders Have Shaped
Attenuated Rate Differentiation

Order 101/23 Found:

•Attenuated Rate Differentiation appropriate

•Attenuated = “reduced in strength”, “less strong” or 
“weakened”

•Not Starting from a blank page



How PUB Orders Have Shaped
Attenuated Rate Differentiation

Order 101/23 Found:

•While COS appears arithmetically exact, it involves many decisions requiring judgment. Because 
of this, and goal of gradualism, many utilities recognize a ZOR rather than aiming RCCs to 100%. 
This includes MH; (pg. 169)

•RCCs outside 95% - 105% ZOR is one factor considered in determining whether differential 
rates are appropriate; (pg. 169)

•COS is an important criterion in setting rates, and an RCC persistently outside ZOR should be 
avoided. However, the Board must balance COS against other ratemaking criteria; 

•Rate differentiation directive in Order 59/18 assumed annual differentiated rate adjustments 
over 10 years. Since that time, several factors changed: i) legislated 2.9% ATB rate increase and 
lack of a rate change in 2022/23 meant for two years, there was no progress moving classes in 
ZOR; ii) differentiated rate change in 2019/20 limited to GSS-ND, as no PCOSS filed, meaning no 
evidentiary basis for rate differentiation; iii) methodological changes between PCOSS18 and 
PCOSS24 contributed to changes in RCC; and iv) high NER in PCOSS24 skewed RCCs, in what 
may be a one-time occurrence; (pg. 182)



How PUB Orders Have Shaped
Attenuated Rate Differentiation

Order 101/23 Found:

•Attenuated Rate Differentiation of -1.0% to +0.4% (1.4% spread) appropriate (GSSND 
of -1.0% or no rate increase – outlier with other classes -0.5% to +0.4%);

•This attenuated rate differentiation is just and reasonable and strikes appropriate 
balance between COS and other ratemaking criteria - affordability and rate stability; 
(pg. 183)

•In contrast, a mechanistic rate differentiation would result in an increase of 1.43% for 
residential and commercial customers and a rate reduction of 0.49% for large 
industrial customers. This level of differentiation not just and reasonable - does not 
adequately balance COS against need for rate stability and affordability;

•Not just and reasonable to impose rate differentiation of 0.43% on commercial 
classes already in ZOR - a 0.1% rate differentiation for those classes strikes an 
appropriate balance; (pg. 183)

•Purpose of ZOR to provide guidance for rate-setting, but not determinative of Board’s 
rate decisions. Like COS, it is one factor considered at ratemaking stage. (pg. 183)



How PUB Orders Have Shaped
Attenuated Rate Differentiation

Order 101/23 Found:

•Not necessary to normalize NER in COS - swings in NER can be dealt with through 
ZOR and application of rate design criteria. The impact of higher-than-normal NER 
is one factor Board considered in approving MH’s attenuated rate differentiation; 
(pg. 183)

•Board remains deeply concerned about energy poverty finding little progress 
made since 2017/18 GRA to help poorest customers with energy bills being a 
heavy burden; (pg. 196)

•In absence of a meaningful energy poverty program, it may be impossible to 
endorse a level of rate differentiation to move classes into ZOR at a satisfactory 
pace. While rate stability applies to all classes, the Board places increased weight 
on that criterion when personal health and safety of customers is at stake, as 
opposed to mere economic considerations; (pg. 198)

•Industrial customers may benefit from energy poverty program if program 
enables rate differentiation to reduce the RCCs of those customers. (pg. 198)



How PUB Orders Have Shaped
Attenuated Rate Differentiation

Order 101/23 Found:

•Order 59/18 approved rate increases to move classes in ZOR in 10 
years, but that pace is now slowed – because reducing RCCs of these 
classes involves increasing RCCs of other classes, including residentials; 

•Board approved MH’s attenuated rate differentiation proposal only 
because overall rate increase approved less than 2.0%….would not 
approve MH’s rate differentiation if resulted in 2.4% rate increase for 
Residential class as proposed; (pg. 199)

•Depending on overall rate increase approved in future GRAs, the Board 
may not be prepared to maintain current pace of rate differentiation 
absent an energy poverty program. (pg. 199)



How PUB Orders Have Shaped
Attenuated Rate Differentiation

Order 101/23 Found:

•PUB has set a clear direction: attenuated rate differentiation

•No mechanistic COS alignment

•Prior Orders confirm: RCCs/ZOR guide rates not dictate them

•Rate Differentiation must be gradual, shared, and 
affordability-sensitive



Part 2 

Limitations of 1-Yr PCOSS & RCCs 

Do Not Consider Changes 

Over Test Periods or 

MH Long Term 20-Yr Projection



Limitations of a 1-Yr PCOSS and RCCs Do Not 
Consider Changes Over the 3-Yr Test Period or 

MH’s 20-Yr Long Term Projection

A PCOSS:

•Is a snapshot of a moving system (for MH significant uncertainty 

underpinning current GRA) & no equivalent to MH’s 20 Yr Projection;

•Reflects the current “used and useful” asset complement (PCOSS26 

reflects asset complement forecast for the 2025/26 Fiscal Year);

•Cannot fully capture lumpy or step-change investments. A one-year 

PCOSS is weakest when change is largest;

•Results depend heavily on short-term conditions;

•Assumes stable relationships between classes and system drivers;



Limitations of a 1-Yr PCOSS and RCCs Do Not 
Consider Changes Over the 3-Yr Test Period or 

MH’s 20-Yr Long Term Projection

A PCOSS:

•Measures embedded cost responsibility, not long-run marginal 
causation;

•MH 20-Yr Projection Net-Income target is forward-looking while COS 
largely backward-looking;

•Multi-year rate setting periods as is the current GRA typically need 
multi-year allocation checks;

•Only considers cost causation - all other ratemaking objectives 
(gradualism, simplicity, affordability etc.) per Order 164/16.



Limitations of a 1-Yr PCOSS and RCCs Do Not 
Consider Changes Over the 3-Yr Test Period or 

MH’s 20-Yr Long Term Projection

•RCCs are valuable but not perfect or determinative; 

•RCCs are directional signals, not precise targets for rate setting;

•Caution should be exercised in over-reliance to raw mechanistic RCC 
output

•Therefore, 

• it is important rate decisions continue to reflect policy judgment 
using broader ratemaking objectives;

• Necessary and important to consider forward-looking context – 
that is, understanding where MH is going in future – in the 
interpretation of class RCCs – as PCOSS and class RCCs are unable.

 

 

 



Part 3 
Changes in MH Operating & Financial 
Circumstances Since Order 101/23 =

Reduce Not Expand 

Attenuated Rate Differentiation 



Changes in MH Operating & Financial 
Circumstances Since Order 101/23

Question: What has changed since the last 

GRA, and how do current and expected 

conditions alter how we should interpret 

PCOSS26 in the current GRA?



Changes in MH Circumstances Since 101/23: 
Residential Class RCC in ZOR

• Residential RCC has moved into the ZOR — a material shift 

since Order 101/23;

•Residentials no longer need “catch-up” differentiation to 

reach reasonableness;

•Rationale for further Residential rate differentiation is 

materially reduced;

•Affects how PCOSS26 should be interpreted in this GRA.



Change: Significant G&T Investment = 
Rate Design Consideration

•MH’s 20-Yr Projection includes approx. $11 Billion of 

Placeholder Capital Spending driving 3.5% requested rate 

increases in each of 3 Test Years;

•Addition of approx. $11 Billion of Placeholder Capital 

Spending largely G&T related = will tend to pull RCC’s 

outside ZOR close to or into ZOR.



Change:  Significant Reduction in 
Net Export Revenue = Rate Design Consideration 

Significant decline in Net Export Revenue from $607 to $240 

(60.5%) in Fiscal 2025-2026: (source: PUB/MH I-7)



Change:  Significant Reduction in 
Net Export Revenue = Rate Design Consideration

•Significant decline in Net Export Rev = all classes in ZOR in PCOSS26  (but 
for GSSND)



Change:  Significant Reduction in 
Government Payments = Rate Design Consideration

Order 101/23 Found:

•While Government went further reducing both water rental 
fees and debt guarantee by 50%, there continues to be a lack 
of targeted energy poverty measures; (pg. 196)

•Found PCOSS treatment of reduced water rental fees and the 
debt guarantee fee, reasonable; (pg. 167)



Change:  Significant Reduction in 
Government Payments = Rate Design Consideration

It is acknowledged that:

It is fully expected that the reductions to or 
elimination of Government fees will result in larger 
percentage decreases for GSL customers than other 
classes (MH Rebuttal - Volume 4, pg. 42)



Change:  Significant Reduction in 
Government Payments = Rate Design Consideration

•Government Payment Relief in Last and Current GRA approx. 
$9.5 Billion Over 20-Year Projection = $475 Million per Year

Net Cost PCOSS26 PCOSS26 Inc/(Dec)

($ millions) As Filed Incr. Fees/Taxes $

Residential 936.7 931.5 5.2

GSS ND 191.8 191.1 0.7

GSS D 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



Change:  Significant Reduction in 
Government Payments = Rate Design Consideration

•Recommendation PUB ponder broader public 
interest question:  

How should nearly $10 Billion of taxpayer-funded 
relief be shared across classes?



Change:  Significant Reduction in 
Government Payments = Rate Design Consideration

While on this point - Unit Cost Dispute = A Red Herring:

•Philosophically disagree about use of unit costs as a good 
measure to assess reasonability of  cost allocation between 
classes, as a matter of principle.  Why:

•Unit costs are not a fairness test - COS is about relative 
responsibility;

•$/kWh or $/kW can mislead when class size differs;

•RCCs vs. system average is the proper comparison;



Change:  Building Reserves for Future 
G&T Investment = Rate Design Consideration

Prefunding Reserves through Net Income = A Cautionary Tale

• PCOSS a one-year, used-and-useful, rate-base study: PCOSS allocates Net Income 
through today’s used-and-useful mix even when Net Income sized for future, 
different-mix pressures;

• Because overall proposed rate increases generated by looking over 20-Yr 
Projections which includes approx. $11 Billion of G&T spending,  a portion of MH’s 
Net Income in current Test Year Is Not based on “Used and Useful” assets but 
rather placeholders for future asset expenditures (that is, MH’s 3.5% rate path 
justified as needed to build retained earnings ahead of major capital program);

• Net income elevated to finance future assets with a different mix = PCOSS class 
RCC signals can be structurally biased;

• The result = distribution intensive classes (e.g. Residential & GSS) funding greater 
portion of Net Income than if G&T assets were “Used and Useful” today.



Change:  MH O&M Cost Escalations = 
Rate Design Consideration

O&M Cost Escalations:

•Significant O&M cost escalations between PCOSS18 & PCOSS26 over $280 
million or nearly 55%



Change:  MH O&M Cost Escalations = 
Rate Design Consideration

O&M Cost Escalations:

•Recommendation - PUB rise above the technical PCOSS 
wiring/excel spreadsheet and ponder the broader policy 
question:  

 Is it reasonable all classes experience a 50% - 80% 
increase in O&M expenditures due to $280 million increase 
in MH O&M expenditures but for GSL>100kV whose 
increase is less than 10%?

•Longer term (next GRA or COS methodological review) 
recommend review of PCOSS treatment of O&A, in particular 
functionalization which occurs within SAP and seriously devoid of 
transparency.



Part 3 – Overall Conclusions

•Material changes since 101/23 tighten RCCs toward ZOR

•Future G&T placeholders pull high RCCs down

•NER decline puts most classes in-range now; further erosion 
tightens more

•Government-payment relief raises policy affordability 
questions, not a “RCC-correction” trigger

•O&M escalation is uneven by class and not solved by 
sharper rate differentiation

•Residential reliability/affordability context weighs against 
stronger differentials

•Bottom line: convergence + uncertainty = very little room for 
rate differentiation this GRA



Part 4 
Application of Rate Design in 

Determination of Just & Reasonable Rates

Given: 

Attenuated Rate Differentiation, 

Limitations of 1 Yr PCOSS & 

Changes since Order 101/23



Movement in Tightening Class RCCs to ZOR 
Achieved since PCOSS18



Application of  Rate Design Considerations: 
Starting point: Attenuated Bandwidth + Present Context

• Start from PUB’s attenuated band (-1.0% to +0.4%)
 GSSND an outlier at -1.0% with other classes 

-0.5% to +0.4%

 = reflects balance of COS + affordability

• Test-Year context is materially different
• Differentiation must stay policy-bounded



Key Change – RCC Convergence since 
Order 101/23

•PCOSS limits require careful RCC interpretation 
(placeholders/exports/reserves);

•RCCs are directional indicators, not mechanical 
targets.

•ZOR landscape has shifted since 101/23.



Application of  Rate Design: 
Overall Proposed Rate Increases Large,  PCOSS a Snapshot 

& Directional Forces Tighten RCCs

• 3×3.5% requested increases (above inflation);
• 1-year PCOSS limits precision;
• Energy poverty concern unresolved;
 = narrows/halts further rate differentiation 
• Directional changes tighten RCCs toward ZOR;
• Result: bandwidth effectively ≈ 0



Part 5  

Other Concerns & 
Recommendations: 

Cost of Service
 



Classification of Wind – PUB Findings

•Should be classified 100% energy-related (Order 164/16);

•Wind generation subject to prevailing wind conditions that cannot be 

counted on to meet winter peak demand;

•Wind  transacted on an energy basis through contracts; (Order 59/18, pgs. 

183 & 187)

•Premature to change Wind classification without IRP review - to 

understand any additional role of Wind in meeting winter peak 

capacity; (Order 101/23)

•Determining appropriate COS methodology, principle of cost 

causation is paramount; (Order 164/16)

•Ratemaking goals gradualism, fairness, efficiency, simplicity, etc. not 

considered in COS methodology. (Order 164/16, pg. 27)



Classification of Wind – 
Circumstances Have Not Changed

•Current 100% energy classification superior as based on cost causation;

•Wind intermittent – contribution to winter peak highly uncertain & variable;

•MH’s planning assumptions reflect 20% accredited capacity for Wind;

•Even though MH applies a 20% accredited capacity assumption, there is no 
guarantee of this output under peak conditions; (CC/MH I-41 b, pg. 4)

•Inappropriate to conflate reliable capacity performance of large 
geographically diverse Wind portfolio in MISO with MH exceptionally small 
Wind portfolio where 20% may be achievable over many winter events; 
(CC/MH II-1);

•As Wind generation increases on MH system = a decrease in winter capacity 
provided by Wind as has limited firm capacity; (MFR 66 Attach 1, pg. 11)

•Wind PPAs continue to be paid on energy basis, output is non-dispatchable.



Classification of Wind – Impact on Class RCCs

PCOSS24 PCOSS24 Inc/(Dec) PCOSS26 PCOSS26 Inc/(Dec)

As Filed Wind 20% Demand % As Filed Wind SLF (≈40% Demand) %

2023/24 GRA MIPUG II-32 2026 GRA MIPUG I-41

Res 94.4 94.3 -0.1 96.9 96.5 -0.4

GSS ND 109.7 109.7 0 108.0 107.9 -0.1

GSS D 101.8 101.9 0.1 96.0 95.9 -0.1

GSM 100.3 100.3 0 97.8 97.9 0.1

GSL 0-30 97.9 98 0.1 100.9 101.3 0.4

GSL 30-100 112.4 112.6 0.2 110.4 111.4 1.0

GSL > 100 113.2 113.5 0.3 110.6 111.6 1.0



Current Classification of Wind Remains a 
Solid Cost Driver 

•Even if Wind in MH “portfolio,” cost causation remains energy;

•SLF classification approximately 40% demand-related = 

unreasonable, misrepresents contribution to capacity for simplicity; 

•If demand classification viewed as appropriate, something less than 

20% (BC Hydro 93% Energy/7% Demand) could be considered;

•However, classification to this degree = De Minimis impacts on RCCs;

•Current 100% classification of Wind as energy = solid cost driver.



Broad Number of Hours to Derive CP  
= Remains Appropriate

•MH planners build system to survive sustained multi-hours high load 
periods (cold snaps) with reserves and contingencies and not just top few 
“acute” isolated hours = broader CP window (50 hrs) far more cost-causal;

•Recommended 10-hour CP allocator creates false precision and volatility;

•A tiny CP window over-weights low-load-factor, peaky classes (often 
Residential/Small General) and under-assigns steady-load classes (often 
large industrial);

•High-load-factor classes still require system to be built large all winter -  
sharply reducing CP responsibility misstates role in MH’s capacity costs;

•Underpinning both recommendations are not simple refinements; but a 
fundamental shift in COS philosophical/policy that should not be made in 
isolation of larger COS review.



Load Research 
Methodology Changes Not Yet Proven

•Implied logic is more data, more smoothing, and professional validation = 
more reliable CP responsibility metrics for PCOSS and RCCs;

•Reasonable that load research must modernize, but revised smoothing 
approach risks muting winter coincident-peak responsibility in a way that 
materially shifts class RCCs; 

•Recommend new LR not be adopted until shifts demonstrated to be real and 
an artifact of the methodology;

•A narrower CP (currently 50 hrs) would compound upward pressure on 
peaky classes RCCs (Residential & GSS).



Classification of Distribution – 
PUB Findings

Order 164/16 found:
•Classification of Poles & Wires - 60% demand/40% customer is arbitrary;

•Cost of Poles & Wires: i) largely independent of number of customers; ii) 
density/geography effects do not prove customer count an appropriate 
causal driver; and iii) industry practice is mixed;

•Cost of Poles & Wires driven by the need to support capacity/demand and 
thus classifying Poles & Wires based on 100% Demand most cost causal.



Classification of Distribution - 
Remains Reasonable

•Current methodology supported by literature and practice in other 
jurisdictions (it is an overstatement to conclude MH is an outlier);

•Classification of Distribution plant highly contentious and a significant 
COS methodology - not a simple refinement; but a 
philosophical/policy shift in COS not to be made in isolation of holistic 
COS review.

BC Hydro FortisBC SaskPower MH Nova Scotia

Substations 100% demand 100% demand 100% demand 100% demand 100% demand

Poles 100% demand 14% demand/86% cust 100% demand 26% demand/74% cust

Wires 100% demand 29% demand/71% cust 100% demand 46% demand/54% cust

3-Phase 100% Demand

Primary 30% demand/70% cust

Transformers 50% demand/50% cust 57% demand/43% cust 65% demand/35% cust 100% demand 100% demand 



Part 6

Overall Conclusions



Appendices



Appendices



Appendices
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