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Introduction- Just and Reasonable Rates

1. The purpose of this proceeding and the regulatory process as a whole is to ensure
that Manitoba electricity users are paying just and reasonable rates. In determining

the rates for the test period, the Board must balance the interests of ratepayers and

the financial health of the utility.1

2. In determining just and reasonable rates for the test period, the Board has authority
to consider any relevant factor including?:

a. the amount required to provide sufficient funds to cover operating,
maintenance and administration expenses of the corporation;

b. interest and expenses on debt incurred for the purposes of the corporation by
the government or incurred by the corporation,

c. reserves for replacement, renewal and obsolescence of works of the
corporation and any other reserves that are necessary for the maintenance,
operation, and replacement of works of the corporation,

d. liabilities of the corporation for pension benefits and other employee benefit
programs and any other payments that are required to be made out of the
revenue of the corporation, and

e. any compelling policy considerations that the board considers relevant to the
matter.

3. The integrity of the regulatory process requires that the Board have the opportunity
to thoroughly review and test Manitoba Hydro’s application including its financial
forecast. As Manitoba Hydro is a monopoly, the regulatory process acts as substitute

for competition.

4. While The Manitoba Hydro Act, prevents the Board from issuing an order or directive
governing the corporation's operations or its capital management, investments or
expenditures, the Board clearly has the authority to set rates based on a

determination of the rate revenue required in each fiscal year within the rate period

' Consumers Association of Canada (Manitoba) Inc. Manitoba Hydro Electric Board, 2005 MBCA 55
2 The Crown Corporations Governance and Accountability Act, C.C.S.M. C. C336, S. 25(4)
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to pay the reasonable costs forecasted by the corporation for that fiscal year. This
includes the corporation's operating, maintenance and administrative expenses and
amounts in respect of capital expenditures.? To put it simply, the amendments to the
legislation require the Board to scrutinize Manitoba Hydro’s financial forecast from
the perspective of determining a fair and reasonable level of revenue required in

each year within the test period and set rates accordingly.

5. In considering whether Manitoba Hydro’s operating, maintenance and administrative
expenses and amounts in respect of capital expenditures should be taken into
account in determining revenue requirement, the interest of ratepayers is such that
Manitoba Hydro must establish that the expense is required and also must satisfy
the Board that it is being acquired at the least cost. In order for the Board to make
this determination, it must have the appropriate supporting evidence from Manitoba
Hydro, such as a business case or an investment justification to test the

reasonableness of the expenses proposed.

6. The Board’s role has been made much more difficult in this proceeding as a result
of Manitoba Hydro’s failure to provide sufficiently detailed information to test the
reasonability of their financial forecast. This includes but is not limited to the SAP S/4
HANA project, increases to Vegetation Management expense, and the HVDC

Reliability Project.

Revenue Requirement

7. Having regard to the uncertainty and lack of justification provided by Manitoba Hydro
in this proceeding, the GSS-GSM expert recommended a focus on the test years
and a short-term approach to determining rates that limits Manitoba Hydro to overall
inflationary rate increases for its operations in each of the test years with an
additional cumulative increase over the test years in response to the severe drought

conditions and corresponding impacts.

3 The Manitoba Hydro Act, C.C.S.M. c. H190
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10.

11.

12.

The added 2% cumulative increase over the test period is intended to signal a
response in the short-term to external markets, in tandem with Manitoba Hydro cost
control in response to drought and with consideration to existing retained earnings

levels.

The short-term recommendation is intended to provide clarity to ratepayers,
especially with the longer-term uncertainty built into the financial forecast, and
ultimately driving the 3.5% rate path. Where rates are being increased in a manner
that considers the longer-term, there should be specific justification or rationale in
the short-term (3 — 7 years perhaps) for why increases that result in net income
above costs are indicated, and to what level is appropriate.# Ultimately it is important
to be able to measure a ‘reasonable level of net income’ over the test year period
for which rates are being set, not just an arbitrary amount that only makes sense

when viewed with a 20 year lens.®

Of course in this proceeding updates from drought conditions have greatly adjusted
net income projections for 2025/26, but this concern remains, and perhaps shifts to
what is a reasonable short-term contribution from ratepayers in response to a

‘potential second worst on record’ drought should be.®

Ultimately GSS-GSM’s rate recommendation attempts to balance the interests of
ratepayers and the financial health of an operationally responsive utility within the

bounds placed on the PUB through legislative changes.

In the next GRA, GSS-GSM is optimistic that the results of Manitoba Hydro’s ongoing
financial target review will include consideration for a shorter-term financial metric
that considers the regulatory and ratepayer lens (not just cash flow), to help establish

appropriate levels of net income in the shorter-term.”

4 As discussed by both Ms. Davies transcript pages 2807 - 2808 and Mr. Colaiacovo transcript pages 2908

- 2909

5 As discussed by Manitoba Hydro and the Chairperson on transcript pages 3919 - 3927

8 As referenced by Manitoba Hydro, transcript page 1286

7 As noted in MIPUG-20, slide 9 — “no financial metric(s) can fully inform rate setting over a short period
(2-3 years) but notes that the shorter-term targets that have been considered are largely interest or capital
coverage — so cash type metrics (slide 11)
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13. In considering the appropriate revenue requirement, GSS-GSM urges the Board to
protect ratepayers from the continued pattern of Manitoba Hydro spending as it sees
fit despite previous cautions from the Board including in the last GRA (when rate
increases were not set at the level requested by Manitoba Hydro at least in part
because of overstated and unjustified expenses). In Board Order 101/23, the Board
found “the speculative nature of the SAP S/4HANA expenses factored into the
Board’s decision to approve rate increases lower than those applied for by Manitoba

Hydro” and denied the request for a deferral account on the basis that this could be

re-considered when an investment justification was available.®

14. The Board should also consider that contrary to the assertion made that cost control
measures have been implemented, Manitoba Hydro’s actual operational and
administrative costs for 2024 and 2025 exceeded the budgets in those respective
years by $52 million (7.8%) and $57 million (8.3%) respectively - and no corrective
action was taken by the utility despite the drought conditions to manage these
amounts to more moderate levels of growth.® In the near-term actuals from 2024/25

have grown past even these increases.®

15. There is a case to be made that no level of operational cost increases are required
in these test years given the extreme increases Manitoba Hydro has already
incorporated in the short-term. From actual 21/22 (the most recent year of actuals
before the PUB in the 23/24 GRA) to actual 24/25 (the most recent year of actuals)

Hydro’s O&A expenses have increased cumulatively $176 million or by 30%."!

16. Prior to Manitoba Hydro’s additional proposed O&A increases in the test years,
Manitoba Hydro’s revenue requirement already incorporates substantial growth that

was not previously contemplated by the PUB in the 23/24 GRA.

8 Order 101/23- Pages 10 and 11

% CC-23, Evidence of D. Rainkie, page 70

10 Referenced by Manitoba Hydro on transcript Page 2739, 24/25 actual O&A ended up being $755
million, approximately $11 million above the updated forecast which was already 8.3% above the original
forecast

" GSS-GSM-14 slide 16 provides actual O&A, comparing to actual value provided by Hydro in cross-
exam, page 2739
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17.

18.

Nevertheless in Manitoba Hydro’s final argument, they highlighted four main drivers
for operational cost increases.'? The GSS-GSM tested three of the four (employee
related costs, vegetation management, SAP) and these matters will be addressed in
further detail below. The Coalition expert, Midgard addressed the fourth Business

Operations Capital.

Given the information asymmetry, Manitoba Hydro’s operational costs are not easily
dismantled at a detailed level to provide specific adjustment to the Board."3 For the
cost categories that were specifically addressed by GSS-GSM (salaries & wages,
SAP project, vegetation management), it is submitted that Manitoba Hydro has not
provided evidence of sustained cost control or pacing of expenditures, nor least cost
planning and this should be factored into the Board’s determination of just and

reasonable rates.

Salaries & Wages

19.

20.

Manitoba Hydro attempted to suggest that it has limited control over employee
expenses as the majority of its staff are unionized and general wage increases and
progression are defined in their collective agreements.’ While it is accepted that
approximately 80% of Manitoba Hydro’s staff are unionized, it is not borne out by the
evidence that Manitoba Hydro does have control over a number of line items that
could be reasonably reduced if appropriate cost control measures were
implemented.'® For example, Manitoba Hydro has 20 percent of its workforce where
general wage increases as well as merit and progression increases are determined

at the “executive table” of Manitoba Hydro.'®

Overall salaries and wages percentage increases in the test years include combined
general wage increases and merit and progression increases above 4.5%,

applicable for each and every employee in all three of the test years.’” Based on the

12 MH-48, Slide 27

3 As noted by Mr. Bowman in relation to O&A, transcript of proceedings, page 3539
4 Transcript of Proceedings, page 1732

5 Transcript of Proceedings, pages 1726 to 1729

'6 Transcript of Proceedings, pages 1727

7 GSS-GSM-11, page 11
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evidence provided regarding union negotiations, the general wage increase amount
for these employees are below these levels (between 2-3% over the test years). The
evidence also confirms that for non-unionized employees, merit and progress
increases are based on performance (and therefore again within the
control/discretion of Manitoba Hydro).'® For unionized employees it is understood
that the entirety of these staff members will not be receiving full merit and
progression increases of this level, and that turnover tends to result in reductions in
these categories (since employees will be replaced by lower tiered staff where

possible).'®

21. Additionally, increases to prioritize employee experience and retention?® should
result in measurable operational efficiencies and help with overall employee related
cost control through maintaining or reductions to Full Time Equivalents (FTEs).?!
This is to say, increases in the salaries and wages cost category should translate to
meaningful decreases to FTEs as existing employees can accomplish increased
work and/or increases in activity — all of which should show up as cost savings
passed through to ratepayers. At the very least this calls into question the 4.5%

average annual growth to Overtime that Hydro includes in its test year forecasts.??

22. Given the severity of the drought conditions and the significance of the employee
related costs (making up approximately 77% of Manitoba Hydro’s operation and
administrative costs), it is reasonable for Manitoba Hydro to implement cost control
measures to reduce this cost category over the test years. The evidence provided
shows there is some room in employee related expenses between forecast
increases and negotiated requirements in the test years. Manitoba Hydro should be
able to reduce employee related costs in the test years while still providing

reasonable and contracted increases to Manitoba Hydro staff.

'8 Transcript of Proceedings, page 1708

® Transcript of Proceedings, page 1732 to 1733

2OAs explained as a priority by Mr. Danroth, transcript pages 273 — 274

2TFor example, Manitoba Hydro notes retention will lead to efficiencies within vegetation management
activities in response to GSS-GSM/MH 11-1(d)i

22 As shown in GSM-GSM-14, slide 16

Page 8



23. Information asymmetry makes it difficult to recommend a specific amount of
reduction that could reasonably be absorbed while maintaining collective bargaining
commitments. Manitoba Hydro reports it achieved $12.4 million in cost control to
salaries in wages compared to forecast in 2024/25 — due to their decision to pause
hiring (and repurposing roles).?> Manitoba Hydro should continue this strategy, as
incorporating this level of sustained reduction in the test years would result in a

cumulative savings of approximately $37 million.

24. Ultimately, the Board may find it reasonable, given Manitoba Hydro’s past inability to
restrict spending to even budgeted amounts, to consider directing an independent
prudency review be undertaken prior to the next GRA. This review could assess
alignment of Manitoba Hydro employee related costs with industry — including
salaries and employee benefits (defined benefits pension, health plan, reduced work
hours, paid overtime, vacation, etc.) so that the Board can consider whether salaries
and wages and employee benefits are in line with industry or if there is an ability to

implement sustained and meaningful cost control.

25. This is the nature of competition, and by proxy PUB oversight of Manitoba Hydro, as
experienced by GSS-GSM customers who are quite often price takers or in an
industry of heavy competition where price is the main selling point. Wage settlements
of unionized employees are not a unique experience to Manitoba Hydro and cost
savings are still expected in other industries that have unionized employees.
Enterprises of this nature can not simply pass through cost increases to their
customers; they must find offsets internally to justify increases in a cost category.?*
GSS-GSM recognizes it is not easy but does not accept the argument that it is not

in Manitoba Hydro’s control and therefore no attempt should be made.

SAP Project

26. Manitoba Hydro’s forecast costs for the SAP project (including operational/salary

costs) and increased costs for Vegetation Management have not been demonstrated

23 MH-25-2, pg. 36
24 As noted in KAP presentation, transcript page 3178; and in opening statement of GSS-GSM, transcript
page 216
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to be least cost. While the GSS-GSM does not question the need to move forward
with replacing the current SAP program or the need to work on the backlog in
vegetation management, need does not translate to least cost. Costs need to be
determined as just and reasonable before these amounts ought be included in the
calculation of revenue requirement and thereby recovered from ratepayers. It is
submitted that Manitoba Hydro has not met its burden in this regard as it relates to
the SAP project or increased expenditures for vegetation management.

27. For SAP specifically, Manitoba Hydro knew an investment justification (or ‘business
case’) was a requirement out of the last GRA. Manitoba Hydro’s application reflected
that it would be provided in contemplation of this hearing,?®> and during cross-
examination of the Revenue Requirement panel, Manitoba Hydro specifically
indicated that it would be providing the investment justification.?® This was not done.

28. In the circumstances unfortunately where Manitoba Hydro has already undertaken
substantial investment, it would be contrary to ratepayers interests to once again
deny the request for a deferral account on the basis of the evidence being
speculative and accordingly the GSS-GSM supports the approval of a deferral
account so the costs already being undertaken are removed from revenue
requirement.

29. However having regard to the continued lack of justification for the expenses and in
particular the amortization period, the GSS-GSM recommends that the Board not
approve SAP costs for recovery during the test period and direct Manitoba Hydro to
ensure its application in anticipation of the next GRA includes this information so that
the projected costs can be properly tested and considered by the Board.

30. While it is unfortunate that the project should largely be wrapped up before then,
ratepayers have a right to understand what their rates are recovering and ensure
investment is being undertaken prudently.

31. It is worth restating that the SAP project itself has had its scope reduced since the
last GRA but the costs have increased. And comparatively, BC Hydro’s SAP

expenditures are half the amount of Manitoba Hydro’s, which raises questions on

2% Transcript pages 2665 - 2666
26 Transcript of Proceeding, page 1734
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the reasonableness of expenditures in this project, especially with lack of detailed
justification provided. %’

32. At the very least, based on the evidence on the record submitted by the GSS-GSM
expert - considering the lifetime of the ERP system being replaced (30 years), the
overall timeframe of planning and costs that are going into the SAP project, and utility
comparisons for amortization periods - there is sufficient grounds to warrant a longer
amortization period than Hydro’s 10 year timeframe, more appropriately 15 — 20
years.?® If the SAP project only has a useful life of 10 years, the amount of

expenditure and employee time being put into it is quite worrisome.

Distribution Vegetation Management Spending

33. For the context of approving rates in this GRA, Manitoba Hydro does not yet have a
long-term vegetation management plan to support its vegetation management
spending and has been clear that the projections that have been provided in this
proceeding are not based on good data.?® In fact, based on Manitoba Hydro’s own
evidence they are still completing aerial surveying (to be recommenced in the
summer of 2026) for the purpose of “understanding what we have out there and

where the problems exist”. 3°

34. GSS-GSM supports Manitoba Hydro’s data collection activities for its vegetation
management system so that it can prioritize its activities in an efficient manner by

highest risk and develop an evidence-based plan moving forward.

35. Manitoba Hydro’s main assertion is that increased distribution vegetation
management spending is needed to address significant backlog.3! But backlog does

not equate directly into a hazard or a ‘problem’ and Manitoba Hydro’s backlog is not

27 Transcript of proceedings, page 2668

28 Transcript of proceedings, pages 2667 — 2669, GSS-GSM-14, slide 14, and PUB/GSS-GSM [-3
2% Transcript of Proceedings, page 724

30 Transcript of Proceedings, page 496

31 Transcript pages 497, 725 — 728; and in the latter transcript pages Hydro explains the ‘backlog’
estimates were numbers created a while ago and are still being refined.
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showing up as a problem in its reliability statistics.3? All it means is that the span

being referenced has not been addressed, whether or not it needs to be.3?

36. The clear and cogent evidence before the Board is that Manitoba Hydro has strong

reliability relative to other Canadian jurisdictions as shown in the table below:3*

Tree Contact Outage SAIF| per Year - MB Hydro vs Canada
(incl. MB Hydro)
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37. The GSS-GSM does not take issue with the fact that Manitoba Hydro should be
addressing the backlog in vegetation management. As the GSS-GSM expert said in

response to a question from Board Member Mindell:

The backlog issue was created over a long period of time and while
does need to be addressed, it's — it’s something that can be addressed
in a measured way that - - prioritizes the highest risk arears to start and
then moves backwards.
38. It is important to note that the evidence raised by Manitoba Hydro in rebuttal to
attempt to demonstrate an increasing need to address reliability by referring to the
increase in “tree related outages” in 2024 includes “associated outages”. This

statistic must be taken into context as it will include outages that would not

32 Transcript page 2653; and confirmed by Midgard consultants on transcript page 1056 that Hydro’s
‘standard of performance is exceptional’

33 Transcript pages 2782 - 2783

3 GSS-GSM/MH 1I-1-h
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necessarily have been prevented by vegetation management and therefore is not all

that helpful in considering the need for vegetation management.3°

39. This is where the need for benchmarking and Key Performance Indicator
improvements need to be addressed so that Manitoba Hydro and the Board in future
proceedings can determine appropriate spending and activity levels on an evidence-
backed basis. The Board has evidence from both Midgard and Ms. Davies with
respect to industry best practices for benchmarking and key performance indicators
to assess the effectiveness of Manitoba Hydro’s vegetation management, and
ultimately ensure benefits translate to ratepayers through prioritized safety of the

system and improved reliability. 3¢

40. Manitoba Hydro’s projected costs should also be considered in the context of the
increase in spending on vegetation management from the last GRA of approximately
38% with no corresponding measurable improvement in the cycle times.3” While it
is not anticipated that there will be significantimprovement overnight, it is reasonable
to expect that Manitoba Hydro should have a concrete and measured plan to
improve on the current backlog before ratepayers are expected to take on the burden

of significant costs.

41. As confirmed by Mr. Helland of Midgard in cross-examination by counsel for GSS-
GSM, when considered from a ratepayers perspective, you are looking to achieve
“effectiveness in terms of mitigating risk to the ratepayer or the system and just
mowing large area doesn’t necessarily do that effectively”.3® In other words, there
needs to be a measured and well thought out plan with the intention of directly

impacting reliability.

35 Transcript of Proceedings, page 2655

3% GSS-GSM/CC-2B & PUB/GSS-GSM-2c, and transcript pages 1048 - 1050
37 Transcript of Proceedings, page 720

% Transcript page 1049
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42.

43.

44.

45.

When Manitoba Hydro does provide its vegetation management plan in the next
GRA, spending and activity should be linked to cycle times that take into account
regional vegetation regrowth levels relative to Manitoba Hydro’s system,3° not just
based on industry practices.*° With respect to vegetation growth, Manitoba benefits
from cold and dry conditions, with Hydro’s fastest vegetation having a regrowth cycle
to impede on the distribution system of approximately 10 years.#! This vegetation
likely does not exist in all of the province, meaning some areas will be slower or will

be wheatfields and not require vegetation management at all.

Comparatively BC Hydro’s fastest vegetation takes 2-3 years to grow to the same
amount. So while BC Hydro does spend more on distribution vegetation
management per kilometre of distribution circuit, which is based on a detailed plan,
it has more rationale to do so as it has a much higher percentage of customer
outages caused by trees than Manitoba Hydro (47% vs. Manitoba Hydro’s 21%) and
has much quicker vegetation regrowth timeframes.*? Additionally with much more
customer density, even with increased overall spending it results in a much lower

per customer impact to Manitoba Hydro’s proposed spending levels.

While Manitoba Hydro does have more distribution system to cover for its vegetation
management activities, it does not have the same vegetation management issues
that BC Hydro does. Manitoba Hydro’s overall lack of distribution customer density
requires it be much more prudent and planned with its expenditures to not

overburden customers.

In the interim before an evidence backed plan can be evaluated which demonstrates
Manitoba Hydro’s ability to maximize increased expenditures, it is Manitoba Hydro’s

intention to double its increased vegetation expenditures over the three test years.

39 Supported by Ms. Davies transcript pages 2656 & 2782; and Midgard Consultants, transcript page 1060
40 Transcript pages 723 - 724

41 MH-25-2, pg. 44

42 GSS-GSM-14, slide 12 and transcript pages 2657 - 2660
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This represents a tripling of expenditures over a 6 year timeframe since the last

GRA.#43

$ Millions Actual Budget Test Years Forecast Cumulative
2022 2023 2024 | 2025 | 2026 2027 2028 | 2029 2030 2031 2032 | variance

Distribution O&A

Manitoba Hydro Proposed: 10.7 12.4 16.5 16.9 23.4 29 324 33.1 33.7 34.4 35.1 18.2

Increase % 385% 23.9% 11.7% 2.2% 1.8% 2.1% 2.0% 107.7%

Spending at Measured Annual Increase 18.8 20.8 231 25.7 28.5 31.6 35.1 18.2

Increase % 11.0% 11.0% 11.0%| 11.0% 11.0% 11.0% 11.0% 107.7%

Resulting Cost Differential -4.6 -8.2 -9.3 -7.4 -5.2 -2.8 0.0

46. GSS-GSM recommends a more linear rate of spending increases in line with the
current 6-8 year target cycle time,** resulting in annual spends shown in the above
table. While this does not amount to substantial cost savings in the short-term, it
paces Manitoba Hydro’s planned expenditures while still allowing for enhanced
activity and prioritizing highest risk backlog, improving safety and reliability.*> This
level of growth also continues to move towards overall spending levels in line with
Manitoba Hydro’s estimate for annual requirements to maintain a ‘managed state’.4%
In the context of Manitoba Hydro’s current forecast 25/26 drought impacts, small
areas of cost containment through many areas of Hydro’s revenue requirement will
add up and should be taken seriously by Manitoba Hydro as a part of the financial

solution.#”

GSS-GSM Recommendation on Rates for 25/26, 26/27 and 27/28

47.GSS-GSM recommends that the Board adopt the rate recommendation of the
GSS-GSM expert which reflects the need for Manitoba Hydro to implement

43 Table provided in PUB/GSS-GSM-2 and in MIPUG-14, slide 11

44 As discussed on transcript pages 2781 - 2782

45 Which Midgard notes, as experienced by Hydro One, their approach which prioritizes danger/hazard
trees and found dramatic improvements in performance and shortened cycle times while reducing overall
spend — transcript pages 1058 — 1059. This approach by Hydro One was also covered in PUB/GSS-GSM-
2c. pg 11

46 MH Undertaking 5, provides an estimate of a managed state including overall annual span activity of
70,000 and annual cost of $40 million/year, which the 2032 forecast approaches at a linear level of
growth, shown in the table above.

47 Transcript pages 2736 — 2737 Hydro’s cross-exam highlighted the recommended cost decreases in
vegetation management for 25/26 would represent approximately 0.5% of overall operating expense.
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appropriate cost control measures while acknowledging the current historical level
drought conditions. In her evidence, the GSS-GSM expert explained that a 2%
annual increase is reflective of a transparent approach to setting rates based on
an appropriate level of revenue requirement in the test years and tracks Manitoba
Hydro’s ability to constrain operating costs.® Recognizing that circumstances
have changed since the Application was filed, the GSS-GSM expert recommends
an additional cumulative increase over the test period of 2% to specifically address
the drought.*® This cumulative increase is most practically implemented with an
additional 1% for each 25/26 and 26/27. This approach provides greater benefits

in the near-term while still considering rate smoothing.

48. ltis the submission of GSS-GSM that it is appropriate to set rates in 25/26 and 26/27
to specifically address drought to some degree, acknowledging the magnitude of this
drought and the inability to recoup losses from one year. This is the type of drought
that reiterates the prudency of Manitoba Hydro having a reasonable level of retained
earnings to cover unanticipated costs as they arise. It is also reasonable given that
it is an event that has occurred only once in every 20 to 80 years for the recovery

from this magnitude of drought to be slow. °

49. For 27/28, there is no indication that above inflationary rate increases are warranted,
and this gives time for Manitoba Hydro to implement sustained and meaningful cost

decreases, with some level of them being passed through to ratepayers.

50. GSS-GSM acknowledges that it is appropriate for ratepayers to be paying the full
cost of power and in fact our clients indicated as referenced in our opening
comments in this proceeding that they want to know they are paying the full cost (not
more). GSS-GSM agrees with the evidence of Mr. Colaiacovo that the concept of
ratepayers paying their full cost must be looked at “over time” not on an annual
basis.%" The recommendation of the GSS-GSM expert to implement a general rate

increase of 2% provides an appropriate recovery allocation to ratepayers over the

48 Transcript of Proceeding, page 2642
49 Transcript of Proceeding, page 2644
%0 Transcript of Proceeding, page 2640
5! Transcript of Proceeding, page 2908
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51.

52.

53.

54.

test years while incorporating and passing through to ratepayers some benefits of

cost containment. %2

In her evidence, the GSS-GSM expert explained that the 2% cumulative increase
specific to drought was calculated based on a $72 million contribution which is a
measured response that all else equal addresses the impacts over eight to ten
years.%3 This timeframe is appropriate as the level of magnitude of a drought at this
level cannot be addressed by rate increases in any given year in light of the
legislative restraints and in any event should not be recovered in the short term

noting the need for Manitoba Hydro to take cost control action.

It is not however only ratepayers that must bear the responsibility of the drought
through increased rates, Manitoba Hydro must take action as well to adjust
appropriately having regard to the drought impacts®*. This has not been reflected in
Manitoba Hydro’s evidence or in their position and we urge the Board to take this
into account in making its Order including directions to Manitoba Hydro in its decision

that signal to Manitoba Hydro that it must adjust.

It is submitted that the failure of Manitoba Hydro to recognize its obligation to
prudently implement cost control should be specifically addressed by the Board in
its order. In this regard, the GSS-GSM agree and adopt the comments of Mr.
Colaiacovo in his evidence:

It is not good enough to say ratepayers are going to compensate for all risk by paying
higher rates, by investing more in the Utility, by creating more debt room over time.

The utility itself has to respond to challenging conditions. That should be an
assumption and it should be a requirement.>®

GSS-GSM urges the Board to separately address drought impacts from the general
rate increase. This approach, in contrast to simply increasing the general rate
increases appropriately sends the message to all parties that the Board
acknowledges the severity of the drought and has taken it into account in its order.

It also sends the message to Manitoba Hydro that the approach taken in this

52 Transcript of Proceeding, page 2643-44
53 Transcript of Proceeding, page 2649-50
% Transcript of Proceeding, page 2911
% Transcript of Proceeding, page 2911
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proceeding where no changes were made to the plan® despite significant drought
impacts is not acceptable and they must make hard choices to adjust plans having

regard to the seriousness of the circumstances. %’

55. In determining the appropriate rate, the Board should also consider the built in
increases to operating costs that already exist from 21/22 and 24/25 prior to the test

year (a cumulative 30%).

56. GSS-GSM also recommends that with respect to the timing of matters with January
1, 2026 occurring in two weeks, if the Board does direct rates for different timelines
that rate increases should occur only once within a 12 month period to not
overburden ratepayers. Especially for commercial customers, budgets are annual
and absorbing two rate increases within one calendar year is an unreasonable

burden.

57. In summary, the proposed rate increases of 3% in 25/26, 3% in 26/27 and 2% in
27/28 will result in a cumulative reduction to revenue of approximately $54 million
over the test years compared to Manitoba Hydro’s proposed 3.5% annual rate
increase path. Ordering a rate path of this nature is in GSS-GSM'’s opinion, the
strongest message of cost control the Board can deliver in light of the changes to
The Manitoba Hydro Act, and passes along the benefits of cost control to

ratepayers.>8

58. From the record provided, GSS-GSM believes there are cost savings initiatives that
Manitoba Hydro can implement responsibly and responsively in the test years to
achieve this level of savings. This includes within the operating cost category as
highlighted in this argument, cost saving initiatives through repacing or reworking of
business operating capital as highlighted by Midgard Consulting,*® and in other

areas of revenue requirement highlighted by Mr. Bowman.%°

%6 Transcript of Proceeding, page 2923

57 Transcript of Proceeding, page 2924

%8 Transcript pages 2720 — 2722 and GSS-GSM-14 slide 10
%9 As detailed in CC-31, slides 26 - 61

60 MIPUG-20, slide 16 on Centra Acquisition Debt costs
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Cost of service

Classification of Distribution Plant — Poles & Wires

59. Manitoba Hydro’s methods of classifying distribution plant results in a classification

split of 97% demand-related and only 3% as customer-related. This is shown in the

reproduced table below:®"

Table 10: PCOSS26 Distribution Plant Classification Methods

Asset Cateqo PCOSS26 Costs Classification Allocation Demand | Customer
gory (Millions) Method Method Costs Costs
Distribution Plant
$171.7 million primary NCP [GSL<30KV
Poles & Wires $73.6 million secondary |100% Demand |ad;j for $ 2453 -
d D36
$245.3 million total secondary] (D36)
NCP [excl.
Substations $122.6 million 100% Demand |GSL<30kV] $ 1226 -
(D32)
. NCP [Class
g't”‘:. TraE”Sf‘.’rmerst/ $45.7 million 100% Demand [NCPI-Excl. | $ 457 -
ation Equipmen GSL] (D40)
Meters & Metering - 100% Weighted # of
Transformers $11.6 million Customer Customers (C40) ) $ 11.6
100% Weighted # of
Service Drops $3.2 million c t° Customers [excl. - |3 3.2
ustomer strtight] (C27)
Total $428.4 million $ 4136 |$ 143
Percentage Split of Classificaiton 97% 3%

60. Even though there were assertions to the contrary in this proceeding,? this is an

outlier position for distribution plant cost of service methodology in Canadian

jurisdictions. As demonstrated in evidence and in the hearing, Canadian utilities

recognize that the distribution system is built and operated with consideration for

both demand and customer — its not an either/or situation.®3

61 GSS-GSM-5, Evidence of Ms. Davies, page 31

62 Ms. Derksen in her direct testimony, transcript pages 3352
63 Shown in GSS-GSM-14, slide 23; discussed on transcript pages 2681 — 2693 and agreed by Manitoba
Hydro on transcript page 2286
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61. The current methodology of classifying distribution poles and wires as 100%
demand-related results in weak cost causality and is not consistent with either
standard industry practice or the NARUC Cost Allocation Manual.®* Both Manitoba
Hydro and the expert for MIPUG agreed.®® The Consumer Coalition’'s expert
recommended further review in conjunction with a holistic study as there is not one

‘single similar treatment across the jurisdictions’.®®

62. Manitoba Hydro’s position remains:

‘In Manitoba Hydro’s view, a Customer classification is justified
because the design for poles and wires considers line length and
population density which are, in turn, driven by where customers
choose to locate. Manitoba Hydro supports the use of Customer
classification for poles and wires in order to reflect the length of wires
and number of poles needed to reach different customers. The
classification of poles and wires as both Demand and Customer is
consistent with industry practice and with the National Association of
Regulatory Utility Commissioners (“NARUC”) Cost Allocation Manual.”

63. It has been fairly uncontentious that a portion of the distribution plant, especially as
it relates to poles and wires, should be split between demand and customer, and that
length of line and density play into design of the distribution system — which is not
represented by class demand. Manitoba Hydro does not have a way to attribute
length of distribution feeders or density on the system to individual customer
classes.®” As a result, allocating on the basis of customer numbers for a portion of
these costs reflects a fair allocation of costs across all classes to represent that not
all of the distribution system is designed and operated on the basis of customer
demand.®® Using unweighted customer count for distribution customers, as was
previously done by Manitoba Hydro, remains the appropriate allocation method for

customer-related distribution plant costs.®°

64 GSS-GSM-5, pg.30

65 MH-25-4 page 50-51, GSS-GSM/MIPUG 1-4 & transcript pages 3492 - 3493

86 Transcript page 3352

87 Transcript page 2285

88 Transcript pages 2762 - 2763

69 GSS-GSM-5, pg. 32, shown for PCOSS14 when last used, was known as the ‘C23’ allocator —
unweighted customer numbers with GSL <30 kV adjustment for secondary
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64.

65.

66.

67.

With respect to determining the appropriate weighting between demand and
customer for poles and wires, Manitoba Hydro’s position is that professional
judgement is the most pragmatic method for determining the appropriate
classification split, as Manitoba Hydro does not have accounting records to
undertake a study based on embedded cost data, and the use of replacement/proxy

assets also requires judgement and can result in contention.”®

GSS-GSM accepts the approach of professional/historical judgement as reasonable
and common, with BC Hydro, Nova Scotia Power, and New Brunswick Power and
most recently Centra Gas all using judgement to develop its classification splits.”’
With Centra Gas specifically, the Public Utilities Board directed that judgement is a
practical method to employ.”? It is especially reasonable in light of Manitoba Hydro’s
limited accounting records for use of embedded costs in a minimum system study,
and questions on the usefulness of a study of this nature based on
replacement/proxy costs.”® Further study on the classification of poles and wires will

not lead to more conclusive results.”™

Manitoba Hydro’s approach to professional judgement is to look to other jurisdictions
and compare to Manitoba Hydro context and look to the National Association of
Regulatory Utility Commissioners (NARUC).”®

NARUC standards are to classify between both demand and customer, citing in their

principles of cost allocation that:"®

When the utility installs distribution plant to provide service to a customer and
to meet the individual customer's peak demand requirements, the utility must
classify distribution plant data separately into demand- and customer-related

costs.

70 MH-25-4, pg. 51-52

1 GSS-GSM-5 pg. 33 — 36

2 GSS-GSM-5, pg. 36 & PUB Order 125-25

3 Transcript page 2474 — 2475 & 2767

74 Transcript page 2767 - 2768

S Transcript page 2474

76 As noted in GSS-GSM-5, pg. 30 and by Manitoba Hydro in transcript page 2119
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68. For other jurisdictions, in comparing to the Manitoba Hydro context there are two
relevant considerations — its historic approach of classifying poles and wires 60%
demand and 40% customer,”” and its low-density distribution system (with 8.4

customers per kilometer of distribution line).

69. While there is not ‘one single classification split across the jurisdictions’ there is
consistent practice to split between customer and demand with consideration for the
overall density of the system. The Ontario Energy Board has guidelines based on
customer density for setting classification splits for poles and wires and transformers,
and SaskPower’s classification split for poles and wires and transformers also

considers density.”®

70. As a regulator of many different distribution utilities the Ontario Energy Board has
extensive experience with distribution cost of service methodology, and it is
reasonable to consider their approach for use with Manitoba Hydro. Their approach
is a generic and straightforward categorization based on distributor density, with the
low-density category referring to systems with less than 30 customers per kilometre
of line length. For a low-density distributor, the percentages they direct are 60%
customer and 40% demand for distribution lines, feeders (poles and wires) and line
transformers. OEB’s guidelines indicate that as distributor systems increase in

density, so too does the demand weighting for classification.”

71. The OEB guidelines would generically classify the majority of Manitoba Hydro’s
distribution poles, wires and line transformer assets as customer-related (60%). This
would be a marked departure from current methodology (which is 100% demand
related for all these assets). Manitoba Hydro’s previous weighting of 60% to demand
and 40% customer weights much less to the customer component and would be a

more measured change from current 100% demand-related.

7 GSS-GSM-5, page 35
8 GSS-GSM-5, page 35
® GSS-GSM-5 page 35, as referenced in Board Directions on Cost Allocation Methodology For Electricity Distributors

(Board Directions on Cost Allocation Methodology for Electricity Distributors, Cost Allocation Review — EB 2005 0317), pages 50-51,
available online: https://www.oeb.ca/documents/cases/EB-2005-0317/report_directions 290906.pdf
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72. The two Canadian utilities with overall density below 15 customers/km of distribution
line are SaskPower (approx. 3) and Maritime Electric (PEI — approx. 13), making

them the most appropriate utilities to benchmark to Manitoba Hydro (approx. 8.4).8°

73. Even though BC Hydro classifies much more of its distribution plant as customer-
related than Manitoba Hydro, it is not an appropriate comparator. 8! Specifically for
their ‘Poles and Wires’ category, while the utility classifies primary wires 100% as
demand-related, they include subtransmission related assets within this grouping, or
all poles and wires up until 66 kV. Whereas Manitoba Hydro’s Poles and Wires
category includes only distribution-related poles and wires up to voltage.®? BC Hydro
does include a customer-related classification for its secondary wires asset category
(50%), which Manitoba Hydro does not specifically subfunctionalize as it does not

categorize its asset base to this extent.3

74. BC Hydro’s 100% demand-related methodology for primary wires classification is
also a contentious matter, as it was agreed only on an interim basis with the
understanding it would be properly litigated shortly thereafter, which has yet to
occur.®* Additionally, there is the issue of density — where BC Hydro’s approximate
customer to km of distribution line ratio is 46 compared to Manitoba Hydro’s of 8.4.8°
However, even with  a much higher density and inclusion of
subtransmission/transmission assets (which are going to put a higher weighting on
overall demand-related) in its distribution plant category, it still classifies as higher
percentage to customer which is cause for concern with regard to Manitoba Hydro’s

current methodology classifying only 3% as customer-related.

75. SaskPower is an appropriate comparator, and classifies its primary lines as 30%

demand-related and 70% customer-related. Its three phase lines are 100% demand-

8 Transcript page 2686

81 GSS-GSM-15, response to undertaking 43, it classifies 79% of its distribution system as demand-
related and 21% as customer-related (classifying 50% of transformers and secondary wires as customer)
82 GSS-GSM-15, response to undertaking 43

83 GSS-GSM/MH 1I-9¢

8 GSS-GSM-5, pg. 33

8 Transcript page 2683
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related. For its transformers it classifies 65% demand, and 35% to customer.88

Secondary lines are classified 100% customer-related.’

76. Manitoba Hydro does not record its distribution asset base in as detailed a manner
as SaskPower (by primary and secondary), but on account for poles and wires, the

overall result weights more toward customer on the basis of low-density.

77. Maritime Electric weights its distribution lines as 50% demand and 50% customer.

Its transformers are 60% demand and 40% customer.

78. On the whole, Manitoba Hydro’s historic method of weighting poles and wires as
60% demand and 40% customer may continue to overweight to demand compared
to customer on the basis of professional judgement, however it is still a marked
improvement from the current 100% demand-related approach and as a result GSS-
GSM agrees this would be the pragmatic and reasonable method change. If
Manitoba Hydro develops better accounting records to reassess in the future it
should do so, but a methodology change should not wait until a time when that may
occur. If other jurisdictions are any indication, the reassessment may result in an

even further reduction to the demand-related weighting.

79. Consideration for this issue without a fulsome Cost of Service review is fair as
Manitoba Hydro’s cost of service methodology, as extensively reviewed in the 2016
proceeding, remains largely cost reflective.8® Cost of Service methodology should
best reflect cost causation. This ensures that cross-subsidization is not occurring
and that price signals are not muted. To the extent that it results in negative RCC
impacts to the customer classes who are primarily driving these costs, that can be
considered in rate design and is justification for the range of reasonableness which

does not necessarily seek to recover a 100% exact RCC ratios from each class.

8 CC-36, page 46. Note GSS-GSM-14, slide 23 and GSS-GSM-5 page 34 inadvertently mismatched the
customer and demand weighting for SaskPower primary lines.

87 GSS-GSM-5, page 34, from footnote 123: SaskPower 2023 COS Methodology Review Final Report,
page 59, available online:
https://www.saskpower.com/-/media/saskpower/accounts-and-services/rates/cost-of-service-2023/report-
rates-elenchus-costallocation-ratedesign-2023.pdf

8 GSS-GSM-5, page 34

8 As noted by Ms. Davies and Mr. Bowman, transcript pages 2769 — 2770 and 3480
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Potential impacts should not be a reason to maintain a classification methodology

that does not reflect proper cost causation nor fairness.°

80. With respect to the 2016 Cost of Service methodology review, where the distribution
poles and wires methodology was changed to the current practice, this topic did not
receive as much attention as other more pressing matters.®' As a result, the concept
of ‘professional judgement’ and the consideration for why a customer component is

necessary was not given as much attention as it ought to have been.

81. GSS-GSM recommends that with the addition of information reviewed in this
proceeding on the matter, as well as in the recent Centra Gas proceeding which
reaffirmed the Board’s acceptance that distribution infrastructure has both a
customer and demand cost driver, there is strong rationale for changing the

methodology back to classify poles and wires 60% to demand and 40% to customer.

Classification of Distribution Plant - Transformers

82. Manitoba Hydro asserts in their final argument that proposed cost of service changes
not agreed to or proposed by Manitoba Hydro are not contemplated within The
Manitoba Hydro Act (specifically referencing section 39(5)4).%? This position is not

consistent with a reasonable interpretation of the section which reads:

4. Subject to the policies set out in section 39.1, the corporation may propose
changes to its cost allocation method or rate design, and the regulator may
approve or disallow those changes or require the corporation to make other
changes to them. But the regulator may not require a change to the
classification of customers for rate-setting purposes that has not been

proposed or agreed to by the corporation

83. Neither Section 39(5) nor any other section of The Manitoba Hydro Act prohibit the
regulator from considering changes to the cost allocation or rate design put forward
by intervenors (other than a change to the classification of customers for rate-setting

purposes). The suggestion that the Manitoba Hydro dictates the Board’s scope of

% Highlighted by Mr. Bowman at transcript pages 3485 & 3622 - 3625
91 transcript page 3624
92 \H-47-4, pg. 19
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84.

85.

86.

review of cost of service methodology and rate design is contrary to any reasonable
statutory interpretation of The Manitoba Hydro Act and undermines the important
role that the Board and intervenors play in ensuring that cost of service methodology

is appropriately updated.

Distribution transformers are located between primary and secondary wires, as
noted by Manitoba Hydro, they are used to step voltage (24 kV and below) down to
a level that is usable by customers (600 V and below). The service point between
Manitoba Hydro and the customer is generally located immediately downstream of
the secondary side of these units.®® Most utilities split the classification for
transformers as they recognize as setting between primary wires (mainly demand-
related) and secondary (customer related) will inherently result in a split between
demand and customer. And while the size of a transformer install will be more of a
demand consideration, the number of transformers and placement is based on
where secondary wires are diverging from the primary system, this will be driven by
customers. % Again the amount of weighting put towards demand depends on
density, where lower density systems will classify a higher portion to customer. For
OEB, their guideline for line transformers is 40% demand and 60% to customer for

low density distributors.%

From a professional judgement perspective, SaskPower splits transformers 65% to
demand and 35% to customer, and Maritime Electric splits transformers 60% to
demand and 40% customer. Both utilities recognize a higher demand weighting to
transformers than to poles and wires, however both comparable utilities on the basis
of density. As well, almost every other jurisdiction in Canada still recognizes a

customer-related cost driver with respect to distribution transformers.®

GSS-GSM recommends that distribution plant transformers should be classified
between customer and demand. Based on professional judgement, comparison to

other utilities and Manitoba Hydro’s existing system, a classification of 70% demand

9 Appendix 6.2, page 124 of 189

% Transcript pages 2684-2685 & 2764
9% GSS-GSM-14, page 27

% GSS-GSM-14, page 27
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and 30% customer would match the primary to secondary split that Manitoba Hydro
already utilizes in the COSS,% is reasonably close to peer utilities (on the basis of
density) and also recognizes a higher demand-related component than poles and
wires (if weighted 60% demand, 40% customer as proposed). Any customer-related
classification for distribution transformer costs should be allocated on the basis of

unweighted customer numbers.

Wind Classification

87.

88.

With respect to the classification of wind-related costs, currently 100% energy-
related, GSS-GSM agrees with the MIPUG expert that it should be included in the
general pool of generation assets classified using the System Load Factor (SLF)
method.®® Mr. Bowman explained the purpose of using the SLF methodology for
generation classification as designed to look at the loads Hydro’s system is designed
to meet and assume the generation assets are designed in a complimentary way to
meet those loads. °° Which means that the current approach to pick out wind and
classify it 100% to energy on its own is offside from the overall philosophy and added
to the generation complement specifically to work with the overall system to meet
the load in the lowest cost way.'% It is common practice when using the SLF method

for classification to include wind assets. 101

As noted by Manitoba Hydro, the generation resources classified using SLF will
operate under a range of individual load factors. And while wind and variable hydro
costs are notably more energy related, there are assets included that are almost
entirely demand-related, such as costs of the Curtailable Rate Program. %2 As noted
by Mr. Bowman, if instead classifying wind using its credited capacity, it would open
the door to picking out high demand-related generation assets and using their

individual credited capacity. The SLF method starts to unravel unless used for the

% MIPUG/MH 1-35

% MIPUG-20, slide 24

% Transcript pages 3487 - 3492

100 Transcript page 3490

101 PUB/MIPUG I-7 & transcript pages 3625 - 3626
102 MH-25-4, page 52 - 54
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89.

90.

91.

full complement of generation assets used to meet system energy and demand

requirements. 103

As noted by the GSS-GSM expert and Manitoba Hydro, this is the reasonable
approach for classifying wind generation, however based on the purpose of the SLF
methodology, the classification of generation costs should be considered in their
entirety, so use of the SLF method should be expanded to include not only wind but
also variable hydraulic O&A and water rentals — which are currently classified 100%

to energy. 04

Treating generation costs separately outside of the SLF method is not consistent
with the premise of a simple and straightforward methodology. While not explicitly
recommended by Mr. Bowman in this proceeding, he did conclude that it would be
reasonable to extend treatment to remaining variable generation costs not classified
by SLF.105

As a result, GSS-GSM supports the inclusion of wind costs into the SLF method for
generation classification, a long with generation related costs currently classified as

100% energy, including variable hydraulic O&A and water rental costs.

Rate Design

Rate Rebalancing — Differentiated Rate Increases

92.

93.

GSS-GSM recommends that if the overall rates are being set above 3% each year,
given the magnitude, any differentiated rate adjustments used to move customer
classes into the zone of reasonableness should be applied in a moderate and
gradual manner, to avoid customer classes being exposed to unduly large, above-

average increases. '

The level of differentiated rate increases akin to a five and ten year differentiation

timeframe is most appropriate to follow at this time.'%” This would result in moderated

103 Transcript page 3489

104 GSS-GSM-14, slide 26, and MH-25-4, page 52 - 54

105 GSS-GSM/MIPUG-2a

106 As highlighted by Ms. Davies, transcript pages 2691 - 2693
97 As shown in response to PUB/MH 1I-71b
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differentiated rate increases above the amount directed in each year that is more

acceptable to customers, approximately between 0.1 and 0.3% extra each year.

94. Additionally, minor differentiated rate adjustments have been providing benefit to the
customer classes who have received them, as is evidenced by the PCOSS24 RCC
ratios compared to PCOSS26 for the GSL 30 — 100 and GSL >100kV, which are now
closer to the zone of reasonableness in PCOSS26.'% Continuing to adjust over a
longer-term basis should provide a measured and stepped benefit, without unduly

burdening rate classes within the zone of reasonableness.

95. No customer class is below the zone of reasonableness, and when considering the
impacts of drought for 25/26, no customer class other than GSS-ND and Area &
Roadway Lighting (A&RL) is above the zone of reasonableness. 109 While normally,
updating the PCOSS for temporary or abnormal conditions should not be a major
consideration for RCC rebalancing, ' in this instance the magnitude of the expected
25/26 drought impacts are likely to impact the overall rate decision of this GRA, it is
reasonable that it should also be a consideration within RCC related rate
rebalancing.’' Either way, the GSS-ND and A&RL classes are the only two rate
classes that are extensively overpaying above cost reflective rates in both the

original PCOSS26, and when results incorporate drought impacts.

108 For example, in PUB-14-5, page 7 book of documents highlights RCC ratios for GSL 30-100kV at
112.4% and GSL >100kV at 113.2%, comparatively PCOSS26 (Appendix 7.1, page 14) RCCs are lower at
110.4% and 110.6% respectively (before any rate rebalancing) ; transcript pages 3741 — 3742 where Mr.
Friesen explained differentiated rate benefits in 23/24 were mainly offset by the revenue neutrality
adjustment for GSL rate classes

109 MH-44, Undertaking #38

110 Ag Mr. Bowman highlighted in his testimony, transcript pages 3500 - 3501

11 As highlighted by Ms. Davies, transcript page 2693
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96. This is demonstrated in the comparison table below:''?

PCOSS26
PCOSS26 | with current
as Filed drought
Class RCC RCC

Residential 96.4% 98.4%
GSS ND 108.0% 109.1%
GSS D 96.0% 97.0%
GSM 97.8% 98.0%
GSL 0-30 kv 100.9% 99.0%
GSL 30 - 100 kV 110.4% 103.7%
GSL > 100 kV 110.6% 102.6%
A&RL 104.2% 118.9%

97. All independent experts who testified in the proceeding on rate differentiation have
indicated that the GSS-ND rate class does deserve consideration for below average

rate increases.’3

98. GSS-ND should see below average rate increases. Considering every metric, this
class is overpaying on costs and have done so over the long-term. Even when
factoring in forecast impacts of 2025/26 drought, which may result in changed test
year rates than initially projected, GSS-ND is the only rate class now outside the

95% - 105% revenue to cost ratio zone of reasonableness. 114

99. For the purposes of this proceeding, where changes are being proposed to the Cost
of Service and the underlying load data used to calculate peak class allocation, it
makes sense to enact moderate rate differentiation before impacts of potential Cost
of Service changes are incorporated. As any methodological changes directed as a
result of this proceeding will not have been considered in a combined manner within
this proceeding, it makes most sense that they be incorporated in the Cost of Service
Study for the next GRA.

112 Pylling from Appendix 7.1, page 14 and MH-44, Undertaking 38

113 Ms. Derksen at transcript pg. 3366 - 3367; Mr. Bowman at transcript page 3629; Ms. Davies at
transcript pg. 2691 - 2963

"4Transcript pages 3366 - 3367
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100. As noted in the hearing, applying differentiated rate increases to the GSS class for
non-demand and demand customers is tricky because the rates are linked. "> While
based on RCC ratios the non-demand class should receive a lower-than-average

rate adjustment, all rates paid by non-demand customers are also paid by demand.

101. To address how to do this in a manner that does not also benefit the GSS-D class,
which has linked rates to GSS-ND, likely a reduction to the first tier energy rate is
required that should have a balanced increase in the third tiered energy rate or
alternatively demand charge. However, this is something that will ultimately need to
be considered by Manitoba Hydro in its final rates, and longer-term, if differentiated

rate changes are ordered by the Board.

GSS & GSM Rate Structures

102. The GSS rate class has not been reviewed meaningfully, if at all, since its inception

in 1988 to ensure it is still structured in a way that is cost reflective.''® The GSM
class has been more recently reviewed, but there remains outstanding matters with

respect to whether further energy rate flattening is appropriate.

103. The matter could not be extensively reviewed in this proceeding as Manitoba Hydro
maintains its billing system does not track revenue by rate component.'"” There
remains questions on how this is possible if its billing system is able to track customer

usage and generate bills by rate component.

104. GSS-GSM recommends that Manitoba Hydro undertake a review on these rate
classes, with consideration for the following:'8

a. If the distinction between classes based on usage levels remains
appropriate and maintains homogeneity. Especially in consideration of
residential customers being included within the General Service Small and
Medium classes when their usage is likely much more similar to a residential
customer (albeit on a higher overall level), is the class more appropriately
organized by type of customer.

115 Transcript pages 2787-2788 & 3629
116 GSS-GSM/MH 1-12

"7 GSS-GSM/MH i-13a

18 GSS-GSM-14, slide 30
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b. Whether the thresholds between GSS-ND and GSS-D and between GSS-D
and GSM minimize customer rate class volatility'® (i.e. customers jumping
between rate classes).

c. The potential for customer bill volatility as a result of the complicated rate
componentization, including demand charge that kicks in at 50 kV usage (for
GSS customers).

d. Making sure the existing tiered rate structure appropriately calculates the
costs it was designed to collect, this includes whether flattening of the
energy rate is appropriate. Moving forward, does the rate as designed send
proper price signal or does it require revision?

e. Acceptability of rate structure complexity for these rate classes (especially
GSS) — especially given lower contribution of electricity costs to overall
operations in general compared to larger rate classes.

f. The harmonious rates for GSS-ND and GSS-D causes complications of
GSS-ND overpaying and GSS-D underpaying.

105. Respectfully, rate design matters are most effectively managed outside of a formal
rate application proceeding and GSS-GSM is requesting the Board direct Manitoba
Hydro to undertake this review, in conjunction with workshops with the GSS-GSM
class to consider updates to the GSS and GSM rate structures that promote bill

stability and minimize cross-subsidization.

106. In many other jurisdictions informal workshops and Rate Design Applications are a
matter of common practice,’® and provide for an efficient and focused
process/proceeding that implements matters of customer rates without clogging up
a General Rate Application, which tend to have a number of other matters it needs
to cover. In conjunction with an anticipated Integrated Resource Plan proceeding
and a future Efficiency Manitoba application, a Rate Design Application should be
considered essential to rolling out Manitoba Hydro’s future energy strategy and

should be prioritized within the next few years. It seems likely other rate classes

19 Transcript pages 2788 - 2790

120 For example, as referenced in GSS-GSM/MH [-18 Attachment 1, page 1 where BC Hydro recently
underwent a series of workshops with customers and customer representatives to design optional rates
for residential, general service and industrial customers currently being filed as a Rate Design Application
before the British Columbia Utilities Commission.
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could also utilize this type of proceeding — for example, rate design matters also

arose in this proceeding for the GSL 0 — 30 kV rate class.'?!

107. If this type of proceeding is brought forward, it would be most useful to include the
development of optional rate programs and structures as a priority, to address future
capacity considerations as an example, and be prepared in conjunction with
Efficiency Manitoba which has overlapping responsibility with respect to rate

programs/offerings as discussed more in the section below.

GSS & GSM Rate Options

108. Anissue of increasing importance for both Manitoba Hydro and GSS and GSM rate
customers is optional rates to help manage electricity bills. Currently, there are few
if any options for these customers to manage electricity bills outside of straight

electricity reduction.

109. Manitoba Hydro’s upcoming Integrated Resource Plan should consider all options
for resource development, including least-cost options like time varying rates. The

proxy plan does include reductions through customer demand response. %2

110. Additionally, MIPUG’s expert Mr. Bowman submitted evidence with respect to the
increasing cost of demand relative to energy, and how Manitoba Hydro does not
have rates designed to provide proper price signals related to peak consumption.'23
As the price of demand increases moving forward, customers need options to help

mitigate this and the impact this will have on their bills.

111. Manitoba Hydro is lagging behind other Canadian jurisdictions which provide
multiple rate and program options for customers to manage bills, that also support

efficient system use. 2

112. Manitoba Hydro contends it needs Advanced Metering Infrastructure (AMI) to be

able to provide various rate options that promote efficient electricity usage and

21 With much of Mr. Dale Friesen’s evidence covering these types of topics - MIPUG-9 - including section
2.5 Rate Strategy, 2.6 Demand and Energy Rebalancing Options, Section 3 Change in Definition for
Billing Demand, Section 5 GSL 750 v — 30 kV Rate Classification, etc.

122 Appendix 4.3, page Figure 1

123 MIPUG-8, page 59

124 GSS-GSM/MH [-18, Attachment 1
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provide overall bill benefits for those who can participate. This includes offerings
such as Time Of Use (charges that vary between peak and off peak periods,
potentially including seasonal variation), critical peak pricing/peak rebates (for
customers who can reduce usage during short-term very high peak periods),
overnight/EV charging rates (to promote EV/fleet vehicle charging in off-peak
periods), and commercial curtailment and winter credit programs (to reduce usage
during winter/high peak periods).'?® These are some of the rate options available to

commercial customers in other jurisdictions.

113. Manitoba Hydro states it plans to implement a commercial demand response pilot
and a smart thermostat pilot for implementation in the 26/27 fiscal year in partnership
with Efficiency Manitoba, however they were not able to provide program details and
it is not certain if this pilot will be open to all commercial customers, or only a select

few. 126

114. As noted in the section above, optional rates and programs for bill management
should be prioritized for commercial customers and included in future rate design
reviews in an effort to maximize the least cost options included in the Integrated
Resource Plan. To the extent that this requires AMI, prioritization of this project
should occur in a least cost manner, starting with customers who identify themselves

as interested for these types of rate offerings.

Load Research

115. With respect to Manitoba Hydro’s Load Research Report, as it is used for the Cost
of Service Study, especially to develop class peak allocators (Non-Coincident Peak
and Coincident Peak allocators):

a. GSS-GSM recommends that for the purposes of the Cost of Service study,
Manitoba Hydro’s proposed methodology change to ‘rank and average’ five
years worth of historical load data should be rejected. Manitoba Hydro’'s
updated method creates a synthetic system load profile which removes
transparency. Transparency in the underlying hourly load data used to
calculate system and class coincident peaks is essential for Cost of Service

125 GSS-GSM/MH I-18, Attachment 1 and Transcript pages 2477 - 2480
126 Transcript page 2478 & 2480

Page 34



analysis. Use of load data without manipulation allows parties to
understand overall class and system load characteristics and to see which
customer classes are driving system peaks and why, including the effects
of class or behavioural changes and anomalous conditions (such as
unusual weather), which ultimately will drive demand-related investment-'?
With Manitoba Hydro’s proposed method, currently it is not possible to see
what is driving changes to cost allocations. 28

b. Actual load data should be used to calculate the peak and non-coincident
peak class allocators without Manitoba Hydro’s approach to ‘rank and
average’ the data into one synthetic system load profile.

c. With respect to the Coincident Peak (CP) allocator — there have been two
alternative recommendations in this proceeding to change the underlying
methodology for the CP allocator in the PCOSS (by Ms. Davies and Mr.
Bowman). The rationale for the change however is the same — that the
Coincident Peak allocator includes too many input hours, ultimately muting
the demand cost driver by which customer class costs are allocated over.

o The GSS-GSM witness, focused on the underlying data utilized for the
allocator, recommending one year of actual data used but retaining the 50
top hours to calculate the CP allocator — with the concern that broadening
the data set, as far back as 5 — 8 years, will create information lag and will
delay any changes in load changes into the cost allocation process,
ultimately muting price signals. It was noted that utilizing 50 hours of peak

data is sufficient to mute anomalous results without overcorrecting.'?®

o The MIPUG witness recommended retaining the 5 years of input data, but
reducing the number of hours from each year to approximately 10 hours, as
using peak hours past that point mutes. Using 5 years of data and 50 hours
to calculate the coincident peak allocator adds bias to the measure, and is
not cost reflective. His position is that maintaining the 5 year average

provides stability against anomalous situations like the COVID year.'3°

127 Ms. Davies transcript pages 2588 - 2689

128 Ms. Davies transcript pages 2688 & Mr. Bowman and Mr. Dyck transcript, pages 3663 & 3664
129 GSS-GSM-5, page 28

130 Mr. Bowman transcript pages 3514 - 3524
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a) The GSS-GSM recommendation with respect to the CP allocator is that this
matter should be further studied by Manitoba Hydro, with a proposal included
in the next GRA for a CP allocator that more appropriately captures each class’

contribution to peak demand on the system.

116. With respect to the Non Coincident Peak (NCP) allocator, GSS-GSM recommends
this be included in the study.

117. For both allocators, the ‘rank and average’ methodology should not be utilized to

synthetically propose the underlying load data.

118. Additionally with respect to Manitoba Hydro’s load data collection, concerns were
raised in the hearing with respect to the variability of potential Cost of Service
outcomes for the General Service rate class as a result of the lack of precision from
Manitoba Hydro’s statistical sampling, used to approximate customer class peak
demand, an input used in the cost of service study.'3' Especially considering the lack
of homogeneity in the General Service Small rate class, Manitoba Hydro should
prioritize increasing the amount of General Service Small customers it includes in its
load data samples to increase the relative precision moving forward and decrease

outcome variability.

119. It was mentioned by Manitoba Hydro that the Load Research report, and updated
methodology is used by Manitoba Hydro internally for other purposes, and with this
respect, GSS-GSM does not take issue and agrees with MIPUG witness
Mr. Bowman, that the ‘rank and average’ methodology may be useful for other

circumstances outside of the PCOSS. 132

Customer Connection Process

120. In discussions with GSS-GSM customers, an area of concern that was raised was
with respect to the timeline and cost of commercial customer connections,

specifically lack of transparency, delays and unforeseen/prohibitive costs.

131 Mr. Bowman transcript pages 3620 — 3621 & and as shown in response to GSS-GSM/MH |-6f, page 4
of 4
32 Mr. Bowman transcript, page 3525
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121. While this has been mentioned for new customers/developments, it was also noted
by the Keystone Agricultural Producers (KAP) in their presentation to the Board.
Many farmers are connected to the grid via single phase service compared to three
phase kVa connection, which limits their ability to upgrade/utilize equipment for their
operations due to usage constraints. As electrification grows for commercial
operations this problem is expected to grow, limiting farm/rural commercial
operations from carbon reduction initiatives through electrification. For example,
larger HVAC systems, compressors, pumps, machinery, etc. can all be prohibited
from use under single phase due to demand limitations. And upgrading to three
phase, especially when doing so is combined with investment for

electrification/equipment, is quite capital intensive for the customer, if available at
all. 133

122. Manitoba Hydro currently does not track the customer connection process, even
though its technically possible, as they noted it would be significantly manually
intensive.’* Online, the approximate timelines are provided for customer
information, sequentially taking between 198 — 415 days for the six process steps —
although Manitoba Hydro notes times will vary greatly in the GSS and GSM classes
due to complexity of service requirements and processing on the customer side for

required input on their end.'3®

123. Additionally, customer cost requirements are not transparent as there is no
standardized cost structure, initial estimates provided to customers during the
interconnection process can differ from all in costs for the customer, which requires
a true up payment or additional costs, and potential payments can even extend to
customers being charged for service above usage once connected as Manitoba
Hydro requires a three year ‘minimum revenue’ from new commercial customers. 36

124. Manitoba Hydro currently does not have a publicly available customer connection

standard/policy that provides details on input cost requirements, and information

133 Transcript pages 3053 & 3061

134 Transcript page 2484

'35 Transcript pages 2482 - 2486

136 Transcript pages 2486 — 2489 & GSS-GSM/MH 1-16a
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required from customers, other than the general steps provided on Hydro’s
website. 137
125. In response to an information request from GSS-GSM, Midgard noted:

One key initiative Midgard has seen implemented successfully is the
development of written interconnection standards, providing both the utility and
the applicable customer (e.qg., industrial or distributed generation customer)
with a consistent benchmark for assessing technical decisions.
Standardization reduces surprises by making customer requirements explicit,
and it reduces utility workloads and timelines because once customers provide
the stated inputs, the utility has what they need to complete the work
(otherwise the utility standard is deficient and must be upgraded). Another
complementary initiative is providing standard study and construction cost
estimates to the customer, along with clear indications of the factors that could

increase costs. 138

126. Midgard notes that best practice for customer connection activities includes
benchmarking and quantitative tracking of activities — noting that some utilities have
improved transparency and performance by tracking costs, expected
communications, sources of process delay, and expected completion timelines. 139

127. Manitoba Hydro currently does not undertake any benchmarking to monitor or
improve its customer connection process. 140

128. Manitoba Hydro recognizes that both estimated vs. actual timeline tracking as well
as overall connection costs are important factors to the service experience and are
exploring improvements — including developing the ability to provide quantitative

tracking.4!

137 Transcript page 2488 and GSS-GSM-10, pages 28 - 36
138 GSS-GSM/Coalition-5a(ii)

139 Transcript pages 1062 & GSS-GSM/Coalition-5b

140 GSS-GSM/MH 1-16b

141 GSS-GSM/MH 11-16(c) & (d)
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129. GSS-GSM is encouraged by steps Manitoba Hydro indicates it is undertaking with
respect to its customer connection process including:

a. An internal review related to customer connection policies and the

treatment of costs, which may improve refund and revenue allowance

processes and reduce administrative processes.'4?

b. Monitoring and tracking improvements that are anticipated following the
upgrade to the SAP S/4HANA system. Transparency and process
improvement to the interconnection process requires as a first step, the
ability to track customer connection timelines to assess where

improvements are required. 43

130. GSS-GSM requests that Manitoba Hydro provides a public report on its internal
review before the next GRA and that this review include:

a. Ajurisdictional comparison on process steps, timelines and costs,
b. Proposed benchmarking to encourage process improvement, and

c. Assessment of GSS and GSM customer operational restrictions due to
limited access to three phase service (which limits operational demand)

and potential opportunities for improvement.

131. GSS-GSM recommends that Manitoba Hydro’s internal review will lead to the
development of publicly available written interconnection standards for commercial
customers, as noted by Midgard, that provides both customers and the utility with a
consistent benchmark for assessing technical decisions, including standard studies,
customer information requirements and construction costs along with clear

indications of the factors that could increase costs.

142 GSS-GSM/MH 1-16b
43 Transcript pages 2483 - 2484
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Summary of Recommendations
47.The GSS-GSM asks that the Public Utilities Board consider the following

recommendations:

a. That the Board approve the following rate path as a result of this GRA:

2026 2027 2028
General rate | 2% 2% 2%
increase
Cumulative 2%

drought Impact

Increase

b. That if the Board directs rates based on different timeline than that proposed
by Manitoba Hydro (i.e. January 1) that it ensure rate increases occur only

once within a 12 month period to not overburden ratepayers.

c. That given the magnitude of potential annual rate increases being
contemplated in this proceeding, the level of resulting differentiated rate be
moderated above the amount directed in each year based on additional
increases of approximately between 0.1 and 0.3% each year (i.e. akin to a
five and ten year differentiation timeframe to move customers into zone of

reasonableness).

d. That the Board approve a deferral account for SAP project costs to not
impact revenue requirement in the test years on SAP spending that is ongoing

and that to set the amortization period to 15-20 years

e. That the Board not approve for purposes of rate setting, SAP project deferral
account amortization into revenue requirement (through net movement),

beginning in 27/28.
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That the Board direct Manitoba Hydro to ensure it includes a SAP project
investment justification that proves its spending is least cost by the next GRA
before costs are recovered in rates so that expenditures can be properly

tested as just and reasonable by the Board.

. That the Board reject for purposes of rate setting, Manitoba Hydro’s proposed
spending on vegetation management in the Revenue Requirement for the
test years and substitute an 11% paced increase in each of the test years as
reflected in the evidence of the GSS-GSM expert.

. That the Board direct Manitoba Hydro to file a vegetation management plan
with its application for the next GRA which should be built on regional cycle
times with timing linked to area vegetation management regrowth levels and
should prioritize and pace spending with a primary focus on measured

improvements in reliability and safety KPlIs.

That for Cost of Service methodology, the Board direct Manitoba Hydro to
change the classification method for distribution poles and wires back to

60% demand and 40% customer.

That the Board direct Manitoba Hydro to change Cost of Service methodology
for classifying distribution plant transformers between customer and
demand. Based on professional judgement, comparison to other utilities and
Manitoba Hydro’s historical judgement, GSS-GSM recommends a

classification split of 70% demand and 30% customer.

. For Cost of Service methods, the Board direct Manitoba Hydro that wind
costs be included within the general SLF method for generation
classification, a long with remaining generation related costs currently
classified as 100% energy - including variable hydraulic O&A and water rental

costs.

. For inputs in the Cost of Service methods, the PUB should reject Manitoba

Hydro’s proposed load research methodology change to ‘rank and
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average’ five years worth of historical load data and the underlying data

should be used for peak related allocators without adjustment.

For future inclusion in the Cost of Service methodology, the Board should
direct Manitoba Hydro to conduct a study with respect to the appropriate
amount of input hours used to calculate the CP and NCP allocator, with a
proposal included in the application for the next GRA for a CP allocator that
more appropriately captures each class contribution to peak demand on the

system.
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