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STATUTORY SCHEME

Statutory Scheme for Electricity Rates — Key Provisions

Sections 39 to 39.6 of The Manitoba Hydro Act, C.C.S.M. c. H190 (the “Act”) establish the
primary statutory scheme for dealing with electricity rates in Manitoba. The Act also
incorporates The Public Utilities Board Act C.C.S.M. c. P280 (“PUB Act”) with respect to
the processes that apply to an application to change electricity rates.

This is the first electricity General Rate Application (“GRA”) filed by the Manitoba Hydro
Electric Board (which the Act references as the “Board”, but this submission will refer to
as “Hydro”) occurring under this particular statutory scheme.

Specific aspects of the statutory scheme relevant to the issues at hand in this application,
that are dealt with in this review, are as follows:

- Power of the Public Utilities Board
- Principles of Statutory Interpretation
- Interpretation of Key Provisions under the Act:
1. Interpretation of “Revenue Requirement” — Ability of the PUB to look
beyond the 3-year Rate Period in setting rates
2. Flexibility in Seeking Future Rate Increases
3. Applicability of the Subsection 39.2(1) Rate Cap to a 39.4(1)
Reconsideration
4. Interpretation of Subsection 39(5)(4) of the Act — Proposed Changes to
Cost Allocation Methodology
5. Interpretation of “Properly Allocated” as it relates to Cost of Service Studies
(“COSS”) and Revenue-to-Cost Coverage Ratios (“RCC”)

Powers of the Public Utilities Board

Subsection 39(4) of the Act establishes the jurisdiction of the Public Utilities Board (the
“PUB”) as “regulator” to either approve the rates as proposed or to vary the rates as the
PUB considers just and reasonable. This subsection provides:

Regulator to approve or vary rates
39(4) Subject to subsection (5), the regulator must

(a) approve the rates as proposed; or
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(b) vary the rates as the regulator considers just and reasonable and
direct the corporation to file with the regulator, in accordance with the
regulator's directions, an updated schedule of rates.

Further, subsection 39(5) sets out the basic rules that must be followed in the approval or
variation of rates by the regulator, as follows:

Rules for approving or varying rates
39(5) The following rules apply to the approval or variation of rates by the
regulator:
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1.The regulator must base its order or decision about rates on the
revenue requirements for the rate period.

2.When reviewing the revenue requirements, the regulator must
take into account and be guided by (emphasis added)

(a) the policies set out in section 39.1;

(b) any applicable policies established by regulation under
section 10.2 of The Public Utilities Board Act;

(c) any directives issued to the corporation under The Crown
Corporations Governance and Accountability Actor The
Financial Administration Act; and

(d) the maximum general rate increase allowed for a fiscal
year determined under section 39.2.

3.The regulator may not reduce for rate-setting purposes the amount
required to support the capital expenditure program approved by
Treasury Board for the rate period.

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.

5.Rates for different customers or classes of customers must not differ
based on affordability or other socio-economic factors.
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6.Rates within a class may differ based on the type, level or
combination of services provided to the customer.

7.1f the regulator directs the corporation to defer the recognition of costs
or revenue, it must also specify, as part of that direction, when, or the
conditions under which, the corporation may recognize those costs or
that revenue.

Additional rules that must be followed by the regulator are referenced in the above
subsection, and include, among others, the policies set out in section 39.1 and the
maximum general rate increase specified at subsection 39.2(1).

The policies set out in section 39.1 incorporated by reference in Rule 2 above are as
follows:

Electricity and rates policies
39.1(1) Itis hereby declared to be the policy of the government that

(a) the rates charged by the corporation to each class of grid customers
in Manitoba are to be based on the revenue requirements properly
allocated to that class;

(b) the rates charged to a class of grid customers in Manitoba are to be
the same throughout the province; and

(c) [repealed] S.M. 2024, c. 35, Sch. C, s. 6;

(d) subject to the policy objectives set out in clauses (a) and (b) and to
the extent practicable, rates or changes in rates should be stable and
predictable from year to year. (emphasis added)

Further, the maximum general rate increase incorporated by reference in Rule 2 is
provided for in subsection 39.2(1) as follows:

Maximum general rate increase

39.2(1) Despite sections 39 and 39.1, the general rate increase for all grid
customers for any fiscal year within a rate period, expressed as a
percentage increase from year to year, must not exceed 4%.
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Recognizing that the rate setting is prospective and needs to rely on forecasts, there is
also now an ability for rates to be reconsidered in specific circumstances. Subsection
39.4(1) provides the following:

Reconsideration of approved rates

39.4(1) If during a rate period there is a material difference between the
corporation's actual or projected financial results, determined on a
cumulative basis since the beginning of that period, and the financial results
projected for that period in the rate application for that period,

(a) the corporation, with the approval of the Lieutenant Governor in
Council, may apply to the regulator; or

(b) the regulator, with the approval of the Lieutenant Governor in
Council, may require the corporation to apply to the regulator;

for a reconsideration and adjustment of the approved rates for the
remainder of the rate period. In the order approving the reconsideration,
the Lieutenant Governor in Council may expand or restrict the scope of the
review.

Principles of Statutory Interpretation

The standard approach to statutory interpretation in Canada has now long been the
“‘modern principle” as outlined by the Supreme Court of Canada in Re Rizzo & Rizzo
Shoes Ltd. (Re), [1998] 1 S.C.R. 27, as follows:

Today there is only one principle or approach, namely, the
words of an Act are to be read in their entire context, in their
grammatical and ordinary sense harmoniously with the
scheme of the Act, the object of the Act, and the intention of
Parliament.’

Further, Section 6 of The Interpretation Act, C.C.S.M. c. 180 of Manitoba provides:

Rule of liberal interpretation

6 Every Act and regulation must be interpreted as being
remedial and must be given the fair, large and liberal

" Rizzo v Rizzo Shoes Ltd. (Re), [1998] 1 S.C.R. 27 at para 21
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interpretation that best ensures the attainment of its
objects.?

Another principle of statutory interpretation, discussed in Sullivan on the Construction of
Statutes, Sixth Edition, is the presumption that the words used in a statute have meaning
and function, and the legislature has specifically chosen words to avoid redundancy. As
Sullivan describes:

It is presumed that the legislature avoids superfluous or
meaningless words, that it does not pointlessly repeat itself
or speak in vain. Every word in a statute is presumed to
make sense and to have a specific role to play in advancing
the legislative purpose. (...)

(...) every word and provision found in a statute is supposed
to have a meaning and a function. For this reason, courts
should avoid, as much as possible, adopting interpretations
that would render any portion of a statute meaningless or
pointless or redundant.?

Interpretation of Key Provisions under the Act

In this GRA, there are several new provisions in the Act that have recently been enacted,
and the interpretation of some of these provisions is necessary for determining key issues
before the PUB. It is MIPUG’s submission that applying the basic rules of statutory
interpretation will allow the PUB to reach the correct interpretation of these provisions.

1) Interpretation of “Revenue Requirement” — Ability of the PUB to look beyond
the 3-year Rate Period in setting rates

An important consideration for the purposes of this GRA is the definition of “revenue
requirement”, the “rate period”, and the time frame that the PUB can look at in determining
the proper revenue requirement.

Section 39(1) of the Act provides the following definitions for “rate”, “rate period” and

“revenue requirement”:

"rate" means an amount that may be charged for the provision of power
by the corporation, or a formula, method or procedure for determining

2 The Interpretation Act, C.C.S.M. c. 180, s. 6
3 R. Sullivan, Sullivan on the Construction of Statutes, 6" edition, pg. 211
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such an amount, but does not include a capital recovery fee or
contribution payable by a customer to offset or recover capital
expenditures incurred by the corporation to extend or enhance the supply
of power to a customer as contemplated by section 49.1.

"rate period™ means the period of three consecutive fiscal years of the
corporation beginning

(a) on April 1, 2025; or

(b) on the day immediately following the end of the previous rate
period.

"revenue requirement"”, in relation to a rate period, means the amount of
rate revenue required in each fiscal year within the rate period to pay the
reasonable costs forecast by the corporation for that fiscal year, including

(a) the corporation's operating, maintenance and administrative
expenses;

(b) amounts in respect of capital expenditures;
(c) debt service costs; and

(d) power purchases, taxes, fees and other amounts required to be
paid out of the corporation's revenue.

Revenue requirement is a total number of dollars required in each year of the three year
rate period to fulfill the four noted items in clauses (a) through (d), under a reasonableness
test. Further discussion of the financial interpretation of clauses (b) and (c) are provided
in Issue Topic 2 that follows, which indicates that these terms must be read to include
reasonable provisions for margins, reserves, or net income.

On a full reading, the Act implies a balance between the 3 year rate period, and the longer
term beyond the 3 year horizon.

The definition of “revenue requirement” suggests the PUB look to only the listed costs and
expenditures within the three year rate period. In this definition, there is no indication that
the PUB must or should consider any costs or forecasts beyond this horizon.

However, it is submitted that having regard to the rules of statutory interpretation, the Act
must be read as a whole in order to determine how this definition is to be interpreted.
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Again, sections 39(5) and 39.1 of the Act, among others, establish rules the PUB must
apply in approving or varying rates, setting out the “policy of the government”. In particular,
Rule 2 of s. 39(5) requires that “when reviewing revenue requirements” the PUB must take
into account and be guided by subsection 39.1(1)(d) which provides that:

39.1(1) It is hereby declared to be the policy of the government that:
(d) subject to the policy objectives set out in clauses (a) and (b) and to the

extent practicable, rates or changes in rates should be stable and
predictable from year to year.(emphasis added)

Of note, the referenced clause (a) sets out that costs for each class of customers should
be based on the properly allocated costs to serve that class, and clause (b) says that rates
for a class of customers be the same throughout the province.

MIPUG submits that when this subsection 39.1(1)(d) is considered, in fulfilling its role, the
PUB must necessarily look to three factors: first, the fairness of rates to each class given
the revenue requirement in the rate period, second, the stability of the rate changes within
the first three year rate period, but also, third, the ability to achieve stable rates beyond
the three year rate period. All three factors must be considered if the PUB is to meet the
objective of ensuring stable and predictable rates from year to year. When the Act is read
as a whole, and no particular part in isolation, it is clear that the PUB is tasked with
balancing a number of different rules and implementing them to achieve the best balance
and set rates that are just and reasonable.

Accordingly, MIPUG submits that the proper interpretation of “revenue requirement” and
the express rules to be applied when reviewing revenue requirements as per Rule 2,
allows the PUB to look beyond the 3 year Rate Period in question.

However, the policy in subsection 39.1(1)(d) cannot be read to turn a rate period review
into an unlimited assessment of every cost Hydro may face for the coming decades. The
policy of stability and predictability in subsection 39.1(1)(d) only applies “to the extent
practicable”, and do not explicitly modify that the fundamental purpose of the rate review
is to set rates for the three year rate period, based on the revenue requirement for that
period.

2) Flexibility in Seeking Future Rate Increases

Another important issue in this GRA is the options available to Hydro for seeking future
rate increases, in terms of both timing and magnitude.
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Firstly, subsection 39(2) establishes the main requirement of Hydro to apply for approval
of rates as follows:

General rate application

39(2) Before each rate period, the corporation must apply to the regulator
for approval of a schedule of rates for the provision of power to retail
customers in Manitoba during that rate period.

As set out above, the definition of “rate period” includes a period of three fiscal years. This
definition provides a starting date of April 1, 2025, which would therefore mean that this
rate period ends on March 31, 2028. Thereafter, the rate periods continue on a three fiscal
year cycle as indicated within part (b) of the definition.

MIPUG submits that this definition of the “rate period” must be kept in mind and the rate
period is not defined by the date of an actual rate increase. The rate period continues on
the three fiscal year loop, commencing April 1%t of a given year and ending March 31¢t
three years later.

MIPUG submits that the Act allows for flexibility for Hydro to apply for its next rate
increases. Specifically, MIPUG submits that subsection 39(2) requires that Hydro apply in
advance of April 1, 2028. If that application is made in a timely way Hydro can request a
rate increase commencing April 1, 2028, and to have this rate proposal assessed in light
of the full suite of rules and policies, including the desire for stable and predictable rates
in subsection 39.1(1)(d).

Secondly, recognizing that the three year application is to be made before or during the 3
year rate period and will necessarily be based in part on projected financial results, the
Act now provides an additional path for the reconsideration of approved rates in certain
circumstances. Thus, there is process which recognizes that there may be droughts or
other material differences in its projections. Section 39.4(1) provides:

Reconsideration of approved rates

39.4(1) If during a rate period there is a material difference between
the corporation's actual or projected financial results, determined on
a cumulative basis since the beginning of that period, and the financial
results projected for that period in the rate application for that
period,

(a) the corporation, with the approval of the Lieutenant Governor in
Council, may apply to the regulator; or
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(b) the regulator, with the approval of the Lieutenant Governor in
Council, may require the corporation to apply to the regulator;

for a reconsideration and adjustment of the approved rates for the
remainder of the rate period. In the order approving the reconsideration,
the Lieutenant Governor in Council may expand or restrict the scope of
the review.

[Emphasis added]

Subsection 39.4(1) provides comfort that there is additional flexibility to implement a
further rate increase within the normal 3 year statutory cycle and that, if its projections
which underpinned this GRA end up being materially different than actuals or revised
projections as the balance of the 3 year period evolves,

In this hearing by June of 2025 Hydro knew with some certainty that it would be
experiencing a drought. As confirmed in MIPUG 16, by mid-June the forecasted net
revenue had deteriorated from $218M to ($155M) or a negative variance of about $373M.
Without getting into whether this constitutes a material change under s. 39.4(1), one can
see where similar circumstances in the summer of 2027 could lead the PUB or Hydro to
seek approval from the Lieutenant Governor in Council and that a request for rate relief
occur on an expedited basis leading to an interim rate increase in the fall of that same
year.

Thus, should there at any time be a “material difference” between Hydro’s actual or
projected financial results, and the financial results projected for the current rate period,
Hydro could apply (or the PUB could require Hydro to apply) to the PUB for reconsideration
and adjustment of the approved rates for the remainder of the rate period. It is
acknowledged that such application would only proceed with the approval of the
Lieutenant Governor in Council. This should not be seen as an additional limitation or
restriction on the ability to seek reconsideration, any more than the PUB review is a
limitation — it should be assumed that if the facts support a reconsideration any party
required to approve such conclusion would apply their judgement reasonably.

Subsection 39.4(1) also presumes the need for an identifiable source of “the financial
results projected for that period in the rate application for that period”. The clause would
not be meaningful if there is no official or commonly understood source of this financial
results projection. The focus of this projection is the results for the rate period, rather than
results into the future beyond the rate period.

It is also important to note that the test is only applied to the forecast for the rate period
(the three year horizon) based on either “actual or projected financial results”. The
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legislation does not appear to establish the right to have rates reconsidered should future
forecasts beyond the rate period change, if the results within the rate period do not exhibit
a “material difference” from the projection.

3) Applicability of the Subsection 39.2(1) Rate Cap to a 39.4(1) Reconsideration

During any reconsideration process under subsection 39.4(1), the items for PUB review
would be clearly established should the Lieutenant Governor in Council elect to “expand
or restrict the scope if the review”. However, the review would still be framed by the terms
of subsection 39.4(3), as follows:

Sections 39 and 39.1 apply to reconsideration

39.4(3) Sections 39 and 39.1 apply, with necessary changes, to a
reconsideration and adjustment of the approved rates under this
section.

Sections 39 and 39.1 include the rules for approving or varying rates (subsection 39(5))
and the policy of the government with respect to electricity rates (subsection 39.1(1)).
Hydro raised in its final submissions that the rate cap provision (Maximum general rate
increase) contained in subsection 39.2(1), which is not explicitly mentioned in s. 39,4(3)
and would therefore not to apply to a reconsideration process.

MIPUG disagrees. Subsection 39.4(3) indicates that section 39 applies. As reviewed in
the first portion of this brief, Rule 2(d) in s. 39(5) incorporates s. 39.2(1) by reference. As
such, the 4% maximum rate increase would be a constraint on the review. The ability for
the Lieutenant Governor in Council to scope a 39.4(1) review would not include the ability
to relieve the PUB of the constraints of subsection 39.4(3).

It must also be noted that the 4% maximum rate increase cap under subsection 39.2(1)
applies as a test from one fiscal year to another, and not to any specific rate change. As
such, if Hydro already was approved for a rate increase less than 4% in the year of
reconsideration, the rate cap would apply in a manner that limits the additional
reconsideration rate increase to only that portion of a total 4% annual increase that was
not yet approved. It is not an opportunity to add a new 4% rate increase to a year that
already had a rate increase approved.

4) Interpretation of Subsection 39(5)(4) of the Act — Proposed Changes to Cost
Allocation Methodology
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One of the issues that has emerged in this GRA is the PUB’s jurisdiction to propose
changes to Hydro’s cost allocation method or rate design under subsection 39(5)4. of the
Act, which provides:

Rules for approving or varying rates
39(5) The following rules apply to the approval or variation of rates
by the regulator:

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.

[Emphasis added]

MIPUG submits that when the rules of statutory interpretation are properly applied, it is
clear that subsection 39(5)4. of the Act provides the PUB with jurisdiction to require
changes to Hydro’s cost allocation method or rate design, without Hydro first proposing
the change, and that to determine otherwise would be inconsistent with general rate
regulation principles of fairness, the Act as a whole, and the immediately surrounding
sections.

MIPUG submits that the rules of statutory interpretation should be applied as follows:

1) Firstly, the Act must be read as a whole, and the qualifier “subject to the policies
set out in section 39.1” cannot be ignored, and the PUB must ensure that the
policies set out in that section are complied with. Importantly, as set out above,
subsection 39.1(1)(a) provides that it is a policy of the government that “the rates
charged by the corporation to each class of grid customers in Manitoba are to be
based on the revenue requirements properly allocated to that class”. Thus, the
introductory phrase specifically preserves the function to properly allocate revenue
requirements. When the PUB exercises its jurisdiction to “properly allocate”, in a
regulatory context, it must ensure cost allocation methods “properly allocate” the
revenue requirements. As such, the policy in s. 39.1 must be adhered to even
when considering cost allocation methods in subsection 39(5)4. of the Act.

December 18, 2025 Page A-11



0O N O OB~ WN -

N L G QG G |
NOo ok WON -~ O

18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

MIPUG Final Argument
Manitoba Hydro Fiscal 2026 — 2028 General Rate Application
Statutory Scheme

2) Secondly, it must be assumed that each of the words in subsection 39(5)4. have

meaning and that the legislature did not intend to create any redundancy within it.
With respect to the phrase “or require the corporation to make other changes to
them”, it is submitted that the only possible interpretation of this phrase which
ensures compliance with these principles is to interpret “them” as referring to the
“cost allocation method or rate design”. As such, this subsection must effectively
be read as:

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 [its cost allocation method or rate design]. 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.

Hydro has submitted in its closing argument that conversely, the “them” should be
interpreted to mean the changes proposed by Hydro to its cost allocation method
or rate design. MIPUG submits that this would cause this phrase to effectively be
read as “or require the corporation to make other changes to [the changes
proposed by Hydro]” which would lead to redundancy and render some of the
phrase meaningless or unclear.

In addition, in the middle of the sentence, the Act specifies that the “approve or
disallow” power is limited to “those changes”. The Act does not use the language
‘them” in that clause, electing for the more precise language of “those changes”.
Given the Act demonstrated the ability to use more precise language when
referring to Hydro’s proposals, the decision to use less precise language later in
the same sentence should be assumed to indicate the “other changes” power is
broader than suggested by Hydro.

With respect, MIPUG submits that Hydro’s interpretation is not correct and the only
possible interpretation is to read “them” as referring to Hydro’s “cost allocation
method or rate design”. For that reason, the PUB equally has the ability to require
Hydro to make other changes to its cost allocation method or rate design and is
not constrained or limited to only those changes proposed by Hydro.
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This interpretation of subsection 39(5)(4) is further supported when considering
the second sentence of “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”. MIPUG submits that, it would not be necessary to
include this specific exception or restriction on the PUB’s ability to require changes
if it had no ability whatsoever to require changes as suggested by Hydro’s
interpretation of the first sentence. Again, following the rules of statutory
interpretation, this second sentence must make sense within the context of the
others around it. It simply would not make sense to have this second sentence if
the PUB was already restricted in the way that Hydro suggests.

Clear wording would be required to take away the general regulatory jurisdiction
of the PUB to proceed with its three fundamental tasks; 1. Addressing revenue
requirement; 2. Addressing cost of service which necessarily includes cost
allocation methods; 3. Fixing rates including rate design.

Thirdly, MIPUG’s interpretation of section 39(5)4. is further supported when
considering the PUB (“autorité de réglementation”) powers under the French
version of the provision. Both the French and English versions need to be
considered when interpreting statutes. The French version of the provision
provides:

4. Sous réserve des politiques énoncées a l'article 39.1, la Régie
peut proposer des modifications a sa méthode de répartition des
colts ou a sa conception tarifaire, et I'autorité de réglementation
peut approuver ou refuser ces modifications ou demander a la
Régie d'y apporter d'autres modifications. Toutefois, elle ne peut
pas demander une modification a la classification des clients a des
fins de fixation des tarifs si cette modification n'a pas été proposée
ou acceptée par la Régie. (Emphasis added).

Specifically, the French version uses the language “ou demander a la Régie d'y
apporter d'autres modifications”, In the French language, “d’y” does not refer to the
changes proposed by Hydro. The phrase “ou demander a la Régie d'y apporter
d'autres modification” leaves no doubt that the PUB has independent jurisdiction
to request that Hydro change cost allocation methodologies. The PUB’s jurisdiction

is not conditional on Hydro bring proposals for change.
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4) Lastly, when considering the above sections, they should be considered generally
in light of traditional purpose of public utility regulation, including basic fairness
principles (i.e. Bonbright principles) which are well-established rate regulation
principles. MIPUG submits that the above interpretation of subsection 39(5)4.
allows the PUB to meet these principles of fairness, and is therefore further
consistent with well-established rate regulation principles.

Accordingly, MIPUG submits that when subsection 39(5)4. of the Act is properly
interpreted in accordance with the guiding statutory interpretation principles, it is clear that
the PUB has the jurisdiction to require changes to Hydro’s cost allocation method or rate
design, and its not limited to only those changes proposed by Hydro.

5) Interpretation of “properly allocated” as it relates to COSS and RCC

In its submissions, the Consumers Coalition submitted that the new regulatory scheme
does not include any changes which affects the PUB’s historical approach in rate setting
as it relates to ensuring customers only pay the cost incurred to serve those customers.

MIPUG disagrees. The current legislation requires targeting unity (i.e. an RCC of 100)
subject only to a secondary policy, “to the extent practicable” of rate stability and
predictability from year to year.

The policies set out in section 39.1 are incorporated by reference in Rule 2 of s. 39(5) and
read as follows:

Electricity and rates policies
39.1(1) Itis hereby declared to be the policy of the government that

(a) the rates charged by the corporation to each class of grid
customers in Manitoba are to be based on the revenue
requirements properly allocated to that class;

(b) the rates charged to a class of grid customers in Manitoba
are to be the same throughout the province; and

(c) [repealed] S.M. 2024, c. 35, Sch. C, s. 6;

(d) subject to the policy objectives set out in clauses (a)
and (b) and to the extent practicable, rates or changes in
rates should be stable and predictable from year to year.
(emphasis added)
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The French version of 39.1(1) reads as follows:

Politiques tarifaires en matiére d'électricité

39.1(1) |l est par les présentes déclaré que le gouvernement du Manitoba
a pour politique:
a) de veiller a ce que les tarifs facturés par la Régie a toute
catégorie de clients branchés au réseau du Manitoba soient
fondés sur des besoins en revenus correctement associés
aux clients de cette catégorie;

b) de veiller a ce que les tarifs facturés a une catégorie de
clients branchés au réseau du Manitoba soient les mémes dans
I'ensemble de la province;

c) [abrogé] L.M. 2024, c. 35, ann. C, art. 6;

d) sous réserve des objectifs politiques énoncés aux
alinéas a) et b) et dans la mesure du possible, de veiller a ce
que les tarifs ou les changements de tarifs soient stables et
prévisibles d'année en année.

The question arises as to the ordinary meaning of “properly allocated” and “correctement
associés”. We submit this refers to the cost allocation exercise which is based on cost
causation and ensures that Hydro’s classes of customers only pay their fair share.

In cross-examination of Hydro, Ms. Van Hussen provided Hydro’s approach in practical
terms {Dec. 1, Tr. 2189 and 2190]:

MR. BOB PETERS: And how, in practical terms, does Manitoba
Hydro decide whether the revenue requirements are properly
allocated as mentioned in the legislation?

MS. MARNIE VAN HUSSEN: So, generally, we will look at the
results of the Cost of Service and that revenue-to-cost coverage
ratios, and then take into consideration, you know, in this the
methodology that we're using to do those costs.

So, generally speaking, it would be the revenue-to-cost coverage
ratios.
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Later in cross-examination by MIPUG [Dec. 2, Tr. 2498 and 2499]:

MR. ANTOINE HACAULT: Thank you so much. Now, Board counsel
and also Mr. Klassen referred you to how Manitoba Hydro applies
the policy set out in section 39.1(1) of the Manitoba Hydro Act.

I also am not seeking to have any kind of legal interpretation of that
section, but | will ask a question. With respect to 31.1(1)(a) related
to the words 'properly allocated'. Is it the view of Manitoba Hydro that
it has in PCOSS26 properly allocated the revenue requirements to
each class of grid customers?

MS. MARNIE VAN HUSSEN: | would say we have allocated the
costs consistent with our methodology that has been endorsed by
this Board.

So, | would say that, yes, we think that the Cost of Service has
properly allocated costs in that sense.

MR. ANTOINE HACAULT: Okay. Thank you. Taking on -- and
maybe in your answer, does Manitoba Hydro have any other method
or analysis or process to properly allocate revenue requirements to
the classes of grid customers it services?

MS. MARNIE VAN HUSSEN: Manitoba Hydro is not proposing any
other methods, but | think it's somewhat of a loaded question in
terms of there are other methods that Manitoba Hydro would find
reasonable. But no, | would say we have not proposed any other
methods for use at this hearing.

Itis MIPUG'’s position that “properly allocated” and “correctement associé€”, in a regulatory
context means the results of cost allocation in a Cost of Service study and that the
allocation is to be at cost without interclass subsidizes. In other words, the goal is
achieving unity.

There is no other plausible meaning or objective to the policy in s. 39.1(1)(a) which is
required to be followed by Rule 2 in s. 39(5) of the Act.
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By starting 39.1(1)(d) with the qualifier “subject to the policy objectives set out in clauses
(a) and (b)” the objective of “stable and predictable” found later in that subsection is a
secondary objective to the primary objective of cost causation rates.
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MIPUG FINAL ARGUMENT: SUMMARY OF RECOMMENDATIONS

1. Manitoba Hydro’s Financial Forecast
a. The Board should find that Hydro’s financial forecast in Appendix 3.1, and
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updated in Exhibit MH-43 (Undertaking page 1440) is not a credible or
reasonable forecast for the utility. The forecast includes an inferior mix of
near-maximum rate increases (3.5% per year) combined with weak
financial performance for at least the first 10 years (and through 20 years),
and consequently insufficient resilience to address either known or
unexpected risks.

2. Optimal Rate Scenario
a. The Board should conclude that a 4%;4%;0% rate scenario be adopted.
b. The Board should also set out its understanding of the rate period financial

results that underlie the forecast, and the Board’s understanding of the
conditions that could lead to a reconsideration of rates under s. 39.4(1) of
The Manitoba Hydro Act (the “Act”), in particular focused on truly
uncontrollable conditions that affect Hydro (most notably drought, interest
rates, and export prices).

3. Centra Gas Acquisition Costs
a. The Board should conclude that costs to finance the acquisition of Centra

Gas are not a valid component of the electrical system Revenue
Requirement. These costs should be excluded from the electricity
statements, and debt balances should be excluded from the electricity
balance sheet.

4. Differentiated Rate Adjustments
a. Rate increases should be applied on a differential basis, reflecting the

following annual differences, in each year for which there is a base rate
adjustment:
i. Classes above 105% ZOR per PCOSS 26: 2.5% less than the
average increase each year
ii. Classes between 100% and 105% ZOR per PCOSS 26: an
increase equal to the average increase each year
iii. Classes below 100% per PCOSS 26: an increase equal to
approximately 1% above the average increase each year,

December 18, 2025 Page 0-1



0O N O OB~ WN -

W W W W W WMNDNDNDNDNDNDNDDNDDNDNDNDNALA 22 A O A A A A A aa
O B WOWDN -2 O O© o NO OGO P OWON-~OOWOOLOUNOO O WD~ O O©

MIPUG Final Argument
Manitoba Hydro Fiscal 2026 — 2028 General Rate Application
Summary of Recommendations

calculated to achieve the overall average increase across all
classes.
MIPUG is cognizant of additional considerations that may apply in the case
of Area and Roadway Lighting (“ARL”), and takes no position on the
specific adjustment to that class. The specific increase to ARL adopted by
the Board, as a very small class, would not change the recommendations
above.

5. Component Rate Rebalancing and Differentiation

a.

That differentiated component rate increases and decreases be used to
close the identified gaps between component revenues and allocated
costs.

6. Billing Demand Definition and Neutrality Adjustments

a.
b.

Revise the Off-Peak Load Factor from 90% to 80%

Eliminate the 1% Revenue Neutrality Adjustment from the demand charge
before applying the approved rate increase.

Alternate to 2) — Apply an equivalent reduction to the energy component
rate prior to applying the approved rate increase.

7. Alternative Rate Options

a.

Manitoba Hydro should accelerate the development of alternative rate
proposals that can be filed with the Board for approval prior to the next
three-year rate period.

Manitoba Hydro should advance engagement with customers to share their
findings and anticipated plans for pilot rate designs in advance of rate filings
to ensure alignment with available load flexibility and customer value
propositions.

8. PCOSS: Classification of Wind Generation Costs

a.

Eliminate the special treatment for wind generation. Classify wind costs to
demand and energy using the System Load Factor (“SLF”), consistent with
how Manitoba Hydro treats its other generation resources.
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9. PCOSS: Methodology for Coincident Peak Allocators

Do not use Manitoba Hydro’'s new proposed load research method for

developing PCOSS CP allocators in the future. Instead:

a. Base CP allocators on fewer, more acute peak hours (Top 10), rather than
50 hours. Use of 5-8 years of data in determining the peak values remains
reasonable.

b. Use the previous load research approach (actual measured data and top-
hour analysis) for PCOSS purposes

10. PCOSS: Classification of Poles, Wires, and Transformers
a. Approve revised classification of distribution poles, wires, and transformers
from demand-only to 60/40 demand-customer.
b. Direct Manitoba Hydro to review and update the 70/30 primary-secondary
classification, which has not been revisited since 1991.
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ISSUE TOPIC 1: Manitoba Hydro’s Financial Forecast

ISSUE:

Has Hydro put forth a credible financial forecast, in support of 3.5% annual rate
increases (including Appendix 3.1 before exacerbated drought effects, and Exhibit
MH-42 after exacerbated drought conditions)?

MIPUG RECOMMENDATION:

The Board should find that Hydro’s financial forecast in Appendix 3.1, and updated
in Exhibit MH-43 (Undertaking page 1440) is not a credible or reasonable forecast
for the utility. The forecast includes an inferior mix of near-maximum rate increases
(3.5% per year) combined with weak financial performance for at least the first 10
years (and through 20 years), and consequently insufficient resilience to address
either known or unexpected risks.

BACKGROUND AND POINTS IN SUPPORT

The Manitoba Hydro Act requires that the utility “provide for the continuance of a supply
of power adequate for the needs of the province” (s. 2(1)). While the term “adequate” is
not further defined, MIPUG submits this must be read in terms of other aspects of the Act,
including quantum of power, reliability, price, rate stability, financial viability, and all other
provisions contained in that legislation.

Under the Manitoba Hydro Act, the utility is permitted to receive a maximum rate increase
of 4% per year, even under adverse financial conditions [s.39.2(1)]. There is no provision
for the PUB to vary or increase this maximum [s.39(5)2(d)], nor for it to be varied by
regulation [s.39.2(1)]. The 4% is not a cumulative limit over a period, it is an annual
maximum, and failure to apply the full 4% in any given year does not open up the
opportunity to increase by more than 4% in a future year.

At the same time, achieving a satisfactory level of short-term and long-term financial
performance is also not a luxury for regulating Hydro — it is a necessity, as noted by the
Board in citing the Court of Appeal:
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Under Manitoba law, the Public Utilities Board (“Board”) must set electricity
rates for Manitoba Hydro’s customers that are just and reasonable. In so
doing, as confirmed by the Manitoba Court of Appeal, the Board balances
two concerns: the interests of Manitoba Hydro’s ratepayers and the
financial health of Manitoba Hydro. Together and in the broadest
interpretation these interests represent the general public interest. [PUB
Order 59/18, page 4]

Further, as noted by Hydro withess Mr. Epp, the financial performance is integral to
fulfilling other aspects of the Act:

MR. EPP: ... Manitoba Hydro's level of earnings drives cashflow
sufficiency; enables the Utility to cover operating costs, debt service costs,
business operations capital, and other investing activities. It has been
Manitoba Hydro's longstanding target to fund its BOC with cash from
operations.

Rate revenue has been, and must continue to be, a part of the funding
equation. Given the appending significant investment in major capital
projects, funding a portion of the investing activities with internally
generated cash is extremely important. Cash from operations is a key
source of funding. It is critical to the overall funding program and cannot be
minimized. Manitoba Hydro plans to rely heavily on new debt financing over
the next decade, and cash from operations is needed to provide balance.
[Tr: 1920 - 1921]

Similar conclusions were indicated by Mr. Colaiacovo in his re-filed evidence from the
2017-2019 GRA:

Financial targets are important for rate-setting, both because they indicate
the general health of the utility, which must be a factor in rate-setting, and
because they are critical to having access to capital markets. [Exhibit CC-
16, page 4]

The impacts also go beyond Manitoba Hydro and its customers. While the Board is not
structured to directly assess impacts on the Province of Manitoba, financial viability in light
of the Provincial debt guarantee also related to the cost of Hydro’s own future borrowings,
as noted by Hydro:
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As a Crown corporation, Manitoba Hydro’s credit ratings are a flow-through
of the Province’s credit ratings. Manitoba Hydro’s financial strength is an
important factor for credit rating agencies and investors in assessing the
credit standing. Credit rating agencies have taken note of Manitoba Hydro’s
weak financial metrics. [Application, Tab 4, page 46].

In short, it is incumbent on Hydro to bring to the Board a financial scenario that credibly
achieves multiple objectives, and notably balances an annual rate cap, and a viable
medium-term to long-term financial scenario that can address risk.

Hydro’s Financial Forecast

The most current Hydro financial forecast, reflecting the Hydro rate proposal, is in Exhibit
MH-43, response to undertaking taken at page 1440 updated (“1440(U)”). The 1440(U)
scenario is an update to the financial forecast scenario filed with the GRA, at Appendix
3.1. A summary of the key performance results to 2035 are as follows:
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Financial Forecast Scenario Appendix
3.1 (original GRA)

Forecast Scenario 1440U
(including latest drought effects)

Financial

Ending retained earnings of $4.7B, as
compared to previous maximum of $3.4B
in 2023, and increase of $1.3B over 12
years.*

Ending retained earnings of $3.8B, as
compared to $3.4B in 2023, a growth of
only $0.4B over 12 years (most of which
are characterized by normal water).®

10-year EBIT interest coverage ratio of
1.14 (as compared to a “minimum” of 1.2,
as discussed in Appendix 3.6, the Debt
Management Strategy (page 16)).°

10-year EBIT interest coverage ratio of
1.05.7

10-year Capital Coverage ratio of 1.14 (as
compared to financial target of 1.2)

10-year Capital Coverage ratio of 1.02.°

The performance under 1440U was described as “treading water” by Hydro [Tr: 3923] and
Mr. Bowman [Tr: 3659], who went on the describe the performance shown in 1440U as
“pbarely passable™®. Indeed, even before the erosion shown in 1440U, Hydro was noting
in its rebuttal evidence:

Given Manitoba Hydro’s significant risk profile, in particular its exposure to
hydrology risk, Manitoba Hydro should not be projecting an average
EBIT:Interest coverage ratio (under average flow conditions) much below
the slim metric of 1.14. Any weakening of the expected cash flows in the
financial forecast that result in a lower average EBIT:Interest coverage ratio
will also result in a weakening of the debt-to-capitalization ratio. [Hydro’s
Rebuttal Evidence, Volume 2, Exhibit MH-25-2, Page 12]

4 Appendix 3.1, page 11 and MFR-22, page 2

5 Exhibit MH-43, 1440U, page 10

6 Exhibit MH-43, 1440U, page 1

7 Exhibit MH-43, 1440U, page 1

8 Exhibit MH-43, 1440U, page 1 and MFR-67, pdf page 49 (credit rating report to DBRS, Sept
2024)

9 Exhibit MH-43, 1440U, page 1

10 Exhibit MIPUG-20, slide 15.
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Hydro’s reference to “average water conditions” accurately describes the scenario under
1440U, which does use average water conditions for each year in the scenario except for
actual known conditions as of the time of preparation of the forecast.

Importantly, the scenarios above incorporate only the one main scenario of average and
expected conditions for the next decade. Appropriate analysis must also consider risk,
and the potential variability that can occur in these scenarios going forward.

Manitoba Hydro’s filing addresses risk in two ways.

First, Hydro filed its Uncertainty Analysis in Appendix 3-2. Mr. Bowman discussed the
latest status of the analysis in his direct examination [Exhibit MIPUG-20], noting that the
uncertainty analysis shows multiple scenarios where adverse conditions applied to the
above financial forecasts would result in either a need to violate the 4% rate cap, or to
experience further financial performance declines:

MR. PATRICK BOWMAN: ... /t says that there is a more than 25 percent
chance that you're going to have to exceed the 4 percent rate cap just to
hold this mediocre, barely passable scenario. In other words, as | submit,
rates with a hard cap of 4 percent combined with barely passable financial
targets combined with Manitoba Hydro's cost forecast that are built into this
cannot coexist in more than 25 percent of the scenarios. And in my
submission, that's probably too high a percentage. [Tr. 3471]

Second, Hydro filed its Enterprise Risk Management plan in MFR-16. This plan includes
the topic of “Financial Resilience”, which notes the adverse potential outcomes as well as
responses:

Description - Elevated debt levels, uncertain future rate increases, volatility
in net income, and potential inability to meet financial targets may cause
unfavourable credit risk issues resulting in further weakness in financial
resilience.

Risk Mitigation - Pursue opportunities to reduce debt in the capital structure
over time, pursue rate increases as required and implement effective cost
management strategies. [MFR-16, page 2]

Ultimately, the financial forecast filed with the Application clearly showed little resilience
to respond to deteriorating conditions. Within 8 months of the filing, the movement from
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Appendix 3.1 to scenario 1440U resulted in no evolution of Hydro’s rate request, nor of
implementing “effective cost management strategies” as set out in the Enterprise Risk
Management report. Consequently, 1440U is a passive update to Appendix 3.1, only
incorporating changes to external factors.

Cost Forecast

In respect of Operating and Maintenance (“O&M”) expenses, and Business Operations
Capital (“BOC”), Hydro retains considerable discretion as to the development of spending
forecasts, as noted by Mr. Danroth:

MS. ERIN LAWLOR FORSYTH: ... So, the first question with respect to
cost control is: Before your departments engage in developing their
budgets, do you provide any overall planning guidance from the executive
level about how they should determine the level of budget to request?

And if so, could you explain what that guidance entails?

MR. ALLAN DANROTH: Yes, absolutely. At a high level, again, we take in
policy, we take in guidance that we receive from the Board. We layer in any
guidance that myself for the rest of the ELT members might have -- for
instance, holding the line on FTEs, which was a piece of guidance that we
gave as part of a cost containment effort, and then we provide that direction
down.

Concurrently, there's a bottom up approach coming as well, and we get into
this iterative cycle of sort of a top down, bottom up and we go back and
forth a bit like an accordion as we try to reconcile all of the asks against,
you know, what's reasonable and what allows us to deliver on our mandate.
[Tr: 423 - 424]

Unfortunately, as noted by Mr. Bowman, somehow this discretionary process yielded a
result that cannot be accommodated within the legislative constraints, and prudent risk-
management requirements:

MR. BOWMAN: ... In other words, | submit rates with a hard cap of 4
percent combined with barely passable financial targets combined with
Manitoba Hydro's cost forecast that are built into this cannot coexist in more
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than 25 percent of the scenarios. And in my submission, that's probably too
high a percentage.

But rates can't yield. The 4 percent is established in legislation. | would
submit the financial results can't yield further. | don't think we want to base
ourselves on a twelve (12) year or ten (10) year scenario of no net income,
net losses.

And a reminder: We've already relieved the government charges to the
tune of almost $400 million a year.

There is no other variable in this mix than Hydro's costs that have to yield,
which is why I'm suggesting that from a top-down perspective, without
getting into Mr. Rainkie's concerns about this union contract, or that
brushing contractor or whatever, there's an unaffordability, an impracticality
to the overall budgets that Hydro has put forward given this set of
constraints. [Tr: 3471 - 3472]

Hydro acknowledges that it budgeted and updates budgets with an eye to risk and external
conditions (for example, as outlined at pages 1787 to 1789 of the transcript).
Unfortunately, the end result is neither prudent nor credible and the Board should not
accept the Hydro financial forecast, and in particular the cost forecast for O&M and BOC,
as meeting the moment.
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ISSUE TOPIC 2: Optimal Rate Scenario

ISSUE:

Is a 4%;4%0% rate scenario as proposed by Mr. Bowman more consistent with
the evidence than a 3.5%;3.5%;3.5% scenario as proposed by Hydro?

MIPUG RECOMMENDATION:

a) The Board should conclude that a 4%;4%;0% rate scenario be adopted.

b) The Board should also set out its understanding of the rate period financial
results that underlie the forecast, and the Board’s understanding of the
conditions that could lead to a reconsideration of rates under s. 39.4(1) of
The Manitoba Hydro Act (the “Act”), in particular focused on truly
uncontrollable conditions that affect Hydro (most notably drought, interest
rates, and export prices).

BACKGROUND AND POINTS IN SUPPORT

Sufficiency of Revenues

The Board is required to set rates that permit Hydro to recover its Revenue Requirement,
inclusive of O&M expenses, “amounts in respect of capital expenditures”, “debt service
costs”, and other amounts required to be paid. [The Act s.39(1)]. The Board must approve
the rates as filed, or vary the rates as the Board considers just and reasonable [The Act,
s.39(4)]. The order must be based on “the revenue requirement for the rate period” [The

Act, s. 39(5)1].

The above provisions do not indicate inclusion in rates of any amounts for reserves or net
income, such factors are inherent to an understanding of applying the above noted
sections.

In particular, the definition of Revenue Requirement is not precise in its language
regarding “amounts in respect of capital expenditures” in that it specifically does not
reference the more widespread language of either depreciation (income statement entry,
non cash) or additions to property plant and equipment (cash flow statement entry,
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whether inclusive or exclusive of what Hydro deems to be major capital). Hence the term
would appear to be dependent on the Board’s determination under s. 39(4)(b) of the Act
as to what is “just and reasonable”. The concept is broader than simply depreciation, but
also cannot reasonably be interpreted to mean Hydro must be able to cash flow all capital
spending each year (and certainly not with stable rates [s.39.1(1)(d)], and a 4% rate cap
[s.39.2(1)) of the Act].

A similar interpretation would appear to arise in regard to “debt service costs”. There is no
universal definition of the term debt service costs, and the legislation does not use the
more specific terminology of interest expense (income statement focused, though also
linked to cash) nor repayment or retirement of debt (cash flow statement). While Debt
Servicing coverage (a defined financial term used in the well-known Debt Servicing
Coverage Ratio, or DSCR) includes principal payments, principal payments are no more
a cost than borrowing is a revenue (which it is not), so the specific terminology of “debt
servicing cost” retains its lack of determinative clarity. Again, interpretation by the Board,
under a just and reasonableness framework, is required.

This interpretation largely accords with the submission of Hydro, in PUB/MH [-24a-c, which
notes:

The rates approved by the PUB must be based on revenue requirement as
defined in subsection 39(1) of The Manitoba Hydro Act (the “Act”). The
definition of revenue requirement in the Act implicitly requires consideration
for an appropriate level of net income for the corporation.

The interpretation of the Act set out above is consistent with the premise that the Revenue
Requirement should be assessed based on a just and reasonableness framework.

The definition of Revenue Requirement is also tied to the concept of a 3-year Rate Period
—in this case April 1, 2025 to March 31, 2028. Revenue Requirement is specifically linked
to the “...amount of rate revenue required in each fiscal year within the rate period...” [the
Act, s.39(1)], and the Board’s determination shall be based on “...the revenue
requirements for the rate period...” [the Act, s. 39(5)1].

MIPUG submits that under the current legislative framework, when read as a whole, the
PUB has the necessary jurisdiction and discretion to choose a rate path which leads to
the projected amount of revenue for the “rate period” which in this case is April 1, 2025 to
March 31, 2028.
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In this manner, a comparison of the 3.5%;3.5%;3.5% rate path with the 4%;4%;0% rate
path over the course of the Rate Period indicates that the former (Hydro’s proposal) yields
$282 million in added revenue over the 3 year Rate Period, while the latter (Mr. Bowman’s
proposal) yields $296 million'". As such there is no credible argument that the 4%;4%;0%
fails to yield to Hydro equal or better recovery of its Revenue Requirement [s. 39(5) 1.] for
the “rate period”) than Hydro’s own proposal.

Proposal Flexibility

In regard to a comparison of the flexibility of the two proposals, Mr. Bowman addressed
this matter under re-examination, as follows:

MR BOWMAN: ...And | just wanted to address that under the bottom row,
which is the rates that | would suggest this Board implement, the 4 percent
rate increases that are shown there would occur on January 1, 2026 and
January 1, 2027. After that has occurred, there are three (3) possible
outcomes that would be determined by facts as they evolve.

One is something external to Hydro, like the drought but could be export
prices or interest rates or one of those uncontrollable factors hits them. And
they, or this Board, go to the Minister and get the approval to come back to
have a reconsideration of rates, which presumably where -- so zero (0)
there, would change the January 1st, 2028 rate change.

That's one of the possible paths that can arise under the scenario that I've
set out.

A second possible path is costs change in a way that's within Hydro's
control; Bipole estimates get revised; IRP becomes more reviewed;
Efficiency [Manitoba’s] budgets come in, whatever; all the different things
that happen and Hydro can then go back and do all of its budgeting and
determine it needs a rate increase, but not for some identified feature that's
a reconsideration, but something that's a full rate scenario, rate case, in

1 Exhibit MH-49, Undertaking 26(U), pdf page 9 of 17 indicates the added revenue from rate
adjustments during the Rate Period total $24 million, $106 million, and $166 million in 2025/26,
2026/27, and 2027/28 respectively, for a total $296 million.
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which case they can file that for an April 1, 2028 increase, the start of the
next rate period, which would, | submit, get one on the schedule that's sort
of implied in the Act that you have three (3) years, and the rate increase
happens at the beginning of the year.

That's still available because you didn't have a rate change to January 1,
and it's only three (3) months later than the rate increase that would've
happened at January 1st, 2028.

But it would allow for a full review of this Board as long as Hydro files in
time.

And the third possibility is that the rains come back, Hydro controls its costs,
other things that this Board may direct on business operations capital or
other features. It can live with the zero (0) and it can file for a January 1,
2029 increase as part of the '28/'29 rate period.

All three (3) of those paths are still available to you, if you're on the bottom
row, the recommendations I've set. [Tr. 3718]

Also consider additional flexibility. In his first path, Mr. Bowman noted that Hydro or the
PUB could, under s. 39.4, seek Lieutenant Governor in Council approval for an increase
as of January 1, 2028 which is the date Hydro had selected for the next increase. However,
should circumstances evolve such that it would be appropriate to seek an increase
effective in the fall of 2027 and that Cabinet approval was granted, there is no legislative
restriction to having an increase to an earlier date such as October 1, 2027 (10 months
after the previous rate increase). This path would not prevent Hydro from filing its GRA in
time for an early 2028/29 increase as part of the next rate period (e.g., the earliest being
an April 1, 2028 increase would be a further six months later). In other words, there
remains a more aggressive scenario where both a subsection 39.4 application and the
regular GRA application could be used as tools to deal with any situation which may
evolve, and still bring the utility onto the schedule of future April 1 increases without
needing a rate change within less than 6 months of the previous change.

In contrast, Hydro’s proposal provides limited flexibility. The requested January 1, 2028
increase at 3.5% will largely preclude both a further increase based on reconsideration
(beyond 0.5%) and the increase will also likely limit the potential for beginning the next
Rate Period rate increases on April 1, 2028, as it will be only three months after the last
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3.5% increase. In this manner, Hydro’s proposal also hampers the flexibility in the next
Rate Period, not only the current Rate Period. In addition, proceeding with January 1 rate
increases is inconsistent with the 3 year statutory rate scheme. It unnecessarily creates
challenges in applying rates in one 3 year period which overlap into the next 3 year rate
period. The timing of the rate increases is also not optimal because the increases occur
January 1 which is about halfway through the peak use of energy and therefore misses
revenue generated by peak season use which precedes January 1 in each year. Finally,
although the 3.5% January 1, 2028 increase is a feature of this rate period, it yields very
little additional revenue in the current rate period, which is the focus on the Board’s current
review.

The Board should also remain cognizant that it does not have a scenario before it that
models a 4%;4%;0% scenario inclusive of the added revenue that comes with the flexibility
inherent in the MIPUG approach. For example, Ex. MH-50, Undertaking 26U (pdf pages
9-17) includes the 4%;4%:;0% rate adjustments in the first three years, but then applies
3.5% rate increases in each subsequent January 1, and as such foregoes 9 months of
added rate revenue in each year from applying the rate adjustments at April 1 to start each
future fiscal year (approximately $60 million in added revenue each year).

Reconsideration

A key difference between the two proposals is the potential, or expectation, to make use
of the new provision of the Act, s. 39.4(1), for “Reconsideration of approved rates”.

In its Final Argument, Hydro indicates it views the 4%;4%;0% rate path set out by Mr.
Bowman to be dependent on the reconsideration provision of the Act. This is not correct.
Mr. Bowman was clear that he is not proposing any sort of interim or contingent rate path
that is premised on a likely future reconsideration. Specifically, Mr. Bowman noted that his
scenario of 4%:4%;0% as established at slide 7 of Exhibit MIPUG-20:

MR. BOWMAN: ...that would fulfill giving Hydro a revenue requirement for
three (3) years and giving them a pathway that meets the full intent of the
definition of revenue requirement in the legislation... [Tr: 3534]

It is also noted that the 4%;4%;0% rate scenario provides more revenue to Hydro in the
rate period than being requested. It is clearly not a wait and see approach.
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Nonetheless, Hydro’s Final Argument indicates that Mr. Bowman’s approach “relies on” a
future reconsideration, as follows:

Mr. Bowman’s updated rate recommendation of 4%, 4%, and 0% in the
third test year relies on exercising provisions in The Manitoba Hydro Act for
a reconsideration of rates. It's not appropriate to rely on these provisions
to amend rate increases later if the increases are warranted now. The
legislation requires a material change for these provisions to be triggered
and requires Lieutenant Governor in Council approval which is not a
guarantee. [MH Final Argument, Exhibit MH-47-1, page 9]

Not only does Mr. Bowman’s approach not rely upon a future reconsideration, it was his
evidence that such an increase would actually be a limited event, such as in the event of:

MR. BOWMAN: ...something external to Hydro, like the drought but could
be export prices or interest rates or one of those uncontrollable factors hits
them. [Tr: 3718]

The Final Argument of Hydro notes:

With respect to the process by which approved rates can be reconsidered
pursuant to section 39.4 of The Manitoba Hydro Act, Manitoba Hydro
submits that such a process ought to be reserved for extraordinary
circumstances, not for the flexibility to adjust rates that were not originally
based on the revenue requirement forecast for the rate period. [Exhibit MH-
47-2, page 59]

MIPUG agrees. This statement is in no way contrary to Mr. Bowman’s submission. The
4%;4%;0% rate scenario is predicated on providing rates that are firmly based on the
revenue requirement for the rate period, and reconsideration is reserved as a tool to
address a situation where uncontrollable factors lead to material financial variation as
compared to the scenario on which the Board bases its decision (for example, further
extended drought not yet contemplated).

Nothing in Hydro’s Final Argument appears to contradict the contemplated triggers for, or
conduct of, a reconsideration as compared to MIPUG’s assumptions in proposing the
4%;4%;0% rate adjustment.
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On one other aspect, Manitoba Hydro’s Final Argument is not clear in one respect related
to this topic. The argument notes:

Finally, Manitoba Hydro also notes that the Act contemplates that section
39 and 39.1 apply to a reconsideration and adjustment of the approved
rates, but does not reference the application of s. 39.2(1) (the 4% rate cap)
to a reconsideration of rates. [Exhibit MH-47-2, page 60]

If Manitoba Hydro is asserting that a reconsideration could include a rate adjustment for a
total larger than 4% in a fiscal year, it is not apparent how this could be read into the Act.
Specifically, section 39, which is referenced as applying to a reconsideration [per the Act,
s.39.4(3)], includes the rate “rules” that the Board must apply in the approval or variation
of rates (the rules are set out in s.39(5)). Included in those rules is Rule 2(d), which
indicates as follows:

2. When reviewing the revenue requirements, the regulator must take into
account and be guided by:

(d) the maximum general rate increase allowed for a fiscal year
determined under section 39.2.

MIPUG does not share Manitoba Hydro’s view that the 4% cap would not apply to a
reconsideration of rates. As quoted above, s. 39.2 is a rule incorporated by reference in
section 39. All the rules in s. 39(5) are applicable in a reconsideration by virtue of s. 39.4(3)
which reads as follows:

Sections 39 and 39.1 apply to reconsideration

39.4(3) Sections 39 and 39.1 apply, with necessary changes, to a
reconsideration and adjustment of the approved rates under this section.

The proposal from Mr. Bowman better matches the principles set out in the Act, in that it
provides for a “stable and predictable” rate path [s. 39.1(1)(d)]. It addresses the revenue
requirement as a whole by providing more revenue to Manitoba Hydro during the 3 year
rate period, provides better flexibility, and, within rate cap limitations, addresses the
current drought situation with more flexibility than Hydro’s proposal.
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Response to Drought

The MIPUG rate proposal is projected to yield $296 million in added revenue to Hydro
during the rate period. This is a $96 million increase over the original proposal of Mr.
Bowman of 2.5%;2.5%;2.5% (which yielded $200 million, per Ex. MIPUG-20, slide 6).

The evolving drought conditions in this proceeding are not an appropriate basis for a total
overhaul of the original GRA proposal. Drought is an inherent component of Hydro’s cost
structure and the mix of available responses per the principles of Order 59/18 (constrained
costs, retained earnings, and rate response) are part of any Hydro revenue requirement,
whether the near-term or extant conditions are drought or flood.

At the same time, the experienced drought has led to need for added borrowings in
2025/26 which will result in $30 million per year in interest expenses in all future years
(unless and until the drought-related debt is discharged). As such, MIPUG suggests that
the 4%;4%:;0% proposal more than addresses this cost for 2026/27 and 2027/28 in the
current rate period (a total of $60 million).

As such, MIPUG submits that the 4%;4%;0% rate path is a responsible proposal that
addresses current conditions and expectations, without an overreaction inconsistent with
the Order 59/18 framework. MIPUG also would remind the Board of its finding in Order
101/23 (pages 8 and 36) that the Board has previous awarded rate increases on near-
term drought conditions that, in retrospect, it has determined were not required for
addressing the drought. MIPUG submits that its proposal is a measured response that
more than addresses the clear cost effects of $30 million in added interest expense in two
years of the rate period, without over-reacting to conditions that will continue to evolve.
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ISSUE TOPIC 3: Centra Gas Acquisition Costs

ISSUE:

What costs should be included in Revenue Requirement to pay for the Acquisition
of Centra Gas?

MIPUG RECOMMENDATION:

The Board should conclude that costs to finance the acquisition of Centra Gas are
not a valid component of the electrical system Revenue Requirement. These costs
should be excluded from the electricity statements, and debt balances should be
excluded from the electricity balance sheet.

BACKGROUND AND POINTS IN SUPPORT

Centra Gas is a utility subsidiary of Manitoba Hydro that delivers natural gas to customers
in Manitoba.

Since the acquisition in 1999, the interest on the acquisition debt has been split between
electricity operations and gas operations, and no principal repayment has occurred as
Centra has not generated a cash return on dividend to permit discharge of the acquisition
debt.

The allocation of the acquisition debt to electricity ratepayers (known as a “Corporate
Allocation”) was predicted on the idea that electricity customers received certain synergies
as a result of the integration, and those synergy benefits totaled $6 million. These savings
permitted electricity ratepayers to cover $6 million per year of the interest expense
associated with the acquisition.?

The approach is rooted in one of the fundamental Board findings with respect to the
original transaction, as set out in 2002 in Order 208/02:

The shareholders of Hydro initiated the purchase of Centra. The ratepayers of
Hydro and Centra should be held harmless as a consequence of the Transaction.

2 Bowman evidence, page 18, footnote 20; Exhibit MIPUG-08
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Therefore, the risks and benefits associated with the Transaction and the
Integration should accrue to the shareholders of Hydro. [Board Order 208/02, page
47]

The essential nature of the “held harmless” requirement in respect of electricity ratepayers
can be met through a complete exclusion of all Centra acquisition interest expense from
electricity rates. The inclusion of $6 million in past years is justified only on the principle
that electrical ratepayers saved $6 million in synergies as a result of acquiring Centra, and
therefore these savings can be used in part to finance the acquisition interest cost.

Since that principle was adopted, there have been two key recent changes.

First, is the revisions to The Manitoba Hydro Act (the Act). These revisions now define
Revenue Requirement for the electrical utility as including only those items set out in
s.39(1). There is no provision in the Act to additionally have electrical ratepayers pay
amounts related to natural gas service.

Second is the Board’s findings in the recent Centra Gas GRA, in Order 120/25. This Order
now concludes that any justification for cost allocation based on synergies “may have
outlived its usefulness”.” As noted by Mr. Bowman:

The Board indicates that allocation of bona fide costs between electric and
gas ratepayers should be studied as part of preparing future business
plans, but indicates gas customers may appropriately be allocated none of
the costs of the acquisition debt, indicating: “Ordinarily a company’s
customers are not responsible for the cost of that company being acquired
by a different company.” [Ex. MIPUG-08, page 21, quoting Board Order
120/25, page 74]

Despite this diminishing premise for allocating Centra costs to electrical ratepayers, the
allocation in the test years is actually increased as compared to past periods, as noted in
Figure 4.12 from the Centra Gas 2025 GRA, which was provided in Exhibit MIPUG-20,
slide 16:

3 Board Order 120/25, page 74.
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5 in millions With Sinking Fund Investment

Total Cost Allocation to
for Allocation to Electric

Fiscal Year Allocation Gas Operations  Operations
2019/20 Actual 518 512 L6
2020/21 Actual 51B 512 %6
2021/22 Actual 518 512 %6
2022/23 Actual 517 512 55
2023/24 Forecast 516 55 511
2024725 Forecast 513 S 59
202526 Forecast 513 54 59
2026/27 Forecast 513 S 59
202728 Forecast 513 4 549
2028/29 Forecast 513 S 59
2029/30 Forecast 510 53 L6
2030/31 Forecast 57 52 55
2031/32 Forecast 57 52 55
203233 Forecast 57 52 55
2033/34 Forecast 57 52 55
2034/35 Forecast 57 52 55
2035/36 Forecast 57 52 55
2036/37 Forecast 57 52 55
2037/38 Forecast 57 52 55
2038/39 Forecast 57 52 45
2039/40 Forecast 57 52 55
2040/41 Forecast 37 52 55
2041/42 Forecast 57 52 55
2042/43 Forecast 57 52 55
FORECAST TOTAL 4186 462 5124

As shown in the above Table, the allocation to electrical ratepayers in the Rate Period is
$9 million per year, where no justification has ever been provided by Hydro, on the basis
of synergies or any other allocation method linked to electrical service, to justify these

values.

The only justification now highlighted for any allocation of Centra acquisition costs to

Hydro is an odd assertion provided in the Rebuttal Evidence as follows:

The argument that “corporate allocation reflects no used or useful electricity
assets, and should not be included in the electricity operations revenue
requirement” fails to recognize the benefits the gas utility provides to
electric rate payers. As noted on page 10 of Order 120/25, “[Centra] is a
critical utility to Manitoba’s energy security. Natural gas provides
approximately 1 % times the equivalent energy capacity of Manitoba
Hydro’s electrical system during the peak winter season. Without Centra,
Manitoba’s winter energy needs could not currently be met.” Manitoba
Hydro’s electric asset base would need to be substantially larger, and

December 18, 2025
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electric customers would be required to cover the costs of this larger asset
base without the benefit that Centra Gas provides. [Exhibit MH-25-2, page
53]

This rationalization is unusual as it appears this is the first time this justification has been
used to support electrical ratepayers paying for natural gas utility infrastructure. The
curious nature of the assertion reflects at least three logical issues:

1) The claim is a statement of fact that most certainly, if true today, was equally true
in 2002 when the Board concluded in Order 208/02 that electrical ratepayers
should not pay for the acquisition, and should be held harmless.

2) The same fact is equally true in regulated jurisdiction across Canada, but is not a
basis for cost allocation between utilities, as noted by Mr. Bowman:

MR. BOWMAN: ...And one last comment. | know Mr. Fogg
referenced that, because Centra exists, there are benefits for Hydro
because it doesn't have to build its system as large.

| think that's a common feature in every jurisdiction that has a gas
utility in Ontario. Enbridge means Ontario power generation doesn't
have to build as much. In Nova Scotia, Eastward Energy means
Nova Scotia Power doesn't have to build as much.

But it doesn't mean that those electric utilities are throwing dollars
at the gas utility because it reduces their load. And so, I'm not sure
that his premise leads to the conclusion he set out. [Tr: 3477]

3) The logical extension of this premise is that Manitoba Hydro could equally include
in Revenue Requirement annual payments to every Red River Co-op Gas Bar, or
to pay Winnipeg Transit to run diesel buses rather than electric. In fact, the
common understanding is that Hydro has been involved in the very opposite —
finding ways to enable EVs or electric buses.

In addition, under the rationalization there would appear to be no principled manner to
compute what cost should be included in the electrical Revenue Requirement. If Centra is
indeed saving Hydro from installing an extra 150% of generation and transmission, then
why is the subsidy to Centra gas only $9 million? Why not many multiples of this?
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At the core of the issue is that the costs being divided are an interest cost, to provide
capital needed to finance the gas utility, which was previously shareholder’s equity (before
the 1999 acquisition). The cost of capital to finance a utility’s assets is a cost to that utility.
The Board may determine in its Centra Gas proceedings whether that cost should be a
just and reasonable component of gas rates, or whether it should be excluded or
disallowed. But the net impact cannot immediately fall on electrical ratepayers, lest they
be the victims of the “consequence of the transaction” which this Board has confirmed is
not in keeping with just and reasonable rates to provide electrical service, such as in Order
208/02.

Consider also the adverse impact on all electric customers which cannot benefit from
accessibility to gas for winter heating. Those electric customers would be bearing costs
related to a gas utility which provides no service to them thereby increasing their all-electric
winter heating bills.

MIPUG also fails to see a factual basis which would allow Hydro’s proposal to meet the
test in s. 39.1(1)(a) that “rates... are to be based on the revenue requirements properly
allocated to that class”. Even ignoring that the items are not related to an electrical revenue
requirement, they are further not able to be “properly allocated” to any class. In this case
“that class” would be all classes adversely affected by this proposed allocation.

The only reasonable path forward, in keeping with the Board’s decision in the Centra Gas
GRA, is that electrical ratepayers should not be exposed to interest costs for this debt.
Manitoba Hydro can develop its financial projections for electrical service excluding this
interest expense, and excluding the debt balance from the long-term borrowings reported
on the electrical statements. Financing of the debt can be through any measure that the
shareholder sees fit to implement, potentially including income and gains from unregulated
subsidiaries.

In terms of Hydro’s final assertions on this matter, MIPUG notes that Hydro makes the
unsupported statement as follows:

It is logical to conclude that benefits to electric ratepayers was a key
consideration of both utilities and the PUB when the acquisition of Centra
was ultimately approved ... [Rebuttal Evidence, Volume 2, Exhibit MH-25-
2, page 53]

December 18, 2025 Page 3-5



0O N O OB~ WN -

W W W W W W W W WNDNDNDDDNDNDDNDNDNDDNDNDN=22 22 A A A A A A A
0O N O OB WN 20 O0C oo NOO OO P~ WDN 000N OGO P WODN-~ OO0

MIPUG Final Argument
Manitoba Hydro Fiscal 2026 — 2028 General Rate Application
Issue Topic 3

It is not apparent why Hydro considers that it is logical to make this conclusion. The
Board’s records of its conclusions are public and readily available. MIPUG could find no
reference in the Order 208/02 indicating any such conclusion, Indeed, the Board’s
conclusions were far more circumspect:

After a public hearing, the Board issued Order 146/99 dated July 30, 1999,
wherein the Board approved the Transaction and commented on several
matters examined at the public hearing. The Board expressed concerns
but concluded that, on balance, the Transaction would not unduly impact
the continued provision of safe and reliable service, and would not
negatively impact competition in either the gas or electric industry. The
Board also concluded that while there would be risks, the Transaction, if
well managed, should have no significant negative impact on the rates
charged to ratepayers of the gas or electric utilities. [Order 208/02, page

)

If anything, the Board’s clear words were cautious and mildly optimistic about the opposite
conclusion — that customers would not be harmed. No evidence was provided by Hydro
that the Board was of the mind that there would be net benefits to electrical customers.

Second, Hydro sets out its predicament with this proposal in its Written Final Argument,
as follows:

Recognizing that in Order 120/25, the PUB directed Centra Gas Manitoba
Inc. (“Centra”) to file a plan to eliminate or transition towards elimination of
the Corporate Allocation for Centra, Mr. Bowman’s recommendation would
have the effect that neither the electric nor the gas regulated entity would
be responsible for covering the costs of the Centra acquisition. The costs
associated with the acquisition are recognized as part of the revenue
requirement and it is not reasonable to exclude these expenses from being
recovered from rate payers. [Exhibit MH-47-2, page 64]

In short, it appears to be Hydro’s concern that if neither electrical ratepayers nor gas
ratepayers are paying the costs, they would not be recovered by Hydro (which presumably
Hydro considers an unacceptable outcome). This statement has two issues:

o First, Hydro asserts without reference that these costs are “recognized as part of
the revenue requirement” without reference to the revenue requirement of which
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utility — electrical or gas. In terms of electrical, the term Revenue Requirement is
now a defined term in the Act, and Hydro has provided no justification as to why
gas utility acquisition costs fall into any of the four eligible components of the
composition of Revenue Requirement under the Act. It is also not clear how this
could have been “recognized” given that the legislated definition of electrical
Revenue Requirement is being applied for the first time in this proceeding. MIPUG
submits these costs do not fall into any of the components of Revenue
Requirement.

Second, Hydro entirely fails to recognize that the very scenario they set out as “not
reasonable” (failure to recover these costs from rate payers) is exactly the scenario
the Board set out as the only reasonable outcome in Order 208/02, except where
such allocation of costs could be matched with benefits that justified recovery from
ratepayers in a framework of no net harm (otherwise the costs should “accrue to
the shareholders of Hydro”). With the Board provisionally concluding that the
concept of synergies may have outlived its usefulness as a cost allocation
approach, there remains no electrical service benefit to justify inclusion of $9
million of annual interest costs in the Revenue Requirement charged to electrical
ratepayers.
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ISSUE TOPIC 4: Differentiated Rate Adjustments

ISSUE:

How should the overall rate adjustment be allocated among the classes?
At what pace should the rate adjustment be implemented?

MIPUG RECOMMENDATION:

Rate increases should be applied on a differential basis, reflecting the following
annual differences, in each year for which there is a base rate adjustment:

Classes above 105% ZOR per PCOSS 26: 2.5% less than the average
increase each year

Classes between 100% and 105% ZOR per PCOSS 26: an increase equal to
the average increase each year

Classes below 100% per PCOSS 26: an increase equal to approximately 1%
above the average increase each year, calculated to achieve the overall
average increase across all classes.

MIPUG is cognizant of additional considerations that may apply in the case of Area
and Roadway Lighting (“ARL”), and takes no position on the specific adjustment
to that class. The specific increase to ARL adopted by the Board, as a very small
class, would not change the recommendations above.

BACKGROUND AND POINTS IN SUPPORT

Legislative Framework

The Manitoba Hydro Act (the “Act’) requires implementation of the “policy of the
government” in .39.1(1). That policy explicitly includes the provision that:

(a) the rates charged by the corporation to each class of grid customers in

Manitoba are to be based on the revenue requirements properly
allocated to that class;
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Implementation of this policy requires measurement of the proper allocation, which Hydro
notes occurs as part of its Prospective Cost of Service Study (“PCOSS”), and one output
of the PCOSS which are the revenue-to-cost ratios:

MS. MARNIE VAN HUSSEN: So, generally, we will look at the results of
the Cost of Service and that revenue-to-cost coverage ratios, and then take
into consideration, you know, in this the methodology that we're using to do
those costs. So, generally speaking, it would be the revenue-to-cost
coverage ratios. [Tr: 2190]

The policy of the government also provides the following declaration in the Act,
$.39.1(1)(d):

(d) subject to the policy objectives set out in clauses (a) and (b) and to the
extent practicable, rates or changes in rates should be stable and
predictable from year to year.

This provision is subservient in that it is subject to the requirements under subsection
39.1(1)(a) that rates be based on costs, properly allocated. There are no other competing
or overriding government policy requirements set out in the Act.

For further clarity, the Act also references this policy in setting out the “rules” that must be
applied by the regulator in s.39(5), which notes in rule 2:

2. When reviewing the revenue requirements, the regulator must take into
account and be guided by:
(a) the policies set out in section 39.1;

The rule is equally binding on the Board as other fundamental aspects of the legislation,
such as the 4% rate cap (rule 2(d)), the requirement to accept Treasury Board approved
capital budgets (rule 3) and the requirement to not differentiate rates for different
customers or classes of customers based on affordability or other socio-economic factors
(rule 5).

In short, the need to rely upon and reflect the PCOSS revenue-to-cost ratios is integral to
the Act and to the form of regulation of Hydro’s rates.
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The policy statement is also notable in that it was incorporated into the Act recently,
despite the fact that the Board’s practice for many sequential proceedings was to develop
rates with an eye to revenue-to-cost ratios. Specifically, MIPUG counsel reviewed with
Hydro witnesses that the Board has applied differential rate increases to the various
classes in each GRA order since 2018 where the PCOSS indicated classes required such
increases to move towards or into the revenue-to-cost ratio band of 95%-105% [Tr: 2504
- 2506]. This was also summarized in the Board’s Order 101/23, as follows:

Since Order 59/18, all rate increases awarded by the Board have been
differentiated rate increases to meet the 10-year timeframe to bring all
classes into the zone of reasonableness. [Order 101/23, page 170].

It should be understood that the presumption in favour of differential rates, where a need
is indicated by a properly prepared PCOSS, has increased with the changes to the Act
that are being applied for the first time in this proceeding.

In this proceeding, the first in which the government policy on rate differentiation is in
effect, Hydro has proposed uniform across-the-board rate increases. While inconsistent
with government policy, Hydro has clarified that it is not wedded to this approach, noting:

MARNIE VAN HUSSEN: ... But certainly, if there were some differentiation
that was awarded by the Board, Manitoba Hydro does not deem that to be
unreasonable. [Tr: 2197]

Utility Regulation Practice

The practice of the use of cost-of-service output, including revenue-to-cost ratios and the
related concept of a Zone of Reasonableness (“ZOR”) is inherent to utility rate regulation
throughout Canada. The concepts are integral to the longstanding rate design principles
set out by Mr. Bonbright, as cited in Order 101/23:

In the original 1961 version of Dr. Bonbright's text, the criteria are
presented as follows:

1. The related, “practical” attributes of simplicity, understandability, public
acceptability, and feasibility of application.
2. Freedom from controversies as to proper interpretation.
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3. Effectiveness in yielding total revenue requirements under the fair-return

standard.

4. Revenue stability from year to year.
5. Stability in the rates themselves, with a minimum of unexpected changes

seriously adverse to existing customers. (Compare: “The best tax is an
old tax”.)

6. Fairness of the specific rates in the apportionment of total costs of

service among the different customers.

7. Avoidance of “undue discrimination” in rate relationships.
8. Efficiency of the rate classes and rate blocks in discouraging wasteful

use of service while promoting all justified types and amounts of use:

a) in the control of the total amounts of service supplied by the
company;

b) in the control of the relative uses of alternative types of
service (on-peak versus off-peak electricity, Pullman travel
versus coach travel, single-party telephone service versus
service from a multi-party line, etc.). [Order 101/23, pages
23-24]

The eight criteria are routinely applied to varying degrees by regulators in Canada, but
Manitoba has the specific additional provisions of the power policy of the province, which
affects the criteria in important ways.

First, criteria 3 is rejected, as the “fair return standard” does not apply to Hydro
per the definition of Revenue Requirement in the Act.

Second, criteria 4 and 5 are cited as being priorities under the policy of the
government, but only as subservient to other priorities [the Act, s. 39.1(1)(d)].
Third, criteria 6 and 7 are given special prominence under the Act, s.39.1(1)(a)
as reviewed above.

No apparent comment is made in the Act regarding criteria 1, 2 and 8, except
insofar as these criteria related to uniform rates throughout the province [the
Act, 5.39.1(1)(b)].

It is also important to note that no specific provision of the Act indicates that the Board is
to balance multiple criteria or exercise broad judgement in respect of the provincial policy
in s.39(5). Indeed, even the application of the foundational regulatory principle that the
Board should establish rates that are “just and reasonable” in s.39(4)(b) of the Act is
specifically subservient to the rules in s. 39(5).
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1 While Manitoba has now adopted a policy in legislation that places increased emphasis
2 on fair allocation of costs, the practice prior to implementation of this section of the Act on
3 differentiation was described by Mr. Bowman as “timid” and yielding limited progress over
4  the past 35 years:
5
6 MR. BOWMAN: ... And I've seen the Board set different targets and
7 different levels of differentiation which has tended to be in that range that
8 you'll see towards the right-hand side of this table, half a percent, maybe a
9 percent. One time there was a 2 percent reduction to the General Service

10 Large. | believe that was 2003. And | found that the outcomes of those have

11 yielded that spaghetti graph that | showed earlier in the presentation, which

12 I'm happy to go back to, that the more timid approach to differentiation

13 somehow has not proven successful over thirty-five (35) years. [Tr: 3705]

14

15  Mr. Bowman indicated this failure to achieve satisfactory outcomes was illustrated by the
16  figure provided (now updated) at Exhibit MIPUG-23 covering a 35-year period, as follows:
17
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Mr. Bowman explained that the graph showed that for many classes the rates have not
been aligned to costs in decades, despite rate differentiation.
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MR. BOWMAN: ... So, if you want to keep the ability to consider all of those
objectives, you need a zone about the 100 percent that allows you to not
have to, you know, drive rates to exactly 100 point 000 every year. Not
everyone does that.

In Newfoundland, | work with the industrial customers there and every
GRA, they're set to 100.000 percent, because in their rate design balancing
and criteria, they've determined that cost recovery from the industrials is
more important than stability. So that's the discretion that the Board applies,
but their case, they go directly to 100.

There are others that establish a zone and vary about it, but it's -- out -- the
feature establishing the zone is that rates within that zone are reasonable
and can now take into account other rate design criteria. And outside the
zone are unreasonable. Just tautology as the word is applied.

And it's certainly not a free pass to sit at 95 percent perpetually or 105
percent perpetually, as long as you get there, you're fine

I provide the example there of Nova Scotia where | mentioned they did a
Cost of Service update. They apply this stuff with some principles and they
say, No, people need to be in the Zone of Reasonableness.

And as a result, they have a GRA that's been negotiated with customers
before the Commission right now, which has a 7 percent rate increase to
the domestic customers over two (2) years and an 8.7 percent decrease to
the industrial customers over two (2) years, because that's what it took to
get customers into the Zone of Reasonableness. And they applied it on a
principled basis.

That is for the non-fuel component of the rate I'll note, but that is the rate
changes that they're seeking. And as | said, it's already been -- it's -- the
Board is still testing, but the customers have signed off on it, including the
domestic customer groups. [Tr: 3498 - 3499]
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Of note — Hydro has similarly cited Nova Scotia Power in their materials indicating the rate
increase being sought is 3% for Residential and 4.8% for Industrial (which they indicate is
“proposed”) [Exhibit MH-48, slide 17]. This is not correct. Attached is the public notice of
hearing for the current NS Power GRA, located here:
https://nserbt.ca/sites/default/files/NSUARB-%23325174-v1-M12451 -

Amended Notice of Public Hearing.pdf
which provides the requested rate increases by class, consistent with Mr. Bowman’s
evidence (although the attached notice is inclusive of fuel effects, which result in total
increases of 8.9% to residential over 2 years, and a decrease of 11.6% to large industrial
customers over this same period.).

One final observation contained in Hydro’s Final Argument merits consideration. In respect
of rate differentiation and progress towards achieving rates within the Zone of
Reasonableness, Hydro notes that the Board’s limited differentiation in Order 101/23
resulted in progress in revenue-to-cost ratios. This differentiation was based on a gap of
up to +0.4% above the average increase for classes receiving above average increases,
and below the average by -0.5% to -1.0% for classes receiving below average increases
[Order 101/23, page 182]. Specifically, Hydro indicates:

Differentiated rate increases approved in Order 101/23 have helped move
the five customer classes that were outside of the zone of reasonableness
in PCOSS24 towards unity in PCOSS26. Notably none of the classes are
below the 95% lower bound of the ZOR in PCOSS26 and there is an overall
tighter range of RCCs compared to PCOSS24. [Exhibit MH-47-4, page 39]

This conclusion by Hydro is incorrect based on the evidence. In particular, Mr. Bowman'’s
report indicates that the only reason for movement towards the ZOR for the GSL 30-100
kV class and the GSL >100 kV class (two of the classes receiving below average
increases by 0.5%) was due to the changes to water conditions from 2024 to 2026 (from
high water to normal water underlying the PCOSs), not to the differentiated rate. In fact,
outside of the change to water conditions, the classes actually moved further away from
the ZOR by 0.1% to 0.2%, not towards it, as shown in Mr. Bowman’s Table 12, as follows:

The three sets of RCC ratios (PCOSS24, PCOSS24 and Average Water
Flow, and PCOSS26) are shown in Table 1 below:
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Table 1: Comparison of PCOSS24 at Average Water Flows and PCOSS26

PCOSS 24 PCOSS 24 Average PCOSS26 change PCOSS24 Average

Water Flows Water Flows to PCOSS 26
Residential 94.4% 94.8% 96.9% 2.1%
GS SmallND 109.7% 110.0% 108.0% -2.0%
GS Small-D 101.8% 102.1% 96.0% -6.1%
GS Medium 100.3% 100.3% 97.8% -2.5%
GSL 0-30 kV 97.9% 97.4% 100.9% 3.5%
GSL 30-100 kV 112.4% 110.2% 110.4% 0.2%
GSL >100 kV 113.2% 110.5% 110.6% 0.1%
ARL 108.2% 112.0% 104.2% -7.8%

The table above shows that for the industrial classes in particular, the fact that PCOSS26
is slightly closer to unity than PCOSS24 is primarily driven by the end of the high water
period, and not by the modest differential rates approved by the Board in the 2023-25
GRA. [Exhibit MIPUG-6, pages 52-53]

This effect clarifies what Mr. Bowman has characterized as the timid approach to rate
differentiation that has been unable to achieve rates that achieve or vary about 100%
revenue-to-cost coverage ratios (much less achieve the ZOR on any consistent basis) for
many classes.

Mr. Bowman’s recommendation for a +1%/0%/-2.5% rate differentiation is proposed to
operate over the first two years of the Rate Period, and potentially to apply to the third
year of the Rate Period. At the same time, Mr. Bowman acknowledged that the main
proposal for 4%;4%;0% rate changes would otherwise mean no rate adjustment is being
implemented in the third Rate Period, and this may practically limit the ability to achieve
three full years of differential rates [Tr: 3711]. The basis for Mr. Bowman’s rate
differentiation was to achieve the approximate revenue-to-cost outcomes shown at Table
14 of Mr. Bowman'’s pre-filed testimony, as follows [Ex. MIPUG-6, page 54]:

To address the disparities and fairness issues indicated by PCOSS26, the
clearest scenario provided by Hydro in this GRA is the response to
MIPUG/MH-I-21a. That scenario proposed to retain the 3.5% annual rate
increases in each test year for all classes except GSL 30-100 kV, GSL
>100 kV, and GS Small — Non-Demand, which received net 0% overall rate
changes throughout the three-year horizon. The RCCs associated with this
scenario are shown in Table 2 below:

December 18, 2025 Page 4-8



0 N O OB~ WN

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

MIPUG Final Argument
Manitoba Hydro Fiscal 2026 — 2028 General Rate Application
Issue Topic 4

Table 2: RCC Changes Arising from 3.5%/0% Rate Change Scenario

PCOSS26 ScenarioYr1 Scenario Yr2 ScenarioYr3
Residential 96.9% 97.8% 98.7% 99.6%
GS SmallND 108.0% 105.5% 103.0% 100.6%
GS Small-D 96.0% 96.8% 97.6% 98.4%
GS Medium 97.8% 98.6% 99.3% 100.1%
GSL 0-30 kV 100.9% 101.5% 102.2% 102.8%
GSL 30-100 kV 110.4% 107.2% 104.0% 100.9%
GSL >100 kV 110.6% 107.3% 104.0% 100.8%
ARL 104.2% 106.1% 108.0% 109.9%

While the above table sets out the changes at a +1%/-2.5% differentiation around an
average increase of 2.5%, it should very closely exhibit the outcomes if the same
differentiation were applied to a 4% average increase. As noted, if the 4%;4%;0% scenario
is adopted (with no further reconsideration adjustment in future), the progress would only
proceed through the period notes as “Scenario Yr 2” in this GRA, leaving further rate
differentiation possible for the next Rate Period.

Not only does this approach address clear fairness issues highlighted by the revenue-to-
cost ratios, it permits a maximum total impact on any class of 5%/year. Such increase is
consistent with previous awarded rate increases for Hydro, such as July 1, 2008 [Order
90-08] and August 1, 2004 [Order 101/04] the latter of which was similar driven by low
water conditions.

Affordability

The Board’s Order 101/23 also addresses considerations linked to rebalancing arising
from the series of events since the 2017/19 GRA. The Board indicated:

The government’s recent decision to reduce water rental fees and the debt
guarantee fee is a step towards affordability for all ratepayers. However,
energy poverty issues are distinct from bill affordability issues generally.

However, if the Manitoba Court of Appeal decision means that social policy
and bill affordability issues are matters reserved for the government, in the
Board’s view, the government must devote resources to those matters and
develop policies to alleviate energy poverty issues in Manitoba, especially
in the face of continued Manitoba Hydro rate increases over the next 20
years. The Board accordingly recommends that the provincial government
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establish an energy poverty program to relieve the energy burden of
households facing energy poverty.

However, in the absence of a meaningful energy poverty program, it may
be impossible for the Board to endorse a level of rate differentiation to move
classes into the zone of reasonableness at a satisfactory pace. [Order
101/23, pages 196-198]

Events since the issuance of Order 101/23 inform the balance and constraints that the
Board attempted to convey in this section of the Order. In particular, the Government of
Manitoba has:

a)

b)

c)

further reduced the charges it imposes on Manitoba Hydro, now totaling a
reduction of approximately $400 million per year;

elected to not provide this reduction through any special bill relief or subsidy
targeted to any particular function of the utility, such as the distribution system;
also elected not to provide this net reduction specifically allocated to any form
of targeted bill relief programs, for low income or any other class (nor to run
such program themselves using the previously collected funds);

implemented a one-year rate freeze which reduced Hydro’s ability to secure
added revenues during a drought;

made amendments to The Manitoba Hydro Act via the Budget Implementation
Act (Bill 37 of the 43" legislature; Schedule C) that altered the framework for
regulation of Hydro in respect of establishing a 4% overall rate cap, and
eliminating the need to target specific debt-to-capitalization ratios; however,
this revision did not remove of alter the requirement that (i) rates be set on a
uniform basis across the province [s.39.1(1)(c)], (i) not vary based on
affordability or socio-economic status [s.39(5) Rule 5], and (iii) be based on the
properly allocated costs to serve each class [s. 39.1(1)(a)].

In short, there is no indication that the desired low-income considerations for bill relief
sought from government by the Board has been accepted. Indeed, the clear decisions of
the Government of Manitoba are focused on reducing and controlling Hydro’s costs
broadly across all classes, without any variance in charging each class the properly
allocated costs.

This interpretation is also consistent with the Mandate Letter issued to the Chair of
Manitoba Hydro by the Minister, as provided in the Board Counsel Book of Documents
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Volume 1, pdf pages 23-25 [Exhibit PUB-14-1], which notes at length the importance of
economic development and business competitiveness in regard to rates (with specific
emphasis on keeping rates and costs “low”).

MIPUG does not disagree with the Board’s concerns over the importance of socio-
economic considerations broadly in considering the importance of affordable rates. As set
out in MIPUG’s opening statement, the member companies employ over 10,000 people in
Manitoba, and contribute over $2 billion to provincial GDP, not to mention upstream and
downstream suppliers and users of MIPUG member products. These contributions arise
in significant part due to the competitiveness of Manitoba’s electricity rates (members
noted that electricity can make up a significant proportion of the operating costs of
Manitoba operations, citing 30-35% [Tr: 3280], 40% [Tr: 3260] to 70% [Tr: 3294].
Affordability of rates are an impact on the continued ability to employ these Manitobans
and bring the other economic development benefits to the province. The net impact of the
above-cost rates being applied to industry is over $30 million per year [Exhibit MIPUG-20,
slide 29] and the ability to continue to operate and invest, and to grow, in Manitoba remains
linked to fair cost-based rates.

Principled and prioritized application of s.39.1(1)(a) of the Act can help ensure these
benefits continue to accrue to the province.

Just and Reasonable Rates

In determining the rate differentiation to be applied, reference is made to the Board’s
jurisdiction in regards to setting just and reasonable rates. It should be noted that concept
of “just and reasonable” rates in the PUB Act arise in Part Il (most notably section 77).
However, Part Il of the PUB Act is not applicable in the case of a Manitoba Hydro electricity
rate application. Only Part | is incorporated (per the Act, subsection 39(3)).

The concept of “just and reasonable” rates is also cited in the Act, subsection 39(4)(b)
(and is not otherwise cited in the Act). Subsection 39(4)(b) permits the PUB to vary the
rates, but only “subject to subsection (5)”. In subsection 39(5), the legislation sets out the
rules to be applied to rate setting, which includes the fact that the regulator “must take into
account and be guided by” the policy of the province in section 39.1 [per s.39(5) Rule
2(a)]. Nowhere else in the section 39.1 rules is the matter of rate differentiation between
classes addressed.
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Itis in subsection 39.1(1)(a) where the policy of the province explicitly indicates that rates
should be based on costs, properly allocated.

In short, it is acknowledged that the Board can apply a standard of just and reasonable
rates, but the new legislation does not provide broad discretion to use this concept to in
any way undermine the explicit government policy that rates are to be based on costs.

MIPUG’s proposal reflects this policy, in implementing a plan that reasonably moves to
the approximate measure of costs (100% revenue-to-cost) within the rate period. MIPUG
has not indicated this change should be applied ruthlessly — indeed even with the MIPUG
rate differentiation proposal the two largest classes (GSL >100 kv and GSL 30-100 kV)
will only aim towards 104% by the end of the second rate change, which MIPUG notes
may well be the last rate change in this rate period (absent any reconsideration
proceeding). However, broad discretion to ignore revenue-to-cost ratios or to ignore rate
rebalancing and differentiation as proposed by Ms. Derksen and Hydro is not consistent
with the Act as now written, and should be rejected by the Board.

Assertions of Self-Correcting RCCs

MIPUG would be remiss were it to fail to address the concept raised by many parties over
many years that revenue-to-cost ratios would be “self-correcting”.

In simple terms, Mr. Bowman summarized the MIPUG experience with this concept as
“Lucy and the football” [Tr: 3700], the reference being to the Peanuts comic strip where
the character Lucy repeatedly pulls away the football moments before Charlie Brown is
about to kick it, and Charlie Brown repeatedly assumes the next time will be different.

The assertion of self-correcting revenue-to-cost ratios is thoroughly exposed as false by
the repeated experience that the outcome does not reflect the assertion, as evidenced by
the 35 years where GSL 30-100 kV and >100 kV revenue-to-cost ratios have remained
mostly near 110%.

The self-correcting assertion is well-known to participants in the proceeding, and tends to
revolve around the idea that one large change on the generation system (new costs,
changes to export revenues, etc.) will change costs in an adverse way for all customers,
but will change the costs allocated to large customers in a way that is disproportionate to
the impacts that will be felt by small customers. The basic structure of the argument is that
because small customers pay for both bulk power (generation and transmission) and
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distribution/customer service, cost changes to bulk power are more muted in their rate
structure.

The fallacy continues to exist because of specious reasoning that bulk power costs will
change for an identified reason, but the claim remains silent on how distribution and
customer service costs will change. The Board should reject these assertions for two
reasons:

1) Distribution and Customer Service costs are relatively small. They make up less
than 30% of Hydro’s costs [per PCOSS26, page 14]. This means that smaller
changes in distribution costs are less of a headline at the corporate level, but they
can be an equally large impact on the customers who use these services.

2) Distribution and Customer Service functions have relatively less capital or rate
base investment, and relatively more O&M. Distribution is seeing capital
investment planned (for example, smart meters), but also, many of the acute cost
pressures faced by Hydro are particularly in the O&M areas, which will
disproportionately affect these functions. As noted by Mr. Bowman:

BOARD MEMBER SIMONSEN: ... We heard | think in evidence
from Manitoba Hydro that, as we go forward with new costs in terms
of new revenues for generation assets and transmission assets, we
may see a convergence of these revenue-to-cost coverage ratios.

Do you agree with that? And do you see that happening in your
analysis?

MR BOWMAN: Board Member Simonsen, mathematically, | have
seen the analysis that Hydro does to show that that would be the
effect, but | would call this the legend of self-correcting. | heard that
about Wuskwatim, | heard that about bipole, heard that about
Keeyask.

And we actually had a hearing that this Board may recall in the --
say it was probably the 2019 hearing where we had sort of
incomplete information, but the Board asked Hydro to take the last
PCOSS and just add Bipole into it.
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And it showed everybody at a hundred (100) and it would all be
solved after Bipole. By the next hearing, we came back and we
were back at a hundred and ten (110).

So, I understand the mathematical relationship that people say that
that will occur. I'm skeptical for two (2) reasons. One is because
Lucy and the football, if you like, but more significantly, because
when | look at Hydro's cost projections, where | see a lot of the
impact occurring is in the operating and maintenance costs in
particular.

Business operations capital as we showed is relatively stable, and
the -- but the operating and maintenance costs are going up
significantly. And when you look at the relative makeup of the costs
on the generation system versus transmission versus distribution,
the distribution system is far more made up of O&M costs.

So, I think that idea that a big project will skew us in the future
towards generation and transmission upward pressure is -- it's easy
to point to a line item.

But what's missed is there's a whole lot list of other cost changes
going on that particularly reside in the O&M particularly affect the
distribution system. And every time that that happens, the other is
happening as well. [Tr: 3698 - 3699]

For this reason, no weight should be given to hypothetical mathematical projections based
on self-correcting revenue-to-cost ratios. The Board has clear evidence of the costs for
the rate period, properly allocated to the classes, in PCOSS26, and should use the result
of the study to address this long-standing problem.
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ISSUE TOPIC 5: Component Rate Rebalancing and Differentiation

ISSUE:

1) How may differentiated component rate increases and decreases be used to
achieve greater efficiency through rebalancing for the recovery of embedded
costs through energy and demand rates, and

2) In so doing, support objectives for future rate flexibility and stability?

MIPUG RECOMMENDATION:

That differentiated component rate increases and decreases be used to close the
identified gaps between component revenues and allocated costs.

BACKGROUND AND POINTS IN SUPPORT

Objectives specific to General Service Large (GSL) rate design were introduced by
Manitoba Hydro in the 2023/24 & 2024/25 Electric General Rate Application as Figure
8.23 from Tab 8, Section 8.8.3 (p. 33).™

Figure 8.23 Rate Objective Assessment — Demand Changes

Comment
Manitoba Hydro’s proposals to rebalance
the recovery of costs between energy and

Objective

Reflect the Cost of Providing Service:
Rates ensure revenue requirement is
recovered and target achieving class RCCs | demand rates will be done on a revenue
in the range of 95% - 105% neutral basis with proposed rates set to

recover forecast revenue requirement.

Manitoba Hydro is proposing that the
revenue reduction from the reduction in
billing determinants be offset by a slight
increase to the demand charge in order to
remain revenue neutral and recover the
entirety of the proposed revenue
requirement.

Stability: considers the importance of
customers having stable and predictable
bills

Improves bill predictability and stability as
a lesser portion of the customer’s bill is
variable.

Flexibility: considers ability of Manitoba
Hydro to respond to future changes

Rate proposal does not impede future
flexibility.

Efficiency: considers whether price signals
correspond with underlying embedded

and marginal costs

Improves alignment with embedded cost

of service

Affordability: considers magnitude of bill
impacts created by rate design changes

Phased approach to rate rebalancing will
moderate bill impacts.

The change to billing demand will have
negligible bill impacts for most customers.

4 Exhibit-22, Slide 5 — GSL Rate Setting Objectives
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The objective assessments provided in Figure 8.21 included a reference to rebalancing of
component rates and costs for energy and demand under Rates Reflecting the Cost of
Providing Service. A deeper examination indicates alignment between rebalancing and
objectives for Efficiency, Flexibility, and Stability. [Tr: 3727]

Also contained within the first objective is an indication that Manitoba Hydro is targeting
class revenue cost coverage (RCC) ratios in the range of the 95% - 105% Zone of
Reasonableness (ZOR).

MIPUG Principles for Rate Design

The noted objectives resonate with the core principles that MIPUG members ascribe to
for cost-based rates that fairly and reasonably recover appropriately allocated costs
applicable to the provision of service. These principles are expected to result in short- and
long-term adequacy of dependable energy supplies with associated delivery capacity
sufficient to meet the needs of ratepayers. They are also anticipated to ensure rates that
remains stable and predictable over the short- and long-term, reflecting reasonable
considerations for demand and supply.'® [Tr: 3726]

Current State of Revenue-Cost Imbalance

An examination of current GSL rates showed significant disparity between component
rates and costs, which was highlighted in Figure 8.21 from Tab 8 of the 2023/24 GRA,
which was updated in this GRA in response to Coalition 1-157.

Figure 2.2 - 2026 GRA Update (Evidence p. 12)

GSL 750V - 30 kv GSL 30 - 100 kV GSL> 100 kv
100% 100% 100%
80% 80% 80%
47%
63% 9 9 N
60% 60% 61% 70% 60% 65% 73%
4 40% 0
49% 0%
20% 37% 20% 37% 30% 0% 33% 27%
0% 0%
Cost Of Service Revenue Cost Of Service Revenue Cost Of Service  Revenue
Demand Costs Energy Costs Demand Costs Energy Costs Demand Costs Energy Costs

Customer Costs Customer Costs Customer Costs

15 Exhibit MIPUG-22, Slide 2 - Principled Approach to Evidence
6 Exhibit MIPUG-22, Slide 6 — Demand and Energy Rate Re-Balancing
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1 Unbalance Under the 3.5% Rate Scenario

2  These gaps were clarified further in Tables 2.2 and 2.3 from Mr. Friesen’s written evidence
3  where they were examined under the lens of Manitoba Hydro’s proposed 3.5% annual
4  rate increases applied uniformly to all components of the rate structure.'” [Tr: 3728]. As
5 shown in the energy portion of Table 2.3, the compounding of 3.5% on starting numbers
6 of over 120% exacerbates the increases.
Tables 2.2 and 2.3 (Evidence p. 15)
Demand Approved Proposed Proposed Proposed
Rate Rate Rate Rate Rate
01-Apr-24 01-Jan-26 01-Jan-27 01-Jan-28
GSL <30 kV
GSL30 - 100 kV
GSL >100 kV
Approved Proposed Proposed Proposed
Rate Rate Rate Rate
01-Apr-24 01-Jan-26 01-Jan-27 01-Jan-28
GSL <30 kV 129.8% 134.4% 139.1% 143.9%
GSL 30 - 100 kV 123.6% 128.0% 132.5% 137.1%
7 GSL >100 kV 121.5% 125.7% 130.1% 134.7%

8 Mechanisms for Rebalancing

9  Figure 2.5 from Mr. Friesen’s written evidence, augmented by response to MH/MIPUG I-
10 1, highlighted the mechanisms that influence the revenue cost balance while emphasizing
11 that the most substantive regulatory tool for rebalancing relates to the setting and approval
12 of component rates, including differentiation.'® [Tr: 3729 — 3730]

7 Exhibit MIPUG-22, Slide 6 — Demand & Energy Rate Re-Balancing
8 Exhibit MIPUG-22, Slide 7 — Opportunities for Rebalancing
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Figure 2.5 - Rate Rebalancing (Evidence, p. 16)

Factors Influencing Rate Rebalancing

Demand Energy Mechanism
Revenues

Increase Demand Rates Decrease Energy Rates Regulatory Changes

Increase Load Factor Decease Load Factor Consumption Behavior,
Demand Response Programs,
Electrification

Embedded Costs

Lower Embedded Demand Higher Enbedded Energy Inflationary Pressures

Costs Costs

Lower Demand Allocations - |Higher Energy Allocations Consumption Behavior,

Coincident Peak and Non- Demand Response Programs,

Coincident Peak Electrification

Increase Load Factor Decrease Load Factor COSS Methodology

Rebalancing Recommendation

The question that remains following oral testimony is how differentiated component rate
increases and decreases may be used to address revenue-cost unbalance while
managing intra-class bill impacts arising from efforts to close the revenue-cost gap.

The illustrative examples of differentiated rate setting provided by Mr. Friesen in his written
and oral evidence did not directly address the proposed 3.5% annual rate increases
proposed by Manitoba Hydro or the alternative 4%/4%/0% general rate increases
proposed by Mr. Bowman with +1%/0%/-2.5% differentiation based on each classes
placement in or above the ZOR.

MR. DALE FRIESEN: ... Table 2.5 on page 21 of my evidence provides an
illustrative example of offsetting 3.5 percent increases to demand and 3.5
percent decreases to energy rate. The 3.5 percent value was chosen to
mirror the proposed Manitoba Hydro rate increases and was not meant as a
recommendation for rate increases in this GRA as some parties may have
inferred.

Rather, it was meant to provide an example of how balanced component
rates would lead a natural correction of RCC ratios for the two (2) higher
voltage GSL subclasses. [Tr: 3730]
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Mr. Friesen’s testimony points to the reluctance that Manitoba Hydro has in fully
addressing matters of rebalancing and correction to RCC for those classes outside the
ZOR.

MR. DALE FRISEN: The 3.5 percent annual rate proposal applied uniformly
appeatrs less inclined to respond to the current unbalance within component
rates without further direction from the Board. [Tr: 3729 - 3730]

Decisions Leading Up to Rebalancing

The Board must approve a general rate increase and establish whether class rate
adjustments will include differentiation before considerations for rebalancing can be fully
addressed.

Manitoba Hydro’s proposal for uniform 3.5% annual rate increases over the three-year
rate period does not include considerations for rebalancing or differentiation. Mr.
Bowman’s recommendation places greater emphasis on these considerations, including
a general rate increase of 4%/4%/0% with differentiation of -2.5% for classes above the
ZOR and +1% for classes within the ZOR showing RCC ratios of less than 100%.'%2°

Mr. Bowman’s proposal, if accepted, would result in the following annual rate increases
being applied to the GSL subclasses.

- GSL750V-30kV 4%/4%/0%
-  GSL 30— 100 kV 1.5%/1.5%/0%
- GSL>100 kV 1.5%/1.5%/0%

The absence of a rate increase in the third year of Mr. Bowman’s proposal provides both
a challenge and an opportunity. A third year of no increase could result in a pause in the
pathway towards component rate parity with the process being re-examined during the
review of Manitoba Hydro’s application for the next three-year rate period. Conversely, the
PUB could order adjustment through further differentiation in year three despite approving
a zero percent general rate increase. If applied as a decrease towards the energy charge
only rate, such an outcome could accelerate the pathway energy rate parity.

Process for Rebalancing Rates

Mr. Friesen’s evidence and testimony advocate for a process to thoughtfully rebalance
revenues to more closely match embedded costs. Matching supports cost-based rates

19 Exhibit MIPUG-21, Slide 6 — Rate Increase — Update 4%, 4%, 0%
20 Exhibit MIPUG-21, Slide 30 — Differential Rates
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and allows for greater flexibility in matching future changes to embedded costs with
associated benefits for stability and predictability.

What might this process for rebalancing look like?

The following steps outline a process that may be used by Manitoba Hydro to rebalance
the demand and energy components of GSL rates. These steps assume that the Board
has issued an order approving a general rate increase with class-specific levels of
differentiation.

The process can be described as follows:

Step 1 — Apply the approved annual general rate increase (%) without differentiation to
the demand and energy components of the GSL rate structure to determine the impact
of the class impact of the general rate increase (incremental revenue).

Step 2 — Determine annual demand component rate increase (%) that would be
required to balance the unit demand rate with the current embedded unit demand cost
from Table A2 [Tab 7, Appendix 7.1] over three years.

Note: A lower percentage of the embedded unit demand cost may be specified to
manage intra-class cost impacts if such a change is deemed appropriate —
particularly relevant to the GSL 750 V — 30 kV subclass.

Step 3 — Determine the annual energy component increase (%) that would be required
to maintain the first-year general rate increase ($) determined in Step 1 in combination
with the demand-only increase ($) determined in Step 2.

Step 4 — Apply the differentiation decrease (%) to first-year incremental revenues ($)
in Step 1 and then determine the annual energy rate percentage (may be a decrease)
that is required to reduce first-year revenues in Step 1 by an equivalent amount to the
differentiation approved by the Board.

This process adheres to the importance of a strong on-peak price signal reflecting
concerns about capacity constraints in the Manitoba Hydro system. It also provides for a
significant reduction in the component rate gap between revenues and costs by increasing
demand rates and decreasing (or maintaining) energy rates to more closely match
embedded unit costs.

Importantly, Board-approved differentiation is recognized through the process providing
an opportunity for correction to RCC ratios in concert with rebalancing.
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1 As an example, the following table provides an indication of the impact this process may
2 have for specifying component rate increases.

Annual Rate Increases Over Three-Year Rate Period
General GSL>100 kv GSL30-100kV GSL<30kV
Ratelncrease Demand Energy Demand Energy Demand Energy

2.50% 6.33%  -2.38% 6.38%  -2.75% 12.69%  -3.57%
3.50% 6.33% -1.00%  6.38% -1.32% 12.69% -1.97%
4.00% 6.33%  -0.31% 6.38%  -0.60% 12.69%  -1.18%
3 Differentiation -2.50% -2.50% 0.00%
4  The results shown in the table assume full parity between demand component rates and
5 unit embedded costs over three years, and do not recognize the impact of Mr. Bowman’s
6 recommendation for a 0% increase in Year 3. A 0% increase in the third year would
7  delay the achievement of parity subject to the Board’s next decision in the following
8  three-year rate period.
9 Intra-class impacts are shown the tables below, indicating the impact for customers in
10  each GSL subclass with average, lower, and higher load factors. Note the following
11 assumptions:
12 - Each scenario includes the annual component rate increases and differentiation
13 from the general rate increase noted in the above table.
14 - Average annual rate increases are determined over the three-year rate period
15 inclusive of compounding
16 - 4.0% scenario does not consider Mr. Bowman’s recommended 0% increase in
17 Year 3 of the rate period.
18  2.5% General Rate Increase

Annual Average Rate Impact (%)

Billing Load Factor Variance Below and Above Average
Avg Below Above E ]
GSL<30kV 4.48% 3.21% 1.38% 1.28% -1.83% 3.10%
GSL30- 100 kV 1.40% 0.20% -0.28% 1.20% -0.48% 1.68%
GSL>100 kV 1.40% 0.15% -0.17% 1.25% -0.31% 1.56%

December 18, 2025 Page 5-7




MIPUG Final Argument
Manitoba Hydro Fiscal 2026 — 2028 General Rate Application
Issue Topic 5

3.5% General Rate Increase

Annual Average Rate Impact (%)

Billing Load Factor Variance Below and Above Average
Avg Below Above Range
GSL<30kV 5.23% 4.08% 2.44% 1.15% -1.64% 2.79%
GSL30- 100 kV 2.15% 1.14% 0.74% 1.01% -0.40% 1.41%
GSL>100 kV 2.15% 1.10% 0.84% 1.05% -0.26% 1.31%

4.0% General Rate Increase (Three-Years at 4.0%)

Annual Average Rate Impact (%)

Billing Load Factor Variance Below and Above Average
Avg Below Above Range
GSL<30kV 5.61% 4.52% 2.97% 1.09% -1.55% 2.64%
GSL30- 100 kV 2.53% 1.62% 1.26% 0.92% -0.36% 1.28%
GSL>100 kV 2.53% 1.58% 1.35% 0.95% -0.24% 1.18%

As was noted at Step 2, the current rate condition for the GSL 750 V — 30 kV class is
more challenging to address. Unlike the two higher voltage GSL subclasses, this
subclass has a current demand rate at only 70% of the PCOSS26 embedded unit cost,
while the energy rate is 130% of the embedded unit energy cost. The compares to the
83% demand - 123% energy gap for the higher two voltage subclasses. The wider gap
between demand and energy makes the proposed three-year pathway more aggressive.
The lower RCC for this class, above 100% but within the ZOR, also provides less margin
for differentiation. As shown in the energy portion of Table 2.3, a compounding 3.5%
annual rate increase as proposed by Manitoba Hydro is anticipated to result in an even
wider energy rate gap by the end of the three-year period given the higher starting point
of 130%.
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ISSUE TOPIC 6: Billing Demand Definition and Neutrality Adjustments

ISSUE:

1) Should the Off-Peak Factor in the Definition for Billing Demand be revised to improve
flexibility and reduce risk for customers seeking to manage their demand bills under
changes approved in Order 101/237?

2) Should the Revenue Neutrality Adjustment (1% applied to the demand component)
be eliminated?

MIPUG RECOMMENDATION:

a) Revise the Off-Peak Load Factor from 90% to 80%

b) Eliminate the 1% Revenue Neutrality Adjustment from the demand charge
before applying the approved rate increase.

c) Alternate to 2) — Apply an equivalent reduction to the energy component
rate prior to applying the approved rate increase.

BACKGROUND AND POINTS IN SUPPORT:

The concept behind changes to the Definition for Billing Demand is supported by large
industrial users in the GSL 30 — 100 kV and GSL >100 kV subclasses. These customers
are familiar with demand charges and rate designs that emphasize the importance of on-
peak capacity requirements and understand how on-peak consumption impacts
requirements for generation and delivery.

The rate design offers an opportunity for customers to increase off-peak demand — up to
the specified limit — without incurring additional demand charges. This aligns with long-
standing industrial practices that prioritize off-peak consumption and demand, as
demonstrated in the data provided in MIPUG/MH 11-15 and PUB/MH 1-67.

Slide 11 of Mr. Friesen’s direct evidence shows the aggregated consumption pattern of
customers in the two higher voltage GSL subclasses, with annual on-peak (2,920 hrs) and
off-peak (5,840 hrs), as defined in Figure 8.22 of Tab 8 in the 2023/24 GRA.?'

21 Exhibit MIPUG-22, Slide 11 - Summary data compiled from information provided in response to
MIPUG/MH 11-15
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i On-Peak Off-Peak Annual
Fiscal Year R On-Peak . Off-Peak X
(ending Mar 31) Consumption (%) Consumption (%) Consumption
(kWh) (kwh) (kwh)
20/21 1,718,402,340 32.1% 3,628,586,533 67.9% 5,346,988,873
21/22 1,804,552,131 32.0% 3,835,674,222 68.0% 5,640,226,353
22/23 1,779,390,587 32.0% 3,789,392,232 68.0% 5,568,782,819
23/24 1,680,988,532 31.9% 3,582,753,511 68.1% 5,263,742,043
24/25 1,753,039,257 32.1% 3,702,128,847 67.9% 5,455,168,104
Grand Total 8,736,372,847 32.0% 18,538,535,345 68.0% 27,274,908,192

Energy use reflects this one-third / two-thirds split distribution, with the table showing that
consumption is modestly biased towards the off-peak periods.

Demand data from the same slide indicates that off-peak demand is on average greater
than on-peak demand by about 1.6%, demonstrating grid-friendly demand behavior that
lessens the overall capacity requirements.??

Fiscal Year On-Peak Off-Peak Off-Peak | Billing Demand | Billing Demand New
.sca €a Demand Demand Period Old Defintion New Defintion | Definition
(ending Mar 31)
(kVA) (kVA) (%) (kvA) (kvA) (%)
20/21 10,046,761 10,266,718 | 102.2% 10,318,816 10,152,454 98.4%
21/22 10,491,832 10,664,532 | 101.6% 10,714,338 10,581,039 98.8%
22/23 10,453,959 10,584,644 | 101.3% 10,634,994 10,529,496 99.0%
23/24 9,689,701 9,833,365 | 101.5% 9,876,349 9,766,785 98.9%
24/25 10,086,784 10,243,703 | 101.6% 10,286,530 10,163,791 98.8%
Grand Total 50,769,037 51,592,962 | 101.6% 51,831,027 51,193,565 98.8%

Demonstrated consistency in consumption across the on- and off-peak periods maximizes
the use of generation, transmission, and sub-transmission infrastructure that provides for
the supply and delivery of their energy needs. Energy and demand costs allocated to these
classes through the Prospective Cost of Service Studies (PCOSS) accurately reflect this
efficient consumption and demand behavior.

It is understood that the changes to the Definition for Billing Demand were intended to
encourage anticipated on-peak demand reductions while allowing customers to recover
lost production during off-peak hours without extra demand charges.

MR. DALE FRIESEN: ... It's my understanding that the intent of the change
was to encourage demand reductions during on-peak hours while creating
an offsetting opportunity to make up loss production during the off-peak
without the imposition of additional demand charges. [Tr: 3732]

22 Exhibit MIPUG-22, Slide 11 - Summary data compiled from information provided in response to
MIPUG/MH 11-15 and PUB/MH [-67 (revised)
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Off-Peak Factor

The upper limit for incremental off-peak demand is established by the 90% off-peak factor,
which determines the relationship between on-peak demand and off-peak demand. Under
the current rate structure, billing demand for the period is the greater of the highest
measured on-peak demand or 90% of highest measured off-peak demand. This constraint
is the primary concern limiting customers’ ability to realize the benefits anticipated under
the new definition.

The approximate 10% margin provided for additional demand in the off-peak period is
reduced by about 1.6% due to the existing difference between off-peak and on-peak
demand levels. This pre-existing demand behavior results in a practical limitation of about
8.4% in additional productive off-peak demand.

This limitation was illustrated in Slide 14 of Mr. Friesen’s direct testimony and described
in Transcript p. 3736 - 3740.2%%

130%

125% :

120% ;
80% Off-Peak H e .
Margin H H i

115%

110% H :
] i 80% Off-Peak :
105% : ; Margin : 0% Off-Peak Factor 9.5%

Lost Production

80% Off-Peak
Margin

4.0%)

Existing Production 1.6% Existing Production 1.6%|

5
3
ES

90% Off-Peak Factor 5.0%]

9% ) i 90% Oft-Peak Factor ; 80% On-Peak
] Opportunity

Percent of On-Peak Demand

i H 80% On-Peak
................................ i Opportunity

90%

80% On-Peak

85% ' : :
Opportunity E e :

80% |

2024725 (Actual) Scenario 2 Scenario 3 Scenario 4
Demand Variability

Variability in demand levels within the upper 5% range of demand creates a major
challenge for industrial customers that is difficult to manage in real-time world of industrial
operations. Slides 19 — 20 illustrate this issue using load duration curves, which is further
described in Transcript p. 3745 — 3749.252¢

23 2026 GRA, Exhibit MIPUG-22, Slide 14 — Response Scenarios

242026 GRA, Transcripts 12-11-2025, P. 3736, Line 9 — P. 3740, Line 3

252026 GRA, Exhibit MIPUG-22, Slides 20 — Variations in Customer Load Profiles
26 2026 GRA, Transcripts 12-11-2025, P. 3745, Line 20 — P. 3749, Line 21
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The duration curves show a steep decline for the top 5% of non-coincident peak (NCP)
demand levels over a limited number of annual hours. This characteristic the duration
curve may suggest that short duration variability only exists during a few peak hours. In
practical reality, that variability persists across most hours of operation, highlighting the
risk imposed on customers under the new definition. Controlling demand down to the
coincident peak (CP) level requires customers to manage this variability for a large portion
of annual hours - a challenging and difficult task given the narrow working margin provided
by the new definition.

GSL >100 kV - Load Duration
(variationsin customer load profiles)

100%
Unable to decrease demand without disrupting process - requires incentive to shutdown production
95% | during hours of peak system demand - greater energy impact (lost praduction)
A e = R S
0% [+ SRS e ___
85% Coincident e T -
80% Peak

Class Demand (MW)

Reduce peak demand variability below coincident demand levelover a limited number of annual Tl
hours through load orother actions - lesser energy impact Seeal

2 7 7
"9, 8 ’g, *s, ) "3, 4, s
K % % % % % % % %
Annual Hours

——Load Duration Curve Coincident Peak Demand - - HighLf - = Lowlf

The variability shown in Slide 15 significantly affects customers’ ability to use the new
billing demand definition to manage their demand bills. The 5% variability represents a
margin of error in demand control that must be managed during each billing period — well
beyond the top 50, Top 20, or Top 10 peak system hours.

For example, reducing NCP demand by 5% requires about 500 hours of effort annually.
Attempts to reducing CP demand extends that effort to roughly 3,000 hours. Obtaining
material value under the new definition extends that effort to a much larger number of
annual hours, greatly increasing the risk for errors that significantly reduce value and
capability to manage demand costs.

Although the nominal off-peak margin of 8.4% may appear generous, the effective margin
is only 2.5% - 3.0% after accounting for the historic 1.6% difference between off-peak and
on-peak demand. This narrow margin creates significant risk that even a 15-minute control
error could eliminate the economic benefit of reduced on-peak demand charges for an
entire billing period.
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Reducing the off-peak factor from 90% to 80% as recommended by Mr. Friesen’s
evidence doubles the available margin for billing demand determination from 10% to 20%.
More importantly, it provides an effective margin of about 13% for operational purposes.
This change gives customers a more realistic opportunity to manage their demand costs
while addressing real-world operational constraints.

Increasing flexibility will allow a broader range of industrial customers to realize the
technical and economic benefits anticipated by the April 1, 2024, definition change —
benefits that have not materialized under the current structure.

Recommendation 1 - Adjustment to Off-Peak Factor
The most effective solution is to reduce the off-peak load factor from 90% to 80%.

While this adjustment appears as a doubling of the margin for determination of billing
demand, it provides a necessary increase to the effective margin for load control. A more
realistic and practical 13% working margin accounts for interval-to-interval variability in
demand while recognizing historic differences between off-peak and on-peak demand.

This change will:

e Enable a broader range of GSL to manage billing demand costs effectively and
contribute to anticipated reductions in CP demand.

e Deliver the economic value to customer promised by the April 1, 2024, definition
change.

e Support the realization of system benefits by freeing capacity for other ratepayers
during coincident peak periods.

Revenue Neutrality Adjustment

The 1% revenue neutrality adjustment approved in Order 101/23 immediately reduced the
benefits anticipated under the new Definition of Billing Demand, reducing the incentives
and potential for sharing of benefits - or investment - that support a positive customer
response for the benefit of all ratepayers.

Mr. Friesen’s testimony explained the importance of these considerations in Slide 15.

MR. DALE FRIESEN: ... Manitoba Hydro is very comfortable with making
investments in equipment. They invest in transformers. They invest in
infrastructure for future revenue. And if we're going to embrace customer
behavior modification programs, rates, whatever you want to call them, if
we're going to embrace those to the benefit of the system, we're going to
have to make an investment, and to blindly look at this purely as a question
of revenue requirement glosses over that fact.
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And it glosses over the idea that we are investing in an approach that will
gain future benefit because we know there's going to be a little bit of a lag.

If the program's got a really strong signal, great opportunity, that lag will be
short. If it's a program, that's a little bit more challenging and has some
constraints to adoption, that lag will be longer.

But the idea behind initiating these programs is that there will be some benefit
to the system.

And if we can invest for a transformer to give us future revenue, we can invest
in a program that defers demand growth and allows us to use this same
transformer to serve other customers.

We do that with DSM all the time. [Tr: 3810-3811]

The change in the billing demand definition should be viewed as an investment in rate
design — similar to investments in infrastructure or DSM programs - that may temporarily
reduce revenue in the short-term while but generating long term system benefits for all
ratepayers in the longer-term. By enabling customers to shift demand and free up
capacity, Manitoba Hydro can serve additional customers with lesser investments in costly
new infrastructure. These additional customers will generate revenue that offsets short-
term losses, while all ratepayers benefit from deferred capital expenditures.

Manitoba Hydro shows recognition for this position in testimony:

MR. ALASTAIR FOGG: What | was ftrying to clarify is that certainly when
we're looking at a load forecast here in these applications, we'll factor in
energy savings to demand side management. But when you're talking about
the Integrated Resource Plan in particular, we're trying to look at different
resource options in the same way. So, we're treating DSM or demand
response or -- or Curtailable Rate Program as a resource, no different than
a resource like wind or solar. [Tr: 1661]

In contrast, Manitoba Hydro’s current approach places the cost of lost revenue on the very
customers providing these benefits to all ratepayers. This approach undermines fairness
and discourages participation. Low engagement to date reflects a rate design that lacks
sufficient flexibility and price signals to motivate customers - issues that must be
addressed for the program to succeed.

Recommendation 2 — Elimination of the Revenue Neutrality Adjustment

The simplest solution is to remove the 1% neutrality adjustment from the demand charge.
Alternatively, an equivalent reduction in the energy rate would support efforts to rebalance
the component revenue-cost relationship within the demand and energy rate while
maintaining a stronger price signal for on-peak demand.
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Continuing with the adjustment creates an ongoing and compounding cost for GSL
customers, undermining the value proposition that supports participation. The cost of lost
revenue should be shared by all ratepayers, consistent with practices for recovery of costs
for energy efficiency programs.

OPPOSING VIEWS & RESPONSES:

The Application indicated that no changes were required because the impacts of the
change to the definition for billing demand were consistent with expectations.?” Manitoba
Hydro has been largely silent on MIPUG’s recommendation to reduce the off-peak factor
from 90% to 80%, although it previously accepted that the utility was not averse to such a
change if directed by the Board.?

In testimony during the 2023/24 and 2024/25 General Rate Application, Ms. Marnie Van
Hussen confirmed that moving to 80% or even 75% would be feasible and noted that other
jurisdictions use similar thresholds:

MR. SVEN HOMBACH: Would it be feasible for Manitoba Hydro to dip its feet into
the water just a little more deeply and move beyond 90 (ninety) to, let's say, eighty
(80) or seventy-five (75)?

MS. MARNIE VAN HUSSEN: | think that's fair. They're certainly in our jurisdictional
analysis in Appendix 8.12. Thank you. We do see that a couple of the other
jurisdictions do have something closer to a 75 or 80 percent non-peak hour
definition. So, you know, | don't think that that would make or break our proposal
for the -- the billing demand definition change. [Tr: 3743, 2023/24 & 2024/25 GRA]

However, Manitoba Hydro did strongly oppose the recommendation to remove the 1%
revenue neutrality adjustment before applying the Board’s approved rate increase.

- In Volume 1 of Argument [Exhibit MH-47-1, p.15], Manitoba Hydro argues that
elimination of the adjustment is not necessary as the change performed exactly as
expected.®

- In Volume 4 of argument [Exhibit MH-47-4, Section 4.6.4, p.42], Manitoba Hydro
argues that the adjustment aligns with the Bonbright principle for recovery of the
approved revenue requirement for a class.®

MIPUG disagrees, noting that the Revenue Cost Coverage (RCC) ratios for the
two higher voltage GSL subclasses - at 110.4% (GSL 30 — 100 kV) and 110.6%

272026 GRA, Exhibit MH-1, Tab 7, Section 7.8.1, p. 22

28

292026 GRA, Exhibit MH-47-1, Lines 17-19, p.15

302026 GRA, Exhibit MH-47-4, Section 4.6.4, Lines 14-21, p. 42
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(GSL >100 kV) respectively - are well above the 95% - 105% Zone of
Reasonableness (ZOR) approved by the Board. These ratios indicate that rates for
these subclasses exceed fair allocations of Manitoba Hydro’s approved revenue
requirement. PCOSS26 indicates an over-recovery of approximately $11.3 M (GSL
30 — 100 kV) and $18.1 M (GSL >100 kV). Recognizing this imbalance, Board
Order 101/23 approved a differentiated rate increase of 0.5% for both subclasses
relative to the general rate increase of 1.0%.

Mr. Friesen’s direct evidence estimated the net benefit of the change - before the
neutrality adjustment - to be about $950,000. The adjustment reduced that benefit
by about 75%, while also resulting an effective increase in demand rates that
caused 33 GSL customers to experience higher demand bills than they would have
otherwise realized under the old definition.?’

Impact of Neutrality Adjustment

The neutrality adjustment largely negated the approved differentiation. Adding an
additional 1% increase to demand charges resulted in an effective rate increase of
about 0.8% for April 1, 2024, offsetting more than half of the Board’s intended
correction to RCC ratios for the two higher voltage GSL subclasses.

Manitoba Hydro’s argument that the adjustment was required to adjust rates on
the basis that demand billing determinants were forecasted to be lower under the
new methodology when compared to the old methodology ignores the fact that
these GSL subclasses are already over-recovering their approved allocation of
revenue requirements.>?

Manitoba Hydro also claims there is no reason to remove the adjustment because
the changes performed as expected and kept both the customer class and the
utility in a revenue neutral position. Manitoba Hydro’s desire for in-class revenue
neutrality creates the requirement for an upward adjustment to the GSL energy
rate if the 1% adjustment to demand is eliminated and is therefore unrelated to Mr.
Friesen’s recommendation on component rate rebalancing.3?

Mr. Friesen’s recommendation proposed an alternative solution for offsetting the
1.0% adjustment to demand charges with an equivalent reduction in the energy
rate. This alternative was provided in recognition of Manitoba Hydro’s stated

312026 GRA, Transcript from 12-11-2025, p. 3741 — 3742, Lines 22-25 and Lines 1-12
32 2026 GRA, Exhibit MH-47-4, Section 4.6.4, Lines 18 — 20, p.42
33 2026 GRA, Exhibit MH-47-4, Section 4.6.4, Lines 28-32, p. 42
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objective for stronger on-peak price signals and is consistent with Mr. Friesen’s
recommendation for rebalancing component rates.3

As Mr. Friesen explained:

MR. DALE FRIESEN: Regulatory options for rebalancing component rates
are largely limited to differentiated adjustments for demand and energy
component rates. These adjustments may include demand only increase,
energy only decreases, or offsetting combinations approved in a manner that
more closely aligns revenues with costs and supports the principles of cost-
base rates. [Tr: 3729]

34 2026 GRA, Transcript for 12-11-2025, p. 3743, Lines 2-11
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ISSUE TOPIC 7: Alternative Rates

ISSUE:

Is there a need for alternative rate designs to enhance opportunities for customers
to use available load flexibility to manage costs and relieve system constraints?

MIPUG RECOMMENDATION:

- Manitoba Hydro should accelerate the development of alternative rate proposals
that can be filed with the Board for approval prior to the next three-year rate period.

- Manitoba Hydro should advance engagement with customers to share their
findings and anticipated plans for pilot rate designs in advance of rate filings to
ensure alignment with available load flexibility and customer value propositions.

BACKGROUND AND POINTS IN SUPPORT

Industrial customers have been speaking to Manitoba Hydro about their desire for
alternative rate options for more than a decade extending back to filings pertaining to
energy intensive rates and time-of-use rates from 2008 — 2016. To-date, minimal
alternative rate options have been made available to industrial customers in Manitoba,
placing Manitoba companies at a competitive disadvantage with those in other
jurisdictions across North America.

There are presently two available rate options, including the Curtailable Rates Program
(CRP) and Surplus Energy Program (SEP), with the CRP being capped and SEP being
unavailable to new participants. Large industrial customers participating in CRP have
highlighted the value that the program creates for their Manitoba operations, but the lack
of availability constraints additional participants. There have been no large industrial
customers participating in the SEP program, due in a large part to its restrictive terms and
conditions and recent changes in the export market that have made this program less
attractive and more volatile. The SEP is also restricted to existing participants shutting out
new entrants.

Manitoba Hydro acknowledged that it relies on the curtailable rates program to support
system operations.

MR. HAL TURNER: Now in the past ten (10) years, we've been fortunate. No
Manitoba load has gone unserved due to HVDC outages. We've been able
to manage the impacts through reserve sharing deployments, customer

December 18, 2025 Page 7-1
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curtailments using the curtailable rate program, curtailment of export
contracts and market purchases. [Tr: 268]

Changes to the Definition for Billing Demand are discussed in Issue Topic 6 along with
recommendations for changes to the off-peak factor and elimination of the neutrality
adjustment that limits its potential value to customers.

Priority for Alternative Rate Options
Opening comments by MIPUG Counsel highlight the desire for alternative rate options.

MS. ERIN LAWLOR FORSYTH: ... So, in terms of some general comments
on behalf of MIPUG, there's three (3) main ongoing concerns of the group.

So, firstly, that's stability and predictability of rates, and ensuring rates for all
customer classes reflect the fair cost to serve them.

Secondly, flexibility in rate options and a means to manage electricity
costs, including through optional programs;

And thirdly, ongoing reliability of Manitoba Hydro system. [Tr: 230]
[Emphasis added]

Presentations by MIPUG member companies further emphasized the need for
opportunities to manage their energy costs through load flexibility that is compatible with
a reduction in constraints within the Manitoba Hydro system. Several presentations also
identified opportunities available for MIPUG member operations in other jurisdictions.

Member comments raised concerns about the lack of opportunity to address demand
costs:

MR. JEFF ANTHOFER: ... There's very little flexibility in that, and Manitoba
Hydro lacks significant programs or incentives to manage the exposure to
that fixed demand charge. [Tr: 3267]

Member comments identified alternative rate programs in other jurisdictions:

MR. JEFF ANTHOFER: ... So, let's start with Ontario, and I'm going to talk
about three (3) major programs: one, how they work, how they are operated,
So what's available, how they operate, and then some of the requirements to
participate. [Tr: 3267]

MR. JEFF ANTHOFER: .... operates in all of these markets that | list here,
PJM, MISO, ERCOT, so PJM mostly on the eastern seaboard; MISO, the
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connected network that Manitoba Hydro is part of; and ERCOT being Texas.
[Tr: 3270]

Members gave examples of system benefits and customer savings available through
these programs.

MR. JEFF ANTHOFER: .. And from a system perspective, it provides
approximately 1500 megawatts of curtailment during those peak periods on
a system that peaks at about 24,000 megawatts. So, it's a significant system
benefit as well, this kind of program participation. [Tr: 3268]

MR. JEFF ANTHOFER: ... The mitigation that -- that this provides against
our fixed demand charges is in the millions or tens of millions of dollars per
year. This is a significant program, not only for us, for all other industrial and
commercial customers that participate in this program. [Tr: 3268]

Recommendation 1 — Advancement of Alternative Rate Proposals

Manitoba Hydro is in a lagging position behind other jurisdictions across North America
with respect of alternative rate options. MIPUG remains concerned that Manitoba Hydro
may not move forward with new alternative rate options prior to the next three-year rate
period. Promises of pilots in the Application are sparse with details or timelines.

The next General Rate Application for the subsequent three-year rate period is not
expected for several years. This time delay may result in further delays for rate options
that customers are actively seeking in their conversations with Manitoba Hydro.

MIPUG recommends that the Board provide direction that Manitoba Hydro consider new
initiatives to work with industrials and other customers in the short-term and accelerate
efforts to have those rate options approved.

It would be preferable if those initiatives could result in rate proposals that can be
brought to the Board for approval prior to the next three-year rate period.

MODERNIZATION OF ALTERNATIVE RATE OPTIONS
Mr. Bowman'’s evidence addressed the evolution of the market for alternative rate options.

MR. PATRICK BOWMAN: ... I'll just remind the Board that that same group
has come before this Board and noted in the past that the -- the Curtailable
Program is -- is capped. It's not necessarily available to every customer
participate. And -- and it has -- I'll say it is -- it is the best of the 1990s era
approach to — to demand response. [Tr: 3510]
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Members also spoke about the design of alternate rate programs and some of the features
that are necessary to support voluntary programs that provide some of the largest benefits
to the system.

MR. JEFF ANTHOFER: ... There's full transparency again for the customer
on the electricity market conditions, including load price constraints and
import and export of electricity. So, we have full knowledge of where the
parameters of the market sits. We have a clear line of sight as to where we
think market conditions will go and whether we'll be interrupted. [Tr: 3269]

Information was also presented on the scope and span of programs that are available to
all sectors of the economy in other jurisdictions.

MR. JEFF ANTHOFER: ...Offer demand response to industrial customers
and commercial loads and program aggregators. So, in Ontario and other
markets, aggregators can pull together smaller loads and represent them as
one aggregated large load, bringing in more smaller customers to participate.
[Tr: 3273]

Comments were also raised regarding the differences between regulated and de-
regulated markets that member companies participate in.

MR. JEFF ANTHOFER: ... Now, before we leave this slide, you know, we
have to respect the fact that we are participating in deregulated markets, but
-- and we aren't a deregulated market here. But prior to -- prior to Ontario
becoming deregulated, when it was Ontario Hydro, Ontario Hydro
implemented two (2) major and significant programs for industrial and
commercial customers. [Tr: 3275]

Manitoba Hydro provided reports from Dunsky Consulting highlighting the opportunities
for demand response, which specifically identified industrials as customers who could
provide substantial relief to capacity constraints through rate designs and demand
response programs, such as a redesigned curtailable rates program. These reports
identify industrial consumers as the source for large, lower cost contribution to Manitoba
Hydro’s anticipated demand response initiative.

The timelines referenced in the Dunsky report for implementation of demand response
programming for large customers are concerning for members given their low projected
cost relative to other options.3®

352026 GRA, MIPUG/MH 1-23, Attachment 1, Figure ES 5, p.14
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ES 5: Overview of DR Measure Roll Out Strateg

Phase 3. Expansion Phase 2. Ramp-Up Phase 1. Pilots

(2025-27)

(2028-30)

(2031-33)

Program

C&I Manual Curtailment

Smart thermostat (central
system)

1-year Pilot EV charger,
electric resistance controllers
Residential EV smart
charging

Electric Resistance Heating
(Res)

Residential Central Heating
and Cooling

C&I Curtailment
Industrial Interruptible Rates

Battery energy storage

C&I EV Managed Charging +
Vehicle to Grid (V2G)

Thermal energy storage

Rationale for inclusion

Selected by EM/MH, uses
interval meters

Selected by EM/MH, builds off
EM programs

To test new DR technologies in
advance of Phase 2 programs
Offer smart charging with EV
incentives

Conventional program, uses
hot water storage

Expands pilot, moderate
potential

Expands pilot, adds auto-DR
large potential

Major demand reduction
potential

Flexible/dispatchable measure

Growing load in 2030 and
beyond

Significant heating load
curtailment

Legend AMI (or interval meter): Enhancer or Required

* Indicates impact at end of each phase accordingly (2027, 2030, and 2033)

(detailed program and annual imp

ct/budget table can be fou

0.9 MW

0.7 MW

2 MW

23 MW

24 MW

18 MW

71 MW

1MW

21 MW

4 MW

2037 Max.
Impan

N/A

N/A

58 MW

27 MW

48 MW

36 MW

115 MW

2 MW

52 MW

5 MW

E EM
E EM
E EM
E EM
E EM
R MH
R MH
R MH
R MH
R EM

nd in the Appendix A)
AMI Program
role [=ET. |

** FTEs indicate dedicated time required for program administration during implementation, in some cases these could be sourced from
within EM/MH existing staff, or may be contracted from 3™ party. FTE counts may not cover some other program needs, such as planning,
procurement, regulatory, legal, accounting, information technology or engineering time required to support the DR measures listed. For
programs that are delivered by EM, the FTEs may need to be split with MH to cover their role in DR event design, compensation and peak
load reduction evaluation. An estimate of EM and MH budget and FTE splits is provided in the detailed tables within the report.

ENGAGEMENT & CONSULTATION

Manitoba Hydro cites extensive consultation efforts undertaken in advance of the
2023/24 GRA, which is detailed in Tab 8, Appendix 8.11 of that Application. These
efforts appear to have included surveys and individual meetings with large customers
through Key and Major Account staff contacts.

MIPUG members value engagement and consultation with Manitoba Hydro.

MR. JEFF ANTHOFER: We have and | have to -- | have to say Manitoba
Hydro has been more than generous with their time and consultation with
us on more than one occasion for us to demonstrate these and -- and also
share with them our experience in other marketplaces. So, we've had open
discussion and dialogue with them about these opportunities or ones - or

things like them. Yes, absolutely. [Tr: 3284]

Questions have been raised about how productive these consultations have been in
providing new opportunities for customers.

MR. JEFF ANTHOFER: | -- well, we don't have them. So, I, you know, on
the short term, it -- it -- it appears no. | -- | do appreciate that the feedback

that we have gotten is that, you know...

[Tr: 3285]

December 18, 2025
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Clear and transparent information detailing anticipated and proposed rate options have
been provided previously in respect of time-of-use rate options with illustrative rate
structures to help understand the anticipated differentiation between on- and off-peak
periods.

MR. JEFF ANTHOFER: But | need to specify here that they -- there needs
to be specific differentiation between what is charged in the off-peak period
and what is charged in the peak period. If there isn't enough differentiation
in space in between those two (2) prices, then there isn't enough incentive
for a customer... or other large industrial customers or even commercial
customers with thermal storage to move that operation into the off-peak
period. [Tr: 3273 — 3274]

The details are important for customers to provide the feedback and understanding of
how their load flexibility may be utilized for the maximum benefit to Manitoba Hydro,
demand response customers, and ratepayers generally. This depth cannot be obtained
through broad surveys and periodic meetings with account management staff. It requires
the right individuals to be in the room from both the utility and the customer.

The change to the Definition for Billing Demand provides an excellent case study for pre-
filing engagement and consultation.

The challenges outlined in this proceeding with the implementation of the new definition
point to the need for more comprehensive engagement and provision of detailed
information in advance of rate proposals being presented to the Board.

While prior surveys contained references to demand-based options, it does not appear
that GSL customers were provided with advance indication of what the specific changes
and terms of the definition were prior to it being presented to the Board. The details
matter. Many of the issues raised during this proceeding could have been identified and
resolved prior to it being presented to Board through more detailed and considered
engagement.

Member comments reinforce this desire for transparency:

MR. JEFF ANTHOFER: So, there needs to be enough differential in those,
both the demand charges and the energy charges. And also, there needs
to be a practical window that this is applied. So, you need to have a narrow
enough window that truly reflects Manitoba Hydro's profile needs and aligns
with where the customer's flexibility exists. [Tr: 3274]
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Recommendation 2 — Active and Informative Consultation.

MIPUG members presentations show that customers are available and eager to work
with Manitoba Hydro on programs that can support their competitiveness. This is
particularly important in current environment of market uncertainty and cost challenges.

The Board should direct Manitoba Hydro to develop joint filing proposals with large
industrial customers that explore the concepts, identify the opportunities, and match
program terms and conditions to customer load flexibility.

A consensus approach to the development of alternative rates will help to ensure
success and maximize the benefits for Manitoba Hydro, customers, and ratepayers
generally.
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ISSUE TOPIC 8: PCOSS: Classification of Wind Generation Costs

ISSUE:

Should Manitoba Hydro continue to classify wind generation costs 100% to energy
in the Prospective Cost of Service Study (“PCOSS”), or classify wind generation
costs in the same manner as all other generation, partly to energy and partly to
demand?

MIPUG RECOMMENDATION:

Eliminate the special treatment for wind generation. Classify wind costs to demand
and energy using the System Load Factor (“SLF”), consistent with how Manitoba
Hydro treats its other generation resources.

BACKGROUND AND POINTS IN SUPPORT

Under Manitoba Hydro’s current PCOSS methodology, generation costs are primarily
classified using the SLF, which allocates costs between demand and energy based on the
system-wide relationship between peak and average load. Wind generation is treated as
one of the only exceptions and classified 100% energy. Both Mr. Bowman and Hydro
concluded that this approach should change, and wind should be classified based on the
SLF. However, the conclusion was reached for two different reasons.

The current approach was endorsed in PUB Order 164/16 because wind was considered
non-dispatchable and Manitoba Hydro did not attribute any capacity value to wind in its
planning to meet the winter peak. The Board stated:

Wind generation is subject to prevailing wind conditions and thus Manitoba
Hydro cannot count on wind generation at any specific point in time. For
example, Manitoba Hydro cannot call on wind generation to meet its winter
peak demand. Since wind generation does not contribute to the winter peak
capacity, it should be classified 100% as Energy. [Order 164/16, p 49]

Order 101/23 deferred changes to wind classification and demand management
functionalization, finding it premature without first reviewing Manitoba Hydro’s Integrated
Resource Plan (IRP). The Board noted:

December 18, 2025 Page 8-1
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In terms of the changes proposed by MIPUG to the classification of wind
generation resources and the functionalization of demand-side management
costs, the Board finds that it is premature to consider these changes without first
having reviewed Manitoba Hydro’s integrated resource plan. The integrated
resource plan may provide additional information on the roles of wind generation
and demand-side management in meeting Manitoba Hydro’s winter peak capacity.
[Order 101/23, p. 168]

Since Orders 164/16 and 101/23, circumstances have changed materially:

Manitoba Hydro now accredits wind for winter peak capacity and includes wind in
its supply/demand planning tables; and

An expression of interest for 600 MW of wind power with Indigenous majority
ownership was announced under Manitoba’s Affordable Energy Plan in September
2024 .36

Ms. Van Hussen confirmed that existing and new wind resources are given a capacity

rating for planning purposes:

MR. BOB PETERS: ... we're now seeing on page 8 of Board Counsels'
Book of Documents the winter peak capacity supply. And on that chart
that's on the screen in front of you, we now start to see existing independent
power as a line item. Have you located that, Ms. Van Hussen?

MS. MARNIE VAN HUSSEN: / have.

MR. BOB PETERS: And that's -- included in that is existing wind?

MS. MARNIE VAN HUSSEN: That's correct.

MR. BOB PETERS: And it's being given a capacity rating in this chart for
planning purposes?

MS. MARNIE VAN HUSSEN: Yes.

MR. BOB PETERS: And likewise, we see at the top of it, new -- total new
wind is also given a capacity rating when Manitoba Hydro brings in the new
wind generation that it's talked about?

MS. MARNIE VAN HUSSEN: That's correct. [Tr: 2403 — 2405]

36 Manitoba’s Affordable Energy Plan, Section Two - Increasing our Supply of Affordable
Electricity, p. 8.
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Based on this set of facts, Hydro concluded that continuing to classify wind as 100%
Energy while Hydro counts wind for capacity in planning would undermine SLF as a
portfolio-based principle. Ms. Van Hussen explained:

MS. MARNIE VAN HUSSEN: ...the most reasonable approach for
classifying generation resources in PCOSS is to consider the generation
portfolio in its entirety. [Tr: 2118]

While Hydro’s end conclusion — that wind should be classified based on the SLF - is
equivalent to Mr. Bowman’s recommendation, the rationale arises from an entirely
different approach to cost of service model assessment.

Mr. Bowman described the two fundamentally different approaches to generation
classification, highlighting that consistency is critical to maintaining the integrity of cost
allocation:

MR. BOWMAN: There are really two (2) ways to do this and they're
philosophically different roads. One is to dive into the resource itself and
assess what it is bringing to your system... That is one (1) approach to do
Cost of Service and it's less common in Canada.

In Canada, we generally look at the second approach...

The truth is that's a system; it's meant to work as a system. And the best
way to think about how that system is designed, is that's the lowest cost
way to meet the overall load it has to meet and the measure of the load
that it has to meet, how much of that is capacity and how much of that is
energy, is the thing we call system load factor. ...

So, I'm not going to look at whether wind has some capacity or not...

I'm assuming that those were developed sensibly to meet this other thing,
which is the load, and I'm going to focus on that load as the system load
factor. And that means you don't sort of hand pick your assets out of the
generation mix. And that's what we do in Manitoba except for wind.
Somehow wind gets picked out of this mix and says, oh, well, that's a 100
percent energy. And it's offside with the overall philosophy. [Tr:3487-3490]
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Manitoba Hydro has emphasized that carving out individual generation resources for
special treatment is fundamentally inconsistent with the portfolio-based nature of the
System Load Factor approach:

MS. MARNIE VAN HUSSEN: / would argue it's more consistent with the
overall system load factor approach that's taking into consideration the
entire generation resources and our entire generation portfolio to determine
if we have enough generation and capacity. So, | think, from a consistency
perspective, it's more consistent to treat wind -- or classify when using a
system load factor than it would be to maintain a 100 percent energy. [Tr:
2260]

Using the SLF approach for wind would provide clarification and consistency for Hydro
moving forward.

MS. MARNIE VAN HUSSEN: ... Confirmation from the PUB in this
proceeding that the system load factor approach is appropriate for all
generation resources will provide certainty in future studies during a period
when Manitoba Hydro is expected to add a mix of dispatchable capacity
resources wind purchases and potentially other novel resources to meet
load growth. [Tr: 2118]

The record also indicates that facts at this time differ from the situation outlined by the
Board in Order 59/16, that “Manitoba Hydro cannot call on wind generation to meet its
winter peak demand” (page 49). The evidence in this proceeding illustrates that wind
contributes during winter peak hours. When reviewing the top winter peak hours, Mr.
Laramee confirmed that wind was present in each of the fifty (50) peak hours in 2014/15.
This further supports that wind has a non-zero role at winter peaks consistent with its
accredited capacity in planning.

MR. ANTOINE HACAULT: ...What's the wind generation column on the
right-hand side showing us with respect to each of the peak hours? (BRIEF
PAUSE)

MR. LEO LARAMEE: ...But it would be some of the wind generation being
metered on our system in those specific hours that align with the common
bus top fifty (50) peaks.
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MR. ANTOINE HACAULT: Okay. And | believe my review is that by
coincidence or not, there wasn't one (1) of the fifty (50) hours where the
wind wasn't blowing to some extent, correct?

MR. LEO LARAMEE: That is correct.

MR. ANTOINE HACAULT: And this might be oversimplifying it, but when |
look at the chart, the wind is producing often in the range of 150 to 250
megawatts, correct?

MR. LEO LARAMEE: To confirm, you said 150 to 2507

MR. ANTOINE HACAULT: Yeah.

MR. LEO LARAMEE: Approximately. Yes. | would agree. [Tr: 2550]

Finally, industry practice is aligned with the SLF approach. Mr. Bowman has cited Nova
Scotia, where they are adopting a new approach to classify all generation rate base and
OM&A by system load factor:

The latest update Mr. Bowman is aware of is in Nova Scotia, where the
utility NS Power has filed a new GRA with updated cost of service methods,
and has negotiated with customers leading to support from all major
customer groups of the methods related to generation. The approach is to
classify all generation rate base and OM&A by the system load factor.
[PUB/MIPUG I-7]

Mr. Bowman also referenced a table prepared by Elenchus for the Nova Scotia GRA,
which surveyed major Canadian utilities and their generation classification practices. The
results, shown in the table below, confirm that using a System Load Factor approach is
widely adopted across Canada:

December 18, 2025 Page 8-5



OO WN

MIPUG Final Argument
Manitoba Hydro Fiscal 2026 — 2028 General Rate Application
Issue Topic 8

Survey of Generation Classification Ratios for Major Canadian Utilities®’

System
Utility Load Assets and Depreciation OME&A
Factor
Basis
BC Hydro A 55% demand / 45% energy
SaskPower 1CP System load factor 25% demand / 75% energy
i Eight-year average system
Eight-year average system load o
Manitoba factor 39.3% demand / 60.7% | '°2d factor 39.3% demand
Hydro 1cp energy - Except wind 100% / 60.7% energy - Except
aner variable hydraulic ©O&M
9 100% energy
Hydro Quebec 1CP 35.0% demand / 65% energy
NB Power 1Cp* Peak and average methodology 50.4% energy / 49.6%
demand
Hydro and Steam is based on system load factor - overall
Nova Scotia 1CP 48.3% demand / 53.7% energy. Other generation is 100%
Power demand. Environmental & fuel conversion costs classified
100% energy.
Point Lepreau - judgement
based on analysis of various
classification methodologies Elir;d;: :Elilﬁg::;;za;ea
Maritime NJA (25% demand/75% energy). On ts. Weighted
Electric island generation is 100% “;ETZ‘W :sl?'n aT'- d ?E%r;ge
demand. Wind is 23% demand " aner !
based on capacity used for ay-
planning purposes.
L]
System load factor (45.7% S;::;rf;%ﬁrre:i? o
Newfoundland 1P demand / 54.3% energy) for for hycro asaats Othgf
Power hydro assets. Other generation yara asss 1'00%
is 100% demand. generation Is
demand.

* NB Power currently uses a 3CP but was ordered to replace the 3CP with a 1CP. NB
Power has not yet filed an updated study with this method.

The table clearly indicates that not only is Manitoba Hydro the only utility that classifies
wind to 100% energy, it is also one of the only utilities that has any unique classification
approach to wind as compared to other generation plant (the other is Maritime Electric).

37 PUB/MIPUG I-7. Survey conducted by Elenchus. Reproduced from NS Energy Board
proceeding M12451, Exhibit N-9, Appendix 12(a) page 14 of 18.
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Ms. Davies also supports applying SLF to wind and reinforces the importance of treating
all generation resources under a consistent, portfolio-based approach:

MS. MELISSA DAVIES: | have a quick response to man -- Mr. Bowman's
expert evidence. He recommends that wind be classified on the basis of
system load factor. It's currently 100 percent energy.

| do generally agree. | just do think that you shouldn't be picking and
choosing generation costs that should be incorporated into this method. |
think Hydro covered this well, but a system load factor classification
approach is representative of the entire generation system working
together to serve the load. [Tr: 2690]

Given Manitoba Hydro’s plans to add significant wind capacity, adopting SLF for wind now
is essential to maintain consistency, transparency, and adherence to cost-causation
principles going forward. This approach ensures that all generation resources are treated
under the same portfolio-based methodology, avoiding arbitrary carve-outs and providing
clarity for future planning.

Wind Displacement of Hydro Generation

In contrast to the evidence supporting SLF for wind classification, Ms. Derksen submits
that wind should remain classified as 100% Energy, or at most a fixed 20% Demand. Ms.
Derksen contends that wind lacks a cost-causation basis to a demand classification unless
wind can be shown to displace hydraulic generation at the single system-peak hour. As
she explains:

MS. KELLY DERKSEN: ...one way to look at that is, if you are able to put wind in
and displace a certain amount of peak capability of your hydraulic system, you may
be able to make a case that there is some peak -- some demand component to
wind. [Tr: 3420]

She also suggests that SLF would be a change “for simplicity,” which she argues belongs
to rate design rather than cost allocation.

MS. KELLY DERKSEN: So, in my view, forcing wind into a system load
factor classification would materially mistake cost/causation and would
convert a policy preference of simplicity into cost allocation methodology,
which the Board has clearly found to be inappropriate. [Tr: 3346]
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Ms. Derksen’s premise that wind must “displace” hydraulic generation is curious in that no
other generation resource is assessed based on its function in displacing any other supply.
There is no cost of service analysis as to whether Keeyask displaced Limestone, for
example. In addition, it is not clear what hydraulic “displacement” would even consist of.
Hydraulic generation is dispatched when the water is available, and if the power is not
needed for domestic loads, the power is exported — it is never displaced (except possibly
in the event it was spilled, which is a poor test of value since it involves causing the waste
of one generation resource for another). The concept of displacement is not referenced to
any cost-of-service literature or approved methods, and a search for the terms “displace”
or “displacement” indicates the concept is not used in Board Order 164/16 which set out
the principles for modelling Hydro’s cost of service.

SLF is the PUB’s Cost-Causal Method for Generation

Order 164/16 confirmed that SLF reflects cost-causation at the system level because it
considers factors resource planners use to meet both winter peak and dependable energy.
SLF was adopted precisely to avoid resource-specific dispatch proofs and to classify costs
based on the integrated portfolio, not guaranteed performance of any single resource at
the peak hour [Order 164/16, pp. 47—49]. Specifically:

The reason for classifying Generation costs as both Demand and Energy
is that Manitoba Hydro plans for and invests in assets to satisfy both peak
demand and the energy requirements of Manitobans that must be met
during drought conditions, when hydraulic generation is limited.

To determine the split between Demand and Energy classified costs, the
Board directs the use of the system load factor as it is straightforward, is
generally accepted in the industry, and has a clear basis in cost causation
[Order 164/16, page 8]

Hydro reaffirmed this principle in oral evidence:

MS. MARNIE VAN HUSSEN: ... our approach to the generation portfolio is meant
to be sort of fairly simple and straightforward in that it looks at system load factor
to do that classification. So, it's not looking at each of the capacity factors for any
of the individual resources. It's looking at the entire portfolio and its ability to meet
our generation and -- or our energy and capacity needs. ... So, if you think of our
Curtailable Rates Program, it does not provide an energy portion. Yet we use
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system load factor to classify it. Similar to Efficiency Manitoba programs, they don't
all have the same ability or capacity factor to provide sort of that instantaneous
demand. So, our entire approach is based on a portfolio. So, to segregate wind,
it's not that we're saying that, you know, wind might always be there on the peak.
It's just saying that consistent with how we're treating all the other resources and
that we're not seeking a specific minimum capacity factor from any of the other
resources, we don't need to for wind either. [Tr: 2493 — 2494]

A Fixed 20% Demand Share is Arbitrary

Assigning wind a static 20% demand classification is not a principled solution—it confuses
planning assumptions with cost allocation and undermines the philosophy behind
Manitoba Hydro’s approved methodology. As Mr. Bowman explained when asked whether
a 20% demand carve-out could replace SLF:

MR. SVEN HOMBACH: If the Board were not prepared to go with your
recommendation to classify wind based on the system load factor, would it
be a solution to just classify it as 20 percent demand, which is the amount
of credited capacity?

MR. PATRICK BOWMAN: [ think it mixes apples and oranges in the
philosophy of the study. | think it definitely opens the door to questioning
whether, for example, the Brandon turbine should be 100 percent capacity
because they're really focused on dispatchability at peak and the new
turbines being installed. | think it starts to -- it's a quilt that can unravel very
quickly, if one starts to sort of pick at their favorite resource and think about
the way to chip away at it. [Tr: 3644 — 3645]

Freezing wind at 20% Demand mistakes a planning accreditation for a classification
principle and would lock in a resource-specific carve-out. Manitoba Hydro confirmed that
the 20% accreditation is not fixed:

MR. BOB PETERS: All right. So, you're showing 20 percent of the
nameplate capacity is now being considered for planning purposes as a
capacity resource.

MS. MARNIE VAN HUSSEN: Correct.

MR. BOB PETERS: Is that a permanent change by Manitoba Hydro?
(BRIEF PAUSE)
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MS. MARNIE VAN HUSSEN: We're continuously looking at our resource
portfolio planning assumptions. So right now, it's 20 percent. Whether that
means it would be 20 percent for every year going forward, | can't say that,
but to the extent right now that we're looking at it and continuing to refine
our resource adequacy analysis, | expect that there will be a capacity factor
related to wind. [Tr: 2261 - 2262]

By contrast, SLF is portfolio-based and self-correcting. It automatically reflects changes in
the system’s load factor and resource mix without requiring piecemeal adjustments or re-
litigation. This ensures consistency, transparency, and adherence to cost-causation
principles.
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ISSUE TOPIC 9: PCOSS: Methodology for Coincident Peak Allocators

ISSUE:

Should Manitoba Hydro adopt its new synthetic load research methodology and
Top-50-hour averaging over 5 years for PCOSS coincident peak (CP) allocators,
or adopt a refined approach based on fewer peak hours (e.g., Top-10) and the
principles of the previous methodology based on actual measured peaks?

MIPUG RECOMMENDATIONS:

Do not use Manitoba Hydro’s new proposed load research method for developing
PCOSS CP allocators in the future. Instead:
a) Base CP allocators on fewer, more acute peak hours (Top 10), rather than
50 hours. Use of 5-8 years of data in determining the peak values remains
reasonable.
b) Use the previous load research approach (actual measured data and top-
hour analysis) for PCOSS purposes

BACKGROUND AND POINTS IN SUPPORT

Planning and Cost-Causation

Manitoba Hydro plans and builds the bulk power system to meet the highest expected
winter peak plus reserve margins, not some average of many high and near-peak hours.
In order to forecast that peak for prospective analysis in the Prospective Cost of Service
Study (“PCOSS”) Hydro uses a method based on retrospective analysis of past peaks,
and incorporates these load variables based on past actuals into the PCOSS, for
allocation purposes.

Coincident peak (CP) allocators should reflect capacity cost causation at peak, because
peak conditions drive investment. As Mr. Bowman testified:

MR. PATRICK BOWMAN: ... What is driving the investment? If you saw
those [Bipole] graphs, if you see the planning tables, it's -- we base it off of
the highest peak. And that measure is what's causing investment. And it's
the best metric for considering which classes contribute to that. So, what
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we're left with is thinking about how do we forecast and implement a
measure of measuring each class's contribution to this extreme condition.
[Tr: 3515]

Similarly, as noted by Hydro’s Load Research witness, Mr. Laramee:

MR. ANTOINE HACAULT: Okay. And | think that the last point that you're
making is important. You aren't going in a forward looking position to just
meet what you expect to be the average needs. You forward plan to be
able to meet the peak needs, correct?

MR. LEO LARAMEE: That is correct.

MR. ANTOINE HACAULT: And putting the question a different way, you
don't -- Manitoba Hydro doesn't design and build generation and
transmission to meet the lower values that we will see pretty soon in the
fifty (60) coincident peak method, correct?

MR. LEO LARAMEE: That is correct. [Tr: 2534 — 2535]

In short, in meeting the basic purpose of the PCOSS allocation process, the cost causation
of investment in peaking demand resources is not driven by the 50" highest peak.

In Order 101/23, the PUB permitted Hydro’s continued use of 50 hours for the purposes
of smoothing variation, especially for the Area & Roadway Lighting. Manitoba Hydro
indicated that it was “open to reevaluating this matter in the future.” [Order 101/23, s.
14.2.1]. The Board concluded that addressing the issue at that time was “premature given
the lack of updated load research data in this proceeding.” [Order 101/23, page 168]. In
this proceeding, the new load research is now available, so it is appropriate to consider
the best allocator of costs driven by CP demand.

Stability Without Bias

The evidence in this proceeding indicates that there are multiple ways to estimate load
characteristics for the purposes of prospectively determining the CP allocator. Manitoba
Hydro’s intent is to estimate the highest peak in a future year, using data from past years.
Hydro indicates various characteristics it considers in developing its method, one of which
is reducing volatility [Tr: 2179] and drastic year-over-year changes [Rebuttal Evidence,
Volume 4, page 37].

December 18, 2025 Page 9-2



0O N O OB~ WN -

N NDNDNDNDNDNDNDNDNDNDNDDN=22D 2 A O A a A A A
© 00 NO UG A WN -0 O©0C O ~NOO P~ WOWODN -~ OO

MIPUG Final Argument
Manitoba Hydro Fiscal 2026 — 2028 General Rate Application
Issue Topic 9

In their Final Argument, Manitoba Hydro argues that narrowing to Top 10 hours increases
volatility [Final Argument, Volume 4, page 21-22], citing a table that Hydro provides as
Figure 4.2. That Figure 4.2 compares ranges of class demand using various combinations
of top hours, from Top 50 down to Top 10 over a pooled given-year dataset. Hydro
concludes that reducing hours per year would raise year to year volatility. Manitoba Hydro
states that:

The table highlights that the volatility within each rate class does not
diminish significantly from 50 peak hours down to 10 peak hours ... given
that the range is still significant if only the Top 10 hours are considered, the
reduction in the number of hours used to determine the average peak
contribution will lead to higher volatility in peak contribution by class from
year to year. [Exhibit MH-47-4, p 23]

This appears to be an incorrect conclusion from the analysis provided in Figure 4.2, which
is replicated below. Figure 4.2 measures the range of class values across all five years of
load research data. It does not measure year-to-year swings, or mean that year-to-year
variations are greater under Top 10 than under the Top 50. In fact, pooling multiple years
of data would serve to flatten differences between years, making these metrics irrelevant
to the question of allocator stability across cost of service studies.

Instead, Figure 4.2 appears to indicate that when the Top 50 peaks are used, the range
(from the true) peak to lowest (50" hour) values are much larger than when only the Top
10 are used. This is precisely the criticism of the approach outlined below from Mr.
Bowman — that the Top 50 hours metric incorporates too many non-peak hours where the
load is increasingly far from the demand levels that are driving costs (the purpose of the
allocator in PCOSS).
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Manitoba Hydro’s Figure 4.2: Class Peak Variation Comparison3?

Residential | GSSND | GSSD | GSM | GSL 750 to 30 | GSL 30to 100 | GSL>100
Top 50 | Range (MW) 546 120 129 182 81 106 163
Top 50 | Range Contribution | 41% 9% 10% 14% | 6% 8% 12%
Top 40 | Range (MW) 542 103 127 176 81 106 163
Top 40 | Range Contribution | 42% 8% 10% 14% | 6% 8% 13%
Top 30 | Range (MW) 473 97 115 163 78 106 155
Top 30 | Range Contribution | 40% 8% 10% 14% | 7% 9% 13%
Top 20 | Range (MW) 450 94 115 148 61 102 155
Top 20 | Range Contribution | 40% 8% 10% 13% | 5% 9% 14%
Top 10 | Range (MW) 430 88 112 132 43 83 151
Top 10 | Range Contribution | 41% 8% 11% 13% | 4% 8% 15%

Adding hours within each year does not reduce year-to-year volatility. It does, however,
add bias by pulling in lower, near-peak hours. Whether you use Top 10 or Top 50, the
peak hours in Year 1 to Year 5 can still differ significantly. The correct way to address year
to year volatility is multi-year averaging of the same acute-peak metric, not broadening the

window of hours measured within each year.

As Mr. Bowman explained, the fundamental output of the Load Research with respect to
PCOSS is to generate a Coincident Peak Load Factor (“CPLF”). With reference to the
data showing the Residential Class CPLF at slide 38 of Exhibit MIPUG-20, Mr. Bowman
indicated:

MR. PATRICK BOWMAN: ... And the Hydro contention is that going to fifty
(50) hours adds stability to the measure because you can run into different

conditions and unusual conditions.

And what I'm finding by just even a visual assessment of this is year to year
is where you see a lot of difference. And so, averaging across years, for
example, across the five (5) years, contributes to the stability and not

picking up anomalous results.

38 Manitoba Hydro Written Final Argument, Volume 4, Figure 4.2.
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But adding in hours as you go from five (5) to ten (10) to fifteen (15) and
further out, you're not adding to stability, you're just adding to an upward
slope to the line. You're adding to causing that load factor to be reported
as higher than it is based on the highest hours actually achieved.

So, you know, if you want to achieve stability, sure, don't use one (1) hour.
You know, maybe use five (5), maybe use ten (10). You go beyond ten
(10), and all you're doing is putting in an upward bias. You're not adding
stability. There's no additional stability further out. But, yes, use multiple
years because that way it lets you pull into different load factors and
different features of the weather. [Tr: 3522 — 3523]

The figure being referenced in the above excerpt is as follows (slide 38 of Exhibit MIPUG-
20):

Residential CP Load Factor, by year and 5-year average
55%

53%

M

o
ey
=S

CP Load Factor
B
Q
X

47%

45%
0 5 10 15 20 25 30 35 40 45 50
Hours included in average

—-18/19 —-19/20 —+-20/21 -=-21/22 --22/23 e==Average

The above figure clearly indicates that adding in 5 years of data (the multiple lines)
incorporates multiple different conditions (weather, pandemic, etc.). Further, adding in
more hours per year (moving from left to right) adds stability to the average as shown in
the black line, but only up to about 5-10 hours per year. Beyond 10 hours per year, adding
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in more hours does not add to stability or reduce volatility (the line is basically smooth past
10 hours), it just adds bias in the form of a notable upward slope.

Evidence of Allocator Differences

A comparison of PCOSS26 using Top 50 vs. Top 10 hours using the new approach is
shown in the table below. Hydro has not produced a version of the PCOSS using Top 50
or Top 10 hours using the old approach.

The table below illustrates that the more focused set of hours produces small but notable
RCC differences - precisely because the key load changes near the peak matter for
capacity cost sharing.

PCOSS26 Top 50 vs Top 103940

Customer Class PCOSS26 (Top 50) | PCOSS26 (Top 10)
Residential 96.9% 96.8%

General Service Small Non-Demand 108.0% 107.8%

General Service Small Demand 96.0% 95.4%

General Service Medium 97.8% 97.5%

General Service Large 750V-30kV 100.9% 100.3%

General Service Large 30-100kV 110.4% 112.3%

General Service Large >100kV 110.6% 111.6%

Area & Roadway Lighting 104.2% 104.6%

These deltas demonstrate that hour windows do make a difference: acute-peak selection
preserves the cost-causal signal while avoiding dilution from lower near-peak hours. It is
not a given, however, that these change are an accurate comparison directionally or in
magnitude with respect to the MIPUG recommendation, as they both involve the inherent
issues with use of synthesized data for a feature that is best modelled using observable
actuals.

39 Figure 7.2, Tab 7 — Cost of Service, Proposed Rates & Customer Impacts.
40 MIPUG/MH [-41a
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Volatility Should Be Included

Hydro’s defense of Top 50 rests on minimizing volatility as an end in itself. Mr. Bowman
emphasized that volatility is important to measure in as far as it is driving the peak, and
the investment in demand resources. As Mr. Bowman explains:

MR. PATRICK BOWMAN: ... And | wanted to highlight that the -- in
principle, we're not trying to get an average or a washed-out value. We're
not trying to avoid volatility. If volatility is driving the peak, or extreme
conditions are driving the peak, Manitoba Hydro's planning department is
spending time thinking about how it meets volatility and those extreme
conditions. It's not ignoring them. It's not trying to meet an average winter
peak with the Bipole condition. It's trying to meet the highest peak, plus
some. So, we're trying in Cost of Service, if we want to focus on cost
causation as this Board confirmed, we want to embrace the idea of that
highest peak or that volatility just as much as the people in the planning
department. [Tr: 3515 - 3516]

Multi-year averaging of Top 5 to Top 10 hours achieves stability without bias and reflects
the true design-day drivers of capacity costs.

NARUC Guidance

The NARUC Cost Allocation Manual provides flexibility in selecting coincident peak hours
but emphasizes that the choice must reflect the utility’s annual load shape and system
planning considerations. Manitoba Hydro cites NARUC's allowance for multiple CP hours
or all hours within 5-10% of peak, but this is only one option among several methods
listed. The Manual’'s overarching principle is clear:

The variations in the methods are generally around the number of system
peak hours analyzed, which in turn depends on the utility’s annual load
shape and on system planning considerations. [MIPUG-18, p. 41]

For Manitoba Hydro’s winter-peaking system, the design-day driver is the acute winter
peak, not a broad band of near-peak hours.

A narrow window of Top-5 to Top-10 hours, averaged across multiple years, aligns with
NARUC’s principle by reflecting the conditions that actually govern capacity planning.
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Expanding to 50 hours introduces bias and undermines cost-causation integrity, contrary
to the Manual’s intent.

Transparency, Testability, and Practicality

Under the previous load research approach, Hydro identified the actual top hours at the
common bus, quantified each class’s contribution from interval data (with sampling as
needed), and averaged results across multiple years. This approach was transparent,
replicable, and intuitive. By contrast, the new synthetic method pre-processes the raw data
in a way that makes it hard to audit class-level drivers. As Ms. Davies testified:

MS. MELISSA DAVIES: ... Just going to say, in general, that Hydro's, at a
high level, Manitoba Hydro's proposed load research methodology, lacks
transparency compared to previous approaches. In my review, | tried to
compare what was happening on a customer-class basis as a result of the
methodology change, and | couldn't. You -- ‘cause you can't get into that
level of detail because Hydro is now creating a synthetic load shape by its
use of ranking and averaging and reshaping a 5 years worth of data. [Tr:
2688]

Mr. Bowman indicated the same concern in noting that reverting to the old methodology
(using the Top 10 peaks, and 5-8 years of data), would improve transparency, and be
easy to implement:

MR. BOWMAN: ... I'm reasonably certain that if someone is doing the
detailed study, they could produce this type of analysis with less than an
afternoon on an Excel spreadsheet. It's not -- the nice part about using the
actual type of analysis is it's really not that complicated and it's quite
transparent. [Tr: 3687]

For these reasons, reversion to the previous method improves transparency and
testability, without adding material new work for Hydro, nor an impractical analytical
process.

Preserve Actual Peak Hours

The synthetic method is time-dependent - it groups hours by season and
weekday/weekend, then ranks demand values for each hour of the day within each year
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and averages across years (followed by re-sorting the data based on weather). This
assumes peaks occur in a consistent clock window (e.g., late afternoon/evening), which
can dilute or exclude extreme peaks that occur at unusual hours. Mr. Dyck explained the
key difference:

MR. JOSHUA DYCK: ... The data is grouped by season and by weekday
versus weekend. Then for each hour of the day, such as 8:00 a.m., demand
values are ranked within each year from highest to lowest and then
averaged across years. And | want to pause on this step for a moment ...
because this is a key difference between the old method and the new
method. This step assumes that system peaks occur within a consistent
set of hours. If an actual peak occurs during what's considered a non-peak
hour, it may be diluted or even excluded from the resulting CP and NCP
load factors. [Tr: 3526]

In extreme events (e.g., 11:00 a.m. peak during a cold snap), averaging that hour across
years against other 11:00 am loads pushes down the extreme value with lower values
from other years. Worse, if the hour slot during a less-common peaking hour (e.g. 7:00
p.m.) the actual peak hour may not be counted at all - losing the design-day signal.

This weakness is not inherent in the previous approach.
Area and Roadway Lighting (Streetlights)

One criticism of Hydro in regard to use of less than 50 peaks is the potential to miss the
contribution to peak of Streetlights. [Exhibit MH-47-4, page 23]

Streetlights are a small demand allocator (~$3.6 M on ~$2 B domestic revenue) and
should not drive a system-wide 50-hour averaging rule that mutes the peak signal. [Tr:
3522 — 3523]

Further, if Streetlights are indeed not captured frequently in the Top 10 hours, then the
demand allocation to these classes should reflect that they are, for all practical purposes,
an off-peak load and merit only a small demand cost allocation. This is consistent with the
NARUC manual guidance, as follows:

Peak demand methods do not allocate production plant costs to classes
whose usage occurs outside peak hours ... [Exhibit MIPUG-18, page 41]
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Single-Year vs Multi-Year

Ms. Davies opined that only a single year of data should be applied, to avoid complexity
and maintain consistency. Ms. Davies indicates that multi-year averaging is unnecessary
and that using one year better reflects current conditions. [Tr: 2689 - 2690]

However, year-to-year variation in actual peak timing and magnitude, and in class
contributions, is a characteristic inherent in the past data. It is a relevant input
consideration when using past data to develop prospective (future) expected load
characteristics.

Relying on one year amplifies volatility and risks, by basing allocators on potentially
anomalous conditions. As Mr. Bowman testified:

MR BOWMAN: And what I'm finding by just even a visual assessment of
this is year to year is where you see a lot of difference. And so, averaging
across years, for example, across the five (5) years, contributes to the
stability and not picking up anomalous results. [Tr: 3522]

Multi-year averaging of Top-5 to Top-10 acute peak hours provides the correct mechanism
for converting past data into projections of the future, much like with inputs such as water
flows in the financial forecast. This method captures diverse conditions across multiple
years, while still preserving the acute peak signal that drives capacity costs and occurs in
each year.

Risk of Missing Relevant Peak Conditions

Manitoba Hydro argues that narrowing to Top-10 might miss hours or relationships slightly
outside the narrow window and that some planning hours (7—11 PM) begin to “fall off.” [Tr:
2249]

This is an inappropriate and misleading way to assess the actual data. The data already
indicates which hours matter — that is the basic purpose of first confirming the top hours
at the Common Bus. It is then appropriate to follow the data. Broadening the window to
capture “possible” hours of peak (which were not in fact hours of peak) mutes the peak
signal:

MR. PATRICK BOWMAN: ... So, the idea that you want to mute your signal
S0 you can add in more noise just so you can capture something that's not
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actually the cost driver is actually the antithesis of what you're trying to do
with cost causation. [Tr: 3673]

Hydro’s concern fundamentally arises because its newly proposed load research method
relies on hour-of-day averaging across years. Under the previous actual measured-data
approach, actual peak timestamps are preserved and averaged across years; there is no
need to add 40 extra hours to recover diluted signals.

Limited Number of Days

Manitoba Hydro introduced a new figure in its final argument [MH-47-4, Figure 4.2]
expressing concern that narrowing the window to Top-10 hours would reduce the number
of distinct days represented compared to Top-50. [MH-47-4, page 25] Hydro suggests this
could omit diversity in conditions under which peaks occur, implying that Top-50 better
captures usage patterns across multiple days.

This is a new issue that was not previously raised by Hydro. MIPUG acknowledges that
this could be a valid concern if the input data were limited to one year. For example, an
extreme cold weather event could drive unprecedent peaks on a weekend, which is
atypical (indeed this occurred in eastern Canada few year ago).

However, as shown in evidence by Mr. Bowman, volatility is effectively addressed by multi-
year averaging (5 to 10 acute peak hours per year), not by adding more hours within each
year.

If indeed Hydro experiences 5-8 years of extreme peaks on weekends, then this result in
no longer anomalous — again, follow the data. In that case, the actual recorded peaks will
accurately provide a load profile that can be incorporated into the prospective PCOSS.

Sustained Winter Use

Ms. Derksen [Tr: 3349] argued that sustained winter cold snaps justify a broader CP
window because demand causation depends on magnitude and duration.

Mr. Bowman addressed this matter in his direct examination. Sustained winter use is
fundamentally an energy phenomenon (kWh). If broad and sustained winter energy use
matters more for driving system costs than summer, address it via energy allocators
(potentially winter-weighted). CP allocators should reflect the peak hour - the distinct driver
of capacity costs. As Mr. Bowman noted:
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MR. PATRICK BOWMAN: ...use over the course of a winter is an energy measure
.... If we want to focus on winter being a tougher season to serve than summer,
then there are methods to deal with that. And it would involve using an energy
allocator that is time differentiated ... but it doesn't change or inform the fact that
that key peak hour is its own driver different than this broad use all winter. (Dec.
10 Transcript, p 3661)

Mr. Laramee confirmed the system is planned to meet peak needs, not the lower values
captured by a broad 50-hour average.*!

41 Mr. Laramee, Dec. 2 Tr. pp. 2534-2535
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ISSUE TOPIC 10: PCOSS: Classification of Poles, Wires, and Transformers

ISSUE:

Should Manitoba Hydro continue to classify distribution poles, wires, and
transformers as 100% demand-related, or revert to a split classification that
recognizes both demand and customer components?

MIPUG RECOMMENDATIONS:

a) Approve revised classification of distribution poles, wires, and transformers
from demand-only to 60/40 demand-customer.

b) Direct Manitoba Hydro to review and update the 70/30 primary-secondary
classification, which has not been revisited since 1991.

BACKGROUND AND POINTS IN SUPPORT
Revising Classification from Demand-Only to 60/40 Demand-Customer

In its 2015 Cost of Service Methodology Review, the PUB directed Manitoba Hydro to
classify distribution poles and wires as 100% demand-related, replacing the previous
60/40 demand-customer split. The Board stated:

... This reflects cost causation as the sizing of poles and wires is based on demand.
Manitoba Hydro’s approach of a 60% Demand and 40% Customer classification
split is based on an arbitrary assumption that the number of customers influences
the cost of poles and wires. The Board does not find sufficient evidence in the
proceeding to support this assumption. ... Their geography determines part of the
costs (along with the total demand) but in most cases the poles and wires costs
are completely independent of the number of customers. In addition, industry
practice in this area is inconsistent. [Order 164/16, page 72]

Ms. Davies brought new evidence to this proceeding, testifying that continuing to classify
poles, wires, and transformers as 100% demand results in weak cost causality*? and is

42 GSS-GSM-05, M. Davies Evidence, p. 30
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inconsistent with both NARUC guidance*® and Canadian norms*. NARUC explicitly states
that distribution plant should be classified into demand- and customer-related
components, recognizing that a minimum level of infrastructure is required to serve each
customer regardless of demand.

Ms. Davies based her analysis on her experience and knowledge of other jurisdictions,
Hydro’s historical record, and the Centra Gas decision, which reaffirmed the importance
of cost-causation principles in classification.*®

To validate this, Ms. Davies conducted a jurisdictional scan of Canadian utilities and found
that Manitoba Hydro is an outlier - it is the only utility among those reviewed that classifies
both poles/wires and transformers as 100% demand. All other Canadian utilities apply a
split classification:

Distribution Classification - Canadian Jurisdiction Comparison?¢

Distribution Plant Classification Split (Demand- Methodology
Customer)

BC Hydro Transformers 50-50; Professional Judgement (interim basis)
Primary Poles & Wires 100% demand;
Secondary 50-50

Nova Scotia Power Poles & Fixtures 26-74; Professional Judgement
Customer Wires 53-47;
Transformers 100% demand

Ontario Energy Poles & Conductors 40-60; Generic Minimum System approach
Board Line Transformers 40-60 For low density utilities of <30 customers/km (i.e. MB Hydro category).Customer
weighting increase as density decreases

Newfoundland Conductors, Poles, Fixtures 63-37 Minimum System Study for Conductors, Poles, Fixtures; Zero Intercept for
Power Transformers 72-28 Transformers
FortisBC (Electric) Poles, Towers, Fixtures 14-86; Minimum System with PLCC

Conductors & Devices 29-71
Transformers 57-43

SaskPower Primary Lines 70-30; Minimum System with PLCC
Transformers 65-35
Maritime Electric Lines 50-50; Historical approach
(PEI) Transformers 60-40
NB Power Poles, Fixtures, Conductors, Op. Equipment 50-50; Judgement/Internal Estimate
Transformers 75-25 2025-12-03 23

43 GSS-GSM-05, M. Davies Evidence, p. 30

44 GSS-GSM-05, M. Davies Evidence, p. 33-35

45 Dec. 3 Transcript, p. 2759-2760

46 GSS-GSM-14, M. Davies — Direct Evidence Presentation, Slide 23.
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Ms. Davies emphasized:

MS. MELISSA DAVIES: So, there's not one utility here that has a 100 percent
demand classification for the entirety of its poles and wires and for its transformers,
other than Manitoba Hydro, at present. [Tr: 2686]

Further, Ms. Davies clarified in GSS-GSM Ex. 15, undertaking 43, that BC Hydro classifies
all poles and wires on the distribution system operating at less than 750 volts as 50%
demand related and 50% customer related. This was provided in response to cross-
examination on the issue of how BC Hydro classified poles and wires in the different parts
of its distribution system. This clarification was provided in the context of higher voltage
assets between 750 volts and 60 kV being classified as 100% demand. The relevant
metric to consider for Manitoba is the portion of the system of BC Hydro operating at less
than 750 volts.

She further explained that Manitoba Hydro’s low customer density supports a higher
customer-related component, and that a 60/40 demand/customer split would be in line
with other jurisdictions:

MS. MELISSA DAVIES: ... the Ontario Energy Board has guidelines that it
provides to its -- the distribution utilities that regulates on this topic. ... For low
density system, like Manitoba Hydro's, which has well under thirty (30) customers
per kilometer, its recommendation would be 40 percent to demand, 60 percent to
customer. It's quite a high customer-related weighting. Of this list, the two (2) that
are most relevant to Manitoba Hydro on the basis of density is SaskPower, which
is three (3) customers and Maritime Electric was -- which is thirteen (13). So, they
both kind of sandwich. And from that perspective, Hydro's historic split of 60
demand and 40 percent customer, falls right in between the two (2). [Tr: 2686]

This new evidence from the Ontario Energy Board provides a different perspective on the
conclusion of the Board in Order 164/16 in respect of the statement that: “...geography
determines part of the costs (along with the total demand) but in most cases the poles and
wires costs are completely independent of the number of customers” [Order 164/16, page
72]. The basic premise of the Ontario Energy Board methodology is that for low-density
utilities, like Manitoba Hydro, the cost of poles are wires are not “completely independent”
of the number of customers. The cost of poles and wires is in fact often driven by the
number of customers as the lower density of geographic spread does not generally permit
dense agglomerations of customers where little distribution infrastructure is needed to add
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each new customer. In a high-density system, there would already be distribution
infrastructure in place adjacent to any new customer addition, so it is just their peak
demand that would drive added distribution investment. But in a low-density system, the
tendency would place more emphasis on the cost driver linked to customer numbers,
because relatively fewer new customers would be adjacent to already developed
distribution assets. This is why the Ontario Energy Board considers 60% of costs to be
customer-related. Note that no party appears to be recommending the full 60% customer
treatment that the Ontario Energy Board approach would yield.

Manitoba Hydro agrees with this basic relationship, and believes that using that historic
60 Demand/40 Customer split is appropriate:

MR. BOB PETERS: And would Manitoba Hydro be opposed to a change in the
current classification of poles and wires?

MS. MARNIE VAN HUSSEN: We would not and back in the 2015 Cost of Service
Methodology review, that was Manitoba Hydro's position, was that a 60/40 split
remains appropriate at that time.

MR. BOB PETERS: And that 60/40 split remains appropriate to this day?

MS. MARNIE VAN HUSSEN: They -- we don't have any -- we think it is reasonable
to have a customer component for poles and wires. We don't have a better
estimate than our existing 60/40 that we have used. | have been advised since
1991, or had been used since 1991. [Tr: 2286 - 2287]

Mr. Bowman also supports the position:

MR. PATRICK BOWMAN: ... And | say entirely appropriately in her evidence is
the distribution poles and wires. This affects one (1) of the three (3) industrial costs
to customers. The General Service Large, zero (0) to thirty (30) kV, and I think -- |
didn't spend too -- intend to spend a lot of time on it, but the Hydro suggestion to
use the previous approach of 60 percent demand and 40 percent customer is
reasonable to me. It's certainly more consistent with the way most utilities in
Canada are doing this, and | would support that recommendation. [Tr: 3492-3493]

Under the current method, 97% of distribution plant costs are allocated to demand,
causing disproportionate impacts on larger customers.*” For example, GSM customers

47 GSS-GSM-05, M. Davies Evidence, p. 31
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pay approximately 64 times more per customer than residential customers for poles and
wires costs.*® This misalignment undermines fairness and transparency.

Reviewing the 70/30 Primary-Secondary Split

Mr. Friesen testified that the 70/30 primary-secondary classification for poles and wires
has not been updated since 1991, nearly 35 years ago, and should be reviewed alongside
the demand/customer split. He noted:

MR. DALE FRIESEN: ... It is my recommendation that the Board also issue a
directive instructing Manitoba Hydro to review the current 70:30 primary-secondary
classification of poles and wire costs which have not been updated since 1991.
Both are important precursors to a more fulsome review of strata-specific
considerations for distribution unit costs. [Tr: 3764]

Mr. Friesen explained that while substations and transformers generally support a
demand-based classification, primary and secondary poles and wires may have different
cost drivers. He highlighted that feeder design and customer load mix influence how many
customers can be served, creating a relationship that supports a customer component:

MR. DALE FRIESEN: ... If you have a lot of really big customers, that feeder will
not be able to serve as many customers as if you have a lot of small customers.
So that relationship supports the rationale for 60:40 classification that GSS/GSM
proposed... The 70:30 classification of primary and secondary costs raises the
question of whether 70:30 is right, or is it 80:20 or 60:40? These are live issues
that the Board should address. [Tr: 3766 — 3767]

Mr. Friesen concluded that reviewing the 70/30 split between primary and secondary
classification is necessary to ensure fairness and accuracy in cost allocation, particularly
for GSL subclasses where homogeneity is lacking.

OPPOSING VIEWS AND RESPONSES

In contrast to the above evidence regarding the appropriateness of the 60% Demand:40%
Customer split, Ms. Derksen argues that Manitoba Hydro’s current methodology remains
appropriate, stating:

48 GSS-GSM-05, M. Davies Evidence, p. 31
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MS. KELLY DERKSEN: ... The conclusion is what the Board found to be true in
2016 and, that is, the methodology with respect to the classification of poles, wires
and transformers continues to be mixed. There is not, you know, a single similar
treatment across the jurisdictions. So, in my view, Manitoba Hydro's current
methodology remains appropriate. It is supported by literature. It is supported by
practice in other jurisdictions. And, once again, I'll suggest that it is an
overstatement to conclude Manitoba Hydro is an outlier. ... | think that this is
appropriately dealt with in the context of a holistic Cost of Service methodology
review rather than on a piecemeal basis. [Tr: 3351 - 3352]

While it is acknowledged that practices vary, Ms. Davies’ jurisdictional scan shows that
every Canadian utility reviewed applies a split classification - Manitoba Hydro is the only
one using 100% demand for both poles/wires and transformers. This makes Manitoba
Hydro an outlier among Canadian peers, particularly given its low customer density, which
supports a higher customer-related component under Ontario Energy Board guidelines
and similar peer utilities. Deferring this issue to a future review perpetuates an approach
that is widely recognized as outdated and unfair.
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