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Tuesday, July 25, 2023
--- On commencing at 9:30 a.m.


MR. MORAN: Good morning, we are ready to continue.  Mr. Quinn, I think you are ready to present your evidence on behalf of FRPO?

Preliminary Matters:


MR. QUINN:  Yes, Commissioner Moran.  Good morning.  I would be happy to do that in a moment, sir, but I do have a preliminary matter that arose last night and through an exchange of e-mails with Mr. Stevens this morning.  Unfortunately, both Mr. Stevens and I had copied Mr. Millar, but Mr. Richler was not copied.  I just forwarded him the e-mail.  If I may present the issue just in terms of clarification of the transcript and the undertaking, sir?


MR. MORAN:  Yes.  Please go ahead.


MR. QUINN:  Okay.  If we could turn up the transcript that I have used -- well, I am looking at the most recent one from this morning, but I think it's exactly the same as the one from last night.  If we could go to the undertaking list, please.  Sorry, Ms. Monforton, are you able to -- thank you.  It's on the second page of the undertakings, undertaking 7.7.


Two matters in this.  The first is somewhat administrative, but, in the course of dialogue with the witness panel yesterday, we had some discussion about the length of contract that Enbridge Gas Supply bid into the open season, and it was great that it was added and caught, but it was put under undertaking 7.7.  In our view, the appropriate place would be in conjunction with undertaking 7.4, because the witness panel had indicated that they could not release this information publicly until 4:00 p.m. on July 25, and that is when they would release the information.  That is just a relatively small administrative change that I am hoping we can get resolved.


More importantly, through the course of the dialogue I had with the witness panel last night -- or, sorry, yesterday afternoon -- I was trying to get an understanding of other changes that appear in line 4 of FRPO 169.  In the process of trying to get clarity, I offered to provide an interrogatory response from a previous proceeding that would assist the company in seeing the difference that I was concerned about trying to discern these other changes.  So I forwarded -- I went to that interrogatory, which was FRPO 5 from -- thank you, EB-2022-0133, and there was an attachment to the interrogatory response.  It is not important for the detail, but, if you could just scroll down, Ms. Monforton.  Down to the attachment, please; sorry.


This was the view of the schematic that was created, and has been created, about the last five years we requested it.  And it tends to breakdown the design day demands from supply, and the supply being the capability of the pipe and the compressor stations together.  I thought that would add clarity, so I pulled that interrogatory, but remembered that SEC and ourselves had asked for this similar interrogatory in this proceeding, and it is found at SEC 150.  And, again, there is no need to turn it up unless you have it ready -- thank you.


This is a different format for a schematic, and there are no issues we have with that.  The same type of information is there, but the numbers in terms of the demand and supply are different for the same winter.  And my concern is, when I reconciled that to FRPO 169 -- the interrogatory response that we were given last year reconciles with the numbers for FRPO 169, but, when I try to reconcile these numbers, they are different for the both the demand and supply.


So I had asked Mr. Stevens if he would be willing to undertake, you know, explaining why there is that difference as part of the undertaking.  And a second part of that, which I understand is debatable, but we had asked the panel about who would have the risk on other changes, and Mr. Stevens -- I don't want speak for him; I will allow him to speak -- but sees it as outside the scope because of the settlement agreement.  But I'm talking about the risk in the prior IRM period in the establishment of what could be a base rate change starting in 2019, so I don't see that as an issue that has either been in a settlement agreement or part of cost allocation rate-making for this proceeding.  We are trying to establish, throughout the course of the dialogue yesterday, the starting point as if the company had rebased for 2019.


So those are my initial submissions.  And I understand Mr. Stevens doesn't see it the same, so I trust, Commissioner, that you would like to hear from him.


MR. MORAN:  Thank you Mr. Quinn.  Mr. Stevens, before you weigh in, does anyone else want to add anything to what Mr. Quinn has requested?  Okay.  Mr. Stevens?


MR. STEVENS:  Thank you.  Good morning, everyone.  I will try to address things in the order they were just presented.


The first item, the item that Mr. Quinn referred to as an administrative matter to move the tail end of undertaking 7.7 to 7.4, I would suggest that I believe it is undertaking 7.9 already indicates that Enbridge Gas will file its bid document from the open season.  So, in that bid document, we are going to see what the contract offer was that Enbridge Gas Inc. was making, so I don't think there a need to add anything to any other interrogatories.  It is already being addressed.


Then moving along to the items that Mr. Quinn sent along last evening, I will try to address those in order, too.  First, Mr. Quinn passed along the two interrogatories that we pulled up on the screen here.  Each of them talks to schematics of the Dawn-to-Parkway system.  To the extent that one or both of those documents are relevant to answering undertaking 7.7 -- recall that undertaking 7.7 is to explain what is in the other line on the table that we went through yesterday -- to the extent that either of those schematics or answers are relevant, Enbridge will address them.  And to the extent that it's relevant to explain why the two are different, in order to understand line 4, then we will address that, too.  If it's simply a question of about why are these different, I submit that that may be interesting, but it is not something that brings itself into issue in phase 1 of this proceeding.


Moving on to the second part of what Mr. Quinn is requesting.  He asked whether Enbridge Gas would answer a question that was not asked during the cross-exam yesterday, an additional question, and that question is:  Who should bear the risk when Dawn-to-Parkway system assets are invested to bring capacity to meet demand?  Who should bear the risk when those assets are, in Mr. Quinn's words, "derated by other changes?"  And I think what he is saying is:  Who should bear the risk, or who should pay the cost, where some capacity is added but, notionally, it might be seen to be covering off capacity that had been lost in the past?  I am not agreeing with that premise, but I think that is the question that is being asked.


In Enbridge Gas's view, this is not a necessary question for phase 1 of this case.  The only unsettled issue for opening rate base in 2023 -- or the only unsettled issue for opening rate base is the 2023 additions.  There is no Dawn-to-Parkway project in 2023.  In terms of the capital budget, there is no Dawn-to-Parkway project in 2024.  There could be a Dawn-to-Parkway project during the IR term, but, of course, that project is going to be subject to a leave to construct application and that project won't go into rate base until it is considered by the OEB.


In my submission, it's much more appropriate if the question Mr. Quinn is asking be addressed -- it's much more appropriate that that be addressed when we have facts and circumstances around which to answer the question.  That would be when we are looking at a leave to construct and we have particular project, and perhaps Mr. Quinn can explain how that project is or is not replacing other capacity.  Right now, it's just an interesting question that doesn't bear in any way in my submission, on the determinations that have to be made in phase 1 of the proceeding.


And so, on that basis, we suggest it is not necessary to answer the question.  And I guess I should continue and address the point that is being made about base-rate adjustments in 2019.  I am afraid we are in for a really long process if we are going to try to recreate history and decide what the world would have looked like had there been rebasing in 2019.  I don't believe that is an issue in this case, and I believe it is adding unnecessary complications.

MR. MORAN:  Thank you, Mr. Stevens.  Mr. Quinn, any response?

MR. QUINN:  Yes, thank you, Commissioner Moran.  I accept the administrative adjustment that Mr. Stevens proposed, adding that to, including it, as part of 7.9.  I was just concerned there would be confusion if it was added to 7.7.  So I accept that.

Addressing the differences, the important difference to address is, in their evidence in this proceeding, that SEC 150 does not reconcile with FRPO 169, so I think that is a matter that is -- should be part of the response, but I will leave it to the company to review that.  The last and most important point -- and trying to use, to not paraphrase too badly Mr. Stevens saying we are going to go through a proceeding to look at what should have happened in the course of -- if there had been a rebasing in 2019, that prospect or that aspect is only relevant as it pertains to the PDO, and any potential adjustment to the PDO, and so it is not our intent -- and I want to respect the Board and the scope of our proceeding.  It is not our intent to try to say:  What if all things had been rebased?  It is just as it pertains to any potential adjustment for base rate in 2019.  And, Sir, I would have hoped the company would have undertaken that because we did refer to how these other changes affect the amount of assets and rates.

But, in respect of the time today and also our opportunity, we can take that to argument, Sir, and so I do not need the undertaking itself to be responsive to that point, but signal to the Board that it is a concern from us, depending on the answer that we get, as to what those other changes are.  We don't have a subsequent opportunity to ask the PDO panel about who should bear that risk, and that is why I thought it should be part of the undertaking.

MR. MORAN:  Okay.  Thank you.  Mr. Quinn, so I think I understand where you are on the additional question.  I think you have given us something to think about regarding the schematics.  I don't think you need our answer on that to proceed with your evidence with Mr. Rosenkranz right now, so we will reserve on that portion of it and let you know where we want you to go on that.  All right.  On that note, I think we will proceed with [audio dropout]


MR. QUINN:  Yes.  Thank you, Sir.  Thank you, Commissioner Moran, and good morning, Commissions and the witness panel.  I would like to present Mr. John Rosenkranz.  His evidence along with his CV and his acknowledgement of expert's duty under the -- is filed under the M4 evidence.  I canvassed parties ahead of the proceeding, and no party had objections to his stated qualifications, so we had asked that he be accepted as an expert witness in the areas of his testimony.

MR. MORAN:  Yes, Mr. Quinn.  Having had no objections to Mr. Rosenkranz's expertise, we will accept him as an expert for the purposes for which you are presenting him.

MR. QUINN:  Thank you, Sir.  Good morning, Mr. Rosenkranz.  First off, I just want to do an opening introduction and ask:  What is the purpose of your evidence in this case?

MR. ROSENKRANZ:  Thank you.  The purpose of my evidence is to address issue 38, which asks:  How should the Dawn-Parkway capacity turnback risk be dealt with?  As was mentioned, the report listed the risks that ex-franchise customers will reduce the their use of the Dawn-Parkway system and makes some recommendations about ways to lower the potential impact on in-franchise customers if that occurs.  The report specifically examines the demand for Dawn-Parkway capacity from the perspective of the New York and New England gas distribution utilities that are major shippers on the system.

MR. QUINN:  Thank you.  Now, your report does not say anything about Énergir or the power generators that hold contracts in the Dawn-Parkway system for transportation services.  Is that because you do not see any Dawn-Parkway turnback risk associated with Énergir or the power generator contracts?

MR. ROSENKRANZ:  No, I don't think you can reach that -- did not reach that conclusion.  I focused on the U.S. shippers because I did see that they are major shippers on the Dawn-Parkway system.  I also saw some potential risks there that they would have alternatives.  And, to be honest, it is also an area where I have the most experience in the last several years.  I didn't look at the power generators or Énergir and reach any conclusion about the turnback risk associated with those shippers.

MR. MORAN:  Mr. Quinn, just before we proceed, I neglected to have Mr. Rosenkranz sworn in, so maybe we will take moment to do that.

MR. QUINN:  My apologies also, Sir.  I forgot.

MS. DUFF:  That is fine.  Mr. Rosenkranz, you are about to give evidence in this hearing.  This Panel is dependent on you telling us the truth, and the law requires you do so.  Therefore, before you testify, I must ask you this:  Do you solemnly promise this Panel that you will tell the truth, the whole truth, and nothing put the truth?

MR. ROSENKRANZ:  Yes, I do.

MS. DUFF:  And do you understand that breaking that promise would be an offence under our law?

MR. ROSENKRANZ:  Yes, I do.

MS. DUFF:  Okay.  Thank you.
PANEL 6 - INTERVENOR - DAWN-PARKWAY CAPACITY TURNBACK RISK FRPO M4
John Rosenkranz; Affirmed.

Examination-in-Chief by Mr. Quinn:


MR. QUINN:  Thank you, Commissioner Duff, and I apologize that I had not provided that opportunity.  Referring, Mr. Rosenkranz, to your recommendation that Enbridge Gas should allow ex-franchise shippers to propose a buy-out payment when responding to future reverse open seasons, do you consider this to be an extension of the Storage and Transportation Access Rule, or STAR, or do you see a relationship to the IRP framework that the Board approved more recently in the EB-2020-0091 proceeding?

MR. ROSENKRANZ:  Yes, I initially saw the connection to STAR, partly because I was involved in that proceeding back in the day.  And, also, that requires a transmitter to take back capacity or offer to take back capacity from existing shippers before expanding the transmission facilities.  I have had more time to look at the IRP framework decision that is more recent than that, and, in my view right now, the IRP framework is probably a better fit for what I have been proposing.  In my view, making an offer to existing customers to pay them in return for them reducing their use of the system or leaving the system is essentially a targeted demand management measure that I think is well within the IRP framework.  And, because Enbridge Gas is required to consider IRP alternatives before approaching expansion, I think that this, giving an opportunity to buy out capacity rights, is already something that they are expected to do under the IRP framework.

I think the IRP framework, as I see it, also provides guidance in terms of how this buy-out option should be evaluated against other supply-side and demand-side alternatives and also provides some guidelines in terms of how the buy-out payments would be recovered.

My understanding is that there are some details of that that are going to be case-specific and that there are still some discussions in terms of some aspects of the IRP framework, but I just see that this particular proposal or recommendation fits well within that framework and really is more to do with the IRP framework than with STAR.  In fact, Enbridge could do the same thing as I can see it, by -- instead of working through the reverse open season process, post a separate notice to customers that they are willing to entertain proposals to have customers turn back existing capacity in return for a payment.

So while it does certainly fit within the reverse open season framework, it also I think is a better -- it has more to do with the IRP framework.

MR. QUINN:  Just a point of clarity in what you said there, and you said Enbridge could do this.  They ultimately would need some form of Board approval to allow this, as it is a distinct difference from what they have done historically.  Would you agree with that?

MR. ROSENKRANZ:  No, I don't -- that is not my view.  I really do see this as being one of the types of demand-side options that they, Enbridge Gas would be expected to look at or certainly be within the range of alternatives that would be already included within the IRP framework.

MR. QUINN:  Okay.  Thank you.  So do you think that if Enbridge allowed ex-franchise shippers to submit buyout proposals as part of the reverse open seasons, that shippers would respond?

MR. ROSENKRANZ:  I don't have a prediction for that.  I think this is a case where, you know, you won't know it until you ask.  In this case, there is really no harm in asking.  It is not going to really have a significant cost to either put another line in the reverse open season form, so that a shipper can say, yes, I am willing to turn back my capacity, but here is the compensation that I would need to receive, as opposed to now, where they just say, I am going to turn back the capacity or not turn back the capacity.

And it is a situation where I think that you don't know whether this opportunity is going to arise but again, if you don't ask, you are not going to know.  And the potential savings if this opportunity does come up and there is a customer that is willing to allow Enbridge to buy down or buy out their capacity and that allows Enbridge to avoid a build or reduce the amount of additional capacity that is built, the savings could be quite significant.

So really, if the proposal is to -- is for Enbridge to obtain this information by some means, by inviting customers to provide this information, and then they would determine what to do with it.  And as I said, I think that the IRP framework would already provide the guidance or the framework within which to evaluate that proposal.

MR. QUINN:  Okay.  Thank you, for that elaboration.  Finally, do you have any corrections to your evidence or interrogatory responses?

MR. ROSENKRANZ:  Yes, I do have one correction, and it came to my attention as I was preparing for my appearance today.  I don't know if needs be turned up, but the School Energy Coalition's compendium includes the response to Enbridge's EGI 25.  It is Exhibit N.M4.EGI-25.

The question refers to the buyout recommendation that I was just discussing, and it seeks to confirm that this is something that only applies to the next rebasing that doesn't apply to the 2024 to 2028 time frame.

It appears that I misread the question.  And it really should say "not confirm", because, as I was discussing, this is something that I think Enbridge Gas could already do prior to the next proposal to build capacity on the Dawn-Parkway system.  The second part of the question is if it is not -- so it should say "not confirmed."

The second part of the question is, if not confirmed, please explain what is sought.  In this application, as I have already said, that I don't think there is anything that is really needed.  I think that this is something that Enbridge Gas could go forward and implement without further guidance from the Board.  And, in my view, I think they really are to a large extent obligated under the IRP framework to look at this as one of the alternatives to building the facilities.

MR. QUINN:  Thank you, Mr. Rosenkranz.  Commissioner Moran, the witness would be prepared to receive questions.

MR. MORAN:  Thank you, Mr. Quinn.  Mr. Rubenstein, I think you are up next.
Cross-Examination by Mr. Rubenstein:


MR. RUBENSTEIN:  Yes, good morning, Panel.  Good morning, Mr. Rosenkranz.  Just before I begin my short cross-examination, yesterday, during questioning --


MR. MORAN:  Go ahead.

MR. RUBENSTEIN:  Do you hear me now?  Yesterday, during cross-examination, Mr. Quinn had raised an issue with the Enbridge panel regarding Mr. Rosenkranz's first recommendation, which is to add guardrails to the cost allocation methodology.  Mr. Stevens objected to the question based on his view that this was appropriately a phase 2 or now, with the settlement, a phase 3 issue.  Mr. Quinn, in the exchange, somewhat agreed to that.

I just note that I don't; my client doesn't agree to it.  In our view, that is squarely within issue 38, as well in some ways you could also say issue 3, because it is not about setting the cost allocation approach in this proceeding with respect to the allocation of Dawn-Parkway, which is really what is at issue in phase 3.  It is about a future proceeding essentially, as I understand the recommendation.  I will have some questions about it, locking in the ex-franchise demand.

And so it seems fully appropriate in the context of issue 38 that that issue be addressed.  And so I will have some questions, but I do want to note that for the record.

MR. MORAN:  Thank you, Mr. Rubenstein.  I think probably all of us are aware that there is, for some of the issues, there is no clear bright dividing line in terms of where they all fit.  So let's see how it goes.

MR. RUBENSTEIN:  I don't have many questions to be clear.  Mr. Rosenkranz, let me start off, if we can go to your report.

MR. MORAN:  Sorry, Mr. Rubenstein, the court reporter seems to be having some technical issues.  Why don't we pause for five minutes, so we can sort those out?  We will adjourn.
--- Recess taken at 9:59 a.m.
--- On resuming at 10:17 a.m.

MR. MORAN:  Mr. Quinn, Mr. Rosenkranz, are you there?

MR. QUINN:  We are now, Sir.  Unfortunately, we couldn't hear what you said up to this point.  I apologize; there was no sound coming from the room.

MR. MORAN:  Not a problem.  I unmuted the proceeding and then it muted itself, so it's unmuted again.

I was just addressing the questions that you raise said this morning on a preliminary basis, and the panel is of the view that what Mr. Stevens has indicated in terms of responding to the questions that you are raising on the basis of the extent to which they are relevant for this proceeding, we are okay with that approach.  And we heard you also say that you were prepared to deal with Enbridge's response on those issues in argument, which is also fine with the panel.  The undertakings, of course, have been given and the basis on which they have been given has not changed, and so, of course, we will expect the answers to those undertakings as given.

On that basis, I think we are ready to carry on with the evidence.  And, if Mr. Rosenkranz is ready, Mr. Rubenstein, please proceed.

MR. RUBENSTEIN:  Thank you very much.  Mr. Rosenkranz, I was wondering if we would turn to page 15 of your report, where you propose the "Buyout Payments in Reverse Open Season" proposal.  And, as I understand the proposal, it's that, as part of a reverse open season, Enbridge would solicit bids from customers with existing capacity and, by way of essentially a reverse auction, customers would bid what they would be willing to accept in payments to turn back their capacity.  Do I have that right?

MR. ROSENKRANZ:  Yes, exactly.

MR. RUBENSTEIN:  And this presumably would be capped at, or just under, the cost to construct.  So, essentially, Enbridge and, essentially, its customers would be paying an avoided cost to build.  Do I have that right?

MR. ROSENKRANZ:  I would look at it a little bit differently.  I would look at it that the customer would be able to put in whatever number they felt they needed to compensate them for relinquishing their capacity rights.  That would then set the cost of recovering that amount of capacity on the system.  That would then be one of the options that the company could evaluate and would only accept that if that was the best option in terms of cost and risk of coming through, and whatnot, going through the same evaluation that you would for any other demand-side management resource.

So it wouldn't necessarily be a case where, if it was just under the cost of building, you would accept that offer from the customer, because there may be other IRP alternatives that are actually better.

MR. RUBENSTEIN:  And I understand that, but, presumably, if the cost was higher than the cost to build, you would go with the build option, if those were the only two -- let's just say the only options in that simplistic example.  Correct?

MR. ROSENKRANZ:  If you went through the full evaluation, where you considered -- I mean, certainly, it's unlikely that, if the cost was higher than building, you would not build, but there may be other issues; you know, some other things to consider, like the fact that a build option has risks in terms of the time it will be completed and whether there will be cost overruns.  Whereas a paying a customer to turn back capacity rights at a certain point, I think, has a pretty small risk, because you would then have the contractual ability to pull back that capacity.

So I am not disagreeing with you, but maybe I'm being a little more careful around the details.

MR. RUBENSTEIN:  That fair.  And I just want to understand what exactly are you -- what is being paid here?  For an example, if a number of shippers put in bids with capacity and what they are willing to be paid to turn back, do you pay them what the have proposed?  Or is it, essentially, you pay them the clearing price if it's an auction and it's really, essentially, the highest costs that are required to turn back sufficient capacity?

MR. ROSENKRANZ:  I mean, that's certainly an interesting question.  I hadn't gone that far.  My view is that I didn't anticipate that you would see a lot of different offers here that would be within the realm of costs that you would consider accepting.  So it certainly is something that could be made more sophisticated in terms of an auction process, but my thought is that you would have this offer from the customer in terms of:  Here is the compensation that I am looking for in terms of dollars to relinquish my capacity rights to this amount of capacity.  And it might be all of their capacity, or some portion of it.

And, again, you would have evaluate that against the build alternative and any other alternatives that are relevant.

MR. RUBENSTEIN:  Now, yesterday, I put your proposal to Enbridge, who was up.  And I'm not sure if you've seen the transcript, but, essentially, Mr. Hagerman on behalf of Enbridge's position was that they weren't necessarily supportive of the proposal.  And, as I understood their reason, it was that the main driver, as he put it, was that there essentially would be no longer -- customers would be no longer wiling to give up capacity for free, as they would do now in a reverse open season, as they know that there is a potential that they could get payment.

Can I ask your opinion of that view and is that something we should be worried about?

MR. ROSENKRANZ:  I mean, that did occur to me, but it doesn't worry me too much.  I don't see a reason why a shippers relinquishing capacity shouldn't be compensated.  And, certainly, they would be looking at the fact that, if they are willing to turn it back for free on a reverse open season, they probably won't put in a very high price.

I see that point, but I think that the opportunity to attract more capacity, as an alternate to a build, in my view, overwhelms that concern.

MR. RUBENSTEIN:  All right.  Thank you very much.  If I can ask you to turn to page 13 of your report.  This is your first recommendation, which you call "Adding Guardrails to the Proposed Cost Allocation Methodology."

And as I understand what the recommendation is, it may be most succinctly on page 14, in the paragraph below table 7, where you say:
"To reduce the risk of undue cost shifting, EGI should put limits on ex-franchise demands that will be used to allocate Dawn-to-Parkway system cost at the next rebasing, based on the requirements forecast that EGI used to obtain Board approval for a Dawn-to-Parkway system expansion.  The objective would be to allocate Dawn-to-Parkway system costs based on the demands for which the transmission facilities were constructed, not just the actual demands in effect at the time of rebasing."

Do you see that?

MR. ROSENKRANZ:  Yes, I do see that, and I remember writing it.

MR. RUBENSTEIN:  And, as I understand the impact of that, is that in the future if ex-franchise demands decline, in-franchise customers aren't allocated more costs than they otherwise would be.  Is that correct?

MR. ROSENKRANZ:  Close.  If ex-franchise demands were reduced and in-franchise demands did not increase to take up that difference which caused rates to go up, which would cause rates to go up, that the original billing units or something closer to it of the ex-franchise customers should be used in order to mitigate the shifting across from ex-franchise customers to in-franchise customers.  It is --


MR. RUBENSTEIN:  And --


MR. ROSENKRANZ:  Go.  Go ahead.

MR. RUBENSTEIN:  No, I apologize.

MR. ROSENKRANZ:  I was going to say that there are a number of ways to do that.  Again, this is a conceptual proposal.  It is actually a revision and refinement of the recommendation that was made way back in the EB-2014-0261 proceeding, which was the case that was referenced as being the reason that this is, Dawn-Parkway turnback risk is, an issue in this case.

If I can just take an opportunity to say that my thinking is that there are a number of ways to do this.  This is one recommendation, and it is a way of achieving the outcome of protecting in-franchise customers from turnback by ex-franchise customers.  I see that perhaps I am a little ahead of where things are in terms of not having guidance from the Board or a consensus of the stakeholders that this is something that needs to be done.  I mean, to me, it is apparent that, when you have facilities that are being shared by in-franchise customers and ex-franchise customers, in-franchise customers are more the captive customers; ex-franchise customers tend to have many more alternatives.  They have contracts that at some point they can just terminate and leave the system, that there is -- it would be an important objective to have, I call them guardrails, but some sort of mechanism in place to avoid cost shifting to in-franchise customers so that, when ex-franchise customers leave, it does -- they are not harmed by that, that essentially costs would stay within the -- on the ex-franchise customer side of the table.

So, again, I think that, before there is detailed working through of what that mechanism should look like, I can see that what is missing here is a consensus for clear guidance that that is something that needs to be done.

MR. RUBENSTEIN:  And so I take it, as you were mentioning, that your proposal reduces the risk on in-franchise customers of ex-franchise turnback.  Correct?

MR. ROSENKRANZ:  That is correct.

MR. RUBENSTEIN:  And then this is, the recommendation is, really about allocation of risk amongst customers.  Correct?

MR. ROSENKRANZ:  Between classes of customers or types of customers, correct.

MR. RUBENSTEIN:  And what your proposal does not address or is not attempting to address is allocating the risk between customers and Enbridge.  Correct?

MR. ROSENKRANZ:  That is correct.

MR. RUBENSTEIN:  All right.  Now, Enbridge yesterday, during my discussion with the panel, mentioned in response to a question that I had asked them, they mentioned that they would be considering with respect to Dawn-Parkway new builds the possibility of introducing a term-up provision, as I understood, of 5 years.  I am not sure if you had a chance to read the transcript.  Were you aware of that discussion I had with them yesterday?

MR. ROSENKRANZ:  No.  I am afraid I did not have a chance to review the transcript from yesterday, but that does sound familiar, somewhat, to the turnback provision, that type of turnback provision that TransCanada or TC Energy has put in place for shippers on their system.

MR. RUBENSTEIN:  That, they did reference that, as well, that that mirrors, I understand, the TransCanada Energy provisions.  The term, as I understand what this would do, is essentially, if a new build, all contracts -- I am not entirely exactly clear, but you would have knowledge that, if this mirrors the TransCanada proposal, all existing contracts would essentially need be extended for 5 years.  Is that how that works?

MR. ROSENKRANZ:  Or I believe that the customer would lose their renewal rights.  They wouldn't merely be kicked off the system but that they would lose renewal rights.  I believe that's the way it works.

MR. RUBENSTEIN:  And so, if we're talking about Dawn-to-Parkway builds that are meant to last 40-, 50-year asset lives, it doesn't seem to me that 5 years is much.  Do you agree with that?

MR. ROSENKRANZ:  I don't think I can agree with where you are going there.  I am not personally thinking that that is a good way of addressing the problem, but I am not sure whether making it a longer term commitment is reasonable.

MR. RUBENSTEIN:  Well, you are assuming I am going somewhere that I am not even sure I can agree with.  So I take it, then, from your comment, what you are saying, that, if the intent of the term-up position is to reduce the risk of Dawn-Parkway turnback, then that is really not even a good way of doing it.  Correct?

MR. ROSENKRANZ:  True, because, you know, I do have the consideration for the interests of the ex-franchise shippers.  They did sign up for a particular type of service, and you are taking away the flexibility that they expect in the contracts that they currently hold.  So I think there are other ways, and I think that, again, through this making sure there is not a shifting of costs, in my mind, is a better way of doing it.

MR. RUBENSTEIN:  All right.  Thank you very much for your assistance, Mr. Rosenkranz.  Those are my questions.

MR. MORAN:  Thank you, Mr. Rubenstein.  Mr. Stevens, I think you are next.
Cross-Examination by Mr. Stevens:


MR. STEVENS:  Thank you.  Good morning, Mr. Rosenkranz.  My name is David Stevens.  I am counsel with Enbridge in this case.  Nice to see you again.  I don't know whether we have seen one another since Énergir, but nice to see you.  Just a few questions, first to follow up on what you were talking about with Mr. Rubenstein and then a few other questions.  I am not sure whether I will refer to it, but I have filed a compendium, Enbridge Gas compendium, for examination of John Rosenkranz.  Mr. Richler, could we mark that as an exhibit, please?

MR. RICHLER:  Yes.  That will be Exhibit K8.1.
EXHIBIT K8.1:  ENBRIDGE GAS COMPENDIUM FOR PANEL 4.

MR. STEVENS:  Thank you.  So I want to start with -- really, I am going to focus on your recommendations, but I want to start with the first of those, which is around cost-allocation guardrails.  I will refer to it that way because I think that is a phrase that is in your report.  
I want to start -- and this may be a question for Mr. Quinn, but my understanding is that FRPO agreed that they are not going to be pursuing this recommendation within phase 1 of this proceeding.  Do I have that right?

MR. QUINN:  Commissioner Moran, I think I will address that initially.  In our conversation yesterday, Mr. Stevens was concerned that this was a cost allocation issue that would be subject to phase 2 or 3 of the proceeding.  In consideration last night, and in re-reading the transcript, I didn't advance what Mr. Rubenstein advanced this morning, and I do agree with, is that this opportunity to consider a change to an open season is not necessarily a cost allocation issue as much as it is a notice issue to shippers.  So that if Enbridge were to expand or plan to expand the Dawn-Parkway system, as Mr. Rosenkranz I think at the end of his discussions with Mr. Rubenstein was suggesting, it is important to respect the sanctity of contracts.  To the extent that these shippers are going to face new rules for how their rates will be set, it would be important to establish that so that there is appropriate notice along with the open season.  And that is a differentiation that I see.

And so I may have missed an opportunity to ask some questions yesterday.  Be it as it may, I don't see that as contradicting a phase 2 or a phase 3 cost allocation issue.

MR. STEVENS:  Okay.  You and I did have discussion where you confirmed to me that you were not pursuing recommendation 1 in phase 1.  And this is the first I am hearing that it is different.  If it is different, that is fine.  We will move on.  On that basis, I hadn't really prepared lot of questions on this, but I will ask a couple of questions.

MR. QUINN:  Mr. Stevens, it is the differentiation of the cost allocation aspects of the guardrails.  And that ought not impact the 2024 establishment of rates, because those are going to be discussed in phase 2 or phase 3.

The provision to have the Board here understand and opine on, is this an appropriate way of protecting ratepayers for future bills, is something that I see as being live as part of this proceeding in phase 1.  And to the extent I missed my opportunity, you are going to take your opportunity after the objection yesterday, that's -- I will listen to your questions and trust that you would respect that we are trying to, as best we can, serve the Board in understanding the evolution in this, under this energy transition.

So I will leave those comments, sir.  Mr. Commissioner, thank you for the opportunity to speak to it.  I don't see that as being different from my insufficient communications with Mr. Stevens because they were an exchange of e-mails that probably lacked some clarity on both sides.  Thank you.

MR. MORAN:  Thank you, Mr. Quinn.  I think Mr. Stevens has indicated that he hears you, and he is prepared to ask some questions.  So let's carry on.

MR. STEVENS:  Thank you.  And again, we certainly reserve the right to continue to assert the position that, you know, to the extent that this recommendation is relevant, that it is relevant in another part of this proceeding.  And so I will be a few minutes longer.  I apologize for that.  But I really was under very different notice than I am under right now.

So, Mr. Rosenkranz, you indicated that what you have put forward is a conceptual proposal.  Do I have that right?

MR. ROSENKRANZ:  Yes.

MR. STEVENS:  Okay.  So I mean, I take that to mean that in order for us to implement your conceptual proposal, we are going to need some more details.  We are going to need to explore it further and understand exactly -- we might know the principle we are trying to address, but we need to know more in terms of coming up with the details about a cost allocation approach that would be applied in the future.  Right?

MR. ROSENKRANZ:  Yes, I agree with that.

MR. STEVENS:  And those details aren't in your report, are they?

MR. ROSENKRANZ:  No, they are not.

MR. STEVENS:  Okay.  And am I right that the recommendation is that this cost allocation approach would start applying in the next rebasing term?

MR. ROSENKRANZ:  The rubber would meet the road at the next rebasing.  Certainly, the rules of the road would need to be set ahead of time so that people know how costs are going to be allocated at the next rebasing, and Enbridge Gas knows what the implications are of undertaking another build.

But correct, that the concept here is to make some modification to the methodology that the company uses to allocate costs at rebasing between in-franchise and ex-franchise customers to reduce the risk of costs being shifted from ex-franchise customers to in-franchise customers.

MR. STEVENS:  Okay, thanks.  Essentially, you would be asking this panel to tell the 2029 rebasing panel how cost allocation has to work for new builds.  Right?

MR. ROSENKRANZ:  This panel could come up with its own methodology.  I think it would make more sense for this panel to direct the stakeholders to -- if the panel was of the mind that this is a concern, this potential cost shifting in the event of ex-franchise turnback which has the potential to harm in-franchise customers, is something that needs to be addressed, that they would direct stakeholders to work out -- come up with a proposal, come up with something that then would be brought to the Board, hopefully before -- and re -- resolved before the next leave-to-construct application, and then go into effect at the next rebasing.

MR. STEVENS:  I see.  So you would prefer an approach where stakeholders were able to come to a consensus position on what should happen in 2029, going forward?

MR. ROSENKRANZ:  Exactly.  I think it makes more sense for stakeholders, if this is identified as a concern, to work together to come to a mechanism -- and again, this is a modification to the cost allocation -- and then bring that to the Board, as opposed to just saying, you know, here is a consultant that has come up with something and we are either going to say yes or no.

MR. STEVENS:  Okay.  So your proposal is to ask the OEB to mandate some sort of stakeholder process that might examine how costs of a future Dawn-Parkway build are to be allocated as between in-franchise and ex-franchise customers.  Do I have that right?

MR. ROSENKRANZ:  I would word it a little bit differently, if I may.  I would say that there would be an identification by the Board of an issue that needs to be -- that should be addressed.  It would then be to develop a mechanism to allocate all costs, not just the incremental cost of new build, but all costs between in-franchise customers and ex-franchise customers for Dawn-Parkway system costs at the next rebasing, to -- so I just word it a little differently, but I think we are close to being on the same page.

MR. STEVENS:  I just want to follow up on that last point and I know we are taking the time, here.

MR. ROSENKRANZ:  Okay.

MR. STEVENS:  I may have misunderstood, but I thought we were talking about a new cost allocation methodology for new facilities.  You are saying we would reach backwards and reallocate the costs to the Dawn-Parkway system, just writ large?

MR. ROSENKRANZ:  Yes.  I mean, I am talking about setting the allocation factors that are being used to allocate all Dawn-Parkway costs.  That is the way they are being done now.  It is just in most cases it is just pro rata, based on distance-weighted customer demands.

My proposal, my suggestion is that there be some floor on the demands that are used to allocate costs in terms of the ex-franchise customers.

MR. STEVENS:  I see.  Your proposal is for something that would only come into effect starting in 2029.  Is that right?

MR. ROSENKRANZ:  This would be something that would be agreed to ahead of time in terms of how costs would be allocated at the next rebasing.

MR. STEVENS:  I see.  But you understand we haven't even figured out how costs are to be allocated at this rebasing.  That is what phase 3 is going to look like.  It strikes me as getting wildly ahead of ourselves, to set the rules for 2029 before we have even set the rules for 2025.

MR. ROSENKRANZ:  I am not aware that the cost allocation mechanism for Dawn-to-Parkway costs is -- well, I see where you are.  And this would certainly be assuming that that decision has been made and then would be essentially something that would follow that decision.

MR. STEVENS:  Right.  So these things should happen in series.  Right?

MR. ROSENKRANZ:  I would say that what I have in mind, and am recommending, is that there be consideration of some modification to whatever Dawn-to-Parkway system allocation methodology comes out of this proceeding.  So it would be sequential, yes.

MR. STEVENS:  Okay, thank you.

MR. ROSENKRANZ:  I didn't intend to get involved in the decision that is in front of the Board right now.

MR. STEVENS:  Right.  Okay, thanks very much.  That's helpful, Mr. Rosenkranz.

MR. ROSENKRANZ:  Okay.

MR. STEVENS:  So I'd like to move on to your second recommendation.  And it is all around turnback risk, I would say.  And, in fact, to be fair, it more around risk of new builds.

Before I get there, I guess I want to address the issue that is on the issues list, which is about turnback risk.  And I particularly want to address turnback risk in the context of the 2024 to 2028 rate term that we are entering into.

I think you said that you did not listen to the testimony yesterday?

MR. ROSENKRANZ:  I did not have an opportunity, no.

MR. STEVENS:  Okay.  At the end of the day, Ms. Mikhaila, Enbridge's witness, explained that ratepayers are not at risk for the costs of Dawn-to-Parkway turnback during the 2024 to 2028 term because the rates are built on the assumption that there is a maximum of 89 TJs of excess space.  Does that ring true to you?

MR. ROSENKRANZ:  I don't have anything to add to that.

MR. STEVENS:  So you don't have any reason to disagree that ratepayers won't be paying anything extra in the event that there is additional turnback in the next three years?

MR. ROSENKRANZ:  I don't think that -- I am not going to disagree, or agree, with the characterization of how the rates currently work.

MR. STEVENS:  Okay, thank you.  And I think, at a high level, my read of your report is that you generally agree with the conclusions of ICF, Enbridge Gas's witness, that the risk of substantial decontracting or turnback between 2024 to 2028 is small.

MR. ROSENKRANZ:  Generally, I would say I agree that, yes.

MR. STEVENS:  Okay, great.  So I'm not going to spend time on that area.  I know that you talked a fair bit in your report, and I included some things in my compendium, but I think we'll just move along from there and talk about your second proposal.

Now, your second proposal, and you spoke to Mr. Rubenstein about this, is around the concept that, before Enbridge Gas enters into arrangements for a new Dawn-to-Parkway build, it should solicit offers from existing shippers to ask if they will turn back their capacity in exchange for an appropriate payment.  Do I have that right?

MR. ROSENKRANZ:  That sounds like exactly what I am thinking.  Yes, thank you.

MR. STEVENS:  Okay.  And so, before considering that option, and you talked about this with Mr. Rubenstein, I think you agreed that another approach could be that Enbridge Gas would ensure continued participation on the system by asking existing shippers to term-up their existing contracts.  In other words, to either add another five years at the time of expiry to existing contracts, or, alternately, to lose their renewal rights.  Am I characterizing that correctly, in terms of the concept of a term-up?

MR. ROSENKRANZ:  Again, the first I've heard of this term-up proposal from Enbridge Gas was a few minutes ago.  It does sound familiar.  It's not something that I would be in favour of if someone asked my opinion of it.

MR. STEVENS:  You're jumping ahead of me.  I would like to know your opinion.  I think what I heard from you in your exchange with Mr. Rubenstein is that you don't like the idea of term-up because it can harm shippers.  Do I have that right?

MR. ROSENKRANZ:  I'm going to be careful, because I know that I actually did recommend a term-up requirement for specific shippers in a long-ago proceeding --


MR. STEVENS:  And I --


MR. ROSENKRANZ:  -- but I am not in favour of it for all shippers.

MR. STEVENS:  I apologize for interrupting Mr. Rosenkranz.  This is not a gotcha moment at all.  I'm really interested in understanding sort of the basis for your current view that a term-up is not an appropriate mitigation measure.  And what I heard you say is, I don't agree with it because it has the opportunity to harm the interests of the shippers, who are an important part of -- maybe I am editorializing, but who are an important part of the demand on the system.

MR. ROSENKRANZ:  I mean, I would agree you except for that important part of the business aspect of it.  Again, it's an option.  It's something very different from the more market-based customer choice approach that I was recommending in this particular proposal.  I do understand that there are different ways of approaching this, so -- and I did not prepare a detailed position paper on this proposal because I didn't know that turnback was something that was going to be discussed today.

MR. STEVENS:  Understood, thanks.  So I will move on a little bit and talk about your proposal.

Under your proposal, where payments are made to an existing shipper to turn back, essentially to avoid some or all of a build, I mean, obviously, there are costs associated there.  Enbridge has to pay the shipper to exit the system.  So, in that circumstance, how is it -- I assume you agree that Enbridge Gas should be kept whole in that circumstance.

MR. ROSENKRANZ:  Yes.

MR. STEVENS:  That it has to have a means to recover what is it is paying out to the shipper to have the shipper exit.  Do you agree with that?

MR. ROSENKRANZ:  That is certainly my concept.  Again, I am looking at this from the perspective of a demand-side management mechanism, and there are a number of different demand-side management mechanisms that you can use to incentivize people to reduce their demand on the system during peak times, or whatever.  Those may have costs, and those are part of the IRP planning process and there is a process for recovering it.

I don't want to get ahead of things, but I understand that it -- I don't have a specific recommendation in terms of under which circumstances these costs should be expensed and in what circumstances they should be put in rate base, but, certainly, these are cost that would be incurred to avoid higher costs for customers, and it is not intended that the company be at risk.  This is something that would only be done if it benefits customers as a whole.

MR. STEVENS:  Okay, great.  Thank you.  So assuming that customer A exits, and paid a fee, and customer B enters to use up the capacity that customer A had relinquished, Enbridge Gas is receiving the same amount of revenue in terms of tolls.  So do you have a view as to whether the funds to -- where the funds to support the turnback payment would come from?

MR. ROSENKRANZ:  Well, again, you are also -- Enbridge Gas would be avoiding the cost of the build.

MR. STEVENS:  Right, but avoided costs don't actually make your bank account grow.  Where does the money come from to pay the shipper who has left?  Does it come from existing ratepayers?

MR. ROSENKRANZ:  It would be incurred through rates, certainly.

MR. STEVENS:  I see.

MR. ROSENKRANZ:  Yes.

MR. STEVENS:  Okay.  I should have asked this earlier.  We are speaking about this proposal to pay shippers to leave the system, and I think you had wondered whether maybe it fits under STAR, maybe it fits under IRP.  Is it your vision that the OEB should make this approach mandatory, in other words, that the offering of a buyout payment is a necessary component of justifying any future Dawn-Parkway facilities leave to construct?

MR. ROSENKRANZ:  The answer is yes.  Again, I believe that this is the type of demand-side alternative that the company should be expected to consider along with other IRP alternatives before they undertaking a build.  So, yes, I think mandatory is one way of saying it.  I see just this as being the type of opportunity that the company should be expected to pursue as part of its normal process of finding the best alternative before it spends money on new facilities.

MR. STEVENS:  Okay, thanks.  You know, taking that a step further, if this is going to be a mandatory step, do you agree that it needs to be pretty precisely defined before it becomes mandatory?  In other words, the approach to be taken, the way that the costs, the reasonableness of the offers are to be assessed, the range of offers that can be accepted, the way that costs are going to be recovered, that all those things need to be well defined before the requirement becomes mandatory?

MR. ROSENKRANZ:  My view is that there is really nothing to worry about until you get the facts.  So, I mean, I would certainly expect the company to make this opportunity available to existing shippers and see if they get proposals or not and what those proposals are.  Then, all of the issues that you raised in terms of how it is evaluated, how the costs are recovered, in my understanding are all issues that the company has -- excuse me, that the Board has already addressed in the IRP framework decision.

MR. STEVENS:  I see.  Okay.  And so can you define for me what is the price or what is the cap on the price that Enbridge Gas would pay to shipper A to leave the system in order that a defined build can be either reduced or avoided?

MR. ROSENKRANZ:  I think that this similar to the question that was raised earlier and that I was trying to say that I don't see that there would be a particular dollar cap.  Certainly, I would expect that, if the compensation that the customer was requesting was higher than the cost to build that amount of capacity, the company would most likely not accept that offer of capacity turnback.  But there may be other -- there are other things that go into the evaluation of supply side, you know, build, facilities alternatives and IRP alternatives, and I would think that all of those things could be taken into account.  I think I mentioned some of that earlier.

MR. STEVENS:  You did.  Not a simple determination, is it?

MR. ROSENKRANZ:  Again, it could be very simple, or it could be very complex depending on what the alternatives are.

MR. STEVENS:  Okay.  Well, let's take the simple idea, then, if it could be simple.  Let's say that the Dawn-Parkway build that is envisioned is $100, and let's say that the turnback of shipper A would entirely avoid the build.

MR. ROSENKRANZ:  Okay.

MR. STEVENS:  Under your proposal, what is the cap that Enbridge would be paying to that shipper?  Is it the total capital cost?  Is it a one-year revenue requirement?  Is it something in between?

MR. ROSENKRANZ:  It would be looked at on par.  I mean the customer would be relinquishing their right to continue to utilize that capacity for however long they want under their rights to renew, so it wouldn't just be a -- you wouldn't just look at the one-year change in revenue.  To me -- maybe I am looking at it overly simplistically, but you would compare.  You would look at the cost that you are paying -- or, excuse me, the amount that you are paying to the customer and would be recovering through rates on par with the cost of building capacity and recovering that in rates.

MR. STEVENS:  Sorry, just to take it back to my very simple example, do I understand that to mean that Enbridge Gas could pay up to $100 to that customer, up to the whole cost of the build to the shipper who is turning back?

MR. ROSENKRANZ:  Again, if you went through all of the aspects of the comparison, I would think that in a very simple case you would not.  You probably wouldn't pay them $100, but, if they -- well, you may.  You may pay them $100 versus $100-estimated capital cost where the capital cost had a potential for a 10 or 20 percent overrun.  Again, that would be something that the company would evaluate and come forward with their recommendation.

MR. STEVENS:  I see, so this could be pretty lucrative for shippers, couldn't it?  If we have a $300 million expansion pot, then I could imagine some shippers would be running their hands together and thinking there's a $300 million pot of money that we split between ourselves to exit the system and find some other way to get our gas to where we need it.

MR. ROSENKRANZ:  I mean, you know, for each customer, it would be a one-time opportunity, and, yes, it would -- but there would be an offsetting saving, so I really don't have a problem with compensating someone for giving up a contractual right if it means that the system as a whole incurs lower costs.

MR. STEVENS:  And, just to finish on this point, when that happened, Enbridge Gas would pay out the $300 million, capacity would be created so that the new shippers could come on, but Enbridge Gas' revenues wouldn't go up at all, would they?  They would have paid out the $300 million, but they are getting the same tolls as they were getting before?

MR. ROSENKRANZ:  As you should because your costs wouldn't -- you know, you would recover the costs of the payment.  You would be meeting the requirements of your customers at the lowest cost way, so you would be doing what you are supposed to be doing.

MR. STEVENS:  Right.  Okay.  I assume that, if I am the shipper that has pocketed $300 million, I am never allowed to come back on the system?  I can't just bid into next year's open season after taking $300 million this year?

MR. ROSENKRANZ:  I don't think that is necessary.  Again, it would be whether the company was going to have another build.

MR. STEVENS:  Okay, thanks.  Mr. Rubenstein asked you a little bit about this, and I think you agreed, but I just want to make sure that we are on the same page.  It is my view that, as soon as Enbridge starts offering payments to shippers to turn back capacity, no shipper is ever going to agree to do that for free again.  Am I right?

MR. ROSENKRANZ:  It depends on whether the company, the shipper, wants the certainty that the offer is going to be accepted or they are willing to, you know, take their chances.

MR. STEVENS:  It is pretty unlikely though that a shipper -- or let me restate that:  If a shipper knows that there is a chance that they can get paid, they are going to get paid.  Right?

MR. ROSENKRANZ:  Again, I think there are a number of things that go in.  I mean, you are looking at whether the -- it would be something that the shipper would need to determine.  But I agree that there may be some customers that would be willing to turn back for no payment that would now say, no, I would prefer to have a payment.

MR. STEVENS:  Okay.  Thanks.  So the last couple of questions for you:  I notice that your evidence doesn't provide any examples of this buyout option in other jurisdictions.  Are there rules or decisions from other jurisdictions that can provide guidance about how this can be implemented?

MR. ROSENKRANZ:  That is a very good question, and I have not seen any examples of exactly this type of mechanism.

MR. STEVENS:  So there is nothing out there that we can use sort of an precedent, or a previously approved you know analogous approach in a different jurisdiction.  Is that fair?

MR. ROSENKRANZ:  There is nothing that I have come across that I can offer, no.

MR. STEVENS:  Okay. Thank you.  Those are my questions.

MR. MORAN:  Thank you, Mr. Stevens.  We are going to take the morning break.  We will be back at 11:25.
--- Recess taken at 11:09 a.m.
--- On resuming at 11:25 a.m.

MR. MORAN: We are ready to proceed with Panel questions to Mr. Rosenkranz.  Commissioner Duff, do you have any questions?

MS. DUFF:  I have no questions.

MR. MORAN:  Commissioner Elsayed?

MR. ELSAYED:  I have no questions, thank you.
Questions by the Board:


MR. MORAN:  Mr. Rosenkranz, I have do have one question to clarify part of the conversation you had with Mr. Stevens.  He was exploring with you the concept of a payout system as part of IRP considerations, and I just want to make sure that I understand your evidence.

He was asking if you consider whether the Board should order this to be a mandatory thing.  And I guess what we would like to understand is:  Are you saying that it should be mandatory for Enbridge to deliver a buyout process, or mandatory to consider whether a buyout process should be included as part of IRP considerations?

MR. ROSENKRANZ:  My view is that, to the extent that Enbridge Gas can avoid the costs of Dawn-to-Parkway system expansion by soliciting offers to turn back capacity for existing customers, that falls within their current responsibilities as a prudent operator of the transmission distribution system.  They should always be looking for the best way, in terms of costs and risks, of meeting the requirements of their customers.

So I don't think that you need to order that this be a mandatory step, but I would think that, if the company did not at least investigate this opportunity and be able to respond that, yes, we did look at that and there was no one that was willing to turn back capacity, or all of the responses we got were for costs that would never be reasonable, then there would be a question in terms of whether the company was really acting in the best interests of customers.

MR. RICHLER:  Mr. Chair, I'm sorry to interrupt, but I noticed that the "on air" light is not on.

MR. MORAN:  Thank you, Mr. Richler.

Now, you also had a conversation around a scenario that involved a $300 million expansion budget and you were asked questions about whether, if a shipper was able to turn back capacity to avoid that $300 million capacity, should the shipper get the $300 million.

Again, I just want to understand the conversation bit better.  Conceptually, how are you setting the value for that turnback in order to determine whether price is reasonable if you are looking at, for example, a $300 million expansion that is deferred for one year versus for 10 years?

MR. ROSENKRANZ:  That's a more difficult question than the question of whether you would defer it permanently, and that would be something that would be, again, going into your modelling of the alternatives.  I don't have a quick answer for you on that.

But, again, I think what I wanted to make clear is that one aspect of this is that you would not be just avoiding -- you wouldn't be looking at costs.  You would be looking at risks.  And, again, the risks associated with a build would include cost overruns, but I was remiss in not addressing what should be the elephant in the room, given all of the days that you have been spending talking about the energy transition.  Certainly, a consideration would be reducing the stranded cost risk that you would have with building, as opposed to doing some other alternative to avoid the build.

MR. MORAN:  Thank you.  And, again, as I understand your evidence, you are not suggesting that we establish all of the fine details of the process; you are recommending a process to develop an approach that would be consistent with the IRP principles.  Did I understand your evidence correctly on that?

MR. ROSENKRANZ:  Exactly.  I mean, my fundamental recommendation is that Enbridge Gas be expected to investigate this alternative and identify if this alternative exists.  Once it exists, then there is a process that has gone through a great deal of discussion and is being fine-tuned in terms of how build alternatives, versus non-build alternatives, would be evaluated.

And maybe I am overly simplistic, but, in my mind, this very much like other programs that compensate customers to reduce their use on the system, either by giving them a lower rate if they can be interrupted on peak days, or, now, situations where gas distribution utilities are looking at putting people on an electric-based district heating system to avoid the cost of building new distribution facilities in that neighbourhood.  They are looking at those trade-offs.

So I don't exactly have the answer of something that looks exactly like this, but, to me, it looks a lot like other things that are out there.

MS. DUFF:  Hi, Mr. Rosenkranz.  Allison Duff.  I just have a few questions following up.

There was, early on with your cross-examination with Mr. Rubenstein, this cost-allocation issue; were your recommendations involving cost allocation or not.  And I guess my question to you generally, in your experience, I mean, we seem to have an IRP process with an IRP framework; then we have a DSM process and a DSM framework, at the OEB; and then we have a gas supply review; and then we have rate making.  And the rate making leads to rates and prices and rules, and that which is within the OEB's purview.

Do you have any comments on that structure?  Or, as you are making recommendations to us, what advice do you have to this panel regarding these different aspects of the OEB's involvement?

MR. ROSENKRANZ:  Having reviewed the other jurisdictions that are trying to improve the resource-planning process, I think that one of the things they are grappling with is how to integrate the supply-side and demand-side alternatives into a cohesive process.

I would say that, based on my understanding of what is going on at the OEB, you are certainly addressing the IRP alternatives aspect of it, but I don't see how -- it seems like the gas supply resource planning part of it is still being done on separate basis.  So maybe there is some way to bring those closer together.

MS. DUFF:  Thank you very much.  I appreciate your input.

MR. MORAN:  Thank you, Mr. Rosenkranz.  Mr. Quinn, do you have any redirect?
Re-Examination by Mr. Quinn:

MR. QUINN:  Yes, sir, thank you.  And it is very short, but I want to make sure the record is clear.

Mr. Rosenkranz, you were discussing with Mr. Stevens the concept of term-up and, near the very end of what you were saying, you said that you didn't produce a report on the concept of term-up and, as you were finishing this section of his questions, you had said because I didn't realize that turnback would be discussed this morning.  I think that's -- I don't have transcript, so I apologize, Sir, because I think you meant "term-up" as opposed to we are not discussing turnback, is what I think you said, but I think you were trying to say discussing term-up this morning.  Is that correct?

MR. ROSENKRANZ:  That is certainly true.  I was referring to the term-up proposal, which caught me a bit unawares.

MR. QUINN:  Thank you, Mr. Rosenkranz.  Mr. Chair, I just wanted to make sure that was clear.  I think in context, if somebody re-read it, you would come to that conclusion, but I wanted Mr. Rosenkranz to be able to correct it while he was here.  That is all of my redirect.

MR. MORAN:  Thank you, Mr. Quinn, and thank you very much, Mr. Rosenkranz.  This time, you actually are excused.

MR. ROSENKRANZ:  Thank you.

MR. MORAN:  I think we are now ready to proceed with Enbridge's evidence on cost of capital.  Mr. O'Leary, I think you are ready to proceed.

MR. O'LEARY:  Mr. Chair, we are ready to proceed.  If I may, I will start by introducing our panelists.  Beginning on the right, we have Ms. Tanya Ferguson, who is the vice president finance and business partners at Enbridge Gas.  To her right is Mr. Warren Reinisch, who is a director planning at Enbridge Inc., and in behind is Mr. Ryan Small, who is the technical manager regulatory accounting at Enbridge Gas.

We also have with us Messrs. Jim Coyne and Dan Dane from Concentric Energy Advisors.  They are being offered as expert witnesses to deal with cost-of-capital issues.

We have filed in the pre-filed exhibits their curriculum vitae in a couple of locations, Exhibit I.1.6, page 41 of 51, and Exhibit 5.3.1, pages 128 and 138.

Briefly putting the two together, I can advise quickly that Mr. Coyne and Mr. Dane have appeared before countless tribunals across North America.  The Canadian experiences include Alberta, the Régie, Nova Scotia, New Brunswick, Newfoundland, and of course here, before this tribunal on a number of occasions, and they have been specifically qualified as experts in those jurisdictions, including in respect of cost-of-capital issues.

On July 13th, I circulated an e-mail to all of the parties, indicating that we would be asking the Board to qualify Mr. Coyne and Mr. Dane in the area of rate-regulated-utility capital structures, and I have not received any responses indicating there were concerns with those gentlemen being qualified as such.  I would ask respectfully that the Board so approve them to give expert evidence subject to that qualification.

MR. MORAN:  Thank you, Mr. O'Leary.  Having heard no objections, we are prepared to accept the two witnesses as experts on the basis as proposed.

MR. O'LEARY:  Thank you, Sir.  Is this a good time to have them affirmed?

MS. DUFF:  Perfect time.  I have a few questions.  I will just ask them once to Mr. Dane, and then I will ask you each individually if you agree or not.  Mr. Dane, you are about to give evidence in this hearing.  This Panel is dependant on you telling us the truth, and the law requires to do so.  Therefore, before you testify, I must ask you this:  Do you solemnly promise this Panel that you will tell the truth, the whole truth, and nothing but the truth?

MR. DANE:  I do.

MS. DUFF:  And do you understand that breaking that promise would be an offence under our law?

MR. DANE:  Yes, I do.

MS. DUFF:  Thank you.  Mr. Coyne?

MR. COYNE:  I do, and I do.

MS. DUFF:  Mr. Reinisch?

MR. REINISCH:  I do.

MS. DUFF:  Ms. Ferguson?

MS. FERGUSON:  I do.

MS. DUFF:  And Mr. Small?

MR. SMALL:  I do.

MS. DUFF:  Okay.  Thank you very much.
PANEL 7 - EGI EQUITY THICKNESS
Tanya Ferguson,
Warren Reinisch,

Ryan Small,
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Examination-in-Chief by Mr. O'Leary:


MR. O'LEARY:  Thank you, Commissioner Duff.  My first question, I will direct to you Ms. Ferguson, and ask you to respond on behalf of the entire panel.  Would you confirm that the evidence that has been filed and the evidence given at the technical conference was all prepared under the direction of the panelists or by the panelists?

MS. FERGUSON:  I confirm, yes.

MR. O'LEARY:  And, to the best of your knowledge and the other panelists', is it correct?

MS. FERGUSON:  Yes, it is.

MR. O'LEARY:  And do you adopt it for the purposes of this proceeding?

MS. FERGUSON:  Yes, I do.

MR. O'LEARY:  Thank you.  Mr. Chair, we have two housekeeping matters to deal with.  The first is:  On Friday, we circulated to the parties some additional materials, including, you may recall -- I believe it was last week -- we said we would filing the decision of the Régie.  That was one of the -- it is an English translation of that.  Another is a very recent Standard & Poor's rating report that was issued in respect of Enbridge Gas and several other matters.  I was wondering if we could get that marked, Mr. Richler, as an exhibit.

MR. RICHLER:  Yes.  So the first one you mentioned was a decision of the Québec Régie?

MR. O'LEARY:  We filed it all together.  We would like the whole --


MR. RICHLER:  It is one document?  Okay, then let's mark that as K8.2.
EXHIBIT K8.2:  ENGLISH TRANSLATION OF THE DECISION OF THE RÉGIE DE QUÉBEC; THE CURRICULUM VITAE OF THE CERTIFYING TRANSLATOR OF THE DECISION; ENBRIDGE'S MOST RECENT STANDARD & POOR'S RATING REPORT; CONSULTANT'S REPORT FROM MASSACHUSETTS' INVESTIGATION OF THE ROLE OF MASSACHUSETTS GAS LOCAL DISTRIBUTION COMPANIES IN HELPING THE COMMONWEALTH TO ACHIEVE ITS 2050 CLIMATE GOALS; MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES ORDER OPENING THE INVESTIGATION; COPY OF THE REPORT OF THE ONTARIO ENERGY BOARD TO THE ELECTRIFICATION AND ENERGY TRANSITION PANEL.

MR. O'LEARY:  I would be happy to describe the contents of that if needed.

MR. RICHLER:  Why don't you do that for the record.

MR. O'LEARY:  Certainly.  Exhibit K8.2 consists of first the English translation of the decision of the Régie de Québec and the second document is a curriculum vitae of the translator that certified that it is correct.  The third document is Enbridge's most recent Standard & Poor's rating report.  The fourth is a consultant's report from Massachusetts' investigation of the role of Massachusetts gas local distribution companies in helping the commonwealth to achieve its 2050 climate goals.  The fifth is a Massachusetts Department of Public Utilities order opening the investigation.  The sixth is a copy of the report of the Ontario Energy Board to the Electrification and Energy Transition Panel.  That consists of Exhibit K8.2.

The other is, if I may, Mr. Richler, ask for an exhibit number for the compendium that we have filed for the purposes of this panel and primarily for the cross-examinations of 8 and 9.


MR. RICHLER:  K8.3.
EXHIBIT K8.3:  ENBRIDGE COMPENDIUM FOR PANELS 7, 8, 9.


MR. O'LEARY:  Thank you.  With that, we have a few questions to ask the panel, which hopefully will be helpful.  Ms. Ferguson, could I turn to you first and ask a question.  The company is looking for the Board to approve a change to its equity thickness, from 36 percent to 42 percent.  Can you please provide some background on the reasons and justifications for this request?

MS. FERGUSON:  Yes.  Thank you, Mr. O'Leary.  The last reviews of capital structures for Union Gas and Enbridge Gas took place in late 2012 and early 2013, when the OEB set them at 36 percent.  In the 2013 decision for EGD rates, the OEB concluded that the new environmental policies in place at the time had not changed EGD's risk since 2007, and there was no mention at that time of energy transition because it wasn't an issue at that time.  In this application, we are dealing with very complex issues regarding the role of natural gas in energy transition.  Almost every panel in this hearing is dealing with energy-transition issues, in addition to the 6 and a half days we had at very beginning.  Procedural Order No. 6 on page 5 states:
"The OEB is particularly interested in the risks that have been identified in relation to energy transition.  This is a stark difference from 10 years ago and clearly demonstrates this is the largest risk facing the company today."

I would add that the company is also facing real-world uncertainty and risks on the municipal and federal front, such as a proposed ban on natural gas in the city of Toronto, which passed a city vote by 20 to 5; municipal climate-action plans throughout various municipalities within our franchise area; and incentives for fuel switching, such as that offered in the City of Toronto; ESG mandates at all government levels -- all of which shape debt and equity holders' perception of risk related to investments in the utility.

In the company's view, this rate-rebasing application was the proper time to consider the company's equity ratio and overall costs.  The MAAD application was not a rebasing application, and it was clear from the company's view of the consolidation handbook that the MAAD application was not a time to put forward base-rate adjustments of this kind.  The company followed the intent of the consolidation handbook by proposing a move to a price cap mechanism as prescribed in that handbook.  Currently, Enbridge Gas's equity ratio at 36 percent is the lowest in North America for any investor-owned gas distributor, and is four percent below electric distribution counterparts in Ontario.

The company's proposed graduated increase in equity ratio would bring EGI's equity ratio in line with its Canadian peers and partially narrow the gap amongst its U.S. peers, and --


MR. O'LEARY:  The -- sorry.

MS. FERGUSON:  Sorry, one more thing.  And just provide the assurance for company's investors that the OEB recognizes the importance of maintaining a strong balance sheet for the company during energy transition.

MR. O'LEARY:  I am too anxious.  If I could turn now to you, Mr. Coyne and Mr. Dane, and ask, Enbridge retained Concentric to undertake a review of the company's capital structure.  Can you briefly give us the highlights of the process you followed and the recommendations that you made?

MR. COYNE:  I could, Mr. O'Leary.  Concentric followed the OEB's approach to assessing capital structure by beginning with a detailed risk analysis of the amalgamated Enbridge Gas, and specifically studying changes in Enbridge Gas's risk profile relative to the time when the OEB previously assessed the company's capital structure in 2012.

But I would add that in actuality, a full, fair return standard review has not been undertaken for the company since 2007.  And even back in 2007, the OEB recognized that Enbridge's equity ratio had fallen out of line with its peers.

Under the OEB's approach to assessing capital structure, there are two key questions to be answered:  First, has the company's risk profile changed significantly since it was last reviewed; and second, if the risk profile has been found to have changed, what is the appropriate equity thickness?

Our analysis finds that in answering the first question, yes, Enbridge Gas's risk profile has increased significantly as compared to its risk profile at the time of EB-2012-0354, for Enbridge, and EB-2011-0210 for Union.

The most material factor contributing to the increase is the energy transition, a broad-scale transformation from a primary reliance on fossil fuels to a primary reliance on more renewable sources.  For the purpose of making investment decisions today, investors consider the energy transition as transforming the long-term risk environment for local gas distributors, such as the company.

In our evidence, we cite several independent evaluations by both debt and equity investors, demonstrating the shift in investor perspective.  And I would just like to cite a few for you.  Moody's Investor Service found, and I quote:
"Long-term challenges to natural gas infrastructure are increasing and carbon-reduction commitments raise operating costs and the cost of capital."

Wells Fargo stated that the energy transition represents, and again, I quote:
"A stark change from five-plus years ago, when LDCs were considered to offer more sustainable growth at a lower risk profile."

Having reached the conclusion that EGI's risk had changed significantly, we turn to the fair return standard for determination of the appropriate equity ratio.  And the fair return standard of course includes three components, none of which rank in priority to the others:  the first, the comparable investment standard; the second, the financial integrity standard, and thirdly, the capital attraction standard.

Our study was also guided by the corporate finance principle that the cost of capital is a forward-looking concept, and utility investors tend to be long-term providers of capital.  As such, we evaluated both near-term and long-term risk factors, as both affect the cost of capital today.

In our fair return standard analysis, Concentric considered four different proxy groups of North American utilities, and multiple indicators of industry capitalization ratios to reach our conclusion.  Based on that evidence, we found that the company's currently authorized equity ratio does not satisfy specifically the comparable investment standard component of the fair return standard.

Given the company's increased risk profile and Enbridge Gas's risk relative to other North American gas and electric utilities, Concentric recommends that the company's equity ratio be set between 40 and 45 percent.  And, within that range, Concentric recommends the OEB authorize a common equity ratio of 42 percent for the company.

The specific deemed equity thickness recommendation of 42 percent falls between the lower and upper bounds today, in Ontario, and is the current average allowed equity ratio for Canada's other gas distribution utilities.

We note that this still remains 10 percent below the allowed equity ratios for the US peer group, even though our view is that there is not a difference in risk between Canadian and U.S. utility investments that warrants such an adjustment to Enbridge Gas's equity ratio.

The company, in order to mitigate customer bill impacts, is proposing to phase in the increase in its deemed quantity ratio over the five-year term of the rate period, beginning at 38 percent in 2024 and increasing by one percent each year until reaching 42 percent in 2028, at the end of this proposed rate period.

The phased-in approach recognizes that energy transition risk is increasing over time, and it also eases the rate impact on customers.  It also accounts for the fact that the cost of capital, including the equity ratio, is forward looking with anticipation of the evolving business environment for the utility, and not backward looking or, for example, waiting for a credit downgrade to act after the fact.

MR. O'LEARY:  Thank you, Mr. Coyne.  Staying with yourself or Mr. Dane, can I ask you to comment on the reports which have been filed, expert reports which have been filed by OEB Staff and the two reports by IGUA?  Do you have any views on the positions taken by those experts in response to your report?

MR. DANE:  Yes, we do.  London Economics, or LEI, sponsored by Staff, recommends an increase in Enbridge Gas's equity ratio to 38 percent from its current 36 percent for the period 2024 to 2028.

Dr. Cleary, sponsored by IGUA, recommends no increase in the existing 36 percent equity ratio, and Dr. Hopkins, also sponsored by IGUA, who you heard from last week, addresses the risks associated with energy transition, but makes no specific recommendations on the equity ratio, other than to reject Enbridge's proposal, subject to additional analysis to quantify risks.

I would like to briefly respond to each of these witnesses in areas of general agreement or disagreement that led us to alternative conclusions.  I will start with LEI.

There are several fundamental areas of agreement between our analysis and that of LEI.  LEI identifies the key decisions, including that of the Board, that relate to the fair return standard and capital structure and, applying the principles from these decisions and the Board report on the cost of capital, recommends an increase in Enbridge Gas's equity ratio.

LEI agrees that energy transition risk has increased.  LEI recognizes there is an increase in stranded asset risk and, even though some of this risk can be mitigated, LEI finds that investors take long-term risks into consideration when making investment decisions today.  LEI acknowledges that there are uncertainties currently about the viability of hydrogen and renewable natural gas as alternatives to natural gas for space heating, particularly with regard to their competitiveness with electric heat pumps.  And LEI agrees that it is appropriate to consider both Canadian and US companies in a peer comparison.

LEI agrees that EGI's, or Enbridge Gas's, 36 percent equity ratio is low compared to both Canadian and US industry peers, and an increase is warranted.  However, LEI differs with regard to the degree to which Enbridge Gas's risk has increased.  LEI reaches its equity ratio recommendation based on a near-term improvement in credit metrics achieved by a 38 percent equity ratio.

Notably, LEI's analysis assumes 100 percent of Enbridge Gas's proposed revenue requirement is approved in this application, and a continuation of credit rating agencies' current business risk assessments.  Deviations from those assumptions would increase the cash flows and/or equity ratio needed to maintain Enbridge Gas's current credit rating.

While we appreciate the alignment of views in terms of increased risk and the need to adjust the company's equity ratio, LEI's 38 percent recommendation is insufficient to meet the minimum threshold we have identified based on comparisons to both Canadian and U.S. peers, including Ontario's electric distributors.  Thirty-eight percent would continue to place Enbridge Gas near the bottom of its peers, which is inconsistent with the fair return standard.

And, turning to IGUA, the IGUA witnesses, Dr. Cleary and Dr. Hopkins, take the view that there has been no fundamental increase in the company's risk, and therefore no change in the equity ratio is warranted.  Dr. Cleary's approach to measuring risk is overly narrow and backward-looking.  He focused on the company's historical ability to earn its allowed return, current credit ratings, and near-term credit metrics.  None of these measures is indicative of an equity investor's required return, which is forward-looking and considers both near-term and long-term risk.

Nearly all of the third-party evidence Dr. Cleary cites is from debt-focused credit rating agencies, not the equity investor community.  And, further, Dr. Cleary states his disagreement with certain findings in third-party investor materials that conflict with his own views, even though those third-party investor views reflects those of the market.

In addition, Dr. Cleary dismisses all other North American utilities, including other Ontario utilities, as being useful in an analysis of Enbridge Gas's equity ratio, therefore rendering a comparable return analysis impossible.

In our experience, regulators recognize that no company is a perfect comparator, but find that proxy company analysis is a meaningful, and often necessary, step in meeting the fair return standard.  Dr. Cleary, however, asks the Board to rely solely on his, quote, absolute basis analysis of Enbridge Gas's equity thickness, despite the fact that both Concentric and LEI provided significant industry and market data regarding utility equity levels and both concluded that an increase in Enbridge Gas's equity ratio is warranted.

Further, in his analysis that attempts to demonstrate that Enbridge Gas is essentially the lowest-risk utility in North America, Dr. Cleary makes inappropriate comparisons between book equity returns at U.S. and Canadian holding companies and Enbridge Gas's earned regulatory returns at the operating-company level.  These returns are not calculated on the same basis and cannot be used to draw relevant conclusions for setting Enbridge Gas's equity ratio, as any reasonable analysis would have to account for the significant accounting differences between book returns at the holding-company level and regulatory returns at the operating-company level.

In effect, Dr. Cleary eliminates any reasonable comparison to Enbridge's North American peers and therefore dismisses the importance of meeting all three prongs of the fair return standard.

MR. O'LEARY:  Thank you, Mr. Dane.  If I could now turn briefly to you, Mr. Reinisch.

Dr. Cleary states in his report, at exhibit M6, page 4, section 3 of the report, that Enbridge Gas faces extremely low business risk, as noted by the debt rating agencies.  Can I ask you:  Do you have any evidence or thoughts in response to Dr. Cleary's views?

MR. REINISCH:  On the debt rating agencies, there have been many assertions that the debt rating agencies are not concerned about Enbridge Gas's debt-to-equity ratio.  This is not correct.  S&P Global, in their rating reports, the ones already on record -- as they recently issued the report in K8.2, that has been included -- they assess Enbridge's credit risk as both business risk and financial risk.  And although, currently, S&P Global and DBRS rate Enbridge Gas's business risk as excellent, given the current regulatory and competitive framework within which it operates, S&P Global rates Enbridge's financial risk as significant.  This is important.  The significant financial risk is primarily driven by the equity ratio.  The equity ratio influences both revenues, which will be manifesting themselves as EBITDA, or funds from operation, as well as debt.

Although neither S&P Global nor DBRS calls out equity thickness specifically in their reports, both acknowledge that the financial risk facing Enbridge Gas Inc. is significant.  Given the significant financial risk, it is important to note that the business risk is what allows Enbridge Gas to maintain its current credit rating.  Should there be a change in the future with respect to that business risk, there is only one direction for that business risk to go, and that is weaker, which puts at risk the current Enbridge Gas rating.

MR. O'LEARY:  Thank you, Mr. Reinisch.  If I could return to you, Mr. Coyne or Mr. Dane, I am wondering if you have any comments in respect of the report filed by Dr. Asa Hopkins on behalf of IGUA, who appeared last week.

MR. DANE:  Sure.  Dr. Hopkins recognizes that the energy transition to a decarbonized future is happening and will impact Enbridge Gas's business, but he believes that further scenario modelling of different futures for Enbridge Gas is necessary to better understand how these risks will unfold; this, despite the fact that Dr. Hopkins acknowledges that no other regulatory jurisdiction has done the type of analysis he is suggesting.

We agree that further modelling of these risks will be beneficial, but just the fact that such work is necessary underscores the fundamental shift in the business environment for utilities such as Enbridge Gas, which is a clear distinction from the business environment 10 or even five years ago.  An equity investor does not have to wait for the additional modelling suggested by Dr. Hopkins to understand that these risks exist, and there is no credible scenario identified where Enbridge Gas has less risk than it did in 2012 or in 2018.

MR. O'LEARY:  Thank you, Mr. Dane.  Just a couple of more questions.  Perhaps I could ask this next one and see if there are responses from both Concentric and the company.

In the event that parties to this proceeding take the position that, with regard to all or a substantial portion of future capital investments, the risk of such assets becoming stranded should be solely to the account of the shareholder, can I ask for your thoughts on that?  Perhaps with you, Ms. Ferguson, going first.

MS. FERGUSON:  Sure.  That would be a fundamental change in the regulatory compact under which Enbridge and other utilities in Ontario operate.  It would shift the company's risk to more on unregulated entity, operating with regulated returns, but no certainty of cost recovery.  I would say ROE, equity thickness, and depreciation would all need to be revisited, considering the risk that this would pose to EGI.  The company would also need to consider whether it could continue to make new investments under those circumstances, as EGI competes for capital internally within Enbridge, as well as externally.

MR. O'LEARY:  Mr. Coyne or Mr. Dane?

MR. COYNE:  I think we would like to add an investor perspective to that question, and that is, from an investor perspective, that would shift EGI's risk profile to a quasi-utility model and, in all likelihood, increase the cost of debt and equity capital for the company beyond anything we have considered in our analysis.

We are not aware of any North American distribution utility regulated on that basis.  It would look more like a pipeline company, where investment recovery is at greater risk, and we know there that allowed returns are well above 10 percent for pipeline companies and equity ratios are well above 50 percent.  So it would represent a fundamental shift in the view of the investment community toward how Enbridge is regulated.

MR. O'LEARY:  Thank you, Mr. Coyne.  So one final question to you, Ms. Ferguson.  Do you have any concluding comments in support of the company's request for a increase in the equity thickness?

MS. FERGUSON:  Yes, thank you, Mr. O'Leary.  I would like to summarize as follows.  An equity ratio of 36 percent is not commensurate with the risk associated with investments in natural gas transmission, storage, and distribution, including the risks of the ongoing energy transition.

EGI operates in the same economic, geographic, and regulatory environment as Ontario electric utilities, and has higher leverage.  This difference in equity thickness between EGI and electric utilities in Ontario implies that electric utility business risk is higher than that of natural gas distribution utilities.  That is clearly not the case, considering the vast and foundational impact energy transition has on natural gas distribution.

Although there are other regulatory tools that may mitigate the risk of energy transition, such as accelerating depreciation or implementing an economic planning horizon, which return invested capital at a faster pace, these tools do not address fundamental investor risk.  They simply shrink the business faster.

Energy transition is so broad and foundational to a natural gas distribution business and has such vast impact on the operations of Enbridge that is unlike any other challenge that management is facing.  Having an external party, in this case the government, tell the company that it will no longer be able to sell its product is a very different kind of risk facing the company today.  The Board has also recognized this uncertainty in its report of the Board to Ontario's Electrification and Energy Transition Panel.  At page 23, it states:
"Electrification, the transition to renewable gases, carbon capture and storage, and hydrogen provide uncertainties that are unique to natural gas distributors.  These uncertainties give rise to increasing risks that require natural gas distributors to consider the role their resources and infrastructure can play in a net-zero future."

I would like to reiterate again that cost of capital is a forward-looking concept.  It is insufficient to look at the past as indicative of what performance will be in the future.  Investors understand that energy transition is transforming the risk of the environment under which local gas distributors are operating.  The proposed increase in equity thickness is a modest step that will strengthen EGI's balance sheet to better manage through the transition and compete for capital on more equivalent terms with its Ontario and North American peers and is required as a requirement for meeting the fair return standard.

MR. O'LEARY:  Thank you, panel.  Those are my questions, and the panel is now, subject to any comments from the Commissioners, open for cross-examination.

MR. MORAN:  Thank you, Mr. O'Leary.  Mr. Mondrow, I think you are up.  I believe you are going to take us past the lunch break, so, whenever you find a reasonable point to suggest a lunch break, we will be in your hands.

MR. MONDROW:  Thank you, Sir.  Is 12:30 the time you are considering?  Okay.  Very good.  Thank you.
Cross-Examination by Mr. Mondrow:


Good afternoon, witnesses.  Nice to see you all in person and nice to see that you are taking those in opposition to you so seriously.  I appreciate your diatribes this morning.  Ms. Ferguson, can I start with you?  Have you adjusted your customer and volume forecasts and your capital plans in response to the threat of gas bans that you spoke of?

MS. FERGUSON:  The customer forecasts and volumetric forecasts currently in place in the rebasing application have been adjusted for what is in place today.  There isn't a ban today, so those forecasts were based on what is in front of the company today.

MR. MONDROW:  Right.  Those forecasts are for 2024, if I am not mistaken.  Correct?

MS. FERGUSON:  Right.

MR. MONDROW:  Okay.  Great.  Thanks.  Mr. Coyne, am I correct that it is a basic tenet of finance that, all else equal, diversification tends to decrease risk?

MR. COYNE:  I would say yes.

MR. MONDROW:  Ms. Ferguson, Enbridge Gas Distribution is a more diversified utility than either of its constituent legacy utilities, Enbridge Gas and Union Gas.  Is that a fair conclusion?

MS. FERGUSON:  I would say regionally it is more vast than either one of the legacy entities were before, but we still operate in the same geographic region in Ontario.

MR. MONDROW:  When you say we, now you are talking about Enbridge Gas Inc., the current entity?

MS. FERGUSON:  Yes.

MR. MONDROW:  Okay, so the current company has a greater diversity of customers than either of the two constituents companies?

MS. FERGUSON:  I believe the customer types both legacy entities had were similar.  I don't know if we necessarily have a diversification of customer types, but we have a broader number of customers.

MR. MONDROW:  So did Union Gas and legacy Enbridge Gas have the same constituent customer base in terms of types of customers, volumes, and load shapes, each of the two?  Were they exactly the same as each other?

MS. FERGUSON:  Not exactly the same, no.

MR. MONDROW:  And so, when you put the two together, the bigger customer base has more diversity as a customer base than either of the legacy utilities had by definition, doesn't it?

MS. FERGUSON:  Yes.

MR. MONDROW:  Okay.

MR. COYNE:  Mr. Mondrow, if I might?

MR. MONDROW:  Please.

MR. COYNE:  Acting as a panel here and reflecting on your initial question regarding diversification, I understand you are looking at diversification of customers, and I was answering it from an investor standpoint.  I think it is probably worthy to note that, in the S&P report that has been provided in the materials that we have today, they note that the lack of diversification, regulatory diversification and provincial diversification, for Enbridge Gas is a weakness in its credit profile.

MR. MONDROW:  Yes, I noted that, too.  We will talk about that.

MR. COYNE:  Okay.  I just wanted to make sure that was part of the discussion.

MR. MONDROW:  Not to worry.  Thank you.  I appreciate that.  Ms. Ferguson, back to you.  The legacy Enbridge Gas didn't have the storage and transmission assets that the legacy Union Gas had.  Right?

MS. FERGUSON:  Agreed, yes.

MR. MONDROW:  Okay, and now Enbridge Gas as a combined entity has all those assets and all those diverse operations under one umbrella.  Right?

MS. FERGUSON:  Yes, for the storage operations.  Yes.

MR. MONDROW:  And the transmission systems?

MS. FERGUSON:  Yes.

MR. MONDROW:  Geographically, the legacy Union geography and the legacy Enbridge geography were very different, different temperatures, different densities, probably other differences.  Would you agree with that?

MS. FERGUSON:  I would say there were some differences, still operating in Ontario, geographically similar, but there were probably some temperature differences between northern and southern.

MR. MONDROW:  Right, and, well, not only temperature differences; there are different customer densities?

MS. FERGUSON:  Yes.

MR. MONDROW:  Okay.  Different weather patterns, leaving aside temperature?

MS. FERGUSON:  Yes.

MR. MONDROW:  Different seasonal patterns?

MS. FERGUSON:  Potentially.

MR. MONDROW:  Okay.  And, now, all of those patterns are combined into one consolidated entity; you operate across all of those regions for all those customers and all those climate zones and with all those weather systems.  Right?

MS. FERGUSON:  Yes.

MR. MONDROW:  Okay.  In harmonizing your operations, the new company, Enbridge Gas, has been able to select the best systems and processes from among the constituent utilities; in some cases, you have adopted the legacy energy systems and processes, and, in some cases, you have adopted the legacy Union systems and processes, and I assume that you have done so because you think on a consolidated basis you have now got a more robust and better utility than either of the constituent entities were.  Is that a safe assumption?

MS. FERGUSON:  While this is part of the integration, we did try to choose the best alternative for EGI as a whole.

MR. MONDROW:  Right, and you in so choosing opted to adopt some legacy systems and processes which you felt were better than other legacy systems and processes where there was a difference in the past?

MS. FERGUSON:  Agreed.

MR. MONDROW:  Okay.

MS. FERGUSON:  Picked the best of both worlds.

MR. MONDROW:  Yes, that is a good way of putting it.  Thank you.  Great.

Mr. Coyne, would you agree that the greater the size of a customer base and geographic served, all else equal -- and we will get to the point you raised a minute ago, I promise, but all else equal, the greater the size of a customer base and the geographic area served mitigates risk relative to a smaller geography and a smaller customer base?

MR. COYNE:  Up to a point.  We have actually studied this issue and done some work on it in the past, looking at utility economies of scale as a driver of earnings growth and preference by investors, and what we have found I think is consistent with what we see more broadly, and that is that scale for utility is achieved in hundreds of thousands of customers, but, once you get to the million -- and there is no magic cut-off there, but I think I can say safely once you get to, say, a million customers, it is difficult to measure scale economies that are achieved beyond that.  I think we see that.

When we try to measure preferences for equity investors, for example, we can't find any meaningful difference between a large utility and a very large utility.  I think that is because, at that point, they have all achieved market caps that would be large-cap entities, and they tend to become more homogenous from an investor perspective.  So the answer is:  Yes, up to a point.  If you look at New Brunswick or you look at Nova Scotia, I would say, yes, those are still developing utilities.  But, once you have achieved the size of Enbridge pre-amalgamation or Union for that matter, I think that you have probably achieved that scale from an investor perspective.

MR. MONDROW:  Okay.  Can we look at -- I provided Ms. Monforton with a short list of the documents already in the record that I would be going to.  I would like to start with Dr. Cleary's evidence, but I would actually like to look at attachment C to that evidence.  That is a PDF, and I am using the Dr. Cleary filing.  It is at PDF page 62.  Sorry, it is at PDF page 61.  I apologize.  It is the cover sheet there.  Thank you, very much.

Mr. Coyne, this looks to me like evidence that you prepared for Liberty Utilities, which you mentioned New Brunswick a minute ago -- presciently, no doubt.  And this was before the New Brunswick Energy and Utilities Board, and it is dated March 31, 2021.  You can confirm, I trust, that this is your evidence?

MR. COYNE:  Yes.

MR. MONDROW:  Okay.  And if we go to PDF page 122 of this file, please?  Hopefully, I have that right.  I do.  There is a section there, and it is heading with the letter C, and it says "The small size."  And here, in line 21, you state what I believe to be your opinion in respect of Liberty:
"The small size of Liberty relative to the proxy group companies is an important risk factor in determining Liberty's cost of equity."

And then, if we go over two pages to PDF 124, you offer some explanation for this opinion.  And I would just like to speak with you about that for a minute.  So starting at line 4, you write:
"Liberty's small size relative to the proxy group companies means that Liberty's earnings and cash flows may be disproportionately affected by events such as the loss of its larger customers, weaker than expected demand for gas distribution service due to general macroeconomic conditions in the service territory or fuel price volatility."

And so, Mr. Coyne, these three circumstances, I think what you are telling us here, or were telling the New Brunswick commission there, would disproportionately affect a smaller utility as compared to a larger utility, like Enbridge Gas?

MR. COYNE:  That is right.  They have not achieved the type of scale that I was discussing in our last Q&A.

MR. MONDROW:  Right, right.

MR. COYNE:  They are a developing utility, or just beyond greenfield, at this point.

MR. MONDROW:  Yes.  So when we are looking at comparator groups and smaller utilities, we should bear these things in mind in trying to draw comparisons between Enbridge Gas and smaller utilities?

MR. COYNE:  We do, and that is one of to the reasons why, in our selection of proxy groups, one of the groups that we selected was the largest 10 US utilities, in addition to considering the largest Canadian utilities as a basis of comparison, taking that factor into account.

MR. MONDROW:  The largest Canadian utilities are still much smaller than Enbridge Gas, aren't they?

MR. COYNE:  Enbridge is the largest.  Yes.

MR. MONDROW:  Yes, okay.  So just continuing on this page looking at line 11, and this is more of the explanation that you give for the conclusion I am asking you about.  You say:
"Smaller changes in volume for Liberty's customers have a magnified impact on its revenues and earnings compared to utilities serving larger loads and a broader customer base."

And Enbridge would be one of those utilizes serving larger loads and a broader customer basis, compared to Liberty.  Right?

MR. COYNE:  That is correct.

MR. MONDROW:  Okay.  And then continuing at line 14, you say:
"Similarly, capital expenditures for non-revenue-producing investments such as system maintenance and replacements will put proportionally greater pressure on customer costs."

And that is a distinguishing factor between a utility the size of Liberty and a utility, for example, the size of Enbridge Gas.  Right?

MR. COYNE:  That is right.

MR. MONDROW:  Okay.  And you conclude here at line 16 by saying:
"Taken together, these risks affect the return required by investors for smaller companies."

So, as compared to Liberty or a smaller utility, the return required by investors for Enbridge Gas would be impacted by considerations of Enbridge's relatively much large size and much broader customer base.  Is that a fair conclusion?

MR. COYNE:  That is right.  And if you look deeper into this testimony, which I suspect you have, you will see that there was significant debate in this proceeding regarding the right size of a premium that should be awarded a developing utility, such as Liberty, compared to companies that had achieved scale such as Enbridge and the other larger distributors in Canada and the U.S.

MR. MONDROW:  Right.  And if we flip over one page to PDF page 25 of this file, we see that you have set out an excerpt from Moody's which underscores that this isn't only your view, but obviously shared at least by Moody's, that this, these operational and circumstantial differences between utilities like Enbridge and utilities like Liberty are important investor considers, which I think is what you have reiterated a few times to me in the last few minutes.  Right?

MR. COYNE:  Yes.

MR. MONDROW:  Okay.  And just to finish this off, your conclusion you set out at lines 27 through 29 on this page, and in that case your conclusion was that Liberty, being significantly smaller than the proxy group companies, indicated to you that, starting on line 28:
"Investors would require a substantial risk premium in relationship to the larger and more diversified proxy group companies."

And you have confirmed that for me again, today?

MR. COYNE:  Yes, I can confirm that.

MR. MONDROW:  Okay.  Thank you.  Now sticking with you, Mr. Coyne, perhaps for another few minutes -- because I enjoy our discussions, plus, you are the expert.

In terms of time frames for a consideration by investors of business risks, would you agree with me that all else equal, nearer term risks impact considerations for investors more than longer term or further out risks.  Is that a fair conclusion?

MR. COYNE:  I would say it depends, because it also has to do with the magnitude of the risks.  And --


MR. MONDROW:  Right.  So I said "all else equal."  So, if you take that, and then you can elaborate why, why you think -- what might not be equal.  But all else equal, a nearer term risk weighs heavier on an investor's mind than a further out risk?  Let's assume it is the same risk, the same projected risk.  If it is projected to manifest next year, that would be more important to an investor than if it is projected to manifest a decade from now.  Would that not be the case?  And then I will give you the opportunity to elaborate.

MR. COYNE:  So the way you are qualifying your question is it is the same risk, and it is only a matter of when it appears?

MR. MONDROW:  It is the same projected risk.  If it is projected next year, that would be more serious from an investor perspective than if it is projected 10 years from now?

MR. COYNE:  It also has to do -- well, if it is the same risk, you are also saying that it has the same certainty, as well?

MR. MONDROW:  I didn't say that.

MR. COYNE:  Well...

MR. MONDROW:  I said -- so, go ahead.

MR. COYNE:  But that is why --


MR. MONDROW:  Go ahead.

MR. COYNE: That is why I guess I am trying to parse your question, because those are important distinctions.

MR. MONDROW:  Right.

MR. COYNE:  It also depends on the investor's holding period.  And we can't divorce this from a utility investment.  And utility investors tend to be long-term investors, and they understand that these assets typically have useful lives of 40 years and longer.

So, in our experience working with utility investors, they very much do focus on near-term risks, but they also focus on long-term risks.  So they are focused on the entire spectrum of risks.

When we do financial modelling work, for example, with utility investors, it is typically the case that they run their models for 20 years or longer.  So they are looking at that entire continuum.  So it is not quite as easy as saying it is near term and therefore it is more important than long term.

I guess I would leave my answer there.

MR. MONDROW:  Okay.  And you hit on an important consideration it seems to me, that you asked me are both risks certain, both the one-year-ahead risk and the 10-year-ahead risk.  And, of course, that is not the case.  Right?  When you are looking at a risk that is 10 years out, it is generally going to be less certain that risk will manifest as you project it, 10 years from now, than if you are looking one year out, where you probably have much more fidelity and clarity into the likely risk and the likelihood of its manifesting.  Would you agree with that?

MR. COYNE:  I would generally agree, when you are looking at risks, that it is easier to quantify them in the near term and then the -- just as it has unfolded over the discussion over the past week around energy transition, you look at the potential for pathways.  And those pathways tend to diverge.

And that is also true with many risks; the further out you go, the broader the spectrum under which how those risks will unfold occurs.  I would agree with that.

MR. MONDROW:  Okay.  So the energy transition is, would you agree with me, both a longer term risk and a risk whose manifestation is less certain than risks that investors are looking at in respect of Enbridge for 2024 and 2025?

MR. COYNE:  I would agree that as time goes on, the spectrum of the way that those risks will unfold widens.  Maybe --


MR. MONDROW:  Okay.  Okay.  I think, and that is really --


MR. COYNE:  There is just so much that is unknown about the future pathways for transition.  And we can see that in all the analysis that has been provided and discussed over the past week.

MR. MONDROW:  That's a good way to look at it.  Could you turn with me -- I looking at your evidence, so it's still in Exhibit 5, Enbridge's Exhibit 5, and I am looking at PDF page 75.  This is a page from your report.  Sorry, not still in.  I was in Dr. Cleary's evidence before, so I am now going to Enbridge's evidence.  It's Exhibit 5.

MR. COYNE:  You in the Concentric --


MR. MONDROW:  I am in the Concentric portion of that.  So it's Exhibit 5, tab 3, schedule 1.  It's page 12 of your report, if that helps you.

MR. COYNE:  Will you be referring to hard-copy pages?

MR. MONDROW:  Page 12 is a hard copy page and, if I refer to a PDF page for the benefit of Ms. Monforton, I will say PDF.  So it is PDF 75 and, in your report, it is page 12.  Ms. Monforton, it's Enbridge's Exhibit 5 and it is PDF page 75 of that exhibit.  I have 223 total pages.  I am not sure why it is different.  Okay, that fine.

I am being advised, Mr. Chair, that Ms. Monforton has the Concentric report itself, and so it is page 12 of that report.  Let's stick with that.  That's not what my page 12 looks like; page 12 at the bottom.  There you go.  Thank you very much.  Sorry about that.

So, Mr. Coyne, I am looking -- this is your report in this case and I am looking in that first paragraph, under that bullet, the second sentence.  It says -- first of all, it refers to EB-2006-0034, a decision of this board.  The equity thickness decision, I guess it would be referred to as.  And your report here characterizes the Board's decision in that report as follows.  You say:

"In terms of forward-looking risks, the OEB found that 'the relevant future risks are those that are likely to affect Enbridge in the near term' and that 'in considering the risk of future investments, the Board will take into account the fact that, generally, the more distant the potential event, the more speculative is any conclusion on the likelihood that the risk will materialize.'"

Do you disagree with that characterization by the OEB, Mr. Coyne?

MR. COYNE:  I would probably state it differently in the current context.  What the Board is saying there is, in the risk of future events, the Board will take account the fact that, generally, the more distant the potential event, the more speculative is any conclusion.

I can't divorce that from the current circumstance.  If we apply that same -- if we now fast-forward from 2007 to where we are today and we talk about energy transition, to me, energy transition is not speculative -- and maybe I am reaching a conclusion you haven't asked me about yet, but I can't help but to bring those together, Mr. Mondrow
-- that energy transition is broad public policy by the Canadian government, accepted policy by the Ontario provincial government, and globally, for that matter.  So energy transition is a fact.  I don't consider that speculative.

But what is uncertain, and I would use the word "uncertain" as opposed to "speculative" here, are the pathways that will unfold, how public policy will respond, and how consumers will respond.  And I would agree that there is a band of uncertainty around those things, but I would be reluctant to apply the word "speculative" to what we know today in comparison to what the Board was opining on in 2007.  Because, in the next paragraph -- and I think the Board was connecting these thoughts, as I read it -- they are regarding environmental and technological advancement risk, that the evidence does not demonstrate a tangible risk that new environmental policy laws in relationship to gas distribution will be implemented over the near term.  I think that is not the case today.

So, if you take it in context, I believe that the Board would reach a different conclusion regarding energy transition.  It is not matter of not knowing where we're going.  It's a matter of not knowing exactly how we are going to get there.  And that is not speculative.  Those are just bands of uncertainty around very complex transition.

MR. MONDROW:  So, if I can play that back to you, Mr. Coyne, you are saying that the existence of the energy transition is not speculative.  What is uncertain is how that will manifest in respect of Enbridge Gas's business.

MR. COYNE:  Yes.

MR. MONDROW:  And did you have chance to review the Enbridge Energy Transition panel's evidence from the first few days of the hearing?

MR. COYNE:  I listened to the hearings, yes.

MR. MONDROW:  Okay.  So I recall Ms. Giridhar in particular trying to bring the temperature down on the discussion and emphasizing that these are real risks, the energy transition is real, things are going to change, but we are not falling off a cliff in next five years.  I am paraphrasing, obviously.  But, during the rate plan term, assets won't be stranded, customers aren't going to bail in mass numbers.  You know, we really are looking at kind of not quite business-as-usual, but we are not panicking at the moment.

Would you agree that that was the tenor of Ms. Giridhar's testimony, and I assume the tenor of Enbridge's view on the upcoming rate plan period?  Or did you hear something different?  That is fair; you can't give Ms. Giridhar's view, but did you hear something different in that testimony than I did?

MR. COYNE:  No.  I think I heard essentially what you are paraphrasing, and that is that, over the near term, Enbridge is not projecting mass abandonment from its system, and a gradual continuation of declining use per customer, which has been going on for the past decade.  And I think there was one point in time that I did utility planning and reviewed utility plans, and I have thought to myself many times just listening to this testimony that I would not want to be sitting in the seat of the Enbridge forecaster or planner, trying to take into account all of the parameters that are likely to shift over the course of this forecast period for the company.  It is a difficult time to be forecasting.

But I think your characterization of what they have in their baseline forecast is fair.  They don't see massive changes to volumes or customers over the course of the near term in their system.  But, of course, there are other shoes to fall in terms of this energy transition.  I read with interest, on that account, the letter that the energy minister just sent to the president of Enbridge Gas a few weeks ago, and there is a sentence in there that, to me, is telling.  It says, if I can:
"The government has established the Electrification and Energy Transition Panel to provide strategic advice on the highest-value short-, medium-, and long-term opportunities or the energy sector to help Ontario's economy prepare for electrification and the energy transition."

So there are a couple things in there, in that sentence that to me are meaningful, and that is that the energy minister is focusing on short-, medium-, and long-term solutions and focusing on electrification as a primary solution to transition.

So, from an Enbridge standpoint, it is clearly not business as usual in any of those terms, based on what the energy minister has signaled here.  And I think that is reflective on the environment that we're in.  There is uncertainty in the short, medium, and long term.

MR. MONDROW:  Do you an exhibit number for that letter, Mr. Coyne?

MR. COYNE:  I hope so.

MR. O'LEARY:  We will be happy to file it.

MR. MONDROW:  Thank you very much.  Sorry, we should get the number for that.

MR. MORAN:  I guess that would be an undertaking number?

MR. RICHLER:  So it is an undertaking to file the minister's letter.  That will be J8.1.
UNDERTAKING J8.1:  TO FILE THE MINISTER OF ENERGY'S LETTER DATED JUNE 26, 2023 TO THE PRESIDENT OF ENBRIDGE, AS WELL AS MS. HARRADENCE'S WHICH PRECEDED.


MR. MONDROW:  And what is the date on that letter, Mr. Coyne?

MR. COYNE:  It's June 26, 2023.

MR. MONDROW:  June 26.  Mr. Chair, that is an appropriate time for lunch break, I think.

MR. MORAN:  Thank you, Mr. Mondrow.  We will adjourn until -- let's go for 1:20.
--- Recess taken at 12:37 p.m.
--- On resuming at 1:24 p.m.

MR. MORAN:  We are ready to continue, Mr. Mondrow, but, just before you start, could I just get a time check from you?

MR. MONDROW:  Absolutely, Sir.  So, on the schedule, I think I have about an hour left because I had 81 minutes and I probably used 20.  So that is my -- that was my estimate reduced.  I will do my best to remain within that.  I am a little trepidatious, but you will let me know when the time is getting near and I will obviously wrap up.

MR. MORAN:  Okay.

MR. MONDROW:  I will try to pay attention.  I did take my watch off and put it on the table, and then I proceed to forget about it, of course, but I have reminders, so I will do my very best.

MR. MORAN:  No worries.  Please go ahead.

MR. MONDROW:  Thank you very much.  Time flies when you are having fun.  Right, Mr. Coyne?  I would like to continue our discussion.  Let's go to Dr. Cleary's evidence, please, which is Exhibit M6.  I am looking at -- the page number in the document is 14, and on my PDF version it is PDF page 15.  So that is 13.  It would be the next page.  There we go.  Thank you very much, Ms. Monforton.  So I was reading at lines 11 through 13 on this page Dr. Cleary's assertion that, since Enbridge is consistently able to earn its allowed ROEs or higher, this can be considered the strongest indication that Enbridge Gas possesses low total risk.  Would you agree with that, Mr. Coyne?

MR. COYNE:  Thank you.  Well, first of all, if you look at the record, Enbridge does not earn its allowed ROE in every year.  So it says "consistently."  As I looked at it, the data that was provided, about 25 percent of the time over the historic period measured Enbridge has not earned its allowed return, so I am not sure what Dr. Cleary means by "consistently."

But it is also the case that, when we talk about -- and this is where we would disagree with Dr. Cleary on this issue -- that he considers this the strongest indication that EG possesses low total risk.  Risk is a forward-looking concept when it comes to the cost of capital and not backward-looking, so what really matters is the business environment that the company is going to face on a going-forward basis, and there is nothing about what the company that has done in the past that can really tell us, especially now, what that risk environment is going to be in the future and how the company is going to operate within it.

But it is also generally the case that utilities do earn their allowed returns or come close to it in North America, and that is why they are considered to be relatively safe and low-risk investments as class of investment.  In that sense, Enbridge is consistent.  But Dr. Cleary by looking just backward as he has done here I think does not really look at risk the way an investor would.

MR. MONDROW:  Can we look at the S&P Global Ratings report filed by Enbridge on the weekend, I think it was, or just before the weekend.  It is part of Exhibit K8.2.  It is the July 14, 2023 report, and I would like to look at page 3.  On page 3, there is our base case scenario box, which includes the assumptions that, I take it, savvy investors are thinking, Mr. Coyne, you would agree, that S&P sets out the main tenets or assumptions that underpin its ratings review?  That is what that box is supposed to be doing?

MR. COYNE:  As I understand it, yes.

MR. MONDROW:  Okay.  Well, you know how investors think, right, so presumably you know what they are doing here.

MR. COYNE:  S&P is not an investor; it's a credit-rating agency --


MR. MONDROW:  I see.

MR. COYNE:  -- specifically for debt investors.

MR. MONDROW:  Okay.  Okay.  This report was filed by Enbridge.  You are aware of that?

MR. COYNE:  Yes.

MR. MONDROW:  Okay.  If we look at the fourth bullet, it says EGI will earn close to its authorized return on equity.  So that at least from S&P's perspective is an important assumption that goes into its rating analysis of Enbridge Gas?

MR. COYNE:  Yes.

MR. MONDROW:  Okay.  Now, Dr. Cleary also says that ROE volatility is a measure of total, i.e. business plus financial risk.  Would you agree with that?

MR. COYNE:  Could you restate the question?

MR. MONDROW:  Sure.  Let's look at Dr. Cleary's evidence.  It is at page 17 of that evidence, page numbered 17.  No, sorry page number -- yes, page numbered 17, PDF 18.  If you look at lines 22 through 24, Dr. Cleary writes:
"ROE volatility is a measure of total risk, i.e. business and financial risk, since business risk influences operating income volatility while financial leverage influences net income volatility."


Would you agree with that?

MR. COYNE:  I take it that he is referring to earned ROE --


MR. MONDROW:  Yes.

MR. COYNE:  -- Because that is the only way you could even make that statement.

MR. MONDROW:  I would agree.  I would take it that way, too.  So, on that assumption, would you agree that ROE volatility is a measure of total risk?

MR. COYNE:  No, I wouldn't.

MR. MONDROW:  Okay.  Do you think the -- well, let's go back to the S&P report, same page we were at before.  It is page 3.  S&P at least includes two assumptions that to me go to ROE volatility.  They emphasize as we just in the second bullet -- sorry, sorry, the first bullet, stable and predictable cash flows from its regulated gas distribution operations.  And, previously, we looked at EGI earning close to its authorized return on equity.  So, at least from S&P's perspective, volatility of ROE or lack thereof is an indicator of business risk, is it not, or at least it is an important consideration in assessing business risk?

MR. COYNE:  Yes, important, but that is different than your question as a measure of total risk.  I would take issue with that.

MR. MONDROW:  Okay.

MR. COYNE:  It is also the case, and this is meaningful here, that this is a debt-rating agency and they are focused on the ability for the underlying company to meet its debt obligations.  And that is important from a credit-rating perspective, but, if you are looking at it from the perspective of an equity investor, they are looking at much more than this in terms of a total risk analysis of a company.

MR. MONDROW:  Okay.

MR. COYNE:  This would be a consideration but a relatively minor consideration compared to the overall business risk assessment of the utility in its environment.

MR. MONDROW:  Okay.  Did you consider S&P reports in your analysis?

MR. COYNE:  We did.

MR. MONDROW:  Okay.  I am going to go back to your evidence, the Concentric evidence, and I am looking at page 79, the page numbered 79 of that evidence, and in particular your assertion that regulated operating company -- so this is following the numbers.  There is a paragraph that starts, "Those measures provide --" and, at the end of that paragraph, you say:
"Regulated operating company equity ratios being the most applicable for purposes of assessing Enbridge Gas' regulated equity thickness."


  So we can agree I hope, Mr. Coyne -- I am attempting to call you Dr. Coyne; you should be an honorary doctorate, but, Mr. Coyne -- that operating companies are more relevant or at least more comparable to Enbridge Gas Inc. than holding companies?

MR. COYNE:  When we have data that we can compare at the operating company level, we believe it is a more direct comparator than the holding company.  Yes --


MR. MONDROW:  Okay.

MR. COYNE:  -- I would agree with that.

MR. MONDROW:  Thank you.  It is true, isn't it, that operating utilities tend to operate in a single regulatory jurisdiction?

MR. COYNE:  Most of them do.

MR. MONDROW:  Right, and that also tends to be a single geographic jurisdiction.  Right?

MR. COYNE:  Yes, a state or a province.

MR. MONDROW:  Right.  Okay.  And would you agree that for utility operating companies, a stable and supportive regulatory framework is an important business risk consideration?

MR. COYNE:  Yes.

MR. MONDROW:  Okay.  And would you evaluate the Ontario Energy Board's regulatory framework as stable and supportive?

MR. COYNE:  I would.

MR. MONDROW:  And would you also agree with me that Canadian companies, where reasonable comparators are available, are more relevant in considering Enbridge Gas Inc.'s cost of capital than U.S. companies?

MR. COYNE:  I wouldn't.  And the reason for that is that Enbridge raises capital in a global market, let alone a North American market.  So, from a standpoint of relevance, just as this Board has found in the past, at a minimum, U.S. comparators provide valuable information for informing the cost of capital.  And I think the Board had it right when it made that determination back in 2009.

And since then, the North American energy and utility market and capital markets for these companies have only grown more integrated.  So I think it is important to look at Canadian companies, but I think it is also important to look at the North American landscape when it comes to cost-of-capital determinations.

MR. MONDROW:  Can we look at the Régie's decision, the translation of the Régie's decision, which is now at Exhibit K8.2.  And I would like to look at page 51 of that decision.  Thanks, Ms. Monforton.  I am looking at paragraph 201.

MR. COYNE:  At page 51, did you say?

MR. MONDROW:  Page 51, yes, and paragraph 201.

MR. COYNE:  PDF 51.

MR. MONDROW:  Yes, it is the same.

MR. COYNE:  And paragraph...?

MR. MONDROW:  Paragraph 201.

MR. COYNE:  Paragraph 201.  Yes.

MR. MONDROW:  This is a translation, which we have had certification that it is relatively accurate.  And the Régie states, "Moreover, contrary to the opinion of Dr. Villadsen".  Do you know who Dr. Villadsen is?

MR. COYNE:  Yes.

MR. MONDROW:  He is a cost-of-capital expert?

MR. COYNE:  She.

MR. MONDROW;  She?

MR. COYNE:  Yes.

MR. MONDROW:  Apologies; you are right.  She is a she, I had forgot.  Thank you.  She is a cost-of-capital expert.  So the Régie says:
"The Régie is of the opinion that using the capital structures of U.S. gas distributors requires caution."

Would you agree with that?

MR. COYNE:  Well, caution in what regard, I guess?

MR. MONDROW:  Well, let's read on:
"In this regard, it accepts" -- "it" being the Régie -- "accepts Dr. Booth's testimony that the Alberta Utilities Commission recently ruled on this issue based on evidence filed by Concentric that U.S. regulators do not determine capital structures using the same approach as Canadian regulators."

So let's break that down:  First of all, are you familiar with the evidence filed by Concentric that the AUC ruling apparently refers to?

MR. COYNE:  It couldn't be the most recent decision because we haven't seen it yet, in the generic cost-of-capital proceeding.

MR. MONDROW:  Right.

MR. COYNE:  And so I don't know what specific evidence Dr. Booth is referring to here that the Régie is citing.

MR. MONDROW:  Okay, fair enough; I don't, either.  But it is Concentric evidence.  It may be your evidence.  We don't know.  But would you agree with the premise, apparently put forward in that evidence, that U.S. regulators do not determine capital structures using the same approach as Canadian regulators?

MR. COYNE:  I find it depends on the regulator.

MR. MONDROW:  Okay.

MR. COYNE:  If you would like me to elaborate, I can.

MR. MONDROW:  Sure.

MR. COYNE:  That --


MR. MONDROW:  I was going to ask you to, so please do.

MR. COYNE:  Well, first of all, when you look at U.S. regulators, of course, you are looking at a multitude of states, and then the federal government, of course.  So it is a broad swath, just as you would say in Canada when you look at the different regulatory approaches.

But where we have characterized differences here, in the U.S. we find that capital structure is determined based on, generally, three tests.  One is, is the capital structure consistent with that actually used by the regulated utility?  So is it consistent with what they have in the books to serve customers?

Secondly, is it consistent with comparable companies, peer-group companies?  And, oftentimes, that is established by a range provided by experts such as ourselves that measure the allowed equity ratios and/or the book equity ratios for a peer group of companies we are using in our cost-of-capital analysis.

And then the third piece of examination is the credit quality of the company.  Is it able to maintain a strong credit rating?  And those are the three consideration that we typically see going into a U.S. determination of allowed equity ratio.  And those typically come up for review every time a utility has a rate case.

So, unlike we see in Canada, where equity ratios tend to be stickier and not change as often, we find that whenever cost-of-capital evidence is presented, most often it is for both equity ratio and ROE, with updates to those three pieces of evidence I just described on the equity ratio side, as well as updated analysis of the ROE.

So U.S. regulators tend to look at ROE and capital structure together, and they look at updates for both, whenever they determine equity ratio -- determine the cost of capital.

In Canada, this does vary by jurisdiction, but let's take Ontario, for example, where this commission has decided that ROE will be determined by a formula, and then equity ratios will only determine, in the case of the OEB, when there is a significant change in risk since the last time it has evaluated the equity ratio.

Ontario is the only regulator that I am aware of in North America that has established that preliminary threshold of a significant change in risk prior to examining the equity ratio.  Other utilities in Canada and the U.S., I am not aware of have that type of a threshold 1-2 test.

But I would say that where generic cost-of-capital proceedings are more commonplace in Canada, we tend to see more stickiness in the equity ratio and more change in the ROE as compared to looking at them both together, that we see in the U.S.  So I think that would be a fairer description than what I just see here, of those differences.

MR. MONDROW:  Okay.  Thank you, for that.  One of the things I take from your explanation is it is important in the case of any particular comparator to consider the regulatory circumstances for that comparator company in assessing comparability to, for example, Enbridge Gas?

MR. COYNE:  Yes, as we did in our report, we looked at -- we compared for regulation for the proxy group companies, to Enbridge, in order to determine the appropriateness of those groups.

MR. MONDROW:  And it would also be important to consider the operating circumstances for any particular comparator company?

MR. COYNE:  Ideally, yes.  But when you talk in practical terms, you can look at the regulatory environment because you can look at who has a forward versus a historic test year, multi-year rate plans, et cetera.

When you say operating environment, that can mean a lot of different things.  And that is why this Board has determined, and I would agree with its determination that, as a practical matter, you are looking at companies that are similar.  Although they don't need to be exactly the same for those determinations, we look at credit rating as a threshold issue for those operating environments and other business risks when we determine proxy groups for that reason, because a lot of factors go into operating differences between utilities that are typically beyond the scope of what you can evaluate in a cost-of-capital determination.

In an ideal world, yes, they would be the same.  Practically speaking, they are never the same.

MR. MONDROW:  Is it important to look at a particular company's credit metrics in evaluating both comparators and that own company's business risk?

MR. COYNE:  We look at credit ratings as a screen, and then we also look at credit.  And credit metrics is a source of comparison in our report, so I would say yes.

MR. DANE:  Mr. Mondrow, if I could add, it is rarely a one-for-one comparison, which is the reason why we use proxy groups to begin with, understanding that there could be anomalous factors affecting any one company.  So we design different groups of utilities to compare the company to, and then consider the different aspects of the companies when both designing those groups and then when comparing the subject utility to those groups.

MR. MONDROW:  Thanks.  I am not sure if this is you, Ms. Ferguson, or Mr. Reinisch:  Mr. Coyne has just reiterated to us the OEB's cost-of-capital framework, which is to address company-specific business risk through equity thickness, and reviewing equity thickness only upon conclusion that business risk has change.  I assume you not arguing that that framework should be altered?

MS. FERGUSON:  No, we are not.

MR. MONDROW:  Okay.  So your proposal to change your equity thickness is dependent upon the OEB concluding that your business risk has increased since your equity thickness was last determined.  That is the premise of your presentation here?

MS. FERGUSON:  Yes, it is.

MR. MONDROW:  Okay.  And I think Mr. Coyne agreed with me earlier that more geographic diversity and a larger, more diverse customer base both would be factors that would tend to decrease business risk.  Would you agree with that assessment?

MR. COYNE:  Are you asking me to recharacterize my answer?

MR. MONDROW:  No.  I am asking Mr. Reinisch and/or Ms. Ferguson if they agree with your answer.

MR. REINISCH:  From an purely theoretical perspective, an increase in number of customers and an increase in the diversity of customers would decrease business risk, from a purely theoretical perspective.  But, a practical perspective, one that S&P Global in their ratings, as well as, Mr. Coyne has opined upon already, from a practical perspective, there reaches a point where an increase in a number of customers, adding an incremental customer, or even an incremental million customers, does not materially diversify the entity any more than it already was.

With respect to geography, generally, with investment communities, when the debt rating agencies look at geographic diversity, they are looking at political, economic, and regulatory diversity.  So, again, if you are moving from London, Ontario, to Toronto, there is diversity within Ontario, but it is same regulatory, the same economic, and the same political environment.

MR. MONDROW:  Yes.  That's true of all operating utility companies, though, isn't it, Mr. Reinisch?

MR. REINISCH:  I'm not familiar with all operating utilities, but the majority of operating utilities are generally confined to single jurisdiction.

MR. MONDROW:  Thanks.  I circulated on the weekend a report by Guidehouse -- you are familiar with Guidehouse as an entity in this proceeding -- entitled "Investor Expectations on North American Natural Gas Utilities."  Have you had a chance to look at that, Mr. Coyne?

MR. COYNE:  I have, thank you.

MR. MONDROW:  Okay.  And I wonder if we could get that up on the screen, Mr. Chair, and I will ask for an exhibit number for that.  I will ask Mr. Coyne some questions about that.

MR. MILLAR:  The exhibit number is K8.4.
EXHIBIT K8.4:  GUIDEHOUSE REPORT ENTITLED "INVESTOR EXPECTATIONS ON NORTH AMERICAN NATURAL GAS UTILITIES."

MR. MONDROW:  Thank you.

Ms. Ferguson, Enbridge Gas is an active member of the American Gas Association and the Canadian Gas Association?

MS. FERGUSON:  Yes.

MR. MONDROW:  And had you seen this report before I circulated it on Sunday, I believe it was?

MS. FERGUSON:  I had not.

MR. MONDROW:  Mr. Reinisch, had you seen it?

MR. REINISCH:  No, I had not.

MR. MONDROW:  Mr. Small, had had you seen it?

MR. SMALL:  No, I had not.

MR. MONDROW:  Okay.  I am glad I filed it so you could see it.  The report was published in July of 2022, according to the cover page, and it deals with investor expectations.

Mr. Coyne, had you seen this report before you produced your report in this case?

MR. COYNE:  I had not, no.

MR. MONDROW:  Mr. Dane?

MR. DANE:  No.

MR. MONDROW:  Sorry, Mr. Chair.  I am just orienting myself here.  I will try to be efficient.  Let's just look, then, at page 2, please, of the report.  I am looking at the second paragraph under the graph, which describes the study focus.

Just so we are on the same page, it says:  "Guidehouse and the Institut Publique de Sondage d'Opinion Secteur (IPSOS)."  Are you familiar with IPSOS, Mr. Coyne?

MR. COYNE:  No, I am not.

MR. MONDROW:  Mr. Reinisch?

MR. REINISCH:  I would say I've heard of them.  I wouldn't necessarily say I am familiar with them.

MR. MONDROW:  Well, they did a survey, it looks like.  You will accept that?

MR. REINISCH:  I will accept that, yes.

MR. MONDROW:  They  "embarked on first-of-its-kind investor community engagement on behalf of AGA and CGA, focusing on investors' views and perceptions on the investment attractiveness of gas utilities."

That is what we are talking about here, right, Mr. Coyne?

MR. COYNE:  We are talking about gas utilities, yes.

MR. MONDROW:  Yes.  Gas utilities, right.

"IPSOS provided consultation services on industry best practices for interview question design, interview outreach, and manage the interview process.  IPSOS was able to interview six investment professionals in the financial asset management field.  TGA and AGA are assessing the viability of an annual survey to develop trend lines and better understand the needs of expectations of the investment community relative to its member companies."

So, Mr. Reinisch, Ms. Ferguson, Mr. Small, none of you was aware that AGA and CGA are embarking on this exercise?

MS. FERGUSON:  No.

MR. MONDROW:  Okay.  So let's look at the key takeaway.  The next paragraph:
"The key takeaway from the investors interviewed was that gas utilities are attractive investments."

Would you agree with that or disagree with that, Ms. Ferguson?

MS. FERGUSON:  I would agree with that.

MR. MONDROW:  And the rest of the takeaway is "However, in the coming years" -- there is a but --
"However, in the coming years, investors have an expectation that gas utilities must maintain the following qualities to continue to garner investment attractiveness."

The first of those, at the top of page 3, is:
"Gas utilities are stable, low-risk investments if they have positive year-over-year rate base and customer growth."

And that will be true for Enbridge in the upcoming proposed rate plan term.  Right, Ms. Ferguson?

MS. FERGUSON:  I'm just reading.

MR. MONDROW:  Sure.  No, that's fine.

MS. FERGUSON:  Yes, I would agree with that.

MR. MONDROW:  And the second point, the second precondition, is that:
"There is regulatory certainty driven by consistent and transparent rate-setting processes, formula rates, or full-blown rate cases."

EGI benefits from consistent and transparent rate setting processes, Ms. Ferguson.  Would you agree with that?

MS. FERGUSON:  Yes.

MR. MONDROW:  Okay.  And if we look at investor attitudes, so the key questions and responses table, which is apparently a summary of the responses from the investors interviewed, under "Investor Attitude," you see that the first is repetition of the key finding that gas utilities are stable and low-risk if they have positive year-over-year rate base and customer growth.

The second bullet is:
"Natural gas remains essential for energy security, as there are no other low-cost options available to replace it at scale."

And I understand Enbridge to agree with that proposition.  Ms. Ferguson, would you agree that?

MS. FERGUSON:  Yes.

MR. MONDROW:  And would you agree that it is important to retain investor confidence that gas utilities -- this the third bullet have diversification plans into clean fuels, i.e. RNG?

MS. FERGUSON:  Agreed.  The company has expanded in other alternatives.

MR. MONDROW:  And, Mr. Coyne, would that tend to have a positive impact on investor attitude, in your experience?

MR. COYNE:  Diversification?

MR. MONDROW: Diversification into clean fuels, i.e. RNG.

MR. COYNE:  Yes.  Investors are looking for gas utilities to show that they can move beyond their current business models to ones that are relevant to the future.  And that is an important element of the strategy that needs to be in place for investors to remain attracted to the gas utility investment.

MR. DANE:  I will just add, Mr. Mondrow, that, with regard to that bullet, elsewhere in the report -- I think it's page 3 -- there was a finding that utilities investing in clean fuels such as RNG are expect to have higher ROE due to business and operational risk.

MR. MONDROW:  Yes.

MR. DANE:  So I think there are two sides to that coin.

MR. MONDROW:  Well, I think they are expected to earn more.  Isn't that what that says?

MR. DANE:  It says they are expected to have higher ROE.

MR. MONDROW:  Yes, but what do you think that means?  That that's what is set by the regulator or that's what they actually earn?

MR. DANE:  Well, I guess it's a little bit ambiguous, but it goes on to say, "Due to business and operational risks."  So that is typically associated with the setting of ROE.

MR. MONDROW:  I see.  Okay.

MR. COYNE:  I think it is also important to bear in mind that the study indicates that they reached out to 80 potential parties to respond and only six responded, so I would want to be careful in terms of just how robust we think the universe was that they were able to contact and draw these conclusions from.  I think that is important context for us.  As they indicated in the report, they found it difficult to get investors to talk about their investment strategies because they considered those to be proprietary and they didn't want them in the public domain per se.  So it was, while a worthy endeavour, they found it was difficult to get investors to talk as openly as they might have liked on these issues.  Six of 80 contact, it is not a very strong sample in our experience.

MR. MONDROW:  Sorry, Mr. Coyne.  I was listening.  I just lost my spot, so, at the same time, I am trying to look for that.  Thank you for those comments.

MR. COYNE:  I think it is also worthy to note that on page 6 they say that the primary focus of the review is to understand the rationale for ROE determination [audio dropout] and to conduct an analysis of historic 2010/2011 ROEs to determine if utilities were granted the requested ROE.  So those clearly weren't focused on the issues that we are focused on per se.

MR. MONDROW:  Being equity thickness?

MR. COYNE:  And that is equity thickness.  In the one comment they say on equity thickness, they say investors generally looking for 40 to 60 percent equity ratio, as you can find later in the report.  But I think -- and that is under key learnings, one of the final pages.  They say debt-to-equity ratio is a preferable band between 40 to 60 percent.  So, I think if you look at the report in the entirety, there are messages there that we wouldn't disagree with by any means.

MR. MONDROW:  Just look at page number 18 of this report.  Under 3.1.2, factors contributing to investment decisions, Mr. Coyne, you have spoken about how investors think, so I just want to check some of these with you.  So the first paragraph says:
"The key factors influencing investor's decision to invest in the gas utility industry include the quality of a utility's management team, financial metrics, and the jurisdictional characteristics of the states in which the utility operates.

Would you agree with that assessment?

MR. COYNE:  Yes, I think those are some of the considerations.

MR. MONDROW:  Okay.  Investors require assurance that a utility's management team can oversee assets safely and reliably while managing [audio dropout] the health of a utility's financial metrics such as earnings growth to rate-based spend amount of that debt, ROE, and credit profile can influence an investor's decision to invest.  Additional factors influencing investment decisions include local environmental policies, population growth projections, and climate conditions.  Would you agree that those are all relevant factors for investors to consider?

MR. COYNE:  I would.

MR. MONDROW:  Okay.  Thank you.  Lastly, looking at the top of page 18:
"Lastly, the interviewees indicated that they preferred gas utilities in jurisdictions with commissions that were transparent and consistent in their rate-setting methodologies, which reduces long-term risk of potential volatility in the allowed ROE."


So two things there, commissions with transparent and consistent rate-setting methodologies and less potential volatility and allowed ROE.  Mr. Coyne, you would agree that those are two relevant investor considerations?

MR. COYNE:  Where are you on the page?  Are you on page 19?

MR. MONDROW:  Top of page 19, that first paragraph.

MR. COYNE:  Yes, I would agree with those.

MR. MONDROW:  Okay.  Can I --


MR. COYNE:  Back on page 18, if I might, I think there is another important point they make, and that is very specific to the discussion here, and that is decarbonization affects investors' views towards gas utility investments because of increased public, political, and regulatory pressure.  I think, if you could right a synopsis of our testimony, that would be a very good one.

MR. MONDROW:  Yes, so let's pick up on that point.  I want to go to the PDF page 26 of this document.  It is titled "Investors' views of natural gas utilities, qualitative report March 2022."  It is a kind of an adjunct, maybe a report on the interviews.

MR. COYNE:  Page 26, PDF --?

MR. MONDROW:  PDF page 26.

MR. COYNE:  So I will just guess what that is in my hard copy here.

MR. MONDROW:  It is on the screen.  You will see it has a banner at the top, "Investors' views of natural gas utilities, qualitative report March 2022."

MR. COYNE:  Right.  Okay.

MR. MONDROW:  If we turn to the third page of that, I want to look at the second-last bullet on that page.  According to the authors who reported on these interviews, they write:
"While there were some explicit calls for a need to raise ROE/investor compensation in light of the changing risk profile of natural gas utilities, expectation was for an ROE north of electric utilities.  This was more of an open question that has yet to be addressed by industry in the eyes of others.  This point is beyond the scope of the study and included to provide a flavour of sentiment."


So what I took from that is the investors that AGA and CGA interviewed really had an open question about expectation for raising ROE and investor compensation in light of changing risk profile of natural gas utilities.  So would you accept that this is a live question?  It is question that is being discussed in many places, but the impact of that on ROE or equity thicknesses remains an open question?

MR. DANE:  Mr. Mondrow, I would say there are really two parts to that bullet, and keep in mind that this is six investors out of the 80 that were reached out to for surveys.  The first part is the statement about some explicit calls for a need to raise ROE investor compensation.  So that is one sort of subclause of that bullet.  Then, I agree that other respondents would voice an open question, but I think that there are really two parts to that bullet.  And, again, not knowing which respondents responded in which way, it is difficult to come to more of an opinion on that.

MR. MONDROW:  Okay.  Can we look at page number 5.  The page numbers are very small.  They are in the bottom left corner of page.  It is PDF 30 of this document.

MR. COYNE:  Oh, I see.  Yes.

MR. MONDROW:  It is page number 5, under Policy and Regulatory Framework.  It says in the second paragraph:
"On the role of regulators in supporting natural gas utilities to transition, jurisdictions that provide mechanism to encourage investments were looked upon favourably.  There was less of a consensus on whether this should translate into a higher ROE.  In some cases, there was an expectation for higher ROE across the board as technologies have yet to become mainstream or in certain technologies like RNG that are deemed riskier than typical utility investments.  At the same time, there was an acknowledgement that technologies may be straightforward, RNG also highlighted as an example, therefore do not warrant higher ROE, or the emphasis was more on good cost-recovery mechanisms."


So this tells me that the investors interviewed, the six out of 80 you keep pointing out, Mr. Dane, really didn't have a strong view either way on whether ROE needed to change in response to the energy transition.  Do you disagree with that?  Do you think investors [audio dropout] ROE needs to go up because of the energy transition?

MR. COYNE:  Maybe we can tag team here while Mr. Dane contemplates his answer.  Yes, if we look at ROE, I mean let's ground it to where we are, in Ontario, that ROE is set by a formula.

MR. MONDROW:  Well, sorry.  Mr. Coyne, I am happy to have you answer, but you keep saying that you know how investors think, and I am asking you:  Is that what investors think uniformly, that ROE should go up or equity thickness should go up, or is it an open question in investors' minds?  You speaking to investors' thinking, so I am just looking for your channeling of the thinking of those investors.

MR. COYNE:  When I look for how investors think, I look for quantitative market data first to inform how investors are thinking.  The evidence that we see there is that betas for gas utilities have gone up considerably over the last 10 years, so that tells me that investors think that the gas industry as a class is riskier than it was 10 years ago or 5 years ago.  So I think investors have already voted that the gas industry is riskier.  And what I can't do is parse that degree of sentiment between energy transition or other challenges facing the industry, but we do know that as a result of that market data, that investors are viewing the gas industry as riskier than they did five or 10 years ago.

But let me tell you about our experience working with investors that are looking at utility investments, and we have never had this occur in my history of working with energy investors, is some are just saying no, we simply cannot invest in a natural gas utility right now.  Our investment committees will not allow us to do so.

We are seeing ample evidence across the board that the sentiment pertaining -- investor sentiment has shifted.  And we can see it both qualitatively and quantitatively.

MR. MONDROW:  And you think increasing Enbridge's equity thickness from 36 percent to 42 percent will re-attract that capital?

MR. COYNE:  I think it will sustain the capital that is already invested in the utility, and continue to attract capital on favourable terms.  And I think that is the minimum level of equity ratio required to do so, in order to -- and it is also meeting the fair return standard, to bring it up to the bare minimum compared to its North American and Canadian peers.

MR. MONDROW:  Those investors, Mr. Coyne, that are saying we just won't invest in gas utilities, is it because their equity thickness isn't high enough?  Or is it because they are a gas utility?

MR. COYNE:  Because they are a gas utility.  Yes.  They would look at equity.  If they got past the point that it is a gas utility, then they would begin to look at the allowed ROE [audio dropout]  But we find there are some we just can't -- will not get past that threshold issue, because they have designed their investment portfolios to move away from fossil fuels.

MR. MONDROW:  Let's go back to the S&P Global Ratings report that we were looking at a few minutes ago as part of K8.2, Exhibit K8.2.  This is an updated version of the S&P Global Ratings report that was provided in response to a staff interrogatory which was dated July 20, 2022, one year prior.

I looked at the two reports, this one from July 2023 and the other from July 2022, and I found them to be effectively the same.  And, for the record, the other one is Exhibit I.1.8 -- you don't have to turn it up at the moment -- Staff 14, attachment 6, pages 47 to 57.

Have you compared the two?  Has anyone on the panel compared the two reports, the one that you filed on the weekend and the analogous report from a year ago?

MR. REINISCH:  Though I have not done a -- put it into Word and do a compare and contrast, I am very familiar with both of these reports.  Yes.

MR. MONDROW:  Thank you, Mr. Reinisch.  So you would agree that the business risk evaluation, which says "excellent" here, was also excellent last year?

MR. REINISCH:  That is correct.

MR. MONDROW:  And the financial risk significant here was also the same as last year?

MR. REINISCH:  Could we actually bring up the 2022 report, please?

MR. MONDROW:  That is fine.  I will you to take it, subject to check.  They are the same.

MR. REINISCH:  No, I would --


MR. MONDROW:  If you want to have a look, that is fine.

MR. REINISCH:  Can I?

MR. MONDROW:  It just takes a little more time.  But yes, if you think it is important.

MR. REINISCH:  Please.  While you bring it up, I would appreciate that.

MR. MONDROW:  Yes, no problem.  So we can't have both on the screen.

MR. REINISCH:  No, I have one --


MR. MONDROW:  I assume you have one in front of you, and the other on the screen?

MR. REINISCH:  Instead of fishing through my binder for the other one, I've got this one at the ready.

MR. MONDROW:  So you have the current one.  Okay, that's good.

MR. REINISCH:  I have the current one.  Can you just please scroll down to, I think it is page --


MR. MONDROW:  Yes, it is actually page 1, but it is the actual page 1 of the report.

MR. REINISCH:  This is not the right report.  This is the 2019 version.  I will accept that the financial risk remains significant.

MR. MONDROW:  Okay,  And the issue of credit rating hasn't changed; it remains A-minus/stable/A-2?

MR. REINISCH:  That is correct.  S&P affirmed the credit rating about a week ago.

MR. MONDROW:  And is it your impression, Mr. Reinisch, you said you reviewed the two, that the discussion is effectively the same in both?  Did anything jump out at you that was significantly different this year, from last year?

MR. O'LEARY:  I am sorry to interrupt, Mr. Mondrow, but if we could give Ms. Monforton a moment or two to pull up the most current?

MR. MONDROW:  Sure.  Sorry, you want the most -- I am sorry to interrupt.

MR. O'LEARY:  It was the one that was filed.

MR. MONDROW:  The one that was filed.  Okay, yes.  We had that a few minutes ago on the screen; it is part of your omnibus exhibit, K8.2.  And it is the 2023 S&P Global Ratings.  There we go, that's it.  And, Mr. Reinisch, you may want to have the other one, then in front of you from last year.

MR. REINISCH:  My apologies; I turned myself off instead of on.  My apologies.

I think from a financial risk perspective, probably the most significant difference was in their key metrics section, and how they were projecting the ratios for Enbridge Gas for the next couple of years, as they tend to do.  Even with the updated 2023 version, which would include assumptions around the rebasing and successfully increasing the equity thickness, even with that, we are seeing some of the ratios remain somewhat challenged.

So I think the biggest difference again is that even with an increased equity thickness included in the 2023 report assumptions, that there is -- we are not seeing significant improvement to the financial metrics.

MR. MONDROW:  Where do you see the increased equity thickness included in the 2023 report assumptions?

MR. REINISCH:  So the basis of their assumptions, we provided them our financial projections.  The financial projections that we provided S&P were the financial projections that we included in this case.

MR. MONDROW:  Okay.  That is interesting.  So let's look at the base-case scenario assumptions which we were looking at before, that grey box.  And in 2023, the third-last bullet, it says:
"EGI will operate at or close to its authorized capital structure across the outlook period."

In 2022, the analogous bullet actually specified the capital structure at 36 percent equity.  Right?

MR. REINISCH:  That is correct.  We do not yet have a Board-approved capital structure for 2024 or 2025.

MR. MONDROW:  Right.  But you are explaining to us that you told S&P to use what, 42?

MR. REINISCH:  No.  We provided them, the 2024 capital structure would have been at 38 percent equity.

MR. MONDROW:  At 38, the first step of the phasing?

MR. REINISCH:  That is correct.

MR. MONDROW:  But they didn't see fit to mention that here.  And you think that is because it is not approved yet?

MR. REINISCH:  Generally, my experience with the rating agencies is that they will opine and they will make assumptions based on what is known, what is factual.  They do have their own assumptions when it comes to things like interest rates, FX rates, you know, operating cost increases, those types of things.

But again, the information that we provided them upon which they have based their analysis included a 38 percent equity thickness for 2024 and 39 percent for 2025.

MR. MONDROW:  Would it be possible for you to undertake to ask S&P to confirm what equity thickness they used for the purposes of this 2023 report?

MR. REINISCH:  From a contractual perspective, I am not sure what they will disclose to us.

MR. MONDROW:  Well, we know what you gave them.

MR. REINISCH:  Mm-hmm.

MR. MONDROW:  And you are proceeding on the assumption they used what you gave them.  Right?  So could you ask them if that is true?  And if they say we can't tell you, then that will be the response to the undertaking.

MR. REINISCH:  We had asked them what assumptions they laid on with respect to the -- their funds from operations, the debt, et cetera, and they indicated that it was based off of the information we provided them.  And then they layered on proprietary assumptions on top of that.  They did not disclose which proprietary assumptions specifically they changed.

MR. MONDROW:  That is fine.  But I am asking if you will undertake to ask them if they used a 38 percent equity thickness rather than a 36 percent equity thickness.  Could you do that?

MR. REINISCH:  I can undertake to do that.

MR. MONDROW:  Okay.  Thanks.

MR. MILLAR:  That is J8.2.
UNDERTAKING J8.2:  ENBRIDGE TO CONFIRM WHETHER S&P GLOBAL RATINGS USED A 38 PERCENT EQUITY THICKNESS RATHER THAN A 36 PERCENT EQUITY THICKNESS.

MR. COYNE:  Mr. Mondrow, there is one other difference that I noticed between the two reports.  Would this be a good time to weigh in with that?

MR. MONDROW:  Sure, thank you.

MR. COYNE:  If you look at the peer comparisons, and I am looking at the 2023 version on page 4, you will notice that they are comparing Enbridge Gas to Énergir, Washington Gas Light and Dominion Energy Ohio.  And, in the 2022 version, it was Énergir, Washington Gas Light and Canadian utilities.  So they have now brought the comparator group to include two U.S. companies and one Canadian company, consistent with what we indicated earlier about the North American view that credit-rating agencies and investors take on the industry; two of the three comparators are U.S. gas utilities.

MR. MONDROW:  Thanks.

MR. O'LEARY:  I just wanted to indicate that that undertaking would be on a best-efforts basis.  Obviously, we can't promise that we will be able to provide a response.

MR. MONDROW:  Thank you, Mr. O'Leary.  That's fine.  That's my understanding, Mr. Chair.  I appreciate that.

Could we go to page 9 of this report.  And, at page 9, there is a table which is headed "Rating Component Scores."  What are those, Mr. Reinisch?  I don't mean to read them; I mean:  What does that mean?  Sorry, that wasn't a very elegant question.  What does that mean?

MR. REINISCH:  These are the factors based on the tables and analyses that S&P conducts that result in the rating for an entity.

MR. MONDROW:  And, under Capital Structure, it says:  "Neutral, no impact."  What does that mean?

MR. REINISCH:  Could you please bring up page 8, which would be helpful to explain.  Just that bottom there is a section called "Capital Structure."

So, as part of the S&P analysis, they do a subordination analysis, a subordination risk analysis, and that's where they look at capital structure.  Many of the entities that they rate will have very complex capital structures, where revenue may be generated by one entity in the structure, but debt held by a separate entity in that structure.  So, as result of that, it creates structural subordination and potential organizational complexity.  Who holds the debt may not have a direct line of sight to who is actually generating the revenue for that entity.

Thankfully, in the case of Enbridge Gas Inc., it is a very simple corporate structure, and therefore there isn't any structural subordination and S&P rates the structural subordination, or the capital structure, as neutral.  It is not referring to the debt to equity, which again is at issue today.

MR. MONDROW:  Thanks.  That's not what I expected you to say, but I appreciate your evidence.

MR. REINISCH:  That's okay.

MR. MONDROW:  Thank you.  Can we go, please, to Exhibit 5, tab 2, schedule 1, attachment 6.  This your 2024 Utility Cost of Capital Summary, and we see on line 3 the assumption of a 38 percent common equity component.

And my question -- and I'm not sure who this is for; maybe Mr. Small or Mr. Reinisch, I'm not sure -- is, if the Board determined that your common equity component should, in fact, remain at 36 percent, I'm curious to know what else would change on this table.  So clearly, on line 3, the cost component would change, and the cost in millions would change, and the totals on those two numbers would change.  Would anything on this table change?

MR. REINISCH:  Depending on how much time we had to rerun the financing plan, we may change the percentage of long-term and short-term debt, as well.  So that could potentially change.

MR. MONDROW:  Would the cost of that debt change?

MR. REINISCH:  I believe cost of debt was part of the settlement agreement, if I'm not mistaken; the proposed settlement agreement.

MR. MONDROW:  Okay.

MR. SMALL:  Sorry, it's Ryan Small.  I did want to point out that our evidence at 5.3.1 does talk to the assumptions of going to a 38 percent equity thickness in 2024, so it does talk to the fact that we have scaled our debt issuances accordingly to that.  But it does talk to scenario of, if we were required to remain at 36, we would need to issue a larger amount of long-term debt and it would cause a difference in the balancing of short-term debt, as well.  So, yes, there would be a corresponding impact.

MR. MONDROW:  So do we have in the evidence, Mr. Small, a dollar impact of remaining at 36 versus moving to 38?  A net dollar impact on your financing costs?

MR. SMALL:  I do -- well, again, I guess if you could turn to Exhibit 5.3.1.  I'm looking at page 5.  So this exhibit does show -- it is ultimately presenting the grossed-up cost of capital, inclusive of the tax impacts on equity, and it does show what the overall cost of capital would be, either in column D or, I guess, the grossed-up total in column F, between the assumptions at 36 percent equity and 38 percent equity, and then ultimately to get to 42.

MR. MONDROW:  Right.

MR. SMALL:  I will caveat this to say that these numbers -- I don't have comparable exhibit to this.  There isn't one filed, but, because of the capital update, the rate base number for 2024 changed slightly.  So these numbers would be representative of the amounts, but they would be -- you know, they are very close, but they are not exact.

I do have the capital update with me, just by way of example.  So, by way of example, then, in the capital update, I can, I guess, quote a reference.  It's exhibit 2, tab 5, schedule 4, attachment 5, page 1.  It ultimately shows the cost of capital at 38 percent of 952.2, and that was in comparison to the 955.7 that was shown in the other schedule.  So the capital update caused a minor change, but.

MR. MONDROW:  Okay.  That's helpful, thank you.  I would like to go back to Dr. Cleary's evidence, and I would like to look at the page numbered 29, which is PDF page 30.  This is exhibit M6, page number 29.  That's at table 5.

And Dr. Cleary sets out here the Enbridge Gas credit metrics for 2024, assuming both 36 percent and 38 percent equity thickness.  And am I correct, Mr. Reinisch, that, at 36 percent equity thickness, the four-credit metrics all improve 2024 over 2023?

MR. REINISCH:  Based on the assumption that was provided in the initial evidence, that is correct.  The metrics do improve from 2023 to 2024.

MR. MONDROW:  And Dr. Cleary explained in the footnote here that he calculated, I guess, the first of these figures, the earnings before interest taxes depreciation and -- what is the A?  Amortization, thank you -- to interest based on the data that was provided in response to IGUA number 44.

Do you have any reason to question the figures in that second row on table, Mr. Reinisch?  Did you find anything untoward about those?  I assume you've looked at the calculations; maybe you haven't.

MR. REINISCH:  Again, without the math behind it to validate it, they seem somewhat reasonable based on the approach that Dr. Cleary has undertaken.

MR. MONDROW:  Thank you.  I appreciate that.

MR. REINISCH:  The one thing, though, that I will note is that, obviously, the credit metrics, though they are important from a management to an internal perspective, ultimately, the credit metrics, as calculated by the rating agencies, are what matter.  Those are what define and determine the credit rating for EGI.

And I would note that the estimated debt to EBITDA in this table 5, at 5.03 and 5.24, is significantly lower than the lowest bound that S&P has forecasted for EGI for 2024.

MR. MONDROW:  Yes, based on the assumptions you provided and some proprietary adjustments that we are not aware of.

MR. REINISCH:  That is correct.  But they are the arbiters of the credit rating.

MR. MONDROW:  One of them.

MR. REINISCH:  Fair enough.  DBRS is, as well, but both are important.

MR. MONDROW:  Okay.  Fair enough.  Mr. Coyne, I am looking at page 25 of your report where in a section you talk about the regulatory response.  This is where you reference the Massachusetts proceeding.  I guess we have now got more information on that on the record, but generally this section of your evidence reviews the regulatory proceedings underway in a couple of jurisdictions, Massachusetts, Colorado, California, and New York, regarding gas-utility planning and adaptation in light of the energy transition.  At page 27, you indicated why you included these.  You say at page 27 -- no.  Right, a little bit up, Ms. Monforton, the paragraph that says "of course."  You say at the end of that paragraph:
"These proceedings illustrate the degree to which the energy transition affects gas utilities' business risks today as investors must consider that the long-term prospects of the industry have changed.  Even if these impacts take years to unfold, investors take these factors into account today."


So, first of all, you acknowledge that energy transition will take years to unfold, but you say that investors are still cognizant of those future risks.  Right?

MR. COYNE:  That is right.  Investors understand that there are a lot of uncertainties around transition and that it will be unfolding over time.  But they need to make investment decisions today based on what they know and what those uncertainties are and the risks they represent.

MR. MONDROW:  The proceedings that you canvassed are examining adaptation mechanisms by regulated utilities to adapt to the changing context and mitigate those risks.  Right?

MR. COYNE:  In part.  I think the goals were broader, that they often begin with legislative action that is asking the regulator to look at potential pathways, much like the discussion experienced here over the past week, for energy transition within their jurisdiction, the approaches and responses that are appropriate by both gas and electric utilities in the state, and then they are asking the questions around what regulator mechanisms are necessary to effectuate that transition.  So I really see those proceedings as encompassing all three of those issues.

MR. MONDROW:  And Enbridge Gas' response to the energy transition as reflected in this case and maybe future cases will have an influence on investors' appetite for investing in Enbridge Gas.  Would you agree with that?

MR. COYNE:  I would, yes.

MR. MONDROW:  Okay, and this Board's response to those initiatives will also impact Enbridge's future financing costs.  Right?

MR. COYNE:  It will.

MR. MONDROW:  Okay.  Mr. Chair, I do have more time.  I am going to -- sorry.  I don't have anymore time.  I do have more questions.  I am going to ask estimate maybe 15 to 20 minutes' worth.  I am in your hands.  I would like to ask them, obviously, and will try to go as quickly as I can, but I do have a few more pages of notes here.

MR. MORAN:  Okay.  Why don't we take the break and give you a moment to focus on the number of questions you really need to ask, and we will carry on that way.

MR. MONDROW:  I will certainly do that.  Thank you.

MR. MORAN:  We will come back in 15 minutes, at 2:45.
--- Recess taken at 2:28 p.m.
--- On resuming at 2:45 p.m.

MR. MORAN:  Please be seated.  Okay.  Mr. Mondrow.  Sorry, Mr. Shepherd.

MR. SHEPHERD:  Commissioners -- my name is Jay Shepherd, by the way -- Undertaking J8.1 was responded to during the break and copies have been distributed.  This is the letter from the Minister.  That letter is in fact a response to a letter from Ms. Harradence, the president of Enbridge.  And I am asking, just to complete this because it is hard to understand this letter without seeing the letter he is responding to, could we have that letter filed as well, please?

MR. O'LEARY:  Mr. Chair -- thanks, Mr. Shepherd.  When we saw the letter that has now been shared with you, we noted as well that it is in response to a letter.  And so our intention was to respond to undertaking J8.1 with a copy of that letter, as well.  We just aren't in a position today.

I should add as well that this panel actually cannot speak to that letter.  They are not familiar with it, but Ms. Giridhar will be here with the customer attachment panel on Thursday.  And she will be in a position to respond to questions from parties at that time.  I hope that is satisfactory.

MR. MORAN:  Thank you, Mr. O'Leary.  So we will consider the undertaking fulfilled when the second letter is provided.  Thank you.  Mr. Mondrow?

MR. O'LEARY:  Sorry, sorry, just to be -- we haven't technically fulfilled the first undertaking.  We have had only had it circulated --


MR. MORAN:  Yes.

MR. O'LEARY:  -- a couple of hard copies, in the old-school way of things that were done before.

MR. MORAN:  No, I understand.  Yes.

MR. MONDROW:  Thank you, Mr. Chair, and thank you for the opportunity to review my notes.  I have focused just on two hopefully quick areas that I would like to ask you about, Mr. Coyne.  They both have to do with your report filed in this case, Exhibit 5, tab 3, schedule 1, attachment 1.

And for the first, I would like to go to figure 6, which is on page number 22 of the report; this is the page number itself, 22.  And it is a table which is referred to in the top -- in the opening sentence on that page.  Great.  So there is the table.  If we would just scroll up to the opening sentence?  Thank you, Ms. Monforton.

And you talked about this earlier, Mr. Coyne.  The sentence here says:
"Investor ESG concerns are already affecting capital markets, as illustrated by S&P's analysis of the financing costs of North American oil and gas companies."

And we had bit of discussion about investors that you have spoken to that are saying no way, no how we are investing in gas and -- but I am interested in this table.  Can you describe the -- this table has two lines on it, by carbon intensity, lowest carbon intensity and highest carbon intensity.  And obviously the datapoints are some sort of averages of issue, I guess, proceeds or costs -- not costs, but issue proceeds or benchmarks; you will have a better term than I, for groups of companies.

Can you just describe, not list all the companies included in these samples, but the types of companies that you think are included in this illustration?

MR. COYNE:  I will go by my recollection.  I do believe that the report is on file in our record, and we could go there, if we need to.  But what S&P was doing here is looking at companies that were, as they express, those that have low-carbon intensity and the highest carbon intensity, and looking at their new issuance costs, to see if there was an emerging difference between the cost of debt capital based on carbon intensity.

At the upper end of the range, oil and gas production companies and companies of that nature, at the lowest end of the range were those that were deemed to be either low-carbon intensity in terms of their operations, or they had already neutralized their carbon in some other way.

MR. MONDROW:  Okay.  They are oil and gas companies.  So would they include Enbridge Gas and gas distributors?

MR. COYNE:  At the upper end of the range, the --


MR. MONDROW:  Well, no.  No, at the upper end of the range would be highest carbon intensity.  I assume that Enbridge Gas would be at the lower end of the carbon intensity range, wouldn't they?

MR. COYNE:  No, I wouldn't assume that --


MR. MONDROW:  No?

MR. COYNE:  -- in terms of carbon intensity.

MR. MONDROW:  So you think that Enbridge Gas would be high-carbon intensity relative to upstream oil and gas producers?

MR. COYNE:  No -- relative to low-carbon intensity companies.  They would be somewhere between those two.

MR. MONDROW:  I see.  But these are all oil and gas companies.  So Enbridge Gas Distribution would be in the middle of the pack of oil and gas companies in respect of carbon intensity?

MR. COYNE:  No, somewhere between those two curves, between low- and high-carbon intensity.  And I don't recall that they covered specifically or differentiated between gas distribution companies and oil and gas companies.

MR. MONDROW:  So what gas companies would be lower carbon intensity than Enbridge Gas, for example?  What kinds of companies?

MR. COYNE:  What kind of a gas company would be lower carbon intensity?

MR. MONDROW:  Well, these are oil and gas companies.

MR. COYNE:  I see.

MR. MONDROW:  So I am assuming oil companies are higher carbon intensity than gas companies.

MR. COYNE:  Yes.  I am sorry, I should have been clearer.

MR. MONDROW:  That's okay.

MR. COYNE:  So by oil and gas companies, I meant upstream companies, so production companies.

MR. MONDROW:  Right -- I am talking about Enbridge Gas Distribution.

MR. COYNE:  ExxonMobil, companies of that nature, Chevron, Shell -- to me, those are the types of oil companies that they had characterized as the highest carbon intensity.

MR. MONDROW:  Right, I understand that.

MR. COYNE:  Yes.

MR. MONDROW:  And Enbridge Gas is a downstream gas company.  Would they be included in this analysis?

MR. COYNE:  I don't recall if Enbridge Gas was included specifically, but it was -- I recall that the highest carbon intensity companies were upstream companies, not distributors.

MR. MONDROW:  Okay.  What were the lowest carbon intensity companies?  Do you recall?

MR. COYNE:  Well, let's go to the report, because you are asking good questions and we have the report on record, I think; let's go to it.

MR. MONDROW:  Mr. Dane has found the report for us.

MR. COYNE:  Yes.

MR. MONDROW:  If you could just --


MR. COYNE:  So that we could all look at it
together --


MR. MONDROW:  Yes.

MR. COYNE:  -- if you want to take this discussion further.

MR. MONDROW:  Well, I don't, really.  I just want to understand how Enbridge Gas Distribution compares to the companies represented on the -- are they included, or are these different sorts of companies?  That is really my questions.  But look at whatever you need, to answer the question.

MR. DANE:  Mr. Mondrow, from a quick look, it doesn't list which companies are included.  So we can't -- I can't give you a definitive answer.

MR. MONDROW:  Okay.  One more question, and I don't think this is going to require going into detail, but let's go to page numbered 2 of your report.  And it is figure 1.  There is a table, a summary table with risk categories and a little description in the middle column and then a conclusion in terms of degree of risk.  And I was going to go through some of these, but I don't think that is going to be necessary.

Mr. Coyne, if I could just confirm with you my understanding, that the real driver of your recommendations in respect of Enbridge Gas's equity thickness in this case is represented on the first row of that table, the energy transition, where we see your conclusion of a significant increase.  And the other four rows all have modest to neutral impacts, so really aren't driving your recommendation.  Is that a fair conclusion?

MR. COYNE:  I would say we -- yes, it is fair in that the most significant risk that is really driving it over the level of significance is energy transition.  I think the others would fall short of that degree of fundamental change in the company's risk profile that we have identified.

MR. MONDROW:  Okay, that is very helpful.  Thank you.  And thank you, Mr. Chair, for the indulgence.  I will end my questions there.

MR. MORAN:  Thank you, Mr. Mondrow.  I think next up is CME.

MR. GARNER:  Sorry, Mr. Moran, I think my friends have allowed me to push myself ahead in the queue, because I have a competing time thing later.  So I think that was fine with my friends, but if not.

MR. POLLOCK:  I can confirm, Mr. Garner.  That is fine.

MR. MORAN:  Okay.  All right, Mr. Garner, go ahead.

MR. GARNER:  Thank you for that and the indulgence.  And I will try to be quick.
Cross-Examination by Mr. Garner:


My first question is for you, Ms. Ferguson:  I have heard you say today, and I heard earlier in this hearing a similar discussion, and this is about the issue of stranded assets and the change, and I think the insinuation is a change in certain board policies, et cetera.  I am confused by that, and let me just ask you a question:  When someone says a stranded asset, the definition of a stranded asset I think of and you can tell me if I am correct is it is an asset that is prematurely retired before it is depreciated, fully depreciated, through anything; you know, change in law, development changes, something that causes that asset to be taken out of service prematurely.

Is that a stranded asset, in your mind?

MS. FERGUSON:  I would agree with that.  An asset that's no longer used or useful.

MR. GARNER:  Right.

MS. FERGUSON:  And there is a stranded asset cost associated it that's not recovered.

MR. GARNER:  Right, because it's not fully depreciated yet.

MS. FERGUSON:  Right.

MR. GARNER:  And right now, as we talk, and as you do your regulated books right now, when you have a stranded asset today, let's say through a developments -- like in my area, where industrial is being changed over to residential and some pipe, I guess, is coming out of service; maybe prematurely or not, I'm not sure, but let's say prematurely -- right now, is the practice to pull that asset out of your regulated books and write it off, so to speak?

MS. FERGUSON:  Today -- well, the depreciation panel could probably talk a little bit better, but we pool assets.

MR. GARNER:  Right.

MS. FERGUSON:  And with that, the value of that asset will still continue to get depreciated.

MR. GARNER:  So are you telling us that, right now, what happens is assets that are no longer used and useful still remain on the books of accounts of the utility and attract a return?

MS. FERGUSON:  If there was a situation where it was no longer used or useful and there was still a value associated with it, the pooling of our depreciation would still capture it in there, yes.

MR. GARNER:  Okay, thank you.  Thank you for that.

Mr. Coyne, my next question is for you.  And, just so you know that I haven't dreamed these up, and I'm not asking you to rely on it, but I was reading a report done by NARUC.  Do you know who NARUC is?  And it was done for USAID.  I don't know if you know USAID; it's a government agency.  But really, all it was, was a primer on how to set costs of capital.  And the only reason I bring it up is because I used it to sort of refresh my own memory about how you do cost of capital.

Would you agree with me that there are number of models that you can use when you're doing a straight cost of capital study?  And the ones I have are the discounted cash flow, the cap M or capital asset pricing, risk premium, comparable earnings, expected earnings; if you get really esoteric, you get into arbitrage price theories, and that.  If I'm looking at your report, how do I classify that in those methodologies of looking at cost of capital?

MR. COYNE:  Good question.  Well, in our report, we are focused exclusively on equity thickness because we respect the fact that the Board sets ROE by its formula, which has been in place for decades now, although it changed in 2009.  So, for us, we did not use any of those models because they are the tools we would use to estimate return equity.  They were not necessary for us to look at the issue of equity thickness.

MR. GARNER:  Right.  And you were explaining that the Board, in your experience, is an outlier in the way it separates capital structure as a business risk, as opposed to an overall approach to the cost of capital.  Correct?

MR. COYNE:  Not an outlier in that sense, but in the sense that it's unique that it has established the two-stage process of a determination that there has been a significant change in business risks since the last time it reviewed the utility's equity ratio, and then application of the fair return standard.  That's what I see as unique to the Board's approach.

MR. GARNER:  Thank you.  And, in your report -- and I don't think you need to bring it up, but I have it as 17 of 164; but you don't need to bring it up, really -- all it is, is you provide a definition of "business risk" and "financial risk."  And, just as a start, let me tell you it is uncannily exactly like how the NARUC people define the same terms, just so you know.

Now, in your report, are you assessing financial risk, are you assessing business risk, or both?

MR. COYNE:  Both.

MR. GARNER:  Yet you are saying the Board's policy really just goes to the issue of business risk.  Right?  Because that's the capital structure part that the Board is speaking to.  So why do both?  If the Board's capital structure is imputing business risk, why are you also looking at financial risk in an argument to change that number?

MR. COYNE:  Once you have reached the determination that there is a change in business risk that requires examination of the appropriate equity ratio, it then becomes important to look at the financial risk profile of the company in addition to its business risk profile.  The reason that financial risk is important is you begin to look at credit ratings and how they compare to other utilities that are in peer groups, and how they would compare.  And that's a gauge of, as we talked about earlier, financial strength, is one of the factors that you use in setting equity ratios.

So both become important once you open up the full examination of the fair return standard.

MR. GARNER:  I agree, and I think you were talking about how that's done in a lot of jurisdictions.  What I'm a little confused by is:  Aren't you then conflating risks that really should express themselves through a return on equity with those that are expressing themselves through a structural change in the capital of the company?  And, especially when you then compare that to other jurisdictions, aren't you conflating that here in Ontario?

MR. COYNE:  You can't help but to look at them together if you are looking at it from an investor's perspective, because they do look at both equity ratio and ROE.

We do, in our report, look at the weighted balance of equity ratio and ROE for the peer companies that we reviewed for that purpose, because they are important to consider together, but we have set aside the issue of ROE due to the formula and focused on its implications for equity ratio independently, to the extent we can, even though an investor would look at them together.

MR. GARNER:  In your opinion as an expert, would the Board be -- "well-advised" might not be a polite enough term -- but would the Board be advised to review the cost of capital holus-bolus, so to speak, for Enbridge in light of energy transition?

MR. COYNE:  Including its ROE?  Is that your question?

MR. GARNER:  Right.

MR. COYNE:  It's a good question.  I think it's okay to, from my perspective, given the -- we followed the formula and participated in the 2009 proceeding where the Board revisited its formula, and my personal view is that the formula has served the Board well over the past decade or so, once it made the changes to it that it did.  If we were to examine today the cost of capital for Enbridge, using our DCF and Cap M models, as you asked in your initial question, I think they would probably result in a higher ROE than what the formula is currently producing.  But the gap between market-based returns and the formula have narrowed over time.  The formula has done a better job of mirroring what I would call market-based returns than it did previously.

So, yes, I think that would be beneficial, but I also know that the Board was looking to gain regulatory efficiency when it set out on the process that it did of establishing a formula.  It's a daunting task to think about setting a return on equity for 60-some-odd electric utilities and a gas utility, along with everything else that it does, but, from a standpoint of the fair return standard and accuracy of determining the cost of capital, I think it's always better to look at it fresh, in light of current market circumstances.

MR. GARNER:  And might that argument be reinforced by the idea that, unlike -- that the electricity industry is diverging, so to speak, from the gas industry in the sense of how the market and other people see its future?

MR. COYNE:  Yes, that's part of it.  And that's one of the factors that we take into stock in our recommendation, where we look at the difference between the 40 percent allowed equity ratio for electric utilities, currently, and a 36 percent equity ratio for Enbridge, which really just doesn't jive with how the market sees these investments today.

MR. GARNER:  Right.  One question on the issue about the capital structure.  And, in your comparisons -- and I think this was touched on by Mr. Mondrow earlier, and I'm glad he did -- in this report that I am referring to in NARUC, one of the lines in there was that the writer writes:  "Actual capital structure ratios are generally used for a utility that has market traded stock and/or debt directly issued to investors."

And I took from that they were saying, and I am asking you with your experience, in the U.S., there is a trend to basically use actual structure of publicly traded companies, as I think you were -- and I don't want to put words in your mouth -- insinuating, though, that, as long as they fell within some bound of reasonableness in front of the regulator.  Is that the practice in many jurisdictions?

MR. COYNE:  Well, a little bit different than that.  It would be, first of all, they are not publicly traded companies.  It would be the actual capital structure for the regulated utility, as the first test.  So to make sure that the customers are getting the benefit of the capital structure that the utility is actually carrying on its books because most of the large operating companies issue their own debt and so, if you have a given capital structure -- let's just say it is 50/50 -- and you're issuing your own debt with that balance sheet, a regulator would be looking to make sure that the customer is getting the benefit of the leverage you are actually carrying on the balance sheet.  So it is looking for that consistency between actual operating company and capital structure that is behind the debt that you are issuing.  And then the second and third test that I described were peer group comparisons.  If you are carrying a 50 percent equity ratio and your peers are between 45 and 55 percent, then that is going to suggest a zone of reasonableness to them.  And then, thirdly, is the company able to maintain a sufficiently strong credit rating to attract capital on reasonable terms.

MR. GARNER:  Well, can I ask -- don't mean to interrupt, but can I ask because -- and that is very helpful.  What I was trying to understand though is, to put in a colloquial, in here it appears to be that the utility comes in and says to the board what is my capital structure, and, in many U.S. jurisdictions, it is kind of the opposite.  The utility comes in and says here is my actual structure; is it okay.  Would that be a characterization that you would say is different from U.S. jurisdictions or a lot of U.S. jurisdictions to what you see here with Enbridge?

MR. COYNE:  I think that is not an unreasonable synopsis.  There is more deference given to treasury departments and utilities to maintain some flexibility in their capital structure around what they are trying to accomplish in the marketplace.  As Mr. Reinisch could probably attest because he has this job, there are times when issuing debt makes a lot of sense.  Debt markets are robust.  If he senses, he can go out and raise 30-year debt at a rate of 3 and a half percent or something like that, as experienced over the last 5 years.  Then, he might want to load up on debt, but, if he senses as he may have during the pandemic or the '08 or '09 financial crises that this is not a good time to raise debt, that it would be very expensive debt, he may want to stand off.

So I would say that, as I see it, a typical U.S. regulator provides utility management with a little bit more discretion within a reasonable range, whereas I see in Canada more of an emphasis on deeming a capital structure that they determine is reasonable without those same considerations coming in the balance.

MR. GARNER:  Thank you.  Thank you, panel, and thank you, Board.  Those were my questions.  Thank you, everyone.

MR. MORAN:  Thank you, Mr. Garner.  Who is up next is CME.

MR. POLLOCK:  Thank you, Commissioner Moran.  I am assuming that everyone can hear me okay.

MR. MORAN:  Yes we can, Mr. Pollock.

MR. POLLOCK:  Thank you very much.  I had a compendium for this witness panel.  I was wondering if we could mark that as an exhibit.

MR. MILLAR:  It is Exhibit K8.5.
EXHIBIT K8.5:  CANADIAN MANUFACTURERS & EXPORTERS COMPENDIUM FOR PANEL 7.

MR. POLLOCK:  Thank you very much, Mr. Millar.  I wanted to start my discussion.  There Are a couple of areas that Mr. Mondrow quite ably canvassed, so I won't go over that ground, but I wondered if we could just start our discussion with respect to how we are viewing risks and the timelines over which we are viewing risk.  So, Ms. Monforton, could you bring up Exhibit I.5.3, CME-42, please.  So, in this interrogatory -- this question is for Mr. Coyne and Mr. Dane -- I asked you what Concentric's understanding of the phrase "near term" meant with respect to setting the capital structure.  Do you recall this question, Mr. Coyne?

MR. COYNE:  Yes, I do.

MR. POLLOCK:  Can you scroll down, Ms. Monforton.  At the bottom paragraph here is where you provided the Board's statement in a previous case:
"Regarding the use of future events, the Board agrees with CCC that the relevant future risks are those that are likely to affect Enbridge in the near term.  Any risks that may materialize over the longer term can be taken," and if we scroll down to the below page, "into account in subsequent proceedings."

So that is the source of "near term" that I was asking about.  Correct, Mr. Coyne?

MR. COYNE:  Yes.

MR. POLLOCK:  And so your answer, which is the bottom paragraph, I want to start with the last sentence, which says "even though investors."  Do you see that?

MR. COYNE:  Yes.

MR. POLLOCK:  So your answer is:
"Even though investors consider both long-term and near-term risk, Concentric considers near-term risks as those likely to impact Enbridge Gas over the 5-year rate period from 2024 to 2028."

My first question to you is:  When I read this, what I take from it is there seems to be a divergence in views between you and the previous Board's decision when you say, "Even though investors considered both long-term and near-term risk", that what the Board is talking about as the relevant risks are just the near-term risks.  Is that a fair way of reading that answer?

MR. COYNE:  I don't want to speak for the Board in terms of what it was thinking in this period, but this is from the 2007 decision, was it, 0354?

MR. POLLOCK:  I believe it's --


MR. COYNE:  It's 2013.

MR. POLLOCK:  Right.

MR. COYNE:  Right, yes.  You know, if I look at -- I've read this decision carefully a few times, knowing that this was an important point.  Later on in that decision, the Board goes to the issue of environmental policies, and it seems to be suggesting that, while this issue was raised, those environmental policies are in place today and therefore the risks associated with them are more speculative.  And then back in this paragraph it therefore reached a determination that it wasn't necessary to adjust the equity ratio at this point in time on that basis.

And I think that, when we began to do our work almost two years ago now, we focused on that paragraph because we recognized that the types of risk that we are talking about here are very fundamental changes in the industry outlook but yet the Board had the view around the certain timeline over which these risks needed to unfold to reach that threshold determination.  So we were mindful of that throughout our work, that we wanted to be honest of course with the Board about how we saw these risks unfolding but also recognizing the fact that they will unfold in a continuum, as we will all understand what energy transition means and all the uncertainties that they invoke.

So I think that from an investor's perspective, however, we see that they need to make decisions today based on how they see these risks unfolding, and some are saying, as we mentioned earlier, no, I just don't want to take that risk at all, and others are saying at a minimum I might want to be cautious about the sector because there are so many things that will happen that may impact my ability to earn what I consider to be a compensatory return.  So all of those things are true.

I wish it was more unambiguous than it is, but that is really where we are with energy transition.  By its nature, it is ambiguous.  By its nature, it will unfold over a timeline, but investors don't have the luxury of sitting back and waiting.  Some may, and decide that I will go hands-off until I see how it unfolds.  Others will say no, and others, as we have seen in the marketplace, have decided I will, but it is a more expensive place for me and therefore I require a higher return.

So I think all of those are true.  I believe that this Board will have to consider its prior determination on that spectrum in light of this new environment that we are in that I don't think that the Board or we could have considered back in 2013.

MR. POLLOCK:  So, if I could take one piece of that, am I right in thinking that, barring some sort of radical change in how Enbridge is regulated, there will be a Board possibly 5 years from now that will be looking at this when Enbridge comes back to reapply and will have 5 years' more experience with the energy transition and will be able to evaluate the go-forward risks from that point?  That will be the case?  That is your assumption?

MR. COYNE:  Yes.  In 5 years, we will have more data, more information.  I don't know that all of the ambiguities will be resolved in 5 years.  Energy transition will take decades, but there will be more information.  We will have 5 years of history, but I think we will still have many open-ended questions about the role that hydrogen and RNG will play and, importantly, the role that new technologies will play and how consumers will respond to all this.

MR. POLLOCK:  As I understand some of what your analysis is in your report, your position as I think you just stated is you are looking at it from an investor point of view and investors look at it through the long-term lens and therefore you considered not only the near-term but the long-term risks, as well.  Is that a fair synopsis?

MR. COYNE:  It is.

MR. POLLOCK:  So, putting myself in the OEB Panel Members' shoes, is there a practical difference between a paradigm where the Board says we are okay to consider near-term risks and long-term risks, and a paradigm where we only want to consider near-term risks, but from an investor's perspective who considers long-term risk.  Therefore, we are considering year-end long-term risks.  Is there a practical difference between those two things?

MR. COYNE:  I might ask you to go back and parse that question, if you could.  It sounded reasonable, but could you just break it down for us?

MR. POLLOCK:  Let me give you another run at it, if it is helpful.

MR. COYNE:  Yes.

MR. POLLOCK:  I am trying to put myself in the shoes of the Commissioners who are trying to, you know, formulate a test and actually apply it to come to an answer.  And there is one paradigm which I understood the Board to have previously rejected, which is we are going to look at short, near-term risks and we are going to look at long-term risks, and we are going to sort of put it all in the hopper.  That is one paradigm.

There is another paradigm which I understand you to be a proponent of, which is we will look at near-term risks, but the near-term risks include what investors think, and investors are long-term risk thinkers, so it includes both near-term and long-term risks.

And my question is to you is, from a practical point of view, is there a difference between those two paradigms?

MR. COYNE:  I think so because, in the second paradigm, the Board would be taking a longer term view of the risks affecting the industry, and understanding that that is how an investor would look at it, because investors are making decisions on assets that will last up to 40 years or longer.  So they don't have the luxury of compartmentalizing those risks between some near-term time frame and longer term time frame.

The investors that we work with, and we do this work on a regular basis, are always thinking long term about the industry.  These aren't day traders that are getting into Enbridge because they think they are going to have bump in earnings this year.  These are investors that take views that are measured in decades.  And so they are making decisions based on risk spectrums that last for decades.

So I think if I were to express my opinion to the Board, I think that I would acknowledge that investors need to take that long-term view.  And that, from a regulatory perspective and a customer perspective, it is important to do so.

Energy transition, if I could just add one more thought, is going to unfold over decades, but that doesn't mean that the company can stand still.  It needs to be taking actions today, to respond to political pressures and public policies and customer preferences today.  It can't wait until all that is to be known is known.  So it affects operations today, it affects risk today, even though all the knowns will not be knowns for decades to come.

And that is why I believe that our recommendation of coming up to what we believe is a minimum threshold for equity thickness is an appropriate first step as the company leans into the kind of financial strength it needs to manage through the transition.

But it won't be the last step.  It could very well be that, in five years, there is -- the risk environment looks different than it does today.  And that is why I think, to Mr. Garner's questions, it is appropriate probably to look at it again in five years, to see if it remains appropriate.

MR. POLLOCK:  And -- sorry.

MR. COYNE:  And the last point I would make, and I am sorry, I didn't mean this to sound like a speech, but you have asked a very good question, is that energy transition is going to come at a cost.  And the company's proposal to gradually increase its equity ratio in our estimation is leaning in to a transition that is unfolding over time.  But it will not be a costless transition.  Increasing the equity ratio is just one of those costs associated with meeting these very ambitious public policy goals.

MR. POLLOCK:  Thank you, Mr. Coyne.  So I think I have a narrower question than the one you answered, which was specifically there are two, sort of -- I set out two paradigms, and I asked you if there was a difference.  So I appreciate your position, that they should be looking at both near-term and long-term risks; I think you have set that out in your report.

But is there a practical difference between the Board saying, yes, we agree, we should look at near-term and long-term risks, versus the Board saying we will only look at near-term risks, but the near-term risks include investors today that look out to the long term, and therefore we are including near and long-term risks.  I just want to know if there are any differences between those two things.

MR. COYNE:  Yes, I think there a difference.

MR. POLLOCK:  All right.  So what specifically is the difference?

MR. COYNE:  Well, in the first paradigm, you were suggesting that the Board could ignore near-term risks.  Let's just say, for example, if they are risk --


MR. POLLOCK:  All right.  Is that the case?  Sorry, I don't mean to interrupt.  But I suggested that they were both looking at near and long-term risk.  So I don't --


MR. COYNE:  I didn't understand that.  I thought you were compartmentalizing them.

MR. POLLOCK:  No, no, sorry.  There is one paradigm where they just say every risk is on the table.

MR. COYNE:  Mm-hmm.

MR. POLLOCK:  And there is one paradigm that says we are only looking at near-term risk, but near-term risks include investors who look at the long term, and therefore everything is on the table.

MR. COYNE:  Okay.  Now I see how you are parsing your question.  Let me are rephrase it, to make sure understand it, then.

MR. POLLOCK:  Certainly.

MR. COYNE:  You are saying in the first case that the Board focuses on near-term risk, but understands investors look at both near and long-term risks, therefore it evaluates them both.  Is that right?

MR. POLLOCK:  I wouldn't even say they focus.  They take both.

MR. COYNE:  Okay.

MR. POLLOCK:  I am just -- in both.

MR. COYNE:  In the second case, they evaluate both near and long-term risks.


MR. POLLOCK:  They say near-term risk, but investors in the near term look at long-term risks.  Therefore, we will look at both.

MR. COYNE:  Well, as I am listening, and maybe my fellow panellist, Mr. Dane, could help me discern that.  But I not discerning a difference between those two approaches, as I hear your question.

MR. POLLOCK:  All right.  So I will get to where I am going, because this took a little bit longer.  But isn't your suggestion that we should take into accounts long-term risk from the perspective of an investor simply doing through the back door what the Board said they weren't going to do through the front door, which is to take into account both near and long-term risks?

MR. DANE:  Mr. Pollock, I might just qualify the response, that I don't know that the Board has expressed a prohibition on looking at long-term risks.  I think in the citation that we have in our evidence, it refers to the 2013 proceeding and the risk discussion that was specific to that proceeding.

So in this case, while we may have in response to interrogatories put some bounds around what we might consider near term and long term, I think the risk discussion is very different today than it would have been at that point.

MR. POLLOCK:  So if I could play that back to you:  the Board's previous decision and their -- you know, the conversation they had, not applicable to this case.  Is that fair to say?

MR. DANE:  No, not at all.  Rather, I don't see in the decision of 2013, and I can't speak for the Board, but I don't think they were espousing a prohibition on looking at longer term risks.  I think they expressed in that case a preference to focus on risks that might materialize in the near term.

But I also think they were looking at a different suite of considerations, at that point.

MR. COYNE:  And specifically, I was looking for this quote, that -- in that same decision, the Board said:
"The evidence does not demonstrate a tangible risk that new environmental policy and laws in relation to gas distribution will be implemented over the near term or, if implemented, will be likely to have a detrimental effect on Enbridge in terms of volume over the near term."

And then the Board goes on to talk about what intervenors had to say that, to the contrary, the policy commitment to cease all coal-fired electricity generation in Ontario is likely to result in more gas-fired electricity generation, which is a benefit to Enbridge.  And then it talks about DSM and how DSM could actually reduce the risk to the company.

And so I see the Board as balancing what they saw as upsides and downsides in the near-term environment when it parsed that language further that led it to that decision.  And today, it is such a fundamental change in risk for the company's business profile, it is hard to envision any scenario that is an upside scenario for a gas distribution company in the face of energy transition.  It is only a matter of by what degree will we see the company's business profile and risk impacted by energy transition.

So we just see it as a wholly different business environment that could have even been envisioned in 2013.  These policies just weren't on the table.

MR. POLLOCK:  Thank you, very much, Mr. Coyne.

I will move on.  This next question is for the Enbridge Gas witnesses.   Ms. Ferguson, I understood you to say in your opening that with respect to -- so we have done the sort of forward-looking horizon.

With respect to looking backwards, which is to say what is the baseline that we are measuring a change in risk against, I understood you to say that Enbridge's position is that the hand book for MAADs in some way either prohibited or discouraged Enbridge from applying for a different equity thickness than the one it already had.  Is that fair to say?

MS. FERGUSON:  Yes, that is fair.

MR. POLLOCK:  Could you point me to what parts of the handbook, part or parts, either prohibits or discourages applications for a different equity thickness.

MS. FERGUSON:  Just one moment.  So, as part of the consolidation handbook, on page 11, I will refer to a couple of spots where that interpretation was taken.

The first paragraph says:
"Rate setting following a consolidation will not be addressed in an application for approval of a consolidation transaction unless there is a rate proposal that is an integral aspect to the consolidation."

And the example is temporary rate reduction, which, in the company's view, wouldn't have been applicable at the time because that's assuming there were some efficiencies from the transaction.  And that wouldn't have been in place at the time of MAADs.  We took the deferred rebasing period to determine that.

And then later, for rate-setting policies, it refers to deferred rebasing and then there are several options in terms of how the rate-setting framework would work for that consolidated entity.  And the interpretation of the company was that, if one entity was on a price cap and one was on a custom, we would go to a price cap.  And that was the company's interpretation at the time.

MR. POLLOCK:  Understood, thank you.  Mr. Coyne and Mr. Dane, back to you.  If I could go to Exhibit 5, tab 3, schedule 1, attachment 1, which is your report, page 6 of 164.  Now, you already looked at this with Mr. Mondrow, but there is a helpful table of these risks that you have identified.  Correct?

MR. DANE:  Yes, this is a summary of our risk analysis.

MR. POLLOCK:  Okay.  And I think you already mentioned this to Mr. Mondrow, but, just to confirm that that is the most significant risk of the ones that you have listed.  Correct?  The energy transition?

MR. DANE:  Yes.  As we say on the prior page, the most material factor contributing to the increase is the energy transition.

MR. POLLOCK:  All right.  So I wants to focus on the energy transition risk.  And if we could go to page 39 of 164.  As I understand it, one of the risks that you highlight as being part of the energy transition risk is operational risk.  Correct?

MR. DANE:  Yes, that's correct.

MR. POLLOCK:  And if I can sort of summarize it briefly, it's the idea that there has recently been a swell, or a surge, of opposition to, I guess, fossil fuels as part of the energy business.  And so, in terms of operational risk, what this means is, number one, there is a greater risk of the Board denying leave to construct; and, two, there is an increased time and cost associated with regulatory proceedings.  Is that fair?

MR. DANE:  Yes.  We start with a quote from Moody's, which states that the long-term challenges to natural gas infrastructure are increasing; we then discuss instances in the broader industry of opposition to oil and gas infrastructure; and then we discuss some specific examples that have arisen for Enbridge.

MR. POLLOCK:  And, in your view, whenabouts would this sort of change, this uptick in opposition, have started?  Would it have been about 2018, earlier, later?  What's your view?

MR. DANE:  When you say "this opposition," certainly, there is, historically, opposition to energy infrastructure that comes in different flavours.  I think with a focus on energy transition–specific types of risks, and talking about decarbonization as it relates to business planning and the business of operating a local distribution company, that's more recent.  I don't have a specific date for you, Mr. Pollock, so I will leave it that.

MR. POLLOCK:  I had understood, for instance, on page 40 of 164, you have a quote here that says:
"In 2009, gas pipelines took an average of 386 days to get approval, and that increased to 587 days in 2018."

So I'm assuming that, in some of the jurisdictions we are talking about, this started at least in 2018.  Right?

MR. DANE:  Right.  And that data is from a New York Times article.  I agree with the date, yes.

MR. POLLOCK:  So if we can turn up page 54 of the compendium.  And, Ms. Monforton, for your benefit, I think the numbers that I will be giving are the paper numbers and the PDF numbers are one more; so 55 for you and 54 for those keeping a lot of paper -- of the compendium, sorry.

So this is a discussion that we had in the technical conference and I asked you what are the dimensions of this operational risk.  And, as I recall your answers, there is both that the Board will reject, or not grant, a leave to construct, as well as an increase in the amount of time and the amount of costs in regulatory proceedings.  Is that right?

MR. COYNE:  Sorry, just to -- I want to get on that same page with you.  Who is the question being asked of?

MR. POLLOCK:  Yes.  If you can scroll down, you say, Mr. Coyne, in answer to the question:
"Yes.  They are less likely to approve the project, A; B, more likely to approve it with modifications; and, thirdly, it's more expensive.  It's a more expensive process."

It says more retracted, but I think you said protracted, "with more uncertainty because it could take what used to take, let's say for example, two or three years", and then, if you scroll down, Ms. Monforton, "It could take six or seven years for approval."

Do you see that?

MR. COYNE:  I do, yes.

MR. POLLOCK:  All right.  So the dimensions of this risk are, as I said, if you could confirm, number one, a risk that they will reject the application; and the second risk being increased time and increased costs for regulatory proceedings.  Correct?

MR. COYNE:  That's right.

MR. POLLOCK:  All right.  You have given in your evidence a few examples of Enbridge's own applications.  Could we turn up page 38 of the compendium.  Unfortunately, this is quite small, although thankfully I'm not going to get into the details with you.

Would you take it, subject to check, Mr. Coyne and Mr. Dane, that there are approximately 85 projects that Enbridge has listed since 2012 as being leave to constructs, or the associated storage credits?

MR. COYNE:  I have no reason to doubt your counting.

MR. POLLOCK:  Thank you for the vote of confidence, Mr. Coyne.  And could we go to page 39, so one more page.

And, at the technical conference, I asked Enbridge to confirm whether or not any of the decisions on that list have been a denial of relief, and they said that, with the exception of one, which I will get to, there were no instances where the Board denied them leave to construct.  Do you see that?

MR. COYNE:  Yes.

MR. POLLOCK:  All right.  So there was only one instance where the Board denied relief, as I understand it, and you have highlighted that in your report, which is EB 2020-0293.  Correct?

MR. COYNE:  Who filed it in their report?  Could you repeat that?

MR. POLLOCK:  Sorry.  In your report, you listed several cases where you said that this increased opposition is happening to Enbridge.  Is that right?

MR. DANE:  We did, Mr. Pollock.  We are just catching up to the reference.

MR. POLLOCK:  No problem.  Take whatever time you need.

MR. DANE:  Okay, we're there.  This page 43 of 164, I believe you are referring to.

MR. POLLOCK:  And so -- sorry, go ahead.

MR. COYNE:  I'm just catching up with the hard copy as we look at both here.

MR. POLLOCK:  No problem.  And can we go to page 25 of the compendium.  So this is the decision in EB 2020-0293, which I have reproduced in the compendium.  I will give you a moment if you need to get there.  Please let me know when you are, Mr. Coyne.

MR. COYNE:  We are with you.

MR. POLLOCK:  Okay, and so the findings, the Board's actual decision, is that they've denied relief but not because of an environmental concern, but they state in the second paragraph under Findings:
"The risk of a catastrophic failure of the subject pipelines is a function of the probability of failure and the consequences of such failure.  While Enbridge Gas may have demonstrated that a catastrophic failure of the pipelines could have severe consequences for its customers..."

And it goes on to say:

"OEB finds that Enbridge Gas has not demonstrated that the likelihood of such a failure warrants a replacement of these pipelines at this time."

So you will agree with me, Mr. Coyne, that, while they have denied relief, it is not on the basis of environmental opposition; it is because Enbridge has failed to discharge its obligation of the applicant to prove its case that the safety risk warrants replacement?

MR. COYNE:  Well, I let the decision speak for itself.  The OEB finds Enbridge Gas has not demonstrated that the likelihood of such failure warrants replacement of these pipelines at this time.

MR. POLLOCK:  Okay.  So, by my count, that leaves us with zero instances where the Board has denied Enbridge's application for a leave to construct on environmental opposition grounds.  Is that correct?

MR. COYNE:  [Audio dropout] company panel members, so I would prefer that they respond on their track record.

MR. POLLOCK:  Certainly.

MS. FERGUSON:  I would have to agree with that.  I think the piece that I would agree with with what Concentric had noted is that the level of opposition means a lot more complex case and filing for the company, and I think that is true, demonstrated by the response to the interrogatory -- just one second -- The same interrogatory you referred to, Exhibit I.5.3-CME-43.  We did note in there the number of interrogatories and the number of intervenors that participate in Enbridge Gas' proceedings, and it has increased.  The level of scrutiny over our various proceedings has increased, causing a little bit more complexity to each of our rate filings.

MR. POLLOCK:  Thank you, Ms. Ferguson.  Could we go to page 55 of the compendium, and so if we could go to line 16.  This is a back and forth I had with the panel at the technical conference, and I asked:
"Is there anywhere in the evidence that is discussed or sets out the average regulatory costs of these projects between 2012 and 2022?"

And the answer I have received is, "Not to our knowledge."  Do you see that?

MS. FERGUSON:  Yes, I do.

MR. POLLOCK:  I follow up by saying:  Could you undertake to provide the average costs between, you know, the filing and -- costs, sorry, costs are and the average length of time between filing a decision between 2012 and 2022?  And I will spare you the details, but through counsel you refused that undertaking.  Correct?

MS. FERGUSON:  Correct.

MR. POLLOCK:  So you will agree with me that there remains no evidence on the record to demonstrate that the average cost has gone up?

MS. FERGUSON:  Just one second.  I am just reading.

MR. POLLOCK:  Certainly.

MS. FERGUSON:  I would agree.  I think, in reference to what was discussed in the technical conference, the complexity around identifying the costs associated with each one of those it is very, very difficult to capture all that data for each and every one of our filings.

MR. POLLOCK:  I appreciate that there is some difficulty, but, from the perspective of the Panel here today -- I mean obviously we are not Enbridge Gas employees or directors, so the Panel Members, the Commissioners, they have no evidence on the record that would show them here is the average cost between 2012 and 2022.  Is that right?

MS. FERGUSON:  Correct.

MR. POLLOCK:  Okay.  So, in terms of the time taken, if we could turn to page 41 -- this is my last area.  I am cognizant of my time, Commissioners.  So, if we could turn to page 41 of the compendium, this is an excerpt from the Board's new performance standard and performance measures policy.  Mr. Coyne, did you know that the Board revamped their performance measures in 2021?

MR. COYNE:  I was aware that the Board was studying its performance measures, but I wasn't aware of the specific changes.

MR. POLLOCK:  Okay.  You can see sort of midway through the page -- we have it right here -- they have a specific performance measure for leave to construct applications.  Do you see that?

MR. COYNE:  I do.

MR. POLLOCK:  If we turn the page over to the next page, the actual service standards are there with non-complex, I will call it, being 135 days and complex being 210.  Do you see that?

MR. COYNE:  I do.

MR. POLLOCK:  Thank you very much.  So, if we could turn to the next page, hopefully it comes out in this version because I know the printed version is a bit miserable to work with.  So I got this from the Board's website.  This is, if we could scroll down, the Board's dashboard about how it is doing with respect to the time taken for applications.

So, if we could, scroll down another page or I guess continue.  If we could, stop there, perfect.  This is the current report, and the OEB says that it has issued more than 260 decisions, 98 percent of which were issued in accordance with the performance standards, so that being within 210 days for complex leave to construct applications.  Do you see that?

MR. COYNE:  I do.

MR. POLLOCK:  So you would agree with me that at least for this report, being 2022 to 2023, we don't see there being a huge regulatory lag between the application and the decision.  Correct?

MR. COYNE:  I think that is right.

MR. POLLOCK:  Okay.  If we could go to -- actually, I will leave it there, so those are my questions.

MR. COYNE:  If I might, though, I want to put this in perspective with your worthy line of questions on the issue.  If you go back to where you began with our risk matrix, we characterize this as a modest increase and not a fundamental increase that was responsible for our recommendation.

As we mentioned, the big driver was energy-transition risk, and I think that it is commendable that the Board has taken itself to task here in terms of implementing these performance measures.  But there are some things that are beyond the Board's control, and that is:  If you just listen again to the hearings that have taken place here over the past week, groups are challenging whether or not companies such as Enbridge should be continuing to spend capital at all on their systems, let alone the experience that they have had in the past where a gas growth was deemed to be a positive for the economy and a positive for Ontario.

The environment is changing, and we see intervenors acting in more complex ways, more comprehensive ways, and forming battle lines around fossil-fuel projects, asking the questions around whether or not these are appropriate for our energy future.  So, as commendable as that is, the Board can't control how these policies are going to come about and how they are going to be implemented and the actions that will be taken by intervenors that will make it more difficult to build energy infrastructure, period, but especially fossil infrastructure.  It is just where we are in today's environment.  So I don't see -- we indicated this was a modest increase in the overall risk today, and, from our experience in the environment, I would certainly stand by that at a minimum.

MR. POLLOCK:  Well, so sorry.  There were a couple of things -- and I apologies to the Commissioners, that spurring a couple more questions.  So you said that this is not, that this is a different risk.  This is the modest operational risk bucket.  But, in terms of your evidence, this is part of, as I understand it, one of the risks that makes up the energy-transition risks, is energy-transition operation risks.  Right?

MR. COYNE:  It is, and we characterize it as a neutral to modest increase in risk.

MR. POLLOCK:  Well, so on its own.  But, as part of the larger, it is part of that significant increase.  Correct?

MR. COYNE:  When you roll it into energy transition, yes, then --


MR. POLLOCK:  Okay.

MR. COYNE:  -- it become more fundamental.

MR. POLLOCK:  Okay.

MR. COYNE:  Yes.

MR. POLLOCK:  All right.  I understand.  Number 2 I think -- actually, I will leave it there.  Thank you very much, Commissioners.

MR. MORAN:  Thank you, Mr. Pollock.  We have APPrO up next.  Mr. Yauch?
Cross-Examination by Mr. Yauch:


MR. YAUCH:  Good afternoon, panel.  My name is Brady Yauch, I am here on behalf of APPrO.  I did file a compendium.  Almost all of this is on the record, already, but I thought it would make it easier.  So if we could bring that up, please?  Thank you.

After reading your evidence, is it fair to characterize it -- should we mark it as an exhibit, sorry, before I move on?

MR. MILLAR:  Yes, let's do that -- K8.6.
EXHIBIT K8.6:  APPrO COMPENDIUM FOR PANEL 7.


MR. YAUCH:  Thanks.  So you lay out a number of risks that are facing the company, going forward.  But at a high level, the biggest risk without a doubt is the energy transition.  Correct?

MR. DANE:  Yes.  As I said a moment ago, that was the most material change in risk we identified.

MR. YAUCH:  I didn't see anywhere in your evidence, and maybe I missed it, it is always likely, where you quantify the amount of increase in the company's equity that is specifically related to energy transition.  Or do you calculate that somewhere?

MR. DANE:  We don't.  And just to review our process, we first analyzed the company's risk level, business and financial, and having identified that that changed significantly, we then moved on to the fair return standard portion of our analysis.  And that was to compare where Enbridge sits currently in terms of equity ratio to comparator companies, and make recommendations based on those comparisons.  But there wasn't a specific increment identified.

MR. YAUCH:  And if the Board were to take a view in this application to approve rates for two years or even three years or some different number given the uncertainty around the energy transition and Enbridge's reaction to it, does that change your recommendation, if it takes some of that risk off the table?

MR. DANE:  I can't say that it would.  I don't know that that would take risk off the table.  It would certainly shorten the period between when we are revisiting the issue, but our recommendation is 42 percent today.  The company has proposed to build that in, over time, but our recommendation is 42 percent, as of our analysis.

MR. YAUCH:  Okay.  If we can go to page 3 of the compendium?  Here you say that:
"The demonstration that the utility's risk profile has materially changed since the previous review..."

That is the determination for new capital structure.  My question on this is, materially, is there some threshold when materiality kicks in, i.e., a decline in customers, a decline in gas volumes?  When does the world become a material change, or just a change?

MR. DANE:  I don't think the Board has defined such a threshold.  We certainly didn't define a specific threshold over which we would consider a material versus a non-material change.  I think it is really based on the summation of the analysis based on the evidence we looked at and the data we looked at to come up with that determination.  But it is not possible to come up with a specific materiality threshold, for instance, that we would have then moved into the second portion of the analysis, which is the fair return standard portion.

MR. YAUCH:  Okay.  If we can go to page 5 of the compendium?  I am going to walk you through a couple of slides here, so bear with me.  Scroll down a little bit.  This is Enbridge's expenditures and rate base from 2013 to 2018, on this slide.  You can see that, in 2013, it was about $8 billion of rate base, $800 million in capital expenditures.  And that grew in 2018.

And if we go to the following slide, by the time we hit 2024, Enbridge is expecting its rate base to be $16 billion, and expenditures to be $1.5 billion.  And if we go to the next slide, we can see that its capital expenditures as laid out in this application.  You will have to trust my math on this:  Between 2024 and 2028, the capital expenditures range -- they are about, on average, about $1.4 billion a year.  So that the high levels of capital expenditures we are seeing today are expected to continue throughout -- until 2028.

If we scroll down again, the next slide, please?  And here, we see volumes.  They are about 25 million cubic metres in 2012; they stay at that level until 2018.  If we go to the next slide, we see by the time we hit 2028, it is 28 million cubic metres; the load grows to that.  If we go to the next slide, and I promise there is only one more after this, the customers go from 3.3 million in 2012 to 3.6 million in 2018.  If you go to the last slide, by the time we hit 2028, there is four million customers.

At a high level, I mean, I struggle to see where the existential crisis is for the company, given that every single line of its business is growing throughout this application that is before the Board.

So I am just curious what your opinion is.  If you are looking at that objectively, do you see that as a company facing a crisis?

MR. COYNE:  No.  We haven't characterized it as an existential crisis, to be sure.  Our view is that we understand that the company has done the best job it can to present this forecast, and it has done so with the best information it has at hand.

The difference between the forecast that the company presents today and a forecast it would have been able to prepare in 2013 is that, you know, back then, it had gas prices that were getting steadily lower, new reserves were being -- or new pipelines were opening up to bring more gas to more customers across North America.  We will look back on it as the golden age of natural gas on the continent.  And I think we all recall that with great joy.  Our energy bills were heading lower, and it was an abundant, new and clean resource compared to the alternatives we had beforehand.

But now, we are dealing with -- the existential crisis is climate change. And that is what public policymakers are needing to respond to.  That doesn't mean it is an existential crisis for the company today, but it does mean a fundamental change in the company's business model and business profile and growth opportunities compared to what it had back in 2013, when the Board last -- well, actually, it last reviewed its capital structure back in 2007.  And those are so fundamentally different today than they were then.

So it not a company in crisis.  But it is a company for which business can't be what it used to be, and its growth prospects around this forecast have a very wide -- there is a very wide range around the possible outcomes around that baseline that it has presented for these purposes.

MR. YAUCH:  Its capital spending in this application out to2028 is very similar to what it was doing the five previous years.  So from a business planning perspective, it seems business as usual.  Or am I missing something, because everything I look at seems that they are doing the exact same thing they did five years ago, because there is a lot of uncertainty around what comes next, that we don't know what the energy transition is, we don't know where we go from here.

MR. COYNE:  Where I see it, and from the outside looking in, where I see it differently for the company is the energy transition planning that the company is doing today that it didn't do then.  It needs to -- you know, back then, you could say life was simple.  If you were buying some gas supply, it was only a matter of where, but not -- where and at what price and over what term.

But now, you have to ask if it is methane, if is hydrogen, if it is RNG, and at what rate will our customers consider moving to alternative fuels, and what role the government will play in terms of mandating what fuels are
-- both provincial and local governments -- what roles will they play in mandating what fuels customers can consume.

So there has never been a greater amount of uncertainty, in my view, in terms of preparing a forecast like this.  Even though the company needs to plan long term because of the nature of its assets, there is a lot of uncertainty around that forecast that is beyond the company's control.  So I think that is the fundamental difference, today versus then.

MR. YAUCH:  Okay.  Thank you.  If we can go to page 14 of the compendium, please?  At the bottom, you highlight that the provincial government asked the IESO to evaluate a moratorium on new gas-fired generation.  If we can go to page 16 of our compendium, please?  The IESO did the study and it came back and said there is basically no way to shut gas-fired generation in the next eight years, out to 2030 essentially.

And as we sit here today, there is no broad electrification policy from the provincial government.  The system operator says all gas generation will remain in place.  The province is supportive of community expansion programs.  So I guess my question comes back to, while there is uncertainty, there is also quite bit of certainty that the province is supportive of the gas sector, to large degree.  Correct?

MR. COYNE:  I see that in a state of -- as I read it, I see it in a state of flux.  And we talked earlier about the letter from the Minister to the company indicating that it is studying the issue.  And the way I see it is that this government already has 2030 targets, and it is trying to understand what these potential pathways need to look like that would achieve net zero targets that are mandated by the federal government.  So, as I read the Minister's letter, it is indicating that electrification is an important part of the government's strategy and it is examining both short-, mid-, and long-term strategies for achieving broad policy objectives.

So I think the problem for the company is that they are vested in long-lived assets, but yet they have an energy policy and an environmental policy that are in state of flux and it doesn't know what the outcomes of those policies are at this point in time, but yet needs to plan amid the ambiguity.

MR. YAUCH:  Okay.  I will leave that there.  If you go to page 21 of the compendium, this idea of stranded assets came up earlier.  I won't walk you through this in detail.  But, if you go to the following slide, the OEB Staff interrogatory asked the same thing.  They ask you if there you have had any reference for stranded asset, or were you aware of any cases where the OEB has failed to provide recovery.  And you said no.

And, as we sit here today, there is no evidence that the Board is not going to allow the full recovery of any assets that Enbridge puts in the ground today.  Like, we have no track record of that actually happening.

MR. COYNE: We don't, no.  We only know what the Board itself has said, and that is, in approving the company's integrated response plan, it acknowledged that the company had a greater stranded asset risk today than it been previously.  And the Board itself acknowledged that it did not really developed policies around this issue.  So it remains to be seen what will happen if assets are indeed stranded and how the Board will implement those policies.

The company has taken a first step in terms of examining its approach to depreciation and I believe -- you know, I see ample evidence that the company and the Board will work together so that they will find mutually acceptable solutions to manage stranded asset exposure for both customers and the investor.  But it's a different risk that exists today than did in 2007.

MR. YAUCH:  But there's no evidence that it has actually happened yet in Ontario.

MR. COYNE:  That the problem, is that, when you look backward, you are not looking over an energy transition period.  You are looking at this wonderful period for natural gas, where it was growing and new customers were being added.  And there was no reason to look a stranded asset exposure through same lens that we need to look at it today, where virtually the credit rating agencies, investors, and others that are observing the industry and studying pathways are all asking that question:  What will happen if we have stranded assets and how should we deal with them?

So this board, as others, will need to be dealing with those complex issues in transition.

MR. YAUCH:  And when you speak to investors, have investors highlighted that risk in Ontario, or Enbridge Gas in particular, that they are concerned about Enbridge Gas's capital spending program and the risk of stranded assets?

MR. COYNE:  The investors that we have spoken with have not focused on Ontario with those concerns.  It's more of a general concern for the industry that, with assets that have 30-, 40-, 50-years lives, and net zero targets to be achieved by 2050, the exposure is identified on that basis.  It's not directed at Enbridge specifically, but it is an industry-wide phenomenon, not just Enbridge's.

MR. YAUCH:  Thank you.  If you go to page 23 of them compendium.  This is my last question.  It is about the risk of amalgamation.  And maybe I am going to paraphrase you, and maybe I'll do it incorrectly, so feel free to correct me, but the argument is that the amalgamation of Enbridge and Union actually created a risk for the company, in that it is more exposed geographically to one region.

Did I interpret your evidence correctly, or am I going too far?

MR. DANE:  That wasn't the intended interpretation.

MR. YAUCH:  Okay.  Because it actually reduces a lot of risk.  It reduces regulatory risk; it's only one company, one province.  It would reduce planning risk.  You would be able to more efficiently plan the system.  It would reduce risk of contracting, the various contracts.  Right? There is a lot of de-risking that the amalgamation would have.  Correct?

MR. DANE:  I think there are certainly benefits of amalgamation, but you mentioned regulatory risk.  I think that's point that Standard & Poor's is making, is that, with the amalgamated company, their regulatory risk didn't change.  It is one combined company, still operating in one geographic location, under one regulatory regime.

MR. YAUCH:  So, in approving the amalgamation, we now are in a scenario in which some companies, or some rating agencies, may view it as a more risky investment because it is amalgamated.

MR. DANE:  I don't know that I would agree with that characterization of a more risky investment.  It's more that the risk didn't change from that perspective.

MR. YAUCH:  Okay.  Those were all my questions.  Thank you, panel.

MR. MORAN:  Thank you, Mr. Yauch.   Mr. Shepherd, I think you're next.
Cross-Examination by Mr. Shepherd:


MR. SHEPHERD:  Thank you, Mr. Chair.  And think I know all of the witnesses.  I'm not sure about Mr. Dane, but I think everybody else.  I recall vividly cross-examining Mr. Coyne more than once.  And, in fact, Mr. Coyne, I think it's fair to say that I have always disagreed with almost everything you've said in your reports, except today.  I don't think that is necessarily true today.  So let's start with that.

MR. COYNE:  Pardon me one second, Mr. Shepherd.  There is a panel that keeps falling out on our knees here that I need to shuffle back in its place.

MR. SHEPHERD:  I have a remote control that controls that.

MR. COYNE:  Let me just see if I can kick this back in place.  Okay.  Sorry for the distraction.  Good to see you again.

MR. SHEPHERD:  Good to see you.  My very first question in cross, six days ago, to Ms. Giridhar was:  Do you agree that the energy transition is an existential threat to Enbridge?  And she said yes.

Are you disagreeing with her now in your answers to Mr. Yauch?  Or are you casting it in a somewhat different light?

MR. COYNE:  I think the latter.  I mean, I guess "existential threat" sounds -- it's not investor language, so I think I would express it differently than "existential threat."  In our evidence, we have not said that there's a risk of the company going out of business or going bankrupt or -- I guess I'll stop there.  It's a graduate threat to the business that unfolds over time.

But, from an investor perspective that takes a long view, they see the consequences of those changes as being threatening to business models such as Enbridge's, and they are re-evaluating their posture on their investments in natural gas as result of it, consistent with the report that we discussed with Mr. Mondrow earlier in our cross-examination.  Investors are reconsidering the sector and there is evidence that the cost of capital for the sector has increased as a result of that.

MR. SHEPHERD:  When we are talking about cost of capital, as I understand it -- and I'm not an economist, as I sure everybody knows -- as I understand it, ROE is about compensating the equity holders for their risk and equity thickness is about protecting the debt holders by giving them a cushion so that they don't lose their principal, and they will be able to recover their principal interest.  Am I generally right?

MR. COYNE:  Well, if you look at it through the regulatory lens, regulators often look -- and this Board has acknowledged that they are combined.  So the return to the investor is based both on the equity ratio, as swell as the ROE.  So they are co-determinative of the total return to the investor.  But I would say --


MR. SHEPHERD:  Sorry, let me just stop you.  I wasn't asking from a regulatory point of view.  I was actually asking from an investor point of view.  For an investor, equity thickness is about protecting you as a debt holder and ROE is about rewarding you as an equity holder.  Is that right?

MR. COYNE:  I wouldn't.  No, I --


MR. SHEPHERD:  No?

MR. COYNE:  -- wouldn't agree with that.  Equity thickness is more than about protecting the debt holder.  It also protects the equity holder.  And the reason for that is that, as an equity holder, your last in line when it comes to distribution of earnings and cash flow, and, if you have a more leveraged balance sheet and higher interest payments, that puts you at more risk.  That is the basic principle of finance in behind the Fama and French model and others that show that there is a trade-off between ROE and capital structure that are codependent.  Because more leverage puts an equity holder at greater risk, they require a greater return for a more leveraged balance sheet.

MR. SHEPHERD:  Okay.  Your recommendation to go from 36 to 42 percent is a proposal to add approximately a billion dollars of additional equity to the Enbridge balance sheet.  Is that right?

MR. COYNE:  I guess I would look at the data that we had together that I believe was prepared by the company, that shows how that unfolds.  So perhaps we could bring that up again?

MR. SHEPHERD:  Well, could I simplify it?  The rate base is 16-point-something billion, and you are proposing a 6 percent increase.  That, to my simple math, is a billion dollars.

MR. COYNE:  Hmm.  I would defer to Mr. Reinisch or Mr. Small, who may have those figures at hand.  I do recall that the company indicated that without that change it would have to raise about $800 million in new debt, so those numbers seem to jive.

MR. SHEPHERD:  Okay.  Let me go to your report.  The first thing I want to ask you about is your report is dated October 17, 2022.  Am I right in understanding that anything that the company has done or proposed since then that might affect their risk is not something you have considered?  So, for example, they have proposed some new deferral and variance accounts in the spring, in March or in April.  You haven't considered that in your analysis?

MR. COYNE:  If they weren't proposed at the time or understood by us at the time we did our report, then we would not have considered them.

MR. SHEPHERD:  Excellent.  Thank you.  So then --


MR. COYNE:  By the way, I am not aware of what those proposals are that have been made sense then, so I can't really -- if there have been, I can't speak to them.

MR. SHEPHERD:  No, I am not going to ask you about them.

MR. COYNE:  Okay.

MR. SHEPHERD:  I just wanted to make sure that we don't have somewhere in the responses to undertakings for example or in the technical conference some clarification based on changes.  Your report is your report.  It is as of that date.  Right?

MR. COYNE:  Correct.

MR. SHEPHERD:  Okay.  Thank you.

MR. DANE:  Mr. Shepherd, I am sorry.  We also responded to interrogatories that were past that date at some point, so, to the extent that there was information -- and I am not recalling anything specific, but I just wanted to point out the fact that we did respond to interrogatories after the date of the report.

MR. SHEPHERD:  Oh, no, I understand that, and you have -- you are here now.  But I take it what you are saying is you haven't looked at changes that Enbridge has made or has proposed to change their risk since October.  Is that right?

MR. COYNE:  One moment, please.  I just wanted to confirm there wasn't anything fundamental that had been proposed that we weren't aware of, and there's none that we can identify.

MR. SHEPHERD:  Okay.  Thank you.  In the overall impact of the energy transition, you have been talking about it as if it is primarily related to the risk of stranded assets or stranded or underutilized assets in the sense of debt holders having maybe an increased risk of recovery because the assets -- because there is a mismatch between net zero and the life of the assets.  But I want to ask -- and you have talked about that at length in your report.  But I want --


MR. COYNE:  Mr. Shepherd, you mentioned debt holders being at risk.  It is both debt and equity holders that could be at risk with stranded assets, but stranded assets were just one part of our analysis, put they were one of our considerations.

MR. SHEPHERD:  Understood, but I guess the other thing about changing the equity thickness is or about the, sorry, about the energy transition is that Enbridge offers to investors stable growth.  Right?  That is how you raise money for equity, is by a stable growth model.  And, if the growth and the stability are less certain now, that would change the attractiveness of Enbridge as an investment.  Is that right?

MR. COYNE:  That is right.

MR. SHEPHERD:  That is primarily for equity.  Right?

MR. COYNE:  When it comes to growth, yes, debt holders are much more concerned with stability.  Equity holders like stability, but they also like growth.

MR. SHEPHERD:  All right.  Can you --


MR. COYNE:  Debt holders are the only one who get paid back.  If the company grows or not, that is fine, but they want to get paid back.

MR. SHEPHERD:  Well, growth does allow the debt holders a greater degree of security.  A growing company has more coverage for them.  Right?

MR. COYNE:  It depends what that growth does.  Growth requires capital expenditures, and it could be a negative from debt holder's perspective.

MR. SHEPHERD:  Okay, so it can go either way depending on how the company responds?

MR. COYNE:  And how it is going to finance that growth, yes.

MR. SHEPHERD:  Good.  Good.  Fair point.  You talk about, you talk about on page 1 of your report, and you talk about it later in your report, as well.  You say:  "We expect the company and the OEB will work together to minimize to the extent possible the risks it presents," that is the energy transition.  And, in fact -- this is at the bottom of the page.  There you go, I think.  Maybe not.  Yes.  The company and the OEB will work together, yes, indeed.  So I just want to have a sense of when you talk about that sort of partnership, if you like, what are the things, the main the things, that you believe the regulator should do and the company should do?

MR. COYNE:  Well, let's start with the regulator.  I guess, first of all, understanding that this is a fundamental transition in the business of delivering energy in Ontario -- and certainly this Board gets that -- and, as a result of that, companies are going to need to respond to public policies that are not set by the Board.  They will be set by the energy minister or by the federal government, and then the Board will try to find that balance between allowing the company to develop business plans and make investments needed to enact the transition in a responsible way that is reasonable for customers and provides the capital necessary to continue with ongoing strong enterprises that can continue to deliver energy to consumers in Ontario throughout that transition that will last decades.

MR. SHEPHERD:  So, from the regulator's point of view, the regulator needs to be looking at whether the company has a good plan to deal with the problem.  Right?

MR. COYNE:  It is an important part of it.

MR. SHEPHERD:  Okay.  You are familiar with the concept of the death spiral?

MR. COYNE:  Yes.

MR. SHEPHERD:  I think you mention it actually somewhere in your report.  Briefly, the death spiral I guess is a situation where rates increase presumably to buttress the company against, well, for example with great equity, higher equity thickness or shorter depreciation periods and stuff like that, but that also makes gas less attractive relative to other alternatives, and that means you lose some customers, and that means with less customers you have to increase rates again and so on and spiral out of control.  Is that roughly right?

MR. COYNE:  Yes.

MR. SHEPHERD:  And, in this context, when a regulator has to respond to questions like the one you are suggesting, increase the equity thickness, the regulator has to find a delicate balance because increasing rates to reflect risk also creates a risk that -- of death spiral.  Right?

MR. COYNE:  I don't know about risk of a death spiral, but it does increase costs; we are aware of that.  And at some point, taken to an extreme, it would lend itself towards a death spiral if those costs grew to be so heavy that existing customers couldn't bear them, and they were forced to leave the system.  Then you do start to go down the path of death spiral, if that were to occur.

We are not projecting that or anticipating that, but analysts that are looking at the -- are looking at fossil fuel-based businesses are asking themselves from an investment perspective, is this possible?  So it is created as a scenario, but I think it is a worst-case scenario for the industry.

MR. SHEPHERD:  Well, it is true that risk-averse investors right now are already saying, look, maybe the death spiral is a very low risk, but it is still a risk that didn't exist before.  And I can find other places for my money that will not have a death-spiral risk.

MR. COYNE:  That is a good synopsis, Mr. Shepherd, yes.

MR. SHEPHERD:  All right.

MR. COYNE:  And that is what we are hearing.  And we don't hear investors mentioning death spiral, because that's -- it is a little bit extreme in terms of anticipating that outcome.  It has more to do with growth opportunities that we hear, where investors are not looking to buck public policy headwinds that just say this is an industry that is going to have to figure out a new way about going about its business, and my growth prospects there don't look as good as they might for me with an electric utility or, for a battery manufacturer or an EV charging company, those that are at the forefront of what is going to be necessary for transition, as opposed to those that are looking at new ways of doing business as a result of it.  And that is a position that Enbridge Gas is in.

MR. SHEPHERD:  When there is a change in a business, a significant change like the energy transition, am I right that there are investors who see that that will allow them to make a bunch of money -- tobacco companies, for example, when the tobacco companies were going under, in -- there was a short period of time when you could make lot of money.  But it also recognizes that there is a lot more risk to do that; that is why you make more money.  Right?

MR. COYNE:  That's right.  And we do see some of that, where we are seeing different types of investors that are looking at a riskier business.  And this was cited in the report that Mr. Mondrow presented to us earlier, that some investors will see this as an opportunity to earn higher returns in a riskier business.

MR. SHEPHERD:  Can you turn to page 10 of your report?  So there is a sentence there, "In our view", et cetera, et cetera, which basically -- and you have talked about this earlier.  Basically, you are saying we don't agree with the OEB's approach to assessing business risk and capital structure, but we are doing it their way in this report.  Is that fair?

MR. COYNE:  I would say it a little bit differently, that we see the Board as introducing this two-step process as a matter of regulatory efficiency.  But the Board recognizes that ultimately it is the fair return standard that guides its decision making pertaining to the cost of capital, and that is what the Supreme Court of Canada has said.  So we see it as being a step of regulatory efficiency.

But it is not part of the fair return standard, and one of the three steps.  One of the three steps, has the company's business risk changed significantly since the last time it was reviewed, is not a leg of the fair return standard.  And the law of the land in Canada is the fair return standard when it comes to these determinations.

So we interpret it as the way the Board goes about introducing regulatory efficiency to its process, but not a substitute for the fair return standard.

MR. SHEPHERD:  Are you saying the Board's approach is inconsistent with the fair return standard?

MR. COYNE:  It would only be inconsistent if it was providing results that didn't meet the fair return standard.

MR. SHEPHERD:  So that is an interesting question.  Can you turn to page 15 of your material, of your report, rather?  In the last case, EB-2011-0354, you and Concentric recommended a 42 percent equity thickness, because business risk increased.  And the OEB decided on 36 percent.

So the first question you would have to ask is -- and what is different now?  And how have you approached this differently now, that the Board wouldn't say the last time you said this, we said no.  And by the way, we were right.  And so now, this time, we are not going to believe you this time, either.

MR. COYNE:  Well, I hope it is not a matter of the Board believing me, as you say, as much as it the strength of the evidence that we show.

MR. SHEPHERD:  I didn't mean you, personally.

MR. COYNE:  Okay.

MR. SHEPHERD:  I meant Concentric, the behemoth.

MR. COYNE:  If it is just my opinion, I feel like we have fallen short in terms of giving the Board what it needs to make an important decision.  The evidence in our view shows that energy transition is such a fundamental change in risk for the industry and for the company that we believe that it would be difficult to determine that Enbridge's risk had not changed significantly since its equity ratio was last reviewed holistically, back in 2007.  So that is 16 years ago.

In our view, the evidence, just the mere fact that the Board dedicated the past week to hearings on energy transition shows just what a fundamentally important issue this is, facing Enbridge.  So we hope that the full body of our report and those discussions underscores just what a change in risk it is that, to the point where we hope that that is not a difficult threshold for the Board to achieve this time around, and that it focuses its attention on the fair return standard, and then what is the appropriate equity ratio.

MR. SHEPHERD:  So you quote the Board as saying, on this page:
"The evidence does not demonstrate a tangible risk that new environmental policy and laws in relation to gas distribution will be implemented over the near term or, if implemented, will be likely to have a detrimental effect on Enbridge in terms of volume over the near term."

They were right.  Correct?  They were right.

MR. COYNE:  I would say that yes, I would say that they -- the environmental policies that were implemented then did not have a significant impact on Enbridge in the near term, insofar as I could tell.

MR. SHEPHERD:  And volumes are not down?

MR. COYNE:  They have grown, since then.

MR. SHEPHERD:  Exactly.  Okay.  I want to just talk just briefly about the components of the energy transition risk.  And these are probably not really long discussions, but I just want to make sure I understand some of these components.  One component is price advantage, and you refer to this on page 16, that the carbon tax is already eroding the price advantage of gas relative to electricity.  You agree, right, that that is your conclusion?

MR. COYNE:  That is right.

MR. SHEPHERD:  And that is just going to get worse, right? - because we know it is going up.  Right?

MR. COYNE:  That's right.

MR. SHEPHERD:  Okay.  And it was true in -- I think what you are saying and tell me whether this is right that, in 2013, even if there was some risk of something like that, you had quite low, stable gas prices.  So it wasn't so much of a problem; there was a big price advantage.

MR. COYNE:  There was.  Yes.

MR. SHEPHERD:  Okay.  And it is less so, now?

MR. COYNE:  I don't recall comparing the price advantage then, till now.  I don't know if the company witnesses could speak to that, but I don't recall that comparison between then and now as part of our evidence in price advantage.

MR. SHEPHERD:  Okay.

MR. COYNE:  It is not a focus of our energy transition risk, because we think that price advantage will be changing materially, on a going forward basis.

MR. SHEPHERD:  To the negative, for the company?

MR. COYNE:  Yes, insofar as pressures on gas prices.  We see that -- well, certainly, the carbon tax is going to be a negative.  If we have a significant drop-off in gas consumption, you could actually see gas prices crater.  So you could see a lot of different impacts on gas prices that may not be intuitive, depending upon the path that demand takes.

MR. SHEPHERD:  That is not something you have studied?

MR. COYNE:  Not in this -- no, this is not.

MR. SHEPHERD:  Okay.

MR. COYNE:  Again, it is whether or not -- what we have looked at are the threats to future consumption, based on energy policy.

MR. SHEPHERD:  Then, on page 19 of your report, you talk about -- if I can characterize this, I think you say there is a trend of jurisdictions limiting or even banning gas in buildings, either in new buildings or even sometimes in existing buildings.  This is a trend that is happening now at state, province, and municipal levels.  Is that right?

MR. COYNE:  It is, yes.

MR. SHEPHERD:  And that is not something that is sort of in the future.  That is today.  Right?

MR. COYNE:  Correct.

MR. SHEPHERD:  Okay.  The next item you talk about is investors being more and more concerned with ESG issues and, in particular, with emissions.  And you talked about this earlier, that some investors simply are not investing in fossil fuels anymore.  Done, we are out of there.  Right?

MR. COYNE:  That's right.

MR. SHEPHERD:  When you talk about decarbonizing, investors are saying, utilities have to take active steps to decarbonize if they want our money.  Right?

MR. COYNE:  Gas utilities, I assume.  Well, both; it's true for both gas and electric, yes, that they need -- well, first of all, they need to be in compliance with their own state, provincial, and/or federal policies.  And, from an investor perspective, those that are getting onboard and developing plans, leaning into transition or embracing transition, are deemed as being in a better position from an investor standpoint then those who aren't.

MR. SHEPHERD:  Now, those decarbonization plans that investors are looking for, those are actually scope 1 and scope 2 emissions.  Right?  Investors aren't yet asking a gas distributor, for example, to reduce their scope 3 emissions.  They are saying, if you are gas distribution and I don't like scope 3, I won't invest.  Period.

MR. COYNE:  I would say they are looking -- you know, as we know, the financial markets are beginning to -- and there are a host of companies that are developing measurement protocols that will be reported to investors for scope 1, 2 and 3.  The way we see it is that investors are anticipating reporting scope 1, 2, and 3 and, as a result of that, they are managing their portfolios in advance of understanding that those with lower 1, 2 and 3 emissions are going to be more desirable, all else being equal, than those with higher 1, 2 and 3 emissions.  So the writing is already on the wall for all three levels.

MR. SHEPHERD:  And another component of the energy transition risk is that regulators -- and not just the OEB, but many regulators -- are requiring particularly gas utilities to change how they do things; are looking closely at -- as you put it on page 27 of your report, they examining the future of gas utilities.  Right?

MR. COYNE:  That's right.

MR. SHEPHERD:  And so one of the things you quote, the New York Public Service Commission on page 26, and it goes over to 27, basically the PSC is saying that you have to change how you plan.  You gas utilities, you have to change how you plan because the way you did it before doesn't work anymore.  Is that right?

MR. COYNE:  I think that one way of paraphrasing it, yes.

MR. SHEPHERD:  And do you agree with that?

MR. COYNE:  I do.  You know, I was one of the people interviewed by the Ontario Electrification Panel on this issue and one of the points that I made, that I'm sure was made by others, was that it is important that electric and gas utilities plan together because there is a combined future that makes more sense than a separate future.  And as Enbridge has pointed out,  you know, on a peak day, there needs to be heat and there needs to be adequate energy supply for all consumers, and there is a logical role to be played there between gas infrastructure such as Enbridge's and what the electric delivery system can provide.

So there are a lot of good reasons for electric and gas utilities to be considering each other's resources as they plan for an integrated future that is a better one that either gas or electricity can provide alone.  Especially during a transition that is going to last some time.  So there is a lot of -- I think there is a lot of benefit from that type of integrated planning, and a company like Enbridge or Hydro One probably didn't need to consider what Enbridge was planning, or vice versa, five or 10 years ago.  The need wouldn't have been there, although I think it probably has always made some sense.

MR. SHEPHERD:  What the New York Commission said, which is that you have change your system plan, Enbridge hasn't done that yet.  Right?

MR. COYNE:  When you say they haven't changed their system planning, I see them taking steps that I know they weren't taking five years ago in terms of looking at energy transition, and doing the studies that it did with Prosperity and Guidehouse, and asking themselves how their forecast should change.  And I heard discussion about their safe bets approach and the fact that they are now taking into account some of these changes in the forecast already.

So I think there is a lot of evidence on the record from Enbridge around how it has already changed its planning process.

MR. SHEPHERD:  I asked them how they did their capital planning, and they said it is the same as before.  Are you saying something different than that?

MR. COYNE:  I am, yes.  I didn't hear that capital planning is the same.  I saw several pages in their evidence around how they are implementing things in their planning process that they haven't previously, but I would defer to perhaps Ms. Ferguson, if I have that wrong.

MS. FERGUSON:  I think the fair statement is that whatever we know of today has been factored into our planning process.  There is a huge amount of uncertainty at the moment as far as how energy transition will play out, the pace, the timing of it, so at this point what we know today, based on any policy statements, municipal guidelines, we factored that into the planning process.  But there is still a tremendous amount of uncertainty.

And I agree with what Mr. Coyne said around the ability to do that integrated planning.  That will take it to the next step, where we are actually able to sit down with an electric utility in our franchise area and start really planning on what the future of energy looks like in Ontario.

MR. SHEPHERD:  You filed an asset management plan in this proceeding.

MS. FERGUSON:  Yes.

MR. SHEPHERD:  That used the same approach to asset management as you used in the past.  Yes?

MS. FERGUSON:  The approach to asset management?  Need prudence timing, that type of thing?


MR. SHEPHERD:  Yes.

MS. FERGUSON:  The asset management approach was similar, yes.  The same as what we've done before.

MR. COYNE:  I took your question as different than that, Mr. Shepherd, between an approach to asset management and overall planning.  Planning for hydrogen, planning for RNG, planning for continued declines in use per customer, I see as all fundamental to the company's integrated resource plan.  And there are lot of innovative elements to the company's integrated resource plan that were endorsed by the Board, so I see a lot of signs that planning is certainly not business as usual for Enbridge.

MR. SHEPHERD:  My last question is -- and I apologize for going over time.  I was having too much fun, sorry.

My last question is:  One of your conclusions, I took it -- and I am looking at page 30 of your materials, and the next couple of pages -- is that investors today don't think that hydrogen or RNG are a significant solution for gas utilities.  Is that fair?  And, in fact, you have quoted S&P as saying essentially the same thing.

MR. COYNE:  Yes.  I think, with the way S&P described it, without looking up the exact quote, is that they see technical challenges to producing and supplying as much RNG and hydrogen as may be demanded, and that it's unproven and riskier than baseline methane supplies have been previously.

So it remains to be seen, I think, is a better way to characterize it, just how much you scale up RNG and hydrogen to meet the potential demands.

MR. SHEPHERD:  Well, S&P, in fact, on page 31 of your report, you quote them as saying:
"With respect to hydrogen, electric heat pumps are already an available cost-competitive option and are easier to install, not least for new buildings.  Second, switching to hydrogen-based boilers requires a major overhaul of the gas network infrastructure."

That is what investors think right now.  Right?

MR. COYNE:  Well, that is what S&P is saying; a credit rating agency, yes.  There are a lot of challenges, both on the demand side and on the supply side, for these alternatives, and I think they underscore just how challenging the transition is for a gas distribution company.

MR. SHEPHERD:  Thank you.  And thank you, Panel.  Those are all my questions.

MR. MORAN:  Thank you, Mr. Shepherd.  Next up is FRPO, Mr. Quinn.
Cross-Examination by Mr. Quinn:


MR. QUINN:  Yes.  Thank you, Commissioner Moran.  Good afternoon, witness panel.  My name is Dwayne Quinn.  I am here on behalf of FRPO.

My questions are directed to Mr. Dane.  I want to start with trying to get an understanding of something you said earlier in your testimony, when you mentioned book versus utility return.

Can you elaborate on what you meant by that?

MR. DANE:  Sure.  The reference was to earned return analyses that Dr. Cleary had put forward and that those analyses involved comparing regulatory returns from Enbridge Gas to his calculation of earned returns from holding companies based on publicly available information.

MR. QUINN:  Okay.  And those returns are, as you said, return on equity?

MR. DANE:  Yes.

MR. QUINN:  Okay.  Now, Mr. Dane, can you confirm that you are aware that the Enbridge merger has created a large integrated storage facility at Dawn and that this storage facility is integrated with Enbridge's Dawn-Parkway system to allow load balance in services for both in-franchise and ex-franchise customers?

MR. DANE:  Can you just give me a moment to confer?  Thank you, Mr. Quinn.  I apologize.  If I could just ask you to restate that question, I want to make sure I get it right.

MR. QUINN:  I was asking you to confirm that you are aware that the Enbridge merger created a large integrated storage facility at Dawn and that the storage facility is integrated with its Dawn-Parkway system to allow load-balancing services to both in-franchise and ex-franchise customers.

MR. DANE:  So I would say generally I am aware of that, yes.

MR. QUINN:  Okay.  Can you confirm that you are aware that the company segregates those storage assets between what it calls regulated and unregulated storage?

MR. DANE:  I believe that is correct.

MR. QUINN:  Okay.  Thank you.  Can you confirm that you are also aware that all of the storage is in fact regulated, but, for a portion of the storage, the Board does not regulate the price paid for the storage services?

MR. DANE:  So your questions are going a little beyond my area of awareness.  Could I just ask you to repeat that question, please?

MR. QUINN:  Sure.  I said:  Can you confirm that you are also aware that all of the storage is regulated, but, for a portion of the storage, the Board does not regulate the price paid for the storage services?

MR. DANE:  If I could, Mr. Quinn, I would defer to the company on the specifics of that.

MR. QUINN:  Okay.  The company, I would be happy to hear from the company, but I want to come back to your comparison you made earlier.

MR. DANE:  Sure.

MR. REINISCH:  My understanding, Mr. Quinn, is that in the Énergir decision the Board didn't deregulate storage.  Like you would find in many U.S. companies, U.S. utilities, they forbore from regulating the price charged of the natural gas storage and associated services.  My also understanding is that those costs, the cost consequences of those unregulated storage or those forborne storage assets, are not included in regulatory regulated rate base.

MR. QUINN:  Thank you.  And then -- Mr. Reinisch, thank you for your answer.  We refer to the separation as more accurate as the utility and non-utility storage, and so I will use these terms for the purposes of our questions so it is clear.  Are you comfortable with that?

MR. REINISCH:  Yes, I believe so.

MR. QUINN:  Okay.  Thank you.  So can you clarify if the earnings derived from the non-utility storage would be considered in the regulated return?

MR. SMALL:  The earnings from the non-utility storage, as you refer to it, are not included in utility returns.

MR. QUINN:  Thank you.  Back to Mr. Dane, did Concentric analyze this non-utility storage and the return on these assets or the return on the equity used for these assets?

MR. DANE:  No, we didn't, Mr. Quinn.  Just to return to my comment from the opening statement, that comment was in response to an analysis put forth by Dr. Cleary which we deemed non-instructive to the Board in terms of setting a looking-forward equity thickness.

MR. QUINN:  I understand, and I will have hopefully an opportunity to talk to Dr. Cleary later, but I was interested in your comment on his analysis, so this is more a general question, then.  Hypothetically, if the non-utility storage has a significantly higher rate of return than the utility storage, how would that affect the market's view of the book return?

MR. COYNE:  Let me jump in now, Mr. Quinn.  It depends on how it was reported.  Well, first is a reporting issue.  Your question is:  How would the market refer to it, or how would they respond to it?

MR. QUINN:  How they would view it.  When Mr. Dane was separating the utility return from the book return, this is an area it sounds like would be outside of the regulatory return, and therefore how would the market view it from a book return basis?

MR. COYNE:  Right.  Okay.  That is why it is important to understand what you are measuring, and that is where we take issue with Dr. Cleary, that, as long as you had your numerator and denominator associated with the regulated return, then you have an accurate portrayal of what the return on equity is for the underlying entity, which is the regulated utility that we are trying to get after here.  So, when you are measuring a book entity return, as long as you have income for the regulated utility as your numerator and equity for the regulated utility as your denominator, then you can calculate an accurate return on equity.

What Dr. Cleary didn't do is attempt to understand that difference or make any adjustments for them, and, as a result of that, he reached flawed conclusions because he did not attempt to make any adjustment for the fact that those were book returns at the holding company level and/or at the operating company without adjusting for the fact that they would be different than regulated returns for the underlying entity.

MR. QUINN:  I'm sorry.  I am going to have to parse that answer when I read the transcript, but I am respectful of the time that I have allotted, so I will just ask one more question, then.  Since the non-utility storage is integrated with the utility storage and, very importantly, Enbridge's assets which are tied together obviously in terms of the outcome for the utility, how would Concentric go about doing that analysis to establish the market's view of the book return that would include the non-utility storage?

MR. COYNE:  We could then acknowledge that we would want to factor into account that you are combining two businesses, regulated and unregulated and you are looking at the total return of the two.  As long as you had that understanding, then I think you could use the data properly.

MR. QUINN:  Okay.  Thank you very much.  Those are my questions.

MR. MORAN:  Thank you, Mr. Quinn.  The next up is Environmental Defence.  Mr. Elson, before you start, you have got a 20-minute allotment.  Are you sill on that allotment?

MR. ELSON:  I will try to do it in 15, but --


MR. MORAN:  All right.

MR. ELSON:  -- if it looks more like 20, well, I'll do my best.

MR. MORAN:  We did indicate we were going to sit until 5:00 to accommodate the witnesses in person.

Just before we continue, I just wanted to check with the court reporter.  Are you okay?  Okay.

It doesn't look like we will finish this panel today, but I understand that the panel will be available for the virtual proceeding tomorrow, so we will proceed on that basis.

Why don't you take us to the end of the day, Mr. Elson, and hopefully in 20 minutes or less.
Cross-Examination by Mr. Elson:


MR. ELSON:  Thank you, Mr. Chair.  Good afternoon, panel.  My name is Kent Elson, I represent Environmental Defence.  And I would first like you to turn up Environmental Defence 144, attachment 1.  But I can start in with my questions as that is getting pulled up.

Mr. Coyne, I understand your report noted that there are risks associated with restrictions on gas use in buildings that we are seeing in other jurisdictions.  And I take it that the risk to Enbridge Gas would be that Ontario municipalities could follow suit and institute these kinds of restrictions on gas use, or the installation of gas equipment in Ontario.  Have I got that right?

MR. COYNE:  Yes, Mr. Elson, that is one of the risks that we point to, is that we see municipal entities that are acting in advance of whatever their state or provincial governments may -- or federal governments for that matter, taking action in their own hands.  And we have seen evidence of that as shown here in the U.S., where a host of cities have already done so.  And here in Ontario, of course, the Toronto city council has a proposal to do so, that would restrict new gas hook-ups.

MR. ELSON:  So my question is for Ms. Ferguson or perhaps for an undertaking:  Does Enbridge agree that Toronto and other municipalities have the jurisdiction to restrict gas use and the installation of gas equipment in new and/or existing buildings including, for example, under their power to make bylaws regarding climate change?  I assume that will have to be way of undertaking.  Is that something that you can provide, Mr. O'Leary?

MR. O'LEARY:  Well, first of all, I think the -- if I may, Mr. Chair, I think the question you are asking is really a legal one, that you are asking for an analysis of the jurisdiction of a particular political entity.  So it is not something for this panel.

And I am not sure if such a question would be of assistance because, at the end of the day, if the municipality decides to do what it is going do, there may be challenges that may be sustained, they may not be sustained by the courts.  But what I would suggest is even if I gave you my two cents' worth, legally, I am not sure that that would actually carry the day in the longer term.  So I am not sure how helpful it would be.

MR. MORAN:  Mr. Elson, I think if I understand what Mr. O'Leary is saying, it is lawyer advise yourself on the legal question.  I think I would tend to agree, that the jurisdiction of the city is a legal question.  And I think you should be --


MR. ELSON:  Commissioner Moran, if I could speak briefly to it:  of course it is a legal question.  What I am trying to determine is Enbridge's position on that question, because it is putting forward the risk of municipal gas bans as a risk.  And if that is or isn't a risk, you know, it would depend on this question.

I agree with Mr. O'Leary that his answer doesn't answer the question determinatively, but I think it would help the Board to have that find of information.  Again, if it happens by way of their submissions or at some point, I don't care when it comes out.  But without commenting on that, I don't think the Board can take any -- take into account that risk, properly.

So I don't mind if it comes by way of undertaking or in argument.  I leave myself in your hands, Mr. Chair.

MR. MORAN:  Perhaps the question for the witness is, in establishing a risk that is based on the fact that the city of Toronto may pass a ban, what underpins your conclusion that that is a risk?  Is there a legal analysis, is there a policy analysis?  What is the basis for you asserting that risk in the context of Enbridge?

MS. FERGUSON:  From the perspective of the company, I guess, regardless of whether there is a -- regardless of what the outcome of the legal debate is, there is still a risk that there is zero to no growth then in the city of Toronto that would impact the company's prospects in the future, in terms of their growth forecasts or their ability to be a going concern in that particular area.  It highlights the fact that there is a risk associated with zero growth/lower volumes in that particular area.

MR. ELSON:  I can move on, Mr. Chair.

Attachment 1 includes a list of cities, but not entire state-wide restrictions.  And I believe New York State recently adopted a restriction on gas being put into most new buildings.  Could you undertake to update this list to include the proposed and past regulations with the latest information, including state-level gas restrictions, and also to add a title to this?

MR. COYNE:  I think that was provided in -- and I want to say it is in the next page.  But I am going by memory.  Let's see, at this --


MR. ELSON:  The next page, Mr. Coyne, is the future of gas proceedings, as opposed to state-wide restrictions, as far as I can tell.  I mean, Ms. Monforton can flip to the next page.

We are very short on time today, so maybe you could undertake to -- I don't think it is in the evidence -- to either update this list or, if I have made a mistake, then to point me in the right direction?

MR. COYNE:  Well, I know in our evidence we had a map that showed state-wide bans in our direct evidence.

MR. ELSON:  No, I am aware of that, and I believe the New York ban is new.

MR. COYNE:  I see.  So you are looking for an update to what we had in that map?

MR. ELSON:  An update to this table back in attachment 1, and also to include the state-wide restrictions that have been passed, because this list seems to only be city wide.  So it would be nice to them in one place, because this also has the population listed.

MR. COYNE:  We can do that.  Yes.

MR. ELSON:  Thank you.

MR. MILLAR:  It is J8.3.
UNDERTAKING J8.3:  ENBRIDGE TO MAKE BEST EFFORTS TO FILE AN UPDATE TO THE TABLE IN ATTACHMENT 1 TO INCLUDE STATE-WIDE RESTRICTIONS PASSED.


MR. O'LEARY:  Sorry, I just wanted to make sure that it is understood that that is a best-efforts basis, because we are not certain of the number of jurisdictions and cities that we are --


MR. ELSON:  Best efforts is fine, Mr. O'Leary.

MR. O'LEARY:  Thank you.

MR. ELSON:  If we could turn to ED 148, page 2, there is an interrogatory regarding the possibility of the death spiral.  And in this figure here, it says:
"There is a large potential for a non-participant gas bill to grow, which will further increase remaining gas customers' propensity to switch to electric.  Impacts are likely to fall disproportionately on low- and moderate-income customers requiring utility intervention or offsets."

Can you explain what this figure is and what it is portraying?

MR. COYNE:  Yes.  As I recall, this is a study that was done for New York, to examine alternative scenarios for natural gas and other fuels in New York state under net zero policies, and to show the potential impacts on prices for natural gas in a scenario where customers were leaving the system and fixed costs were being applied to the remaining customers.  And it shows that, over time, this figure shows 71 percent growth in gas bills between 2020 and 2040 as a result of that.  So it was envisioning the types of pricing that could be associated with a death spiral.

MR. ELSON:  And I think what is kicking this is off is the differential in the price between gas and heat pumps in this example.  Is that your recollection, as well?

MR. COYNE:  It is.

MR. ELSON:  In your interrogatory responses, you describe the risk of a death spiral as being -- "material" was the word that you used.  Are there any other adjectives that you might be able to add, when describing that risk?

MR. COYNE:  I would say new.  It is something that wasn't part of the conversation five years ago, or 10, certainly when it came to a natural gas utility.  I don't recall this type of a discussion regarding utilities, other than perhaps utilities that ran into trouble with large very nuclear plant investments, where the rate impacts were going to be so large, there was some discussion in those cases around death spirals.  So it is an unusual discussion to have around the future of a utility.

MR. ELSON:  Now a death spiral is different than a stranded asset, although there will be some relationship between them.  And in your interrogatory responses, you noted that there is a significant risk that significant portions of the company's property will cease being used and useful before they are fully depreciated.

And so I think you are acknowledging that stranded asset risk is a function in part of the depreciation rate.  Is that fair to say?

MR. COYNE:  I would say so, yes.

MR. ELSON:  And Enbridge has a higher average remaining life of its assets compared to industry peers, and this puts Enbridge Gas, other things equal, at a greater energy transition related risk than other proxies?

MR. COYNE:  Yes, we reached that conclusion.

MR. ELSON:  And so, to the extent that there is a trade-off, it seems to me that there would be some logic in reducing risks via accelerated depreciation which would help pay off assets faster, rather than spending ratepayer dollars through higher equity thickness, which doesn't have the same positive future benefits of paying off assets faster and, other things equal, reducing rates.

Is there some logic there?

MR. COYNE:  Well, they are both tools.  Well, I don't think one is  a trade-off for the other.  In the case of equity thickness, you need the utility to stay in business and attract capital on reasonable terms to be able to continue to deliver energy as long as its franchise exists and needs the capital to do so.  So that's an essential component of remaining viable and passing the fair return standard.  So that goes to issue of compensation to the investor and risk for the investor, but depreciation does, as well, because, in an environment where transition is calling into question the useful lives of energy assets, it is worth considering the period of time over which those assets are going to be useful.

They are two different tools, both available to the company and the regulator, for managing that risk.  One is not substitute for the other.

MR. ELSON:  And maybe you'd say one is not perfect substitute for the other, but they are related in that you can accelerate depreciation and reduce risk, and risk is one of the -- is the driving factor for equity thickness. Right?

MR. COYNE:  In the case of accelerating depreciation, you are reducing the period of time over which the investor will recover their investment.  But, during that same period of time, you still need to be able to maintain a healthy balance sheet to attract debt capital, along with sustaining your equity capital.  So I don't see them as substitutes for each other.  I think they really work in tandem about managing those risks.

MR. ELSON:  I mean, I can see what you're saying in that they're not perfect substitutes, but you seem to be saying something now which is different from what you said in your report, which is that the large degree of undepreciated assets is one of the drivers for energy transition risks.

To try to square those two things that you've said, would you agree that they are not perfect substitutes, but they are related?  And, you know, addressing the large level of undepreciated assets can have an impact, if not now, on the risk that underlies both ROE and equity thickness?

MR. COYNE:  There was a lot in your question.  I would agree that they are not perfect substitutes.  I would agree that they are both useful tools for managing risk and exposure, not just for investors, but also for customers.  Because one of the things that this chart shows is that, if not managed well, you could end up in a predicament where a smaller set of customers is bearing a disproportionate amount of cost for the system in some future years.  So it is addressing more than an investor perspective.  It is also addressing a customer perspective and intergenerational equity issues, and things of that nature.  So I see them as being useful as used in tandem, but both can be risk mitigators.

MR. ELSON:  But I think it would be safe for me to say that accelerating depreciation and increasing equity thickness both raise rates in the short term, but only accelerated depreciation has the off-setting decrease in future rates as assets are paid off faster.  Is that fair to say?

MR. COYNE:  Not really.  Because, if you undercapitalize the utility and drive up its cost of capital, then customers are going to be absorbing those costs, as well.  So you can have a negative impact with cost of capital regulatory outcomes, just as you can with depreciation.

We know that there is a threshold issue on the cost of capital side, which is that it needs to meet the fair return, and one of the tenets of the fair return standard is that the utility needs be able to attract capital on reasonable terms.  If it is unable to do so and investors deem it to be insufficient for the risks that they taking, then you will drive up the cost of debt capital, and you could drive away equity capital.

MR. ELSON:  And that risk that you are talking about is a risk that the shareholder holds in the short term.  Is that fair to say?

MR. COYNE:  Both the short and the long term.  If you look at an investor such as Enbridge, you presume that they are in it for the long haul, and the same is true for even those that buy equity in the secondary market.  They tend to look at utility investments as being long-term investments.

MR. ELSON:  I think I'm trying to differentiate between shareholder and ratepayer risks, but I should leave that debate for argument, because it is 5:02 now.  Thank you.  Those are our questions.

MR. MORAN:  Thank you, Mr. Elson.  Are there any matters to be addressed before we adjourn for the day?  All right.  So tomorrow is an all-virtual day.  We will see you online at 9:30.
--- Whereupon the hearing adjourned at 5:03 p.m.
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