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Wednesday, July 26, 2023
--- On commencing at 9:34 a.m.


MR. MORAN:  Good morning, everybody.  I think we are ready to continue with the cross-examination on EGI's equity thickness panel.  Next up is Energy Probe, Mr. Ladanyi, I believe.
PANEL 7 - EGI EQUITY THICKNESS, resumed.

Tanya Ferguson,

Warren Reinisch,

Ryan Small,

Jim Coyne,

Dan Dane; Previously Affirmed.

Cross-Examination by Mr. Ladanyi:


MR. LADANYI:  That is right.  Thank you.  Good morning, Commissioners, Concentric and Enbridge witnesses, and the court reporter.  My name is Tom Ladanyi.  I am a consultant representing Energy Probe.  All of you know me, some better than others.  It is nice to see you all again.  I believe that Energy Probe may be the only intervenor in this proceeding that is supporting Enbridge's request for increase in equity thickness.  However, we have some concerns that I want to go over with you.

Could you please turn to Concentric evidence which is Exhibit 5, tab 3, schedule 1, attachment 1, and particularly page 31.  I am not sure that we have the same pages before us, but, anyway, there you are discussing the hydrogen.  Can you turn down a bit.  Yes, that is the right page.  So you quote Wells Fargo -- I think it's a little bit up:
"Credit agencies are cautious regarding the near-term prospects for hydrogen.  For example, S&P noted that hydrogen faces many hurdles and that a purely hydrogen-based economy in which hydrogen, not gas, is used to heat buildings and balance the power grid, for example, therefore appears out of reach, at least before 2030."

And then you quoted from Standard & Poor's, and I am not going to read that.  On the next page, which is page 32 -- please, can we have that -- you see there it says:
"Therefore, we conclude " -- it is right in the middle of the page -- "that, while hydrogen may offer a potential pathway for the company through the energy transition, investors perceive significant risk to that pathway because of its operational, technical, and financial challenges."

In your opinion, Mr. Coyne, do Enbridge's hydrogen plans increase or decrease risk?

MR. COYNE:  Good morning, Mr. Ladanyi.  I think there is a two-part answer to your question.  The first is that the company is required to introduce hydrogen into its system because of where we are with energy transition, so it is responding to an increased risk that its current fuel source, methane, will no longer comply with federal and prospective provincial emissions targets.  So you have an increased risk due to these policy mandates, and hydrogen is in part mitigating that risk because it provides the company with a lower carbon fuel resource.  So I would characterize it as an offset to an increased risk, but, on balance, it is an increased risk to its business compared to where it was pre energy transition, if that makes sense.  So it is an offset to an increasing risk, but it doesn't fully offset that risk because of these technical challenges.

MR. LADANYI:  I understand that.  So they do offset each other partially but not entirely.

MR. COYNE:  Precisely.

MR. LADANYI:  Can you turn to page 41.  There, you are dealing with depreciation rates.  A little bit down, please, that is right.  In the last sentence in the paragraph in the middle of the page, you say:
"Further, all else equal, accelerating depreciation rates will increase the rate pressure for consumers, rendering natural gas less competitive against alternative energy sources", mainly electricity.  "Therefore, while we expect the OEB and the company will work together to mitigate stranded-asset risks, we conclude that stranded-asset risks have increased since 2012."

So my question to you, and it is probably Mr. Coyne again:  Does accelerating depreciation increase or decrease risk?

MR. COYNE:  On balance -- Mr. Coyne again -- I would say that it decreases risk because it is accelerating the pace through which the company's investment is recovered.  So, again, we have the increase in risk due to the energy transition, and one of the tools that the company has available to it to manage that risk is to accelerate depreciation, so it again is offsetting part of that energy transition risk.  I wouldn't characterize it as a full offset because absent the energy-transition risk the company would not need to accelerate its depreciation of existing assets.  So it is an offset much -- similar to what we just discussed for hydrogen, partial but not fully.

MR. LADANYI:  So does it partially mitigate the risk of stranded assets?  Is that what you are saying?

MR. COYNE:  I would say it does on balance, yes, because the less exposure you have out there to assets no longer become used and useful, that lowers that effective risk.

MR. LADANYI:  But it doesn't totally remove the risk of stranded assets?

MR. COYNE:  No, it doesn't.

MR. LADANYI:  Okay.  Thank you.  Now, in this proceeding, the OEB is dealing with customer attachment policies on panel 10, and I know that your evidence does not deal with that issue.  Now, Energy Probe's position is that there are no reasons why electricity and gas distributors should have different customer attachment and revenue horizons, and I will discuss that, by the way, with panel 10.

Now, Appendix B of the distribution system code for electricity distributors approved by the OEB in 2009 specifies 5 years for customer attachment and 25 years for the revenue horizon.  Enbridge Gas currently follows the customer attachment policies approved by the OEB in its EB0188 of 1998, which have a 10-year customer attachment horizon and a 40-year customer revenue horizon.  I know there are some other details, but I am not going to go over them with you.  So you are aware of these differences, of these two different attachment policies?

MR. COYNE:  Mr. Coyne again.  I am looking for my green card.  Yes, we are aware of those policies.

MR. LADANYI:  So my question to you is again about risk.  If Enbridge customer attachment policies changed to those of electricity distributors, what effect would that have on business risk of Enbridge?  Would the risk increase, decrease, or remain the same?

MR. COYNE:  Let me just see if I understand your question.  As currently, the current policies are 10 and 40 for gas.  I want to make sure I understand the comparisons.  And then for electric they are again, if you could restate them?

MR. LADANYI:  They are 5 and 25.



MR. COYNE:  So your question is:  If they were reduced from 10 and 40 to 5 and 25, what impact would that have on the company's risk?

MR. LADANYI:  Right.

MR. COYNE:  If you don't mind, let me just confer with the company witnesses for just a moment.  I have a view on this.  I just want to make sure that there is something I am not missing.

MR. LADANYI:  Please go ahead.

[Witness panel confers.]

MR. COYNE:  I will begin to respond to your question, Mr. Ladanyi, and I believe Ms. Ferguson would supplement what I have to say.

So as I understand the premise of your question, if the effect -- the effective change would be to make gas marginally less competitive as a result of that more restrictive customer attachment policy and, in which case, it would on the margin, make it more difficult to add new customers which would limit the customers' revenue growth and income growth than it would have otherwise, at least on the margin.

So on balance, it would make the company's business more risky than it is, absent that change, on the margin.

And I believe Ms. Ferguson would like to add a few additional thoughts pertaining to depreciation.

MS. FERGUSON:  Tanya Ferguson:  The other point I was going to make is even though -- with the revenue horizon that is shortened, we have to revisit depreciation for those specific assets as well because, if you are still depreciating them according to the depreciation policy in place today, there is still a risk of stranded assets.  Those horizons would need to match.

MR. LADANYI:  Thank you.

MS. FERGUSON:  The depreciation would have to go up.

MR. LADANYI:  Thank you for those answers.  I think you both understand that it actually wouldn't necessarily restrict customer additions because customers at the margin, or who actually don't meet those criteria, could pay a contribution and still be attached.

MS. FERGUSON:  Tanya Ferguson:  Yes, customers could pay a contribution.  It just makes signing up for natural gas or connecting to natural gas less competitive.

MR. LADANYI:  Okay.  Thank you for that answer.  I have limited time, so I have to move to other issues.

If you have been following this proceeding and reading transcripts, you know that I suggested to Dr. Hopkins, who was IGUA's witness on panel 2 a few days ago, that energy transition is like a megaproject.  Do any of you remember that?

MR. COYNE:  I do, yes.

MR. LADANYI:  Then you know that I mentioned to him the experience with the famous megaproject in Boston, called the Boston Central Artery Tunnel, sometimes called the Big Dig.  The original estimate of the project cost when it was approved by the politicians was $2.8 billion.  The final project cost was $14.6 billion or $22 billion, if interest is concluded.  Dr. Hopkins did not remember the project.  He said he had only moved to Boston after it was completed.

Do any of you gentlemen from Boston remember the project?

MR. COYNE:  I remember it well.

MR. LADANYI:  So my numbers are more or less right?

MR. COYNE:  I remember the magnitude of the cost increase, yes.

MR. LADANYI:  Very good.

MR. COYNE:  And the traffic and congestion issues, even moreso.

MR. LADANYI:  This is only one of many government megaprojects that took a lot more time and it cost far more than originally estimated.  By the way, every time I come to the OEB, I am reminded of the promises made by the politicians about the completion and the cost of the Eglinton Crosstown LRT, which is now years behind schedule and billions over budget.

Would you agree with me that government megaprojects are rarely completed on time and on budget?

MR. MORAN:  Mr. Ladanyi, perhaps you could help the panel with the relevance of this question to what is before us?

MR. LADANYI:  Absolutely.  Energy transition has all the earmarks, if you like, and looks like a megaproject.  And that is my further question.  So there are certain great risks about megaprojects, about how much they cost, how long they take and whether they even are ever completed.

MR. MORAN:  Mr. Ladanyi, when you talk about something as being project, that suggests that there is a project owner and an actual project scope in place.  I am not sure that energy transition fits that definition, so I think I am still struggling to understand where this takes us.

MR. LADANYI:  Yes.  Well, it is actually -- you are anticipating my further questions; they are exactly about that.  If you let me complete it, you will see where it is going.

MR. MORAN:  I guess I am still trying to understand the relevance.  If there is no project owner and no project scope for that project owner, I am not sure how the definition of -- your attempt to define energy transition as a project, it seems to fail on its face, though.

MR. LADANYI:  Actually, my next question is, but energy transition is much bigger and more uncertain than a typical government megaproject.  There is no budget, there is no plan, only targets and goals.  Would you agree with that?

MR. MORAN:  All right.  Well, why don't you start with that and continue from there, as opposed to comparing it to a megaproject.  That will be more helpful, perhaps.

MR. LADANYI:  Would you like me to repeat that question, Mr. Coyne?

MR. DANE:  Hi, this is Dan Dane:  Yes, please, Mr. Ladanyi.

MR. LADANYI:  Very good, thank you, Mr. Dane.  I said energy transition is much bigger and more uncertain than a typical government megaproject.  There is no budget, there is no plan, only targets and goals.  Would you agree with that?

MR. DANE:  I think, Mr. Ladanyi, I would disagree with the premise that energy transition is necessarily like a megaproject.  I think there may be aspects of it that are certainly large and costly, but there will be many different facets to it.  So, as Commissioner Moran was alluding to, I don't think there is one project here that meets that definition.  There are many different parts to it.

There is significant uncertainty as it unfolds, but I might just disagree, to start with that overall characterization.

MR. LADANYI:  Actually, you will probably agree then with my next proposition to you:  It is more like the war in Afghanistan or a war on poverty, or the war on drugs.  When they started, there were lofty goals, but no plans or cost estimates.  By the end, the goals were unachievable, no matter how much money was spent.

Would you agree with me that an energy transition, which is in essence a war on carbon dioxide, may turn out the same way?  That no matter how much politicians want it and no matter how much money is spent, its goals may never be achieved?

MR. DANE:  There is a lot in that question.  I think there is a lot of societal pressure and concern around energy transition, and a lot of people focused very closely on it, including the company.  So I don't know that I can make the leap to the associations you have made.  We would agree there are a lot of complexities, though, as we move forward.

MR. LADANYI:  I said may never be achieved; maybe they will be.  But there is a possibility that they may never be achieved.  You must agree with that.  That is a reasonable proposition.

MR. DANE:  Certainly, there may be aspects of it that are harder to achieve or take longer, and there are many different goals wrapped up in the overall energy transition.  So I think generally, as a premise, that is fine.  But again, the overall characterization is difficult to agree with.

MR. LADANYI:  Thank you.  So do you agree that based on the evidence in this proceeding -- by the way, someone from Enbridge Ontario does not now have enough electric energy to replace the energy provided by natural gas, and may not have it for many years.

MR. DANE:  Apologies, Mr. Ladanyi, that is not something we have really studied.

MR. LADANYI:  Okay.  With the projected growth in population that I referred to in my cross-examination of Dr. Hopkins and Mr. Neme, and with the additional loads required to charge electric vehicles, Ontario may be short of electric energy in a few years.  If Enbridge is prevented from serving new customers with electric -- would energy shortages in general become more acute?

MR. MORAN:  Mr. Ladanyi, I am not sure how this panel can help you on that question.  You are raising questions related to electricity system planning.  We have an Independent Electricity System Operator responsible for electricity planning, and I am not sure how these witnesses can answer a question that relates to whether the IESO is up to the task or not.  Could you please move on.  You are running out of time.

MR. LADANYI:  Yes, definitely.  So is there a risk that, if Enbridge is prevented from adding new customers, much new housing construction would stop?

MR. DANE:  Was your question much new housing...?

MR. LADANYI:  Construction.  So there is a lot of new housing construction, particularly in the Greater Toronto Area; and, by the way, all of it is powered by natural gas.  Would some of it stop, or much of it stop, if Enbridge is not allowed to add new customers?

MR. O'LEARY:  Mr. Ladanyi, it's Dennis O'Leary.  I just wanted to ask whether you are of the view this panel is the right panel to be asking those questions of.  They are here to speak to cost of capital issues, and it sounds like your question goes well beyond that.

MR. LADANYI:  Yes, Mr. O'Leary.  No, they are actually -- I believe that my questions are all linked to the business risk faced by Enbridge.

Some of the other counsel, by the way, in this proceeding just yesterday mentioned resolutions against natural gas passed by certain Ontario municipalities.  Do you agree that there are contradictory messages from municipal politicians that are against gas while, at the same time, support the construction of new housing that would not be feasible without gas service?  Would you agree with that?

MR. DANE:  I am not familiar with the policies you are describing, Mr. Ladanyi.

MR. LADANYI:  But it was mentioned, I believe, by some of the other counsel to your panel yesterday about these resolutions by municipalities.  So you don't remember any of that?

MR. DANE:  I am sorry.

MR. O'LEARY:  I am just wondering, Mr. Ladanyi --


MR. MORAN:  Mr. Ladanyi, I think you have your answer.  Could you move to your next question.

MR. LADANYI:  Well, I am going to actually -- I was going to say:  Do contradictory messages by municipal politicians increase the business and operating risk for Enbridge in Ontario?

MR. DANE:  I will speak to what I know and then invite others to add, as necessary.

So we discuss in our report the U.S. experience with regard to certain local policies around gas infrastructure and gas bans.  And, as we note in the report, there have been instances in the U.S. of municipalities passing bans gas in new construction.  There has also been counteraction against that in the U.S.  So it definitely is an area, as we have seen it, of uncertainty, depending on the municipality, and so I think there are still questions to be answered.

MR. LADANYI:  You'll be happy to know I am getting to my very last question.  Based on what we just discussed, would you agree that energy transition is a highly uncertain, high-risk project for Ontario, and particularly for Enbridge?

MS. FERGUSON:  Tanya Ferguson.  I just wanted to comment on that.  I agree with your point about the uncertainty and various municipal actions.  I think I mentioned yesterday, or we talked yesterday, about the Toronto ban, and there was question of whether or not municipalities can ban natural gas.

Regardless of whether they can ban natural gas, they will attempt to meet their 2030 emission reductions targets.  That may be through incentives or other means, but, at the end of the day, I think my point is, from the company's perspective, there is a significant amount of uncertainty, which creates a significant amount of risk as far as the impacts this has on Enbridge Gas.

MR. LADANYI:  Thank you, Ms. Ferguson.

MR. COYNE:  We would agree with Ms. Ferguson's characterization.

MR. LADANYI:  Thank you.  These are all my questions.  Thank you, Commissioners, witnesses, and the court reporter.

MR. MORAN:  Thank you, Mr. Ladanyi.  Next up is GEC, Mr. Poch.

MR. POCH:  Thank you, Mr. Chairman.  Am I...?  There I am, okay.  Can you hear me?

MR. DANE:  Yes, we can.
Cross-Examination by Mr. Poch:


MR. POCH:  Good morning, Commissioners.  Good morning, witnesses.  I am David Poch on behalf of the Green Energy Coalition.

Just a few questions.  Most of my question have been covered, but just arising from, first of all, the question of customer attachments you were discussing with Mr. Ladanyi a few moments ago.  You responded -- I think was you, Mr. Coyne -- that this would make gas less competitive.  By that, were you referring to less competitive in regard to the choices that, for example, new construction would face, or for existing customers?

MR. COYNE:  Mr. Coyne responding.  It would be for new customers, because these are customer attachments.  It wouldn't be an issue for an existing customer.  On the margin, they would either have to pay the difference that would be greater than they would be charged otherwise, or alternatively choose another fuel; most likely electricity, in this case, would be my guess in Ontario.

MR. POCH:  Would you agree that, to the extent that the shortening of these horizons leads to some of those, for example, subdivisions going electric rather than gas -- and we will ignore Mr. Ladanyi's concern about that, since it has been spoken to earlier in the hearing about what the economics of that are -- but, to the extent that such a policy change reduces or redirects some of those additions to electricity, there fewer less capital additions and there would ultimately be [audio dropout] that would lower stranded asset risk for investors in the long run?

MR. COYNE:  Lower stranded asset risk for the incremental capital associated with those additions, if they were to choose an alternative fuel, then, of course, Enbridge wouldn't be expanding their system to meet them.  So lowering stranded asset risks on that increment of capital over the existing amount, yes.

MR. POCH:  All right.  Now, just turning to the topic of depreciation.  And perhaps we could turn up page 45 of your report.  You spoke of this earlier, and I know you spoke to this, I think, with Mr. Shepherd and perhaps with Mr. Elson, as well, so I will try to be brief.  This is about the possibility of accelerated depreciation and the impacts it would have.

There has been discussion in this hearing about different ways that depreciation might be accelerated in light of the energy transition; one being a truncation date, another being that the proposal that Enbridge has brought forward does accelerate depreciation somewhat, and third being a unit of production base which would match depreciation with some assessment of the value that that generation of customer is receiving.

Would you agree -- I think you have indicated that acceleration depreciation is a bit of a mixed bag from an investor perspective.  Is that fair?

MR. COYNE:  It is.  It is a mixed bag because it accelerates the period of time over which the investors are recovering that investment, and there is some improvement in cash flow for the company as a result of that, but it is also representing a fundamental change in how the company goes about planning for its business and reducing the longevity of its prospective business life with those assets, and that is perceived as a negative.

MR. POCH:  Right.  If it is determined that some method of accelerated depreciation is appropriate, in the circumstances of an ongoing energy transition, for reasons pertaining to the depreciation concerns, such as intergenerational equity, and also to reduce that risk of stranded assets, ultimately, of undepreciated assets, would you agree that, as between a choice of doing it gradually, starting sooner, or doing it with more of a sudden-rate impact and having to do it at a higher level of acceleration, that gradualism might have some advantage from an investor perspective?

MR. COYNE:  Mr. Coyne responding.  I would say yes.  I think gradualism would be preferred for a couple of reasons.  One is it gives customers a chance to respond, so they are getting a new price signal and they have a chance to adjust their own consumer behaviour and choices to that price analysis.  And it's just less disruptive to the market for fuels when you have something that is rolled in gradually.  That is one of the reasons why we think the company's proposal around equity ratio is also prefer -- a good idea in terms of a customer-impact modifier, rather than going from 36 to 42 percent in one year, to stretch it out over the course of the rate plan.

So I think gradualism in general is a good idea when it comes to allowing customers to respond, and investors understand that what is good for the market is good for them.

MR. POCH:  All right.  Thank you.  Those are my questions.  Thank you very much, panel.

MR. COYNE:  You are welcome.

MR. MORAN:  Thank you, Mr. Poch.  Next up is Three Fires Group.  Are we looking at Mr. Daube or Mr. Vollmer?
Cross-Examination by Mr. Daube:


MR. DAUBE:  It is me today.  Thank you.  Good morning.  Just as a matter of housekeeping, to set the stage I believe my questions are going to be directed at Concentric and likely Mr. Coyne.  The three themes that I plan on addressing for the benefit of everyone, number 1, the international context of the energy transition as set out in the Concentric report; number 2, Concentric's views on how the specifics of the company inform risk; and, number 3, how that analysis applies to stranded assets.

So the two sets of materials I will be referring to, I will be starting with Concentric's report, and then, for the second half of the cross-examination, I will be referring to the Three Fires Group compendium.  I was hoping we could mark the compendium as an exhibit to start.

MR. MILLAR:  Yes.  Let's call that Exhibit K9.1.
EXHIBIT K9.1:  THREE FIRES GROUP COMPENDIUM FOR PANEL 7.


MR. MORAN:  Mr. Daube, are you also using the Ginoogaming First Nations' time on this, as well?

MR. DAUBE:  Yes, thank you.

MR. MORAN:  Okay.  Thank you.

MR. DAUBE:  Can we start on the report's page 15, please.  Again a few questions up front about international developments and how they inform the risk picture context, so, Mr. Coyne, a couple of straightforward questions up front:  I believe you will of course agree that your report includes analysis of the energy transition in general?

MR. COYNE:  Yes, it does.  Mr. Coyne responding.

MR. DAUBE:  And your view is that, over the past 5 years, the global energy sector has embarked on a broad-scale transformation?

MR. COYNE:  Yes, that is correct.

MR. DAUBE:  Do you agree that anticipating the precise details of how that transition is going to unfold is not an exact science?

MR. COYNE:  By all means, and that is why we see all the efforts around developing these pathway studies, trying to anticipate many of the unknowns associated with how exactly it will unfold.

MR. DAUBE:  And so, on 16, page 16, to the last point you just made, it is possible to find evidence of energy transition and to identify significant developments.  That is an important part of charting a course forward.  Is that right?

MR. COYNE:  I just want to keep up with you, Mr. Daube.  Are you on our page 16 hard copy or in PDF?

MR. DAUBE:  I am sorry, your page is 16.  I have got the exact --


MR. COYNE:  And you are on the bottom of page 16?

MR. DAUBE:  Yes, using the page numbers at -- yes.  Angela has the right page up.  Thank you.

MR. COYNE:  Could you just repeat your question, then?

MR. DAUBE:  I just want to confirm very straightforward that you are looking for evidence of the energy transition, significant developments; that is going to help you understand what the general pathways and more likely scenarios are moving forward.  Is that about right?

MR. COYNE:  Yes.

MR. DAUBE:  Now, if we know to page 44 of your report, please, you included a European case study in your risk analysis.  Right?

MR. COYNE:  We did.

MR. DAUBE:  And you included a review of developments in the United States, as well?

MR. COYNE:  We did.

MR. DAUBE:  And so, for you, both of those things were important elements towards a complete understanding of the risk picture as it applies to Enbridge.  Is that correct?

MR. COYNE:  That is right.

MR. DAUBE:  And the general trends that are informing the picture of the energy transition again that Enbridge faces.  Is that right?

MR. COYNE:  That is right.  We wanted to look to other examples of how energy transition is unfolding, the types of policies that are being implemented, and responses taken by policymakers, and the impacts on the energy market and companies like Enbridge.  So that is what we were trying to piece together.  It is oftentimes useful to look beyond the jurisdiction that you are looking in to see what is going on in the broader world because, as we know, energy transition is really a global issue.

MR. DAUBE:  And this is the kind of picture or context that investors look at.  Right?

MR. COYNE:  We believe that they do because it is a global market for capital and energy transition is probably one of the most fundamental changes in our overall energy and economy, so investors are responding to it proactively, and they are following it with a great sense of analysis and looking to bring to bear some certainty around that which is going to be a complex and highly uncertain process.

MR. DAUBE:  Do investors expect companies like Enbridge to also know and respond to that global context and picture?

MR. COYNE:  They do.  They expect that companies like Enbridge will take these changes into account in terms of their own planning processes and be proactive in terms of responding to the policy signals they have as they become known.

MR. DAUBE:  So you would consider a general risk assessment as it applies to the energy transition for a company like Enbridge to be incomplete without some sort of analysis of what is going on in places like Europe and more broadly in the United States.  Is that right?

MR. COYNE:  I would expect a company like Enbridge to be first focused on its own province and jurisdiction.  I don't expect companies like Enbridge, as opposed to, say, us consultants, to be as on top of what is going on in other jurisdictions because of the nature of the work that we do.  They are focused on running a gas company in Ontario, so I would expect them to rely on outside advisors to help provide them with that broader perspective and perhaps their own reading.  But I think it is -- it would be helpful for Enbridge to understand the global context at some level, yes.

MR. DAUBE:  And, for either of those outside consultants or for the company, itself, any sort of analysis of what potential pathways, for example, that analysis will be incomplete without a general awareness of what is happening with energy transition in important jurisdictions around the world.  Is that right?

MR. COYNE:  I would say, when it comes to energy pathways, there they tend to be more specific because the choices in Ontario are different than the choices in Denmark or the UK or New Zealand for that matter.  So I think the process of creating those pathways is probably similar across those environments, the approach, but the specifics become very jurisdictionally specific because the prices and the alternatives that are available differ.  The policies now, they may be different; the fact that Canada has a carbon tax differs; and the nature of the housing stock and the age of the housing stock; the number of commercial industrial customers, all those things get very specific when you start to study energy pathways, so I believe the most useful approach for a company like Enbridge is to develop -- is to work on Ontario-specific pathways and then, within those pathways, Enbridge-specific analysis is the type of planning that I would expect the company to be conducting.

MR. DAUBE:  With respect, that wasn't exactly my question.  You would expect any complete analysis at least to consider, even if that analysis then recognizes and accounts for those differences and the ultimate conclusions.  Is that not right?  Just like you did in this report.

MR. COYNE:  When you say "those differences", you are contrasting Europe, for example, versus Ontario?  Is that the thrust of your question?

MR. DAUBE:  Yes, Europe and the United States specifically.  What is happening there?

MR. DANE:  Mr. Daube, this is Dan Dane:  I just wanted to offer one thought here.  Your questions have referred to completeness and, and in the types of studies you are describing, we are talking about models, so for looking at analyses of potential pathways and outcomes.  And I don't know that those are ever complete, per se.  I think it is a matter of incorporating information as it becomes available, refining as we go along.

So I think that is part of the process, just incorporating information based on what becomes available and as the analysis becomes more thorough.

MR. DAUBE:  Okay.  Thank you.  I am conscious of time, so I am going to leave it there and move on.

MR. COYNE:  One addition, if I might, to that question, sorry, I know you are ready to move on.

MR. DAUBE:  I am very conscious of time, here, Mr. Coyne, and your --


MR. COYNE:  I will be very brief.  I am not aware of any company that has the resources to do this individually, but every company that we are aware of that works with an outside advisor is expected to bring that expertise to the process.

So, for example, Guidehouse, who did some of the work for Enbridge I know has also worked in Europe.  And I think that is a legitimate role for outside advisors, who are expected to bring that context to studies that they bring to individual jurisdictions.  And in our experience, that is how it works.  And I think that is an efficient deliverer of -- an efficient allocation of expertise in that regard.

MR. DAUBE:  Okay.  Thank you.  Let's turn to the specifics of the company and how they apply to a risk analysis:  page 5 of the Concentric report, please.

Now we went through this a little bit yesterday.  It is fair to say, is it not, that the unique characteristics and decisions of Enbridge are relevant to your risk analysis.  Is that right?

MR. COYNE:  Yes, they are.

MR. DAUBE:  And that is why you agreed with Mr. Mondrow that investors look at the quality of the management team.

MR. COYNE:  We do agree with that.

MR. DAUBE:  And that is why in the last paragraph on this page, you say:
"The company is actively positioning itself to mitigate the effects of the energy transition."

That is why that statement is relevant to this portion of your analysis.  Right?

MR. COYNE:  I am trying to catch up with where you are.  I am looking at our bios and CVs on this page 5.

MR. DAUBE:  Up on the screen, they have the correct -- I am sorry.

MR. COYNE:  I heard you say "5", but maybe you are referring to page 1?

MR. DAUBE:  Yes.  No, I have confused myself.  Page 1 of the report, I am sorry.

MR. COYNE:  And if you could just repeat your question, then?

MR. DAUBE:  That is why it is relevant for you to be saying that Enbridge is actively positioning itself to mitigate the effects of the energy transition; investors are going to be interested in that?

MR. COYNE:  Yes, they will.

MR. DAUBE:  Is your implication here that Enbridge's response so far is reasonable.

MR. COYNE:  It was not the part of -- this is Mr. Coyne:  It was not part of the scope of our study to examine the reasonableness of Enbridge's response.  We are aware of the planning processes that the company has adopted around energy transition, but we made no determination in terms of the adequacy of that response.

MR. DAUBE:  Okay.  Can we go to page 7, please?  And this time, I am giving you the right page number, hopefully.  Now the quote -- a little bit up the page, please.  Is it fair to say that one reason why the quality of a management team is relevant is that you expect a company to be efficient and economical when you determine what a fair rate of return is?

MR. COYNE:  Yes, that is part of the fair return standard.

MR. DAUBE:  Because if the company isn't efficient and economical, it might be that risks are unnecessarily inflated as they face that company.  Right?

MR. COYNE:  That could be one consequence, yes.

MR. DAUBE:  And you don't want to we in a position where you are rewarding or incentivizing poor management.  Is that right, in the abstract?

MR. COYNE:  That is correct.  That would not be consistent with the regulatory compact.

MR. DAUBE:  Okay.  Can we go to the compendium please, and page 6?  Do you agree that -- and I think you have said in various places that gas utilities need to be making efforts today to reduce the risk of stranded assets?

MR. COYNE:  Mr. Coyne:  Would you repeat the question?

MR. DAUBE:  You agree that gas utilities need to be making efforts today to reduce the risk of stranded assets?

MR. COYNE:  I would say that is fair, yes.

MR. DAUBE:  And being proactive, do you agree, can help reduce the risk of negative scenarios materializing?

MR. COYNE:  I would say that is less clear because there are just some things that are out of the company's control regarding the future.  But I believe that proactive planning is certainly a necessary and helpful ingredient for managing during the energy transition.

MR. DAUBE:  Okay.  Can we go to page 46, please, of the compendium?

MR. COYNE:  I am not sure how these pages are numbered.  Can you give us a sense of where you are, in the compendium?  There are some data responses.  Does it have a number?

MR. DAUBE:  Yes.  We are on the right page on the screen.  So page 2 of 3 from the IGUA response.

MR. COYNE:  And which IGUA reply?

MR. DAUBE:  We are looking at F, please.

MR. COYNE:  Thirty-six, page 2 of 3.  Okay.

MR. DAUBE:  Now are you aware that Enbridge has said that it has not conducted an analysis that quantifies infrastructure retirements according to decarbonization pathways or energy transition scenarios?

MR. COYNE:  That is right.  I don't think at this point in time it has the information it would require to be able to do so.

MR. DAUBE:  And I can take you -- just for the same sake of time, I will take you there if you need me to.  But on page 49C, are you aware that Enbridge has also not quantified the number of customers switching off gas that would spark a death spiral.

MR. COYNE:  That is correct.  The same answer, it has not identified customers who are planning to leave the system, causing a death spiral.

MR. DAUBE:  And they haven't quantified items like accelerating declines in average use, increased competition or the impact of energy transition pressures, how all of that affects the likelihood of a death spiral?

MR. COYNE:  Insofar as they affect a death spiral, that is correct.  I know that they have looked at -- analyzed trends in decreasing customer use and factored that into the company's forecast.  But to extend that analysis to its contribution to a death spiral I think would be premature at this point time.  They wouldn't have enough information to do so.

MR. DAUBE:  Not enough information, but aren't those the types of proactive measures that the company should be at least investigating if it wants to be proactive in the sense of attempting to mitigate risks of a death spiral and other risks that it faces in the energy transition?

MR. COYNE:  Mr. Coyne responding.  In our experience, Mr. Daube, we see utilities just beginning to do this work.  This is a new environment that we are in and, as we discussed in our evidence in various places, we are now seeing states and commissions creating studies, groups, working with utilities, much like we see here in Ontario with the energy minister beginning to undertake a pathways study, to try to understand these implications.  These are big, complex issues.  They are bigger than Enbridge; this affects the entire energy economy of Ontario.

So we are seeing studies that are just beginning to be initiated that address these issues and all their complexities and understand what these pathways would look like on jurisdiction-by-jurisdiction basis.  I would expect companies like Enbridge to participate in that process and to begin, as I sense it has, to account for them in its planning process.

MR. DAUBE:  Isn't Enbridge in as good as a position as anyone, including the government, to analyze its assets on an asset-by-asset basis, under various scenarios, toward understanding whether any of its specific assets are more or less at risk under certain energy transition scenarios?

MR. COYNE:  I think eventually, yes.  I think today, no.  And the reason I say that is that, in order to be able to do so, it would have to be able to make certain assumptions around what costs are going to be on a going-forward basis, how customers are going to respond to them, introduce assumptions pertaining to efficiencies for gas heat pumps and availability of gas heat pumps and electric heat pumps.  So those are very complex studies.  And, to do so, as I mentioned in yesterday's discussion, we were actually interviewed by the commission that is studying this issue for Ontario, and one of our pieces of advice was that electric and gas companies need to work together on these issues because their knowledge together is what is necessary to begin to address these complex issues.

And so I think some combination of the government, companies like Enbridge, companies like Hydro One in Toronto, working with companies that have the tools to conduct these studies, is ultimately the best way to get a big picture.  And then, once that big picture is created, then companies like Enbridge can begin to ask:  Do we have assets that are at risk under these various scenarios?  So that's the way I would expect it to unfold.

MR. DAUBE:  When you wrote your report, were you aware that Enbridge had not performed the work and studies that you and I have just discussed?

MR. COYNE:  When we wrote our report, we were aware that the company was embarking on studies to look at pathways and the work that it ultimately took up with Guidehouse and Prosperity.  But we were not anticipating -- we did not have any awareness beyond that of additional studies that the company had conducted or was planning to conduct.

MR. DAUBE:  Or had not conducted.

MR. COYNE:  Right.  And, again, our assessment was focused on investor perspectives on companies like Enbridge in their marketplace.  It was not focused on the adequacy of their planning process.

MR. DAUBE:  Okay.  Thank you, those are my questions.

MR. COYNE:  You're welcome.

MR. MORAN:  Thank you very much, Mr. Daube.  Next is Panel questions.  Commissioner Duff, do have any questions?

MS. DUFF:  I do.  Yesterday, there was some -- can everyone hear me fine?  Yesterday, you had a discussion, Mr. Coyne, with APPrO's lawyer regarding your increase proposal from 36 percent to 42 percent.  And I just want to explore that option with you a little bit further, in that I think he was suggesting that the whole change could happen in the year 2024.  And that is what we are here for today, is 2024 rates.

I don't want to put word in your mouth, but I believe you said your recommendation would not change if the whole increase were to take place and the OEB were to approve that as an option in 2024.

MR. COYNE:  That is a fair characterization of our discussion, Commissioner, that our recommendation was 42 and it was the company that chose to propose a graduated increase to the 42.

MS. DUFF:  And, just a moment ago, you said that you thought that that graduated approach was a good idea.  And why is it a good idea?  If your data is telling you now that the peers are at that level, why would an investor want to wait five years to see their returns increase with respect to the equity thickness?

MR. COYNE:  That's a good question.  The 42 percent we arrived at, without counting all of the analysis, we think is the minimum appropriate equity ratio for Enbridge, given its current environment and the fair return standard.

Where we think, or I would say I think, it's a good idea is I am cognizant of the fact that energy transition is going to impose costs on ratepayers and, as we just discussed, anytime you can ease into a change in cost for ratepayers, I think that is beneficial to them.  It gives them a chance to respond and adjust.  And, even though that's not part of the fair return standard, I think it's just good regulatory practice.

But I also think that it is better for the investor, because Enbridge is in a position where it would certainly like to hang onto its market for as long as it can, given where we are with energy transition, and, the less disruptive it is to its own market, I think, the better chance customers have to respond and to ease into what is going to be a challenge.

So investors in long-term assets understand the big picture and I think, as a result of that, they would find that to be a fair compromise, would be our view.

MS. DUFF:  The OEB, if it were to approve your 42 percent recommendation, I mean, whether it's mitigated over a period of time or implemented all in one year, what kind of signal would that send to the market?  The OEB increases Enbridge's equity thickness from 36 to 42 percent due to energy transition risks because it hasn't reset, or rebased, Enbridge's rates for 12 years.

I appreciate your comments about the customer, but I am interested about the investor.  What signal would that send the market?

MR. COYNE:  As we have discussed, your Board is given credit for being a constructive regulatory jurisdiction that finds appropriate balances between investor and customer interests.  And I would say it is a continuation of that balance, that you understand that energy transition will come at a cost.  Having strong utilities able to deliver fuel and energy during this period is going to be important and it represents new challenges for companies like Enbridge, and it is an appropriate time to recognize that the world has changed in the energy sector and that the gas business, which has had a lower equity ratio -- and this gets more technical -- than the electrics in Ontario, is now put in different position than it has been historically.

You are resetting that relationship in an appropriate way and you are taking graduated and moderated steps to get there.  You know, this is not a shock, to go from 36 to 42.  It would still place Enbridge at the lower -- you know, 10 percent below its U.S. peers and just above the electric utilities in Ontario.  So I think the overall balance in that feels right to me from an investor perspective.

MS. DUFF:  Mr. Shepherd, through SEC, estimated the cost was $1 billion, and that is $1 billion to customers, basically, I take it, to compensate the investors for the risks that the utility is facing.  That $1 billion, that is the balancing that you are referring to?

MR. COYNE:  Let me see if we can -- just to make sure that we have the right perspective on that number, Commissioner, let me just turn to a fellow panelist here to see what that refers to.  Can we collaborate for just one moment?

MS. DUFF:  Of course.  Please, please.  And I am mixing a few different ideas here.  We were talking about gradual increases versus all in one.  I must premise that, if we make a decision today whether it is graduated or not, the information is disseminated into the market.  Right?  I mean the decision is made today whether we do it all at once or not, so I am not sure that I -- my concern is about having the increase be a bit more affordable.  It is the quantification of the increase and the commitment that this Board is giving in terms of rate setting, so please confirm.

MR. COYNE:  Let me give you the proper perspective on that number before I respond, if I could.

MS. DUFF:  Thank you.

MR. COYNE:  Just a moment.  Mr. Small will put that number in perspective for us.

MR. SMALL:  Ryan Small.  The billion dollars that Mr. Shepherd quoted was the change in rate, the amount of rate base that would switch from being funded through debt to equity.  So that is the amount of rate base that would -- you know.  Because rate base is being funded by debt and equity, so it would shift the amount funded from debt to equity, and then, if you actually were to turn to LPMA-41, it illustrates what the revenue requirement impact of that change would be kind of on a per-year and cumulative over the term.  And, over the term -- I will quote in general numbers -- it would be approximately a $300 million increase in revenue requirement over the term, over the next 5-year term.  And that is comprised of an increase in the return on equity offset by a reduction in the carrying charge on debt.

MS. DUFF:  Well, perhaps rather than do these numbers off the top of our head --


MR. SMALL:  Sorry.

MS. DUFF:  -- we can agree to do an undertaking.  So, if the OEB were to approve a 42 percent increase in 2024, what would be the revenue requirement and the rate increase that would result from that?

MR. MILLAR:  That undertaking is J9.1.
UNDERTAKING J9.1:  TO ADVISE THE BOARD:  IF THE OEB WERE TO APPROVE A 42 PERCENT INCREASE IN 2024, WHAT WOULD BE THE REVENUE REQUIREMENT AND THE RATE INCREASE THAT WOULD RESULT FROM THAT, ASSUMING ALL OF YOUR PROPOSALS ARE APPROVED SUBJECT TO THE SETTLEMENT PROPOSAL WHICH HAS BEEN FILED WITH THE OEB.

MS. DUFF:  Thank you, Commissioner Moran.  Those are all my questions.

MR. MORAN:  Thank you, Commissioner Duff.  Deputy Commissioner Elsayed, do you have questions?
Questions by the Board:


MR. ELSAYED:  Yes, I do have one question.  Do I understand it correctly that you have not done a comparative analysis with jurisdictions outside of Ontario to support your proposal to increase your equity thickness from 36 percent to 42 percent?

MR. COYNE:  Mr. Coyne responding.  No, that's not correct.  In our report, we do a comparative analysis using four proxy groups, and, contained within those proxy groups, we look at holding companies and we also look at operating companies in Canada and the U.S., and, in every case, we look at the allowed equity ratio for those companies.  So we have done a very thorough comparative analysis of both U.S. and Canadian companies in reaching our decision, our recommendation I should say.

MR. ELSAYED:  In making those comparisons, where does the risk profile associated with energy transition stand in terms of the variables that you considered in assigning those groups?

MR. COYNE:  When we compared the profiles of those companies to Enbridge, we reached the determination that Enbridge was at least as risky as the industry on average.  We looked at -- some of our operating companies in the U.S. group and in Canada for that matter were operating under gas bans or prospective gas bans, and others had gas-favourable environments.  But, if we looked at it on balance, we decided that -- we didn't make a determination that Enbridge was more risky than the proxy groups per se, so our recommendation was bringing them to the industry average, although in the U.S. the recommendation is still 10 percent below their equity ratios.  So we basically treated Enbridge as if it were a North American natural gas utility facing the same risks as the North American gas industry faces but with a substantial 10 percent discount off the U.S. equity ratio.

MR. DANE:  Commissioner, this is Dan Dane.  If I could add:  Another one of our conclusions was that gas companies are now viewed as riskier than electric distributors, and so part of our consideration was to look at the current equity thickness for electric distributors in Ontario, which is 40 percent, and to compare Enbridge to that group, as well.

MR. ELSAYED:  Okay, so just so I understand your recommendation for the 42 percent, where did that fit with the benchmarking groups that you looked at?

MR. DANE:  It might be helpful to pull up a chart from our report quickly, which is on page 127 of 164 or PDF page 123, I think it is.  So this chart we thought was a helpful pictorial of our analysis as well our recommendation.  You can see Enbridge.  The red bar on the left side is the current equity ratio, and then our range of recommendation is from 40 to 45 percent, which you can see the floor there is equal to what electric distributors currently have as equity thickness, and the ceiling we placed was what OPG, the nuclear generator, has as their equity thickness.  You can also see the various parts of our analysis showing where the Canadian proxy groups fall, which is generally from that 40 to 43 percent, and then, as Mr. Coyne was just describing, the approximately 50 to 55 percent for the U.S. holding groups, holding companies.

MR. ELSAYED:  Thank you.  That is very helpful.

MR. DANE:  Sure.

MR. MORAN:  Thank you, Commissioner Elsayed.  I do have some questions, as well.  Starting off, Mr. Coyne, I think this is for you.  The Concentric report says that the energy transition is underway.  I think you indicated that it is happening in earnest for the last 5 years.  Just out of curiosity, what are the indicators that you led you to the conclusion that it started happening in earnest 5 years ago?

MR. COYNE:  It was around the time that we started to have conversations with our clients and with others in the industry around the future of gas, it first being called into question as a result of global conversations around climate change and prospective regulations pertaining to emissions.

And so those are probably the first conversations we began to have and the first time that we started to focus on these issues as a business risk for the industry in general, in both in the gas and it electric side as electric utilities began to consider whether or not their generation fleets should remain as they were, the need to shut down coal plants.

So, in general, we just started to see across the board more proactive regulation and policy directed at reducing greenhouse-gas emissions.  And then we began to see it in terms of discussions with rating agencies as they began to discuss the impacts of ESG on the industry, and then we started to see it in the data that we use to estimate the cost of capital.  That's when we began to start to see betas that we use to measure the difference in how the market is perceiving utilities, both gas and electric, versus the industry, the market as a whole start to increase.  So those are the first signs that we started to see that the world was changing in terms of how it viewed the energy sector.

MR. MORAN:  Thank you, Mr. Coyne.  Ms. Ferguson, would it be correct to assume that Enbridge wasn't paying attention to the business risk associated with climate change until 5 years ago?

MS. FERGUSON:  I don't think that is a fair characterization.  Both legacy utilities have in the past  -- you can see in I think it is JT7.23.  It shows you our historical business plans and strategic plans that we have shared within Enbridge.  As far back as 2012, we had a very focused effort on energy transition and through various iterations of the DSM program throughout the year, so we have been focused on energy efficiency.

I would even point to in 2012 both legacy companies had a proposal to inject RNG, still looking towards, you know, greening the grid.  And, in 2016, I would say that is when it really started to ramp up, which is I guess 7 years ago, where we really started to focus more on RNG, hydrogen started being something we investigated, and then even NGV, for heavy fuel, heavy equipment vehicles.  So I would say the company has had a focused effort on trying to figure out how we can green the grid to maintain as many customers on the system as we can and reduce the emissions of those customers.

MR. MORAN:  Right.  And in fact, as far back as 2003, 20 years ago, one of your predecessor companies brought in Dr. Andrew Weaver, who was the Canadian representative on the International Panel on Climate Change, to let the Board know that climate change was trending, causing Canadian winters to trend more warm.  Right?

MS. FERGUSON:  Right.

MR. MORAN:  Yes.  And, at that time, of course, the weather risk was borne by the shareholder, and the normalized weather rate-setting methodology was delivering adverse results.  And so you needed to address that risk at that time.

MS. FERGUSON:  Right.

MR. MORAN:  Given that you have been tracking it as early as 2003, at what point would you say that Enbridge first identified the potential for stranded assets as a business risk that you would be reporting to your senior management and your board of directors?

MS. FERGUSON:  I would say it probably started initially when Ontario issued its climate action plan.  We started realizing that there could be a risk, and that is when we started up ramping up on greening the grid measures.

I would say when the federal carbon charge was introduced as well, in 2019, we definitely started identifying that there could be a risk here.  And that led into what the analysis we at Posterity do with respect to scenario analysis.  And then the pathway study as well, just to get a handle on what this could look like from the company's perspective.  And there is a variety of scenarios obviously that the energy transition panel has talked about; I don't want to really get into it.  But there is a myriad of paths this could undertake, and the risk around stranded assets is very dependent on what path Ontario does take.

MR. MORAN:  All right.  And given the evidence that the business risk associated with energy transition has been taking place since 2012, why did Enbridge choose to not come in earlier for rebasing, to address this risk?  Why did you wait for the extra five years that you were allowed to wait?  Why did you wait that long?

MS. FERGUSON:  I think in 2013, if I remember correctly, we had proposed our equity thickness at that time.  And I think we were aware that there was some movement afoot, but it wasn't prevalent at that time.  Natural gas was still quite competitive in terms of pricing.

At the time we rebased -- or sorry, we entertained the MAADs application, I think our focus was really on driving the synergies and the amalgamation between the two.  And it wasn't a focus.  We were focused on how we can drive more efficiencies and more cost effectiveness for customers in Ontario.  And that was the focus over the last five years.

I think energy transition has had a significant momentum over the last five years, and that risk has highlighted itself, you know, for us a little bit stronger, which is why in this proposal we have come forward with a somewhat accelerated depreciation methodology, and we are trying to address equity-thickness risk associated with what energy transition could -- and how energy transition could impact EGI.

MR. MORAN:  Thank you.  Mr. Coyne, I guess in classic risk assessment, one looks at the likelihood of a risk happening and one looks at the impact of that risk if it happens, and then figures out a plan around it.  Would you agree that once a risk materializes, you are no longer in a risk assessment paradigm; you are now into a different paradigm, which is to manage the consequences now that the risk has been realized.  And in this particular case, the energy transition is already happening.  It is already underway.

MR. COYNE:  I think that is fair.  But, you know, let's use the hurricane analogy.  Once the hurricane hits, you know what the damage is done, and now you are putting up poles and wires and rebuilding houses and infrastructure.  So the risk of that hurricane has passed.  You are now focused on repairing the damage, unless there is another one of the horizon.

But I think in this case it is -- but I would agree with your assessment; risks are forward looking and prospective.

MR. MORAN:  Right.  And so now that the risk has been realized and we have your recommendation in front of us that is proposing to increase the equity thickness from its current level to 42 percent over the next five years, is that problem solved?

MR. COYNE:  Well, let's turn back to my hurricane analogy, as imperfect as it is.  You know, the hurricane hasn't hit yet.  It is offshore, it is building.  But we don't know what the wind velocity is going to be, we don't know exactly where it is going to hit onshore and what the damage is going to be.  I am sure the analogy falls off there.

But energy transition has not hit yet.  It is prospective.  We know it is going to happen, but we don't know exactly how it is going to impact markets and customers and prices and technology.  Those are all in the mix that need to be sorted out.  And, you know, it begins with, in the case of Ontario, with how the provincial government will implement federal policy and all that flows from there.

There is much to be known about how that risk will materialize itself in the market for energy in Ontario.  But we know it is just a fundamental shift in the business over that which existed the last time the company's equity ratio was examined.

And then, once -- to continue with your question, you know, let's just say for example we know everything we need to know about energy transition.  All the rules are known and the prices are known.  It really will depend on what pathway you have gone down.  Is it a pathway of deep decarbonization, where there has been a lot of substitution away from natural gas towards other fuels?  What blend and what role will RNG and hydrogen play?  Basically, all the discussion that has occurred over the past week with the energy transition panel will begin to unfold.

And at that point in time, one could say that we now understand what this risk is and whether or not this company is appropriately capitalized or not.  But I think -- that is why I suggested in response to questions yesterday that it would be appropriate, five years from now, to examine where we are in that continuum, and does the equity ratio and the cost of capital still make sense for the company.

MR. MORAN:  Right.  And to use your hurricane analogy, we know it is coming.  We shouldn't stand around doing nothing.  We should, at a minimum, be boarding up our windows and doors and whatever -- and sandbagging and all the things that we need to do in advance.  Right?

MR. COYNE:  That is right.  It is a time for good, earnest planning to be taken, and to take the knowns that are knowns and build them into those plans and to develop scenarios around those things that can't be known, to embrace the range of possibilities.

MR. MORAN:  So I take it then you would agree that, in looking at the question of whether the equity thickness should be improved to identify that risk, that should be done hand in hand with ensuring that for the next five years there are good decisions being made at this time to manage the consequences of the risk as it unfolds over the next five years?

MR. COYNE:  I think that is a reasonable expectation, that the equity ratio and the cost of capital should satisfy the fair return standard, and that the Commission should expect that the company is taking -- making prudent decisions as it is best able to manage through this transition.

MR. MORAN:  All right.  And part of the risk of course is that consumers can make economic decisions to switch away from gas.  Right?

MR. COYNE:  That is right.  And that is probably [audio dropout] yes.

MR. MORAN:  Yes.  And that is what happened in the last energy transition that took place in Ontario, and I think you referred to the golden age of gas, which was based on discoveries of large volumes of cheap gas accompanied by predecessor companies providing consumers with low-cost rental appliances to heat their houses and water, to replace electric heating at the time, which was becoming very expensive for various reasons, one including the coming online of the Darlington power plants, with their large debt that had to be recovered in rates.

So, if customers are going to switch for economic reasons, choosing the equity thickness isn't going to stop that from happening, is it?

MR. COYNE:  No.  No, it will not.  If customers are going to change, they are going to change as a result of their own preferences, responding to regulations, city ordinances, and ultimately economics.  You know, the most important decision factor for a customer is going to be the economics of one choice over the other, and convenience and reliability, the same way customers have always made decisions around energy choices.

The equity thickness, as I see it, is just a matter of meeting the statutory requirement to provide a fair return for a company that continues to provide regulated services during this period, and the future of Enbridge, and other companies in its position, is going to be decided by forces beyond their control.

MR. MORAN:  It underlines, I think, that you are agreeing with the proposition that a careful plan for the next five years is equally important to the equity thickness issue.

MR. COYNE:  Yes.  I think both are very important.

MR. MORAN:  Okay.  Now, I think it was you, Mr. Dane, who talked about the equity thickness associated with LDC, the electric utilities here in Ontario.  You didn't including any of those utilities in your proxy group.  I think you looked at them, but I don't think you analyzed them the same way as you did your other proxy group members.  Is that fair?

MR. DANE:  I think that's fair.  This is Dan Dane.  We considered the electric distributors in our analysis.  We discussed the shifting risk perspectives on gas versus electric as a class of assets.  We did include -- Mr. Coyne is reminding me that Hydro One is in our Canadian group, so there was some consideration of that Ontario distributor.  But, by design, the majority of our proxy group companies, as you alluded to, are from the gas industry.

MR. MORAN:  And I take it you would agree that climate change affects everybody.  Ms. Giridhar gave evidence about the fact that the gas system is more resilient in relation to climate change because most of the facilities are underground, unlike electricity utilities, who have much more significant exposure to adverse weather.  Right?

MR. DANE:  Yes.  I certainly agree that climate change is pervasive and there are different elements of climate change–related risk that will impact the electrics differently than the gas companies.

MR. MORAN:  Right.  And that would be a factor in relation to their business risk and an appropriate equity thickness for them.  Right?

MR. DANE:  Certainly.  I agree with the premise that, in evaluating the equity thickness for any of the utilities that the Board regulates,  part of the Board's process is to understand its business risks.

MR. MORAN:  Right.  And, of course, we can look at what has been happening.  We know about the impact on Pacific Gas and Electric in California due to wildfires, the fact that they have been held accountable for causing some of those wildfires.  Alberta ATCO Electric is experiencing a significant loss of assets.  There a whole debate going around whether that is a normal retirement or an extraordinary retirement in relation to residual undepreciated expense.  And, in Ontario, we've had ice storms and wildfires, as well.  So this is all part of the risk profile associated with LDCs.  Right?

MR. DANE:  I think that's correct.  There are certainly, as you alluded to, different climate impacts that we see across North America for electric companies.  We do note in our report that there are some corollary or subsidiary effects on the gas companies, for instance, for compressors that rely on electric service, but I do agree that there are risks related to those emergencies for the electric companies.

MR. MORAN:  All right.

MR. COYNE:  I wonder if --


MR. MORAN:  I'm sorry.

MR. COYNE:  I wonder if I could jump in just for a moment, Commissioner Moran, because I think there is a picture in our report that addresses your question, helpfully; on page 103, if we can bring that up for second.  And this a picture that was created by Moody's Investor Services that characterizes their view of carbon transition risk.  This is, I think, a helpful way to look at this.  Sometimes a picture is worth a thousand words.

MR. DANE:  Maybe PDF page 107.

MR. COYNE:  Good, thank you.  So you can see that Moody's view is that the carbon transition risk spectrum looks like this.  You can see that it has electric T&D companies to the lower left and it has gas LDCs up around 10 o'clock on that spectrum.  And that's a fundamental change since the last time the Board has had an opportunity to review the equity thickness for the electric utilities, which I think it did in 2006, and for natural gas, which it did back in 2007.  So that's one of the fundamental shifts that we're pointing to, and I think is a pretty good pictorial of it as viewed through Moody's eyes.

MR. MORAN:  What date did you say this is?

MR. COYNE:  The date of the report was 2020.

MR. MORAN:  I think you might have referenced 2006.  I am sorry, I was just trying to --


MR. COYNE:  Oh, yes.  I believe, in 2006, that was the last time, if memory serves me well, that the Board determined the electric utility equity ratios, and 2007, I believe, was the case for Enbridge, when they last did a fundamental analysis of its equity ratio.

MR. MORAN:  And, underpinning this, do you have any understanding of to what extent this was focused on the fact that perhaps more people would become customers of the electricity side and to what extent it dealt with the increasing physical risk to electric assets that we are seeing?

MR. COYNE:  Yes, I don't know that they provided that level of detail in this report.

MR. MORAN:  So you can't speak to how they came to this conclusion, then.

MR. COYNE:  Not to that degree of specificity, no.

MR. MORAN:  Thanks.  I have a question relating to your assessment of renewable targets in various jurisdictions.  I think, on page 18 of your report -- I don't know what page that is in the exhibit, but page 18 of your report -- scroll down.  Right.  If I understand the graphic, the light green -- I hope it's light green; I have a slight colour deficiency -- represents those states that have low renewable targets.  Is that correct?

MR. COYNE:  That's right.

MR. MORAN:  Now, if you look at Texas, it is one of the states with a low renewable target.  How does that compare with the actual uptake of renewables in Texas, given the very large investment in wind generation, for example, that has taken place in Texas?

MR. COYNE:  Yes, Texas has been an interesting example.  I believe -- I don't have the data in front of me -- that they've probably far exceeded that requirement by now.  They had a novel policy there -- it was almost like a building it and they will come policy that was applied to baseball in the movie we all know -- where they made a decision, this is the legislature made a decision, to promote the construction of electric lines that would be available for brining large-scale renewables to market.  And it was highly successful.  Those transmission lines accessed regions of Texas that were not previously used for electric-generation resources in large, but they were available because of the wind quality there for large wind farms.  And, as a result of that, I believe Texas is the largest provider of wind energy in the country at this point in time.  But it began with building out the infrastructure to make it available to bring that wind to market.

I know Mr. Dane worked on a few of those projects.  He might have more context to add.

MR. DANE:  Hi, Dan Dane.  Mr. Coyne appropriately characterized it, and I would agree, that there is significant renewable development in Texas.  They have vast amount of wind resources and the market has recognized that.

MR. MORAN:  Right.  And, in fact, for all of those midwestern states up to the Canadian border, the uptake of wind power, based on the resource that is available, far exceeds all of the targets for those states that have low targets or no targets.  Right?  Or do you know that?

MR. DANE:  Yes, I don't have the specifics, but I do agree there are significant wind developments from Texas up through the Midwest.

MR. MORAN:  So help me understand the role of the United States' renewable targets as part of your assessment of business risk.  How did that play into your analysis?  Let me rephrase.  To the extent that there are targets and to the extent there is a large exceedance of those targets, what does that mean for business risk in the context of the gas utilities?

MR. DANE:  I would say that, in terms of our report and the discussion of energy transition, this is a symptom that we have cited to in terms of growing policy around energy transition, in this case renewable targets.  I think what you are referring to is a case where, even in certain circumstances where the policy isn't as strong, the economics or the incentives have come into play, as well, to play a role in the transition.

MR. MORAN:  Okay.

MR. COYNE:  One of the points that we make there, Commissioner, is that what we are seeing in absence of cohesive federal legislation are states and NGOs and individual companies taking action around climate change that are often much more aggressive than policies that are in place at the time.  This is because of public policy preferences towards these goals or also because they see the writing on the wall and they have decided that they are going to use it to their competitive advantage.  One could argue that it has been very good for the Texas and Kansas economy, et cetera, to build out this infrastructure.  So some are being more proactive in anticipation of legislation or just deciding it is the right thing to do.

MR. MORAN:  Or more simply just deciding:  I can make money doing this, and so I am going to do it.

MR. COYNE:  Without a doubt.  Behind it all is economics.

MR. MORAN:  Right.  All right.  The next question relates to proxy groups.  You did touch on this, I think, in a couple of points in the proceeding.  Depending on the jurisdiction, there is a range of approaches to how to manage the energy transition and what kinds of rules to put into place and so on.  In your proxy group of utilities, some of them are in jurisdictions like New York and California where there is very significant regulatory action on the energy-transition front, and energy utilities in other jurisdictions where there is much less.  How did you analyze or take into account the difference that that creates in terms of how gas utilities are addressing the energy transition for jurisdictions where they have to make a lot of changes that might be otherwise considered to be a business risk compared to jurisdictions where they don't have to do anything?

MR. COYNE:  We selected the proxy group in order to come up with the four different proxy groups with -- that covers a range that included Canada, the U.S., and we looked at their underlying operating companies for measuring various financial metrics.  We also looked at the regulatory landscape for each of those companies, to compare the types of mechanisms they had in place from a rate-making perspective.  But we did not do a side-by-side comparison of the environmental requirements that each of those utilities face.  Because they are so different and so evolving, it is really a challenge to do that, to say that you have a proxy group of companies that would face the same environment that Ontario does per se.  As you mentioned, some are more aggressive than others.  The State of California, for example, California and New York, Colorado would probably be at the more aggressive end of the range and progressive, British Columbia in Canada.  Ontario is probably somewhere in the middle at this point in time.  We know about mandates for 2030 but not beyond 2030.  And so our approach was to look at it from an industry perspective and not make a determination that Enbridge was more or less risky than the industry in that regard.  But, when we made a recommendation to bring it up to the minimum 42 percent, we felt as though that was fairly conservative because it is still -- in the case of California for example, Southern California Gas and San Diego Gas and Electric have 52 percent equity ratios, and we are only recommending 40 percent for Enbridge.  So we tried to be conservative, but we did paint a broad brush in terms of environmental exposure.

MR. MORAN:  Right.  Why didn't you include Pacific Gas and Electric, a large company with over 5 million customers?  Why were they not part of your proxy group?

MR. COYNE:  At the time we chose our proxy groups, we know that PG&E was in financial trouble, and we didn't feel as though its holding company data would be reliable for these purposes, so we excluded PG&E in almost everything we did during this period.  I would note that Southern California Gas Company that we did use in our large group -- and I think this is a sign of the times that we are in -- received a regulatory credit watch this past week as a result of energy-transition risk.  I think this is the sign of what is to come as the credit rating agencies begin to look at these issues more carefully.

MR. MORAN:  All right.  Ms. Giridhar of a previous panel, when she was questioned about the various ways that we might manage the stranded-asset risk, she said no to changing the revenue horizon to collect a greater contribution in aid of construction, and she said no to changing the depreciation risk, recovery, she said a hard no to assigning any risk on a forward-looking basis to the shareholder's account.  How does that fit with a good risk-management plan for the purposes of assessing business risk and establishing a reasonable or fair return?

MR. COYNE:  Well, there are several facets to your question, Commissioner.  Maybe I could break them down a little bit in my own mind.  Are you asking if the tools available to the utility can be used to offset its risk, if I could parse your question?

MR. MORAN:  Essentially, yes.

MR. COYNE:  Well, I think the answer is that those tools need to be on the table, both for the company and for you as a Board, to navigate these uncharted waters through this particular energy transition that is unlike any in my lifetime, at least.  I think the depreciation is going to be an increasingly important discussion for natural gas utilities and for hydrocarbon pipeline companies, as well, in terms of whether or not their expected useful lives of what used to be 40 years is still 40 years.  So I think depreciation is an important tool.  I know from a -- I know you are going to have a discussion regarding customer hook-up policies, customer attachment policies, and we also see that happening across the industry as, one regulator after another, they are asking these same questions of their utilities:  In this environment, should we be promoting one fuel such as natural gas, or do we need to back off that?  So I understand the question.  I think it is a matter of balancing how those tools are used and when is the right time to deploy them.  But, when it comes to equity ratio, you know, we see that as a threshold issue.  It has its own standard, the fair return standard, and, if you get that right, then I think you can go on to focus on these issues as appropriate tools, as well.

MR. MORAN:  Right.  Okay.  Thank you, Mr. Coyne.  We are coming up to the break, and I know we are going to be changing panels soon, so perhaps we will finish with panel.  Commissioner Duff, I think you wanted to clarify the undertaking that you asked for.  Perhaps you could do that now.

MS. DUFF:  Thank you very much.  I quickly said that I wanted to see the impact on the revenue requirement in rates, and I appreciate that may be easier said than done.  I think the revenue requirement calculation is pretty straightforward, with that one variable changing from the equity thickness of 36 to 42, that one exogenous variable.  The impact on rates is going to be a little more complicated, and this is an important number to me.  So I encourage the utility, in drafting this, just stating its assumptions, because I assume you are going to have the increase in rates from 2023 to 2024, assuming all of your proposals are approved subject to the settlement proposal which has been filed with the OEB.

And then -- but changing the one factor, but the equity thickness takes place all in 2024.  So if that is clear.  And then I encourage Enbridge to come back and ask the panel, if its assumptions are correct before it proceeds with a detailed calculation of the impact on certain rate classes.

MR. O'LEARY:  We are fine with that, Commissioner Duff.

MR. MORAN:  Thank you.  Mr. O'Leary, do you have any redirect?
Re-Examination by Mr. O'Leary:


MR. O'LEARY:  I was going just going to say, I thought perhaps you were moving on.  I just have one question; it arises out of your questioning with Mr. Coyne.

And there was some reference you made, Mr. Coyne, to your recommendation in terms of the equity thickness.  And what is the percentage that you are recommending, just for clarity?

MR. COYNE:  We have recommended 42 percent.

MR. O'LEARY:  Thank you.  That was all.  I just wanted to clarify; what we thought we heard was not that number.

MR. MORAN:  Okay.  Thank you, Mr. O'Leary.  I certainly intended to use the number 42; if it was my mistake, I misspoke.

With that, we will take the break.  And I think that will allow staff and their witness panel to set up.  And so let's adjourn until 12 o'clock.  No, not 12:00 -- 11:30, 11:30.  I am math challenged, today, sorry -- 11:30.
--- Recess taken at 11:16 a.m.
--- On resuming at 11:32 a.m.

MR. MORAN:  Okay.  We are now ready to proceed with evidence from London Economics.  Mr. Millar, are you ready to proceed?

MR. MILLAR:  I am, thank you very much, Mr. Chair.

Mr. Chair, I would like to introduce the Board Mr. A.J. Goulding, Mr. Amit Pinjani, and Mr. Shashwat Nayak from London Economics International, LLC.  LEI, as they are better known, is well known to the OEB and to many of the parties in this proceeding.  These witnesses have extensive experience in matters relating to economic regulation, including the assessment of an appropriate cost of capital and equity thickness.  They have worked extensively in Ontario, as well as in Canada more broadly, the United States, and internationally.  Their CVs have been filed on the record in this proceeding.

Last week, OEB Staff sent out a note to all of the parties indicating that we intended to qualify the LEI witnesses as experts in cost of capital, including the equity thickness that would be commensurate with the business risk of the sector or firm.  We asked that any parties that had any concerns with this description of their expertise let us know, and we have not heard any concerns.  It is therefore my understanding that the qualification of these witnesses as experts is not disputed, and subject to any questions that you may have, Mr. Chair, or the other Commissioners, I would ask that you so qualify them.

MR. MORAN:  Thank you, Mr. Millar.  Having received no objections, we are prepared to accept the three witnesses as experts, as proposed.  And if I might say, as my constant battle against the bowl of alphabet soup that we constantly find ourselves swimming in at the OEB, I am fine if we refer them as London Economics.

MR. MILLAR:  Okay.  Thank you very much, Mr. Chair.  With that, could I ask that the witnesses be affirmed.

MS. DUFF:  Am going to -- my screen changed.  I am going to ask the question of one of you.  I will go with Mr. Goulding first, and then I will just ask the other two whether they agree or not, without repeating the question.

So, Mr. Goulding, you are about to give evidence in this hearing.  This panel is dependent on you telling us the truth, and the law requires you 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 about the truth?

MR. GOULDING:  Yes, I so affirm.

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

MR. GOULDING:  Yes, I do.

MS. DUFF:  I will now ask the question of Mr. Pinjani.

MR. PINJANI:  Yes, I affirm, and, yes, I do.

MS. DUFF:  And Mr. Nayak.

MR. NAYAK:  Yes, I affirm, and yes, I do.
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MS. DUFF:  Thank you very much.
Examination-in-Chief by Mr. Millar:


MR. MILLAR:  Thank you very much, Commissioner Duff.  Just a few very quick questions in direct, which I will direct through you Mr. Pinjani.

Can you confirm that LEI was retained by OEB Staff to prepare a report on the appropriate equity thickness for Enbridge?

MR. PINJANI:  Yes.

MR. MILLAR:  And LEI prepared a report called "Recommendation for Appropriate Capital Structure for Enbridge Gas in its Application for 2024 Rebasing and 2025 to 2028 Price Cap Plan"?

MR. PINJANI:  Yes.

MR. MILLAR:  And that report has been filed in this proceeding as Exhibit M2?

MR. PINJANI:  Yes.

MR. MILLAR:  And this report was prepared by you and Mr. Goulding and Mr. Nayak, or under your direct supervision?

MR. PINJANI:  Yes.

MR. MILLAR:  LEI also prepared and filed responses to a number of interrogatories on this report?

MR. PINJANI:  Yes.

MR. MILLAR:  And these responses were prepared by you three gentleman, or under your direction?

MR. PINJANI:  Yes.

MR. MILLAR:  Are there any updates or corrections to either your report or the interrogatory responses that you would like to discuss today?

MR. PINJANI:  No.

MR. MILLAR:  And do you adopt your evidence, both the report and the undertaking responses, as your evidence in this proceeding?

MR. PINJANI:  Yes.

MR. MILLAR:  Thank you, Mr. Pinjani.  Just very briefly, and really just to frame the discussion you are about to enjoy with my friends, could you please, in 60 seconds or less, summarize the conclusions of your report.

MR. PINJANI:  Sure.  So, just to summarize this, LEI recommended an increase of the equity ratio for Enbridge Gas to 38 percent for the 2024 to 2028 period, to account for increase in business risks primarily related to energy transition, despite the opportunities for economies of scale from amalgamation of EGD and Union Gas in 2017.  LEI's peer-reviewed analysis also found EGI's current equity ration to be on the low end. LEI we found no material increase in EGI's final risks, particularly with regard to risk of credit rating downgrade, consideration of ESG factors and credit rating analysis, and accessibility to [audio dropout] markets.  Thank you.

MR. MILLAR:  Thank you, Mr. Pinjani.  And I would ask that perhaps you try to speak jus a little bit slower for the court reporter's benefit, but I think we're okay so far.

With that, Mr. Chair, that completes my questions for these witnesses.  They are now available for cross-examination.

MR. MORAN:  Thank you, Mr. Millar.  On the schedule, first up, I guess is APPrO.  Mr. Yauch?

MR. YAUCH:  Good afternoon.  I am assuming everyone can hear me.

MR. PINJANI:  Yes.

MR. YAUCH:  Okay.  So I am going to bring up your exhibit, Exhibit M, page 10.  That is the one.

Here, you lay out the risks from the Concentric report, you know, energy transition risk, volumetric risk, financial risk, operational risk, and regulatory risk.  And, in essence, your report responds to all of these risks and provide your own opinion on them.  Correct?

MR. PINJANI:  This is Concentric's conclusions, yes.

MR. YAUCH:  Okay.  So --


MR. PINJANI:  Ours was later.

MR. YAUCH:  Okay.  I want to park energy transition risk for a moment.  If you can go to page 30, please.  This is when you look at volumetric risk.  And here you say that it is not changed materially since 2017-2018.  And if you
-- I think it's the fourth bullet point.  You actually say that the SFVD, single fixed-variable demand, charge or rate design actually reduces risk for Enbridge.

So when you say it is not materially changed, is it fair to say it's actually a bit lower, volumetric risk, from 2007-2018?

MR. PINJANI:  The SVFD rate design will reduce the volumetric risk a little bit, but there are offsets there.  So, on the volumetric risk side, as you see in the line above, there are these forecasted declines in demand.  We have shown Canadian, U.S., as well as global, and I think there are offsetting effects with regard to SFVD rate design on volumetric risks.  But then there are other offsetting effects which would increase volumetric risk slightly, that's why, overall, we see that there is a net no change.

So, if you look at the very last bullet point, we do talk about this partial offset of [audio dropout] demand toward the latter half of the decade.

MR. YAUCH:  When you conclude that it's not materially changed, I mean, I know the word "material," we've have had discussions with other panels on this word, but is it slightly lower volumetric risk or slightly higher?  Even if it's not material.

MR. PINJANI:  I would like to say, in the very near term, you could say it is slightly lower, but, over the longer term, it is uncertain.

MR. YAUCH:  And when we say "near-term" versus "long-term," I interpret "near-term" to be to 2028, the end of this rate application.  You are the same?

MR. PINJANI:  Yes.

MR. YAUCH:  Okay.  So if we go to page 33, please.  And this your conclusion on operational risk.  And, basically, you say that it hasn't changed, but, in some cases, it has actually decreased.  So, operationally speaking, the risk facing Enbridge today compared to 2018 is lower, or maybe slightly lower.  Is that fair?

MR. PINJANI:  That's fair.

MR. YAUCH:  And, if you scroll down on that page, the regulatory risk, it's the same thing.  There is no meaningful change.

Now, we had a discussion yesterday with Concentric, and Concentric says in its report that, after the amalgamation, with a lot of the eggs in one basket, being Ontario, that in some sense actually creates risk.  Do you believe that that's true, or do you think that having more assets in a regulatory environment that Enbridge is comfortable with, and has been operating for decades, actually reduces regulatory risk?

MR. GOULDING:  This is Mr. Goulding.  I think, logically, the risk would be the same.  Right?  You have two separate entities, both facing single-jurisdiction risk.  You combine the two.  They both still face single-jurisdiction regulatory risk.  So there has been no change in that risk factor.

MR. YAUCH:  Okay, okay.  If we go to page 39 of your report.  This is your credit metrics and potential impact on rating.  You say there has been no change here, so, again nothing has changed.  If we go to page 41, the ESG rating, you say there is no impact on that, either.  Now, I am assuming that hasn't changed since you wrote your report to today, that there is no change on the ESG impact in its credit rating?

MR. PINJANI:  Yes, that is true.  The S&P rating from the last couple of weeks ago is exactly the same thing as last year.

MR. YAUCH:  Okay.  We don't have to go there, but, on page 43, you say the same thing when it comes to debt markets.  I just want you to confirm that, when it comes to debt markets, there is no material change to the companies as we sit here today.

MR. PINJANI:  Not in the near term, yes.

MR. YAUCH:  Okay.  If we go to page 26, this leaves us really with the energy transition.  So, on average, when you look at all the other risks, it is either the same or slightly lower, but then we have the energy-transition risk, and that is what is driving, really, the change in equity thickness from 36 today to 38.  Is that fair to say?

MR. PINJANI:  That as well as the [audio dropout], so compared to the [audio dropout]  I will repeat my answer here.  This is Mr. Pinjani.  So, to the question, I responded there are two primary factors.  One is the energy-transition risk, and second is the peer-review analysis that we undertook.

MR. YAUCH:  Okay.  So, as we sit here today, you would agree there is no broad electrification policy in Ontario.  Correct?

MR. GOULDING:  As we sit here today -- this is Mr. Goulding by the way -- yes, I would agree with that.

MR. YAUCH:  So, because there is no broad policy, we don't know what is going to happen particularly in the near-term but even in the median term.  There are a lot of question marks.  Is there real risk that there is going to be a significant departure from the gas delivery system between now and 2028?

MR. GOULDING:  This is Mr. Goulding again.  You used the term "real risk," and I think one of the things that we need to be a little bit cautious about is it is not about whether you or I or Mr. Coyne personally think there is a real risk but about what the investor community perceives.  I think that, you know, LEI, London Economics, and Concentric may disagree with regards to the magnitude or the degree of change among investor sentiment, but I think that there is no doubt that investors are aware of energy transition, they are aware of local proposals with regards to changes in gas utilization, and, when we look across North America, we would have to say that Ontario in terms of looking at perceived energy transition risk would fall -- and this is admittedly a subjective positioning -- would fall somewhere in the middle, perhaps slightly on the higher side with regards to energy-transition risk, just given the positions of the federal government in particular but also to a certain degree the activities of the provincial government, that we're not -- investors are not going to perceive Ontario in the same way that they perceive Oklahoma with regards to energy -- transition risk.  So I do want to distinguish between my personal opinion on energy-transition risk and what I believe the investor community to perceive.

MR. YAUCH:  So there Was lot of discussion yesterday -- I don't know if you listened or read the transcript; I'm not expecting you to, but -- about when the Board wants to change the equity thickness of a company, it puts a lot more weight on the near term than it does on the medium term and long term, and one economist to another, I think it is clearly because the long term has a lot more uncertainty about it.  If in the near-term the risk of departures from the gas system are very low and there really isn't an energy-transition risk as we sit here looking at this application today, is there really an energy-transition risk that should be incorporated in equity thickness today if that is what the Board focuses on predominantly is the near-term?

MR. GOULDING:  Well, I agree with you that this is a challenge given the way in which we think about the time periods over which we establish equity thickness and other return parameters.  I think one of the benefits of Ontario is the perception -- another area in which perception perhaps differs from my own view, but -- the perception that Ontario is a relatively stable, supportive regulatory environment, and so you can say:  Okay, over the near-term, energy-transition risk may be limited; we will have another kick at the can in, let's say, 5 years in the future, and, if it is increased, we as investors can have reasonable confidence that the Board is going to treat us fairly.  And, historically, that has been the case when we look in the energy sector or more broadly.  Investors in Ontario have been treated more or less fairly, with a few potential exceptions.  That said, when we look at the fair-return standard, I think where the concern arises -- so, you know, we have looked at this and we have said, well, from a financial integrity standard, we think there are few changes.  We haven't seen any real evidence today of capital attraction standard not being met.  We think that, on a comparable investment standard, moving from 36 to 38 percent helps to address some concerns there.  But we want to make sure that the capital attraction standard is met not just at this instant but from the standpoint of regulatory efficiency.  Ideally, we don't want sometime in the next 5 years for there to be a dramatic change in the utility's ability to attract capital.  When we think about investors and how they think about short-term and long-term risk, their hold periods, what they are trying to do, they are not going to just wish away long-term risk; they are going to take it into account in their investment decisions, and so, from our perspective when we look at the capital attraction standard, it is prudent to at least incorporate some thinking about long-term risk even if we believe that the energy-transition risk may be more in the -- I am just making up numbers here for example -- in the 10-year time frame versus the 5-year time frame.

MR. YAUCH:  I just want to reply or ask you two questions in response to that.  One is, if the Board were to approve an application for 2 or 3 years, not the full 5 years, would that change your analysis?  Would you say, okay, maybe we don't need 38 percent; we need 37 percent or something?  Would that reduce some of the risk?  And then my second question -- I don't mean to hit you with two at once, but I'll do the second one.  Does the Board need to change its sort of its policy on setting equity thickness, that it shouldn't just be near-term thing; if markets focus on long-term aspects, the Board needs to focus on long-term aspects?

MR. GOULDING:  Those are both excellent questions.  This is Mr. Goulding again.  So I think the trade-off in doing a 2- or a 3-year approval is a matter of regulatory efficiency.  I personally in terms of broader regulatory design prefer off-ramps to shorter term regulatory periods where, you know, subject to demonstration of meaningful harm, companies have the opportunity to come back for adjustments within the regulatory period.

From my perspective, just looking across the investment universe, thinking about the equity thicknesses that are observed, I think even in the case where you were talking about a two- to three-year time period, I would be recommending an increase.  And, you know, reasonable people can disagree whether that increase should be all the way from 36 to 38, or whether you would go to 37.5, or something along those lines.  But I think that -- and when we look at the comparable investment standard, some increase in the equity thickness is necessary, regardless of whether the regulatory period is, you know, three years or five years.

Now, in talking about whether the Board should take into account the long term versus short term, whether we should sort of change the parameters by which the Board makes its decision, I think a long-term perspective is always worthwhile.  But we also need to take into account the ability to course-correct since, you know, none of us, notwithstanding how deep we think our knowledge of the industry is, has perfect foresight.  As important as keeping that long-term perspective in mind is the ability to on a regular basis go in, examine where we are, and make some course corrections.

So I think that there does have to be a balance.  I would not want to ask the Board to focus solely on what it believes the world is going to look like 20 or 30 years in the future.  Nor would I want to say to the Board, you must completely ignore what happens outside the five-year window.

MR. YAUCH:  Okay.  I will ask you a question about the Canadian peers.  In your analysis, you looked at a number of Canadian peers.  I am trying to remember off the top of my head, there is ATCOenergy or FortisBC, and you looked at their equity thickness and it was 37.2 percent.  You can correct me if I am wrong, but those companies are facing the energy transition just like Enbridge is.  Correct?

And, in fact, if you are in BC and Hydro Quebec, the energy transition risks could be higher because those are an electricity-based system, and the cost of switching from fuel to electricity may be less cumbersome.  Am I correct to say they are facing the exact same risks as Enbridge, maybe even higher?

MR. PINJANI:  I would say similar, yes.

MR. YAUCH:  And if they are facing the same risk, I am assuming that incorporates energy transition, you know, and those regulatory bodies or investors would look at them no different than Enbridge Gas, why didn't we settle on 37.2?  Why does Enbridge get an extra 0.8 percent, in your view, then, than what its peers facing the exact same risk are receiving?

MR. GOULDING:  This is Mr. Goulding:  I think that we would -- you know, if we were testifying in procedures in those jurisdictions, we would also be recommending an increase in those jurisdictions.  Now that would be subject to reviewing the specific circumstances, looking at -- you know, as we did here, doing some forward-looking quantitative analysis on impact on the credit ratings and coverage ratios.

But, you know, just as in U.S. proceedings, we might testify that the U.S. equity thickness is on the high hide, in these proceedings, in other jurisdictions in Canada, we would probably be finding that a slight increase in equity thickness is warranted.

MR. PINJANI:  And just one additional point:  You mentioned BC and Quebec.  Those jurisdictions do have a slightly higher rate, already.  So BC currently has 38.5, FortisBC.  And Gazifère in Quebec has 40 percent.  This 37.2 percent is a customer-weighted average.  So we have a couple two lower, for example:  ATCO Gas is at 37, and Manitoba is at lower, as well.

MR. YAUCH:  Okay.  And since they have -- ATCO has more customers, and this is pulling the weight down, I am assuming?

MR. PINJANI:  Yes.

MR. YAUCH:  Okay.  I guess my last question is a bit high level.  So when we talk about the energy transition risk, you know, Enbridge has a series of customer classes:  residential, industrial, commercial.  The risk facing the company particularly in the near term is very different amongst those customers, correct?  That there may be limited risk that industrial customers will leave, less commercial and maybe higher for residential.  Is that a fair way to view the energy transition risk to the company?

MR. GOULDING:  This is Mr. Goulding:  I would agree with you, the energy transition risk varies among customer classes.  It also depends on whether we are talking about various factors, right?  And whether we are talking about volume growth, whether we are talking about customer growth.

I might place the risk differently than you have across the various customer classes.  For example, I think there is a lot of stickiness in existing residential gas customers.  But nonetheless, I agree with your premise that there is a difference in the risk factor across various customer classes.

MR. YAUCH:  Okay.  Those are my questions.  I very much appreciate you listening to me for 20 minutes.  So, thank you.

MR. GOULDING:  Thank you.

MR. MORAN:  Thank you, Mr. Yauch.  Up next is Environmental Defence.
Cross-Examination by Mr. Elson:

MR. ELSON:  Good afternoon, panel.  My video is on, but I am not yet pinned, I think.  I am not sure if you can see me, but my name is Kent Elson and I represent Environmental Defence.

I would like to start by asking you a question further to exhibit M, page 18 at the top.  There is a table.  And if we could zoom into the first row, please?  And I will read what I am trying to bring your attention to, which is in the second column, the third bullet in the second column under "LEI comments."  And in the third bullet, you say:
"The transition is expected to play out over multiple decades, which provides Enbridge Gas some time and predictability to prepare and mitigate the risks while opening up new opportunities."

I think the point you were trying to make here is that, yes, there are energy transition-related risks, but those risks can be mitigated with prudent planning and prudent actions by the utility in the interim years, as that energy transition plays out over multiple decades.  Is that a fair characterization?

MR. GOULDING:  This is Mr. Goulding:  I generally agree that the utility has some opportunity and indeed a responsibility to mitigate the risks.  But I would concur with -- I believe it was Mr. Coyne earlier today who noted that some things are completely outside of management control.  And so certainly Enbridge is trying to educate policymakers with regards to the implications of some decisions that are being made.

But ultimately, if those decisions go in a direction that is inconsistent with continued use of gas, and if those decisions are abrupt, it would be difficult for any utility management to completely mitigate those risks.

MR. ELSON:  And so I guess one way to describe it is that those risks can be at least partially mitigated.  Is that fair to say?

MR. GOULDING:  Yes, I think that's fair.

MR. ELSON:  And, even for events that are unanticipated, you can still mitigate those risks; for example, with accelerated depreciation.  So if you are worried about an exodus of residential customers and a ban on residential gas equipment, you know, you don't know whether that is going to happen or not, but one of the ways you can mitigate that unknowable, possible future, for example, is with accelerated depreciation.  Is that fair to say?

MR. GOULDING:  So I don't want to comment too much on the intricacies of depreciation policies, but I want to note that we had some prior discussion about how accelerated depreciation can be a double-edged sword.  And I would put that as slightly different -- I would agree with that, but for a slightly different reason, in the sense that, even if you could unilaterally start accelerated depreciation, it does have an impact on price.

And so you may have some pernicious impacts where you engage in accelerated depreciation in order to improve your ability to recover your investment.  That has a rate impact, that accelerates transition, that further exacerbates your ability to recover your investment.  So I don't see -- I think that we need to be careful when we look at accelerated depreciation as a mitigation tool.

MR. ELSON:  Yes, that's fair.  And I wasn't actually trying to get you into the details of depreciation, but just using that as an example of mitigation possibilities.

Maybe I should get into some more specifics.  If we could turn now to your response to Environmental Defence Interrogatory No.2 to LEI, and specifically attachment 2.  And I believe attachment 2 is actually -- there we go.  And I would just like to situate what this attachment is, for the sake of jogging your memories, and for the Commissioners, as well.

This document was cited in a footnote on page 21 of your report to the statement that heat pumps are expected to be cheaper and more efficient than hydrogen-based space heating, and then you filed this document, which was one of the items cited in that footnote.  And if we could turn now to the bottom of page 3, I am going to come back to a figure that is further up on the page.

There is a reference to, you know, conclusions about a comparison between the heat pump route and the green hydrogen.  And I am looking for the text at the bottom of page 3 that says, looking at this another way, the heat pump route is nearly six times more energy efficient than heating with green hydrogen.

Angela, I am going to have to pull up the document on my screen because I am not -- yes, there we go.  Now, we're on attachment B.  So page 3 of this document, at the bottom.  I'm going to come back up to that -- so there we go.  At the bottom, perfect.

So this is part of what you were referencing.  Do I have that correctly?

MR. GOULDING:  Yes.

MR. ELSON:  And what I would like you to do is walk through the diagram up at the top of this page -- so, Angela, if you could scroll in, please, and zoom in to this diagram -- just to make sure that I understand it and that everyone understands what this is showing.

And so I believe this is comparing the use of green hydrogen specifically for buildings -- like, this isn't for industry; it is specifically for heating in buildings -- with a heat pump for heating in buildings, and comparing the amount of electricity that is required up front to provide the same amount of heat.  And another way to describe it is comparing the life cycle efficiency of these two pathways.

And, if you look at the green hydrogen route, you have losses all along the way.  So you have losses when you are generating green hydrogen, compressing it and transmitting it, and then converting it to heat.  And so you start with 150 gigawatts of electricity and you end up with 70 gigawatts of heat in a house.  And then the bottom figure is showing, you know, the equivalent pathway for a heat pump.  And, in that situation, you do also have losses.  They put in 10 percent losses in transmitting the electricity, but then you gain 300 percent because of the coefficient of performance of a heat pump on a seasonal basis.  And so 26 gigawatts of electricity generate 70 gigawatts of domestic heat.

And so I think the comparison they are drawing here, that we just looked at, the six times comparison is the amount of electricity that you need to start off with, the 26 gigawatts in the heat pump example versus the 150 gigawatts in the green hydrogen example, because of the different pathways and the different efficiencies.

Have I understood this graphic correctly?

MR. PINJANI:  That is fair.

MR. ELSON:  Sorry, I didn't catch that.  Was that a yes?

MR. PINJANI:  Yes.  Yes, that is fair.

MR. ELSON:  Okay, thank you.  And so, going back to the concept that energy transition risks can be mitigated, at least to some extent, it seems to me, when it comes to hydrogen, that Enbridge might mitigate the kinds of risks related to use of hydrogen in buildings by focusing instead on green hydrogen for hard-to-decarbonize sectors, such as industry, and not sinking money into hydrogen for heating at this time, based on information like this.  Is that a fair example of how Enbridge could mitigate decarbonization risks related to low-carbon fuels?

MR. GOULDING:  This is Mr. Goulding.  And just a few comments.  I just want to be clear that we are not making representations with regard to any of the calculations in this particular graphic.  It was used as an example to show that there are challenges to some uses of hydrogen.

Now, that said, we are also not here -- you know, we would have written a very different report if our brief had been to, say, look at all the possible ways that a gas company like Enbridge could change its strategy to address climate change.

So I think what our position would be here is that there are strategies that are available that would allow for the transformation of the business.  Some of them may be more feasible than others and it not our position and our evidence to choose one over the other, beyond simply saying that there are a range of possibilities, whether we are talking about hybrid heat pumps or others things, that present both opportunities and risks for a traditional gas local distribution company.

MR. ELSON:  That's helpful.  Further down on page 5, there is a reference to blue hydrogen; further down the page, a paragraph starting:  "The process of manufacturing blue hydrogen".  And it says:
"The process of manufacturing blue hydrogen, which involves CCS, carbon capture and storage, is not zero-emission, as carbon capture is not a perfect process.  The most effective CCS processes available results in 90 percent of carbon capture, but has an energy efficiency of only 69 percent.  Processes with higher energy efficiencies tend to have lower capture rates, as low as 53 percent."

And then it further on says:
"Manufacture of blue hydrogen also generates fugitive methane emissions which would make it impossible to reach the net-zero carbon commitments of" --


The UK government is what they are talking about in this specific example.  And so I am going to respect your comment that you can't opine on what kind of strategies Enbridge should take, but, if this statement is true, I am assuming that you, Enbridge, should be taking this into account when they are doing what you described as looking at the available strategies that would allow for the transformation of the business.

MR. MILLAR:  Mr. Chair, if I may, it is Michael Millar.  I want to be clear.  I am not objecting to this question.  This report was cited by London Economics in their report, so I think it is fair game for Mr. Elson to ask about it.  But I just want to reemphasize what I think Mr. Goulding has already discussed, is that first that is not the topic, that is not really the topic of the report that they filed.  They are here as experts on the cost of capital.  Whatever insight they may have into these questions, I am happy to have them respond to, but I do want to make it clear that that is not the expertise with which we qualified them, and I would ask you to take their responses in that light.

MR. MORAN:  Thank you, Mr. Millar.  I note your comments.

MR. GOULDING:  This is Mr. Goulding.  Just so we are clear, perhaps if we could repeat the question so that I make sure that I am addressing it properly within the bounds of the parameters that I have already stated.

MR. ELSON:  Maybe I would just say that this information if true is something that Enbridge should consider as it develops its strategies to adapt to the energy transition.  Is that fair to say?

MR. GOULDING:  I think it is fair to say that, as a company is looking at the implications of energy transition, it should explore all possible ways of using its network, and, if the use of its corridors for transportation of carbon dioxide to centralized injection sites is feasible, if it does result in helping Ontario or Canada meet net-zero goals, then it certainly should be something that the company should consider.  Likewise, if it is not feasible, then at some point in time in the strategic-planning process it should drop out.

MR. ELSON:  If we could turn to Exhibit 5, tab 3, Schedule 1, Attachment 1, page 35, I just have two more questions.  I wanted to put some information from Concentric's report to you.  If we could, turn down to the bottom half of this page.  This is a quote that we have actually already seen come up.  And, Angela, if you could, scroll down just a little bit more to the full quote from S&P.

Starting four lines down, this is about the viability of hydrogen in buildings.  It says:
"First, electric heat pumps are already an available, cost-effective option.  They are easier to install, not the least for new buildings.  Second, switching to hydrogen-based boilers requires a major overhaul of the gas network infrastructure.  Upgrading grids to allow for hydrogen distribution would require a concurrent rollout of hydrogen boilers or fuel cells to all customers affected by the switch from gas.  A prerequisite is a new hydrogen transmission network to which to connect since many applications will still rely on gas for decades to comes."

Now, you know, I see this comment not as being an indication that Enbridge's future is doomed but as an example of the information that they need to consider when they are developing what their plans are.  Is that fair to say?

MR. GOULDING:  I think I would reiterate that there are likely ways to use the network that haven't been fully explored by anyone yet.  Hydrogen may be part of that solution.  It may not be for heating.  Renewable natural gas may also play a role in this transformation of the network.  So I think that it is fair to say there is a lot of uncertainty about the hydrogen economy and what that is going to look like; there is a lot of uncertainty over what kinds of investments would need to be made in the existing network in order to accommodate any role for hydrogen, and any regulated utility is going to want to have a good understanding of how they might recover those costs before going all-in on hydrogen.

MR. ELSON:  That is helpful.  I have one last question further to the bottom of the next page, and I am glad you brought up RNG because this quote from Concentric discusses RNG.  Angela, if you could, turn down to the bottom of page 36.  But I will start reading before we get there.  It is in the bottom paragraph, and it says, second line in:
"Academics have noted a variety of financial, technical, and other barriers to widespread adoption of RNG.  For example, one California study found that relatively inexpensive RNG (for example biomethane from landfills and wastes) is limited and cannot alone reduce the GHG intensity of pipeline gas enough.  The study went on to conclude that, after factoring in the more expensive forms of gas, the commodity cost of blended pipeline gas is more than 2 to 4 or 7 times that of natural gas today.  Another California study noted that RNG faces large technical obstacles.  A study conducted by Washington State University's energy program indicated that adequate opportunities exist for RNG production equivalent to 3 percent to 5 percent of current natural gas consumption."

And that is -- we are now on the second page, at the top of 37.  It goes on, but I don't need to continue reading this.  Again, this may be a question that you can't necessarily answer, but, you know, taking these concerns about the cost and the potential volumes of RNG potential as being true, would you agree that one of the steps that Enbridge would need to take now is to avoid investing significant sums in infrastructure that would require RNG to have more availability than is predicted, as would be necessary for 2025?

MR. GOULDING:  I am somewhat uncomfortable with the premise of the question, and I also believe that this summary here perhaps accentuates the negatives.  I actually believe that LDCs should be carefully studying RNG, that costs of RNG are going to fall if there is more focus on it as a resource.  It is never going to replace, in my opinion, the entirety of the gas that is supplied through a local distribution network, and clearly any LDC would be foolish to invest in networks solely for the purpose of something that was insufficient to utilize the networks in which we are investing.  But I also think that RNG is part of a portfolio of solutions that any LDC should be exploring and looking at cost-effective ways to incorporate -- so perhaps a little different take than both where you are going with your question and the view of Concentric here.

MR. ELSON:  Well, maybe this is too trivial of a way to sum it up, but to say that Enbridge or a utility should base its investments on a careful study of the cost and the potential future volumes of RNG, do you agree with that?

MR. GOULDING:  Yes.

MR. ELSON:  Thank you.  No further questions.

MR. MORAN:  Thank you, Mr. Elson.  We will take the lunch break now, and we will resume at 1:15.
--- Luncheon recess taken at 12:23 p.m.
--- On resuming at 1:20 p.m.

MR. MORAN:  Welcome back, everyone.  Just before we get started, I don't know if Mr. Mondrow is online.

MR. MONDROW:  I am, sir, thank you.

MR. MORAN:  And Mr. Mondrow, given how the --

MR. MONDROW:  Sorry.  My jacket is on the back of my chair, for the record.

MR. MORAN:  Don't worry, no worries.

MR. MONDROW:  Thank you.

MR. MORAN:  Given how the schedule has evolved over the last couple of days and considering your request that we have your panel appear in person, and looking at the fact that we won't reach that panel, I guess, until about the last half hour of today or so, we were just wondering if you still wanted the opportunity to continue, all in person?  We are in person tomorrow, anyway, and whether you were ready to proceed this afternoon or whether you would be happy to leave it over and start your panel tomorrow, fully in person?  So think about it.  I will leave that with you, and maybe you can let us know, unless you want to respond now.

MR. MONDROW:  I very much appreciate that from the Panel, sir.  I will consult with Dr. Cleary, if it is okay, and we will come back to you at the next opportunity to have information from him.

I seem to recall he had some matters to attend to, tomorrow afternoon.  But I would like to check with him.  If he can be here, I would certainly like to take the Panel up on that opportunity.  So I will check with him and get back to you.

MR. MORAN:  Right.  Okay, we will leave that with you.

MR. O'LEARY:  Mr. Chair, it is Dennis O'Leary speaking:  In terms of the scheduling, we have a panel that is up tomorrow, many of which are subject to travel restrictions and complexities.  And the schedule as it is currently formatted will accommodate those witnesses.  And we are concerned that if there is a loss of time today and that is added to tomorrow, that that is going to make it very difficult for all of the panellists for the next customer attachment panel.

MR. MORAN:  Right.  So Mr. O'Leary, I see that that panel carries over into Monday, as well.  How does that fit?

MR. O'LEARY:  Our hope is that the panel would be -- that there would be time to complete the panel, tomorrow.

MR. MORAN:  And I guess that depends on how far we get tomorrow, anyway.  All right.  Well, why don't you and Mr. Mondrow talk to one another, and we will figure out something that is as practical as possible.  I hear what you are saying, Mr. O'Leary.

MR. MONDROW:  Thank you, sir.  I will exchange some notes with Mr. O'Leary, and one of us will get back to you.

MR. MORAN:  Thank you.  Okay.  I think we are ready now to resume the cross-examination of London Economics.  Three Fires Group and Ginoogaming First Nation, Mr. Daube, you are up next.
Cross-Examination by Mr. Daube:


MR. DAUBE:  Thank you.  In terms of housekeeping matters, the only document I will be referring to or expect to be referring to is the London Economics report, so your report, London Economics.

 The general themes that I would like to take you through for everyone's benefit are three, and they are mostly elaboration, I think, on what you have written.

 So the first thing I want to talk to you about is how company action can affect the risk a company faces, generally, and how investors perceive risks in light of company action or inaction.  And also that in the context of your comments on death spirals and stranded assets.  So that is No. 2, how company action can affect the risk of a death spiral and stranded assets and perceptions in that regard.

And then No. 3, I am just going to ask you a few questions on your thoughts, how these various considerations might influence the Board's determinations on the central questions in this area, so how company action or inaction could affect the Board's ultimate determination on questions of equity thickness and your recommendations on that point.

 So the first page I would like to take you to, please, is page 17 of 60 of your report.  I will just adjust my screen briefly, so I can see you.  The second paragraph that begins with, "Business risks and financial risks," I will just give you a second to read it.

 My question for you is I would like you to comment on how the quality of a company's management and general strategic choices can affect both business risk and financial risk.  More specifically, I am really looking for your general thoughts on how a company's proactive action or failure to respond to energy transition help to inform your understanding of business risk and financial risk in the context of this case.

MR. GOULDING:  Thank you, this is Mr. Goulding:  So management is required to behave prudently.  And so that in turn does require a thoughtful approach to challenges like the energy transition.  And indeed, the reason that you receive a return on equity that is in excess of the risk-free rate is because your business has some risk.  So you are being compensated for the general business risks that you assume.

 Now, we have had I think repeated discussion that management should only be held responsible for risks that are within its control.  So if a utility were to go out and build a piece of infrastructure that was relatively quickly not used and useful, and you could demonstrate that management should have known that it wouldn't be used and useful, then that becomes, I would argue, an equity risk; it is not something to be borne by ratepayers.

 But if instead, the challenge faced is as the result of a policy decision that occurs outside of the company, and the company couldn't have influenced that decision nor prepared for all possible permutations of that decision, then it would be, I would argue, inappropriate to hold the company responsible.  Right?  And I am just making something up by means of example, right?

 If the government policy today were to encourage all utilities to convert their fleets to CNG, and utilities went ahead and did that.  And then tomorrow the government said, no, no, changed our mind, those should all be electric, then that would create a situation which I believe the company would have a stronger argument for recovery of the stranded costs from the CNG vehicles that it just bought as a result of what it understood policy to be.

So I do think we need to distinguish between decisions that are manifestly imprudent and those over which the company has no real way of creating some kind of a hedge, or putting in place multiple pathways or investments, of which some will pay off and some won't.  It is extremely difficult, in the current environment, to expect any company, regulated or unregulated, to be able to perfectly anticipate the way that the energy transition is going to evolve.

MR. DAUBE:  Okay.  That's very helpful.  And just following up on something you said in there, when we are talking about matters within a company's control, of course, that applies to things like future investments or the decision to acquire a new asset or undertake a new construction project.  But, presumably -- and here is the question -- presumably, it also includes some sort of analysis of whether existing assets are going to continue to be productive in the future and, if not, exploring ways to mitigate any resulting losses.  Is that correct?

MR. GOULDING:  Well, it's an interesting question because there is also an issue of timing and cost.  If a utility management were to, again making things up for the sake of example, every quarter, reassess its entire asset base for the length of time over which they are going to be used and useful, and do that using a comprehensive scenario analysis and updating all of the assumptions, I think that where you'd end up would be with management spending a disproportionate amount of time on analyzing future strategy, rather than operating the business.

MR. DAUBE:  Can I just focus you, though.  We're not talking about, you know, everyday operations, here.  We're talking specifically about the energy transition and an analysis of how that is going to impact Enbridge's operations.

MR. GOULDING:  Well, I'm not sure that I agree with the distinction.  You know, Enbridge has its existing set of assets.  They've been in place since each individual component was built.  Enbridge has commissioned pathways studies that look at the various ways in which those assets might be used in the future.  Having been associated with some of these studies ourselves, I would note that it's unusual to go through the asset registry line by line and say, this compressor might come out of service five years from now if the energy transition goes in one direction versus another.

I think that it is more common for companies to look at things from big-picture perspective and think about the system.  And then, if there is a particular component that it becomes obvious in day-to-day operation is no longer used and useful, the company would consider what its approach to that asset would be, given its current regulatory environment.

And so I think these kind of big-picture strategy exercises, you do them periodically.  You are unlikely to go through the entire asset registry as you do them.  And it's important to be mindful of the fact that, generally speaking, while you're thinking about the ways in which you can adapt to the business environment in which you are in, you are not going to be going through every day and saying, well, this particular compression now only has a two-year life and I am going to try and find additional uses for it beyond those two years.  That would be, I would say, unusual for utility managements.

MR. DAUBE:  Okay.  But fair to say that you won't know what the potential usefulness is for various assets, under various energy transition pathways, until you perform the specific scenario analysis?  You will be running blind without that analysis.

MR. GOULDING:  I wouldn't say you're running completely blind, because you know the role that it plays in your current system and you know, over the near term, that it is needed in your current system.

I don't disagree with the idea that periodically doing a big-picture assessment is useful, and that it is helpful, when you are making claims, that there is a stranded-asset risk, to do some high-level analysis as to which assets might be stranded.  But I don't think that a company should be faulted for not going through its entire asset registry on a regular basis to determine the potential for stranding.

MR. DAUBE:  Okay.  Well, let's try to reconcile that.  If you can go to page 25, please.

You say here, in particular in the second and third paragraphs, that Enbridge can anticipate and mitigate some of the risk of stranded assets.  Is that right?

MR. GOULDING:  Yes, that's correct.

MR. DAUBE:  And, of course, investors want to see that Enbridge is taking steps to do exactly that.

MR. GOULDING:  Yes.

MR. DAUBE:  And so I guess what I am trying to -- I'm honestly at bit of loss here.  I'm trying to reconcile what you were saying before with what you are saying here.

Does anticipation or mitigation of stranded assets, in your view, not include an analysis of the assets themselves, and the assets themselves under various transition scenarios?

MR. GOULDING:  So I don't see a contradiction in what I've been putting forth here.

MR. DAUBE:  Yes, I'm not suggesting that there is.  I'm just trying to reconcile the two.

MR. GOULDING:  No, no, and I appreciate that.  Thank you.  I think perhaps what I am distinguishing between is big-picture strategic initiatives; and we have touched on some of these before, RNG, hydrogen.  I have mentioned looking at the corridors themselves as an asset, thinking about new business lines, whether we are talking about geothermal.  All of these things, I regard as big-picture strategic mitigation versus going through and saying, this particular compression is going to be stranded in two years.

And so I guess the way that I build the bridge between what I set forth and this particular statement is that I don't view this mitigation as an asset registry, asset-by-asset assessment.  I view it as a big-picture strategic assessment.  We have this network.  Energy transition is going to change the way in which this network is used.  What are all the ways that we can profitably, consistent with our regulatory constraints, utilize the assets that we have.

If a company is not doing that, then I would argue that management isn't doing its job.  But, if a company isn't looking at a particular compressor with regards to energy-transition risk on that particular asset today, I don't think that they are being negligent.


MR. DAUBE:  Got it.

MR. GOULDING:  If that helps.

MR. DAUBE:  Yes, thank you.  So let's say -- I think this is probably my last question or last question or two.  Let's say I think it is fair say that it is reasonably likely that at least some of the parties may be making submissions along those lines, that Enbridge has not done everything that it should be doing in terms of that style of analysis when it comes to stranded asset.  So let's say those submissions are made, and let's say that the Board accepts those submissions in a hypothetical circumstance.  My question is:  What your recommendation -- where does that lead?  What is your recommendation in terms of the impact that you think it should have on the Board's ultimate determination on matters relating to equity thickness?

MR. GOULDING:  Yes.  This is Mr. Goulding again.  Thank you for that question.  And I do want to emphasize before I give my answer that the focus of this engagement was on equity thickness, not on asset-management plans for natural gas LDCs, which is a question that we have looked at in other engagements.  But I would say that it is always dangerous for a regulated entity to get out too far ahead of its regulator or the associated policymakers, and so while -- I can't speak to whether the OEB might go a long a path in which it was requiring energy-transition-linked asset-management plans, but, were they to do so, I don't think that that would change our recommendation with regards to equity thickness because our recommendation already assumes that the company is doing a reasonable amount of forward thinking.  There continue to be risks.  We know that there is an energy transition task force that is yet to issue its report.  We know that the government came out with a plan even before the energy transition task force had issued its findings.  We know that there is a broad pathways study.  In some ways, other than participating in those studies, one could argue that it would be imprudent for a company to come up with its own plan before seeing the outcome of all of those other activities.  So I think that our conclusion is the world is changing; there are some things that are different today than last time that folks looked at equity thickness; having a bit of additional cushion is prudent, and our recommendation incorporates the assumption that the company is forward thinking and looking to adapt to future energy-transition policies.

MR. DAUBE:  I guess what I am asking you to do is provide a recommendation in the event that the Board disagrees with you on that assumption.

MR. GOULDING:  In the event, just so that I can clarify --


MR. DAUBE:  That their forward-looking activities, that their proactive and mitigation activities are insufficient.  I know there aren't specifics on that question; it is just a general question.  But where does that lead in terms of the equity thickness calculation if in effect the company is contributing to the risk that is being presented here because they are not doing enough to mitigate potential risk?

MR. GOULDING:  So ordering an updated or different focus for an asset-management plan I think would be an ordinary ongoing regulatory risk.  I think that, in terms of looking at the fair return standard, we have already determined that, you know, regardless of the extent to which the company is making efforts to mitigate stranded-cost risk, there are some issues with whether the comparable investment standard is being met.  And so the way that I would see this is that this question arises less with regards to the equity thickness question than at some point in the future if the company comes and says I have incurred stranded costs of $1 billion -- just making up a number, right -- and let's say that there is some program, whether it is funded by taxpayers or ratepayers, we will leave that to one side.  The company says I have got a claim of $1 billion because government policy has changed and these assets are no longer used and useful; I believe that I should be reimbursed for that.  I think that is the time to assess whether the company took sufficient action to mitigate those risks because, if you can demonstrate that they haven't, then those stranded assets, those stranded costs, excuse me, you could argue are something that equity has to take on.  But I don't think it is a question that you look at with regards to the equity thickness.  I believe that, when we look at where Enbridge is today, an increase in equity thickness is warranted even if we believe that Enbridge management on average is neither better than nor worse than its peers at all the other gas companies in North America.

MR. DAUBE:  Okay.  Thank you very much.  I think I have run a bit over, so thank you for the Board's indulgence, and thank you for your answers.

MR. GOULDING:  Thank you.

MR. MORAN:  Thank you, Mr. Daube.  Up next is Energy Probe, Mr. Ladanyi.



MR. LADANYI:  Thank you.  Good afternoon, Commissioners, witnesses and the court reporter.  Can everybody hear me?  Very good.  My name is Tom Ladanyi.  I am a consultant representing Energy Probe.  Can we turn to Exhibit M2, the LEI report and specifically to page 10, figure 3.  That figure shows your summary of the recommendations by Concentric.  Regarding energy-transition risk, you have characterized there a conclusion as significant increase, and, if you go to figure 18 which is on page 34, there this is your table, and you are describing the energy-transition risk as a modest increase in risk.  So can you explain to me exactly what the difference between "significant" and "modest"?  As far as I can see, this is the only difference that you really have.  You have made some judgments, no doubt, and why did you decide to use the word "modest" and think that their word "significant" is not correct?

MR. GOULDING:  This is Mr. Goulding:  I appreciate your question.  We have heard various terms bandied about, you know, existential risk, death spiral.  And I think that, as I may have said earlier, you know, our -- to the extent that our conclusions differ from Concentric's, they are really a matter of degree.  And we had also heard some short-term versus long-term discussions.

So, within the next five years, we believe that there is a modest increase, right? - that there is probably greater uncertainty around the forecast with regards to customer growth and volume growth as a result of energy transition.  But -- and again, I am just putting numbers, for an example.  We don't believe that that is sort of a plus/minus 50 percent.

And so when we think about how do we translate energy transition into risks around the way that the company operates, we would zero in on customer and volume risk in the next five years.  And, as you note, there is some judgment.  But I think, just for example, if you said it used to be that our, sort of, error band around our assumptions was plus/minus five percent, and energy transition has taken us maybe to plus/minus 10 to 15 percent, I would say, yes, okay, that is a doubling of the error band.  But it is manageable and therefore relatively modest relative to something that might be an error band of, as I have said, 30 to 50 percent.  So that is just a high-level way of thinking about the differences.

MR. LADANYI:  Thank you.  I understand your judgment.  Can we go to page 19?  Thank you.

There, you are discussing the impact of the carbon charge.  And it says, you can see it at the bottom of the screen now:
"In addition, the carbon charge is being stepped up gradually on a predictable timeline, i.e., an annual increase of $15 per tonne between 2023 and 2030.  This gives Enbridge Gas some clarity about the policy pathway and time to mitigate their risks."

Are you suggesting that Enbridge would know how its customers would react to the increase in the carbon charge?

MR. GOULDING:  So I think that you are right that there are uncertainties around how customers will respond to the carbon charge.  But I think we also know that there is a fair amount of inertia with regards to the way in which customers behave.  And we also have to the think about the way in which the prices of alternatives change.  And we have seen that electricity costs can also increase.  We have heard the head of Toronto Hydro publicly say that he was anticipating the need for rate increases of 10 to 15 percent per year for the foreseeable future.

And while that may have been hyperbole, I do think it is important when we are doing these comparisons to note that, you know, the increases in the commodity cost of natural gas don't exist in a vacuum -- I am misspeaking slightly -- in the externality costs that are applied to the commodity cost of natural gas, would be a more precise way of saying that.

But it is important to note that while Enbridge has no certainty about customer behaviour in the period between 2023 and 2030, they can note that customers are reasonably sticky, and that it is reasonable to believe that there will be some increases in the costs of alternatives.

MR. PINJANI:  This is Mr. Pinjani:  To add some context to this paragraph there, you would also -- the context was to compare the impact of government policies on smaller gas LDCs versus Enbridge Gas, which is a significantly larger LDC, and the impact of such government policies is asymmetrical when you compare small versus large gas LDCs.  So that is one context I thought would be relevant to clarify, here.

MR. LADANYI:  Thank you, that is very helpful.  And previously, Mr. Goulding said something that I have been arguing for some time, is that one cannot look in isolation, at Enbridge, during any transition.  One has to look at what is going on with other utilities that customers of Enbridge would be transitioning to.  And I am glad that Mr. Goulding agrees with what I have said.

One additional comment on this:  Gas prices, is there a possibility that producers of natural gas would essentially reduce their prices to offset the impact of the carbon tax?  And we have seen this in gasoline, to some extent.  And do you think that is a possibility, that might happen?

MR. GOULDING:  So I think the dynamics are a bit different.  Obviously, for Enbridge, the commodity plus the externality costs are pass-throughs.  I would speak about this a little bit differently in the sense that, you know, ultimately commodity prices of natural gas have come back down, are in fact in some cases below where they were before the Ukraine crisis.

And presently, the cost of production remains relatively low; we haven't exhausted all of the, you know, supply basins in North America.  There are significant amounts of gas that can be economically accessed.  But, you know, what we have to look at is the demand side.  And the prospect for natural gas prices to remain low for a long period of time, if you start taking out significant amounts of demand, increases.

So I wouldn't say that, you know, because Ontario is accessing natural gas supplies from a North American market, I wouldn't say that suppliers will reduce their gas prices in response to the carbon tax.  But, to the extent that there is demand destruction, that may enable gas prices to stay low, at least until such time as there is a significant laydown of drilling rigs.

MR. LADANYI:  Thank you.  I agree, actually, with your comments.

On pages 21 and 22, and you really don't need to turn to it, you discuss hydrogen and RNG.  Does Enbridge's plan to invest in hydrogen, particularly, does it increase or decrease the business risk of Enbridge?

MR. GOULDING:  So this is Mr. Goulding again:  And before I answer, I should emphasize that I haven't reviewed every single aspect of that plan.  But I think this -- my general view follows on from what I was saying previously, in that I think that a forward-thinking natural gas utility is going to be constantly exploring different new ways to use its network.

And when I think about what is a company investing, particularly in the regulated business, I am always thinking about whose dime are they actually putting at risk.  So I would be particularly focused on whether they are spending ratepayer money, money that is recovered through regulated rates, but I think I would argue that it's to the benefit of regulated customers that there be some investment in thinking about hydrogen.

You know, I think it's reasonable to have skepticism about going all-in about -- and, again, I'm just using numbers as examples -- but, if you told me, Hey, we are going to increase our rate base by 50 percent and all of that is for preparation for hydro, then, as an Enbridge customer, I would expect I would be intervening myself.  But, if you said, We are investing much smaller proportion of the overall rate base to make ready our network for new opportunities, new products that we can transport through our network, I would think that that was prudent.

So it's really about the magnitude of the investments as much as it is the particular target of those investments.

MR. LADANYI:  I agree with that.  On page 24, you discuss the OEB decisions in EB-2020-0293, the St. Laurent pipeline replacement project in Ottawa.  And you say that:
"The examples of specific impacts on Enbridge Gas provided by Concentric mostly relate to objections from intervenors to proposed pipeline projects.  There is no indication that the OEB rejected projects primarily due to energy transition–related concerns.  With regard to the rejection of the pipeline replacement project in Ottawa by the OEB, the OEB stated that their primary reason for denying the application was that Enbridge Gas did not adequately demonstrate that existing pipeline integrity is compromised."

Are you aware that the City of Ottawa was an intervenor in that proceeding?

MR. GOULDING:  We haven't reviewed their intervention.

MR. LADANYI:  Well, let me tell you the scene.  This is subject to check.  The City of Ottawa was an intervenor in the proceeding and it objected or opposed that project on energy-transition grounds.

And, as I read your statement here, are you suggesting that OEB, in its decision, was not influenced by the City of Ottawa and that it would not be influenced by any arguments using energy transition in future leave to construct applications?

MR. GOULDING:  That is certainly an excellent question.  I would anticipate that -- we know that the Board takes seriously and reviews all of the intervenor testimony.  At the same time, the Board provided the statement with regard to what their primary reason was, and so we take that at face value.

And what I would predict, in the future -- you know, I can't predict the mind of the Board, but what I will say is that the Board, like any regulator, is conscious of their statutory authority, their mandate, and current government policies.  And I would argue that they will certainly take seriously the submissions of every intervenor, but their ultimate decision -- let's say there are five people that show up and raise energy transition.  Ultimately, the Board, if those objections aren't really consistent with policy or its statutory authority, is going to acknowledge those concerns, but it's going to make its decision primarily based on what its legal mandate is.

And I think that the Board's submission to the Energy Transition Panel is interesting in the way that it kind of addresses the need for it to have clear guidance on these matters.

MR. LADANYI:  Thank you.  On page 25, you state that:  "While stranded asset risk --" And you can turn to page 25, if you like:
"Is a viable consideration related to energy transition, this can be anticipated and at least partially be mitigate.  Credit rating agencies have also indicated the same.  For instance, Moody's states that, despite the risk of stranded assets, supportive regulation is likely to help natural gas utilities avoid stranded asset risk."

Is there such supportive regulation in Ontario at the present time?

MR. GOULDING:  There is no explicit supportive regulation, but I believe that there is a history of governments being mindful of investments and the impact that policy changes have on them.  And so I think that it's not necessary to have an explicit policy for us to come to this conclusion.  I think it would be good if there was an explicit policy about energy transition–related stranded asset risk, but it's not necessary to have one to come to the conclusion that, historically, the way in which governments have behaved has been to take stranded asset cost recovery into consideration.

MR. LADANYI:  You know that, in the merger application, I won't quote you all of that, but that the applicant asked for a 10-year deferred rebasing period and the Board approved a five-year period.  And we have heard from some intervenors that they might be asking for a shorter-than-five-year period for Enbridge in this case.

Would shortening the rate deferral period -- rebasing the deferral period -- from, let's say, five year to three years increase or decrease the risk of Enbridge?

MR. GOULDING:  I would tend to say that, at the cost of an accelerated regulatory burden, it would decrease risk.  That said, if you go five years, investors have reasonable certainty about how the regulatory framework is going to be for five years.  If you only have three years, you at least have some uncertainty as to what the decision is going to be after three years.  But I think, overall, big-picture, if you believe that the environment is quite dynamic, having a check-in after three years might reduce risk.

I would also reiterate something I said earlier this morning, that my own preference is, instead of having a three-year period versus a five-year period, to have some clearly designated exit ramps that might trigger an earlier proceeding.  So you get the benefit of the five years of avoiding the cost of a regulatory proceeding, while still having the ability to trigger it if circumstances warrant.

MR. LADANYI:  I'm coming to my last question now, and it has do with straight fixed variable rate design and its impact on the regulatory risk.  Now, on figure 3, where you were summarizing Concentric's views, essentially, Concentric's decision, or its recommendation, that there is a modest decrease in the regulatory risk is based on the OEB approving the straight fixed variable rate design proposal; which we all know is going to happen.  That might happen later in this case.

And your recommendation is that there is no change in the regulatory risk.  Is your recommendation based on OEB approval of the straight fixed variable rate design, or not?

MR. PINJANI:  This is Mr. Pinjani.  With regard to SFVD, we have not taken that into account in our recommendation for regulatory risk.  We have cleared that in an IR response, as well, I believe, where we have not taken that into account, given it is still pending approval.

MR. LADANYI:  So, if I understand you correctly, that accounts for the difference between your recommendation and Concentric's recommendation?


MR. PINJANI:  With regards to SFVD, I am assuming if Concentric's view is that this is legal to be approved, we have not considered that in our regulatory risk analysis.

MR. LADANYI:  Okay.  Thank you, witnesses, and thank you, Commissioners, and thank you, Court Reporter.  These are all my questions.

MR. MORAN:  Thank you, Mr. Ladanyi.  Next up we have IGUA, Mr. Mondrow.
Cross-Examination by Mr. Mondrow:


MR. MONDROW:  Thank you, Sir.  Just before I start, two things, one is in respect of the schedule offer from the hearing Panel.  I have had correspondence with the Enbridge folks, and, as I understand it -- and any of them can differ; we have just tried to do this by e-mail -- they don't object to IGUA taking the hearing Panel up on its proposal and having Dr. Cleary appear in person starting first thing tomorrow morning.  So, subject to how the rest of today goes, we would certainly like to do that.  I have confirmed with Dr. Cleary that he can be here and available first thing in the morning.

MR. MORAN:  Okay.  Thank you, Mr. Mondrow.

MR. O'LEARY:  Mr. Chair, just to complete the conversation that has been ongoing, Mr. Mondrow is correct that we are fine with that.  We just would point out that, in the event that one of the panelists from tomorrow is required to return, given the lack of time tomorrow, on Monday, if the need for that panelist is only for half an hour or and hour or 90 minutes, we might request approval that that witness appear virtually.  I'm just throwing that out for your thoughts at this time.

MR. MORAN:  Yes, not a problem, Mr. O'Leary.  In fact, you don't need our approval if you need to have that one person appear virtually.  We've had mixed panels before.  That is not a problem.

MR. O'LEARY:  Thank you, Mr. Chair.

MR. MONDROW:  Thank you, Sir, and thank you to Enbridge, as well, for helping to accommodate that.  That is wonderful.  Second quick housekeeping matters is I had reduced my time estimate.  Unrelated to the discussion we just had, although it is coincident but not causal, I had reduced my time estimate yesterday from 40 minutes to 10.  I may have a little bit more than 10 minutes with these folks, given some of the answers and the discussion that has happened, but I will try to certainly stick to my time as much as I can.  I will proceed with that in mind.

MR. MORAN:  That is fine.  That is fine, Mr. Mondrow.

MR. MONDROW:  Thank you very much.  Good afternoon, gentlemen.  Nice to see you.  As you know, I am Ian Mondrow.  I am asking for the Industrial Gas Users Association in this proceeding.  I have a few areas of questioning for you.  The first is on this notion of a single jurisdiction risk.  I believe, Mr. Goulding, you had some discussion about that earlier today, and you will know that that has been a topic of Concentric's evidence.  I confirmed with Mr. Coyne and I am hoping you will agree that, perhaps without exception but certainly with only very limited exception, operating gas distribution utilities generally operate in a single geographic and regulatory jurisdiction.  Would you agree with that?

MR. GOULDING:  This is Mr. Goulding.  Yes.  Yes, I would.

MR. MONDROW:  Thank you, Mr. Goulding.  I think you have already confirmed your view that Ontario is a very supportive or relatively supportive regulatory jurisdiction.  I gather you would agree that it is perceived as such by investors whose perceptions are the subject of your evidence?

MR. GOULDING:  Yes, and I think the investor perceptions are more important than my own individual perceptions for the purposes of this particular topic.

MR. MONDROW:  Right.

MR. GOULDING:  Yes.

MR. MONDROW:  Sorry, you did mention that.  I didn't mean to cut you off.  Thank you.  I remember that, that you mentioned that, and I thought that was quite insightful.  I am going to come back to that, as well.  So you may be aware that there is one rating agency, Standard & Poor's, which has noted in its ongoing ratings for Enbridge this single-jurisdiction circumstance as a negative.  Do you think that really may be a misunderstanding by the S&P analysts of operating utility companies?

MR. GOULDING:  So I think there are a couple of things to note.  First of all, that hasn't changed since the last time that equity thickness was looked at, and so the fact that there is single-jurisdiction exposure is not in and of itself a justification for changing equity thickness, so -- and, you know, in terms of -- we always have to be careful whether we are talking about a holding company or the operating company, but I think I would agree with you that the way that it is described here, right, if we are looking at something that is relative to other operating companies, that would be the same.  Right?  If we looked at the old Brooklyn Union Gas which ultimately went through permutations and became National Grid, but, if we look at that as an operating company, it operates only in the State of New York.  And so that, this statement, "operates only in" insert jurisdictions here, could be put in any credit observation that it is a negative that they have limited geographic and regulatory diversity.

MR. MONDROW:  Okay.  Thank you.  I want to move to another topic.  I'm going to call it the ripple effect topic.  My understanding, and please tell me if it is your understanding as well, is that Enbridge Gas Distribution is the largest Canadian gas distributor by quite a margin, as I understand it.

MR. PINJANI:  Yes, that is correct.

MR. MONDROW:  Thank you, Sir.  So am I correct that, if a lot of cost of capital analysis hinges on comparators and Enbridge Gas distribution is likely to be a comparator, that a change in Enbridge Gas' equity thickness would likely have a ripple effect across the country through incorporation of a new equity thickness for Enbridge Gas in those future comparator analyses?

MR. GOULDING:  This is Mr. Goulding.  It is an interesting observation, and I would hope that in each proceeding there was a thoughtful approach.  I have expressed in previous proceedings my concern about the circularity of cost of capital hearings in which everybody looks at each other in order to determine where they should be.  And I think that, when we look at comparator analysis, it is always important to do so thoughtfully, and, while I don't disagree that any changes to the equity thickness in Ontario would be considered in other regulatory proceedings, I would hope that it would be done thoughtfully in order to take into account prevailing local circumstances.

MR. MONDROW:  Thank you, Mr. Goulding.  I wouldn't want to be taken as suggesting that that circularity, as you put it or the ripple effect is the term I used, would be a reason not to change Enbridge Gas' equity thickness but rather that it is a fact that this Commission should carefully consider, following its analysis of its views on the appropriate fair equity thickness for Enbridge Gas.  It should certainly bear that in mind.  Would you agree with that?

MR. GOULDING:  So, you know, I am always cautious about economists pretending to be lawyers, but I would question whether it is appropriate for the OEB to take that into account.  In other words, I am not convinced that the OEB has a responsibility to be concerned about what the Alberta utilities commission does or does not do based on the OEB's decision.  So, you know, I want to be cautious in saying that, but I do revert to looking at the OEB act, for example.  I think that the customers that the OEB is directed to care about are customers in Ontario, not in other jurisdictions.

MR. MONDROW:  Fair enough.  Maybe I overstated it.  Maybe a better way to think about it would be that it is not a matter that this Commission -- and I am not suggesting it would -- but it is not a matter this Commission should take lightly, that it will have a significant impact, positive and negative, on the market, if there is a change in equity thickness -- sorry, I shouldn't say negative.  It will have a significant impact, and it is a decision that should be made carefully.  Would you agree with that?

MR. GOULDING:  I would agree with that, just to the point where I think the OEB takes into account the significant impact on Ontarians, but not on the North American market, generally.  I am not putting words into the panel's mouth or -- just speaking my own observations.

MR. MONDROW:  Okay.  Fair enough, thank you.  I want to talk with you for just a couple of minutes about the topic of prudence.  Would you agree, Mr. Goulding, that if a utility were to ignore external risk, not react to it at all, not attempt to mitigate, that would be imprudent?

MR. GOULDING:  I think it would be imprudent to ignore the risk.  You asked whether it would be imprudent not to attempt to mitigate it; I think it would be imprudent not to examine whether it is capable of being mitigated.

But it may well be that, let's say that there is a mitigate cost curve, for example.  Right?  There may be risks that it is theoretically possible, possible from an engineering perspective, to mitigate.  But the cost is just too great, that the cost to mitigate would be in excess of the stranded costs that are avoided.

So I just want to be careful in the way in which I respond.  I agree with the premise that if you are aware of the risk and you haven't analyzed how to respond to it, that you are acting imprudently.  But the question of whether it would actually take the action to mitigate is going to depend on a number of circumstances, including costs, supply chain, technology risk and a number of other considerations.

MR. MONDROW:  Fair.  And if this hearing panel were to conclude that Enbridge has either not fully examined or, having identified actions it could take, not taken those, that it should do more, should have done more to mitigate the energy transition risk or should be proposing more to mitigate the energy transition risk, would it not be inappropriate to have customers pay twice, once with an award of greater equity thickness and again to cover the risks not mitigated?

MR. GOULDING:  So I think this question is somewhat similar to one that I addressed previously in the sense that our recommendation with regards to equity thickness is in effect based on an underlying assumption of average management capability, right? - that the management is acting consistent with North American peers, not better than, not worse than, but consistent with.  So that is, I think, my first point.

My second point is I think I said previously that there is risk in getting out in front of the regulator or policymakers with regards to strategic activities.  And presently, while we have an understanding on the federal level in Canada of energy transition and activities, there is no real clarity with regards to energy transition in Ontario.  I liken it a bit to looking through a kaleidoscope and, instead of all these different crystals, you have all of these different advisory panels and groups that are grinding away at their work.  You have a set of government announcements, you know, whether we are taking about -- what is a polite way to put this? -- co-investing with Volkswagen, or other activities that are all related to energy transition, but don't fall into the framework of a large plan, I think in some ways it would be irresponsible for a gas utility to get too far ahead of an undefined energy transition, because they could very well jump the wrong way.

And then the third prong of my observations on this particular topic is again that stranded costs have not materialized.  They may materialize in the future.  And I believe the appropriate time to determine prudence is when somebody comes cap in hand and says, you know, I need to have recovery for this.  And, at that point in time, I think it is appropriate to do a comprehensive review of whether reasonable efforts to mitigate have been undertaken.

MR. MONDROW:  There is a lot there.  Let me unpack that, in two ways.  First of all, Mr. Goulding, I think you confirmed you haven't been engaged to analyze Enbridge Gas's response to the energy transition.  Right?

MR. GOULDING:  Yes.  Our engagement is on equity thickness in this particular engagement.

MR. MONDROW:  Right.  And the comments you just offered were generic, for the assistance of the hearing panel, but they weren't specific and a specific evaluation or opinion on what Enbridge has or hasn't done?

MR. GOULDING:  I think that would be a slight overstatement in that, for example, we have looked at the Guidehouse pathways analysis which I believe was commissioned by Enbridge.  So we have seen that.  And so we can say that those kinds of studies are not inconsistent with what, you know, we have been commissioned by other LDCs to do, what we have seen in different regulatory proceedings.

Also, with the observation that, you know, when you take jurisdictions like New York or Massachusetts, they are further ahead on crystallizing what energy transition means in that jurisdiction.  So while my observations are intended to be big picture and generic, and certainly are not based on a comprehensive review of everything that Enbridge has or has not done with regards to energy transition, I can say that we have seen a document that is not inconsistent with what we have seen other gas utilities doing as they grapple with these particular issues.

MR. MONDROW:  All right.  That's good, thank you.  And so let me ask you to make an assumption, and I am not asking for an opinion, whether you believe this is true or not true:  But if this Commission was to find that Enbridge's response has been deficient, would it be appropriate to nevertheless award Enbridge a greater equity thickness based on a risk which it hasn't sufficiently mitigated?

MR. GOULDING:  So our recommendation rests on a number of pillars.  Right?  It rests on, you know, an assessment of future financing capabilities, it rests on an assessment of the comparable investment standard.  And we believe that that recommendation stands, regardless of the Board's determination in whether or not Enbridge has been prudent to date with regards to preparation for energy transition.

MR. MONDROW:  So, Mr. Goulding, your recommendation is that the Board increase Enbridge's equity thickness from 36 percent to 38 percent in 2024.  Right?

MR. GOULDING:  That's correct.

MR. MONDROW:  And, if this Commission were to find that Enbridge has been imprudent in its response to the risks that prompt that recommendation, it's your evidence they should nonetheless simply direct an increase in that equity thickness?

MR. GOULDING:  That's correct.

MR. MONDROW:  Okay.  So, if that were the case and Enbridge's imprudence resulted in greater costs to customers, customer would pay once for the great equity thickness and pay again to cover the risks not mitigated by Enbridge.  That would be the result of your recommendation.  Would that be appropriate?

MR. GOULDING:  So, first of all, I don't agree with the premise.  I don't believe they are paying twice to mitigate.  What we've suggested is that, you know, when we think about a just and reasonable return overall for the business, that a move from 36 percent to 38 percent is appropriate, is consistent with fair return on the business broadly, as being consistent with what investor expectations are going to be.  That, over the long run, customers benefit from the utility having an appropriate capital structure that enables them to finance the things that those customers need.

Now, you talked about paying twice.  Right?  I think there are a number of things that the Board can do if it specifically determines that Enbridge is not moving fast enough with regard to the energy transition.  I've already --


MR. MONDROW:  Mr. Goulding, sorry, let me interrupt you for second.

MR. GOULDING:  Sure.

MR. MONDROW:  And I will get you get back to those recommendations, I promise.  but, just before we get too far off your first point, does the fair return standard not assume a basic level of prudence by management as part of the analysis?

I mean, it seems striking to me that one can imagine a completely imprudent utility still getting awarded with greater equity thickness for risks it completely ignores.  That must not be correct, as matter of law or a matter of equity.  There must be some limit on that.  There must be some behavioural expectation.

MR. GOULDING:  So, you know, I appreciate that we are delving into the theoretical, here.  I note your use of the word "completely."  I don't believe that, were you to have a proceeding that said, We want to prove that Enbridge has completely ignored a risk, that you would be able to prove that they have completely ignored it.

I would also note that their business consists of a number of activities.  Right?  And on --


MR. MONDROW:  No, but sorry, Mr. Goulding, you're not here to defend Enbridge's actions.  You are here to provide an opinion on the fair return standard, and I asked you whether prudence has role in that.  So, again, I'm happy to let you finish, but I don't really want your evidence on what Enbridge has done.  You haven't been retained to examine it -- or not done.  What I'm asking you is, if this Commission concluded that Enbridge was imprudent, is that not a factor to consider when evaluation what the fair return standard outcome should be?

MR. GOULDING:  No.  I think those are completely separate pathways.  And, as I was beginning to describe, there are a variety of ways of doing that.

I would also emphasize that I am not here with sympathy to any particular applicants.  We haven't adopted Enbridge's recommendations.  We haven't adopted anybody else's recommendations.  So I'm not really talking Enbridge's book, here.  If anything, what I'm trying to do is to provide useful guidance for regulators.  I'm trying think, if I were a regulator, what would I do that would be fair to both the company and to customers?

Prudence matters, but what we are starting with is a baseline.  Right?  We're saying, Okay, we're here primarily to set the equity thickness.  What is the appropriate equity thickness, taking into account a number of factors?

Now, even if we accept that an entity has been imprudent with regard to its approach to the energy transition, that doesn't mean the risks don't exist.  That doesn't mean, Oh, we are just going to strike that risk from our consideration of where the equity thickness needs to be.  And that is why I also believe that, if you are going to deal with imprudence in one factor, across all the [audio dropout] business, you deal with that in separate proceedings.  I have already stated how I would deal with that when they come for stranded-cost recovery, which is speculative.  It hasn't happened; it's far into the future.  But I would also argue that, if the regulator wants to put pressure on the company to move faster, that pressure comes outside the equity thickness proceedings.  The equity thickness proceedings are setting the general framework.

And so I really believe that these are separate considerations.

MR. MONDROW:  Okay.  And thank you for that.  I did interrupt you, and I think you were going to proceed to opine on what the Board could, or should, do in the event it had concerns about Enbridge's reaction, apart from adjusting or moderating an equity thickness increase.  So if you wanted to add in that respect, I'm happy to have you do so.

MR. GOULDING:  Thank you.  And, again, I'm cautious about getting too far, as you have already observed, beyond my mandate.

It is not unusual, in similar circumstances, for a regulator to order a particular set of activities that would require additional consideration.  In some jurisdictions, if a regulator finds that a regulated entity has been imprudent in not pursuing a particular action, they might require some contribution from equity.  I'm not suggesting that that's something that could be done here in Ontario, but I think, at a minimum, a regulator has the ability to guide a regulated entity toward submitting a particular plan.

But I also want to refer to the various submissions that the Board has made before the Energy Transition Panel that talk about things like integrated system planning; and we are not there yet.  So there are a lot of moving pieces that I think would impact any determination that any entity, Enbridge or anybody else, has been imprudent, and then the actions that the Board would, either gently or not so gently, push them toward.

MR. MONDROW:  Thank you.  One more thing I want to ask you about; and I'm certainly over time, so I will just ask you about one more thing.

You emphasized a couple times, including, I think, at the outset of our short discussion here, the primacy in these considerations of investor perception.  And I would translate that, among other ways, as sending the right market signals for potential equity investors.  So, if the Board were to see some merit in increasing Enbridge's equity thickness, but wasn't persuaded that 38 percent or 42 percent was the right number, concluded on whatever basis, that a lower number was appropriate -- 37, let's say for argument sake -- and they allowed an increase in equity thickness to 37 percent, the mere fact of allowing an increase, wouldn't that send a positive signal, from an investor perspective, that this board was live to the risks facing Enbridge and was addressing it through an increase in equity thickness?

In other words, I know the number matters, but equally important is the direction, I would suggest.  Would you agree with that?

MR. GOULDING:  Generally, I think that you are correct.  I think it's important to understand that there is combination of quantitative and qualitative analyses that goes into any particular number.  And the direction does provide some signaling.


So I think if we think about trying to balance affordability concerns against signaling to the investment community that we are mindful of risk that a reasonable increase does send that signal.  Now, we believe that going from 36 percent to 38 percent is the appropriate magnitude, but an increase does at least provide some understanding that the Board acknowledges that there are risks that may require a greater financial cushion.

MR. MONDROW:  To be fair to you and clear, it is my understanding that the law as laid down by the Supreme Court says that you can't moderate a fair-return standard finding to mitigate rates; you make the finding and then you deal with how to deal with that in rates.  And so I wasn't suggesting that, and I don't think you were suggesting that, but, to the extent that there are a number of reasonable responses, picking one over the other if they are all greater than the current equity thickness still sends that positive investor and market signal that this Board is alive to the risks and has recognized them.  That is what I was trying to suggest.  So I assume you agree kind of directionally with that rather than moderating equity thickness based on ratepayer and impact?

MR. GOULDING:  Yes, I think that of course there is the Supreme Court decision, but, if you do have a number of reasonable outcomes, you are going to look at them with regards to the bigger picture.  I think I would say direction matters.  I mean, if it is trivial amount -- and, you know, I understand our definition of "trivial" may differ, but if it were just 0.25, I am not sure that -- like, a signal might be there, but it is not terribly loud.  So direction matters, but magnitude does matter, as well.

MR. MONDROW:  Yes, fair enough.  Again, I just wanted to be fair.  And just my last question, if a decision to increase equity thickness included direction on some of the other things that you had suggested that a utility could and should perhaps proactively do to address the energy transition, signaling that the Board has been persuaded of the risk to some extent, has allowed an increase in equity thickness, and would like more information so it will be able to further evaluate risks going forward and the appropriate response to those risks, I would suggest that that sort of a decision would send a very reassuring signal to investors.  Would you agree with that?

MR. GOULDING:  I think that we need to separate the two.  And, again, I can present you with a vision that I think would not frighten investors and that would actually provide them with an assurance that there is a process, right, and so something where you said, okay, we are going to recommend an increase in the equity thickness; we in addition would like you to submit your energy transition plan at the appropriate time, once all these various reports have been made, and then provide us with annual updates and then refresh it every 5 years, that would I think be reasonable and also give investors an understanding of what the process was going to be.  Now, just as there are things that are within and outside the company's control, there are things within and outside of the OEB's control, and so -- but, within the things that OEB can control, it can provide an understanding to investors of process for consideration of a major issue.

MR. MONDROW:  So, to put the matter another way just to tie a bow around this, hopefully, you identified I think two components of what would be a positive regulatory outcome in the event the Panel accepts your evidence on equity thickness.  One would be to adjust that equity thickness, and other component that would also reassure investors and, to use your words, is clear direction on a process to continue to address energy transition in the case of Enbridge Gas.  Those would both be positive market signals?

MR. GOULDING:  I think depending on how they are -- you know, if the Board were to say every six months we are going to have a full regulatory proceeding on energy transition related to gas, I think that might frighten some investors.  But, if you had something that was reasonable with regards to regulatory burden and suggested that the Board is actively trying to balance the impact of energy transition with just and reasonable rates, I think that would be a positive signal.

MR. MONDROW:  That would be a supportive regulatory environment?

MR. GOULDING:  Yes.

MR. MONDROW:  All right.  Thank you very much.  Thank you, Mr. Goulding.  As always, a pleasure to speak with you.  Mr. Chair, I blew through my 10 minutes, so I think I owe you time at some point in the future, and I will try to find it.  Thank you for your indulgence.

MR. MORAN:  Okay.  Thank you, Mr. Mondrow.  Given the time, before we move to Enbridge's cross-examination, maybe we will take the afternoon break now and resume at 3:00.

MR. O'LEARY:  Mr. Chair, there are no other parties who are going to asking the panel questions?

MR. GARNER:  I think I am.  I hope I am.

MR. MORAN:  I apologize.  I looked too quickly at the time table.  We have VECC up next, before Enbridge.  That's right.  Maybe before we take the break, Mr. Garner, how long do you have for this panel?  Perhaps we can fit you in before the break.

MR. GARNER:  Well, I would hope that I could get us maybe just a little after the break.  It depends on how fast I can get answers from the panel, I guess, but I am hoping maybe we could finish around 3:05 or so or 31:00.

MR. MORAN:  All right.  Let's proceed on that basis, then.  Go ahead, Mr. Garner.

MR. GARNER:  Thank you.  Thank you for that.  Good afternoon, panel.  My name is Mark Garner, and I represent VECC, which is coalition of low-income ratepayers.  I hope everyone can hear me.  I want to just start by asking you:  Did you listen or read the examination of Concentric yesterday and the day before; are you aware of their testimony?

MR. PINJANI:  Yes.

MR. GARNER:  Okay.  I just want to generally go over a couple of things that were said there by Mr. Coyne.  One is:  Would you agree with Concentric that the Ontario Energy Board is a bit of an outlier in the fact that it assigns business risk to the change in capital structure solely as opposed to what may be done in other jurisdictions; it is a little bit different in that way?  I think that was the evidence of Mr. Coyne.

MR. PINJANI:  This is Mr. Pinjani.  So, as I understood what Mr. Coyne was trying to say, and you can correct me if I am wrong, was that the OEB first has a two-step process with regards to first figuring out whether a business risk and financial risk has increased and then, if so, move to apply therefore a standard -- which is different from what other jurisdictions do, is what my understanding was.

MR. GARNER:  Right, and the other thing I heard -- and I think that is generally what I heard.  The other thing I heard from Concentric was generally, in the U.S. at least, regulators, the U.S. regulators, are more alive so to speak to the actual capital structures of the utility in making certain decisions around the reasonableness of the actual capital structure as opposed to -- and I can't remember the exact words, but -- as opposed to what I think you described as a more theoretical capital structure basis that the Ontario Energy Board goes through.  Would you agree with that characterization?

MR. GOULDING:  So this is Mr. Goulding.  There is sort of a distinction between a U.S.-style approach and a UK-style approach with regards to a deemed capital structure and deemed returns, but I think it is important not to generalize.  And we do in the U.S. have 50 different regulatory regimes, but there is a complete -- not completely, but there is a different regulatory history in the U.S., you know, going back to the time when the SEC regulated public utility holding companies, and some of those processes dropped down into the states.  So I would agree with the premise that there are some state regulators that more closely review the actual capital structure, than others.  But I also think that there are some differences between Ontario regulatory traditions and U.S. regulatory traditions.

MR. GARNER:  Right.  All I am trying to establish -- and I don't mean to cut you off -- but all I am trying to establish --


MR. GOULDING:  All right.


MR. GARNER:  -- is it is not as usual to see what we are seeing right here, at the energy board, where a regulator looks at one aspect of the overall capital pie, so to speak, the return and the structure, and simply is addressing an issue through that one structure.  That is not the most usual way you see it.  That is all I am asking.

MR. GOULDING:  So -- and I apologize.  If you said in North America, then I would agree with you.  If we said globally, then I would probably be a little bit less eager to agree, just because --


MR. GARNER:  North America is fine, Mr. Goulding.  I am happy to move from that.  I am not trying to make anything other than trying to understand a little bit about the Board's process --


MR. GOULDING:  Yes.

MR. GARNER:  -- vis-à-vis others.  My other question though is would you agree that investors are generally more alive to changes in the return on equity as opposed to changes in the capital structure?

MR. GOULDING:  It is an interesting question, because it is one of these areas in which, arguably, theory and practice differ.  Right?  Theoretically, investors should take both into account, right? -- in thinking about the overall risk.  Theoretically, ultimately, you know, the degree of leverage affects the amount that is determined as the cost of equity.  And I think more sophisticated investors will be looking at both.

MR. GARNER:  Right.

MR. GOULDING:  Now, if I were to generalize, however, I think it is -- the headlines are always going to go first to the allowed return on equity.  And then, from there, somebody has to dig down into the capital structure to understand how that is applied.

MR. GARNER:  Mr. Goulding, I am going to ask you to do a little theoretical game with me, too, on this, because I do want to understand a little bit better about what is going to happen.  So in this theoretical game, what I want to ask you is if you take as an assumption that -- Enbridge, in this case -- the utility is slavishly following its regulated structure, and it can make its regulated returns, if it is slavishly following that along.  So if the Board change its capital structure, it actually moves to do the same in order to match the regulated amount with whatever.  And if you assume that Enbridge for a minute is a standalone utility, as regulation often assumes, let me ask you, what happens, what happens if the Board in a snap, right now, says, all right, Enbridge, go to 36 or 38 -- or sorry, 38 percent or even 40 percent.

In a snap, if Enbridge wants to say okay, I want to match that, what does it do?  Does it go out and basically say I am going to go sell shares and redeem debt in order to make that happen, in a snap?  Isn't that, in theory, what would happen?

MR. GOULDING:  So I think there is a couple of things.  You know, if the company was required to do that by the regulator, if that level of scrutiny --


MR. GARNER:  Well, I am asking you to assume they want to do it.  I am not asking, I am not putting in motives:  I am just saying, in a theoretical game --


MR. GOULDING:  Yes.

MR. GARNER: -- if they just said, okay, we are going to move exactly to the regulated structure, wouldn't they have to sell shares in order to do that, and then redeem some of their debt in order to do that.  Isn't that the only way you could make those things even out, I mean, assuming nothing else changes, there is no, you know, expansion of the company?

MR. GOULDING:  So my only slight quibble with that is that we are assuming that that happens instantaneously.

MR. GARNER:  Right.

MR. GOULDING:  It doesn't; it happens over time --


MR. GARNER:  Exactly.

MR. GOULDING: -- and consistent with whatever the restrictions are on the debt arrangements that it has.  But --


MR. GARNER:  Right.

MR. GOULDING:  So, in theory, if they said, look, all -- we want to match our capital structure to the extent the capital markets will allow us.  Right?  So, if we went to extremes and we said, the Board says you can have, you know, 95 percent leverage, financial markets might say, well, hang on a minute.  That is not feasible; you are not getting any of your coverage ratios.  We don't have the collateral that we would need to make that happen, that that is just completely impossible.  Right?  There are limits.

You know, the financial markets aren't subject to an order from the Ontario Energy Board to do --


MR. GARNER:  No, and I understand it.  And all I am trying to establish, the way at least as I understand it, is in that circumstance what happens is -- and I am going to make me the shareholder and you a debtholder.  In that circumstance, what happens to me as a shareholder is my shares get diluted, the price of them generally drops, because I am diluting that market.  And, on the other hand, they are redeeming debt.

And after that transaction happens though, and it is over -- let's say it is now readjusted and that have redone it -- aren't the investors back to where they were to begin with?  I mean, now there are more shares, but we -- more shareholders.  Now we are all still facing the regulated rate of return that the Board set.  The capital structure adjustment is done.  Now there are more shareholders and less debtholders.  But now we are all basically back to getting a nine percent or an eight percent return, if they can achieve that, that the regulator set.  Isn't that where we are all back at, after that works all itself out in the market?

MR. GOULDING:  I would just want to present a different perspective on one thing that you said.  I think, because you are actually allocating the equity return on a larger portion of the base, I don't think you are going to have the same dilution that you would have if the pie -- if the pie of earnings were fixed, and you were just issuing new shares.  Right?  You are basically moving some return from debt to equity, and also increasing it.  So I don't think it would have the dilutive effect that you were speaking of.

So your shares in our simplified example, for the sake of argument, might not decline in price.  There would be more of them, but you are also taking a larger proportion of a slightly higher total pie.  So that is just a  slight --


MR. GARNER:  Right.  I will have to digest that one, Mr. Goulding, because I am not quite sure I understand.

But let me just move on to the other point, though, and this is another part of the pie I am trying to figure out.  So what happens when the utility increases its equity?  If it is you now, and you are a debtholder, or you want to become a debtholder of Enbridge, isn't the price of your debt going to go down because now my risk/your risk as a debtholder is somewhat declining because you are investing in a company with more equity?  So the more equity the company has, the theory would be is the less risk the debtholder is holding.  Is that theoretically correct?

MR. GOULDING:  I don't think, so, right?  The debt, it may enable the replacement of existing debt with lower interest rate debt because you are -- you have more equity sitting behind you.  But if the company is viable, if there is no risk that you are not going to recover your debt, right? - ultimately you are going to hold it to maturity.  You paid a thousand dollars for the bond, you are going to get a thousand dollars.

MR. GARNER:  Right.

MR. GOULDING:  So, you know, I think if anything, as interest rates fall, the general perception of creditworthiness of the company improves, you are probably going to see an increase in the value of your debt, not a decrease.

MR. GARNER:  But I want to leave all of those things aside, inflation and other things.  I am just simply say is that, if the utility raises its equity portion, and it doesn't -- let's say future debt, potentially gets priced lower than it would have otherwise been?

So as a company that is 90 percent equity can have all other things being equal, a lower cost of debt than a company that is 90 percent debt, so to speak.  There is obviously a nuance in all of that, right?  But generally, you might expect, and that is where I am kind of going and asking you is might you expect some changes in the cost of debt to this utility as it changes its -- if it were to change its capital structure?  Or if the regulator, you know, embodies a different capital structure in its rates?

MR. GOULDING:  All things being equal, the less leverage you have, the cheaper the debt should be.  Now that is all things being equal, of course.

MR. GARNER:  Right.  There is a lot of complication in all of that, I do understand.

Let me ask you -- I think we're getting toward the very end, here -- is:  Would it be reasonable, in your mind, or as a panel, in your minds, would it be reasonable for the Board, rather than simply take a look at the capital structure, to holus-bolus take a look at the natural gas utility in Ontario vis-à-vis its electricity distributors and ask itself the whole question about whether even the return on equity to this utility, to the gas utility, should be set exactly the same way as the return on equity is for the electric industry?  Would that be a reasonable exercise for the Board to go through?

MR. GOULDING:  I think it's important to periodically review all of the components of the cost of capital.  So we have a formulaic approach in Ontario.  We look at the components of that.  We look at the value of the components of that formula, on a regular basis, to update the formula.  But it has been quite some time since we looked at the components of that formula and thought about issues like:  Is it the right approach, instead of adjusting the equity thickness, to adjust the return on equity?  Right?  As one big question, big policy question.

We haven't looked at that in quite some time.  I think, at some time in the future, having that investigation would be worthwhile.  That said, a periodic assessment of equity thickness can back you into the -- you can still get to the same outcome using the procedures that the OEB has now.

MR. GARNER:  Well, I think my examination actually questions whether you would get to same outcome, but that's a matter of argument.  I can't remember the last time, myself, when the Board did a whole effort with another type of analysis, or that.  But what I'm also wondering is, you know, there is a methodology called "comparable earnings" you can do, and then I wonder to myself:  Were comparable earnings of electrics and gas part of the last time? Are they still comparable things anymore?  You know what I mean, that kind of question.

Wouldn't that be something important for the Board to understand as it looks at making a change to how it provides returns in the rate-making formula?

MR. GOULDING:  I think any regulator needs to balance the benefits it receives from any regulatory process against the costs.  And so Ontario has a process that has worked for quite some time.  We have seen the rating agencies talk about Ontario being a supportive environment, so we have to be a little bit careful about introducing changes to something as fundamental as cost of capital procedures.

That said, I think I'm right that we have gone more than 10 years since we've actually looked at all of these questions.  And it may be appropriate to look at these questions again, but I think we need to be very cautious, especially when the OEB's docket is quite crowded.  I'm thinking about:  What is the regulatory burden of having such a proceeding and how would it be perceived by investors?

MR. GARNER:  Thank you.  And I would agree with you.  I think at least I was a much younger man the last time the Board looked at it.  Thank you, and those are all my questions.  Thank you, Mr. Moran.

MR. MORAN:  Thank you ,Mr. Garner.  All right, I think we'll take the afternoon break.  We will break for 20 minutes and come back at 3:25.
--- Recess taken at 3:05 p.m.
--- On resuming at 3:29 p.m.

MR. MORAN:  We are ready to resume.  I think Enbridge is next for cross-examination. Mr. O'Leary, are you ready?
Cross-Examination by Mr. O'Leary:


MR. O'LEARY:  I am.  Thank you, Mr. Chair.  Let me introduce myself to the panel.  Good afternoon, gentlemen.  My name is Dennis O'Leary and I am counsel for the applicant, Enbridge Gas.  And, for the benefit of the parties and Ms. Monforton, I will be going to your report, which is filed as Exhibit M2, and we marked yesterday the Enbridge compendium for this panel as Exhibit K8.3, so I will be going to that and we will be using the PDF number for the pages there.

If I could start on a topic which I will refer to as the business risk comparison period.  Could I ask, Ms. Monforton, can you go to page 15 of Exhibit M2.  On that page, if you scroll down to the fourth paragraph, you refer to the amalgamation proceeding and you say in the third line:  "It is reasonable to assume that Enbridge Gas did not believe that the risk profile had materially changed between 2012 and 2017."

And you are saying that because there was no request for a change in equity thickness during the MADs application.  Right?

MR. PINJANI:  Yes, that is correct.

MR. O'LEARY:  And then, in the next paragraph, you refer to a response to an interrogatory, which states that:
"The company, at that time, did not provide a risk assessment that would have served as a basis for reconsidering the allowed equity ratio, and it was not a rate proceeding where such evidence would have been considered."

So you saw that.  Did you happen to also hear the evidence of Ms. Ferguson yesterday, when she referred to -- or it might have been today -- she referred to the reasons why the company did not do the MAADs application as an appropriate time to bring forward this sort of a request?  A change in equity --


MR. PINJANI:  This is Mr. Pinjani.  I recall having a discussion with regard to a MAAD booklet, if I'm not wrong, or a guide plan which she referred to with regard to integral -- I need to pull this up.  Just give me one second.

MR. O'LEARY:  Well, I don't know if you need go there.  I was just going to, if you heard --


MR. PINJANI:  I did scan that booklet yesterday, after that discussion, and I did not find any note of prohibiting a discussion on equity ratio capital structure in that guideline that she referred to.

MR. O'LEARY:  All right.  But you will at least agree with me that your report, in fact, does not, at any place, reference the MAADs handbook or any other decision of the OEB which would have encouraged or authorized the company to come forward with a change in the equity ratio during the MAADs application.  Is that fair?

MR. PINJANI:  While you've not referenced the booklet that was referred to yesterday, I would like to know that we have not seen any document which says that Enbridge could not have not have brought this proposal forward if they believed the risk was material –


MR. O'LEARY:  So what you have done is you have assumed that the company did not believe that a change in its equity ratio was necessary at the time.  Is that fair?

MR. PINJANI:  No.  It is not fair because we have actually quoted Concentric's report, if I'm not wrong, saying that Enbridge proposed an equity ratio of 36 percent.  And, in fact, it was proposed for the entire 10-year rebasing period at the time, when the OEB approved a five-year rebasing period.  So there was a proposal about an entire analysis around business risk and financial risk.

MR. O'LEARY:  Sorry, the reference you are referring to is from Concentric, which I just read to you.  It said that it was not brought forward because it was not a rate proceeding.  So you are, in fact, adding your presumption and trumping what, actually, the company has said as to why it did not bring forward a request for a change in equity ratio back in 2017.  Is that fair?

MR. PINJANI:  Let me take you to the same page that we have up here, on footnote 19.  You read this quote that I am referring to, which is from Concentric's report.  It says:
"In this amalgamation proceeding, EGD and Union proposed to maintain the equity ratio of the amalgamated entity at 36 percent, which was accepted by the OEB."

MR. O'LEARY:  The point is, sir, that they didn't request a change, according to the interrogatory response, because they didn't believe it was the appropriate forum for that.  That is what the company's evidence is.

But let me leave it -- let me ask you question in a hypothetical.  If the Board concludes that it was not appropriate for Enbridge to bring forward a request for a change to its equity ratio during the MAADs application, would you agree with me that what I call the business risk comparison period would then not start in 2017; it would actually go back to the 2011 applications by Enbridge Gas and Union Gas?

MR. PINJANI:  No, I would not agree with that.  I would actually believe that if, at any given point in time between 2012 and 2023, where we are today, if, at any given point in time, Enbridge believed that there was a material change in risk, in business risk and financial risk, they could have brought the matter forward to the OEB for consideration.

MR. O'LEARY:  I see, okay.  That's your position.  That's fine.  Can I ask you, in the event that the Board determines that the 2011 applications are the starting point for the business risk change analysis, would you agree with me that, consistent with what Dr. Hopkins agreed several days last week, in the 2023 decision of the Energy Board in respect of Enbridge Gas, there was no mention whatsoever of energy transition?

MR. PINJANI:  I think that is a fair hypothesis.  There was no mention of energy transition per se.

MR. O'LEARY:  There was not?  I am sorry?

MR. PINJANI:  Yes, I agree.

MR. O'LEARY:  Okay, thank you.  Sorry, I just wasn't sure if I heard you correctly.

So is it fair to say, then, Mr. Pinjani, that the energy transition issues which are in this proceeding are live and new, relative to the 2013 decision and the applications by Enbridge Gas and by Union?

MR. PINJANI:  There is certainly an increase in energy transition risk between 2011 and 2022.  Yes, that's true.

MR. O'LEARY:  Thank you.  Ms. Monforton, could you now please turn to page 25 of exhibit M2.  And you have been taken to this already by Mr. Daube, and I believe you had a discussion with Mr. Elson about it, but, in the second paragraph, you state:
"While stranded asset risk is viable consideration related to energy transition, the risk can be anticipated and at least partially mitigated."

And I think, in your discussion with Mr. Elson, you confirmed that there are aspects of the stranded asset risk which are not mitigatable.  Is that a reasonable conclusion?

MR. GOULDING:  This is Mr. Goulding.  Yes.

MR. O'LEARY:  Okay.  And then I just want to discuss with you your reference to something in the next paragraph.  You state in the first sentence:
"Further accelerated depreciation rates are not the only solution to manage assets at risk of being stranded."  And then you go on to give an example of securitization, and I wanted to ask you a couple questions about that and your understanding.

First of all, am I correct that securitization requires what I call government backstopping?

MR. GOULDING:  It depends.  Not necessarily, but it's helpful for securitization to work.  Sorry, this is Mr. Goulding.  Securitization is not magic bullet.  It is one alternative, and there are certainly challenges if you have a short period of time in which you are going to have no customers, to pay those charges.  But securitization, if done far enough in advance, is one way of managing stranded cost risks.

MR. O'LEARY:  But you need someone to actually accept the risk.  Isn't that a fair characterization?

MR. GOULDING:  That is correct.  The design of securitization has a number of factors to it.  But, at the end of the day, somebody needs to be paying off the stranded asset that is covered by the securitization.

MR. O'LEARY:  Thank you, Mr. Goulding.  And just one or two other questions is that I am advised that, in those jurisdictions in the United States that have broadened securitization, it has required legislation from the state governments?

MR. GOULDING:  I don't believe that has always been the case.  But legislation I think enhances the creditworthiness of the lock box into which the payments are made.  As I said, each securitization has different components to it.  Legislation puts it at one level above the regulator; it makes it, you know, almost impossible for the regulator to renege, if you will, because it is in legislation.  So it is a stronger securitization design.

MR. O'LEARY:  All right.  And am I also correct that there are no examples of securitization in Ontario, and no legislation which would provide for it?

MR. GOULDING:  That is correct.

MR. O'LEARY:  Okay.  So if we set aside for at least the time being because there isn't the mechanism and the ability to rely on securitization as an option, you have had some -- your panel has had some discussions with some of my predecessors about accelerated depreciation.  I am just trying to understand, directionally, when we are talking about accelerated depreciation, that would involve one of several potential options.  And perhaps from your review of what has gone on in other jurisdictions, Mr. Goulding, you will confirm, but one way would be to change the overall methodology for the determination of the depreciation expense such that you recover greater amounts of depreciation earlier on than under the previously methodology.  Is that one way?

MR. GOULDING:  That is certainly one way.

MR. O'LEARY:  And another way of course would be if you have a useful life for a particular asset that is in, say -- just hypothetically, the 35- to 50-year range, and you are looking at the energy transition risks that, you know, may call into question survival of assets and usefulness of those assets beyond, say, 2050, you might tend to recommend using a lower useful life?

MR. GOULDING:  So, all things being equal, if we assumed that the increase in rates wasn't going to in turn have an impact on further reducing the useful life of the assets, then, yes, that is correct.

MR. O'LEARY:  All right.  And correct me if I am wrong, but I think you had a discussion earlier, you talked about accelerated depreciation as being somewhat of a double-edged sword.  And correct me if I have misunderstood this, but you were suggesting that if the acceleration of depreciation was such that it would increase rates in such a way as it would discourage customers from remaining on the system, you were indicating that that might have an unwelcome effect.   Is that what you meant by that?

MR. GOULDING:  That is correct.

MR. O'LEARY:  All right.  And would it therefore be fair to say that in looking at the issue of accelerated depreciation, one should exercise caution and moderation?

MR. GOULDING:  Yes, I agree with that.  I think that there is a number of issues such as intergenerational equity, for example, that need to be considered in thinking about accelerated depreciation.

MR. O'LEARY:  Thank you, Mr. Goulding.  I am going to move on now and ask a few questions, basically in context.  And I know you have already referenced some of the fair return standard components already.  But I just want to ask you a few questions to give context to my subsequent questions.

If I could ask Ms. Monforton to go to page 14 of Exhibit M2, and just before the blue box -- hopefully everybody can see this in colour -- you state that:
"The OEB also mentioned" -- and I should note, that is the EB-2011-0210 application of Union -- "that the obligation to determine the quantum of common equity and the cost of that equity is governed by the fair return standard, which is a non-optional legal standard."


So I trust we are in agreement that it is understood that the fair return standard is a non-optional legal standard?

MR. GOULDING:  This is Mr. Goulding:  Yes.

MR. O'LEARY:  Yes, okay.  I was hoping you wouldn't have any problem with that one.

And then, in the blue box, you go on to identify the three components of that standard:  comparable investment standard, the financial integrity standard and the capital attraction standard.  And are you aware also that the OEB has taken the position that none of these three should be viewed in priority to the other?

MR. GOULDING:  Subject to check, yes.

MR. O'LEARY:  Yes.  It is in the cost of capital report actually, at page 19.

MR. GOULDING:  Yes.

MR. O'LEARY:  Thank you.  And would you agree that the legal obligation incumbent on the regulator is to consider all three components?

MR. GOULDING:  Yes, subject to my previous observation about not being a lawyer.

MR. O'LEARY:  Fair enough.  And if I could now ask Ms. Monforton to go to Exhibit K8.3?  And what we have included at page 26, PDF page 26, is a copy of the OEB's report of the Board on the cost of capital for Ontario's regulated utilities, EB-2009-0084.  And if we go to page 26, Ms. Monforton, of the PDF, page 21 of the report?  Yes.

You see the heading that the Board has included in the decision is "The role of the comparable investment standard."  So I want to ask you a couple questions about that.  If you could scroll down to the second paragraph, it states in the second sentence:
"By establishing a cost of capital that is comparable to the return available from the application of invested capital to other enterprises of like risk..."

And if you go down a little further with the paragraph that states:
"First, 'like' does not mean the same."

So is it fair to say, Mr. Goulding, that what the OEB is saying it is a appropriate to look for the purposes of the comparable investment standard, at like business or like utilities, to understand whether or not they are comparable and therefore to use that in the standard review?

MR. GOULDING:  Yes, I agree with that.

MR. O'LEARY:  And then, if you go to the very last paragraph, and I won't read it all but, during the proceeding that led to this decision, there was some discussion about the applicability and the comparability of using U.S. utilities as comparators.  If you go to the next page, you will see in the second line, this is a response to those parties that were arguing that U.S. utilities were not comparators, the Board said:
"The Board disagrees, and is of the view that they are indeed comparable."

And in fact, if you go to the next page, please, Ms. Monforton, the second paragraph?
"The Board is of the view that the U.S. is a relevant source for comparable data.  The Board often looks to the regulatory policies of state..."

And federal agencies in the U.S. for guidance on regulatory issues in the province of Ontario.  So I give that to you as a bit of context.

I am wondering now if I could ask you, you do refer to it, both decisions, in your report in a number of places, but would you agree with me that, for the purposes of the Board making its decision in respect of the 2011 applications by EGD and Union at which time both sought a change in their equity ratio, that the OEB did not at that time undertake a full, fair FRS standard review?

MR. PINJANI:  Are you able to rephrase the question for us?

MR. O'LEARY:  Sure.  Sorry, I may have mumbled that.  My apologies.  What I was asking you to confirm is that, if you looked at the two specific cases, EB-2011-0210 and EB-2011-0354, which were the Union Gas and Enbridge Gas Distribution decisions or applications that were made at the time and both of them were seeking a change in their equity thickness -- first of all, let me ask you that.  Were you aware that -- you'll confirmed that that is what they were doing?

MR. PINJANI:  Yes.

MR. O'LEARY:  All right.  And would you agree that the OEB looked at the threshold question about the change in business risk and determined that neither company had met the threshold and therefore they did not undertake a full, fair return standard review?

MR. PINJANI:  What I'd like there if you -- I think in our review of the previous decision there were comments made by the OEB with regards to why they believed equity ratio, an increase in equity ratio, was not justified at the time.  So I am not sure whether I would say that they did not do an analysis at all or did not comment on the rationale behind why an increase in equity ratio was not justified at the time.

MR. O'LEARY:  So the OEB did look at the change in the business risk as it existed back in 2012.  I am happy to take you to it.  In fact, perhaps I could ask Ms. Monforton to go to the PDF page 53 of Exhibit 8.3.  This is the Enbridge Gas Distribution case.  If you go down to the bottom where it says, "decision of the Board on equity ratio," it states:
"The Board concludes that there has been no significant increase in Enbridge's business and our financial risk since 2007.  Accordingly, the Board finds that Enbridge's equity ratio shall remain at 36 percent and that a full FRS analysis is not required."

MR. PINJANI:  That is fair.

MR. O'LEARY:  Sorry.  I am just going to ask the question.  Does that not tell us that the Board did not undertake a full FRS analysis?

MR. PINJANI:  That is correct.

MR. O'LEARY:  All right, and you would agree with me that the Board therefore did not undertake a comparable investment standard review back in 2012.  Right?

MR. PINJANI:  I would say so, yes.

MR. O'LEARY:  You --


MR. PINJANI:  But this goes back to the point I made earlier, I believe, with regards to what was said yesterday about OEB taking an approach which is a bit different in first trying to assess whether there is an increase in business risk and financial risk or not.  If there is, then the second step is going to FRS.  That has been the OEB approach as I understand it.

MR. O'LEARY:  And you mentioned that earlier today, Mr. Pinjani, but that wasn't where I was going.  Can I ask, Ms. Monforton, can you please go to Exhibit M2, at page 44.  The heading here -- this is your report, gentlemen, and so section 4 deals with jurisdictional scan and peer-review analysis.  In the middle of that, right in the middle of the first paragraph, you say:
"London Economics has utilized a North American peer group for Enbridge Gas instead of a separate peer group for U.S. and Canadian utilities.  Using North America-wide utilities deepens the sample size and provides a more meaningful reflection of the investors' opportunity space."

So let me stop there.  I take it what you are saying is that, consistent with what the OEB said in its cost of capital report, you agree that it is appropriate to look at not only Canadian but also U.S. utilities of like risk.  Fair?

MR. PINJANI:  Yes, that is correct.

MR. O'LEARY:  Thank you.  And then, in the next section, scroll down, please, Ms. Monforton, under the heading "How does Enbridge Gas risk compare to similar utilities," you state:
"To develop the peer group, London Economics focused on operating companies and short-listed natural gas operating companies with an investment-grade rating."

And then you go on to say the ratings that you required.  Can you go to the next page then, please, Ms. Monforton.  What we see on this page is in that figure 29, is a depiction of the screening that you applied to weed out those utilities which you didn't consider to be of like risk.  Is that fair?

MR. PINJANI:  We short-listed the companies which were natural gas regulated, which were natural gas operating companies with an investment-grade credit rating, yes.

MR. O'LEARY:  Yes, but you understood that, you know, for the comparable investment standard, the idea is for you to do a review of peer or proxy companies in Canada and the United States of like risk, and that is what your screening was intended to do, was it not?

MR. PINJANI:  Yes.  The investment-grade credit rating was for that purpose.

MR. O'LEARY:  Okay.  Great.  If you go to the next page then, please, Ms. Monforton, you may need to blow this up a bit because I had trouble even reading it here, live.  But let me just see if I understand.  So this is your list of all of the U.S. and Canadian, we will call them, like-risk utilities.  Is that correct?

MR. PINJANI:  Yes.

MR. O'LEARY:  In the fourth column, you see the latest ROE percentage, and I take it that was the most current ROE rate that you could find for each of those companies?

MR. PINJANI:  Yes, on a best efforts basis.

MR. O'LEARY:  And then, in the next column, it is the prior proceeding, so that would be the equity ratio in the proceeding before the most current proceeding?

MR. PINJANI:  It was -- we were trying to get to the prior proceeding year to reflect '17/'18, but, as you see in the next column, it reflects years between 2014 and 2018, a few, very few for 2014, mostly 2016, '17, '18.

MR. O'LEARY:  Fair enough.  I wasn't trying to be critical.  I am just trying to understand.

MR. PINJANI:  Yes.

MR. O'LEARY:  And then the column where it says "latest proceeding," that to your findings are the most current equity ratios for those various utilities.  Fair?

MR. PINJANI:  Yes, that is correct.

MR. O'LEARY:  All right, and then you did a customer-weighted average for all the U.S. utilities.  Could you scroll down a bit, Ms. Monforton.  We see that for the ROE rate the rate was 9.63 percent.  For the preceding before the most immediate proceeding, the equity ratio according to your calculations using the weighted average was 50.9 percent.  And then, for the most current, I see it 51.4 percent, so there was an increase in the United States, directionally an increase of 0.5 percent.  Is that correct?

MR. PINJANI:  Of 0.4 percent, yes, rounded up.

MR. O'LEARY:  I know you've got 0.4, but I add that up and I get 0.5, but I guess you rounded down?

MR. PINJANI:  It is a rounding thing, so it is probably less than 0.5 and more than 0.4.

MR. O'LEARY:  Fair enough.  Can we then look at the Canadian companies, please.  You have to scroll up a bit -- down bit, sorry.  We should still be on page 46.  There we are.  So you have done a customer-weighted average for Canada.  I note that you have included Centra Gas Manitoba in that, which has a 30 percent equity ratio.  You would agree with me that Centra Gas is owned by Manitoba Hydro which is in turn owned by the Government of Manitoba?

MR. PINJANI:  Yes.  And we had clarified this in our IR response.  So if you exclude Centra Gas Manitoba from this list, you get to a 38 percent, instead of a 37.2 that you showed earlier.

MR. O'LEARY:  Thank you, Mr. Pinjani, that was my next question.  So, if we exclude that because it is not a comparable, the customer-weighted average for the Canadian utilities is 38 percent, not 37.2.  And if we scroll over to the right a little bit, we see under the most current proceeding you have retained the 37.2.  So that number would change to 38 percent, as well.  Correct?

MR. PINJANI:  Yes.  That is what we clarified in the IR response, correct.

MR. O'LEARY:  All right.  And so there has been by your calculations no directional change in equity ratios in the comparable utilities in Canada, which is different than, directionally, what is happening in the United States.  Is that fair?

MR. PINJANI:  That is correct.

MR. O'LEARY:  All right.  Now your customer-weighted average of 38 percent coincidentally is the equity ratio that you are recommending to the OEB apply to Enbridge Gas in this proceeding.  I am just curious if you could explain how all of your analysis and consideration of the U.S. utility comparables had any impact on your recommendation?

MR. PINJANI:  So the 38 percent that we recommended was not directly coming out of this, excluding Centra Gas Manitoba.  That is something I wanted to clarify first.

Second, with regards to our recommendation for 38 percent, that is based on two factors, one, that -- two primary factors:  one that Enbridge Gas as you can see, excluding Centra Gas Manitoba, Enbridge Gas is on the lowest end with regards to equity ratio, today -- 36 percent versus everybody else.

Second, with regards to the energy transition risk discussions that we have heard earlier in the day, we believed both those factors warranted an increase in equity ratio for Enbridge Gas.  Now the question with regards to 38 percent was also something that we came about after we did our credit metric ratio analysis, going forward.  And we felt that nothing more than 38 percent is warranted, looking at the financial credit metric ratios of Enbridge Gas over the next five-year period.

MR. O'LEARY:  All right.  Thank you, for that.  But I was still back at the comparable investment standard analysis and here, you have gone to all that work of screening out the U.S. utilities.  And it shows that they have a customer-weighted equity ratio of 51.4 percent.

I am trying to understand whether you used any of that information whatsoever for the purposes of recommending 38 percent as the equity ratio for Enbridge Gas?  It doesn't appear that you did, mathematically anyways.

MR. PINJANI:  So the change in equity ratio in the U.S. between say, 2011, when the decision was taken to maintain Enbridge Gas's equity ratio and again, in 2017, in the amalgamation proceeding, if you look at the equity ratios in the U.S. at those times versus the equity ratios of the U.S. today, there is an insignificant difference.  Yes, as we pointed out earlier, it is less that 0.5 percent difference, that is correct.

But if you have observed over time, U.S. regulators have authorized higher equity ratios historically, relative to Canadian regulators.  So that difference was analyzed, and we believe that with that change that you see here, about 0.4 percent -- which as you pointed out correctly, that is an upward directional -- and there is a zero percent directional increase in Canadian operating companies, we felt there is a required -- in our professional judgment, we felt that an upwards adjustment in Enbridge Gas's equity ratio is warranted.  To what extent or the magnitude was again something that we came up with based on our understanding or analysis of the energy transition risk, the credit metric ratios and this analysis that is in front of you.

MR. O'LEARY:  Ms. Monforton, can you go to the bottom of the previous page, page 45 of Exhibit M2, right down at the last paragraph?

So you state, Mr. Pinjani, in the beginning of the second sentence:
"Relative to U.S. companies, while Canadian companies have lower average equity ratios and lower average ROEs, it is notable that the US companies had similar equity ratios, averaging..."

...if you go to the next page, please?
"...more than 50 percent in 2011 and higher ROE, averaging 9.9 percent, in 2011."

It appears to me, Mr. Pinjani, that what you are saying is that as a result of the OEB having made its decision in 2011 about the equity ratios of Enbridge Gas Distribution and Union, that you could rely on that, and therefore no change is required.  Is that fair?

MR. PINJANI:  I would like to say that the risk analysis undertaken at the time in 2011 -- when you ask, when you say no change is required, I first of all do not agree with that fact.  I think we have recommended that a change is required in Enbridge Gas's equity ratio.  The magnitude of change that is required is reflective, in our professional judgment, of the change in business and financial risk that we consider has transpired over time, over the last five years or even 10 years.

MR. O'LEARY:  I think I asked that question poorly.  Let me try it again:  You have agreed already that the Board, the OEB did not undertake a full FRS review, including the comparable investment standard, in 2011.  I read your sentence as indicating that you relied on the fact that the difference between the U.S. ROEs and the equity thickness in 2011 existed then, when the Board approved the equity ratio at that point is something you can rely on now.  And that is why you have not included any of the U.S. utilities in your comparable investment standard and recommendation.  Is that fair?

MR. PINJANI:  That is not fair.  We have taken into account the change in equity ratios in the U.S. utilities, when recommending what we have recommended today.  So I would not say that we have not taken into account what has transpired in the U.S. across all utilities, over time.

MR. O'LEARY:  Other than the sentence that I read you, can you point me to that portion of your report where you dissect and consider the comparable group in the U.S. for the purposes of coming up with your recommendation?

MR. PINJANI:  I believe it is in section 4.3, which is page 49 of the report.

MR. O'LEARY:  Please go there.

MR. PINJANI:  I believe it is the third bullet point, which I am referring to.

MR. O'LEARY:  And that is just a repetition of the sentence I read to you earlier, is it not, sir?

MR. PINJANI:  Yes.

MR. O'LEARY:  All right.

MR. PINJANI:  It is a rephrasing of what you read out, earlier.  So I am just trying to get a --


MR. O'LEARY:  I understand.

MR. PINJANI: ...handle of what -- sorry, go ahead.

MR. O'LEARY:  And if you go to the last bullet, you actually make a similar statement about the difference between the equity thickness of Ontario's electric LDCs versus Enbridge.  And isn't that the same thing, that you are assuming that because that differential existed in 2012, when the Board last approved the equity ratio for the two utilities, that that means you don't need to worry about it today, it doesn't need to be part of your analysis.  Is that what you were saying?

MR. PINJANI:  No.

MR. O'LEARY:  Well, can you show me somewhere in your report where you looked at the equity thickness for Ontario's electric utilities and considered it as a comparable utility of like risk?

MR. PINJANI:  So I think, if I can kind of understand your question here, you are trying to make a point that we have not looked at or undertaken an analysis with regards to U.S. equity ratios in our recommendation.  I want to disagree with that by saying that we really did look at the change in business risks or, sorry, the equity ratio which underlies the business risk and financial risk analysis taken by regulators, and I am not gathering why you believe that we have not looked at or considered the U.S. equity structures in our recommendation.  By looking at the change, I believe we have considered those, and, second, when you say that the OEB did not do a full FRS analysis back in 2011, the OEB did look at change in business risk and financial risks for Enbridge Gas back in 2011, as well.

MR. O'LEARY:  Sir, I didn't write your report.  I was simply asking where in your report you could point me to which shows that you gave some detailed consideration to the utilities of like risk in the United States for the purposes of your recommendation.  I didn't see anything other than the two sentences you have taken me to.  Isn't that fair?

MR. PINJANI:  I believe that is fair, but I am clarifying what analysis we undertook with regards to the change.

MR. O'LEARY:  Just a couple other questions, Sir, because I think I am at the end of my time.  Just in terms of energy-transition risk and electric LDCs, would you agree with me that the electric utilities in Ontario do not face the energy-transition risks that are live in this proceeding to Enbridge Gas?

MR. GOULDING:  So this is Mr. Goulding.  I would agree with you that the magnitude of the risks is higher for natural gas than electric utilities.  I would argue that it is probably underestimated with regards to electric utilities, but we are not talking about existential risks at the moment for electric utilities.

MR. O'LEARY:  Okay.  Thank you, Mr. Goulding.  Mr. Chair, those are our questions.  Thank you for your indulgence.

MR. MORAN:  Thanks very much, Mr. O'Leary.  I think that concludes things for today.  We will resume tomorrow at 9:30, and tomorrow is a hybrid hearing, so we will see some of you in person.

MR. MILLAR:  Mr. Chair, if I may, I think this concludes this panel.  I was hoping they could be excused by the end of the day, but I don't know if the Panel has questions for them.

MR. MORAN:  Thanks for the reminder.  I was advised by my fellow Commissioners that they didn't have questions, but let me just check.  Commissioner Duff, do you have any questions?  No?  Deputy Commissioner Elsayed?  No, we still have no questions.  So this panel is excused, and we thank them for their assistance.

MR. MILLAR:  And I will just confirm that I do not have any redirect, so I think we can safely excuse the panel.

MR. MORAN:  We will see you tomorrow.
--- Whereupon the hearing adjourned at 4:13 p.m.
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