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Friday, August 11, 2023
--- On commencing at 9:36 a.m.


MR. MORAN:  Good morning, everyone.  Are there any preliminary matters?
Preliminary Matters:


MR. O'LEARY:  I have one preliminary matter.  You will be pleased to hear that it is not contentious.  But Mr. Stevens and Mr. Elson have been discussing what everyone's favourite topic is, which is the energy content resulting from hydrogen blending.  And the company is going to update its undertaking J2.11 to reconcile and explain the different energy content and values that have been referenced.

So we just wanted to get on the record that we are going to be updating that undertaking.
OEB STAFF PANEL 16 - DEPRECIATION - OEB STAFF M1, resumed

Hayitbay Mahmudov,

Patrick Bowman; Previously Affirmed.

MR. MORAN:  Thank you, Mr. O'Leary.  So I think we are ready to continue with questions, to panel 16.  Mr. Poch, I think you are up.
Cross-Examination by Mr. Poch:

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

Let me just start -- Mr. Bowman, I think this will be for you:  ALG or ELG or EPH, none of these procedures address declining use per se.  They all turn on physical or economic life assumptions rather than a decline-in-use value to the customers for assets that continue in service.  Correct?

MR. BOWMAN:  That is correct.  As I explained yesterday, depreciation is recovering the dollars of the asset over the use of the asset.  And sort of the normal convention is use is measured in years.  And so the denominator, which you are dividing, whether you are on any of those, is the years of service which is provided.  That's why I say ELG and units of production are not in any way related.

MR. POCH:  And specifically, years until their end of service as opposed to units of production, which can see declining depreciation, even though these assets aren't going out of service, they are just being used less.  That's the distinction?

MR. BOWMAN:  Right, right.  Exactly, years of service they will provide.  Units of production divides it by the units of service they will provide, under the assumption that the units are a better representation of the value being provided.

So a gigajoule today, you may have lots of gigajoules.  Later, you have may have less gigajoules.  If each gigajoule is equally valuable, that's what we'll divide by, is the gigajoules, treat them all the same, and come up with a life for them, or come up with a depreciation expense for them, I guess, more accurately.

MR. POCH:  I understand.  All right.  Now yesterday, you spoke of the need to pick the right determinant of value; gigajoules has been suggested or otherwise.  And you specifically referenced Ms. Giridhar's discussion of how -- the value of reliable peak service.  Do you recall that?

MR. BOWMAN:  Yes.

MR. POCH:  All right.  And could we agree that that's a service that the gas system provides to -- well, let's talk about general service customers.  It provides that service today?

MR. BOWMAN:  The gas system provides the reliable service today.  But it's bundled in with the primary function it serves, which is to deliver a lot of gigajoules.

MR. POCH:  Right, okay.

MR. BOWMAN:  But I think in the future -- and as a result, it is sort of this idea that there's a premium to the -- well, you know, critical, keep-you-from-freezing-in-the-dark moments, is blended in with the entire mix of the thing.

MR. POCH:  Right.

MR. BOWMAN:  If the gigajoules are going down and that reliability function is going up, and then the importance of that is going up as a relative basis, I think there may be some need to think about whether each gigajoule -- or whether the value it is providing is really to the gigajoules delivered, if that makes sense.

MR. POCH:  No, that's really the key -- sorry to interrupt.  That's really the key.  If we assume that the IESO and the government do their job of keeping the lights on as reliably tomorrow as they do today, so that that -- the value of that energy delivery at peak is really the same for the customers, the basic difference between now and 2050 in this -- you know, in the new world as we are envisioning it, where it's, you know, hydrogen and limited RNG to these hybrid furnace customers, getting gaseous fuels at peak, the basic difference is they are getting the same reliability delivered to them at peak, but they are getting less energy through the rest, the bulk of the year; is that fair?

MR. BOWMAN:  All right.  Yes.  And as a result, their relative importance and the real function that this asset provides becomes more about, you know, a reliability or a critical service function that maybe isn't best measured by the gigajoules it delivers.

Now, I will just for the record note we are leaving the terrain of depreciation a little bit, and talking about something more about sort of -- another topic of interest of mine which is, you know, the economics of energy overall, and rate design and that sort of thing.

But yeah, I think this type of thinking tends to break the mould about what the depreciation systems are normally considering.

MR. POCH:  Right, and I appreciate you are not an expert on energy transition, broadly; you are here to talk about depreciation.  I won't take you too far down the road on this.

But, in that scenario, I can see your point from a societal perspective, the role of gas has changed.  And it might have a different value from the perspective of, you know, energy planners.  But from the customer's perspective -- from that customer with the hybrid furnace, you know, getting their hydrogen and their RNG at peak, they are getting less value than they are getting today; that's from the customer's perspective.

MR. BOWMAN:  Well, are they getting less value?  Again, I think we are in the area of energy economics, and I am happy to talk about it.  It wasn't the area on which I was called to testify, but the customer is getting an ultimate service, heat in their home, for example, to use that example.

The value of heat in their home may be reasonably similar over time, and they may end up spending more of that on electricity, and they may end up spending that on hydrogen.  They are not spending on natural gas the same way.  And it may be that the greatest value of the piece of plastic pipe heading into their home is that it is underground, it is able to meet peak load and it saves the electricity system from having to invest in a giant amount of plant to meet those rare peak moments.

In a way, it is almost like the gas, the gas that's available to the customer is not necessarily best measured by the service of the customer; it is best measured by the service to the electricity system, by having to avoid installing all that extra electricity and all that higher reliability standard on the transmission lines.

MR. POCH:  I understand, and I am just trying to draw the distinction between the customer's perspective and, you know, the energy planner's perspective.  Thank you.

MR. MORAN:  Mr. Bowman, just on behalf of the reporter, if you could just slow down a little bit, please.

MR. POCH:  Okay.  Ms. Monforton, I don't have a compendium for this panel.  I just have one exhibit, which is N.M1.GEC-1.  If we could pull that up?  And if you scroll down to the answer to B?

Mr. Bowman, we asked you -- in the question, I can paraphrase:  We asked you to assume a significant drop in the energy delivered to Enbridge Gas customers, and comment on the impact on intergenerational equity of the various depreciation methods.

And in the first paragraph there -- again, if I can paraphrase -- well, you are saying two things:  First, in that first paragraph, you talk about other considerations like rate structure and return on assets being important considerations for managing energy transition risks, to intergenerational equity.  And I get that.

The Board is considering -- as you appreciate, the Board is considering how the company is responding to energy transition in this case.

Are you saying depreciation changes are not part of a proper consideration of that?  Or rather, that the panel should also be looking at, along with depreciation structure, rate structures, equity thickness and so on?

MR. BOWMAN:  I am definitely saying that the full picture has to be considered, and that depreciation may very well be the least of the problem when you think about the energy transition and what is going to become the overall cost drivers on the system, going forward.

And just to put some context on that, you know, we have a study in front of us, from Mr. Kennedy, that deals with about $10 billion of net investment in distribution plant, if we just talk about distribution.  And it is proposing that that be amortized at somewhere around 500 million a year.

That level of recovery will, to my understanding in particular as you get into the different types of assets in there, is well within the range that people would be talking about with respect to an energy transition.

Remember, some of these lives sound long, but they are being applied to assets that have been around a while.

So your $500 million a year on $10 billion, you know, that's already on a pace -- and that was as of 2021.  That's already on a pace to deal with the old assets in a way that's probably, you know, fully able to be accommodated within any energy transition scenario you're talking about.  The issue of the [audio dropout] going forward, is that we're still spending another billion-and-a-half dollars on new assets, and so, by the time we sit here five years from now if this is a 5-year rate period, we'll be talking about almost half of the assets in the ground were new after this hearing occurred.

MR. POCH:  Fair enough.

MR. BOWMAN:  Right, and that's --


MR. POCH:  So I --


MR. BOWMAN:  -- to -- when you look to some of the transition evidence, for example Dr. Hopkins who talked about how you can handle energy transition without stranded assets as long as you deal with it in your depreciation front, Dr. Hopkins' models show net declines in rate base starting tomorrow.  If you're adding a billion-and-a-half dollars a year but your overall depreciation expense on the company is only something like $800 million, you're not achieving net declines in rate base.

So, the type of numbers we're talking about for some of the -- you know, ELG is a move in the right direction.  ELG is, you know, 70 or 80 million dollars.  It is not dealing with the difference between a growing rate base versus a declining rate base.  That's why I'm saying any of the options for depreciation don't get you anywhere near -- that are on the table today or that would be considered, don't get you anywhere near the level you'd need to deal with if you were really dealing with some of the type of transition scenarios that people are talking about here.

And that, that's before we start talking about what happens with this, given the level of capital spending, before we talk about what happens with which parts of the system might actually be dropping off even sooner if we're talking about services in meters as the Chair was questioning yesterday.

MR. POCH:  Got you.  All right.  So, I think what -- if I've heard you correctly, you're saying that change in depreciation in my example in this production might help a bit, but it is missing one of the biggest terms, which of course is growing rate base.  That's fair enough.  Got that right, first of all, that little paraphrase?

MR. BOWMAN:  Yes, and whether you need a different approach to recovering the cost of those assets on that growing rate base.  Remember, this is depreciation to be applied to assets in the ground, not necessarily a given that this is going to fully address the transition considerations of the growing rate base, yes.

MR. POCH:  Okay, fair enough.  Now, in the next paragraph -- and this is my last area of examination -- you do say that none of these methods, including units of production, in and of themselves provide an answer to this concern about equity, intergenerational equity, given, in your words, a highly uncertain future.  I think you might have missed the question here.  Our question was saying, was not, was asking you to assume a particular future, that is to assume a significant decline in delivered energy.  And, in that scenario, which you may or may not accept, isn't it fair to say that the units-of-production approach is the only one that's going to do anything at all to help with this mismatch between the level of depreciation and the service being received as we spoke of a few minutes ago?

MR. BOWMAN:  The units of production is the only approach that has been discussed here, that tracks the value of the system in regard to depreciation in relation to the throughput or delivered energy of the system as opposed to the years in which the system is providing service.  I agree with that.

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

MR. MORAN:  Thank you, Mr. Poch.  Up next is IGUA, Mr. Mondrow.

MR. MONDROW:  And, Mr. Chairman, thank you.  You will no doubt recall the other day, when I went on and on about depreciation, I promised not to cross-examine InterGroup.  So I'm reneging on that, seeking to renege on that promise with your permission.  And I do so only because, not that I want to keep everyone here late on a sunny Friday afternoon, but there is a little bit of time and so hopefully it won't inconvenient.  So, with your leave, I do have a few questions I would like to ask.

MR. MORAN:  Do you have a rough estimate?

MR. MONDROW:  Yes, 10 minutes.

MR. MORAN:  Perfect.

MR. MONDROW:  Thank you very much, Sir.  Good morning, gentlemen.  On Wednesday, you heard Mr. Kennedy's testimony explaining his CDNS calculations, including the various escalations and discounting operations that he performed with the data, and you've, I think, testified already that you have a number of concerns with those calculations.  In respect of the double S -- embedded double escalation in particular, which I spent some time trying to tease out with Mr. Kennedy, he provided some explanations.  I wanted to ask you:  Having heard his explanations, you testified yesterday, I believe, that you still had a concern that there was a double escalation going on; can you explain that, perhaps, a little bit more fully?

MR. BOWMAN:  I can.  I would -- I think it would be easiest to do it with a document in front of us, which is one of Mr. Kennedy's documents, but we reproduced it at page 50 of our evidence, five-zero.  Now, as is immediately apparent reviewing these numbers, what this table is doing, these are the tables that Mr. Kennedy produced to show how he came up with his CDNS percentages.  And the key function of this table, at the top you will -- this is account 466, for what it matters.  It is just being used as a sample.  But, at the top, you will see a cost of removal estimate that says "0.1."  That is his estimate of the salvage costs from the traditional method.

And, at the bottom of the table, lower right-hand column, you will see 7 cents, but it's really 7 percent is what it's meant to represent.  That is a CDNS net salvage calculation.  So he's using this table to get from 10 percent to 7 percent as applying the CDNS.  The way that Mr. Kennedy does this, is he takes a column, he takes the original cost of the assets, a billion dollars in this account, broken out by their age and vintage; he calculates a net salvage requirement in future dollars based on that 10 percent ratio that he's already determined from a previous set of work, which is the cost of dollars of the day to remove these assets in the year in which you remove them.  So it's already a future value from the net salvage analysis that's done in his other report, in the main report, traditional net salvage.

MR. MONDROW:  And that's in the net salvage requirement column?

MR. BOWMAN:  That is in the net salvage requirement column, and, if you look at the bottom, you will see it is a hundred million dollars on a billion, so that's your 10 percent.  If we just look at the bottom row, for the most recent you will see that his table is assuming that we have $62 million worth of assets -- or his calculation, didn't calculate, his reports.  We have $62 million worth of assets that were installed in 2021 in this account, and so, as a result, 30 years in the future, 29½ years in the future, on average we will need $6.2 million in those dollars of the day to remove that.  That's the net salvage work that he did in his main report.

If we were doing a traditional net salvage, we would stop there, 10 percent; we'd just now seek to apply, collect that $6 million.  Instead, what he does is a number of columns, adjusted regional cost and adjusted net salvage rate, which do a mathematical calculation that Mr. Kennedy describes in words in his, in his early reports, but this is the first time we've seen them in calculations, and when you dig into them effectively multiply and divide by the same number.  So those two columns are of no further calculation value to this entire table.  The only number that matters in this table is one called "future salvage requirement."

We can jump directly from net salvage requirement to future salvage requirement by simply taking the value in the net salvage requirement column, $6.2 million in the example we gave, and inflating that by 2 percent a year for 29½ years.  Remember, $6.2 million was already a future value, and now we've added 29-and-a-half years of inflation on it to come up with $11 million.  Okay.

Now, that's what we say is the calculation error of the double inflation, the double counting.

But to finish and show how that goes through this table, Mr. Kennedy then takes that $11 million and discounts it back to today, so that he comes up with a value of what you need to work to accrue from rates today, over this period, is only $3.7 million, a present value of that future $11 million amount he calculates.  Which, as I noted, $11 million is too high.  But he present-values that back to the $3.7 million and then sums all that up and says, as a result of that, as long as you're putting aside 7 percent in net salvage on top of everything you depreciate, you will have the present value of the future cost of removal.

As I discussed yesterday, though, with the Schools' counsel, if you only set aside that 7 percent, you fail to deal with the fact that that 3.7 is only at present value.  It's got to grow over time.  It has to have the accretion component, and that is never built into here.

So, in effect, there is a methodological problem -- in that Mr. Kennedy uses a future value, discounts it, and fails to pick it up -- that is saved, in a way, by the double counting of the inflation problem; partially saved.  And, as a result, the key theoretical issue, the key conceptual issue in this calculation, which, you know, doesn't include the accretion, is saved by the fact that it has double inflation.

And his final number is actually not that far off.  We say it's actually low by somewhere between $3 and $14 million, depending if you're using ELG or ASL.  The only reason it's low by only that amount is because of the double inflation error.  And so that's why I said, for goodness' sake, don't correct the double inflation error and keep the rest of Mr. Kennedy's methodology, because then you will end up with net salvage accruals that are way too low.

MR. MONDROW:  Thank you very much.

MR. MAHMUDOV:  Sorry, if I just can add to it, because yesterday Mr. Kennedy mentioned as critical --


MR. MONDROW:  Just pull the microphone a bit closer.  There you go.

MR. MAHMUDOV:  Yesterday, Mr. Kennedy noted as critical, I think, two factors here.  And they are very important ones.  One was the average age of retirement.  If you look at this table, the one which shows 24 years.  Right?  23, 56, and then 24 years.  And then the adjusted original cost column there, because, in the methodology that was explained by Concentric, that's how they get to the same base, which he says is then stripped of inflation.  
So we're comparing apples to apples.  Right?

MR. MONDROW:  Right.

MR. MAHMUDOV:  But, as Mr. Bowman explained, or mentioned, you do not need the average age retirement number there, the 24 years, or you do not need the adjusted original cost column there, to get to the future salvage requirements and to get to that basically 7 percent that you see there.  We can fully skip that and get there.  Which means that, you know, those factors are not playing any roles.  They are not being, you know, helpful in getting rid of inflation.  Inflation is still there.

MR. MONDROW:  Right.  And you can skip those steps because the initial derived ratio, which is the cost of removal estimate, the 10 percent adjusted from the derivation, already embeds the inflation between the time an asset goes into service and the time that it's retired.

MR. MAHMUDOV:  And also the calculation that is done here.  So, first, it does that future inflation of that 10 percent that you see.

MR. MONDROW:  Yes.

MR. MAHMUDOV:  So that 10 percent, by 2021, becomes more like 18 percent, or something like that.  And then it discounts -- like, it divides it back.  It doesn't discount; it divides it back.  So, you know, it its applied twice in opposing directions.

MR. MONDROW:  Right.  Understood, thank you.

MR. BOWMAN:  I would just say that, if you go to Mr. Kennedy's words of what CDNS is supposed to do -- and, remember, his words were reviewed in some detail in 2013; his tables were never produced at that time, when this board adopted CDNS.  If you went to his words, what you would do to apply those words is you wouldn't start with this 10 percent.  You'd go back to the part where he did the depreciation in the salvage study and say, I want to look at each of those retirements and see what was the year of installation, what was the year of removal of the same asset, and how did those two compare on a inflation-free basis.

We don't do that.  And we don't do that, in part, because Enbridge doesn't have the data to say which removal coast applies to which asset, at which installation.  And I don't fault him for that.  That is really a complicated level of analysis.  They just know, in a given year, I retired this much in assets and, in a given year, I spent this much on removal.  Often, the amount spent on removal might relate to assets in a previous year.  Some of those assets might have no removal cost.

Which is why you get those -- I know Mr. Ladanyi was talking to Mr. Kennedy yesterday about his percentages.  That's why you get some of those crazy percentages.  Some years, you say I had a removal cost, but, if I look at how many assets did I move, it's actually a negative.  Because they didn't remove anything, but they did an adjustment which had a negative value.  So you get positive percentages, or negative -- like, the numbers go all over the place.

To actually do that type of work, you would need to track an asset from its installation cost to its removal cost, remove the inflation, and go ahead and do that type of inflation-free analysis.

Now, like I say, I don't fault Enbridge for being unable to do that.  I don't think that's -- I don't know of any utility who could, necessarily, do that, and a I think that's why there's a lot of merit to Mr. Madsen's recommendation saying let's go do a study about what it's actually going to take to remove these things.  You know, what is it going to look like?  How many of them are terminally retiring?  What are we actually going to have to spend?  What is the projection of what we're going have to spend compared to their installation value?  To come up with that future removal cost.

MR. MONDROW:  Thank you.  Let me just ask you, I think, given the time, one more question:  Mr. Kennedy also explained why the ELG procedure is conceptually akin to the generation arrangement procedure.  And I think he contrasts that that with the ALG procedure, which he posited is not conceptually aligned with the generation arrangement procedure.

You heard that evidence, and I wanted to ask you whether you were persuaded by that explanation or whether you agree with it or not.

MR. BOWMAN:  No, I don't agree with it, and neither does the textbook of Wolf and Fitch that Mr. Kennedy referred to a number of times.  I do have the excerpt.  I hate to read from a textbook on the stand, but it is chapter 7.  It notes that the terms "generation arrangement" and "vintage group" apply to the same thing.  That's what I've got, you know, so just so we understand.  And then it goes on to explain:
"The terms 'broad group depreciation' and 'vintage group depreciation' both imply use of average life procedures."

Which is exactly what we have been saying.  As a matter of fact, we went through the mathematics in an IR -- we were asked this question; I'm not sure Mr. Kennedy reviewed the response -- where they said, show us the math for the generation arrangement.  And we went into the Union study and we pulled out the remaining lives from the Union study, where they produced it last time, and we showed that the remaining lives that they used and the procedure they used were an average service life.  They did not use an ELG.

So, when you use a vintage group or a generational arrangement approach, you are not looking forward.  ELG and ASL are about looking forward at your group of assets and either slicing them or treating them as a group, as to how they will retire in the future.  So it makes these equal life groups out of a theoretical slice of the asset.

Vintage group is something entirely different.  Vintage group is about carving up your asset when you create your group, rather than creating a group of all the meters.  It create a group of out of the 1978 meters, and the 1979 meters, and the 1980 meters.  So it just create a lot groups, but, going forward, it can then either apply ELG or ASL to that group, and Union applied ASL.

And so, when you go through the calculations, and we to reproduce them in the IR, you end up with effectively the same results, within very close terms, to the ASL outcome when you apply Union's generation arrangement approach, or any other, because they applied an ASL approach going forward.

And I would just underline this by saying that Mr. Kennedy's own report provides a generation arrangement calculation in the final few pages, just to show it, and he compares it to ELG.  It is missing one component.  He shows that ELG and generation arrangement kind of come out to the same balance, except that his generation arrangement approach does not deal with the accrued surplus.

So, basically, his generation arrangement approach -- under the generation arrangement approach, there is more accumulated depreciation recorded today than it says you need.  That's what we call the accumulated surplus.  And, in any depreciation system, you have to deal with this balance.

And, in Mr. Kennedy's approach in this hearing, he says amortized over remaining life.  And he does that on his ELG calculations, and he does that on his ASL calculations.  He did not do them when he did his generation calculation.  And, if you only do that, you end up with effectively the same value as average service life.

MR. MONDROW:  So, Mr. Bowman, just to be clear, you said a minute ago that Union applied an ALG feature.  I had understood from the evidence that legacy Enbridge applied ASL and legacy -- sorry, ALG, and legacy Union applied generation arrangement.

Are you saying that legacy Union's actual methodology was also effectively an ALG or ASL methodology?  Or that both legacy utilities effectively used ALG or ASL?

MR. BOWMAN:  Right.  And I will say, perhaps to move the clarity of the record forward, generation arrangement is not an alternative to ELG or ASL.  Generation arrangement is how you organize your assets for the purposes of analysis.

You could do broad group, when you put them all together, or you can do vintage group, when you break them into their vintages. I just read you the excerpt from Wolf and Fitch, which says you can do either one, broad group or vintage group.

Having organized your assets into groups, then you need to analyze them going forward.  And you can do equal life group or you can do average service life or -- ASL or ELG.

MR. MONDROW:  Okay.

MR. BOWMAN:  So generation arrangement isn't necessarily an alternative to ELG or ASL.  But the people who use it will tend to apply it with an ASL methodology, as I read from the Wolf and Fitch piece.

MR. MONDROW:  And it is your understanding, that's what legacy Union did?

MR. BOWMAN:  Well, it is not only my understanding.  We went into and have an IR where we showed, off of that Union study that we have available, the critical signal.  They don't use the word "ASL", but the critical signal about which procedure you are using is what they report as the remaining life for a vintage.  Okay?

ELG -- for example, if you use a 15-year life, as we
-- it is like meters, a 15-year life.  If you look at an ASL procedure and you say I just installed some meters, what is their remaining life?  The answer is 15.

If you look at ELG and say I just installed some meters, what's their remaining life?  They say wait a minute, I have to break it into a whole bunch of different, potential future lives, add those all up, divide again.  And ELG will say, well your future life is 10 years.

And so you can look at that final column and say does it show 15 or does it show 10?  I am simplifying to 10.  You can actually get those numbers out of the textbook; they are reported in the appendices.

And if you go to the Union study and you look at that final column of remaining lives, they are ALG remaining lives.  And in that IR response, which I can dig up if you want, I even show that Mr. Kennedy uses those exact same remaining lives in his ELG and ASL study, and they are the ASL remaining lives that Mr. Kennedy uses in his studies.

MR. MONDROW:  I don't want you to take the time to dig that up.  That's okay.  We'll find it.

Thank you.  Thank you, Mr. Chair.  Those are my questions.

MS. DUFF:  I just have one question following from that.

You referenced at one point, you said that's why Madsen's study is a good idea to come up with that future removal cost.  Which particular aspect of his proposal were you referring to, there?

MR. BOWMAN:  I was referring to the study, the recommendation he made at pages 92 to 93 of his study, where he says let's look at the biggest 10 accounts.

MS. DUFF:  Yes.

MR. BOWMAN:  Let's see what's in the ground and what's it actually going to cost.

MS. DUFF:  Okay, thank you.  I just didn't want to assume that.

MR. MORAN:  Thank you, Commissioner Duff, and Mr. Mondrow.

I think Enbridge is up next.  Mr. O'Leary, I think you are ready.
Cross-Examination by Mr. O'Leary:


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

Gentlemen, good morning.  My name is Dennis O'Leary, and I am counsel for the Applicant, Enbridge Gas.  I would like to pick up a bit where Mr. Shepherd took you yesterday, and just explore that a little further.

Ms. Monforton, can you go to the Exhibit M1, which is the InterGroup report at page 7, please?  If you could just scroll down?

And this is the list of the various accounts that you have suggested a change to the various survivor curves. Is it fair to say that for all six accounts you have recommended an extension in the life for the asset in question?

MR. BOWMAN:  Not necessarily an extension over what exists today.  But in each case, it is longer than Mr. Kennedy had recommended in the current review.

MR. O'LEARY:  Okay.  Fair enough.  And I total the estimate using the higher number in each of these to be about $33.2 million.  Would you accept that, subject to check?  It is in your table; we are going to come to it in a second.

MR. BOWMAN:  Yes.  Actually, the estimate is higher than that.  You know, your --


MR. O'LEARY:  We are going to come to that, later.

MR. BOWMAN:  Okay.

MR. O'LEARY:  Don't jump ahead; we are still back in your report.

MR. BOWMAN:  Sorry, okay.

MR. O'LEARY:  Okay.

MR. BOWMAN:  If you -- we can go to the table, maybe, as --


MR. O'LEARY:  Well, no, I just -- that's fine.  But if you would go then, Ms. Monforton, over three pages then, to page 9, under "net salvage parameters"?

And under the net salvage parameters section, you deal with a number of accounts.  And you are suggesting they change the net salvage parameters that Mr. Kennedy was proposing.  Right?

MR. BOWMAN:  We also suggest a change to net salvage parameters that Mr. Kennedy was proposing, correct.

MR. O'LEARY:  Yes, okay.  And then, if you go over to page 11, Ms. Monforton?

This is the table that Mr. Shepherd actually took you to yesterday.  And I appreciate it is in your report and we are going to come to the update.  But I just want to understand what you thought was happening at the time.

So, first of all, the columns, the third column was "Estimated impact on Enbridge Gas's proposed depreciation for 2024."  So you are talking about the 2024 provision, not the 2021 study?

MR. BOWMAN:  Yes, that's correct.

MR. MAHMUDOV:  That's correct.

MR. O'LEARY:  Fair enough.  So we are comparing it just off the top, if you remember, to the $892 million, which is the number that is ultimately in the table I am going to take you to.  So, just as a reference, we are talking about the same thing?

MR. BOWMAN:  The entire table feeds off of that same set of estimates, the $892 million.  Yes.

MR. O'LEARY:  Okay, thank you.  So at the point that you put this together, you were calculating -- and I appreciate you say it's at a high level, but the change from an ELG to the ALG alone would result in about an $81 million reduction in the depreciation expense?

MR. BOWMAN:  Yes.

MR. O'LEARY:  All right.  And then the changes to the asset live parameters, I suggested to you it was $33 million.  And, admittedly, your range is $21 million to $33 million?

MR. BOWMAN:  It depends on whether you use the lower estimates, or the higher.  But yes, at that time, when we were considering the order of magnitude, we -- they summed up to $21 million to $30 million.

MR. O'LEARY:  Fair enough.  And then, in terms of the application of a higher discount rate using the CDNS, you estimated your impact would be something between $11 million and $22 million on the depreciation expense?  It would be a reduction of that amount?

MR. BOWMAN:  Only to the extent that one would use the higher discount rate.

MR. O'LEARY:  Understand.  So I think what you confirmed yesterday, at least using the methodology that Mr. Kennedy has employed, that if you use a higher discount rate, it actually reduces the amount you are recovering for net salvage.  Right?

MR. BOWMAN:  Under the approach Mr. Kennedy is proposing, if you use a higher discount rate, it dramatically reduces the accruals from the salvage; we didn't use that approach.

MR. O'LEARY:  Okay.  Thank you.  And then the various net salvage parameters which I referred to earlier in your report, the impact of those parameters, you estimated at $69 million?

MR. BOWMAN:  We did.  There is an information request where we noted there was an error in the calculation on one of those.

MR. O'LEARY:  Okay.  And, believe me, we are not going to get down to that level of detail; we are just trying to understand, directionally, where we are going here.

So, by my calculations, and I presume you would agree, that you would aggregate these numbers.  You are looking at a difference of around $190 million, give or take some of the ranges you have here.  Is that fair to say?

MR. BOWMAN:  Well, it's fair to say that if you sum them up, you might come to a number in that range.  As we noted, there are interactive effects, is the first thing I would say.  And the second thing is not all of these are necessarily being assumed to be adopted at the highest level.

There is the one error, which was significant, and the updated estimate we provide in the information request.

MR. O'LEARY:  Okay.  And perhaps, Ms. Monforton, could we go to that next?  It would be Exhibit N.M1.EGI-9.

And if you could go to table 2, this is your interrogatory response to a question asked by Enbridge Gas, and table 2.

MR. BOWMAN:  Yes.

MR. O'LEARY:  Again, I see from the third column that you are looking at the 2024 forecast.  So we are dealing with the 2024 provision?

MR. MAHMUDOV:  That's correct.

MR. O'LEARY:  Okay.  I just want to know which year we are dealing with, and we are comparing apples to apples.

And the fifth column is the ELG life depreciation rate at InterGroup's recommended curve.  So that's the percentage that you would apply using your recommended curves?

MR. MAHMUDOV:  Yes.  That's the live portion.

MR. O'LEARY:  Okay.  And then the depreciation expense impact that you have calculated, I total that number to be $73.4 million.  Will you take that, subject to check?

MR. MAHMUDOV:  And did you just sum them up?

MR. O'LEARY:  I did.

MR. MAHMUDOV:  That will not be correct because, if you see, like, for example, if you look at account 47521, there are two rows there.

MR. O'LEARY:  Oh, I see.

MR. MAHMUDOV:  So we're only --


MR. O'LEARY:  Okay.

MR. MAHMUDOV:  -- picking up on the right.

MR. O'LEARY:  I -- okay, so it's going to be less than that.  But is it fair to say what, excluding the accounts that are repeated twice there, that the number that is ultimately you arrive at is the figure that would be added to the difference between going from an ELG to an ALG?

MR. MAHMUDOV:  This is both ELGs, so I think, when you go to the ALG and then to the impacts, the impacts will be lower than what we see here.

MR. O'LEARY:  Okay, so I'm -- that may be, but then let's try this.  Let's go to the Enbridge compendium at K16.2, Ms. Monforton, if you go to table at page 4.  So, I've identified those, and admittedly we've layered onto your recommendations those of Mr. Madsen, but I have determined or pointed out that account -- the changes to 452, that's your recommended change?

MR. MAHMUDOV:  Yes, that's correct.

MR. O'LEARY:  And 456 and 457?

MR. MAHMUDOV:  Correct.

MR. BOWMAN:  I will just note for the record that, one of those, I believe we are no longer recommending a change because I think Enbridge changed their proposal basically to ours, so I think we're also measuring off a different baseline with these numbers.

MR. O'LEARY:  Fair enough, and that's absolutely correct, that there are a couple of changes to this.  But, just using this as a discussion point because we're not going to get down into the actual details and minutiae, but the recommendations on this page for accounts 456 and 457 were yours, subject to change with the update?

MR. MAHMUDOV:  Correct.

MR. O'LEARY:  And account 465?

MR. MAHMUDOV:  Yes, that's also correct.

MR. O'LEARY:  And 47521 and 47530?

MR. MAHMUDOV:  47530 here is using 70R2.  I believe that's Mr. Madsen's recommendation.

MR. O'LEARY:  I think there was a recommendation from you both on that, and the numbers we were given were the -- from the intervenors, and that was the one we were asked to quote on.  But you did -- your number might be a bit lower?

MR. MAHMUDOV:  It is a bit different, yes.

MR. O'LEARY:  Okay, but -- so let me understand, then, in the columns under average-life group.  If you could scroll up a bit, Angela?  I meant the other way.  If you could go down to the bottom, so the totals we have there are in the fourth column, the total of the column changes of 72,661,198.  That represents the change of going from ELG to ALG, correct?  And that number is relatively consistent to what you had calculated in your report?

MR. MAHMUDOV:  Yes.

MR. BOWMAN:  Yes.  As a matter of fact, we didn't calculate the number in our report; we quoted Enbridge's number.

MR. O'LEARY:  Yes, okay.  And then the next column are the changes that were recommended by yourselves and Mr. Madsen.  The next column aggregates the impact of those changes at 212 million.  And would you accept that that figure represents both the change to ALG and the impact of the change to the curves and the average lives?

MR. BOWMAN:  I don't believe that's correct.  I believe what this table is reporting is:  The aggregate of the proposed columns is where you sum the two to get 285, not 212.

MR. O'LEARY:  You're right.  I misspoke.  The 212 is just the impact alone of the change to the survivor curves, to the Iowa curves and the average service lives?

MR. BOWMAN:  Well, I'll say it's, you know, it's not our number.  It's not -- our summation here is not far off our number in terms of order of magnitude, but if -- yes, 212 appears to be the sum of the column --


MR. O'LEARY:  Okay.

MR. BOWMAN:  -- of which approximately 70 are related to accounts that we made recommendations, although this doesn't precisely reflect our recommendations.

MR. O'LEARY:  Not precisely, but in an order of magnitude it does.  By my math, the changes to -- that you've recommended by this table, as a result of your recommendations in terms of the change in average service life and the Iowa curve, total about $102 million.  Would that be about right?

MR. BOWMAN:  I think, you know, we have an undertaking to produce this calculation.  As I think it is clear, our retainer is provided in the IR response.  We were not necessarily retained to do a full study; we were retained to look at the recommendation Mr. Kennedy made, determine the reasonableness of them, provide an alternative view where we considered his proposal to be unreasonable, and, in the final stages, we gave a line-by-line estimate of the order-of-magnitude impacts.  So we haven't done those numbers yet.  We haven't done that work.  I would encourage you to give us a chance to do that work.  But, by Mr. Kennedy's math, the life changes are approximately 70 million.

MR. O'LEARY:  All right.  But you will agree that we did prepare and forward this table to you a number of days ago, and I asked that you review the calculations to confirm that they are fairly accurate?

MR. BOWMAN:  The order-of-magnitude impacts are similar to what we had previously calculated, so we didn't go further than that.

MR. O'LEARY:  Okay, fair enough.  Then, would you accept, subject to check, that the total changes due to your recommendations in average service lives and Iowa curves total about $102 million?

MR. BOWMAN:  I'm not sure we are coming up with $100 million.  I think we just went through the column and highlighted the six that were us, and they summed to approximately 70 million.

MR. O'LEARY:  All right, 70 million, and is that what would then be added to the 72 million for the change to ALG?

MR. BOWMAN:  Mr. Kennedy's calculations here are purported to be an ALG-based calculation.  I don't know that he's done them as a dollar impact from ALG to ALG, but we'll be dealing with that in our undertaking.  But, given that the ELG estimate we prepared was around 70 million, I would expect the ALG to be a little bit smaller.  But, again, these are a mix of ours and Mr. Madsen's recommendations on some accounts.  So, as I said, we were asked in terms of order of magnitude.  We gave order of magnitude.  I think this is a pretty similar order of magnitude.

MR. O'LEARY:  Thank you.  And if we could then -- the last column is the impact of applying a weighted-average cost of capital of 6.03 percent, and that's the impact there.  And would you agree with me that -- and, yes, I think you already have -- that it would not be prudent for the depreciation expense to under-recover the actual costs of site removal, removal costs and adding to the accrued balance for site restoration costs?

MR. BOWMAN:  Yes, absolutely.  As a matter of fact, I think that, if there's one piece of, I'll say, evolution in our recommendations, it is on that matter.  We were already concerned that the CDNS approach as applied by Mr. Kennedy's calculations undercollects the future net salvage for a given set of estimates.  I think anybody layering transitioning issues on top of that should be very concerned about the potential for undercollection of future net salvage.  I would suggest that, you know, some of our criticisms of the way that Mr. Kennedy estimated the future net salvage -- as I said, we would support Mr. Madsen's recommendation on getting that updated, but, once you've got a future estimate, I think, I think I find it quite inconsistent that Enbridge would look to adopt a, you know, I'll say, lesser-used procedure, such as ELG, which increases your depreciation expense with an eye to transition, purportedly, while at the same time using an almost unheard of CDNS approach, which has theoretical foundation, but which lowers the accrual and which, with a discount and a consideration of the discount, a calculation which might even actually further lower that accrual.

So I'm a hundred percent behind you that, at this point in time, I would be very concerned about any net salvage approach to accrual, which is pushing a problem into the future.

MR. O'LEARY:  So we're all in agreement, then, that whatever net salvage methodology is adopted, it has to be sufficient to recover the annual removal cost and add appropriately to the site restoration accrual?

MR. BOWMAN:  I think that's a reasonable conclusion.  I want to suggest that, you know, the annual removal cost in any given year could bounce up and down.  I notice that it's estimated around $60 million, but you could have a year where it's very high.  And it is possible that, in a year, you have a net withdrawal, effectively, from the site restoration because you have a major project.  But, overall, given everything that this utility is facing -- and when I re‑read the decision from 2013, I think the facts and the context for this utility are very different.  At that time, the talk was of a growing utility that had lots of time to put aside net salvage to deal with these things in the future.  I don't sense that spirit in the room today.

MR. O'LEARY:  All right.  So you did have a chance to look at the decision of the Board in EB-2012-0459, which was sent last night, which you just referred to.  Are you aware that, in that decision, the net salvage report was filed by Mr. Kennedy?

MR. BOWMAN:  Oh, I'm very aware the report was filed.  I had reviewed it in some detail when we prepared our evidence, looking at the report plus the IRs.

I found it troubling that none of these calculations we talk about to come up with applying his CDNS methodology appears to have been filed, and certainly weren't tested by any other experts, but I spent a considerable amount of time in his report trying to find where I could actually see whether he was using the same calculations as he is using today.

MR. O'LEARY:  But his language in that report and his description of how the CDNS methodology worked was the same as what he said here?

MR. BOWMAN:  The language is absolutely the same.  I agree with that.

MR. O'LEARY:  Thank you.  And you'll accept that the OEB approved the CDNS methodology proposed by Mr. Kennedy in that pleading?

MR. BOWMAN:  I will.  I know there was an active debate and, like I said, there was no other expert evidence at the time, but the Board approved that concept, absolutely, in that order.  And, as I note, the text speaks for itself about the context at the time.

MR. O'LEARY:  Are you aware that that CDNS methodology has been applied by EGD since then?

MR. BOWMAN:  Yes.

MR. O'LEARY:  All right.  And would you accept, subject to check, that the discount rate that has been used over that time is 3.095 percent?

MR. BOWMAN:  I will accept it, subject to check.  I have no reason to doubt it.

MR. O'LEARY:  Thank you.  Well, if necessary, we did forward to your counsel a copy of the Gannett Fleming -- that's where Mr. Kennedy was at the time -- compliance letter confirming that that was the ultimate discount rate that was used.

Ms. Monforton, can you now go to Exhibit I.4.5.IGUA-13.  This is an interrogatory from IGUA asking the company to split out the net salvage figures recoveries over the years.  Go to the next page, please, to table 1.  Just blow that up a little bit.

So we have, on the left-hand side, the recoveries by EGD; in the middle, the Union; and the then the amalgamated utility.  And you will see, for 2014, that there's a reference to a clearance adjustment.  That was something that came up that I'm sure you noticed in the 2014 decision.  So the traditional method was found to be over-recovering at the time?

MR. BOWMAN:  Yes.

MR. O'LEARY:  Okay.  And then you've already accepted that the CDNS method was applied by Enbridge in the years subsequent to that decision.  If I look at the years of the amalgamated utility, at 2019, you will see the costs of removals in that year were $51.2 and, in 2022, they are $64.6.  And it has fluctuated, as you noted, but it is your recommendation that the depreciation expense recover the forecast cost of removal?

MR. BOWMAN:  As I said, yes, in the sense that, over time, you would expect anybody doing salvage accrual during the life of an asset to be building up a balance, at least until sort of the final days of the utility, if you like, the death period.  And so building up a balance means that the accrual should be larger than what's spent in most years.

MR. O'LEARY:  We're coming to that, Mr. Bowman.  I am just looking at the cost of removal column.  The opening balance each year shows the actual recoveries.  The closing balance shows the remainder.

MR. BOWMAN:  Yes.

MR. O'LEARY:  Which is the adjustment after deducting the cost of removals.

Would you agree with me that the CDNS methodology that Mr. Kennedy proposed, and this Board approved, has resulted in an increase in the accrual balance in each year?

MR. BOWMAN:  I don't know what has been applied with respect to how the Union component was built into this, so I'm not sure if this is all CDNS, but I have no problem agreeing that, obviously, the account has been growing and the application of the various approaches that have been put there, and I think even before the Union account, was growing.  So I don't sit here having a major concern about the fact that there has been an under-accrual of net salvage.

MR. O'LEARY:  So the CDNS methodology appears to be working, leaving aside the question of whether or not you've got the appropriate numbers for estimates of the future cost to remove, but it is at least directionally doing the thing it's supposed to do, which is to ultimately add to the accrual for those future costs.

MR. BOWMAN:  The level of net salvage accruals that is occurring today is doing what it's supposed to do directionally.  You know, I would want to see the path to when that spending will occur and whether it will yield that going into the future.  In other words, the question is: Over those four years, is growth from $1.423 billion to $1.615 billion really enough?  That would be the question to assess.   But, at this point, the level of accrual is definitely growing the balance, which is the thing that I would expect, given the situation in this utility.

MR. O'LEARY:  Thank you.  Let me change the topic a bit and look at something a little more exciting.  Let's turn to account 474, regulators.  And I know yesterday, in your direct examination, you did not express an opinion on that, so perhaps I could ask the questions hypothetically.

As I believe you are aware, the regulators at Union were included in account 474 and it had an average service life of 20 years, I think.  And Enbridge, as was permitted under the rules, Enbridge Gas Distribution had included the regulators in account 473.01, which relates to services which are metal.  Right?

MR. BOWMAN:  Yes.

MR. O'LEARY:  Okay.  And with the harmonization.  I trust you would agree it makes sense to consider combining assets of the same nature into the same account?

MR. BOWMAN:  Yes.

MR. O'LEARY:  All right.  And Concentric has proposed that the Enbridge regulators be put into account 474, which has the shorter service life.  And I know you didn't express an opinion yesterday, but you'll acknowledge that Union had an approved average service life of 20 years from an earlier decision, so that must mean there was evidence that the actual service life of the regulators was 20 years.

MR. BOWMAN:  I'll accept that.  I had spent some time in the Union -- at least the draft study, the last one that we have with their data, to check how well these accounts were keeping up, or whether they were thinking that they needed to make a change.  I did not do that for this account.  But, yes, obviously at some point they had evidence to suggest that a 20-year amortization of their regulators was reasonable.

MR. O'LEARY:  All right.  And Mr. Kennedy has proposed adding five years to that average life, so that you would have a 25-year amortization.  Right?

MR. BOWMAN:  Right.

MR. O'LEARY:  All right.  And Mr. Madsen has, instead, suggested that all of the regulators should be continued in account 473.01, and he has proposed a 50-year average life for that.

First of all, is it your view that assets that don't belong in an account that has lives which are not relevant to it is an appropriate recommendation?

MR. BOWMAN:  No.

MR. O'LEARY:  Right.  So, I know you haven't looked at it sufficiently, but would you accept that, at least hypothetically, if you are going to move the regulators into account 474, the average service lives should equal that of a regulator and not of a metal service?

MR. BOWMAN:  Yes, although if you will allow me a moment to add a sort of caveat to that:  When I looked at the Union study from 2016, they used a 20-square curve, which means that we are not even thinking about dispersion; it is every regulator is amortized over 20 years.  And they had about $76 million worth of regulators in that account.

When you combine this new account, it adds $172 million from Union to $315 million from EGI, so you end up creating about a half-a-billion-dollar account.  So it is a very substantial set of assets --


MR. O'LEARY:  Yes.

MR. BOWMAN:  -- and I think we need to think carefully about how we deal with them.

Having said that, the biggest problem with -- and I think it's a sensible change to think about these assets becoming grouped together, like assets should be with like.  And I think it's, in general, if you have the opportunity to have an account separate for a set of assets, rather than merge them with other types of assets, that's also good.  So I think, in general, I had -- I wouldn't take any issue with what Enbridge has proposed.

I think the problem that you run into is that on a go-forward basis, I have no reason to take issue with the 25-square curve recommended by Concentric.  I think that's probably reasonable.

But when you have these depreciation studies, where you are changing the life of an asset, what you will end up with is potentially these significant balances from what was applied in the past.  And especially, when you are shortening, you don't only end up with this deficit.  It is like we -- you effectively say not only do we think they're 25 going forward, but we are going to recalculate it because we should have done 25 all along.  And so now we've got this huge shortfall, and we've got to collect it.

And not only do we have to collect, we have to collect it over a much, much shorter life, because we just shortened these things to 25 years.  And those three factors, increasing -- or decreasing the life so that, in other words, increasing the rate, growing the shortfall, and then compressing the period over which you recover that shortfall, just compounds to a massive impact.  So that, on a -- you know, as I said, it's half-a-billion dollars.  It is not a giant account, but it is a reasonably substantial account.

But the impact of cleaning up that old balance ends up being a huge part of the cost impact of doing this, and it is trying to clean up that old balance on this shorter life.

And, as I said, I didn't take an opinion on Mr. Madsen's recommendation because I hadn't had a chance to dig into it.  But I do think that it is possible this account may merit some transition provisions that, you know, if you want to apply 25 going forward, that's fine.  But let's think about what we do about this old, I will call it Enbridge -- I don't want to say "mess", but it's almost what the study assumes, is we have got a mess.

MR. O'LEARY:  All right.  But you do appreciate that Mr. Kennedy dealt with that under-recovery as a result of the movement of the regulators into account 474 in his report?

MR. BOWMAN:  Well, by moving the regulators into account 474 in his report, he ends up effectively, just through the math of his study -- I would understand, and again I may not have been fully into this, you know, I had not been fully into this account -- the math of his study would be calculating a shortfall, I believe; I am happy to look it up, if you give me a moment, but a shortfall, which would be being amortized over this shorter period.

And so if there were an opportunity to say, no, no -- in other words, let's -- maybe we need to create a 474.1 for new regulators, and then let's be thoughtful about what we do about these old balances for, maybe, the old regulators, something of that nature.

MR. O'LEARY:  All right, thank you.  Let me move on to the issue of energy transition.

We heard your responses yesterday to Mr. Shepherd, and your views again today.  But we have heard and we have read in the various reports that depreciation experts exercise professional judgment.  They certainly look at the data, they speak to the company's managers.

But at the end of the day, when they look at the various data that is generated, you often find a range of average useful lives for particular assets, let's say 40 and 50 years?

MR. BOWMAN:  Yes.  You can find different estimates of the average useful lives.  Yes.

MR. O'LEARY:  All right.  And when you exercise that professional judgment, is it not appropriate for the depreciation expert to take into account all relevant circumstances for the purposes of making their recommendations?

MR. BOWMAN:  Absolutely, and I would comment:  My reflection on some of the cross-examine that has gone on is, I will say, an appearance of a bit of a binary, if you like, that, well, all these depreciation experts are backward looking, they are considering data and they are -- you know, and that is different than the forward-looking people who are considering the transition.  And I think that's a fallacious binary choice.

My review of the evidence on the depreciation in this hearing is all three of the people dealing with depreciation have included not just backward-looking data on the performance of the assets.

They have also included forward-looking considerations on the company's expectations about how the assets will perform, and where there are known factors or estimates that are available, you know, reasonable certainty output, reasonable ability to try an estimate for transition-related pieces.  That has been, I will say, included in the considerations.  And I think that's true in all of the reports.

We may differ on which of the transition concepts passed the threshold of having a reasonable pathway and a reasonable ability to quantify or to make an estimate about how something will occur, and how much of that should be included.  But I don't see any sign that anybody here is sort of just ignoring the idea that these assets may have a transition in the future to a different role.  I just think we are maybe on some different ground as to how well you can quantify that.

Now, having said that, that's all about what's in that depreciation box.  That's not saying that this Board doesn't need to wrestle with and consider what it is really doing with the transition topic and whether it -- you know, maybe some of these concerns and considerations aren't at the level of quantifying something in the depreciation study, but they are at the level where the Board would want to do something that is extra.

It maybe admittedly have some rough estimation or -- I hesitate to use the word, but almost an arbitrary directional signalling component, and it may want to do that within the accruals that this Board may want to consider.

But I think it's important to just distinguish --


MR. O'LEARY:  Mr. Bowman, can I restate what I think your long answer is saying --


MR. BOWMAN:  Yeah.

MR. O'LEARY:  -- that a depreciation professional will look at all the circumstances, and currently energy transition is one of those circumstances.  So if you have an asset and you have a choice between a life of 40 or 50 years, perhaps that depreciation professional should consider recommending the lower end of the range to reflect the uncertainties going forward?  Isn't that something that they would and should do?

MR. BOWMAN:  Well, it's not just life of 40 versus 50.  It is where is this complement of assets at, in its life curve.  I can give you the example of meters.  Meters the most impacted account in regard to Mr. Kennedy's proposals of a short life and using ELG.  ELG impacts meters more than any other account.

The meters are being amortized over 15 years and have an average remaining life of six years.  I would not put existing meters in the category, the existing meters, in a category of something where I have a significant transition concern.

The churn on meters and the depreciation parameters on meters are more than able to be dealt with in the horizons that are there.

MR. O'LEARY:  But there are, there are --


MR. BOWMAN:  I think it needs a little more than just life estimate.

MR. O'LEARY:  Sorry, we have only got so much time.  There are assets where it would be appropriate to exercise that professional judgment.  Correct?

MR. BOWMAN:  Yes.

MR. O'LEARY:  But you admitted to Mr. Shepherd yesterday you did not do that.

MR. BOWMAN:  That is not what I said.  I said that there were -- and, in fact, I specifically addressed in my direct, too, there were accounts like services where Mr. Madsen made some estimates.  And I said we didn't focus necessarily on services because services are probably the types of accounts that will most be impacted in terms of interim retirement by the type of transition components or the transition effects that have been talked about.

Meters already seems fine; it's churning fast enough.  Services, I would have a concern if someone -- if we were doing too much on extending services.  Our focus is on the mains.  And the mains is where the lives are -- the actual physical performance, it probably is of more of a dominating factor going forward, than transition.

MR. O'LEARY:  Thanks.  Well, we will rely on the record from yesterday.

One final area, and that is you indicated that you read the evidence of Dr. Hopkins.  Did you look at all at attachment 3 to Dr. Hopkins' report, which is the survey of the eight US jurisdictions that was undertaken there, one of which -- actually his firm -- provided the analysis?

MR. BOWMAN:  That was not where my focus was; I skimmed it, but I did not spend a lot of time in attachment 3.

MR. O'LEARY:  Okay.  Would you accept it, subject to check, that in a number of those jurisdictions, California and Maryland, the various tools that those regulators are considering include accelerated depreciation, something more than business as usual?

MR. BOWMAN:  I read that that is something the regulators are considering.  I accept that, and I have no reason to doubt that.  I've certainly heard the depreciation conferences and the like that these topics are being raised.  I have not generally heard that any utility has significantly or got approved to make it over the hurdle to say that they are going to do something novel on that front.

MR. O'LEARY:  And, in your report, I believe you refer to the ELG methodology as aggressive, and I think yesterday you confirmed that it tends to recover more up front than the ALG methodology?

MR. BOWMAN:  Yes, and particularly on the youngest component of assets, which is why I noted that ELG is effectively hammering meters much more than it's hammering other assets, where I would have much more of a transition concern because the meters are relatively new.

MR. O'LEARY:  Could we substitute the word "accelerated" for your use of the word "aggressive"?

MR. BOWMAN:  No.  No, I don't think that's correct.  Mathematically, but, if that's the case, anything that throws money at the accumulated depreciation account would be, could be considered accelerated.  I think ELG is not attempting to accelerate anything; it is still attempting to allocate the cost of assets over the years in which that asset is in service.  It just thinks about measuring those years in a more granular manner.  It has no accelerated component to it whatsoever except to the extent that it's, like I said, throwing dollars at a cumulative depreciation account.  If the Board sees a need to do that, I thank it would be better to do that more directly rather than through something like ELG.

MR. O'LEARY:  Thank you, Mr. Bowman.  Those are our questions.

MR. MORAN:  Thank you, Mr. O'Leary.  We are going to take a break for 15 minutes.  We'll resume at 5 after 11:00.
--- Recess taken at 10:49 a.m.
--- On resuming at 11:07 a.m.

MR. MORAN:  All right.  We're ready to proceed with Panel questions.  Commissioner Duff.
Questions by the Board:


MS. DUFF:  Thank you.  I just had a few questions.

In your cross-examination with Mr. Poch this morning, you were referring to an account, I believe it was 466; it's not important, but if you wanted to bring it up.  It was the one that had the billion dollars of assets, and you were saying that the net salvage requirement was $100 million.  I think the cross-examination was more about the columns and the meaning behind it, but there was something that you said in reference to that that I wanted to explore a little further with you.

You were talking about the differentiation between the assets that are already there and yet also assets to be added.  Now, this category, I believe it's transmission.  Is it compressor equipment?  Is that correct?

MR. BOWMAN:  That's correct.

MS. DUFF:  And it is important, I take it, that you identify it like:  This is the particular asset.  These are the ages of the assets that are currently in use.  And, if you could explore and explain to me a little bit more your comments about how they had to deal with these very old assets and that there was going to be -- so the depreciation method was going to take care of those assets first, and then you also had new assets to be purchased in the future.  You were talking about how, within five years, half of the asset could be relatively new.

Were you just saying that generally or were you talking specifically about account 466?  That's what I couldn't really figure out.

MR. BOWMAN:  Well...

MR. MORAN:  Did you want to turn up that account?  Would that help?

MR. BOWMAN:  I don't know that I need it to answer the question.

MS. DUFF:  Oh, good.

MR. BOWMAN:  I don't remember that the two things you reference came in the same response and, if so, it might have been wider-ranging than I recall, but I can deal with the second one, I think.

MS. DUFF:  Okay.  And I may have confused and you, and I didn't mean to.  I was just to draw a reference to the conversation in case that prompted, but I was more interested in the actual age of the assets and how that influences your recommendations for it.

MR. BOWMAN:  Well, yes, and particularly in light of what we were talking about for the questions on transition.

So, if we're talking about, you know -- first, to address a piece that I believe you commented on that you weren't sure if what I was saying was just a hypothetical.

MS. DUFF:  Yes.

MR. BOWMAN:  But, in terms of the full complement of the company -- and, remember, the transition, we're just using high-level numbers here to deal with it all -- there is about $16 billion of net assets in service today; today being 2021, the year of the study.  All of us depreciation people live in a final year-end when the study was done, not necessarily 2024, of a test year.  But there was about $16 billion in assets.  We are, you know, we're working with depreciation estimates.  They are somewhere around, let's say, $800 million a year; $700 or $800, that type of range.  So, you know, over the next five or six years, that asset base is going to be paid down $4 or $5 billion by that depreciation, so we're down to something like $11 billion of assets remaining from that things that in the ground today, or were in the ground in 2021.

In that same period, the utility is investing around $1.5 billion a year in new assets.  So, in the next five, six years, we're going to see another $8 or so billion of assets added.  And I'm saying, by the time you get to the next study, under that type of premise, most of what you'll be dealing with, or half of what you'll be dealing with, will be things that were very recently installed.

So a depreciation study that is starting with this set of assets in the ground is, like, I wanted to address the idea that somehow, you know, a transition is coming and we've got a mess because we've got all of these assets that we've got to deal with, and some of them are not going to get depreciated.  And it's, like, well actually, the assets in the ground today are on pace to be depreciated over the next 20 years, or something of that nature; the distribution size is less than 20 years.

There is going to be some churn in that, but it's not, I think, a significant part if you are sitting to deal with the transition question, is:  What's happening to all of this ongoing investment?  That's the stuff that's going to be much, much harder to deal with.  The older stuff, I think the bigger issue is:  Have we done enough to make sure that we have the site restoration provisions to clean it up, or to do whatever?

But just to go with, you know, you mentioned numbers and you weren't sure if they were just made up.  But, no, that's where those numbers are coming from.

MS. DUFF:  Yes.  I was wondering if your comments were specific to account 466 or was it more in general?

MR. BOWMAN:  The rest of that was not.

MS. DUFF:  You're saying it's in general.

MR. BOWMAN:  It's in general.

MS. DUFF:  And the statement that, in five years, half the assets will be new, well, that's a different perspective when I think now of the amortization period that I'm going to have, or the depreciation period that I'm going to have.  I'm not looking at, oh, shorter is better.  Is that what you're saying?  I now look at those assets and determine the appropriate life for those assets, assuming half of them are new.

MR. BOWMAN:  Right.  And I think that may go to some of the questions that were about, you know, if you're really sitting down to talk about transition and the pressure that's on that, what are we doing about the levels of ongoing investment to make sure that we're not sort of growing a rate base that is causing, you know, if we're really worried about recovery and stranded assets -- are stranded assets going to be the stuff we're building now, not the stuff that exists today, I guess, is the -- that's where some of that comment was coming from.

MS. DUFF:  Okay.  And another conversation that you were having with Mr. Poch was regarding:  Where does depreciation fit as a concern within energy transition?  And I want to make sure I understand your answer.  Shorter is better.  I mean, longer is better.  Sorry, I misspoke.  Affordability.  There are some things that were coming through in the previous testimony that, somehow, a longer service life would have less of a rate impact on customers.

I'm just wondering, as a Commissioner making a decision on depreciation, should I be considering affordability when I'm making my depreciation decisions and considering the differing expert testimony?

MR. BOWMAN:  I think, you know, as a commissioner, you face, I'll say, a very difficult decision in this case, but I would be troubled by the record about how one balances, you know, affordability and just and reasonable rates for the assets in the ground providing service, and the year in question, and all of the normal types of regulatory considerations -- which is what we were dealing with particularly, with depreciation -- with this question of transition and who is going to pay for it, and, particularly, transition related to, as I noted, mathematically, the ongoing level of spending.

That is what is sort of driving the balances, I will say, that will prove to be the difficulty for future stranded risk and the like.

The assets in Mr. Kennedy's study are, I'll say, some of them were transmission, and I understand that's not as big a concern.  You know, there is some question about some of the plastic pipes, or plastic services.  We can get into some detail on some of those accounts.  But, overall, if you're looking to set a rate that's just and reasonable because it reflect the $16 billion of investment that's there, and the service and the lives that those assets are providing in a given test year, I think you've got the depreciation evidence in front of you and you'll be somewhere in the ranges that we're talking about.

But I think -- I assume that your consideration of just and reasonable rates also has to deal with this question of not necessarily leaving a mess.  And so that's where this gets trickier, and I'm not sure that the estimates, or the math, or the procedures you will see in this depreciation study are getting anywhere near addressing that big a problem.  And I can't comment on the extent to which you have the record before you to be able to wrestle with that today.

MS. DUFF:  That's fine.  There is one other question I have and it's regarding your support, if I can use that word, of Mr. Madsen's suggestion for the study of the 10 asset classes.  And I want to make sure I understand the objectives from your perspective, and what it would provide, perhaps, a future panel.

You started by -- why don't I just ask you that?

MR. BOWMAN:  Sure.

MS. DUFF:  What are we missing today that that study is going to provide for us?  Is there a magic 10?  How would those 10 be selected?  Those are the types of questions I have.

MR. BOWMAN:  Ten was Mr. Madsen's way of saying look at the big stuff rather than the stuff that doesn't matter; it was the 10 biggest.

Maybe if someone went through and refined this a bit they might say, well, there is actually a small one here I am really concerned about, and you would add that.  But in general, I think it was 10 because, in this type of utility, the biggest 10 represent the vast majority of the assets, and certainly those that have significant net salvage expectations.

The bigger thing that is provided by that is, you know, both Mr. Madsen and I, I think are well aware that the record that is used by Mr. Kennedy or anyone doing an estimate, to come up with salvage estimates is weak.  And it's weak for a lot of reasons.

It's weak, number one, because almost universally in the utility industry, tracking the costs of removal and net salvage have been traditionally quite difficult and quite poor.

So, looking back to data, you may find that companies are doing a better job of that in the last five or six years.  But if you actually want a decent sample set of what it costs to take stuff out, there is not a lot of data.

MS. DUFF:  And I understood you were comparing.  You said, I know what the cost was of that asset.  You are then identifying when is it removed, how much did that asset cost when it was removed; it is that association.  It associates it with individual assets; am I correct, in that?

MR. BOWMAN:  It ought to do that, but the records, even on the records where we have an estimate of what it costs to remove things -- so the first problem is if you go back more than five or 10 years for most utilities, you don't have very much of a record of what it cost.

The second is if you look at the last five or 10 years, you may have a record of what they have been spending, but it is not always well tracked or easily reported against which asset was removed and what did that originally cost.  So this idea of the ratio breaks down, if you can't actually identify which denominator goes with which numerator.

Mr. Kennedy sort of simplifies that, and I don't fault him for this, by saying well if I look at a long enough period, then hopefully they line up.  But that is a really weak way to do it, when you are thinking about this as a very significant cost item.

The third is that when we are talking about something Like, say, some of the examples of -- that the chair was discussing about, you know, pipes that are actually abandoned because they are not needed anymore; a neighbourhood, sort of, is done with the service.  The cost for removal may look very different than what we would consider for the cost of removal for an interim replacement.

So if we have a failing metal pipe, we go in there, dig up the metal pipe, all those costs of digging, all of those costs of removing the metal pipe, put in the plastic pipe and, you know, cover it back over.  And then the accountants will sit there and sort of try to break out how much was spent; it was one job, but they will try to allocate it to the two different parts, the removal versus the new one.

That can be very different costs than if you are actually just abandoning a system, which often, especially with pipe, they can be left in situ, or they can be, you know -- where you don't necessarily have to go in all and do all the same digging up to do it.

But, on the other hand, if you do have to do it, that cost of digging up might be the same, but you don't have the new asset to allocate part of the cost against.  So it could be higher for some of them.

MS. DUFF:  How long do you have to do the study for, though, to get that data?

MR. BOWMAN:  It wouldn't be a study about experience.  It would be a study about, you know, people sitting down and saying, well, digging costs this much, and here is how much pipe, and here is how I would do it.  I would cap that.  You know, if I have these type of mains, I will keep cap them and just leave them in place.  If I have this type, I will be digging them up and removing them.  Here's how much digging costs, here is how much crews cost, like, actually doing a job estimate rather than just a ratio on past data.

MS. DUFF:  Okay.  And your review, you are intimately familiar with Enbridge's depreciation data.  If I were to ask you to identify 10 accounts, could you do that?

MR. BOWMAN:  Well, I --


MS. DUFF:  Or is that an arbitrary thing for you to do?  I don't want to ask you something --


MR. BOWMAN:  I don't think it's arbitrary.  I think I could probably -- you, you know, in light of what we are talking about here, I don't think it would be hard at all.  You know, there is only -- like I said, there is only a subset of accounts that we talk about salvage to start with.

You know, they have 45 accounts and some of them are computers and some of them are other things that don't even deal with this topic.  So right now, salvage is only applied to a subset of those accounts.  And a bunch of those are, you know, five or 10 percent.  They are fairly small.

So I don't think it's difficult to think about, you know, which accounts they would study it on.  But I think if somebody was to, you know, put it direct to the utility, saying, you know, look at the biggest accounts in terms of balance, or the biggest accounts in terms of expected future cost or liability and, you know, give us, you know -- pick a number that seems reasonable, but that represents a significant part of your future obligation and give us a study, I think that, you know -- I think a well-meaning attempt by the company would be able to sort that out.  I don't think we would have a lot of debate.

MS. DUFF:  Okay.  Then I am going to ask you to do that.

MR. BOWMAN:  Okay.

MS. DUFF:  Thank you, very much.

MR. BOWMAN:  Give you a list, the list?

MS. DUFF:  Well, not right now.

MR. BOWMAN:  Okay, okay.

MS. DUFF:  Sorry.

MR. BOWMAN:  But you would like that as an undertaking?

MS. DUFF:  Yes.  And if you want to prioritize it in any way, please feel free to do that.

MR. BOWMAN:  Okay.

MS. DUFF:  There is no magic number of 10, I don't think; I think it was a round number.

Thank you, those are my questions.

MR. RICHLER:  Commissioner Duff, we can record that as Undertaking J18.1, to come up with a list of 10 accounts to be included in this study.
UNDERTAKING J18.1:  TO FORMULATE A LIST OF 10 ASSET ACCOUNTS TO BE INCLUDED IN THIS STUDY.


MR. MORAN:  Thank you, Commissioner Duff.  Deputy Chief Commissioner Elsayed.

MR. ELSAYED:  I have no questions.  Thank you.

MR. MORAN:  And I also have no questions.  Mr. Richler, do you have redirect?

MR. RICHLER:  No, Commissioner Moran, I do not.

MR. MORAN:  Okay.  So that takes us to the end of this panel.  We would like to thank both of you for providing your assistance in sorting out the issues that we have to decide on.  So you are excused now.  Thank you.

We will take a break to set up for the next panel.  Staff will let us know when we are ready to go again.
--- Recess taken at 11:24 a.m.
--- On resuming at

MR. MORAN:  We're ready to proceed with panel 17, presented by IGUA.

MR. MONDROW:  Thank you very much, Sir, and Mr. Madsen has the pleasure of taking us home, as it were, pretty well, subject to closing statements, obviously.

I'm pleased to introduce to you Mr. Dustin Madsen of Emrydia Consulting.  Mr. Madsen is president of Emrydia Consulting Corporation, which consults in the electric, gas, and water utility industry in North America, engaged by IGUA in this proceeding to evaluate Enbridge Gas Inc.'s proposed depreciation policy and provisions.

Mr. Madsen's evidence has been filed as Exhibit M5.  His CV is included at PDF pages 95 to 98 of that exhibit.  His signed OEB Form A, Acknowledgment of Expert's Duty, is included at PDF page 101 of that exhibit, and his interrogatory responses in this process have been designated as Exhibit N.M5.

As has been the practice, Sir, of course I circulated a note to all parties in the proceeding, outlining Mr. Madsen's qualifications as contained in those materials that I just spoke of and asked if anyone had objection or concerns about our request that you qualify Mr. Madsen as an expert in the area of depreciation, including net salvage provisions, for the purposes of his evidence in this process, and there were no objections.

And so, in light of that, following offering of the oath to Mr. Madsen I would just very, very briefly ask him to adopt his evidence, outline his qualifications at the level I just did, essentially, and then we have a brief direct examination.  He has a few things he'd like to say in response to the evidence he has heard.

MR. MORAN:  All right.  So, on that basis, the Panel is prepared to accept Mr. Madsen as an expert as proposed.  Perhaps we'll affirm him now, and then we'll move on from there.

MR. MONDROW:  Thank you, Sir.
INTERVENOR PANEL 17, DEPRECIATION – IGUA M5
Dustin Madsen; Affirmed.

Examination-in-Chief by Mr. Mondrow:


MR. MONDROW:  Thank you, Commissioner Duff.  Mr. Madsen, I referred a few minutes ago to your pre-filed evidence, which Exhibit M5, and your interrogatory responses, which are designated at N.M5.  And was all of that evidence prepared by you?

MR. MADSEN:  It was.

MR. MONDROW:  And do you adopt it for the purposes of this proceeding?

MR. MADSEN:  I do.

MR. MONDROW:  Thank you.  At PDF number 95 of that evidence is the first page of your CV.  And, under the second section in that CV, we see that you are currently the president of Emrydia Consulting Corporation and have been since January 2016?

MR. MADSEN:  That's correct.

MR. MONDROW:  On the next page, we some of your employment history or your professional history and that you have worked at Berkshire Hathaway in the area of regulatory risk?

MR. MADSEN:  That's correct.

MR. MONDROW:  And, before that, you worked at AltaLink?

MR. MADSEN:  Yes, I did.

MR. MONDROW:  At page 3 of the CV, we see that you have also worked at FortisAlberta as a senior financial accountant?

MR. MADSEN:  Yes.  I held several different roles at FortisAlberta, but one of them was senior financial accountant.

MR. MONDROW:  Okay, thank you.  And your certifications, your educational certifications include being a certified depreciation professional?

MR. MADSEN:  That's correct.

MR. MONDROW:  And you have certifications in accounting in both Illinois and Alberta?

MR. MADSEN:  That's correct.

MR. MONDROW:  And you've been participating, as your CV reflects, in various regulatory proceedings for the past 10 years or so?

MR. MADSEN:  That is correct.

MR. MONDROW:  Have you appeared before this Commission before?

MR. MADSEN:  No, I have not.

MR. MONDROW:  Well, welcome.

MR. MADSEN:  Thank you.

MR. MONDROW:  You have appeared a number of times before the Alberta Utilities Commission?

MR. MADSEN:  I have.

MR. MONDROW:  And that's reflected in page 5 of your evidence, I believe?

MR. MADSEN:  (Witness nods head).

MR. MONDROW:  And you've appeared before the New Brunswick Energy and Utilities Board?

MR. MADSEN:  I have.

MR. MONDROW:  And I don't think this is reflected in your evidence, but I understand you have also appeared before utilities commissions in the Northwest Territories and in New Brunswick?

MR. MADSEN:  And Manitoba, sorry, and that's correct.

MR. MONDROW:  And Manitoba, thank you.  If we could just turn briefly to the last page of your pre-filed evidence, it is PDF 101 and it is the OEB's Form A Acknowledgment of Expert's Duty.  This is your signature dated April 20th, 2023?

MR. MADSEN:  Yes, it is.

MR. MONDROW:  And can you confirm that you've read the form and you acknowledge the responsibilities laid out in that form above your signature?

MR. MADSEN:  I do.

MR. MONDROW:  Thank you, Mr. Madsen.  Now, just a couple of substantive questions, if I could.  On Wednesday, Mr. Kennedy turned to the Commission -- this is at transcript volume 16, lines -- page 79, lines 7 to 18, and he used the word "urge."  He urged the Commission to effectively discount, if you will pardon the pun, your depreciation recommendations as "directionally inappropriate considering all of the evidence in this proceeding regarding the energy transition."  On Thursday, he likened you and our friends from InterGroup to ostriches in recommending ALG, and he said you are really putting your head in the sand.  Do you have a response to that?

MR. MADSEN:  Yes, I do.  So, I have not ignored energy transition in my evidence or my depreciation recommendations.  What I have done is I've considered the evidence before this Board on the impacts energy transition may have on Enbridge.  And, based on that evidence, I have concluded, the same as Concentric, Enbridge, and InterGroup that at this time making adjustments to the depreciation expense, for example, based on an economic planning horizon would be ill-advised for the Board.  But that's not to suggest that I have my head in the sand or have otherwise ignored the need for an energy transition to be contemplated in setting a depreciation expense.

MR. MONDROW:  All right.  Thank you, Mr. Madsen.  I asked Mr. Bowman and Mr. Mahmudov about the double escalation issue that you identified in your evidence in Mr. Kennedy's approach to CDNS, and both Mr. Bowman and Mr. Mahmudov addressed that in some detail.  Is there anything that you feel you need to add to the explanation you heard this morning?

MR. MADSEN:  Yes, briefly, and I won't get into it in too much detail unless the Board would like me to.  I agree with the concerns raised by InterGroup in relation to the CDNS calculations.  I share those concerns.  To some extent, the evidence of InterGroup, though, that revising the CDNS calculations would have the impact that they've estimated, I don't necessarily agree with that evidence of InterGroup.  In order to do the CDNS calculations properly -- and I am happy to walk through that -- you would need to do some pretty significant modifications to what Concentric has done, in addition to what we have, what I have, recommended in my evidence and in addition to what InterGroup has proposed.  So, absent doing those detailed calculations, it would be quite difficult to assess what the true CDNS rate would be for 2024 and beyond by asset class and by vintage group.

MR. MONDROW:  Mr. Madsen, is there some information that you can provide in summary fashion about the nature of those detailed calculations rather than just leaving it at that description?  I don't want you to go into detail or pull out exhibits but a flavour for what you mean by use of that term?

MR. MADSEN:  Certainly.  So, if we could visualize the exhibit that Mr. Bowman took you to which was in his evidence and that stems from -- or InterGroup's evidence, pardon me, and that stems from a response to an information request from the IGUA 14, attachment 1, which is an Excel file, and that provides the underlying CDNS calculations.

Fundamentally, in order to do a CDNS calculation properly, what you would do is go to that Excel file, stop at where you calculate the salvage requirement, the net salvage requirement, delete the other columns, and then you would insert a number of other columns, and the columns would be dated, starting from the first date of the most recent vintage that went into service.

So that would be, for example, 1976, 1977.  Whatever that year would be, that would be the first date of your column.  Then you'd have columns going out all the way through into the future until the last of the most recent assets is fully retired based on the expected service life.  So I believe there was the table for account 466, that would go out an additional 29.5 years for that account, which is the expected service life for that asset.

You would then calculate the discounted profile of the cashflows by vintage for each account, and so you would clearly have -- you would fill in those cells.  And what you would have then is in the year 2024 a bunch of numbers, and some of those for an older vintage would have a highly escalated value, as it has been discounted and accreted forward.  You would have a highly escalated amount salvage cost, which is the natural result for a CDNS calculation.  And some of the earlier vintages would be a highly discounted number.

You blend those amounts together through each vintage and come up with a -- and then you'd calculate the sum of that, and you'd compare that to the calculated depreciation expense to determine what your total depreciation expense -- sorry, your net salvage rate would be.

Now, the way Concentric's model has done it is to embed kind of a revolving remaining life calculation in there.  And, if no other assets were added into the Concentric calculation and that remaining life kept ticking down, you would have essentially a similar result happening.  But, because you have additional assets added, and those assets are added in current dollars, it is preferable to do the detailed calculation vintage by vintage.

It's not highly complex.  It would just expand the size of the spreadsheet quite significantly.

MR. MONDROW:  Thank you.  Mr. Kennedy also explained, when I was in discussion with him, why the ELG procedure is conceptually akin to the generation arrangement procedure, in contrast to the ALG procedure, which he posited is as not conceptually aligned with the generation arrangement procedure.

Mr. Bowman also addressed that in his testimony, when I asked him to, in some detail, so I would simply ask you if you have anything that you feel you need to add on that topic.

MR. MADSEN:  No.  I listened to Mr. Bowman's response to that question and I have nothing further to add.  I agree with Mr. Bowman's response in that regard and I think it was very well done.

MR. MONDROW:  Yesterday, we heard from Ms. Nori about asset life changes made by Enbridge Gas in its June capital update on Concentric's recommendations.  And we now understand those updates to be included, though not highlighted, on the table that is found at Exhibit 2, tab 5, schedule 4, attachment 1, which I know you've reviewed.  Now, in light of that testimony yesterday, all is updated as of June 16.

Can you comment whether any of those changes to service lives effect the recommendations in your evidence?

MR. MADSEN:  Certainly.  So there are two changes that are relevant to my evidence.  The first is for account 473.01, which is the metal services account.  That change was to adjust both the life and the curve, modal curve, type.  Well, they didn't change the mode; they changed the amount.  So what they did was they moved from a 45S1 life curve combination to a 40S0.5 life curve combination -- they being Concentric -- in its recommendations.

That doesn't change my recommendation.  I disagree with the change, and I found that there was limited evidence to support the required change for that account, so my recommendation remains as is for that account.

For account 472 --


MR. MONDROW:  Sorry, what was your recommendation for that account?

MR. MADSEN:  My recommendation for that account was, I believe, a 50-year life, and I believe it was an S1 curve, but I can double-check that for the record.

MR. MONDROW:  That's okay.  It is the recommendation in your pre-filed evidence?

MR. MADSEN:  That's correct.  It's unchanged.

MR. MONDROW:  Sorry, I interrupted you.

MR. MADSEN:  Sorry, a 50L1.

MR. MONDROW:  Thank you.  Please proceed.

MR. MADSEN:  For account 472.35, which is the Mainway structures and improvements account, in my evidence, I expressed concern that having a truncation date for that account of 2023, as I believe what it was originally set for, and then modified to 2024 would result in a depreciation charge being recorded to 2024, with no actual expense in future years.  That's the nature of a truncation date.

So what you would have is, as you escalate to those costs going forward, you would have an expense being escalated as being included in revenue, and that's mechanically how it's achieved, but with actually no expense being incurred in the future.

My recommendation was to adjust that expense depreciation date to have a truncation date at least coinciding with the end of the planned incentive term, 2028.  Enbridge and Concentric have revised their truncation date to 2027, which is quite close to 2028, my recommendation, so it has come somewhat closer to what I've recommended.  But I would continue to recommend that it just be lengthened 2028 to cover the full period, given there is continued uncertainty based on the revised evidence of Concentric and Enbridge as to when those assets will actually be retired.

MR. MONDROW:  Thank you.  Were those the only comments you had on the changes that Concentric has made to their curve recommendations?

MR. MADSEN:  That is correct.

MR. MONDROW:  Thank you.  Then, finally, you heard Mr. Bowman's comments comparing InterGroup's views to your views yesterday, and I'm wondering if you have any comments on Mr. Bowman's evidence in respect of comparing InterGroup's evidence to your evidence.

MR. MADSEN:  Certainly.  So the determination of depreciation expense is both art and science.  I have a great deal of respect for Mr. Bowman and Mr. Mahmudov, and my friends from Concentric, as well.  It is a complex exercise, and depreciation experts may not always agree.

Mr. Bowman caveated his comments by suggesting they were very high-level.  I can confirm that, having listened to Mr. Bowman's direct testimony, my recommendations are unchanged, and I will just briefly speak to why.

The first area that Mr. Bowman noted was in relation to the equal life group and my comment that the equal life group is more mathematically correct in theory than the average life group.  And the quote from Mr. Bowman in his direct -- and I'll just read that, if that's all right -- he said:
"It may be more theoretically accurate for taking a group depreciation procedure and getting closer back to what an asset-by-asset depreciation would look like.  It is not more accurate for the purposes of representing the service value provided by the assets, which I submit is the more critical question when you are dealing with just and reasonable rates."

In that case, he was speaking in relation to the ELG procedure.

For clarity, I agree with Mr. Bowman's statement to that effect.  My evidence goes through and explains how the ELG procedure will derive a depreciation rate on a theoretical basis, but the theory doesn't always line up with practice.  And, when you apply it to the actual practice, and the facts that are present in Enbridge's case, you come to, in my opinion, an unreasonable result relative to what the ALG procedure would achieve.

The next area turns to lives.  So the first account was account 466, for compressors.  I have recommended the 37R4 curve; Concentric has recommended a 30R4 curve.  Mr. Bowman's primary concern was that the compressors account would have interim retirements, and thus my recommendation of a 37-year average life might be too long.

So I appreciate those concerns, and I think that, to some extent, the lack of interim retirement data is further support for why the ELG procedure would be inappropriate for Enbridge, and so I share that concern of Mr. Bowman.

That said, we do have retirement data, and it is never my preference to ignore retirement data where it is available.  We also have management information suggesting that the OEM life is expected to be approximately 40 years for these assets.  And we have peer data, and the peer data also supports an extension of the life to this account.

Within that peer data, I would assume that some of them may actually have interim retirements contemplated and informing the rates that should be used for those peers.  Approving a rate and a life of 30 years for this account would set Enbridge to being the lowest of the peers for this asset type, and I can't think of any reason why that would make sense.

Going to account 473.01, which is the metal services account, I have recommended a 50L1 curve; Concentric has recommended a 45S1 curve.

So, for context, my recommendation is effectively a hybrid of the Enbridge, legacy Enbridge, and Union Gas recommendations.  Enbridge recommended a 50R1.5; or Enbridge Gas, pardon me, was approved a 45L1.5.   Union was approved a 50R1.5 life curve.

And again, my recommendation effectively takes the 50-year average life used for Union and applies the L-modal curve that was applied by Enbridge.  So it's kind of a hybrid recommendation, and it lines well with the retirement data.

I appreciate Mr. Bowman's concern that the peer data is a blending of the metal and plastic services, and I accounted for that in my recommendations regarding the metal and plastic services lives for each of the accounts, which are 473.01 and 473.02, respectively.

That said, and I have also looked at the planned retirement that Enbridge has contemplated for metal services over time, and based on that information I can't line the life being shortened to, certainly now, 40 years, as proposed by Enbridge with the retirement data, management experience, the fact that metal and plastic services by Enbridge's own testimony or evidence, are subject to the same forces of retirement.

For all those factors, I don't see a reason why shortening the life for this account would make sense.

For similar reason, account 473.02, plastic services, Mr. Bowman, expressed some concerns. My recommended life curve was a 60S3 and Concentric recommended a 55S3 curve.

Again, I appreciate that the peer data is a mixture of metal and plastic services.  That said, given the retirement data that we do have for this account and the management information that plastic services would last longer than metal services, I again see no reason why we would want to shorten the life of this account or not lengthen it slightly, as I recommend.

And then finally, regarding meters, as Mr. Bowman noted, it is a significant account and has a significant impact on the calculation depreciation expense. Mr. Bowman did not specifically recommend a life that he would be supportive of.  He suggested that my concerns might be legitimate, particularly in light of the amount of the investment remaining in that account, and that it will be forecast to be recovered over a period of six years.

So, while Mr. Bowman hasn't commented on that, he did consider that my recommendation would be a bit -- might be a bit longer.  But again, I think what I have been recommending is consistent with the peers, it is consistent with the retirement data and it is consistent with the management information supporting the life of the account.

MR. MONDROW:  Thank you.  Just one clarification, Mr. Madsen, thank you for that.

You referred in respect of, I think, the first of the accounts that you have addressed, to OEM life.  That's original equipment manufacturer life in terms of support of the infrastructure or the assets?

MR. MADSEN:  For the compressors.  That is correct, sir.  Thank you.

MR. MONDROW:  Okay.  And that would be OEM.  Thank you, very much, Mr. Madsen, Mr. Chair.  That concludes Mr. Madsen's direct comments, and he is available for cross-examination.

MR. MORAN:  Thank you, Mr. Mondrow.  First up for cross-examine is OGVG, Mr. Buonaguro.
Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  Thank you.  Good morning.  My name is Michael Buonaguro.  I am counsel for the Ontario Greenhouse Vegetable Growers, and I only have a handful of questions.

But I would like to take you first to Exhibit 16.2, which is the Enbridge compendium for this panel.  And going to page 4 is a table that Enbridge prepared that summarized or at least attempted to summarize the difference between the Enbridge position and what is collectively I think referred to as the intervenor position, which is intended to include both yourself and InterGroup's opinions.

Looking at the table, and I asked this of InterGroup as well:  InterGroup basically said this doesn't really represent their position on the various asset classes and the differences.

Is it true that -- is that the same for you?  Or does this mostly represent your positions, accurately?

MR. MADSEN:  Within an order of magnitude.  So I have attempted to recalculate some of the adjustments, where I made recommendations.  Without being able to have the benefit of the detailed calculations underlying this, as well, it is difficult to do; I can get pretty close.

But where I have made my specific recommendations, it is in the ballpark of what I have recommended.  Yes.

MR. BUONAGURO:  Okay.  So possibly the difference between your view and the numbers here might be the commingling of your numbers in InterGroup's recommendations, possibly?

MR. MADSEN:  Well, I think in some cases they have clearly delineated which one, which recommendation they are basing it on.  It is just the actual calculation relies on a lot of underlying data.  And again, it can be re-performed.  But without being able to see what the specific underlying data was that Concentric relied upon, it is difficult, but pretty close to what I would calculate.

MR. BUONAGURO:  In fairness to Enbridge, I believe they picked the recommendations referred to as the intervenor recommendations from an ADR response that was put to them, or an ADR question that was put to them and put on the record, subsequently.  So I don't think that's necessarily their fault.

But you are saying there's that, and then there is -- you may not agree with underlying data, but it is reasonably close?

MR. MADSEN:  It is reasonably close.

MR. BUONAGURO:  Thank you.  And then looking, below the third box at the bottom, and I put this to InterGroup as well.  It says:
"Enbridge Gas notes that applying Emrydia and InterGroup's recommended changes to asset lives under the ALG procedure and a 6.03 percent WACC would result in an annual net salvage provision of only $5 million.  This amount is significantly less than Enbridge Gas's forecasted annual site restoration costs of $60 million."

First of all, do you agree with that result, that your annual net salvage provision is only $5 million, relative to approximately $60 million of annual restoration costs that Enbridge is experiencing now?

MR. MADSEN:  No, I do not, sir.  My calculation would have it be to $55 million of costs collected, using a 6.03 percent weighted-average cost of capital.  And the calculations performed by Concentric, what I did there was I took Exhibit 14, which is an Excel file, moved all the information over to a summary tab and then redid the calculations with the ability to change the rate.

There may be something else underlying the statement there that I might be missing in my calculation.  But if I understand what Concentric is doing then, no, it is not $5 million; it would be $55 million.

MR. BUONAGURO:  I see.  So you think believe that relative to the restoration costs of $60 million, your net salvage amount is around $55 million?

MR. MADSEN:  Correct.  The starting point is I believe roughly $119.6 million as applied for by Enbridge, and that was an older amount.  So it may have changed with a capital update.  I believe I heard a number around $118 million, so it is in that ballpark.

If you modify that for simply the discount rate, and 6.03 percent specifically as being the weighted-average cost of capital, and the discount rate, it is approximately $55 million of collected salvage.

MR. BUONAGURO:  Thank you.  And now, just at a high level, they are pointing out the difference between what is collected in 2024, under proposed net salvage amount, and the actual cost in that year.

My understanding is that those two numbers don't necessarily have to be the same.  Correct?

MR. MADSEN:  That is correct.

MR. BUONAGURO:  And so in theory, for example, the net salvage you collect in a year in rates is intended to fund future salvage requirements, and that the salvage that you actually spend in a particular year presumably has already been funded in previous years?

MR. MADSEN:  That's correct.

MR. BUONAGURO:  Thank you.  And then finally, and this is a question you have heard me ask a couple of times and I told you I would ask you the question:  I put it both to Mr. Kennedy and then Mr. Bowman, the notion that -- or I asked the question whether or not this Board would be prevented in any particular way from, for example, applying ALG procedures to some asset classes and ELG procedures to other asset classes.  And they both agreed that they could do that.

I am not going to say that they necessarily would recommend that, and the transcript will speak for itself, but they did agree they could do it.

Would you agree with them on that?

MR. MADSEN:  Yes.  I agree with both Mr. Kennedy and Mr. Bowman, that it is an option.  One consideration for the Board would be the need to continue to run multiple calculations under multiple methodologies and procedures, pardon me.  But yes, certainly the Board is permitted to approve whatever lives or procedures, on an account-by-account basis.

It is currently proposed as well by Concentric to the extent that they have recommended the use of the ELG procedure for some accounts, and the amortization accounting procedures for others, which is a different type of procedure.

MR. BUONAGURO:  Thank you.  And, in fact, I think you included in your answer the notion that they can pick lives on an account-by-account basis, as well, whether it is recommended by yourself or by Concentric or InterGroup?

MR. MADSEN:  Yes.  The Board has that discretion.

MR. BUONAGURO:  Thank you, very much.  Those are my questions.

MR. MORAN:  Thank you, Mr. Buonaguro.

We are going to take the lunch break now.  We will resume at one o'clock.
--- Luncheon recess taken at 12:00 p.m.
--- On resuming at 1:04 p.m.

MR. MORAN:  GEC is up next.  Mr. Poch.
Cross-Examination by Mr. Poch:


MR. POCH:  Good afternoon, everyone.  Mr. Madsen, I'm David Poch.  I represent the Green Energy Coalition.

I searched your report for the words "Guidehouse," "PTNZ," "diversified," and "electrified."  In all cases there was no mention.  So am I correct that it wasn't within your scope of work to study the Guidehouse scenarios that Enbridge has presented to illustrate Pathways to Net Zero to 2050, or the critique thereof by Mr. Neme?

MR. MADSEN:  That's correct, sir.

MR. POCH:  All right.  And, Ms. Monforton, if you could pull up N.M5.GEC-1.  That's the only reference I will be referring to.

Near the bottom of the answer -- you don't have to go there yet -- you indicate that you did not review in detail unit of production approach alternatives for Enbridge.

Again, I take it that was not within your retainer?

MR. MADSEN:  That's correct, sir.

MR. POCH:  All right.  You do say, in the second paragraph in the answer, under the answer to (b), that your preferred approach for dealing with any inequity resulting from energy transition is to choose an economic life for the affected assets.

Isn't it fair to say that doesn't address any concern about inequity due to less utilization, less delivered energy to customers, but continued -- assuming that the assets continue to remain in service?

MR. MADSEN:  So the purpose of calculating a depreciation expense, for any entity, is to determine an assignment of value to assets over time.  So the conventional approach that is being applied here is to assign that value over a period of lives.  If there is evidence that, as consumption patterns change, consumption levels decrease, there is actually a decline in value.  That may be a reasonable basis upon which to calculate depreciation expense.

However, in this case, I'm not currently aware of, necessarily, that evidence at a detailed level for me to make an informed calculation of that decline in value.  To give you an illustrative example, you can --


MR. POCH:  Go ahead, sorry.

MR. MADSEN:  You can have an 80 percent decline in consumption over time and a reduction in the volumes going through the lines.  That doesn't necessarily mean that there is a corresponding decline in value being consumed or attributable to the assets in use.

MR. POCH:  All right.  And, as you say, you haven't studied those various scenarios, and I won't press you on that.  But I think you'd agree with my proposition that the various other method, or than units of production, all turn on end of service life, as opposed to declining value of service.  Isn't that fair?

MR. MADSEN:  No, I would disagree.  Because, once again, the purpose of determining a depreciation expense is to determine the consumption of value over a period of time.  Whether that value, again, is being consumed over a life, or based on a total expected amount of consumption, there is still a decline in value.

That's the intent of what depreciation is trying to measure, is the change in value of the assets over time.

MR. POCH:  Okay.

MR. MADSEN:  So I think the definition of depreciation makes sense.

MR. POCH:  I think, if I understand you correctly, what you're saying is if, for example, this Board felt they had some level of comfort saying that there is going to be at least a 50 percent decline in value to the customer by a certain point in time, it would be open to them, and to depreciation experts, to adjust rates to reflect that trajectory over time, whether it's unit of production or one of these other methods.

MR. MADSEN:  Yes.  I would agree, in general, with that statement.  Again, subject to my previous caveats and the caveats included in my response to this request, that certain units of production and units of consumption methods, or procedures of depreciation, can be onerous to perform and require a lot of data and assumptions.

MR. POCH:  Right.  Obviously, it depend on how you implement it and what assumptions are given to you.  That's fair enough.

Now, you indicated that you do consider energy transition in your selection of curves and service lives.  Did I get that right?

MR. MADSEN:  Yes.  It was a variable that I contemplated.  I also reviewed the evidence of Concentric in that regard, and that informed a lot of my recommendations, as well.

MR. POCH:  But the only changes you would have made in that regard would have been to change service life or fit a different curve for when you'd expect the various assets to end lives?

MR. MADSEN:  So the primary objective of my effort is to identify and propose the best useful life for a specific set of assets.  In exercising that judgment, I can advise you that I did look at a significant number of longer lives for certain accounts.  In some cases, those longer lives for certain accounts had better statistical measures; did align up with, in some cases, some of the underlying management data; and fit the retirement data quite well, visually and mathematically.

I didn't take those higher lives.  I was conscious of the fact that I wanted to, on an account-by-account basis, recommend adjustments that were gradual and moderate and reasonable, in contemplation of the broader considerations around energy transition, yes.  If that's helpful.

MR. POCH:  All right.  Well, we heard Mr. Bowman's concerns about that approach earlier, so I won't bother going into that.

Is it fair to say that, whatever method we're using, the longer we wait to at least begin to recognize likely changes that might come with energy transition, the more abrupt and disruptive any resulting change in depreciation expense charged into rates has to be?  Sort of by definition, you've got fewer years left to capture the adjustment.

MR. MADSEN:  So I think I responded to a similar request on that; we could bring it up.  But, generally speaking, yes.  I mean, the same amount of depreciation expense needs to be recovered over the same number of -- well, over the same expected life.  If you collect less upfront, and a problem arises on an actual basis that informs you that you need to collect more, more quickly, then yes.  Yes, you can be -- if that problem does arise, then collecting less now will increase the size of that problem in the future, mathematically.

MR. POCH:  Thank you.  Those are my questions, Mr. Chairman.  Thank you.

MR. MADSEN:  Thank you, sir.

MR. MORAN:  Thank you, Mr. Poch.  Next up, Enbridge Gas.  Mr. O'Leary.
Cross-Examination by Mr. O'Leary:


MR. O'LEARY:  Thank you, Mr. Chair.  Hello, Mr. Madsen.  My name is Dennis O'Leary, counsel for the Applicant, Enbridge Gas, and I have a couple of questions.

Ms. Monforton, could you please pull up exhibit N.M5.Staff-1.  And this is a response that you gave to Energy Board Staff when they asked you, at question (a), basically to provide your expert view on the asset life recommendations proposed in Mr. Bowman's depreciation report.  And, if you can just scroll down a bit, I'd like to just quickly walk you through these.

So these are the six accounts that Mr. Bowman dealt with in his report and, in respect of account 452, you say you agree with InterGroup's recommendations for this account.  Right?

MR. MADSEN:  That's correct, sir.

MR. O'LEARY:  The next one please; scroll down a little more.  Account 456, the last line:
"Therefore, while I support the recommendations of InterGroup over that of Concentric, I would have recommended a 45-R3 curve."

So you are actually saying you would have recommended a slightly longer life?

MR. MADSEN:  That's correct, sir.

MR. O'LEARY:  All right.  And in the next one, account 457:
"I agree with InterGroup's findings for this account."

So you support what they recommended?

MR. MADSEN:  Yes, that's correct.

MR. O'LEARY:  And account 465, last line:
"I support the recommendations of InterGroup for this account."

Once again, you agree with what they had proposed?

MR. MADSEN:  Yes, I do, sir.

MR. O'LEARY:  And then in account 475.21, about halfway down, you state:
"On the balance, while I continue to recommend a life of 65-R3, I would also accept a 70-R3 curve as being reasonable..."

In the last sentence:
"My selection of 65-R3 curve is based on the reasons stated in the report, and to provide for a more moderate and gradual life extension."

So you were suggesting a shorter life than what Mr. Bowman suggested?

MR. MADSEN:  That was my recommendation.

MR. O'LEARY:  Okay.  And then the last account is 475.30.  And if you go the next -- thank you.  You say at the end:
"I continue to prefer a 70-R curve relative to the curves recommended by Concentric and InterGroup."

And in fact, InterGroup had recommended a slightly shorter life for that account, and you still preferred the 70-R2?

MR. MADSEN:  That's correct.

MR. O'LEARY:  Fair enough.  So is it fair to say you were generally supportive of the recommendations made by Mr. Bowman in terms of the average service lives?

MR. MADSEN:  Generally supportive, yes, with the caveats and notes we walked through.

MR. O'LEARY:  Okay.  I wonder, Ms. Monforton, could you now turn to Exhibit M5 of page 28?  This is your report, Mr. Madsen.  And can you scroll down, please, Ms. Monforton?  The question is:
"Does adoption of the ELG procedure in this case result in a gradual and moderate change to the depreciation expense?"

And you reference the fact that by your calculations it is going to result in an $81 million increase relative to the ALG.  And the fourth line from the bottom reads:
"A 10 percent increase in depreciation expense is neither gradual nor moderate."

So I heard you say in your responses to Mr. Poch that gradual and moderate is still a principle that you subscribe to?

MR. MADSEN:  Yes, it is, sir.

MR. O'LEARY:  All right.  And that's what you have said in your report.

Ms. Monforton, could you please go to Exhibit K16.2 and page 4, which is the table?  Yes, thank you.

So Mr. Buonaguro has already taken you to this, but I trust you understand that the attempt here has been to identify the impacts of the aggregate of the changes proposed by both yourself and Mr. Bowman?

MR. MADSEN:  That is correct, sir.

MR. O'LEARY:  All right, and is it your understanding that in the first rectangle where we see the figure, $786,456, that is the 2021 depreciation study calculations for the provision by Concentric?

MR. MADSEN:  Yes, sir.

MR. O'LEARY:  All right, and then in the next rectangle, the $892 million is the 2024 depreciation accrual?

MR. MADSEN:  That's correct, sir.

MR. O'LEARY:  Again, that's the Concentric number?

MR. MADSEN:  Yes.

MR. O'LEARY:  And the forecasted 2024 depreciation of accrual at current rates is $771.6 million.  Right?

MR. MADSEN:  Yes, down at the bottom, there.

MR. O'LEARY:  Right.  And you don't have any issue with those numbers?

MR. MADSEN:  Not those numbers, sir.

MR. O'LEARY:  Okay.  And then go back to the first rectangle:  In terms of the impact on the depreciation expense going to the ALG method, Concentric has calculated the impact would reduce the depreciation expense, based on the 2021 study, to $713.7 million?

MR. MADSEN:  The applied for, yes.

MR. O'LEARY:  Does that seem reasonable?

MR. MADSEN:  The $713,795,075?  Is that the number you are looking at, sir?

MR. O'LEARY:  Yes.

MR. MADSEN:  The math seems right; it is reasonable, yes.

MR. O'LEARY:  Okay.  And then in the next rectangle, so we are looking then at the impact on the provision for 2024, it would reduce it to $810,700,000?

MR. MADSEN:  Yes, sir.

MR. O'LEARY:  Okay.  Then if we go back up to the first rectangle again, let's just stay with the column which is second from the right.  And that's the column -- if you want me to scroll up, I can -- but that's the column that includes the life changes and the Iowa curve changes that both you and Mr. Bowman have recommended.

And the impact on the 2021 depreciation study provision calculated by Mr. Kennedy is a reduction to $501.2 million.  Does that number appear to be about right?

MR. MADSEN:  It seems about right.  And as I noted in the discussions this morning, it's in the ballpark.  But given we did not have the underlying detailed calculations as to how these numbers were revised, there was also a capital update and some other information.  It's again in the ballpark, sir --


MR. O'LEARY:  Fair enough.

MR. MADSEN:  -- not to get precise.

MR. O'LEARY:  Thank you.  And then in the next rectangle, we are looking at the forecasted 2024 depreciation accrual.  And the calculation in this table shows that, with the recommendations that Emrydia and InterGroup have made, the depreciation expense would decline to $572.6 million.  Is that number also in the ballpark?

MR. MADSEN:  I see the number from a 2024 depreciation accrual of $509.9 million, I think.

MR. O'LEARY:  That's the one that includes the 6.03 percent discount rate.

MR. MADSEN:  Yes.

MR. O'LEARY:  I am staying with the second column from the right.

MR. MADSEN:  I see.  I have switched one already over, sir.

MR. O'LEARY:  You did.

MR. MADSEN:  It is $572.6 million; I see that.

MR. O'LEARY:  Yes.  And does that seem to be within the ballpark?

MR. MADSEN:  Yes, it does.

MR. O'LEARY:  All right.  So let me ask you this: Relative to the depreciation provision at existing rates of $771.6 million, would you consider a decrease to $572.6 million to be consistent with your principles of gradual and moderation?

MR. MADSEN:  Yes.

MR. O'LEARY:  All right.  And in light of energy transition issues that have arisen in this proceeding, are you suggesting that it would be prudent for this Commission to approve a depreciation expense that is more than $200 million more than what would have been the provision under existing rates?

MR. MADSEN:  Yes, sir.  And if it would be helpful, I can take you back to my evidence, page 28.  And there is context for my statement around gradual and moderate.

So the statement as it reads here, and it is the context in the -- and I won't read it all into the record, but the context behind my statement is in the context of a change in depreciation expense when you are changing the procedure from ELG to ALG.  So it is a distinct issue, and that on a standalone basis is an $81.4 million impact.

When you are changing the depreciation procedure, it is important because, as Mr. Bowman also explained, there are a lot of other considerations and other snowball effects that tend to happen.  The example was the meters account.

Now, when you look back at the table you took me to, sir, if we could go back to there, please?

MR. O'LEARY:  Ms. Monforton, Exhibit K16.2.

MR. MADSEN:  Thank you, very much.  And if you would scroll up?

So when you are doing depreciation analysis, it is important to conduct that analysis based on each individual account.  And each of these individual accounts, I am happy to get into all the detail you would like, all have very unique circumstances and characteristics.  And when you are assessing whether or not a change is gradual and moderate it must be on an account-by-account basis.

The number you looked at, sir, is an aggregation of a lot of accounts, and I would say evidence to support why those changes are reasonable.

And when you really drill down into it, a small life change of five years on an account that had an existing approved life of 50 years is, in my mind, gradual and moderate.  But if the account has an investment balance of $4 billion, it can have a very, very large impact on depreciation expense, relatively.

MR. O'LEARY:  Thank you.  Should this commission, in your view, look at the aggregate of the impact of the recommendations to the various accounts?

MR. MADSEN:  I think it's an important consideration.  I think the commission -- in my opinion, the commission should strive to approve depreciation rates in this case that are most reflective of the actual expected useful life of the assets; do that first.

The second step should then be, what is that impact?  And then is that, in the context of what we know today about energy transition, the need potentially for an economic planning horizon, or what have you, is that amount reasonable?  But get that first amount correct first.

And Mr. Kennedy stated it quite correctly, as well.  You want to make sure that you get the depreciation expense correct, and I believe I have recommended lives that are reasonable.

MR. O'LEARY:  Thank you.  Those are our questions, Mr. Chair.

MR. MADSEN:  Thank you, sir.

MR. MORAN:  Thank you, Mr. O'Leary.  Moving to Panel questions.  Commissioner Duff.
Questions by the Board:


MS. DUFF:  Mr. Madsen.  Ms. Monforton, could you just put that last 16.2 up on the screen, please.

Just a general question about this presentation here.  The fact that InterGroup, in your analysis, has somehow been grouped in one column, what do you think about that characterization, as intervenors?  I mean, was there some work between the two experts that represented IGUA and OEB Staff?  Perhaps you could inform me how you interacted with them prior to the oral hearing.

MR. MADSEN:  Certainly.  I'm happy to.

We had an introductory conversation prior to the filing of evidence.  Both parties walked through what they had intended to prepare, at a high level, planning to address this account, planning to address this issue.

One example is the net salvage rates.  InterGroup had advised that they were planning on looking at some of the net salvage rates on certain of the accounts that I was also looking at from a life perspective.  For that reason, I did not look at that.  I felt it might be duplicative.  Most of the recommendations, other than some large accounts that we both looked at, I looked at independently of what InterGroup looked at.

There was no collaboration, though, as far as:  What are you recommending and do we agree with that?  There was none of that upfront.  It was more a discussion around the areas and accounts the parties were planning to address.

MS. DUFF:  So when you say that the amounts are reasonable, the $200 million difference between Concentric and the intervenors, on what basis are you saying -- how could you come up with that $200 million difference?  Just looking at the math?  Because it doesn't seem to represent your recommendation?

MR. MADSEN:  It's aggregating -- that's a good  point -- it is aggregating in additional recommendations.

Mr. O'Leary took me through some of my response to an OEB Staff request where I commented on InterGroup's recommendations.  They aren't mine.  I just the commented that I generally agreed.

MS. DUFF:  No, I think feedback, having the experts comment on each other, that's fair.  I just wanted to understand the context which preceded this oral hearing.

MR. MADSEN:  Fair enough, thank you.

MS. DUFF:  That I wasn't a part of.  Just a quick question.  To go back to account 474, these regulators where there is a difference of your recommendation and Concentric's.  This is the one account being ended 473.01 and being joined with account 474.

So the difference was 25 years versus 50 years, yours versus Concentric's, which is quite sizeable, I think you'd agree.

MR. MADSEN:  Yes.

MS. DUFF:  And one comment that Mr. Bowman said was that there are, potentially, transition provisions that could be introduced as a result of these two accounts being merged into -- or blended into one.  Were you here during that period?  Did you hear that?

MR. MADSEN:  I was, and I did.

MS. DUFF:  And one of his suggestions was we could create a separate account just for the new regulators, to kind of -- so that they would not be blended.  And I wanted your opinion on that.  If the Board were hesitant to accept either the 25 or the 50, would that be an alternative that would have value?

MR. MADSEN:  It is.  And if you give me one quick second...

We don't have to necessarily bring it up, but at PDF page 74, lines 1 to roughly 17 of my evidence, I do comment on that being, in general, a prospect.  So what you could effectively do is that a large amount of the investment in this account has been moved out of account 473.01 into -- and potentially 473.02, it's unclear -- and moved out into this new account.  What you could do is, for that legacy asset, from the Enbridge perspective, for example, and I think it's about a $300 million investment balance, you could, instead of moving that out of the account, leave it in a separate subaccount.

And that would avoid the issue of the escalation of the depreciation expense.  It effectively would get to what I'm recommending, to a large extent, which is to continue to depreciate those assets at the existing -- the historical rate, which was the rate that was used for the Enbridge assets.

MS. DUFF:  So what would be the benefit, then, if it's going to lead to the same result?  Just clarity of line of sight?

MR. MADSEN:  Clarity.  So, from a depreciation perspective, if you do have assets that are being tracked in a separate, new account going forward, it is helpful to have more transparency as to what you would have potentially moved.  And then, from an ongoing perspective, it gives more clarity as to what you are recommending from a depreciation expense.

MS. DUFF:  Okay.  I'm sorry, I missed that on page 74.

If we could turn up your evidence, which is M5, and I'm looking at page -- I want to talk about the segregated fund, and your recommendation for reporting is on page 90.

So just to make sure that I explore this a little bit further with you.  First of all, you looked at the pros and cons of a segregated fund, and I could read that myself, but, in terms of your recommendation for additional reporting -- and, at the bottom of page 9, I want to make sure I understand what this reporting would entail.

So, before we get there, the objective is for transparency.  That's one.

MR. MADSEN:  Yes.

MS. DUFF:  In that we do not have that today?

MR. MADSEN:  That's correct.

MS. DUFF:  Available to the OEB, available to Enbridge, available to any intervenor in a proceeding.  How is that going to -- you said it provides information.  Why do we need that information?

MR. MADSEN:  So there are several pieces of information that I'd like reported.  The first one is the tracking of the ongoing balance in the reserve account.  
That information, in this case, only came out through the interrogatory process.

Having that type of information, what I call a minimum-filing type of requirement, would allow for that information to be provided upfront and tested through the interrogatory phase more fully.

MS. DUFF:  You are talking about the $1.6 million quantification that is a current liability now?

MR. MADSEN:  Yes, that's correct.  It's helpful to see how that account builds up over time.  And, again, it provides clear transparency as to where the entity is currently.

MS. DUFF:  If we could turn to the top of page 91.  I wanted to just explore the example that you have provided here.  And you are noticing that some accounts have net salvage to be recovered, while other accounts, such as buildings, may be sold for positive amounts.

I was struck by this simple estimate that came to a $12.5 billion net salvage cost, versus the $1.6 billion that is currently provided for as a liability.  Perhaps you could explain why you chose that.  And is the 12.5 just off the top of your head, or how should I weigh that number?

MR. MADSEN:  It is illustrative.  So what we're seeing in the net salvage study conducted by Concentric is that, in more recent years, there has been a significant rise in the negative net salvage across most accounts.  And I could take you to an example, if that would be helpful, but it is across most accounts.  So the amount of net salvage that has been calculated on a historical basis, on an observed basis, by Concentric, I would say in every case is greater --


MS. DUFF:  I would appreciate the account, if you could bring it up.

MR. MADSEN:  So it would be the Concentric depreciation evidence.

MS. DUFF:  Or just tell me the account, if you know what it is.

MR. MADSEN:  It would probably be all of them, just about.

MS. DUFF:  Oh, okay.  Sorry.  So don't let me constrain you, I'm sorry.

MR. MADSEN:  My apologies.  Let me just get you to a specific page on that.

So if you start at the -- I don't know where this would be in your PDF, because mine seems larger -- but if you start at around page 7-1, which won't help you on the PDF, but if you scroll down, roughly to page 157? -- 157 of 451.  So maybe let's start there.

MS. DUFF:  Yes.

MR. MADSEN:  So 157.  Okay, thank you.

So this is again just any account.  But what you see here is that, in 2019 and 2020, the amount of the negative net salvage for this account was, in one case, above, you know, closing in on minus 500, in another case minus 20.  On average, across all the years, it is minus 6.

And if we will scroll to the next page, next account?  So then here is just another example.  Maybe we'll go to account 473, as we have talked about that quite a bit when we have been here.  So if we go to page 173?  And if you scroll down, please?

MS. DUFF:  So this is account 473.01?  Yes.

MR. MADSEN:  This is account 473.01.

MS. DUFF:  Okay, the distribution.  Yes?

MR. MADSEN:  And if you keep going to the next page?  So you will see -- maybe actually, if you go back to the previous page, it helps to illustrate it.  So prior to 2010, so if you go one page up, please?  So you will the see the numbers here at the bottom, in 2020 through to 2010 2020-ten, they were all relatively the same.  They were in a ballpark of, you know, minus 73, minus 58.  They are all around that, sort of, same sort of magnitude.

But if you scroll to the next page, please, again?  You will see that what's been happening here, outside of that positive 2,042, which we didn't appreciate --


MS. DUFF:  So we are looking in the net salvage percent column.

MR. MADSEN:  Net salvage percent column.  Yes, thank you.

So when you look at that, a lot of these negative net salvage rates have been increasing significantly.  There is that positive amount of 2,000, which is somewhat of an anomaly because it is divided by a negative retirement you will see in 2014.  And this can be due to a variety of different adjustments.

But not ignoring that, but just isolating for that for a second, you would see that overall, the net salvage in more recent years has been increasing.

So the comment in my evidence was to simply convey that the -- and I believe it's a comment that was made by Mr. Kennedy in the technical conference, they are seeing a steady trend in rising negative net salvage across all the accounts.

So that fuelled a bunch of my recommendations for a variety of reasons.  One, okay, well if you are seeing that trend, what does that mean for what you are actually going to spend.  Are you actually expected to, for the vast majority of the assets, spend at salvage levels of minus 200 percent, minus 300 percent?  That's changing things significantly, right? - if you are.

But if you are not, right? -- if this is just due to what you are observing for this account, and it is metal services; it is interim retirements of metal services.  Pulling something out of the ground from a service perspective will have a higher cost than the terminal retirement for that service, which may end up in some cases just being left in the ground, which will be at a lower cost to salvage.  So it's trying to get more of an understanding, clarity and transparency around both the first piece, what has been collected and what is expected to be collected.

MS. DUFF:  Which leads me to my last question regarding your recommendation to follow 10 accounts.  And if you were in the room, you know that I have asked this undertaking of Mr. Bowman on behalf of InterGroup.

I am going to ask you to do the same, in a separate undertaking, just to identify, if you could, 10 accounts, and prioritize them as you see fit, that you think would be worthy of a study to identify actual costs?

MR. MADSEN:  Of course.  I heard your request and I did that, while I was preparing.  I am happy to provide it now, but I can do it as an undertaking, if you would like it.

MS. DUFF:  Well, is this one of them?  Account 473.01 is in front of us.

MR. MADSEN:  It is.

MS. DUFF:  Okay, fair enough.  Why don't we have that in writing?

MR. MADSEN:  Of course.

MR. RICHLER:  That is Undertaking J18.2.
UNDERTAKING J18.2:  TO IDENTIFY AND PRIORITIZE 10 ACCOUNTS WORTHY OF A STUDY TO IDENTIFY ACTUAL COSTS.


MS. DUFF:  Okay, thank you.  Those are my questions.

MR. MADSEN:  Thank you.

MR. MORAN:  Thank you, Commissioner Duff.  Deputy Chief Commissioner Elsayed?

MR. ELSAYED:  No questions, thank you.

MR. MORAN:  Mr. Madsen, I do have one question.

I think you were here yesterday when I was exploring some scenarios with Mr. Kennedy.  And one of the scenarios related to how the energy transition gets factored into the development of a depreciation approach.  And so I would like to ask you the similar question:  If there was a demand-side management program being operated, and that provided rebates to people to put in electric heat pumps and switch away from natural gas, and in the scenario, a hundred thousand people take advantage of that, exit the system over the next three years, stranding, potentially stranding a hundred thousand meters, a hundred thousand regulators and a hundred thousand times some average length of pipe to the street.

In order to avoid realizing a stranded cost associated with this, how would you approach the problem?

MR. MADSEN:  So, excellent question.  In general, I agree with Mr. Kennedy's response; so I don't disagree with it.  Depreciation studies do not take into account forecast retirements, generally speaking.  They tend to focus primarily from the starting point, on historical retirements.

So if you have a known pattern occurring going forward, then you would need to, as Mr. Kennedy commented, ensure that the life curve that you recommend can accommodate that level of retirement.  So if there is something known, you would want to ensure that if, say that was a one percent of the overall asset value spread across an average life -- I am just trying to simplify it -- of 25 years, you would want to try to see if that curve would -- if you reflected those retirements, would that curve suddenly be completely out of whack that you are recommending -- pardon me for the nontechnical term.  But that's what you would want to attempt to achieve, right?

And that's the best way to avoid having the risk of a stranded investment on something that potentially could be significant, though not necessarily completely altering the entire investment of the account.  You would want to reflect that and ensure it is reflected.

MR. MORAN:  All right.  Thank you, for that.

MR. MADSEN:  Of course.

MR. MORAN:  Now I know that Mr. Bowman is still in the room, and this may be somewhat unorthodox, but I wonder if, Mr. Bowman, you could join us and perhaps give us any views you might have on the same question?

MR. BOWMAN:  Good afternoon, Mr. Chair, nice to see you again.

I hope asking you to repeat the question also doesn't violate the unorthodox rule.

MR. MORAN:  Not at all.  So the scenario is there is a known demand-side management program that the utility is administering.  There are rebates associated for people to take up heat pumps, and then they can exit the natural gas system as a result of doing that.

So the scenario is a hundred thousand people over the next three years do that.  And, as a result, there are now a hundred thousand meters, a hundred thousand regulators, and a hundred thousand times some number of metres of pipe to the street are stranded.  And potentially there is some stranded cost associated with that, unless you adjust your depreciation approach.

So the question was how would you approach the problem in order to prevent the stranded cost?

MR. BOWMAN:  Well, I don't have my numbers in front of me, but I will put that aside for the moment.

I think we discussed earlier about meters, and the pace at which this company is turning over and depreciating meters; I have very little concern about meters in the context of the scenario you have put out.  But regulators and services certainly are a different matter.

I would say embedded -- if you are approaching this from the perspective of a study, Mr. Kennedy produced long sections of tables where he provides all of the analysis about how the assets will be consumed.

Embedded in the math of those tables, which he could generate were you to ask him, would be an estimate of how many dollars will retire each year from each vintage.  And he could produce that table that would say, here is what we have assumed.  We have assumed a 40-year life for services, a 50-year life of services.  Here is our breakdown of vintage of services.  And so inherent in our depreciation rates is the idea that x million dollars of services will retire every year.

If you had that number, you could then sit with your hundred thousand dollars of services and come up with an idea of the dispersion of those.  Some will be new, some will be old.  Some won't be on the books for very many dollars, but compare that to what his estimate is saying about how many will turn over each year, and see if those are reasonably aligned.

And if they are reasonably aligned, your study is already dealing with it, that that isn't outside the realm of what your study is assuming.  And, like I said, on meters, I suspect you would find it is well within the bounds of they are reasonably aligned.

With something like plastic services and metal services, it would be interesting to see that comparison.  It is possible that, you know, it was the company's evidence, I heard when you asked him that question, that 100,000 is a lot in relation to their service pool.

And so I wouldn't be surprised to see that a program of that magnitude might push the bounds of what's assumed by the services for the parameters that have been adopted.  And, if that were the case, then you might shorten the lives.  You may assume that that study is not yet picking up the degree of, you know, shorter life or interim retirements, and so you'd want to bring that life shorter.

But you'd be doing it on -- like we talked about earlier, this isn't sort of some theoretical, it's transition; let's just shorten it.  It's:  I have a program.  I've got an estimate of life.  I've got an idea of what's going to retire.  I can come up with an estimate of assets and I can compare it to [inaudible] analysis and quantify something.

Absolutely, that is possible, and I would think it probably would be wise to have that analysis in front of you to make that decision.

MR. MORAN:  Thank you, Mr. Bowman. Those are all my questions.  Mr. Mondrow, do you have any re-direct for Mr. Madsen?

MR. MONDROW:  I do briefly, sir, if I could.

MR. MORAN:  All right.  And, Mr. Bowman, feel free return to your original seat.

MR. MONDROW:  Step out of the hot-tub.
Re-Examination by Mr. Mondrow:


Mr. Madsen, Commissioner Duff was asking you some questions, and one of your answers I thought I heard was concern about a lack of transparency in a number of ways, or in a number of areas.  And you mentioned one, but having referred to, I think, more than one.

Was there anything further that you had in mind in response to that question?

MR. MADSEN:  Yes.  And I'll attempt to be brief.

The transparency areas that I was speaking to, the first was the example of transparency around the historical amount being collected.

The second was transparency around what is expected to be incurred, based on currently forecast net salvage rates.  And that's another element of my application.

And the third is transparency around what is the overall expected true magnitude of the problem for the 10 largest accounts, or the largest contributing factor to the expected net salvage costs.

Those are the three areas of transparency, sir.

MR. MONDROW:  Thank you.  And just one more question.

Mr. O'Leary was talking to you about the principle of gradualism and moderation, and you put your evidence to that effect in context of the paragraph in your evidence that was addressing ALG versus ELG.  And I think you said that the principle is also applicable in respect of any changes to particular accounts.  You took Mr. O'Leary back to that chart we've looked at a number of times.

Can you offer any elaboration on -- so you pointed to the context, but you didn't address what it is about that context that you feel is important.  And I wondered if you have any elaboration to offer on that.

MR. MADSEN:  So the context behind the depreciation procedure piece is that it's different when you are changing a depreciation procedure versus changing a life.

When you are changing the life of an asset, you are changing the life to better reflect the expected useful life, based on retirement data, peer information, management information.

When you are changing a procedure, you're changing how you are calculating depreciation expense.  And that is why, in almost every case, in unless you are really lucky, if you are changing a depreciation procedure, you are going to have impacts that will be not gradual nor moderate, just by their very nature.

Does that help clarify the issue sir?

MR. MONDROW:  That's your evidence.  I just wanted you to have an opportunity to complete that thought, so thank you.  Thank you, Mr. Chair.

MR. MORAN:  Thank you, Mr. Mondrow.  And thank you, Mr. Madsen, for all your assistance today.

MR. MADSEN:  Thank you.

MR. MORAN:  So a couple of things.  We have some housekeeping keeping matters and a couple of things I want to speak to, and then we're going to have the closing remarks.  I don't know if Enbridge wanted to make any closing remarks or not, but it's fine if you don't.  So maybe what we'll do is let's deal with the housekeeping matters, and then we'll take a break for Madam Reporter, and then we'll come back and conclude with the closing statements.

The first thing I wanted to address is the schedule.  A request was made to consider a change to the dates in the procedural order for submissions.  The Panel has reviewed that and what we're proposing is the following:  Undertakings would now be due by August 18, which I think is what Mr. Stevens requested and nobody was opposed to; argument in-chief, I think Mr. Stevens proposed the same date, but we're suggesting August 21, in order to make sure there's enough time and effort to get the undertakings done and still allow the argument in-chief to be filed; OEB Staff submission by September 12; intervenor submissions by September 19; and then, for reply argument, Mr. Stevens had indicated that, because of the Thanksgiving weekend, he was aiming at Tuesday.  We thought, maybe to give folks at Enbridge enough time to clear all that Tryptophan out of their system, we would add an extra day on, so October 11, the Tuesday.

Unless there are any concerns about that, those are the dates that we would propose, and confirm by correspondence.

Sorry, October 11 would be a Wednesday.

MR. POCH:  Mr. Chairman, no concern, but I'm just wondering if the panel has given any thought of when they expected to deal with the subsequent phases of this proceeding, just to help people plan their lives a little.

MR. MORAN:  Not yet, Mr. Poch.  Not yet.  We will be turning our minds to it.  I mean, we've all been in this room for the last month, and we will turn our minds to that and let folks know about what our thinking is.

The second thing I wanted to touch on.  We expect to be able to release the settlement proposal decision at some point in the coming week, in case you were wondering where that was.  And Staff is also working on preparing a draft decision for our review on the interim costs, and we hope to release that as soon as we can.

So those are the procedural matters.  The next thing that I wanted to touch on is, obviously, we are always considering how the evidence is shaping up and how the record is growing, and there are a couple of items that we want to follow up on in the form of undertakings.

Now, I recognize that the undertakings we're going to ask for, for some of these, the witnesses are not here.  There may be some questions for clarification or feasibility, and so on, and, to the extent that that's the case for any of the four undertakings that we're going to propose, we can deal with that in correspondence.

The first one has to do with hydrogen.  Through the course of this proceeding, there has been an exploration of a number of the aspects of the physical parameters of hydrogen versus methane in terms of what the system would need in order to accommodate hydrogen up to 100 percent, and one parameter that doesn't appear to have been addressed relates to the performance of hydrogen versus methane under compression.

So, by way of undertaking, we would like to understand -- well, let me just back up for a minute.

Obviously, Enbridge runs compression stations in order to be able to deliver volumes and to provide the heat value that's required by the customers to meet their needs.  And compression requires work, and work requires energy, and the energy comes from the fuel, and the fuel comes from the system.

So, in that context, we want to understand, all things being equal, what additional fuel requirements would be required for compression purposes in order to deliver the same volume of hydrogen in relation to the same volume of methane.

If we could get an undertaking number for that, Mr. Richler.

MR. RICHLER:  J18.3.
UNDERTAKING J18.3:  TO CALCULATE ADDITIONAL FUEL REQUIREMENTS REQUIRED FOR COMPRESSION PURPOSES IN ORDER TO DELIVER THE SAME HEAT VALUE OF HYDROGEN IN RELATION TO THE SAME HEAT VALUE OF METHANE.

MR. MORAN:  Mr. Kitchener?

MR. KITCHEN:  Just a clarification.  When you said the same amount of volume, I'm assuming --


MR. MORAN:  No, sorry, the same heat value.

MR. KITCHEN:  The same energy?

MR. MORAN:  Yes, the same energy.  Yes.  My mistake.  Thank you for that.  Yes, volume for volume.

The second thing we'd like to get is in relation to the hydrogen study that's under way. We'd like to see the scoping document for that study.

MR. RICHLER:  J18.4.
UNDERTAKING J18.4:  TO FILE THE SCOPING DOCUMENT FOR THE HYDROGEN STUDY.


MR. MORAN:  The third item is a follow-up, I guess, to the scenario questions that were put to Mr. Kennedy and, subsequently, to Mr. Madsen and Mr. Bowman.

If you were to assume 100,000 residential customers depart the system over the next three years with potentially stranded connection facilities, meters, regulators and services to the street, the first question is what would that mean for the curves associated with those classes of assets?

And then, depending on the result of that, what would be the impact on revenue requirement, if the depreciation expenses accelerated to accommodate that change to prevent stranded costs.

MR. RICHLER:  J18.5.
UNDERTAKING J18.5:  ASSUMING 100,000 RESIDENTIAL CUSTOMERS DEPART THE SYSTEM OVER THE NEXT THREE YEARS, WITH POTENTIALLY STRANDED CONNECTION FACILITIES, METERS, REGULATORS AND SERVICES TO THE STREET: (A) TO ASSESS IMPACT ON CURVES ASSOCIATED WITH THOSE CLASSES OF ASSETS; (B) TO ASSESS IMPACT ON REVENUE REQUIREMENT IF THE DEPRECIATION EXPENSES ACCELERATED TO ACCOMMODATE THAT CHANGE, TO PREVENT STRANDED COSTS.

MR. MORAN:  And finally, and this is in relation to at various points references to heat pumps that are good down to minus 15 and versus down to minus 30.  And there are already some undertakings in relation to that question.

To fill out the record, we would like to understand the duration and frequency over the last five years of minus 15 and colder temperatures in the Union South and Enbridge GTA service areas.

MR. RICHLER:  J18.6.
UNDERTAKING J18.6:  TO EXPLAIN THE DURATION AND FREQUENCY OVER THE PAST FIVE YEARS OF MINUS 15 AND COLDER TEMPERATURES IN THE UNION SOUTH AND ENBRIDGE GTA SERVICE AREAS.


MR. MORAN:  And I think that is it, for now.

Let's take a break for -- till 10 after, and then we will proceed with the closing statements that people want to make.
--- Recess was taken at 1:57 p.m.

--- On resuming at 2:10 p.m.

MR. MORAN:  All right.  We're into the final act of the oral proceeding, and we will hear some closing statements.  We will start with Energy Probe.  Mr. Ladanyi.

MR. LADANYI:  Thank you, Mr. Chair.

MR. ELSON:  Commissioner Moran, could I ask a quick follow-up question to your undertaking request.  I apologize for interrupting, but I'll only be two minutes.

MR. MORAN:  Yes, go ahead.

MR. ELSON:  I've noted your request for information regarding heat pumps that go down to minus 15 versus minus 30, and it reminded me that you had asked an undertaking of Ms. Giridhar, I believe it was J11.5, about market-available units.  And it just struck me that Mr. Neme may have different views on that question than Ms. Giridhar and Enbridge.  And the same for J11.6, which was about the relative carbon intensity of back-up heating from a heat pump coming from gas versus electric.

And so I just wanted to offer, if the panel would find it helpful, that Mr. Neme could provide by way of undertaking his understanding to the answers J11.5 and J11.6.  If the Panel would find it helpful, just because you had raised it.

MR. MORAN:  All right.  Enbridge, any concerns about that?

MR. O'LEARY:  I guess the question, perhaps, for Mr. Elson is whether or not you are proposing to have Mr. Neme respond to the same Undertaking, 18.6, or whether you are doing something in addition to that.

MR. ELSON:  It was Undertakings J11.5 and J11.6.  And those were undertaking requests that -- they haven't actually be been answered yet, and they were about the frequency, or the market availability, of heat pumps going down from minus 15 to minus 30, and also the relative carbon intensity.  So it would be to answer the same undertakings, and just have Mr. Neme's perspective.

It is just an offer if the panel would find it helpful.  Those were two panel questions, and anticipate that Mr. Neme's views on it may differ from Enbridge's.  Enbridge hasn't answered yet, so I can't confirm that, but it may be helpful to the panel to have, you know, more than one perspective on the same undertaking request.

MR. O'LEARY:  And these would be filed on the same date?

MR. ELSON:  I would be happy to coordinate to file them by the deadline.

MR. O'LEARY:  Okay.

MR. MORAN:  All right.  Let's give that an undertaking then, Mr. Richler, on that basis.

MR. RICHLER:  J18.7.
UNDERTAKING J18.7:  MR. NEME TO RESPOND TO UNDERTAKINGS J11.5 AND J11.6

MR. ELSON:  Thank you.  I apologize for interrupting.

MR. MORAN:  Okay, no worries.

MR. POCH:  And, Mr. Chairman, if I could ask a slightly lesser favour of the Panel.

With respect to J18.6, the Panel was asking for a duration of frequency of minus 15 Celsius.  Given that there has been some debate about whether the technologies can go to minus 15 or minus 30, I think it would be helpful for you to have the same information with respect to minus 30 in those locales.

MR. MORAN:  Yes.  Thank you, Mr. Poch.  I think the expectation in the undertaking would be to show all the occurrences from minus 15 and colder, so it would include all the way to minus 30 and past minus 30.

Which just triggers one point for me.  I intended also to ask in the undertaking that the source of the data be identified in the response.  Thank you.

MR. ELSON:  Sorry for the interruption, Commissioner Moran and Mr. Ladanyi.  Thank you very much.

MR. MORAN:  All right.  Thank you, Mr. Elson.  Mr. Ladanyi, hopefully the camera will find you.  I have found you.

MR. LADANYI:  Yes, sometimes it can't find me.  So, yes, the camera has found me.

MR. MORAN:  The floor is yours.
Closing Statement by Mr. Ladanyi:


MR. LADANYI:  Thank you.  Energy Probe thanks the Commissioners for this opportunity to comment on jurisdiction, and I have three submissions.

My first submission on jurisdiction is about hydrogen.  The definition of gas in the model franchise agreement that Enbridge has with municipalities it serves does not include hydrogen.  For the OEB to allow Enbridge to distribute hydrogen, the first step that is required is for the OEB to revise their model franchise agreement to include hydrogen.  Then Enbridge has to obtain approvals from the municipalities it serves -- and I think there are 400 of them -- as is required by the Municipal Franchises Act.

Only after Enbridge obtains such approvals from municipalities can it apply to the OEB to provide hydrogen distribution service.  Until such time, the Commissioners presiding on this case do not have the jurisdiction to approve any expenditures for the distribution of hydrogen to Ontario municipalities.  However, Enbridge is free to pursue its hydrogen research and developments through an unregulated affiliate at shareholders' expense.

My second submission on jurisdiction relates to refraining from exercising power where there is a competitive market.  This is described in section 29.1 of the OEB Act.  There is a competitive mark market behind the meter where suppliers offer a range of energy appliances and services to customers.  The OEB does not have the jurisdiction to restrict what products or services customers choose to buy.  There is also a competitive market for commodities, and customers are free to choose their commodity provider.

The OEB does not have the jurisdiction to restrict, specify, or approve specific providers of renewable natural gas or of hydrogen.

Certain parties may propose to the OEB that it extend its jurisdiction into the competitive market for various reasons.  The OEB should resist these proposals and protect the competitive market.

My third submission is on system expansion and customer attachment.  OEB'S own guidelines on gas system expansion and customer attachment are set out in two documents:  E.B.O. 134, the title of which is "Review by the Ontario Energy Board of the Expansion of the Natural Gas System in Ontario," dated June 1, 1987; and E.B.O. 188, with the title "A hearing to inquire into, hear, and determine certain matters relating to natural gas system expansion for Consumers Gas Company Limited, Union Gas Limited, and Centra Gas Ontario Inc.," dated January 30, 1998.

Both guidelines allow for far greater cross-subsidies between existing and new customers than are allowed by the Distribution System Code for electricity distributors.

The Commissioners have the jurisdiction to change both E.B.O. 134 and E.B.O. 188 in this proceeding to remove excessive cross-subsidies that are allowed by these two guidelines in order to level the playing field between electricity and gas.  Currently, the playing field is sharply tilted against electricity, as was shown in the EB-2022-0024 Elexicon Energy case regarding energy supply for the subdivision development in North Brooklin.

The differences in the economic parameters between Appendix B of the Distribution System Code for electricity system expansion and Appendix B of E.B.O. 188 for gas system expansion were an issue in the proceeding.

The subsidies for system reinforcement that are inherent in E.B.O. 188 are forcing gas rate-payers to subsidize gas service for developers of large condominium projects here in Toronto.  The economics of development of these large condominium buildings may not be as attractive were it not for the subsidies from gas rate-payers.

The excessive cross-subsidies allowed by E.B.O. 134 are an issue in the current EB-2022-0157 Panhandle regional expansion project proceeding, where Enbridge is asking for approval of a pipeline to serve the Stellantis electric vehicle battery plant in the OPG's subsidiary AUTUVA gas-fired generator plant in Windsor, to supply reliable electricity to Stellantis.  The pipeline is uneconomic and will require a large subsidiary from rate-payers.


Large subsidiaries from gas ratepayers for gas system expansion may have been appropriate in 1987, when E.B.O. 134 was issued, or in 1998 when E.B.O. 188 was issued.  They are no longer appropriates when Ontario is working on a pathway for energy transition.


E.B.O. 134 and E.B.O. 188 are major obstacles on that path, and commissioners have the jurisdiction to remove them.

These are my submissions, thank you.

MR. MORAN:  Thank you, Mr. Ladanyi.  Next up is CCC, Ms. Girvan.
Closing Statement by Ms. Girvan:


MS. GIRVAN:  Thank you, and good afternoon.

I just was going to take this opportunity, I just have one jurisdictional comment to make, and then just a few other general comments.

And I think you mentioned this Commissioner Moran about E.B.O. 188, and I just wanted to register our request for Enbridge to set out from its perspective as to whether or not it can be changed by this panel in this proceeding in their argument in chief, so that that perspective can be considered by others when they put their argument together.

The second point I wanted to make and it is just sort of a request, really, the amount of evidence in this case has been daunting, and we have had numerous updates and corrections.  And we believe, and I assume that Enbridge is going to do this, but we think it is really important for Enbridge in its argument in chief to be as detailed as possible with respect to the numbers associated with the relief it is seeking.

And I would say this isn't a complete list, but we are looking at revenue requirement deficiency, capital spending -- and I think in that bucket, as much detail as possible in terms of what the request is -- depreciation and DVA balances.

And I am sure there are other issues, but I think it's important.  I have been a party to certain proceedings where the argument in chief would be what I would call "light."  And I think the more information we have, and the updated numbers that we have in our hands, I think our submissions will be more useful.

The other request I had, and it's about transcript undertakings, and there have been a number of them filed throughout the proceeding.  And I am not sure if anyone else is having trouble, but I am finding trouble locating them all, and when they came in.  And I was wondering if we could get a list of all the undertakings, when they were filed.  And, in addition, if this is possible, I think it was a previous proceeding we had a PDF of all the undertakings in one place?  That would just help me and others, I think, moving forward with their arguments.

And I would add that it would be also helpful to have the undertakings from the technical conference in one place, as well.

The other point, and I guess this is really a question for argument, throughout the proceeding there have been discussions about a shorter rate term plan.  And I think a number of people have asked Enbridge in the context of the cross-examination around energy transition.

And I will also note the recommendations of Dr. Hopkins and Mr. Neme that EGI go away and do further study on a number of issues relevant to energy transition.

So I understand that the IRM framework issues are the subject of phase 2 of this proceeding, and my request really is does this Panel want to hear submissions on that issue now, in the context of our submissions on energy transition?  And that is something I can leave with you.

And the last -- two more points:  One is I expect the Panel will have some views on the structure of argument, final argument; it may or may not want to convey that to the parties, but that is something that we would be interested in seeing, because I have been a party to many proceedings where there has been a request and I have been a party to some that there has not been a request.

And then finally, on a lighter note, I would just like to thank all those who worked diligently to put this oral hearing together and allowing parties to participate remotely, as well, and in notifying us on a daily basis about the schedule; it has been much appreciated.

This isn't a complete list, but I note the work undertaken by Cherida Walter, Lillian Ing, the IT staff at the OEB, Michael and Astrid.  And we also have the court reporters, who have put up with a lot over the last month.  And of course, Ms. Monforton and others at EGI, who were excellent with respect to the management of documents.  Thank you.

MR. MORAN:  Thank you, Ms. Girvan.  Next up, GEC, Mr. Poch.
Closing Statement by Mr. Poch:


MR. POCH:  Good afternoon, again, panel.  I will take you up on your offer that we may have more expansive closing comments not restricted to the question of jurisdiction.

As Mr. Quinn said near the beginning of the hearing, energy transition is a fact.  Enbridge has sponsored evidence that examines what that future might look like.  The scenarios it developed with its experts are not predictions, but even its highly flawed gas-intensive scenarios show how there are huge impacts expected for the gas system.

The diversified scenario is indicative of what the minimum impact on the gas system might be, and the electrified scenario illustrates how the impacts might be far, far greater.

As the EFG critique of the Guidehouse evidence has demonstrated, electrification is the cheaper option for society.  And, as Mr. Neme illustrated further, the electrification will increasingly be the more affordable option for customers.

Even if we ignore that evidence of societal and customer economics, and assume that there is sufficient affordable RNG or hydrogen to keep all the pipes in use at peak, no one is suggesting that there won't be a dramatic decline in the amount of energy that the gas grid will be delivering.

The diversified scenario shows roughly a 50 percent decline in energy delivery to general service customers, and it is closer to 90 percent for that group, for the electrification scenario.

Enbridge's witnesses talk about societal value and reliability and resiliency offered by gaseous fuel delivery at peak times and during electricity interruptions.  But to the extent that is the case, it's not a new service; it offers all of that to customers today.  So the difference between today and the emerging future from the customer's perspective is that it will be receiving dramatically less energy via the gas grid.

That means that continuing to depreciate assets based primarily on physical life, whatever the mechanism, rather than based primarily on declining energy delivered to customers will guarantee significant intergenerational equity and cause rates to increasingly diverge from value, from customer value.

And the alternative of choosing curves and service lives that don't accord with the statistics as a proxy for recognizing declining asset value is anything but a transparent approach.

As Mr. Bowman pointed out, new additions to rate base are going to dominate things, including depreciation expense.

So if something on the order of half of undepreciated rate base is going to be new assets five years from now, in his example, to depreciate that assuming constant utilization over 40 or 50 years of physical life, is a real problem.

And as rates increasingly diverge from value for more and more customers, more will be driven from the system and that will increase the risk of a death spiral.

The Board's objectives include protecting the interests of consumers with respect to prices and the reliability and quality of gas service, and facilitating the maintenance of a financially viable gas industry for the transmission, distribution and storage of gas.

If the Board does not require change in a timely manner to mitigate the impacts of energy transition, it will fail to meet those objectives.

The depreciation experts all live in the past to some greater or lesser extent, but we are facing a brave new world.  Delaying a recognition of that will exacerbate inequity and risk a destructive rate change.

As endorsed by both of the experts who were qualified as experts in aspects of energy transition that were before you, we will propose a procedural mechanism to enable timely development, consideration and implementation of our favourite, the unit-of-production depreciation approach.  Yes, we will set that out in our final submissions.

I do note Ms. Girvan's request.  I think there is a nexus between that and the term that you would be considering for IRP.  And I think it might be helpful for you to hear, without great detail, from people as to where they think they are going with that, because that may help you structure the next phase of the proceeding.

Now similarly, and probably much more critically -- and I will be much more concise here:  Subsidizing customer additions by pretending that those customers will all still be on the grid with full utilization in 15 years, let alone in 30 or 40 years, will exacerbate the problem of underutilized or stranded assets and further drive a risk of a death spiral, while increasing emissions in the process.

Again, I cite Mr. Bowman's testimony earlier today, where he had suggested that in considering energy transition risks, growth in the rate base is the big term in the equation.

Curbing excessive customer addition expenditures is one area where there is no concern about impairing safety or reliability, which are usually the concerns that the utility will express to resist any cutbacks.  Most customer additions are for new developments, and the rules which give the developer a buy on the bulk of connection costs distort the market, hurting the eventual consumers and, again, adding to the risk of underutilized or stranded assets.

The Board's objective is not to expand the gas system willy-nilly.  It is to facilitate rational -- and I emphasize rational -- expansion of transmission and distribution systems.  There is nothing rational about skewing the market and increasing the risk of a death spiral.

Finally, as a heads-up to Mr. Stevens and his gang, we note his earlier comments that Enbridge isn't disputing the Panel's jurisdiction to look at the E.B.O. 188 rules, although we do acknowledge that Enbridge may suggest that this isn't the best form and we would appreciate, if, in their argument-in-chief, they could include any comments on where they think that should be -- how they think that should be dealt, with so we can respond to that.

Also, I mentioned in my opening statements that we'd be asking the Board, as part of its consideration of IRP under issue 3 and of capital budget, to find that the proposals that Enbridge has made to the electrification and energy transition panel to raise the thresholds for leaves to construct are anathema to effective IRP, to controlling capital spending, and to transparent regulations.  So I think it would be helpful if Enbridge indicated its position on what it is hoping for on those in its argument in-chief, as well.

Finally, I'd like to join Ms. Girvan in thanking you, the Panel, certainly, but also to Ms. Walter, Ms. Monforton, and the court reporters for keeping us all up and running. Thank you, sir.  Thank you, Panel.

MR. MORAN:  Thank you, Mr. Poch.  Schools, Mr. Rubenstein.
Closing Statement by Mr. Rubenstein:


MR. RUBENSTEIN:  Good afternoon.  I would also like to join Ms. Girvan and my friends in thanking Ms. Monforton for her help throughout the proceeding, putting up our cross-examination compendiums on the screen, as well as the OEB's IT and hearing staff for the assistance.  Especially the hearing staff, Ms. Walter and Ms. Ing, for their responsiveness and their help throughout the hearing.  But not just the hearing; as well, during the settlement conference process, where they were also quite helpful.

On behalf of the School Energy Coalition, we thank the Panel for the opportunity to provide some brief closing views on where we sit today.  Almost a month ago, in SEC's opening submissions, I told you that, like others, we were concerned with the company's lack of response to the energy transition.  That evidence, to that date, was that, in our view, Enbridge had not seriously begun to think about how to mitigate the risks of the energy transition, but had simply allocated them entirely to customers, which include schools.

As we sit here at the end of the hearing, our concerns have only been reinforced by the testimony we heard from the witnesses.  Their evidence is that, while they acknowledge the energy transition, in their view, the gas distribution system as we know it will continue with little change in 2040, 2050, and well beyond, with pipelines filled with some RNG, but primarily 100 percent hydrogen, a possibility fraught with its obvious challenges that they are only now starting to study the feasibilities of.  Or it will be a hybrid heating model where customers, while owning heat pumps, will still maintain a full gas connection for use on the coldest of the cold days in the winter.

On the other hand, there is that convincing evidence from Mr. Neme regarding how small corrections to the Guidehouse model lead to a pathway that electrification option is the most cost effective.

But, regardless of which one is ultimately correct, that Enbridge thinks may be more likely, there is a very significant risk that it is wrong, and the risk that it is wrong is something that is not appropriately considered in its planning in this application, an application which is premised on an asset management plan and a utility system plan which seeks to spend about $7.5 billion of capital spending over the 2024 to 2028 period, a significant increase over historic amounts.  It is an unreasonable level of capital spending even without consideration of the energy transition, and we'll have a lot to say about that in our argument.

When considering the energy transition, there is a significant risk that those assets that will be constructed today will be underutilized in the future, a risk that the company does not really even consider in its planning.  The capital spending is especially important because of Enbridge's position, at least as we understood, and that's something we hope that they will address in their argument in-chief, is that, if the asset becomes underutilized or stranded, then it bears none of that risk that the remaining customers on the system will have to pick up the entire cost.

The only time we really saw Enbridge raise the issue themselves of the risk of energy transition was in the context of proposals that would increase its revenue requirement, higher equity thickness, and adoption of the equal life method for depreciation.  Yet, when raised in questions from many parties, in the context of capital planning, customer connection policy, and other areas, the energy transition took a back seat, and the impacts and the risks were downplayed or not even considered.  Enbridge's approach in that regard is neither just nor reasonable and does not protect customers with respect to price in both the short and long term.

The OEB asked, in issue number 3 on the issues list, about the mitigation and allocation of risk.  After listening to multiple weeks of testimony, I'm not sure Enbridge has mentioned any material risk that it will face.  Quite the opposite, in fact.  For example, the volume variance account proposal, which it says is a bridge to its phase 3 straight fix -- variable and demand rate design proposal, removes customer consumption revenue risk for the company, in a world where we expect future use will likely decline.

Second, in our final argument, we will propose a number of what we believe are thoughtful and appropriate measures to address the approvals in this application, in the context of the energy transition and otherwise, and to properly allocate and mitigate those risks.  They will include proposals to address the core question of how to allocate those risks.  This is a fundamental question about financial responsibility for the risk of a regulated monopoly, in a business that is likely going to decline.

It will also include actions that can be taken now to minimize those risks, no matter whether it's shareholders or rate-payers who will have to pay for them, both how the costs can be reduced and how the right people are required to pay for the right parts of those costs.

Further, recognizing that this will be a multi-year process, what can the OEB do in the meantime that will provide better information to assist in future rate making, in the context of the energy transition?  Considering Enbridge, and we think somewhat obviously, has yet to come up with a viable plan to deal with the energy transition, what role does the OEB have in such regard and what should customers expect from the company?

The hearing has been very important in clarifying many issues and starkly revealing the problems with the company's approach to the energy transition, but also other aspects.  As I said in my opening statement, we recognize that the issues that the Commissioners face here are very complicated and, in some cases, as they relate to the energy transition, have no easy solutions, but we do require the OEB to act.

We will also provide submissions in our final argument on a number of other important issues that remain unsettled in this proceeding, many that relate -- or at least that we are told relate -- to the previous merger, which have significant cost consequence to customers, including integration capital, harmonized overheads, and certain pre-merger Union amortized pension costs.

All together, we will provide submissions in our final argument to assist the OEB in making the necessary modifications to the company's proposal so that the 2024 delivery rates can be approved for the company, but in a way that results in just and reasonable rates.

Thank you very much.

MR. MORAN:  Thank you, Mr. Rubenstein.  Next is Pollution Probe, Mr. Brophy.
Closing Statement by Mr. Brophy:


MR. BROPHY:  Great.  Thank you very much.  Pollution Probe appreciates the opportunity to provide a closing statement and, just before I get into that, I'm not planning to add on to the undertakings that were discussed just recently, but we do appreciate the clarification about the frequency of minus 15 and greater, given that that's going to be an important element in J18.6.  Our understanding is we'll see that, in the response from Enbridge, Ottawa did have a cold day below or at minus 30, and we didn't look to put any of this evidence in, but there are public postings around customers that did use cold-climate heat pumps and did not need back up.

So we're happy to pass that along to Enbridge, given that they are going to submit their undertaking about the information on heat pumps from their energy transition group.  I am not sure who that is, actually, but happy to do that.  Thank you.

So first off, I would like to recognize the strong success of the hybrid hearing model that has been applied here.  Even though there were minor technical issues at the start that have been resolved, it represents modern best practice and regulatory innovation, which provides appropriate flexibility while unlocking the benefits that the oral hearing process brings, particularly for a large and important proceeding like this.

Other parties have congratulated the OEB and other parties; Pollution Probe joins them in doing so, including the people behind the scenes on the regulatory side, with the OEB, and certainly the court reporter; in our perspective, it was excellent.

As mentioned previously, this proceeding not only sets natural gas rates that impact energy consumers across Ontario.  But it also represents a critical pivot point and paradigm shift in Ontario's energy transition and alignment with net zero.  It we get the next five years wrong, as we mentioned, the damage done will be hard to recover from, especially given that the assets that will be capitalized starting in 2024 will be in place and recovered from ratepayers out to the 2080s, or longer.

The Panel suggested that we take this as an opportunity to highlight any issues that come to mind while Enbridge continues to work through their argument-in-chief.  Some of these issues will be easy for Enbridge to cover in argument, including hopefully the specific issues on the issues list provided for this proceeding, as well as specific direction from the panel to consider broader, relevant issues such as energy transition, IRP and others.

But there are some issues that are less visible and perhaps invisible, and it is difficult to say whether they need to be considered in this proceeding anymore or not.  And they were in Enbridge's original evidence.

As we know, as we all know, there has been significant evidence changes over the course of the proceeding, and it is not possible or practical to look at Enbridge's original filing to assess what is still relevant today.  In fact, Enbridge has indicated that updated evidence, such as the capital update, changes some of the previous evidence filed.  But Enbridge did not go back and change the evidence to true it up, and that is probably appropriate, given the work it would have required.

Also, some of the original requests appear to have changed as a result of the settlement agreement, for example.  And one example in there is variance accounts.

To the extent that any of the requests that are outside what is specifically and visibly covered in the issues list are still relevant from Enbridge's original evidence, we ask that Enbridge specifically lay those out.  Otherwise, I don't think it is possible to imply that an OEB decision implicitly approves anything that is in the previous evidence or original evidence that is not specifically noted in the decision.  I am sure that we all don't want any confusion on what the OEB is approving or not approving.

Pollution Probe understands that Enbridge has not requested OEB approval of any specific assets or projects in this proceeding.  If there are any specific projects or assets that Enbridge is committed to and wants specific OEB approval for in this proceeding, Pollution Probe asks that Enbridge outline those in their argument in chief.

On a related note, Enbridge is taking the risk on hydrogen spending over the rebasing term starting in 2024, particularly if it's deemed to be outside OEB jurisdiction in part or whole.

Future leave-to-construct applications could close the gap on specific projects.  However, Pollution Probe understands that the $15.5 million engineering hydrogen study that Enbridge is planning to undertake between now and 2027 is probably more aligned with O&M, given that Enbridge does not know if the study will actually meet the capitalization rules or what the outcomes will be.

It sounds like Enbridge is not requesting approval from the OEB to capitalize the hydrogen study as part of this proceeding, but if Enbridge feels strongly about the ability to use capital during the rebasing period to pay for the study, it would be useful for Enbridge to outline the rationale in its argument-in-chief.

Those are just a few areas we wanted to highlight today in our closing statement, and thank you again.  That concludes Pollution Probe's closing statement.

MR. MORAN:  Thank you, Mr. Brophy.  Next is FRPO, Mr. Quinn.

MR. QUINN:  Good afternoon.  I am just doing a quiet sound check.  It sounds okay in the room, I trust?

MR. MORAN:  Yes, it does, Mr. Quinn.  Please go ahead.
Closing Statement by Mr. Quinn:


MR. QUINN:  Okay, thank you.  Good afternoon.  On behalf of FRPO, we would like to thank the commissioners for this opportunity for parties to provide some initial points to aid in elements of procedural fairness in a very complex proceeding with many interdependencies.

The settling parties got a preview of the challenges of multiple phases in our work to establish the settlement proposal but, as was evident in the discourse in the hearing, there are still matters that are unclear, which inhibited a simple efficient discovery process.  We trust that these advance submissions will be of assistance to the panel and contribute to procedural fairness in establishing just and reasonable outcomes for Ontario.

We are going to touch briefly on two issues which in some ways are interrelated:  capital planning and deployment, and ratepayer outcomes.

First, as an overarching theme of this proceeding, the energy transition aspect, this of course extends to capital planning and deployment.

Along with other parties, FRPO has explored how the utility may evolve its traditional practices to allow a paradigm shift in its approaches to asset management and the expansion of facilities when uncertain -- the uncertain future casts doubt on the horizon for the period for used and useful.

One point of emphasis that we have been exploring is how the company could structure its incentives, both for the company and its management to reward an extension of safe, secure asset life, as contrasted with the existing traditional incentives that reward capital spending.

We have raised these questions in the hearing and prior, and would welcome the company addressing that issue in its argument in chief.

The concept of the use of capital then impacts ratepayer outcomes, more broadly, who benefits from the capital employed and, as a result, who pays.  A microcosm of this issue is the Dawn-Parkway system.  As was witnessed by this panel, we have struggled with discovery given limitations of the answers from certain panels and differences in our views with the company on what is properly included in phase 1 or latter phases of the proceeding.

As we considered what issue we wanted the company to address in argument, we realized that, even with dialogue, our differences in this area would not necessarily result in helpful argument due to the gaps in evidence for this panel's deliberations.

As a result of this thought process, and recognizing this panel's understanding of the interdependencies of cost causality and rate-making, we realize that a fulsome determination of the Dawn-Parkway rate-making and risk mitigation will likely span all phases of this proceeding.

Extending this thinking to our concerns regarding the base rate adjustments for PDO shift, we recognize that the Board may need evidence from the entire proceeding to be given the opportunity to establish just and reasonable outcomes.

Accordingly, we will not be asking the company for specific argument-in-chief submissions on the base rate adjustments issue, but wanted to signal to the Board that additional aspects of latter phases of the proceeding may be helpful to establish just and reasonable ratepayer outcomes.

Very importantly, we would like to thank the Board Staff, particularly Ms. Walter and those who did the IT work, to allow for an effective hybrid hearing.

We also would like to thank the court reporters and Ms. Monforton and, of course, the Panel for providing a balanced proceeding through thoughtful and novel approaches such as these closing and our initial opening statements, which we believe will be of benefit to Ontario and the public interest.

Thank you, very much.

MR. MORAN:  Thank you, Mr. Quinn.  Next up, Environmental Defence, Mr. Elson.
Closing Statement by Mr. Elson:


MR. ELSON:  Thank you.  It seems to us, Panel, that the energy transition is the most important issue facing gas customers today, and so I'd like to highlight some of the evidence we heard over the past weeks on that topic.

Starting with Mr. Neme, whose expert opinion is that most buildings will most likely abandon gas altogether and move to all-electric equipment by 2050, resulting in major declines in peak and annual demand.

And that opinion is based on independent studies, such as those conducted by the Canadian Climate Institute; the major savings that customers can achieve by converting from fossil gas to heat pumps; the even greater savings from heat pumps, if you compare them to low-carbon fuels like RNG and hydrogen; the cost effectiveness and feasibility of expanding and decarbonizing the electricity system over the next 30 years as outlined by the IESO owe IESO and others; the very limited potential RNG volumes; the tiny amount of current throughput that can be replaced by hydrogen blending; and the practical impossibility of simultaneous switchovers to full, 100 percent hydrogen equipment for residential customers.

Dr. Hopkins's expert opinion is that the biggest uncertainty is whether buildings will rely on hybrid or all-electric equipment, but that either of those options would result in major declines in throughput, while the impacts on peak demand from hybrid heating is less certain.  Importantly, Dr. Hopkins, in his opinion, sees the scenarios where RNG or hydrogen simply replace existing gas throughput as not being feasible and sees Enbridge's interest in a 100 percent hydrogen for buildings scenario as something that conflicts with even the gas-sponsored studies that you see in other jurisdictions, as well as practical and economic realities.

And now, for its part, Enbridge is implicitly predicting growth and sustained demand from buildings up to, and far beyond, 2050 in the revenue forecasts underlying its capital projects and its capital planning.  But, when its witnesses were pressed on these issues, they could not rule out at least the possibility of moderate, or even very large, declines in peak and annual demand.  In other words, they acknowledged the possibility of gas demand in buildings declining precipitously.  Enbridge also acknowledge the very high proportion of its revenue that comes from buildings, in questions from Mr. Shepherd.

So whether moderate, or even massive, declines in demand are merely possible, as Enbridge admits, or likely, as in the evidence of Mr. Neme, this possibility, or I would say likelihood, must be reflected in capital planning, and that includes connection capital.  In our submission, Enbridge's proposal to add over $1.3 billion in new connection capital to rate base, on the assumption that it will be paid back over the next 40 years, is not prudent, to say the least.

Where a 40-year horizon has been applied, new customers will not pay off their connection assets into the 2060s, let alone contribute to the rest of the gas system.  Existing customers already face too much decarbonization-related risk and are saddled with a high and increasing rate base that is proportionally higher than Enbridge's peers.  They can't afford another $1.3 billion in cost and risk, particularly in assets that are susceptible to decarbonization, underutilization, and stranding.

The question is:  Why should existing customers bear any risk that new customers will leave the system before they have repaid their connection capital and, in addition to that, at the end of the horizon, paid their fair share of the remaining assets?

Now, reducing, or completely eliminating, the subsidy, as we propose, will also be better for new customers if developers decide to install heat pumps instead.  And, again, the lion's share of new connections of the 40,000 customers or so that are slated to connect, those are in new developments.  Customers in those new developments, if the developers decide to go with heat pumps, will save in the range of $15,000 each in reduced energy costs, according to Mr. Neme's analysis, over the lifetime of the equipment.

In addition, making this change would reduce market distortions because developers, when they see something closer to the actual cost of putting those pipes into the ground, will be in a better position to weigh the true up-front costs of going with gas equipment or electric equipment.  And the change could also help address the incentive mismatch wherein the developers put in the heating equipment, but homeowners pay the energy wills bills.

So we think this change is beneficial, both for the new homeowners and also for existing customers.  And, overall, we don't think it helps new home buyers to subsidize developers to install gas equipment that will end up costing those new homeowners many thousands of dollars over the lifetime of their equipment, compared with the electric alternative.

At the beginning of this hearing, I provided a detailed opening statement outline document, describing the relief that we're seeking.  I obviously don't have time to go through all those points, and I'm just discussing briefly that connections point, but I do hope to see Enbridge's positions on what we've outlined in that opening statement document so that we can provide to the OEB, in our submissions, our response.

In addition, I would appreciate Enbridge addressing the question of whether the OEB can make an order in this proceeding that Enbridge will bear the stranded assets risk and the underutilization risk of any growth-driven infrastructure it constructs during the rate period, particularly in light of the fact that those capital costs would not be added to rate base until a later period.

And with that, Panel, I thank you for the opportunity to provide this brief closing statement.  I obviously could talk your ear off for an hour more, but I'll leave it there.  Thank you also to the individuals called out by Ms. Girvan for their assistance, and sincere thanks to the Panel for running what is a very, very large hearing in a way that seemed to me to be a very fair and efficient process.

MR. MORAN:  Thank you, Mr. Elson.  Thank you very much, everyone.

This brings us to the end of the oral hearing component of, I guess, the first cost of service that Enbridge has had to face in 10 years.  And I suspect, for a large number of the folks at Enbridge who have been involved in this process, this might be the first time for them.  Hopefully, it wasn't too much of a shock to go through the rough-and-tumble of a four-week hearing.

We want to express our appreciation to everyone who has been involved with respect to the significant time and effort that everybody has put into helping this process to work as well as it has so far.  I think, from the Panel's perspective, there has been an excellent elaboration of the scope of the issues that have been raised by Enbridge's application, presented as it was, to use Enbridge's words, in the context of the existential crisis that is posed by climate change, and Enbridge's recognition that the previous business approach is not sustainable.

I think the very first time climate change played any kind of role in an OEB proceeding was 20 years ago, when Union sought to change its weather and normalization model because of a warming winter trend, and brought in evidence to the effect that climate change was responsible for that.  So here we are, 20 years later, and I think the issue is a much larger presence in this hearing than back then.

So we really look forward to receiving your submissions as we begin our work to address these important issues and render our decision.

I want to thank counsel and witnesses for all of the work that they put into this hearing.  We set a four-week target, to finish by today, and I think we are meeting that target with maybe two hours to give back to everybody.  So congratulations to all of us, and particularly to Ms. Walter, for cracking the whip and keeping all the time estimates on track, and all the cooperation that went on amongst counsel to make sure that we got this done in an efficient way, as well as making sure that the record is a strong record for the purposes of our decision.

I would like to thank the court reporters as well, and Staff, for the technical issues.  This was our very first oral hearing since COVID, and our very first hybrid hearing, ever.  We had a couple of little wrinkles, but we got it on; it didn't throw us off track for very long.  And I think by and large it has worked very well for accommodating people who wanted to be here in person as well as people who preferred to join us virtually.

I want to acknowledge that a number of folks in their closing remarks have asked specific questions of us about what our expectations are for the next phases of this hearing, and recognizing that there are aspects of it addressed in the settlement proposal, but, more importantly, what is the process and procedure that we are contemplating.

So we will be turning our minds to those important questions, and we will also be thinking about how submissions might be structured to help us do our job, as well, as you write efficient arguments as well.

So we are going to be very busy next week, thinking about a number of things, and we will be communicating with you on that.

So on that note, I think that brings to the close this portion of the proceeding, and I wish everybody the best in the next component of it.

Mr. O'Leary?

MR. O'LEARY:  Yes, Mr. Moran, I just wanted to take the opportunity, while we did not make a submission today, I did want to extend the company's thanks, first of all, to the miracle worker, Angela Monforton, for what she does and anticipates, and to the court reporters and to hearing staff and all that have facilitated this hearing for the last four weeks.

And also to extend our thanks to the Panel.  Ms. Duff, Mr. Elsayed, Mr. Moran, it has been persistence on your part to pay attention for all of the witness panels that have been through this proceeding, but we thank you for that and appreciate your diligence.

MR. MORAN:  Thank you, very much, Mr. O'Leary.  And the same back to all of you for persisting through this, as well, and making sure that we are paying attention to everything.
--- Whereupon the hearing concluded at 3:04 p.m.
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