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M3-0-SEC-64 
For each proceeding where the authors of the Nexus report have provided expert 
evidence on utility cost of capital, please provide the following information regarding 
those proceedings, as applicable: 

i. Jurisdiction 
ii. Date 
iii. Docket Number 
iv. Applicant 
v. Client 
vi. Existing equity ratio  
vii. Author’s recommended equity ratio 
viii. Approved equity ratio 
ix. Existing ROE 
x. Author’s recommended ROE 
xi. Approved ROE 
xii. A copy or web link to the authors written report/testimony 
xiii. A copy or web link to the commission/regulatory decision 

Response:  

For the expert evidence that we have been able to compile, please see the 
attached Documents: 

1. Puerto Rico Electric Power Authority revenue requirements panel 
testimony. Dr. Pampush was responsible for Section IV – PREPA Re-entry 
into the Capital Markets.  

2. Jamaica Public Service Company, Ltd., proposed Criteria Response 2019-
2024 Rate Review Process. Dr. Pampush developed the proposals for the 
cost of capital on page 16 in the column “2019-2024 JPS Proposal”. Nexus 
Economics attempting to procure a copy of the order detailing the results 
for this case.  It should be noted that this proceeding is a “consultation” with 
different procedural rules than those used in Canada or the United States 
and processes may differ.  

3. A report prepared by Navigant Consulting for the Israeli electricity regulator, 
the Israel PUA. This report provided a rate review including a cost of capital 
for the Israel Electric Company prepared by Dr. Pampush. The director of 
this project was Mr. Zarumba. 

Dr. Pampush also prepared testimony supporting the cost of capital for the 
Bermuda Electric Light Company.  Testimony before the Bermuda Regulator is 
considered confidential.  We are currently attempting to get permission to release 
this information.   
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M3-12-SEC-78 
Please provide Nexus’ views on the relative business and financial risk between 
electricity distributors, electricity transmitters, and natural gas utilities.  
 

Response:  

The Nexus Economics report specifically addressed electricity distributors. Nexus 
has no relevant views about electricity transmitters and natural gas utilities.  
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M3-10-SEC-77 
[M3, p.81] Nexus states that “LEI presents information that focuses primarily on the 
perspective of debt holders. LEI says that it is “not aware” of OEB-regulated entities facing 
notable issues in attracting equity and debt capital since 2009”. Have any of the EDA 
member utilities had notable issues attracting equity and debt capital? If so, please 
discuss.  

Response: 

We have not interviewed EDA members regarding notable issues attracting equity 
and debt capital since this was not necessary for our analysis or conclusions 
regarding the cost of equity. EDA has told us that it is unaware of such information, 
and that, in any event, it cannot reasonably determine the requested information 
within the proceeding timelines.  

In any event, for guidance regarding the evaluation of capital attraction under the 
Fair Return Standard, we relied on the 2009 Board discussion (at page 20), which 
discusses the difficulty of ascertaining notable issues attracting capital. According 
to the Board (emphasis added): 

[T]here was considerable discussion in the consultation about utility 
bond ratings. The ability of a utility to issue debt capital and 

maintain a credit rating were generally put forth by stakeholders in 
the consultation as a sufficient basis upon which to demonstrate 
that a particular equity cost of capital and deemed utility capital 

structure meet the capital attraction and financial integrity 
requirements of the FRS. The Board is of the view that utility bond 
metrics do not speak to the issue of whether a ROE determination 
meets the requirements of the FRS. The Board acknowledges that 
equity investors have, as the residual, net claimants of an enterprise, 
different requirements, and that bond ratings and bond credit metrics 

serve the explicit needs of bond investors and not necessarily those of 
equity investors. 

Finally, the Board questions whether the FRS has been met, and in 
particular, the capital attraction standard, by the mere fact that a 

utility invests sufficient capital to meet service quality and 
reliability obligations. Rather, the Board is of the view that the 

capital attraction standard, indeed the FRS in totality, will be met if 
the cost of capital determined by the Board is sufficient to attract 

capital on a long-term sustainable basis given the opportunity 
costs of capital. As the Coalition of Large Distributors commented:  
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[T]he fact that a utility continues to meet its regulatory obligations and is 
not driven to bankruptcy is not evidence that the capital attraction 

standard has been met. To the contrary, maintaining rates at a level 
that continues operation but is inadequate to attract new capital 

investment can be considered confiscatory. The capital attraction 
standard is universally held to be higher than a rate that is merely non-
confiscatory. As the United States Supreme Court put it, ‘The mere fact 
that a rate is non-confiscatory does not indicate that it must be deemed 

just and reasonable’. [footnote 14 omitted] 

We interpret this to mean that capital attraction (and the FRS in totality) is met 
based on the opportunity cost standard. Hence, in our analysis, and we believe 
consistent with the Board’s interpretation of the FRS, we focused our attention on 
opportunity cost as determined by the marginal investor -- and not on specific 
“notable issues” attracting equity and debt capital since there is no notable issues 
requirement under the Fair Return Standard. 
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M3-10-SEC-75  
[M3, p.61] For each utility included in the Nexus ROE analysis, please provide: a) its credit 
ratings, b) its most recent credit rating report from each of S&P, DBRS, and Moody’s, and 
c) a breakdown of annual revenue by business type (electricity distribution, electricity 
transmission, electricity generation, regulated natural gas, and other). 

Response: 

The requested analysis is extensive and involves considerable resources, and 
Nexus Economics is not in a position to perform it in the context of this proceeding 
and its abbreviated timelines. 
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M3-CCC-5 
Ref: Ex. M3/p. 61  
For each company in the proxy group listed in Exhibit M3 at page 61 (Table 6), please 
provide a table that includes the following information (if available and as applicable):  
a) Company name  
b) Credit rating  
c) S&P business risk rating  
d) S&P financial risk rating  
e) Percentage of operating income from, as applicable, electricity distribution, electricity 
transmission, electricity generation, natural gas operations  
f) Percentage of operating income, as applicable, by operating area (i.e., electricity 
distribution, transmission, generation or natural gas operations) that is regulated  
g) Percentage of overall operating income that is regulated  
h) Beta information:  

i. Raw beta  
ii. Beta used by expert in CAPM calculation  

 
i) The regulatory agency that regulates the company (i.e., OEB, AUC, CPUC, etc.) and 
the applicable rating as set out in the “Utility Regulatory Jurisdiction Assessment 
performed by S&P Global” (see p. 129 of Exhibit M1 – LEI Expert Report)  
j) Description of ratemaking approach applied to the company. As part of this response, 
please include information regarding:  
 

i. Most prevalent form of ratemaking (e.g., cost of service, cost of service plus 
IRM, etc.)  
ii. Application of a forward test year approach in cost of service ratemaking  
iii. Availability of Custom IR option (which, as applied in Ontario, allows for multi-
year (typically 5 years) recovery of approved capital budgets as proposed by the 
utility)  
iv. Availability of mechanisms that allow the recovery of incremental capital 
between rebasing proceedings (and a description of how those mechanisms 
operate)  
v. Reliance on fixed vs. variable rates (by rate class)  
vi. Availability of deferral and variance accounts for non pass-through costs and 
revenues (and the types of accounts that are available)  
vii. Availability of Z-factor relief (and the types of relief available through this 
mechanism)  
viii. Availability of off-ramp provisions when actual ROE falls below a certain 
threshold  

 
Response:  

The analysis required to respond to this Interrogatory would require at least a week 
of full-time effort, which is not reasonable or feasible in the context of this 
proceeding and its abbreviated timelines, even assuming we have the data to 
address it, which we may not .  
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Nexus has provided its backup calculations for its ROE analysis in the Excel 
workbook M3-NAICS 2211 (as filed).xlsx, which any party may use to perform the 
requested analysis. 
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M3-10-CME-13 
Ref: Exhibit M3, p. 38  
At page 38, Nexus states “Our goal in this Chapter is to identify and quantify the 
opportunity cost of equity capital that can be applied to a risky asset, namely a 
distribution electric utility in Ontario.”  

(a) Please confirm whether Nexus’ view is that a distribution electric utility in Ontario 
is a risky asset in comparison to other equity investments, such as private market 
businesses.  

Response: 

Yes, both Ontario electric utilities and private market businesses are risky assets. 
The appropriate peers for regulated energy utilities in Ontario are other regulated 
energy utilities in North America.   

(b) If the answer to (a) is yes, please reconcile this opinion with the belief that utility 
stocks are less volatile and are recession resistant, as outlined in numerous 
articles (including one found here: 
WWhttps://www.investopedia.com/ask/answers/122314/what-kind-investors-buy-
utility-stocks.asp  

 

Response: 

Ontario electric utilities experience risk that is higher than that of the risk-free asset, 
and therefore is considered a risky asset. Please see the response to (a). We have 
no response to the Investopedia reference, which appears to provide generic 
direction to investors. We concur with the statement in (b) that utility stocks are 
“less volatile and recession resistant” to the extent that their betas are less than 
1.00.   
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 Annual
Report

2023

S H A R E H O L D E R  S E RV I C ES 

215 S. Cascade St., P.O. Box 496

Fergus Falls, MN 56538-0496

Phone: 800-664-1259 or 218-739-8479

Email: sharesvc@ottertail.com

www.ottertail.com  /  Nasdaq: OTTR
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BTD Manufacturing, Inc.
Metal fabricator
Headquarters: Detroit Lakes, MN
Acquired 1995
President, Paul Gintner
1,458 full-time employees
www.btdmfg.com

T.O. Plastics, Inc.
Custom plastic parts manufacturer  
Headquarters: Clearwater, MN 
Acquired 2001
President, Paul Meschke
192 full-time employees
www.toplastics.com

Northern Pipe Products, Inc.
PVC pipe manufacturer
Headquarters: Fargo, ND 
Acquired 1995
President, Terry Mitzel
98 full-time employees
www.northernpipe.com

Vinyltech Corporation
PVC pipe manufacturer
Headquarters: Phoenix, AZ  
Acquired 2000
President, Terry Mitzel
80 full-time employees
www.vtpipe.com

MANUFACTURING  PLATFORM

2023 2022 PERCENT CHANGE

CONSOLIDATED OPERATIONS
($ in thousands, except per share amounts)

Operating Revenues $ 1,349,166 $ 1,460,209 (7.6)

Net Income $ 294,191 $ 284,184 3.5

Diluted Earnings per Share $ 7.00 $ 6.78 3.2

Dividends per Common Share $ 1.75 $ 1.65 6.1

Return on Average Common Equity  22.1%  25.6% (13.6)

Book Value per Common Share $ 34.60 $ 29.24 18.3

Cash Flow from Operating Activities $ 404,499 $ 389,309 3.9

Number of Common Shares Outstanding  41,710,521  41,631,113 0.2

Number of Common Shareholders  10,650  11,748 (9.3)

Closing Stock Price $ 84.97 $ 58.71 44.7

Total Return (share price appreciation plus dividends)  47.7%  (15.5)% n/m

Total Market Value of Common Stock $ 3,544,143 $ 2,444,163 45.0

ELECTRIC PLATFORM ($ in thousands)

Operating Revenues $ 528,359 $ 549,699 (3.9)

Total Retail Electric Sales (MWH)  5,772,215  5,592,368 3.2

Operating Income $ 106,521 $ 113,138 (5.8)

Net Income $ 84,424 $ 79,974 5.6

Customers  133,747  133,414 0.2

Total Assets $ 2,533,831 $ 2,351,961 7.7

Capital Expenditures $ 240,695 $ 147,869 62.8

MANUFACTURING PLATFORM ($ in thousands)

Operating Revenues $ 820,807 $ 910,510 (9.9)

Operating Income $ 283,542 $ 293,643 (3.4)

Net Income $ 209,202 $ 216,324 (3.3)

Total Assets $ 415,522 $ 372,187 11.6

Capital Expenditures $ 46,313 $ 23,199 99.6
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Our	actual	mix	of	earnings	for	the	years	ended	December	31,	2023,	2022	and	2021	was	as	follows:

Earnings	Composition
100% 100% 100%

29% 28%
41%

71% 72%
59%

Electric Manufacturing	&	Plastics	(and	unallocated	corporate	costs)

2023 2022 2021

HUMAN	CAPITAL
Our	employees	are	a	critical	resource	and	an	integral	part	of	our	success.	We	strive	to	provide	an	environment	of	opportunity	and	accountability	
where	people	are	valued	and	empowered	to	do	their	best	work.	We	are	focused	on	the	health	and	safety	of	our	employees	and	creating	a	culture	
of	inclusion,	excellence	and	learning,	and	our	executive	annual	incentive	plan	reflects	those	commitments.	We	monitor	various	metrics	and	
objectives	associated	with	i)	employee	safety,	ii)	workforce	stability,	iii)	management	and	workforce	demographics,	including	gender,	racial	and	
ethnic	diversity,	iv)	leadership	development	and	succession	planning	and	v)	productivity.	We	have	established	the	following	in	furtherance	of	these	
efforts:

Safety	-	Safety	is	one	of	our	core	values.	In	managing	our	business,	we	focus	on	the	safety	of	our	employees	and	have	implemented	safety	
programs	and	management	practices	to	promote	a	culture	of	safety.	Safety	is	also	a	metric	used	and	evaluated	in	determining	annual	incentive	
compensation.	We	continually	monitor	the	Occupational	Safety	and	Health	Administration	Total	Recordable	Incident	Rate	(number	of	work-related	
injuries	per	100	employees	for	a	one-year	period)	and	Lost	Time	Incident	Rate	(number	of	employees	who	lost	time	due	to	work-related	injuries	per	
100	employees	for	a	one-year	period).	New	cases	are	reported	and	evaluated	for	corrective	action	during	monthly	safety	meetings	attended	by	
safety	professionals	at	all	locations.	Our	2023	Total	Recordable	Incident	Rate	was	1.70,	compared	to	2.08	in	2022	and	our	Lost	Time	Incident	Rate	
was	0.53	in	2023,	compared	to	0.49	in	2022.

Employee	and	Leadership	Development,	Succession	Planning	and	Training	Programs	-	We	invest	in	training	and	professional	development	for	
various	levels	of	employees,	management	and	leaders	throughout	the	Company	to	ensure	all	have	the	necessary	training	and	skills	to	perform	their	
work	well,	and	to	build	enterprise-wide	understanding	of	our	culture,	strategy	and	processes.	Annual	succession	planning,	individual	development	
planning,	mentoring,	and	supervisory	and	leadership	development	programs	all	play	a	role	in	ensuring	a	capable	leadership	team	now	and	in	the	
future.	Our	skill	progression	and	technical	training	programs	help	to	retain	a	stable	and	skilled	workforce.	

Workforce	Stability	-	Recruiting,	retaining	and	developing	employees	is	an	important	factor	in	our	continued	success	and	growth.	We	regularly	
evaluate	our	recruiting	programs,	employee	retention	and	turnover	rates.	

Employee	Engagement	-	To	enhance	the	effectiveness	of	our	workforce	and	to	help	our	companies	continue	to	be	places	where	our	
employees	choose	to	work	and	thrive,	we	have	undertaken	a	multi-year	series	of	employee	engagement	surveys.	We	use	the	feedback	to	help	
shape	the	employee	programs	of	our	organization.

Human	Rights	-	We	are	committed	to	the	protection	of	our	employee’s	freedom	of	expression	and	freedom	of	organization	and	assembly.

Diversity,	Equity,	and	Inclusion	-	We	expect,	and	are	committed	to,	diversity,	equity	and	inclusion	as	part	of	who	we	are,	what	we	value,	and	
how	we	achieve	individual,	business	and	community	success.	We	hold	every	employee	accountable	for	their	behavior	in	maintaining	a	workplace	
free	of	discrimination	and	harassment.	We	have	implemented	education	initiatives	for	all	employees,	aimed	at	inclusive	leadership	and	a	respectful	
workplace,	focused	on	identities	and	culture,	unconscious	bias,	the	power	of	diverse	teams	and	culturally	sensitive	conversations.	We	have	
implemented	initiatives	to	improve	upon	our	demographic	profile,	including	revised	hiring	processes	and	a	commitment	to	diverse	slates	of	
interview	candidates.	

Code	of	Business	Ethics	-	We	require	employees	to	complete	training	on	several	topics	associated	with	our	code	of	business	ethics	to	reinforce	
our	commitment	to	compliance	with	laws,	regulations	and	values	that	guide	who	we	are	and	how	we	do	business.

Table	of	Contents
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Description of the Business
TransAlta is a Canadian corporation and one of Canada's 
largest publicly traded power generators. Established in 
1911, the Company now has over 112 years of operating 
experience in the development, production and sale of 
electricity. We own, operate and manage a geographically 
diversified portfolio of generation assets that include 
water, wind, solar, battery storage, natural gas and 
transition coal. We are one of the largest producers of wind 
power in Canada and the largest producer of hydro power 
in Alberta. We also have industry-leading energy marketing 
capabilities where we seek to maximize margins by 
securing and optimizing high-value products and markets 
for ourselves and our customers in dynamic market 
conditions. Our mix of merchant and contracted assets 
along with our energy marketing business provides resilient 
and growing cash flows that support our ability to pay 
dividends to our shareholders and reinvest in growth.

The Company's goal is to be a leading clean electricity 
company that is committed to a sustainable future and a 
responsible energy transition. Our strategic priorities 
include accelerating growth into customer-centred 
renewables and storage, selectively expanding flexible 
generation and reliability assets to support the transition, 
defining the next generation of power solutions and 
maintaining financial strength and capital allocation 
discipline. We are primarily focused on opportunities within 
our core markets of Canada, the US and Western Australia.

Our sustainability goals and our Clean Electricity Growth 
Plan remain the focus of our strategy, which includes our 
commitment to retire our last remaining operational coal 
facility at the end of 2025. We remain on track to achieve 
our 2026 greenhouse gas ("GHG") emissions reduction 
target of 75 per cent scope 1 and 2 GHG emissions 
reductions since 2015 and our carbon net-zero goal by 
2045. Since 2005, we have reduced our scope 1 and 2 
GHG emissions by 31 million tonnes ("MT") of CO2e or a 74 
per cent reduction, proudly representing approximately 10 
per cent of Canada's Paris Agreement 2030 
decarbonization target(1).

Portfolio of Assets
Our asset portfolio is geographically diversified with 
operations across Canada, the United States and Australia.  
The portfolio also generates power using a diverse set 
generation technologies and reliably supplies a broad cross 
section of counterparties.

Our Hydro, Wind and Solar, Gas and Energy Transition 
segments are responsible for operating and maintaining 
our electrical generation facilities. Our Energy Marketing 
segment is responsible for marketing and scheduling our 
merchant asset fleet in North America (excluding Alberta) 
along with the procurement of gas, transport and storage 
for our gas fleet, providing knowledge to support our 
growth team, and generating a stand-alone gross margin 
separate from our asset business through a leading North 
American energy marketing and trading platform.

Our highly diversified portfolio consists of both high-quality 
contracted assets and merchant assets. Approximately, 
56 percent of our total installed capacity, including 81 per 
cent of our Wind and Solar fleet and 53 per cent of our Gas 
fleet, is contracted with investment-grade or creditworthy 
counterparties. The weighted-average contract life for 
these contracted facilities is 10 years.

Our merchant assets include our unique hydro merchant 
portfolio and our merchant legacy thermal portfolio and 
wind assets. Our merchant exposure is primarily in Alberta, 
where 53 per cent of our capacity is located and 75 per 
cent of our Alberta capacity is available to participate in the 
merchant market. The Alberta optimization team is 
responsible for marketing and scheduling our merchant 
asset fleet in Alberta. 

A significant portion of the thermal generation capacity in 
the portfolio has been hedged to provide cash 
flow  certainty. The Company's hedging strategy includes 
maintaining a significant base of commercial and industrial 
customers and is supplemented with financial hedges. In 
2023, 78 per cent of our energy production in Alberta was 
sold under long term contracts or fixed price hedges. Refer 
to the 2024 Outlook section and the Optimization of the 
Alberta Portfolio of this MD&A for further details.

Our diversified fleet is a key success factor in our ability to 
deliver resilient cash flows while capturing higher 
risk-adjusted returns for our shareholders.

(1) In 2005, TransAlta's estimated scope 1 and 2 GHG emissions were 41.9 MT of CO2e, which did not receive independent limited assurance. Canada's 
Paris Agreement 2030 decarbonization target assumed 293 MT of CO2e or a 40 per cent reduction from a 2005 baseline of 732 MT of CO2e.

M4 TransAlta Corporation 2023 Integrated Report
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The following table provides our consolidated ownership of our facilities across the regions in which we operate as of
Dec. 31, 2023:

Year ended
Dec. 31, 2023

Gross
Installed
Capacity

(MW)
Number of

facilities

Gross
Installed
Capacity

(MW)(1)
Number of

facilities

Gross
Installed
Capacity

(MW)(1)
Number of

facilities

Gross
Installed
Capacity

(MW)
Number of

facilities

Gross
Installed
Capacity

(MW)(1)
Number of

facilities

Alberta  834  17  766  14  1,960  7  —  —  3,560  38 

Canada, excluding 
Alberta  88  7  751  9  645  3  —  —  1,484  19 

US  —  —  519  7  29  1  671  2  1,219  10 

Australia  —  —  48  3  450  6  —  —  498  9 

Total  922  24  2,084  33  3,084  17  671  2  6,761  76 

Hydro Wind & Solar Gas Energy Transition Total

(1) Gross installed capacity for consolidated reporting represents 100 per cent output of a facility. Capacity figures for the Wind and Solar segment includes 
100 per cent of the Kent Hills wind facilities, and capacity figures for the Gas segment include 100 per cent of the Ottawa and Windsor facilities, 100 per 
cent of the Poplar Creek facility, 50 per cent of the Sheerness facility and 60 per cent of the Fort Saskatchewan facility.

Stable and Predictable Cash Flows
The following table provides our contracted capacity by MW and as a percentage of total gross installed capacity of our 
facilities across the regions in which we operate as of Dec. 31, 2023:

As at Dec. 31, 2023 Hydro
Wind &

Solar Gas
Energy

Transition Total
Alberta  —  374  511  —  885 
Canada, excluding Alberta  88  751  645  —  1,484 
US  —  519  29  381  929 
Australia  —  48  450  —  498 
Total contracted capacity (MW)  88  1,692  1,635  381  3,796 
Contracted capacity as a % of total capacity (%)  10%  81%  53%  57%  56% 

The weighted average contract life (years) of our facilities across the regions in which we operate as of Dec. 31, 2023 is:

As at Dec. 31, 2023 Hydro
Wind &

Solar Gas
Energy

Transition Total
Alberta(1)(2)  —  16  7  —  11 
Canada, excluding Alberta(2)  10  10  8  —  9 
US(2)  —  10  2  2  7 
Australia(2)  —  15  15  —  15 
Total weighted contract life (years)(2)  10  12  10  2  10 

(1) The weighted-average remaining contract life in the Wind and Solar segment is related to the contract period for Garden Plain (130 MW), McBride Lake 
(38 MW), and Windrise (206 MW). The weighted-average remaining contract life in the Gas segment is related to the contract period for Poplar Creek 
(230 MW), Fort Saskatchewan (71 MW) and a capacity-contract that is not directly contracted with any one facility (210 MW).

(2) For power generated under long-term power purchase agreements ("PPAs") and other long-term contracts, the weighted-average remaining contract 
life is based on long-term average gross installed capacity. 

The majority of TransAlta's long-term power purchase agreements are with investment-grade rated or 
creditworthy counterparties. 

TransAlta Corporation 2023 Integrated Report M5
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ENTITY - ULTIMATE PARENT

Hawaiian Electric Industries, Inc.

Corporate Finance / Utilities and Power/Global / North America/United States

EU Endorsed, UK Endorsed; Solicited by or on behalf of the issuer (sell side)

ESG RELEVANCE

1 2 3 4 5

RATING HISTORY

Ratings01

RATING ACTION DATE TYPE

B Rating Watch

Maintained

08-Mar-2024 Long Term Issuer Default Rating

B Rating Watch

Maintained

08-Mar-2024 Short Term Issuer Default Rating

Ratings Key Outlook Watch

POSITIVE

NEGATIVE

EVOLVING

STABLE  

* Ratings displayed in orange denotes EU or UK Unsolicited and Non-Participatory Ratings

Where there was a review with no rating action (Review – No Action), please refer to the “Latest

Rating Action Commentary” for an explanation of key rating drivers

*Premium Content is displayed in Fitch Red

LONG TERM ISSUER DEFAULT RATING SHORT TERM ISSUER DEFAULT RATING

DATE : 08-Mar-2024 21-Aug-2023 28-Jul-2023 17-Aug-2022 27-Jun-2022 18-Oct-2021 25-Jun-2021 15-Oct-2020 20-

RATING : B B BBB+ BBB BBB BBB BBB BBB BB

ACTION : Rating Watch Maintained Downgrade Upgrade Review - No Action Af�rmed Review - No Action Af�rmed Review - No Action Af�

Rating Actions02
RATING ACTION COMMENTARY / FRI 08 MAR, 2024

Fitch Maintains Hawaiian Electric
Industries and HECO on Rating Watch
Negative

RATING ACTION COMMENTARY / MON 21 AUG, 2023

Fitch Downgrades HEI and HECO to
'B'; On Rating Watch Negative

RATING ACTION COMMENTARY / FRI 28 JUL, 2023

Fitch Upgrades HEI to 'BBB+' and
HECO to 'A-'; Outlook is Stable

RATING ACT

Fitch 
'BBB'
Outlo

38 38 

https://www.fitchratings.com/corporate-finance
https://www.fitchratings.com/utilities-power
https://www.fitchratings.com/region/global
https://www.fitchratings.com/region/north-america
https://www.fitchratings.com/region/united-states
https://www.fitchratings.com/research/corporate-finance/fitch-maintains-hawaiian-electric-industries-heco-on-rating-watch-negative-08-03-2024
https://www.fitchratings.com/research/corporate-finance/fitch-maintains-hawaiian-electric-industries-heco-on-rating-watch-negative-08-03-2024
https://www.fitchratings.com/research/corporate-finance/fitch-maintains-hawaiian-electric-industries-heco-on-rating-watch-negative-08-03-2024
https://www.fitchratings.com/research/corporate-finance/fitch-downgrades-hei-heco-to-b-on-rating-watch-negative-21-08-2023
https://www.fitchratings.com/research/corporate-finance/fitch-downgrades-hei-heco-to-b-on-rating-watch-negative-21-08-2023
https://www.fitchratings.com/research/corporate-finance/fitch-upgrades-hei-to-bbb-heco-to-a-outlook-is-stable-28-07-2023
https://www.fitchratings.com/research/corporate-finance/fitch-upgrades-hei-to-bbb-heco-to-a-outlook-is-stable-28-07-2023
https://www.fitchratings.com/research/corporate-finance/fitch-affirms-hawaiian-electric-ind-at-bbb-hawaiian-electric-at-bbb-outlook-to-positive-27-06-2022
https://www.fitchratings.com/research/corporate-finance/fitch-affirms-hawaiian-electric-ind-at-bbb-hawaiian-electric-at-bbb-outlook-to-positive-27-06-2022
https://www.fitchratings.com/research/corporate-finance/fitch-affirms-hawaiian-electric-ind-at-bbb-hawaiian-electric-at-bbb-outlook-to-positive-27-06-2022
https://www.fitchratings.com/
https://www.fitchratings.com/


ENTITY - ULTIMATE PARENT

PG&E Corporation

Corporate Finance / Utilities and Power / Corporate Finance: Leveraged Finance/Global / North America/United

States

EU Endorsed, UK Endorsed; Solicited by or on behalf of the issuer (sell side)

ESG RELEVANCE

1 2 3 4 5

RATING HISTORY

Ratings01

RATING ACTION DATE TYPE

BB+ Af�rmed 12-Apr-2024 Long Term Issuer Default Rating

WD Withdrawn 14-Mar-2019 Short Term Issuer Default Rating

Ratings Key Outlook Watch

POSITIVE

NEGATIVE

EVOLVING

STABLE  

* Ratings displayed in orange denotes EU or UK Unsolicited and Non-Participatory Ratings

Where there was a review with no rating action (Review – No Action), please refer to the “Latest

Rating Action Commentary” for an explanation of key rating drivers

*Premium Content is displayed in Fitch Red

LONG TERM ISSUER DEFAULT RATING SHORT TERM ISSUER DEFAULT RATING

DATE : 12-Apr-2024 18-Dec-2023 20-Mar-2023 02-Jun-2022 09-Mar-2022 07-Oct-2021 21-May-2021 09-Apr-2021 15-O

RATING : BB+ BB+ BB+ BB BB BB BB BB BB

ACTION : Af�rmed Review - No Action Upgrade Af�rmed Review - No Action Af�rmed Af�rmed Under Criteria Observation Revie

Rating Actions02
RATING ACTION COMMENTARY / MON 09 SEP, 2024

Fitch Rates PG&E Corporation's Jr. Sub
Notes 'BB-'/'RR6'

RATING ACTION COMMENTARY / FRI 12 APR, 2024

Fitch Revises PG&E Corp.'s & Paci�c
Gas and Electric's Outlooks to
Positive; Ratings Af�rmed

RATING ACTION COMMENTARY / MON 20 MAR, 2023

Fitch Upgrades PG&E Corp.'s and
Paci�c Gas and Electric's IDRs to
'BB+'; Outlook Stable

RATING ACT

Fitch 
and E
Af�rm
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https://www.fitchratings.com/corporate-finance
https://www.fitchratings.com/utilities-power
https://www.fitchratings.com/corporate-finance/leveraged-finance
https://www.fitchratings.com/region/global
https://www.fitchratings.com/region/north-america
https://www.fitchratings.com/region/united-states
https://www.fitchratings.com/region/united-states
https://www.fitchratings.com/research/corporate-finance/fitch-rates-pg-e-corporation-jr-sub-notes-bb-rr6-09-09-2024
https://www.fitchratings.com/research/corporate-finance/fitch-rates-pg-e-corporation-jr-sub-notes-bb-rr6-09-09-2024
https://www.fitchratings.com/research/corporate-finance/fitch-revises-pg-e-corp-s-pacific-gas-electric-outlooks-to-positive-ratings-affirmed-12-04-2024
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RATING ACTION COMMENTARY

Fitch Af�rms Alectra's IDR at 'A-'; Outlook Stable

Tue 23 Jul, 2024 - 2:36 PM ET

Fitch Ratings - Toronto - 23 Jul 2024: Fitch Ratings has af�rmed Alectra Inc.'s Long-Term

Issuer Default Rating (IDR) at 'A-'. The Rating Outlook is Stable. Fitch has also af�rmed the

company's senior unsecured debt at 'A'.

The af�rmation re�ects Fitch's continued expectation that a constructive rebasing outcome

in 2027 would lead to improvement of Alectra's elevated FFO leverage to 5.4x in 2028. The

company's rating are also supported by its large-scale regulated electric distribution

operations under a highly constructive regulator in high growth areas of Ontario. Fitch

rates Alectra based on its standalone credit pro�le with no direct uplift related to municipal

ownership.

KEY RATING DRIVERS

Regulated Business Remains Predominant: Fitch expects Alectra's predominantly low-risk,

regulated business mix to continue with 87%-90% of EBITDA from regulated activities

through 2028. Fitch expects Alectra to dedicate over 90% of its $1.7 billion capex through

2028 to regulated operations. Recent unregulated projects and investments include gas

generation facilities, energy storage facilities, and the acquisition of a power restoration

business. No single segment contributes more than 2% to Alectra's total EBITDA per Fitch

estimates.

Fitch expects Alectra's non-regulated businesses will maintain low capital intensity with

minimal debt requirements and support its consolidated cash �ows. Any material changes

in business mix or debt-funded acquisitions resulting in a sustained leverage increase could

lead to negative rating actions.

Continued Expectation of Deleveraging: Alectra's 'A-' IDR continues to be premised upon a

constructive outcome in the 2027 rebasing and the resulting subsequent improvement in
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credit metrics. Fitch anticipates that Alectra's FFO leverage would remain elevated during

the ongoing 10-year rebasing deferral period and then improve to 5.4x in 2028, which

would be within Fitch's thresholds.

Fitch expects disposition of over-collected regulatory assets in 2027 will push the expected

deleveraging by a year. In the interim, Fitch anticipates Alectra's leverage to remain

elevated as earned ROEs continue to lag due to higher capex, the expiry of the Incremental

Capital Module recovery mechanism in 2024, and higher operational costs. Nevertheless,

constructive rebasing, customer growth, and continuing synergies should improve leverage

post-rebasing. Fitch believes the regulatory support and lack of sectoral bankruptcies in

Canada offset higher leverage relative to U.S. peers due to lower allowed equity thickness.

Constructive Regulatory Environment: Fitch expects the regulatory environment for

Alectra under the Ontario Energy Board (OEB) to remain constructive. Alectra currently

operates under the Price Cap performance-based rate-setting option and bene�ts from

forward-looking test years in base rate cases, multi-year formulaic rate plans, revenue

decoupling, and annual tariff adjustments tracking in�ation and productivity savings.

Fitch believes the various annual rate riders, like those for power cost recoveries, allowed

under OEB are also a credit positive. The OEB's 2023 acceleration of rate application

parameters for some of the riders ahead of normal timelines has helped reduce regulatory

lag and demonstrates OEB's credit-supportive stature. Alectra's allowed ROE of 8.95% and

equity capitalization of 40% are lower than U.S. averages. However, Fitch believes these are

suf�ciently offset by the OEB's track record of predictable regulatory support.

Continuing Service Territory Growth: Alectra services over one million customers in the

Greater Golden Horseshoe Area of Ontario, which has historically experienced high

population and economic growth. Fitch expects customer growth of around 0.7% annually

during the forecast period, supported by a strong regional economy and federal

immigration targets.

Ontario Favorably Positioned for Decarbonization: Ontario derived only 13% of its

electricity from fossil fuels in 2023, signi�cantly lower than the U.S. and most Canadian

provinces. The province has demonstrated support for nuclear generation, which is a zero-

carbon electricity source, with plant refurbishments and investments in small modular

reactors. Fitch views the cost pressures from energy transition to be more manageable for

Ontario.
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Shareholder Relationship: Alectra is a private corporation owned by seven municipalities

of Ontario: Mississauga (26.6%), Hamilton (17.3%), Vaughan (20.5%), Markham (15%),

Barrie (8.4%), Guelph (4.6%), and St. Catharines (4.6%) and by the Ontario Municipal

Employees' Retirement System (OMERS) (3%). Fitch considers Alectra a Government-

Related Entity (GRE). The shareholders elect Alectra's board of directors, allowing them to

collectively exercise legal control over the company. However, no single shareholder has

explicit control or special voting rights and, as such, is not involved in general decision-

making or oversight.

After an initial investment at the time of the amalgamation in 2017, shareholders have no

precedence of support to Alectra. Fitch believes a default by Alectra would have a limited

impact on the continued provision of a key public service and the preservation of its

government policy role. Fitch also believes Alectra's small relative contribution to the cities'

operating budgets and a lack of guarantees limits contagion risk from a default by the

company. Fitch has virtually no expectations of support for Alectra and rates the company

based on its standalone credit pro�le with no direct uplift related to the municipal

ownership.

Financing Structure: There are no limitations on debt issuance at the subsidiaries in the

lender agreements or regulatory orders. However, Alectra's instrument rating bene�ts

from the standard one-notch uplift applicable to the utilities sector, given management's

express policy of raising debt solely at the parent. The uplift assumes that Alectra's business

mix will remain predominantly regulated. Material changes to the �nancing policy or

business mix would likely result in removal of the uplift.

DERIVATION SUMMARY

Alectra's Long-Term IDR is well positioned relative to Canadian peer parent holding

companies Enmax Corporation (BBB/Stable) and ATCO Limited (BBB+/Stable). While

Alectra operates an electric distribution only in Ontario, Enmax operates T&D utilities in

Alberta and Maine, and ATCO operates T&D utilities in Alberta through its purely regulated

subsidiary CU, Inc. (A-/Stable).

Fitch views the regulatory environment in Maine (just over 20% of the forecasted EBITDA

for Enmax) as restrictive compared to Ontario while the regulatory construct in Ontario is

comparable to Alberta (roughly 45% of forecasted EBITDA for Enmax and 80%-85% for

ATCO). Both employ a performance-based rate setting approach for distributors, but

Enmax has slightly higher allowed ROE and equity thickness. The construct in Ontario has
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been somewhat tempered by the regulatory lag in the recent past, although this is expected

to improve.

Regulatory lag coupled with deferred rebasing for Alectra is expected to remain elevated in

the near term and improve to below its 5.5x sensitivity threshold in 2028 post the rate

rebasing. Enmax's leverage is forecast to remain lower in the 4.6x-5.0x range through 2026

while ATCO's leverage is also expected to be in the 5.1x to 5.5x range over the period.

However, Alectra's proportion of consolidated EBITDA from regulated utility operations is

forecast to remain in the 87%-90% range, higher than Enmax's 60%-70% and comparable

to ATCO's 80%-85%. This offers more predictability in cash �ows for Alectra compared to

Enmax, which has a sizeable exposure to competitive non-regulated businesses.

ATCO's non-regulated businesses include cyclical segments like infrastructure, transport

and logistics. Additionally, it owns commodity exposed segments like generation and retail

in higher risk geographies such as Latin America. Compared to these peers, Alectra's non-

regulated businesses are mainly Ontario-based energy services, which are lower risk due to

low capital intensity and higher margins.

KEY ASSUMPTIONS

--Continuation of the multi-year Incentive-Rate Setting framework for distribution rates;

--Constructive rebasing outcomes in 2027 in line with recent outcomes for other utilities in

the province;

--Annual Adjustment Mechanisms to continue in line with the existing Price IR model;

--Regulated EBITDA to form 87%-90% of the total through 2028;

--Shareholder dividends consistent with the current policy of targeting 60% of the net

income (MIFRS) excluding the Ring Fenced Solar Partnership income and targeting 80% of

the solar net FCF while maintaining the regulated capital structure of 40% equity

capitalization;

--Consolidated Alectra capex of $1.7 billion through 2028 with over 90% towards utility

operations;

--Annual customer growth of around 0.7%
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RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:

-- FFO leverage below 4.8x for the period 2023-2027 on a sustained basis with regulated

utility EBITDA continuing to form over 85% of the total on a sustained basis;

--Constructive rebasing outcome providing for an FFO leverage below 4.5x for 2028 and

beyond on a sustainable basis;

--Further improvement in regulatory outcomes in Ontario providing for timely cost

recoveries and earning of allowed ROE.

Factors that could, individually or collectively, lead to negative rating action/downgrade:

--FFO leverage expected to exceed 5.8x on a sustained basis till 2027 and 5.5x following the

rebasing in 2027;

--Debt �nanced acquisition or amalgamations with no clear path to deleveraging over the

forecast period;

--Expansion into unregulated businesses leading to less than 85% EBITDA contribution on a

sustained basis from regulated operations;

--Adverse regulatory outcomes especially for the next rebasing application;

--As it pertains to the debt ratings, any changes in Alectra's �nancial policy of raising debt

solely at the parent level or introduction of any structural subordination to the debt

structure or expansion into unregulated businesses leading to less than 85% EBITDA

contribution on a sustained basis from regulated operations

LIQUIDITY AND DEBT STRUCTURE

Fitch considers Alectra's liquidity adequate. It is primarily supported by the company's

$700 million CP program backstopped by a $700 million committed unsecured revolving

credit facility (RCF), maturing in 2027. Additionally, Alectra has a $100 million

uncommitted credit facility (overdraft facility) and another $200 million credit facility to

support its LCs.
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At March 31, 2024, the company had $410 million of CP issued. Including a March 31, 2024

cash balance of around $14 million and excluding availability under the company's

uncommitted facilities, total Alectra liquidity was approximately $304 million.

Alectra's debt maturities are manageable with the near-term maturities being private

debentures of $150 million in late 2024 and private debentures of $675 million in 2027.

Fitch expects Alectra to have continued access to capital markets to re�nance the private

debt as it comes due. Fitch also expects the company to manage its debt in accordance with

the regulated capital structure.

ISSUER PROFILE

Alectra Inc. was formed in 2017 by amalgamation of three Ontario, Canada electric

distributor utilities: PowerStream, Inc., Enersource Hydro Mississauga, Inc., and Horizon

Utilities Corporation. Alectra subsequently acquired Hydro One Brampton Networks, Inc.

in 2017 and amalgamated with Guelph Hydro Electric System, Inc. in 2019.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING

The principal sources of information used in the analysis are described in the Applicable

Criteria.

ESG CONSIDERATIONS

The highest level of ESG credit relevance is a score of '3', unless otherwise disclosed in this

section. A score of '3' means ESG issues are credit-neutral or have only a minimal credit

impact on the entity, either due to their nature or the way in which they are being managed

by the entity. Fitch's ESG Relevance Scores are not inputs in the rating process; they are an

observation on the relevance and materiality of ESG factors in the rating decision. For more

information on Fitch's ESG Relevance Scores, visit

https://www.�tchratings.com/topics/esg/products#esg-relevance-scores.

RATING ACTIONS

ENTITY / DEBT   RATING   PRIOR  
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PARTICIPATION STATUS

The rated entity (and/or its agents) or, in the case of structured �nance, one or more of the

transaction parties participated in the rating process except that the following issuer(s), if

any, did not participate in the rating process, or provide additional information, beyond the

issuer’s available public disclosure.

APPLICABLE CRITERIA

APPLICABLE MODELS

Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria

providing description of model(s).

Corporate Monitoring & Forecasting Model (COMFORT Model), v8.1.0 (1)

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Disclosure Form

Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers.

Please read these limitations and disclaimers by following this link:

https://www.�tchratings.com/understandingcreditratings. In addition, the following

https://www.�tchratings.com/rating-de�nitions-document details Fitch's rating de�nitions

for each rating scale and rating categories, including de�nitions relating to default. ESMA

and the FCA are required to publish historical default rates in a central repository in

Corporates Recovery Ratings and Instrument Ratings Criteria (pub. 13 Oct 2023) (including

rating assumption sensitivity)

Corporate Rating Criteria (pub. 03 Nov 2023) (including rating assumption sensitivity)

Sector Navigators – Addendum to the Corporate Rating Criteria (pub. 21 Jun 2024)

Government-Related Entities Rating Criteria (pub. 09 Jul 2024)

Alectra Inc. EU Endorsed, UK Endorsed
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accordance with Articles 11(2) of Regulation (EC) No 1060/2009 of the European

Parliament and of the Council of 16 September 2009 and The Credit Rating Agencies

(Amendment etc.) (EU Exit) Regulations 2019 respectively.

Published ratings, criteria, and methodologies are available from this site at all times. Fitch's

code of conduct, con�dentiality, con�icts of interest, af�liate �rewall, compliance, and other

relevant policies and procedures are also available from the Code of Conduct section of this

site. Directors and shareholders' relevant interests are available at

https://www.�tchratings.com/site/regulatory. Fitch may have provided another permissible

or ancillary service to the rated entity or its related third parties. Details of permissible or

ancillary service(s) for which the lead analyst is based in an ESMA- or FCA-registered Fitch

Ratings company (or branch of such a company) can be found on the entity summary page

for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast

information), Fitch relies on factual information it receives from issuers and underwriters

and from other sources Fitch believes to be credible. Fitch conducts a reasonable

investigation of the factual information relied upon by it in accordance with its ratings

methodology, and obtains reasonable veri�cation of that information from independent

sources, to the extent such sources are available for a given security or in a given

jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party

veri�cation it obtains will vary depending on the nature of the rated security and its issuer,

the requirements and practices in the jurisdiction in which the rated security is offered and

sold and/or the issuer is located, the availability and nature of relevant public information,

access to the management of the issuer and its advisers, the availability of pre-existing

third-party veri�cations such as audit reports, agreed-upon procedures letters, appraisals,

actuarial reports, engineering reports, legal opinions and other reports provided by third

parties, the availability of independent and competent third- party veri�cation sources with

respect to the particular security or in the particular jurisdiction of the issuer, and a variety

of other factors. Users of Fitch's ratings and reports should understand that neither an

enhanced factual investigation nor any third-party veri�cation can ensure that all of the

information Fitch relies on in connection with a rating or a report will be accurate and

complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the

information they provide to Fitch and to the market in offering documents and other

reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,

including independent auditors with respect to �nancial statements and attorneys with

respect to legal and tax matters. Further, ratings and forecasts of �nancial and other

information are inherently forward-looking and embody assumptions and predictions
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about future events that by their nature cannot be veri�ed as facts. As a result, despite any

veri�cation of current facts, ratings and forecasts can be affected by future events or

conditions that were not anticipated at the time a rating or forecast was issued or af�rmed.

Fitch Ratings makes routine, commonly-accepted adjustments to reported �nancial data in

accordance with the relevant criteria and/or industry standards to provide �nancial metric

consistency for entities in the same sector or asset class.

The complete span of best- and worst-case scenario credit ratings for all rating categories

ranges from 'AAA' to 'D'. Fitch also provides information on best-case rating upgrade

scenarios and worst-case rating downgrade scenarios (de�ned as the 99th percentile of

rating transitions, measured in each direction) for international credit ratings, based on

historical performance. A simple average across asset classes presents best-case upgrades

of 4 notches and worst-case downgrades of 8 notches at the 99th percentile. For more

details on sector-speci�c best- and worst-case scenario credit ratings, please see Best- and

Worst-Case Measures under the Rating Performance page on Fitch’s website.

The information in this report is provided “as is” without any representation or warranty of

any kind, and Fitch does not represent or warrant that the report or any of its contents will

meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to

the creditworthiness of a security. This opinion and reports made by Fitch are based on

established criteria and methodologies that Fitch is continuously evaluating and updating.

Therefore, ratings and reports are the collective work product of Fitch and no individual, or

group of individuals, is solely responsible for a rating or a report. The rating does not

address the risk of loss due to risks other than credit risk, unless such risk is speci�cally

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have

shared authorship. Individuals identi�ed in a Fitch report were involved in, but are not

solely responsible for, the opinions stated therein. The individuals are named for contact

purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for

the information assembled, veri�ed and presented to investors by the issuer and its agents

in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice

of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do

not comment on the adequacy of market price, the suitability of any security for a particular

investor, or the tax-exempt nature or taxability of payments made in respect to any security.

Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for

rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable

currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues

issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor,
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for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or

the applicable currency equivalent). The assignment, publication, or dissemination of a

rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in

connection with any registration statement �led under the United States securities laws,

the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities

laws of any particular jurisdiction. Due to the relative ef�ciency of electronic publishing and
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Research Update:

GrandBridge Energy Inc. Outlook Revised To Stable
From Negative; Ratings Affirmed
March 20, 2024

Rating Action Overview

- We concluded our review on Ontario's regulatory construct and maintained our assessment as
most credit supportive.

- Our assessment reflects that the Ontario Energy Board (OEB) has proactively addressed
regulatory lag, and we now believe that its utilities, including GrandBridge Energy Inc. (GBE),
will maintain consistent financial measures sufficient for the current ratings.

- We therefore affirmed our ratings on GBE, including our 'A' issuer credit rating and senior
unsecured rating, and revised the outlook to stable from negative.

- The stable outlook on GBE reflects our expectation that its financial measures will remain
consistent, such that funds from operations (FFO) to debt is greater than 15%. The stable
outlook also reflects our expectation that the regulated utility business will consistently
contribute about 95% of consolidated EBITDA. Under our base case, we expect consolidated
FFO to debt of 17%-18% through 2026.

Rating Action Rationale

Our assessment of Ontario's regulatory environment remains unchanged as most credit
supportive. During 2023, the OEB proactively addressed regulatory lag, particularly related to the
timely recovery of rising transmission-related costs. Previously, the local distribution companies
(LDCs) in Ontario experienced regulatory lag of about 24 months in recovering the transmission
costs increases. Regulatory lag is the timing difference between when costs are incurred by the
LDCs and when they ultimately recover such costs from ratepayers. Because of inflation and rising
transmission capital spending, transmission costs were significantly increasing, and the
regulatory lag was materially weakening the financial measures of most of Ontario's LDCs.

However, beginning in 2024, the OEB allowed the LDCs to implement new preliminary
transmission rates at about the same time that the OEB authorizes such rates for the
transmission companies, materially reducing the regulatory lag. Overall, we view the OEB's
proactiveness to quickly address this regulatory lag as constructive and consistent with our view
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of Ontario's regulatory construct as most credit supportive. As such, we expect GBE's financial
measures will be more consistent and reflect FFO to debt of 17%-18% through 2026.

We continue to assess GBE's business risk profile as excellent. This reflects the company's
lower-risk regulated LDC operations, operating under Ontario's constructive regulatory
framework, and service territories that benefit from above-average economic growth. Partially
offsetting GBE's key credit strengths are the company's below-average size, serving only about
113,000 customers, and lack of geographic diversity.

Our assessment also considers parent, Grandbridge Corp.'s (GBC's) nonutility exposure (about 5%
of consolidated EBITDA). These businesses include solar assets, telecommunication services,
street lighting, and home comfort products. We view these businesses as having more risk than
regulated utilities. However, we expect the company will not materially grow these businesses in
relation to the overall consolidated company.

We assess GBE's financial risk profile as intermediate. This reflects our expectation that GBE
will maintain FFO to debt of about 17%-18% throughout our forecast period. Our forecast
assumes capital spending of about C$35 million-C$38 million annually and annual dividends
averaging about C$8 million. We assess the financial risk profile using our low-volatility financial
benchmark table, which reflects its mostly lower-risk regulated electric distribution operations
and effective management of regulatory risk. Our assessment further reflects GBC and GBE's
generally steady cash flow and rate-regulated utility operations with highly supportive cost
recovery.

Outlook

The stable outlook on GBE reflects our expectation for predictable and stable cash flows from the
utility's low-risk, regulated distribution business over the next two years. In our base-case
scenario, we expect GBE's consolidated FFO to debt to be about 17%-18% throughout the
forecast period.

Downside scenario

We could lower our rating on GBE over the next 24 months if:

- GBE's financial measures weaken such that FFO to debt consistently weakens to less than
15%;

- GBE experiences a material adverse regulatory ruling; or

- GBE's nonutility business increases to greater than 10% of consolidated EBITDA.

Upside scenario

We could raise our rating on GBE over the next 24 months if:

- GBE improves its financial measures, such that FFO to debt is consistently above 21% without
increasing business risk.
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Company Description

Grandbridge Energy Inc. (GBE) is a midsize Ontario LDC located in Southeastern Ontario. Almost all
cash flows come from its regulated electricity distribution business. GBE delivers electricity to
113,000 customers through a fully owned extensive network of overhead and underground lines.

Liquidity

We assess GBE's liquidity as adequate and expect its sources to be 1.1x over its uses for the next
12 months. In addition, we anticipate its net sources would remain positive even if its forecast
consolidated EBITDA declines 10%. We believe the company's generally predictable regulatory
framework provides manageable cash flow stability, even in times of economic stress, which
supports our use of slightly lower thresholds to assess its liquidity. In addition, we believe GBE
could absorb high-impact, low-probability events, reflecting about C$70 million of committed loan
facilities through 2027 and our view that the company can reduce its capital spending (averaging
about C$38 million annually through 2026) during stressful periods. This indicates that it would
have a limited need for refinancing under such conditions. Furthermore, our assessment reflects
GBE's generally prudent risk management practices. Overall, we believe the company would likely
be able to withstand adverse market circumstances over the next 12 months with sufficient
liquidity to meet its obligations.

Principal liquidity sources

- Cash FFO of about C$36 million; and

- Committed loan facility availability of C$63 million.

Principal liquidity uses

- Debt maturities of C$5.8 million;

- Capital expenditures of about C$38 million; and

- Dividend payments of about C$8 million.

Capital structure

GBE's capital structure comprises about C$105 million of senior unsecured debt, a term facility of
about C$22 million and a balance outstanding under its revolving credit facility of about C$5
million.

Analytical conclusions

We rate GBE's senior unsecured debt 'A', the same as our long-term issuer credit rating, because
it is the debt of a qualifying investment-grade utility.
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Ratings Score Snapshot

Issuer Credit Rating: A/Stable/--

Business risk: Excellent

- Country risk: Very low

- Industry risk: Very low

- Competitive position: Strong

Financial risk: Intermediate

- Cash flow/leverage: Intermediate

Anchor: a

Modifiers

- Diversification/portfolio effect: Neutral (no impact)

- Capital structure: Neutral (no impact)

- Financial policy: Neutral (no impact)

- Liquidity: Adequate (no impact)

- Management and governance: Neutral (no impact)

- Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile: a

Group credit profile: a

Related Criteria

- Criteria | Corporates | General: Corporate Methodology, Jan. 7, 2024

- Criteria | Corporates | General: Methodology: Management And Governance Credit Factors For
Corporate Entities, Jan. 7, 2024

- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

- Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings, March
28, 2018

- General Criteria: Rating Government-Related Entities: Methodology And Assumptions, March
25, 2015

- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013
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- Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19,
2013

- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Ratings List

Ratings Affirmed; Outlook Action

To From

GrandBridge Energy Inc.

Issuer Credit Rating A/Stable/-- A/Negative/--

Issue-Level Ratings Affirmed

GrandBridge Energy Inc.

Senior Unsecured A

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.spglobal.com/ratings for further information. Complete ratings
information is available to RatingsDirect subscribers at www.capitaliq.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at www.spglobal.com/ratings.
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M3-2-SEC-66  
[M3, p.9-10] With respect to the Reference and Net Zero Scenario: 

a. Footnote 7 says that “[t]he Reference and Net-Zero Scenarios were developed 
by the EDA based upon load forecasts developed by the IESO.” Please provide a 
copy of the EDA scenarios, including all calculations, assumptions, and sources 
of data.  

b. Figure 4 shows ‘Projected Annual Infrastructure Investment by Ontario 
Distributors’ for each scenario. Please provide all calculations, assumptions, and 
sources of data of the annual infrastructure investments.  
Response:  

(a) Please see the attached Excel Workbook M3-2-SEC-66.  

(b) Please see (a).   
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
School Energy Coalition (SEC) 

 
INTERROGATORY 
 
Reference: 
 
[M1, p.63] 
 
Question(s): 
 
LEI has outlined a number of OEB regulatory/policy changes since 2006. Appendix A to 
these interrogatories outlines a number of additional OEB regulatory/policy changes 
since 2011. For each, please provide Concentric’s view on how each would impact 
utility business and financial risk. 
 
 
Response: 
 
In the table below, Concentric summarizes the regulatory/policy changes outlined in the 
LEI report, as well as the additional regulatory/policy changes in SEC’s Appendix A. 
Concentric’s overall assessment is that these regulatory and policy changes have 
somewhat reduced certain utility cost recovery risks on an absolute basis, but notes that 
regulatory/policy changes can be in reaction to factors that can increase utility risk (e.g., 
distributed resources). Further, the existence of a regulatory/policy change does not 
necessarily mean the utilities benefit from them (e.g., when ICM requests are denied).  
 
Further, these changes, either individually or as a package, have not appeared to 
materially change investors’ perceptions of regulatory risk in Ontario. For example, 
UBS, which evaluates “mechanisms that reduce regulatory lag” in its ranking of North 
American jurisdictions, ranks Ontario in its third tier out of five. In addition, as described 
in Concentric’s report, it is necessary to compare overall regulatory risk in Ontario to 
regulatory risk in peer jurisdictions when assessing the cost of capital. In Concentric’s 
analysis (see pages 125-127 of Concentric’s report), we found the aggregate business 
risk profiles of the North American proxy groups reflect similar risk as the Ontario 
electric and gas utilities, other than OPG. These Ontario utilities are closely aligned with 
the North American proxy groups in terms of commodity price risk and the use of 
infrastructure recovery mechanisms such as riders and capital trackers. We also find a 
comparable level of regulatory protection for mitigating regulatory lag through the use of 
deferral accounts. 
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Regulatory/Policy Change Description Risk Impact 

Electricity distributors’ DVA 
review initiative (EB-2008-
0046; OEB report issued in 
July 2009) 

Provides a systematic 
approach to the review and 
disposition of DVAs. 

Modest reduction (clarifies 
timing and classification of 
DVAs). 

Renewed regulatory 
framework for electricity (EB-
2010-0377, EB-2010-0378 
and EB-2010-0379; OEB 
report issued in October 
2012) 

Updates the regulatory 
framework for electricity 
distributors. 

Neutral impact (clarifies the 
framework, but incentive 
regulation increases cost 
recovery risks). 

Rate design for electricity 
distributors (EB-2012-0410; 
OEB report issued in April 
2015) 

Adopts a new policy under 
which electricity distributors 
will structure residential rates 
so that all the costs for 
distribution service are 
collected through a fixed 
monthly charge. 

Reduction in volumetric risk 
related to residential sales for 
electricity distributors. 

Rate design for commercial 
and industrial customers (EB-
2015-0043; OEB Staff report 
issued in February 2019) 

OEB Staff Report to the OEB 
that provides OEB staff’s 
recommendations and 
proposals for proposed 
commercial and industrial 
rate design changes. 

N.A. (no OEB decision was 
issued). 

Framework for energy 
innovation: distributed 
resources and utility 
incentives (EB-2021- 0118; 
OEB report issued in January 
2023). 

Framework that establishes 
OEB expectations, a benefit 
cost analysis framework, and 
the ability for electric 
distribution utilities to seek a 
new deferral account and 
incentives related to 
distributed energy resource 
integration. 

Neutral to higher risk (this 
initiative reflects an 
expectation that utilities begin 
to seek 3rd party solutions for 
traditional poles and wires, 
which means having to seek 
counterparties, taking on 
operational/contractual risks, 
and new solutions could 
result in capacity or reliability 
issues; offsetting this is a 
modest cost recovery risk 
reduction via the ability to 
seek deferral accounting for 
certain costs). 

Introduction of Advanced 
Capital Module (ACM). See 
Report of the Board - New 
Policy Options for the 
Funding of Capital 
Investments: The Advanced 
Capital Module (September 
18, 2014) 

Revises the capital module 
policy by adopting the 
Advanced Capital Module 
(“ACM”) framework. 

Modest risk reduction due to 
the acceleration of the timing 
of review. 

60 



 Filed: 2024-08-22 
 EB-2024-0063 
 Exhibit N-M2-3-SEC-34 
 Page 3 of 4 

Regulatory/Policy Change Description Risk Impact 

MAAD transaction deferred 
rebasing lengthened from 5 
to up to 10 years, at 
discretion of utility.  See 
Report of the Board Rate-
Making Associated with 
Distributor Consolidation 
(March 26, 2015) 

Sets OEB policies on the 
duration of the deferral period 
for rebasing following the 
closing of a MAADs 
transaction and establishes 
mechanism for adjusting 
rates to reflect incremental 
capital investments during 
the deferred rebasing period. 

Risk neutral (reduces certain 
capital-related risks; longer 
deferred rebasing introduces 
new risks related to 
performance and 
maintenance of financial 
integrity during the rebasing 
period). 

OEB requiring residential 
customers to be billed on a 
monthly basis (previously 
many were bimonthly). See 
Distribution System Code 
(DSC) Amendments (April 
15, 2015). Related, reduced 
billing lag as demonstrated 
by OEB’s reduction in default 
working capital from 13% to 
7.5%. See OEB Letter, 
Allowance for Working 
Capital for Electricity 
Distribution Rate 
Applications, June 3, 2015) 

Monthly Billing 
The OEB amended the DSC 
related to billing frequency. 
 
Reduced Billing Lag 
The OEB determined that the 
default value for working 
capital allowance for 
electricity distributors will be 
7.5% of the sum of the cost 
of power and OM&A. 

Monthly Billing 
Modest risk reduction 
(incremental costs associated 
with monthly billing incurred 
by distributors can be 
mitigated by more frequent 
and lower bills, which can 
improve collection costs and 
bad debts). 
 
Reduced Billing Lag 
Modest risk increase due to 
reduced cash flows. 

Reduction of ACM/ICM 
deadband from 20% to 10%. 
See Supplemental Report: 
New Policy Options for the 
Funding of Capital 
Investments (Jan 22, 2016). 

The OEB reduced the dead 
band from 20% to 10%, citing 
that adjusting the level of the 
dead band is a practical 
decision to balance proposals 
for necessary incremental 
capital funding versus 
marginal applications.  

Reduction in risk related to 
capital recovery as the 
reduction to the dead band in 
the materiality threshold 
calculation for the ACM and 
ICM makes those 
mechanisms more accessible 
to distributors. 

Expansion of eligibility for 
ICM for utilities on deferred 
rebasing period. See OEB 
Letter Re: Incremental 
Capital Modules During 
Extended Deferred Rebasing 
Periods (Feb 10, 2022). 

The OEB provided flexibility 
for electricity distributors 
considering consolidation by 
allowing them to apply for 
incremental capital funding 
for an annual capital program 
during the extended rebasing 
period if they meet certain 
criteria.  

Risk neutral (reduces certain 
capital-related risks; longer 
deferred rebasing introduces 
new risks related to 
performance and 
maintenance of financial 
integrity during the rebasing 
period). 

Annual update to LV Rates 
through IRM/rate adjustment 
process, whereas previously 
only updated at rebasing. 
See Updated Filing 

The OEB allowed embedded 
or partially embedded 
distributors to update the Low 
Voltage Service Rates on an 
annual basis as part of each 

Modest reduction in risk (the 
update may reduce the 
variance between the low 
voltage costs charged by a 
host distributor to an 
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Regulatory/Policy Change Description Risk Impact 

Requirements for Electricity 
Distribution Rate 
Applications, Chapter 3 (June 
15, 2023). 

distributor’s incentive-rate 
setting application.  

embedded distributor and low 
voltage revenues collected 
through low voltage service 
rates that the embedded 
distributor charges its 
customers). 

UTRs issued earlier in year 
allowing for more up to date 
RTSRs included in annual 
rate adjustments 
applications. See OEB Letter, 
2024 Preliminary Uniform 
Transmission Rates and 
Hydro One Sub Transmission 
Rates (September 28, 2023). 

Previously, Uniform 
Transmission Rates (“UTRs”) 
were issued on a final basis 
in December or January. 
Typically, distributors with 
rate years beginning January 
1 would not be able to use 
new UTRs in the Retail 
Transmission Service Rate 
(“RTSR”) calculations until 
the following year. Now the 
OEB issues preliminary 
UTRs which allows for the 
UTR data to be integrated 
into the rate applications. 

Modest reduction in risk (the 
OEB decision is expected to 
decrease amounts 
accumulated in retail 
transmission variance 
accounts). 

Introduction of OEB NWS 
Guidelines which provides 
opportunities for utilities 
during IRM (or even in 
circumstances existing 
Custom IR plan) to seek 
additional funding 
opportunities for non-wires 
solutions. See Non-Wires 
Solutions Guidelines for 
Electricity Distributors (March 
28, 2025) 

The OEB granted the option 
to file a request for funding 
for non-wires solutions 
outside of rebasing to 
distributors using any rate-
setting methodology.  

Risk neutral (the application 
process allows the OEB to 
assess the proposed non-
wires solutions and funding 
requests as they relate to the 
system needs outlined in 
distribution system plans; the 
OEB can better understand 
forecasted impacts of non-
wires solutions on the 
distributor’s revenue 
requirement and load 
forecast). 
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Staff Interrogatories on Parties’ Expert Evidence 
 
M3-2-OEB Staff-31 
 
Note this interrogatory has been asked by LEI 
 
Ref: Nexus Report, p. 8 
 
Nexus stated the following: 
 
While there are several risks facing Ontario utilities, there can be none more fundamental3 
than the imminent energy transition, sometimes also referred to as ‘electrification’. 
 

a) In your opinion, is energy transition a significant opportunity for electricity 
distributors to significantly increase the size of their rate base (thereby increasing 
the $ ROE earned)? If not, please explain. 
 
Response 

a) We are unable to confirm the use of the qualifiers “significant” and 
“significantly.” However, we agree that energy transition may provide 
distributors with the opportunity to increase their rate bases.  

An increase in rate base does not imply that the energy providers will earn a 
greater return (in percentage terms) or that it will mitigate risk.  

Moreover, many of the investments that will be required by the energy transition 
are sunk and irreversible. Once made, sunk and irreversible investments have 
no value in alternative use. They are essentially valueless if expected demand 
does not materialize during the expected timeframe. 

These investments therefore are accompanied by risk about the possible 
changes in the trajectory of investment (e.g., over-investment, under-
investment, incorrect investment) or even the location of new demand.  

Issues such as the “used and useful” criteria [see reference to Phillips below] 
could arise if the infrastructure is constructed and the load for which it is 
constructed does not materialize, occurs later than anticipated, or occurs in a 
different place than was anticipated. Distributors could be subjected to risk to 
profitability if the load materializes in advance of expectations, leading to 
reliability challenges. 
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The regulatory mechanisms currently used in Ontario were developed for an 
environment that did not anticipate the growth associated with the current era 
of electrification. Distributors may be negatively impacted by this growth if 
regulatory mechanisms are not updated. 

 
b) Have any major credit rating agencies (such as S&P Global, DBRS Morningstar, 

and/or Moody’s) expressed concerns that Ontario utilities may be unable to 
recover the capital or operating costs over the next 5 years? If yes, please provide 
examples. 
 

Response: 

Nexus Economics is unaware of any reported expressions of concern. 

 

 
c) Please provide examples of disallowances of actual costs incurred from energy 

transition. 
 

Response: 

 
Please see our Response to M3-3-OEB-33, subpart b).   

Examples of prudency disallowances which have historically occurred are 
discussed by Charles F. Phillips, Jr. in The Regulation of Public Utilities (1993), p. 
340-1, p. 366, and p. 409.  

The examples cited by Dr. Phillips are from a previous energy transition when 
nuclear generation was adopted in the 1960-70s. The concept of “used and useful” 
was adopted in some jurisdictions to disallow costs for nuclear power generation, 
which was unneeded due to load growth that did not materialize.  
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M3-2-OEB Staff-32 
 
Note this interrogatory has been asked by LEI 
 
Ref: Nexus Report, p. 25 
 
Nexus stated the following: 
 
LEI has identified business and financial risks in its report. However, given the changes 
in industry structure occurring due to decarbonization and electrification efforts, Nexus 
Economics has also identified a category of risk that LEI ignores: strategic risk. 
 

a) What specific business decisions face “strategic risk”? 
 
Response 

Some non-exhaustive examples of strategic risk include:  

• Distributors are required to move into business lines and operations that 
they traditionally have not operated in, such as non-wires alternatives.   

• Uncertainties regarding load growth can trigger mismatches with 
infrastructure investment. 

• Regulatory lag associated with the IRM. The existing IRM mechanism 
was developed for an environment of relatively flat load per customer.  
In contrast, the energy transition would expect to trigger increasing load 
per customer. 

 
 

b) Please explain how ‘strategic risk’ is not evaluated as part of ‘business risks’ and 
‘financial risks’ as assessed by OEB as well as major rating agencies (such as 
S&P Global, DBRS Morningstar, and/or Moody’s).   
 

Response: 

Strategic risk is associated with changes in the industry structure whereas 
business risk is associated with risk associated with the ongoing operations of a 
business in a static environment. 
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c) Please confirm that LEI’s recommendation for Issue 2 explicitly mentions that 
utilities should be allowed to highlight additional risk categories in their rate 
applications if they consider them material. 
 

Response: 

Confirmed.  
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M3-2-CME-2 
Ref: Exhibit M3, p. 26  
At page 26, Nexus states “The electric power industry is undergoing a significant 
transition which is exposing the distributors to not only the normal risk associated with 
utility operations, but uncertainty regarding the future of the electric distribution business 
model.” It also states that the adoption of mainly fixed charges is an impediment to 
revenue growth for distributors.  

(a) Please confirm that Ontario distributors’ move to mainly fixed charges mitigates 
the uncertainty about the future of the electric distribution business model.  

Response:  

Please see the response to M3-CCC-2. 

(b) To the extent that a) is not confirmed, please explain why not.  

Response:  

Please see the response to M3-CCC-2. 

 
(c) If the Board were, in the future, to move electricity distributors back to more 

volumetric charges, thereby increasing revenue growth, please describe the 
impact of such a decision on Nexus’ conclusions regarding business risk and 
cost of capital.  
 
Response:  

This response requires an investigation by the Board and a response would be 
premature at this time.  Existing policies were developed in an environment of flat 
or declining load growth that may not be expected to exist in the future, thus 
requiring a reinvestigation of policies.  
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M3-CCC-2 
Ref: Ex. M3/pp. 8, 11, 26, 28, 32  
(Page 8) Capital spending is expected to increase markedly, triggered by significant 
load growth, grid hardening, and cyber-security investments.  
(Page 26) Prior policies adopted by the OEB to facilitate policy goals and reduce the 
risk faced by distributors have become obstacles to adopting new goals. For example, 
in the past several years, the OEB adopted residential fixed distribution charges (i.e., no 
volumetric component of the tariff) to address the declining residential average usage 
problem and facilitate the adoption of DERs. However, the adoption of electrification 
policies would presumably reverse the trend of decreasing average usage and thus limit 
revenue growth to distributors.  
(Page 28) Other jurisdictions embracing carbon reduction and electrification policies 
have amended their regulatory mechanisms recognizing that the trajectory of capital 
spending may be uncertain. The absence of these policy changes in Ontario increases 
the risk to which distributors are exposed.  

a) (Page 8) In the context that regulated distributors are allowed to recover 
prudently incurred capital costs, please explain why increased spending in 
response to climate change/electrification is a risk to distributors.  
 

Response:  

a) Please see Chapter 1, Section E of the Nexus Economics report. 

 
b) (Page 8) In the context of electricity distributors, please provide Nexus’ view on 

the impact on risk of longer-term significant growth in approved rate base, which 
provides for larger returns on an absolute basis. Does growth in the capital asset 
base reduce risk overall once the costs are approved for recovery?  
 
Response:  

We do not agree that growth in the capital asset necessarily reduces risk overall 
for distributors. The current IRM mechanism was designed based on an 
assumption of a relatively flat load on a per customer basis.  The current regulatory 
mechanisms in Ontario may or may not be appropriate to address the changes 
required for the energy transition.   

See Response to M3-2-OEB Staff-31.  
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c) (Page 11) Does Nexus agree that the regulatory framework applied to electricity 
distributors is an important consideration in determining the appropriate cost of 
capital?  
 

Response:  

The phrase “regulatory framework” is overly broad. Regulatory changes (or even 
lack thereof) and uncertainty may affect risk in a way that affects the cost of capital. 
In situations such as the energy transition, regulatory mechanisms which do not 
reflect the dynamic nature of the industry can introduce risk over and above that 
of the industry as a whole.  

In addition, if regulation precludes a utility from earning its cost of capital, investors 
may shy away from that utility and invest elsewhere.  

 
d) (Page 26) In the context of the ability for a distributor to reset its rates at rebasing 

(including increases to fixed charges to reflect changes to costs), please explain 
how the adoption of electrification policies would limit revenue growth to 
distributors.  
 

Response:  

Under electrification, growth per customer would be expected to increase between 
rebasings.  The existing fixed charge mechanism would, however, hold revenues 
constant on a per-customer basis. Hence, distributors would not be allowed to 
recover costs until rates are rebased. 

 
e) (Page 26) Please advise whether Nexus believes that fully fixed rates or fully 

variable rates are riskier for a distributor.  
 
Response:  

The question of the level of risk associated with fixed or volumetric rates is 
influenced by the cost structure of the utility, the regulatory mechanism and the 
trajectory and capital investments and O&M Expenses. The existing mechanics of 
fixed distribution charges is predicated upon flat usage per customer.  

 
f) (Page 28) Please describe the regulatory or ratemaking mechanisms that are not 

available to Ontario distributors that would address Nexus’ concerns regarding 
the trajectory of capital spending?  
 
Response:  
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Nexus does not recommend a specific mechanism(s).  However, other jurisdictions 
with similar policy goals have embarked upon these investigations. Nexus 
suggests that the OEB open a proceeding to investigate changes in the IRM and 
review these jurisdictions’ approaches in that context.  

 
g) (Page 32) What mechanism(s) is Nexus referring to that are currently unavailable 

in Ontario, or are provided on a more limited basis, that operate to increase 
Ontario LDC risks relative to its peers?  
 

Response:  

See Response to M3-3-CME-3. Nexus is simply responding to LEI’s suggestion 
that Ontario is a less risky jurisdiction than its comparables, which is not the case. 

 
h) Please advise whether NEXUS is aware of any LDC in Ontario having difficulty 

attracting capital (either debt or equity).  
Response:  

Please see our response to M3-10-SEC-77.  
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M3-CCC-3 
Ref: Ex. M3/p. 30 

a) Please explain why Nexus believes that the k-bar methodology is “superior” to 
the ICM approach. As part of this response, please provide Nexus’ views on 
which approach provides more incremental capital funding (i.e., incremental 
capital provided based on historical capital with a growth factor through the k-bar 
or forecast incremental capital based on best available information provided 
through the ICM). Please also discuss whether Alberta and Massachusetts offer 
the availability of a Custom IR, which as applied in Ontario, allows for multi-year 
(typically 5 year) recovery of approved capital budgets as proposed by the utility.  
 

Response:  

Nexus Economics offered the k-bar as an example of a potential alternative 
regulatory mechanism with certain benefits given the changes in the energy 
markets in Ontario. The board has different options that it may pursue which could 
introduce another dimension of risk. 
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Toronto Hydro 
Reply to PEG Framework Report 

Introduction 

On May 2, 2024, OEB Staff filed a copy of the Pacific Economics Group Research LLC (“PEG”) 
report titled ‘CIR 2.0 for Toronto Hydro-Electric System Limited’ (“Framework Report”). The 
Framework Report raises various issues or concerns related to the jurisdictional review conducted 
by ScottMadden Management Consultants (“ScottMadden”). ScottMadden has reviewed the PEG 
Framework Report and provides the following reply comments in response to PEG’s new issues 
and concerns.    

Reply Comments 

ScottMadden’s jurisdictional review and findings were independent and unbiased 
as ScottMadden did not have any prior knowledge of Toronto Hydro’s proposed 
Custom IR framework.  

1. PEG has raised an issue as to whether ScottMadden’s report has biased scope and
emphasis. Specifically, PEG states: “Precedents that support the Company’s proposal are
highlighted while precedents that don’t are either not mentioned in the direct evidence or not
emphasized”.

2. PEG has misunderstood the scope of ScottMadden’s jurisdictional review. As stated in its
response to JT5.25, ScottMadden selected examples of ratemaking frameworks based on 1)
jurisdictions that have passed mandates regarding climate/ clean energy goals; 2) jurisdictions
that have implemented elements of performance-based regulation; and 3) utilities that have
proposed or implemented performance-based regulation in the context of meeting mandates
regarding climate/ clean energy goals.

3. After completing this review, ScottMadden evaluated the proposed Toronto Hydro custom IR
plan for relative consistency with ratemaking frameworks it identified. ScottMadden did not
have any prior knowledge of Toronto Hydro’s proposed Custom IR framework when
conducting the jurisdictional review.

4. As an example of “biased scope”, PEG states that ScottMadden reviewed Alberta’s PBR1
plan, but not the PBR2 and PBR3 plans. However, ScottMadden presented Alberta’s PBR 1
plan as an example where a separate funding mechanism was approved for certain capital
investments (ScottMadden Jurisdictional Review, page 21). A similar mechanism was
approved in all three iterations of Alberta’s PBR plan, recognizing that the criteria for qualifying
investments changed. It is important to note that Alberta’s PBR3 plan was approved in
October 2023, whereas ScottMadden’s review was conducted in August 2023.
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ScottMadden did not conduct a jurisdiction-by-jurisdiction scan of rate plans nor 
a trend analysis. The presence of varying mechanisms in other jurisdictions does 
not disprove ScottMadden’s findings that there are certain modernized rate 
mechanisms currently approved for utilities that are facing challenges associated 
with energy transition.  

5. PEG has misunderstood the nature of ScottMadden’s review. In its criticism, PEG has cited
and raised other jurisdictions where there are other types of rate mechanisms currently
implemented. ScottMadden agrees there are other types of rate mechanisms approved in
jurisdictions across North America.

6. However, PEG misses the point. Presence of other types of rate mechanisms in other
jurisdictions does not disprove ScottMadden’s findings of the rate mechanisms currently
approved for utilities that are facing challenges associated with the energy transition, such as
in UK, New York, and Hawaii.

7. As an example, PEG cites Alberta’s k-bar mechanism which sets capital revenues based on
historical forecasts. ScottMadden agrees that historical costs can be the basis for capital
revenues. However, such an approach does not necessarily address the needs of the
unprecedented change and transformation related to the energy transition.

8. In fact, the AUC recognized the k-bar was unsuitable for expenditures related to achieving
net-zero objectives. Specifically, AUC noted: “The Commission agrees that there is the
potential for net-zero objectives to drive the need for additional expenditures during the PBR3
term, and that the level of uncertainty and risk associated with the need for and timing of net-
zero objectives makes capital investments required to respond to any such objectives
unsuitable for funding through the Type 2 K-bar mechanism.”1

PEG raises an issue that various ScottMadden findings are “misleading 
statements”. However, PEG mischaracterizes ScottMadden’s review, and in some 
cases, does not provide support on how the findings are misleading. 

9. First, PEG has mischaracterized ScottMadden’s findings on Indexed ARMs. PEG implies that
ScottMadden has presented a “misleading statement” that there is a trend in ARM design to
move away from indexing.

10. ScottMadden did not present any such finding. As mentioned earlier, ScottMadden did not
conduct an industry trend analysis.

11. Rather, PEG presents a trends analysis stating that there is strong continuing interest on
indexing in North America but provides only limited examples where these are recently
approved. Jurisdictions cited by PEG have shown either ‘keen interest’ (e.g., Connecticut), or
in proposal stage (e.g., British Columbia, Massachusetts). PEG also cited Indiana where the
legislation requires the Commission to conduct a comprehensive study of PBR mechanisms,
including index-driven revenue formulas.2  Based on the examples provided, ScottMadden

1 AUC Decision 27388-D01-2023 (October 4, 2023), page 62 
2 IN Code § 8-1-2.5-6.5 (2023) 
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does not see indication of continuing interest of utilities or regulator on indexing, as PEG 
claims.  

12. Second, PEG has mischaracterized ScottMadden’s findings on New York and UK rate
mechanisms, particularly related to forecasted revenues.

13. For example, PEG states that: “In Great Britain, Ofgem’s “building block” approach to ARM
design places heavy weight on its own independent view of required future costs.”
ScottMadden did not state any finding contrary to what PEG has stated, and thus did not
“mislead” in its report. Rather, PEG is putting emphasis on Ofgem’s role, ignoring the fact that
the foundation of forecasted revenue requirements that Ofgem reviews is utilities’ capital and
O&M forecasts.

14. Similarly, PEG states that: “Most multiyear rate plans in New York are the outcome of
settlements and feature only three-year plan terms.” Again, ScottMadden did not state any
finding contrary to what PEG has stated, and thus did not “mislead” in its report. Rather, PEG
is putting emphasis on New York’s rate plans being settlements, ignoring the fact that the
foundation of forecasted revenue requirements in these settlements is utilities’ capital and
O&M forecasts.

15. Third, PEG has misunderstood ScottMadden’s findings on cost trackers. PEG states that
“Most American utilities don’t have multiyear rate plans” and that “under these circumstances,
cost trackers can materially reduce the frequency of general rate cases without requiring
sweeping changes in ratemaking systems”.

16. PEG does not recognize that even without future test years, cost trackers are important since
they address uncertainty in costs. By addressing this uncertainty, cost trackers can result in
fewer rate cases.

17. Fourth, PEG mischaracterizes ScottMadden’s findings on modernized PBRs balancing
financial integrity and public policy goals. ScottMadden provided an example that in Hawaii,
the PBR framework ensures the financial integrity of utility aligns with consumer interests.
Utility financial integrity was one of the three guiding principles approved by the Commission
during the PBR proceeding. The Commission noted, “The PBR Framework approved in this
D&O has been carefully designed to include multiple safeguards and review opportunities to
protect the Companies’ financial health from extreme hardship”.3

18. In its criticism, PEG states that: “PEG was a witness for the Hawaiian Electric Company in
this proceeding. Based on our experience, we can say that the HECO plans are not that
favorable to the companies.”

19. PEG’s statement seems inconsistent with the Commission’s guiding principle of financial
integrity as established in its PBR framework.4 In addition, PEG’s statement seems

3 Docket No. 2018-0088, Decision and Order No. 37507 Instituting a Proceeding to Investigate a 
Performance-Based Regulation, Hawaii Public Utilities Commission, p. 210 
4 Docket No. 2018-0088, Decision and Order No.36326, Hawaii Public Utilities Commission, May 23, 
2019, p. 6 
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inconsistent with HECO’s May 2023 investor presentation in which is stated that its new 
regulatory framework “enhances opportunity for steady earnings growth” and “aligns utility 
long term goals with stakeholder interests”.5  

5 HEI, Investor Presentation, May 2023 (page 5) 
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M3-3-CME-3 
Ref: Exhibit M3, p. 30  
At page 30, Nexus states “Nexus Economics does not agree with LEI that the regulatory 
environment offered in Ontario is significantly safer than its peers and, therefore, should 
be provided with a lower ROE.” Nexus provides several reasons why distributors still 
are subject to high risk.  
(a) How many of the peers in Nexus’ peer group operate in jurisdictions where 
adjustments can be made to the deemed return once rebasing is established.  

Response:  

This question is inapplicable since few of the referenced jurisdictions have adopted 
a deemed return, as has the OEB. Instead, rates of return are applicable to an 
individual company. Further, each of these peers operate under varied regulatory 
mechanisms adopting a multi-year rate plan. 

 

(b) Nexus states that 2 peers in the peer group have K-Bar mechanisms. How many of 
the peers in Nexus’ peer group have an ICM mechanism or comparable mechanism? 
How many of the peers in Nexus’ peer group have a “C” Factor or related capital true up 
mechanism. How many of the peers in Nexus’ peer group do not have access to any 
incremental capital mechanism of any kind? 

Response:  

Other jurisdictions have mechanisms that address incremental capital challenges 
in different ways. The capital mechanisms adopted in these jurisdictions differ than 
Ontario, and in some cases, replaced “Ontario-like” mechanisms with new 
mechanisms adapted to address the energy transition. Capital mechanisms 
include kbar, multi-year projections with true-ups, and similar processes. Given the 
design of these mechanisms, an “ICM” may not be required.   

 

(c) How does Nexus view the availability of custom IR mechanisms, whereby utilities 
can craft their own mechanisms such as the custom capital factor used by Hydro One in 
terms of Ontario’s utilities level of risk?  
 

Response: 

Nexus Economics believes that widespread adoption of custom IRs is unrealistic 
and not a substitute for an updated deemed ROE.  First, if all distributors requested 
custom IRs, the OEB resources may not be able to process that volume of 
requests.  Second, the ability for small distributors to prepare a custom IR is 
questionable due to cost. 
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M3-10-SEC-74 
[Exhibit M3, p.5, 40] Nexus recommended that the ROE formula include 50 basis points 
for transaction costs. For EDA member utilities owned by municipalities (directly or 
indirectly), what type of equity transaction costs do they incur? Please provide cost data 
to assess the reasonableness of 50 basis points added to reflect transaction costs.  

Response: 

Please see M3-10-OEB Staff-38. 

As for municipal utilities, the Board correctly noted in its 2009 Report that capital 
is a cost that does not change depending upon who owns the asset.  (See 2009 
Board Report, pp. 25-26: 

It follows that the opportunity cost of capital should be determined by 
the Board based on a systematic and empirical approach that applies to 
all rate-regulated utilities regardless of ownership. The Board sees no 

compelling reason to adopt different methods of determining the cost of 
capital based on ownership. 

  

78 78 



 

- 12 - 
 

M3-10-OEB Staff-38 
 
Note this interrogatory has been asked by LEI 
 
Ref: Nexus Report, p. 5 
 
Nexus stated the following: 
 
This result includes 50 basis points for transaction costs associated with acquiring the 
equity, which is a continuation of existing OEB policy. 
 

a) Other than the fact that this would be a continuation of existing OEB policy, please 
provide the empirical basis for recommending 50 basis points for transaction costs 
associated with acquiring equity. 
 

Response: 

Please see our Report at pp. 36-37 for the explanation of why it is important to 
continue the 50 basis point transactions costs. 

Also, in 2009 the Board appeared to convene a panel of capital market experts 
that provided evidence to support the 50 basis point equity flotation cost. Such a 
panel has not been convened in this proceeding. Therefore, we have taken it that 
the Board is satisfied that no such evidence is required and transaction costs have 
not changed since 2009. 
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M3-12-SEC-80 
[M3, p.84] Nexus says that “British Columbia and Alberta have Deemed Debt Ratios of 
55 percent.” Please provide the source of this information. 

Response: 

This was an error. Please see the corrected Figure 1. The calculations are included 
in response to M3-10-AMPCO/IGUA-26 (c).   
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M3-19-SEC-81 
If Nexus’ ROE recommendations  were implemented for the 2025 rate year, for all 
electricity distributors, please provide an estimate in the increase of costs that would be 
recovered from customers.  Please provide all assumptions and underlying calculations.  

Response:  

The requested analysis is extensive and involves considerable resources, and 
Nexus is not in a position to perform it in the context of this proceeding and its 
abbreviated timelines. Our interpretation of the request suggests we would be 
required to recalculate the distribution revenue requirement for each distributor. 
Further, we would be required to (1) estimate allocation of costs across customer 
type; (2) prepare rate design; and (3) estimate usage parameters for each 
customer.  
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