Kai Millyard Associates
72 Regal Road, Toronto, Ontario, M6H 2K1, 416-651-7141
Fax: 416-651-4659

September 9, 2015
Ms Kirsten Walli
Board Secretary
Ontario Energy Board
2300 Yonge Street, 27th floor
PO Box 2319
Toronto, ON
M4P 1E4
RE: EB-2015-0049 & 0029 Transcript Undertakings
Dear Ms Walli,
Please find enclosed 2 copies of Transcript Undertakings J10.3 & J10.5 from GEC
witnesses given during the hearing on September 1st. This completes the Undertakings from GEC.
The responses are being emailed to all parties and will be uploaded to the RESS.
Sincerely,

(Mr.) Kai Millyard
Case Manager
Green Energy Coalition
ec:

All parties
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Green Energy Coalition
Undertaking
To Mr. Elson

Undertaking:
GEC TO CALCULATE THE PERCENTAGE DIFFERENCE BETWEEN THE AVERAGE
DSM SAVINGS OF ONTARIO AND OF THE LEADING NORTH AMERICAN
JURISDICTIONS

Response:
As the following table shows, Enbridge’s proposed average annual savings for the 2016 through
2020 program years are equal to approximately 62% of what the utilities in the leading
jurisdictions of Massachusetts, Minnesota, Rhode Island and Vermont actually achieved in 2014;
Union’s proposed average annual 2016-2020 savings are equal to approximately 54% of what
was achieved by utilities in those states.
As noted during cross-examination of Mr. Neme, larger utilities tend to achieve greater savings
than smaller utilities. There is only one gas utility in Rhode Island and one in Vermont.
However, the average 2014 savings levels that Mr. Neme reported in his pre-filed evidence for
Massachusetts included data for six different utilities; the average he reported for Minnesota
included data for five different utilities. If one were to consider only the biggest utilities in each
of those states (National Grid in Massachusetts and Centerpoint Energy in Minnesota), both of
which are still smaller than either Enbridge and Union, the comparison looks even worse for the
Ontario utilities. Specifically, Enbridge’s proposed 2016-2020 average annual savings are 58%
of those achieved by the largest utilities in each of the four leading jurisdictions; Union’s
proposed 2016-2020 average annual savings are 51% of those achieved by the largest utilities in
each of the four leading jurisdictions.
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Ontario Utilities’ Forecast Savings Compared to Leading Utilities 2014 Savings Levels1

Average of All Utilities 2014 Actual Savings in Leading Jurisdictions
Average of Largest Utilities 2014 Actual Savings in Leading Jurisdictions

Ontario Utilities' Average
Annual Savings (2016‐2020)
as % of Leaders
Enbridge
Union
62%
54%
58%
51%

Again, these are comparisons of Enbridge’s and Union’s proposed future 2016-2020 savings to
past (2014) actual savings achieved in the leading jurisdictions. As noted by Mr. Neme, the
average savings across the leading jurisdictions analyzed are expected to be higher in the future
than they were in 2014.

1

Consistent with Figure 1 in Mr. Neme’s testimony, the numerator for these percentages is the Ontario utilities’
forecast average annual savings from 2016 to 2020 as a percent of their total sales to customers other than power
generators in 2012. The denominator is the leading jurisdictions’ utilities actual 2014 savings as a percent of their
total sales to customer other than power generators in 2012.
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Green Energy Coalition
Undertaking
To Mr. Elson
Undertaking:
GEC TO PROVIDE AMORTIZED BILL IMPACTS, BOTH INCLUDING AND
EXCLUDING CARBON COST
Response:
Given the context of the discussion leading up to the undertaking, we have interpreted the
request to be to provide amortized bill impacts for non-participants, or essentially impacts
on rates from the combined effects of DSM spending and the benefits of efficiency that
put downward pressure on rates.
Analysis Assumptions
Since the utilities have a range of choices for how to finance the amortization of DSM
spending, we have developed estimates of amortized bill impacts using two different
costs of capital:
1. A 4% interest rate, typical of the yields reported Canadian utility bonds; and
2. Each utility’s weighted average cost of capital – 7.75% for Enbridge and 8.43%
for Union.
Each of these options is discussed further below.
Utility Bond Yields
As noted above 4% is in the range of yields reported on GlobeInvestor.com for Canadian
utility bonds:

Witness: Chris Neme and Paul Chernick
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A new 16-year bond would have a duration (a measure of the time to the average
payment) of about 11.9 years. A bond issuance that matured evenly over the next 16
years would have a substantially lower duration, under 8 years.
If the payment on the bonds is essentially guaranteed by Board orders, the utilities should
be able to finance the DSM deferral at these rates without any effect on their other
financing costs.
Utility Weighted Average Cost of Capital
The highest-cost financing for the deferral would be the utility’s average cost of capital –
7.75% for Enbridge and 8.43% for Union.1 Since recovery of the DSM deferral,
especially through a reconciling adjustment mechanism, would be much less risky than
the utility’s other operations, the actual cost of financing the deferral would be less than
the average cost of capital. Thus, this value represents a ceiling on the cost of financing
the deferral.
Other Assumptions
Consistent with both Mr. Neme’s testimony and the utilities’ filed plans, we have
assumed an average efficiency savings life of 16 years and assumed that DSM costs
would be amortized over the same period to align the timing of DSM costs and benefits.
Our analysis is also based on each utility’s average annual budget and savings over the
2016 to 2020 time period – i.e. identical to the assumptions used in Table 3 of Mr.
Neme’s evidence. The assumed values for the benefits of efficiency that put downward
pressure on rates – avoided carbon emissions, price suppression effects (DRIPE), reduced

1

These values were provided to GEC directly by the utilities.
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purchases of the most expensive gas and avoided distribution costs – are also the same as
in Table 3 of Mr. Neme’s evidence.
Scenarios Analyzed
The combination of two different amortization rates and two different sets of benefits
(one with avoided carbon emission reduction compliance costs and one without) leads to
four different sets of results for each utility.
Analysis Results
The following table shows the effect – in just the first year – of amortizing DSM costs.
When carbon benefits are excluded from the analysis, there is a modest net upward
pressure on rates. The absolute magnitude of that upward pressure depends on both the
utility and the amortization rate assumed (i.e. bond yield or utility weighted average cost
of capital). In Enbridge’s case the impacts range from $1.6 to $3.3 million of upward
pressure on rates in the first year; in Union’s case, the net impacts range from $0.9 to
$2.5 million of upward pressure on rates in the first year. Those net costs are for the
entire portfolio of DSM programs and would therefore be spread across all customers
(residential, commercial and industrial). When the value of carbon emission reduction
benefits is included in the analysis, the net impact on rates from the combined effects of
the DSM budget and the efficiency benefits that put downward pressure on rates is
negative. That is, the combined effect is net downward pressure on rates – even in the
first year.
Net Impact on Rates – Across All Customers – in First Year (Millions of Dollars)

Impacts including avoided carbon emission
reduction benefits
Impacts excluding avoided carbon emission
reduction benefits

Witness: Chris Neme and Paul Chernick

Enbridge
Bond
WAC
(4%)
C
(7.75
%)
-$2.5
-$0.8
$1.6

$3.3

Union
Bond WAC
(4%)
C
(8.43
%)
-$3.2
-$1.6
$0.9

$2.5
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The following table presents the results in a slightly different way – i.e. the portion of 1st
year DSM budget costs that would be offset by the benefits of efficiency that put
downward pressure on rates. As the table shows, when one includes carbon emission
reduction benefits in the analysis, the efficiency benefits that put downward pressure on
rates more than offset the upward pressure caused by the amortized DSM budget in the
first year. Even when the value of carbon emission reductions is excluded from the
analysis, the other benefits that put downward pressure on rates offset between 54% and
80% of the effects of the DSM budget.
Portion of 1st Year Budget Impacts Offset by Benefits Putting Downward Pressure
on Rates

Impacts including avoided carbon emission
reduction benefits
Impacts excluding avoided carbon emission
reduction benefits

Enbridge
Bond
WAC
(4%)
C
(7.75
%)
146%
111%
71%

54%

Union
Bond WAC
(4%)
C
(8.43
%)
175% 128%
80%

58%

A more detailed presentation of year-by-year impacts for each utility under each of these
scenarios is presented in the following tables. As the tables show, the impacts in years 2
through 16 of the DSM budget amortization are even better (i.e. more beneficial for rates)
than in Year 1 when carbon benefits are included. This is because the value of carbon
emission reductions are expected to grow over time (faster than the rate of inflation). The
impacts in years 2 through 16 of the DSM budget amortization are slightly lower than in
Year 1 when carbon benefits are excluded. This is because avoided distribution costs are
expected to stay constant in nominal dollars, but decline in real dollars (by the rate of
inflation).
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Witness: Chris Neme and Paul Chernick
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Witness: Chris Neme and Paul Chernick

