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February 20, 2009

Ontario Energy Board

2300 Yonge Street, Suite 2700
Toronto, Ontario

M4P 1E4

Attention: Ms. Kirsten Walli, Board Secretary

RE:  Union Gas Comments on the Board’s Draft Demand Side Management Guidelines for
Natural Gas Distributors (EB-2008-0346)

Dear Ms. Walli:

Board Staff issued for comment the Draft Demand Side Management Guidelines for Natural
Gas Distributors (the “Draft Guidelines™) on January 26, 2009. These are the comments of
Union Gas Limited (“Union”).

In general, Union supports the flexibility Board Staff has incorporated into the Draft
Guidelines as they relate to DSM budgets and targets. In Union’s view, the existing Board
approved framework works well, produces favourable DSM results, and should be
maintained. Union, however, does have concerns with some of the changes which have been
proposed in the Draft Guidelines, including:

e The move towards a multi-layered TRC analysis. This would unfairly disqualify many
good programs. (Section 2.1)

e The proposed shift away from fixed input assumptions for SSM, as this will impair
Union’s ability to adequately plan its program portfolio. (Sections 5.1.1 and 6.3)

e The proposal for the utilities to apply for approval to the Board for new programs or
changes in program funding beyond 20% of the total year’s budget. In Union’s view,
these proposed changes will increase the cost of providing DSM programs with few if
any discernible benefits to ratepayers. (Sections 3.2 and 3.3)



e The proposed requirement for an increased level of evaluation. It is Union’s view that
the DSM evaluation activities should be simplified. The costs savings could be used
for increased incentives and more comprehensive programming. (Sections 2.5.1 and
6.5)

Union and Enbridge have worked collaboratively to seek alignment on the gas utilities
comments, and we are pleased that we have complete alignment with our comments with the
exception of section 5.1.1 in the Draft Guidelines.

Union’s detailed comments on the Draft Guidelines are set out in the enclosed Attachment A.
To assist the Board, an edited version of the Draft Guidelines reflecting Union’s comments is
enclosed as Attachment B.

Yours truly,

[Original signed by]

Chris Ripley

Manager, Regulatory Applications

cc:  Crawford Smith(Torys)
EB-2008-0346 Intervenors



Attachment A
Page 1 of 8

UNION GAS COMMENTS ON
DRAFT DEMAND SIDE MANAGEMENT GUIDELINES
FOR NATURAL GAS DISTRIBUTORS

SECTION 1 - OVERVIEW

Union strongly supports the existing Board approved DSM framework. The existing
framework was the product of a comprehensive generic proceeding (EB-2006-0021) in
which all aspects of Union and Enbridge Gas Distribution’s DSM practices were
considered; evidence was adduced and cross-examinations conducted. In Union’s view,
the outcome of the generic proceeding was a framework that has worked well for all
stakeholders including, most importantly, ratepayers and which has produced measurable
DSM savings. In general, the Draft Guidelines proposed by Board Staff maintain the
existing framework and, for this reason, Union is supportive of them. However, Union
has concerns regarding certain changes proposed by Board Staff.

These concerns are explained in detail below.

SECTION 2 - COST EFFECTIVENESS

2.1 TRC Calculation

Union believes the current TRC calculations should continue. The Board should not
impose the proposed multi-layered TRC analysis contemplated in the Draft Guidelines.
By evaluating TRC at several levels the low cost, high TRC measures become
increasingly attractive and deeper, more costly measures become less attractive
potentially reducing the utility’s incentive to pursue a broader range of DSM portfolio
offerings. Union believes that the current TRC analysis approach encourages utilities to
develop a wider range of DSM programs for all customers.

Union supports a portfolio approach to the TRC test. In particular, programs that do not
have a TRC > 1 should still be included provided the portfolio TRC test still remains > 1.
Section 5.1 of the Draft Guidelines appears to support flexibility to run programs with
negative TRC benefits. The Draft Guidelines state “In addition, the SSM should be
calculated across the entire portfolio of DSM programs (excluding market transformation
and low-income programs, including any programs with negative benefits)”.

Union also believes that adding the evaluation measurement and verification costs into
the program level TRC would unfairly disqualify many programs, especially given the
new, more onerous evaluation requirements by program. For example, process
evaluation costs range from $60,000 to $150,000 depending on the complexity of a
program. Verification studies cost approximately $10,000 - $14,000 per project. This is
in addition to the costs for free rider/spillover studies and persistence research which can
be significant.
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2.2 TRC Benefits

2.2.1
Union supports the updating of avoided costs on an annual basis.

2.3 Inputs and Assumptions

Union supports the Board’s plan to develop a list of inputs and assumptions for use by the
utilities as the basis of their 2010 DSM planning. Union encourages the Board to make
use of the work it has invested in and fix those inputs as the 2010 SSM inputs. Union
also encourages the Board to consider including the related free rider and spillover
variables for the various measures.

2.5 Adjustment Factors in the TRC Test

25.1

Union supports the inclusion of spillover in the Draft Guidelines. Free rider and spillover
are two sides of the same coin. The two adjustment factors are most often dealt with in
the same fashion in the same study. If only one factor was used it would produce biased
TRC results®.

Union supports the review of all measures over the life of the DSM plan in the same way
as the current DSM framework and as outlined in the Draft Guidelines (Section 6.1). The
cost to undertake free rider studies is high and the capacity in North America to
undertake such studies is low. Also, as free rider and spillover rates are based on shifting
consumer attitudes they are longer term in nature. Therefore, updating free rider and
spillover rates on a multi-year cycle versus annually should not cause benefits to be
significantly under or overstated. An annual review of the free rider rates without a
formal study would simply encourage negotiation of the free rider and spillover rates
with the DSM Consultative.

2.5.2
Union supports the inclusion of attribution rules. The rules will afford Union the
confidence to develop programs jointly with other organizations.

Union supports attribution being applied on LRAM, SSM and other financial incentives
as appropriate, but does not support its inclusion into the TRC calculations at the
measure, program or portfolio level.

2.5.4

Union does not support the mandatory inclusion of a persistence factor for all measures.
Union Gas has proactively determined an adjustment factor to measure persistence on our
Energy Savings Kit measures (low-flow showerheads, faucet aerators and pipe wrap).
Union recognizes these particular measures are unique as they can be removed by the

! Free Rider and Spillover Effects from Energy Efficiency Programs. Quantec Economic Consulting, July
2002
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customer or never installed in the first place and therefore it is appropriate to determine
persistence. Union undertook detailed primary research with a high degree of statistical
confidence to determine adjustment factors. The studies track activity within the given
year. To then adapt or attempt to ask candidates highly speculative questions such as
“Do you intend to remove your showerhead in the next two years?” creates more debate
than value. For technologies that are difficult to uninstall, persistence of savings is
already captured by “measure life”. To go beyond this level of detail would be complex,
wrought with debate and provide little value to the ratepayers for its cost. Union is
willing to share its approach to its current adjustment factor (or persistence factor) studies
as a best practice.

2.6 Fuel Switching

Union supports the inclusion of programs that move customers away from natural gas to
renewable energy where appropriate in the DSM portfolio.

2.7 Pilot Program

The Draft Guidelines are unclear as to the intended application of TRC from pilot
programs to the TRC target. Union believes that pilot programs, if found to be cost
effective based on the TRC, should be eligible for TRC claims towards SSM payouts.
The Draft Guidelines should be amended accordingly.

SECTION 3 - DSM BUDGETS AND TARGETS
3.2 Budget Term and Reporting

Union supports the Board’s recognition of the benefits associated with multi-year
funding, and the flexibility it provides for the utilities. Union’s understanding of the
multi-year budget planning is outlined in the example below.

Multi-year Budget Planning

Year One:
e Determine a first year budget

Year Two, and beyond:
e Propose discrete notional annual budgets for more than one year, (Year 1+
Year 2+ Year 3+ etc.) = Total multi-year budget, or
e Suggest a ratchet on the first year budget for each year of the proposed
plan term

Year 1 Budget = Approved First Year Budget
Year 2 Budget = Year 1 Budget + Ratchet
Year 3 Budget = Year 2 Budget + Ratchet
Etc.
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Each year an annual amount is built into rates.

Underspent (no limit)
= Carries over to subsequent year with no clearance of the DSMVA
= All other deferral accounts (i.e. LRAM and SSM) are cleared annually

Overspent (maximum 20%)
= Union may apply to clear DSMVA or carry forward

3.3 Adjustments to an Approved Plan

Union disagrees with the requirement to apply for Board approval on cumulative fund
transfers among programs that exceed 20% of the approved annual budget. From
Union’s experience, this requirement would add complexity to DSM planning while
adding no value.

3.5 Target

Union supports the target setting methodology described in section 5.4 of the DSM
Guidelines Staff Discussion Paper. In that section the Board Staff states “The targets
should be proposed by the distributors using a starting point and a ratchet formula taking into
account the results of the programs to date, the conservation potential studies and the
available budget.”

3.6 Market Transformation Targets

Union supports the Board’s recognition of Market Transformation (MT) in the draft
Guidelines. Union will continue to use a balanced scorecard approach to the evaluation
of MT results. Union agrees with the Board’s recognition that increasing market share of
a given technology is not the only metric that may be considered, such as awareness,
training and education activities.

In terms of an incentive level, Union believes a scalable incentive relative to the MT
budget should be agreed upon for the multi-year term to avoid annual debate of the
appropriate incentive level.

SECTION 4 - LOST REVENUE ADJUSTMENT MECHANISM (LRAM)

Union supports the current approach to LRAM as contemplated by the draft Guidelines.

Union supports the application of Free Rider, Spillover, Attribution and Persistence
where necessary in the calculation of LRAM.
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SECTION 5 - INCENTIVE PAYMENT MECHANISMS

Union agrees with the Boards statement that shareholder incentives are an appropriate
way to encourage utilities to pursue DSM programs. Union asserts that those incentives
must be adequate to drive the capacity and attention to DSM to achieve results.

5.1 Eligible Programs

511

Union supports the continuation of the current non-linear “reward structure”, provided
the cap to the current curve is removed. Union views the cap as being an artificial barrier
to maximizing DSM results.

The Board and Government suggest that more aggressive conservation activity should
occur in Ontario. A leadership role in conservation must be tied to appropriate incentive
levels. In keeping with this direction, any artificial barrier that limits the utility from
pursuing DSM benefits should be removed.

With respect to the calculation of SSM Union strongly disagrees with changing the
calculation of SSM to incorporate best available information at the time of evaluation.
Union views that fixed inputs, set upfront, provide Union the ability to plan effectively
and better utilize the DSM budget. The use of fixed inputs at the beginning of the year
for SSM purposes was an issue debated and decided as a “completely settled issue” at the
Generic Hearing (EB-2006-0021). Adjusting input assumptions mid-way through a year
and retroactively adjusting a prior year’s incentive is inappropriate, costly and time
intensive. The purpose of the SSM is to encourage success on energy efficiency through
an incentive.

Further, fixing the inputs upfront is consistent with how Union’s delivery rates are set.
Union’s rates are set prospectively and are not adjusted between rate setting proceedings
or retroactively.

The market is changing both from an economic and competitive point of view. This will
change adjustments to the TRC test and to our overall TRC claim in the upcoming years.
As a result, the utilities face unforeseeable risks of an unknown value resulting from new
free rider, spillover and attribution factors.

To best use DSM funds, and mitigate unforeseeable risk for the utilities, fixing inputs at
the start of the year continues to be the appropriate approach for DSM Guidelines.
Customers and channel partners also require certainty around utility programs in order to
make business and capital investment decisions.

Should the Board decide that best available information is to be used for SSM, then in
parallel the DSM targets should also be set on best available information.
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SECTION 6 - PROGRAM EVALUATION AND AUDIT
6.1 Evaluation Plan

Union supports the development of an Evaluation Plan to be filed with the DSM Plan as
outlined in the Draft Guidelines. Union recognizes the need for a certain level of
evaluation over the term of the Plan for each program.

6.2 Program Type Specific Guidelines

6.2.2
Union is supportive of market support programs as described in the Draft Guidelines.

6.2.3

The Draft Guidelines state “each custom project will incorporate a professional
engineering assessment of the savings”. Currently our internal experienced staff (many
of whom are licenced professional engineers) or a professional engineer channel partner
submits each project’s savings. Union supports that each custom project should be
reviewed internally. The next step in the process is the “special assessment program”
with the sampling criteria as outlined in the Draft Guidelines as the basis. This process
has worked well in Union’s view. As another alternative, Union would be willing to
engage in discussions to develop efficiencies in process, possibly through a recognized
accreditation format, that address any outstanding concerns. Union’s current approach to
the review of custom projects or a potential new streamlined approach with an
accreditation designation both support the Ontario Government’s publicly announced
new initiative “Open for Business” and public interest objectives.

Union supports the special assessment methodology for custom projects as outlined. This
process will provide confidence we have provided an accurate assessment for these
initiatives. In addition this further negates the need for external verification of savings for
each project.

6.2.4 &6.2.5
Union supports the approach of evaluating market transformation and low income
customer programs separate from resource acquisition.

6.3 Implementation of Updated Input Assumptions

As previously stated with regards to Section 5.1.1, Union is strongly opposed to changing
the input assumptions for the calculation of SSM. Fixed inputs provide the degree of
certainty required in the program planning process. For instance, Union’s channel
partners could build into a customer’s medium term retrofit business case a particular
high efficiency technology based on their knowledge of our programs and related
incentive levels. Changing our program, may result in changed plans and frustration for
that channel partner and customer. Consequently, changing inputs, and therefore our
portfolio of programs, midstream will not serve our partners or end-use customers well.
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6.4 Evaluation Report

Union agrees to file a yearly Evaluation Report similar in content and format to the
currently filed annual Evaluation Report. Union will address the new element of process
evaluation in the filed Evaluation Report.

6.5 Independent Third Party Review

Union supports the requirement for a reviewing agent to “provide an opinion” material to
LRAM, SSM and other financial incentives. In fact, Union in consultation with its
Evaluation and Audit Committee has added into the RFP for the Audit of Union’s 2008
DSM results that “The auditor will be required to express an opinion on the TRC, SSM,
LRAM and DSMVA based on the audit”.

Union’s expectation is that the Auditor will be able to provide an opinion on the
protocols and approaches taken by other third party experts hired during the course of a
year to undertake evaluation work or “special assessment studies”. Union does not
support a reviewing agent redoing the work of the “special assessment program” (also
known as the verification study) or any other professionally completed third party
evaluation work. To redo the work of other experts at a detailed level would only
duplicate costs and effort.

SECTION 7 - DSM CONSULTATIVE

Union is in agreement with this section. A Terms of Reference is a standard and
responsible business practice.

SECTION 8 - ACCOUNTING TREATMENT

8.1

Union supports the concept of applying for any alternative sources of DSM funding
outside of distribution rates. However, Union’s DSM rate based funding should be
managed according to section 3.2 of the Draft Guidelines and not require Union to apply
to the Board.

8.4

Union supports a 20% reimbursement of the budget for incremental program expenses in
any given year. As noted previously under Section 3.2 of the Guidelines, Union
understands, should it apply for multi-year DSM funding, it will have the flexibility to
carry-over unspent funds from a previous year in addition to the incremental
reimbursement.
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SECTION 9 - ANNUAL REPORTING GUIDELINES

As previously outlined under Section 6.4, the Evaluation Report should be the same as
currently prepared and filed with the Board. Much of the information in Section 9 of the
Guidelines is currently addressed in the annual Evaluation Report. The Draft Guidelines
also require a forward looking planning document to describe program plans and their
respective evaluation plans. Union has no concerns with this additional filing.

SECTION 10 - ADMINISTRATION

Union is in agreement with the terms as outlined in this section.
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PROPOSED AMENDMENTS TO THE
DEMAND SIDE MANAGEMENT GUIDELINES FOR
NATURAL GAS DISTRIBUTORS
EB-2008-0346



Attachment B

Page 2 of 46
TABLE OF CONTENTS

T.0 OVERVIEW......ceiii ettt ettt et 4
R I = 7= Ted 1 [ 18 o o PP 4
1.2 Overview of Draft GUIdelines............cccooiieeiiiiiiiiice e 5
2.0 COST EFFECTIVENESS.......co ottt 6
2.1 TRC CalCUIAtIoN.......eeiiiiiii it 6
2.2 TRC BENEFIES. .eiiiiiiiiieiee e 9
2.2.1 AVOIAEA COSES....cueiiiiiiiie ittt 9
2.2.2 Natural Gas SaViNgGS.......cccoeeeiiiiiiiiieeeeeeeee e 10
2.3 Inputs and Assumptions (Changes Proposed)..........ccccccvveiviiiieeeeciieennn. 11
2.4 TRC COSES. ..ttt e 11
2.4.1 EQUIPMENE COSES...cooiiiiiiiiiiiccceccce e 12
2.4.2 Program COSES......uuuuiiiiiiiiiee e ettt 13
2.5 Adjustment Factors in the TRC Test for Assessing DSM Programs.......... 15
2.5. T Fre€ RIAEIS...coii ittt 15
2.5.2 ATIDULION. ... 16
2.5.3 SPIllOVEN (NEW)....eeiiieieiiie ettt e e e e 17
2.5.4 Persistence (Changes Proposed).......c.cocccvieiiiiiiie e 17
2.6 FUEl SWItChING. ... it 17
2.7 Pilot Programs.......ccci ittt 18
3.0 DSM BUDGETS AND TARGETS (Changes Proposed)............ccccueeu.... 18
3.1 Budget Determination................eeeeiiiiaiiiiiieeeee e 18
3.2 Budget Term and Reporting.........cccuuveeiiiiiiiieeeeeeiieeeee e 19
3.3 Adjustments to an Approved Plan...........cccooiiiiiiiii e 20
3.4 Targeted Program Spending...........ccuereeeiuiiiieeeiiiieee e e 20
3.5 TRC SaVvings Targets........cuiccuiiieeiiiiieeeeceee et e e e e e 21
3.6 Market Transformation Targets..........cccceevicie i 21
3.7 Low-income Customer Program Targets (Changes Proposed)................. 22
4.0 LOST REVENUE ADJUSTMENT MECHANISM (LRAM)........cccccviinnenne 22
4.1 Eligible Programs..........coooiiiiiiieiiee et 23
4.2 Calculation of LRAM. ... 23
4.3 Lost Revenue Adjustment Mechanism Variance Account (LRAMVA)....... 24
4.4 Timing of LRAM ApPPlCatioN........cc.eeviiiiiiiiee e 24
5.0 INCENTIVE PAYMENT MECHANISMS (Changes Proposed).....25
5.1 Eligible Programs.............ueeiiiiiiiiieie et 25
5.1.1 Shared Savings Mechanism (SSM) for Resource Acquisition
PrOgramS. ... e 26
5.1.2 Market Transformation Incentive............cccccooiiiii i, 26
5.1.3 Low Income Customer Programs Incentive............ccccoooceeieiniiene.n. 27
5.2 Shared Savings Mechanism Variance Account (SSMVA)........cccccceveuneen.. 27
5.3 Timing of Application...........cooi e 27
6.0 PROGRAM EVALUATION AND AUDIT....cccviieiiie e 28
6.1 Evaluation Plan...........oo e 29
6.2 Program Type Specific Guidelines............ooociiiiiiiiiiii e 30
6.2.1 Direct Acquisition Programs...........ccccceeiiiiiieiiiiniiee e 30

| . - [ Deleted: 2




Attachment B

Page 3 of 46
6.2.2 Market SUPpOrt Programs..........c.cueeveeeciiiieeesiiieeeeesiiiee e e eiieeee e 31
6.2.3 CUSIOM ProjectS. ...coiiiiieie e 32
6.2.4 Market Transformation Programs..........c.ccoccvereeiiiiiine e e 33
6.2.5 Low Income Customer Programs...........ccueeeeiiciieieesiiiieeeeessiieeee e 33
6.3 Implementation of Updated Input Assumptions..............ccccccciiiiiiieeeneennn. 33
6.4 Evaluation REPOIt........ccooiiieeee e 34
6.5 Independent Third Party ReVIEW..............uviiiiiiiiiiiicceeee e 35
7.0 DSM CONSULTATIVE. ...ci it 36
8.0 ACCOUNTING TREATMENT .....coiiiiieiiie e 38
8.1 Funding of DSM Programs............ceeeiiiieeiiiiii i 38
8.2 COSt AlIOCALION. ... .eeiiiii it e e 38
8.3 Revenue AlIOCALION.........ceiiiiiiee e 39
8.4 Demand Side Management Variance Account (DSMVA)..........cccccvveeeeeen. 39
8.5 Carbon Dioxide Offset Credits Deferral Account (CDOCDA).................... 39
8.6 Recording of DSM Spending Not Funded Through Distribution Rates......39
9.0 ANNUAL REPORTING GUIDELINES (NEW).....cciiiiieiiieeeciieeeiee e 40
10.0 ADMINISTRATION. ....oiiiiiie e 41
10.1 Filing GUIdelineS (NEW).........eiiiiiiiiiie e 41
10.1.1 Program Funding through Distribution Rates...............cc.ccccccoie 42
10.1.2 Lost Revenue Adjustment Mechanism (LRAM).........ccccccveeeineenn. 44
10.1.3 Shared Savings Mechanism (SSM) and Other Financial
INCENEIVES. ... e e e e e e e e e e e e e ananne 45
10.1.4 Adjustments to an Approved Plan...........cocooiiiiiiiiii e 46

| e - [ Deleted: 3




Attachment B
Page 4 of 46

1.0 OVERVIEW

1.1 Background

The Ontario Energy Board (the Board) determined the original regulatory framework
for gas distributor (“distributor” or “utility”) sponsored Demand Side Management
(“DSM”) programs through guidelines established in its EBO 169-Ill Report of the
Board dated July 23, 1993. DSM programs are programs which assist distributor
customers in reducing their natural gas consumption. Union Gas Limited (“Union”)
and Enbridge Gas Distribution Inc, (“EGD”) filed DSM plans in response to the
directives of the Board in the EBO 169-11l Report until 2006.

In 2006, the Board conducted a hearing on generic issues related to distributor DSM
activities (EB-2006-0021).

The Board’s August 25, 2006 decision in the generic proceeding dealt with a large
number of issues relating to DSM. A rules-based and framework approach was
established where appropriate and practical, which the Board expected would result
in significant regulatory savings for the parties, the Board and, ultimately, for
ratepayers. Below is a list of the broader matters that were agreed by stakeholders
and decided by the Board in that decision.

* A three-year term for the first DSM plan

* Processes for adjustments during the term of the plan

» Formulaic approaches for DSM targets, budgets, and distributor incentives

* Determination of how costs should be allocated to rate classes

* A framework for determining savings

A framework and process for evaluation and audit

* The role of distributors in electric conservation and demand management

activities and initiatives

In a separate decision dated October 18, 2006, the Board approved the input
assumptions based on which Union and EDG filed their three-year DSM plans. DSM
plans for each of Union and EDG were subsequently approved by the Board, and

expire in 2009.
| e - [ Deleted: 4




Attachment B
Page 5 of 46

1.2 Overview of Draft Guidelines

On October 31, 2008, the Board initiated a consultation process on the development
of Demand Side Management Guidelines for Natural Gas Distributors (the
“Guidelines”) to assist in the development of next generation of gas distributor DSM
plans. The Guidelines are expected to be applicable to natural gas distributor DSM
initiatives beginning in 2010, and should be used in the preparation of distributor
DSM plans. Those plans, including budgets, program targets and other related
matters, will be considered by the Board in the context of rate proceedings for each
of the distributors.

These draft Guidelines have been developed by Board staff following consultations
with gas distributors and other interested stakeholders. The draft Guidelines largely
consolidate existing Board policies in relation to DSM activities as reflected in the
following DSM-related decisions and orders of the Board:

» EBO 169-Ill Report of the Board dated July 23, 1993; and

*» The decisions for Phases |, I, and Il of the DSM generic proceeding (EB-
2006-0021).

By way of exception, the draft Guidelines propose changes in the following areas:
* Development of inputs and assumptions (section 2.3)

* Adjustment factors in the Total Resource Cost test for assessing DSM
programs:

Spillover effects (section 2.5.2)
Persistence of savings (section 2.5.3)

* Development of DSM budgets and targets (section 3.0)
Low-income customer programs

* Incentive payment mechanisms (section 5.0)
Shared savings mechanism for resource acquisition programs
Market transformation incentive
Low income customer programs Incentive

* Program evaluation and audit (section 6.0)

* Annual reporting guidelines (section 9.0)

» Filing guidelines (section 10.0)

For symmetry, the draft Guidelines incorporate elements of the “Guidelines for

Electricity Distributor Conservation and Demand Management” issued by the Board
| in 2008 (EB-2008-0037).,

- [ Deleted: |
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2.0 COST EFFECTIVENESS

The Total Resource Cost (TRC) test is the appropriate test to measure cost
effectiveness. This test should be used by utilities when evaluating the cost
effectiveness of a measure or program to determine whether a measure or program
can be considered for inclusion in the portfolio’.

The TRC test measures the benefits and costs of DSM efforts from a societal
perspective. Under the TRC test, benefits are driven by avoided resource costs,
which are the marginal costs that are avoided by not producing and delivering the
next unit of natural gas to the customer. In addition, it includes the reduction in use
of other resources such as electricity, water or other resources. Marginal costs (or
avoided costs) include natural gas costs (both system and customer) and distribution
costs (e.g., pipes, storage, etc.).

Costs in the TRC test are the costs of any equipment and program support costs
associated with delivering that equipment to the marketplace.

Benefits Costs?
Avoided natural gas supply costs Equipment costs
Other avoided resource costs Distributor program costs

This section sets out the expectations regarding the benefit-cost analysis for DSM
programs.

2.1 TRC Calculation

| Evaluating the cost effectiveness of DSM can be done in stages at many different - { Deleted: is
levels, including technology or measure, program, and portfolio. The TRC test - '[Deleted: be

| should be performed at each level, as appropriate. For some generic examples of
how to apply the TRC Test see Appendix A of the Guidelines for Electricity
Distributor Conservation and Demand Management (EB-2008-0037).

)

| At the most detailed level, a TRC test can be performed to evaluate the cost __ - { peleted: should
effectiveness of a measure or technology. At the technology level, the TRC test - { Formatted: Not Highlight

)

takes into account the benefits, which are the avoided natural gas supply costs and
other avoided resource costs, and the equipment costs. There are no other
adjustments to the TRC test at this stage of the evaluation.

1
National Action Plan for Energy Efficiency (2008). Understanding Cost-Effectiveness of Energy -

AN Demand-Side Management

~ -] Deleted: California Public
777777777777777777777777777777777777777777777777777777777777777777 - Utilities Commission. (2001)

Efficiency Programs: Best Practices, Technical Methods, and Emerging Issues for Policy-Makers. Standard Practice Manual:
IzEnerqv and Environmental Economics, Inc. and Regulatory Assistance Project., Economic Analysis of

In the case of fuel switching measures, the costs of the other fuels should be included. ~_ | Programs and Projects
A e i e e e <. {Deleted: .

‘ \[ Deleted: 6
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to evaluate the cost effectiveness of the program. At the program level, the TRC test
takes into account the following:

* The costs and benefits as estimated at the technology level;

* The distributor program costs, excluding verification, measurement and
evaluation costs; and

| * Further adjustments to account for free ridership, spillover, persistence of
savings, etc.

Finally, several programs are bundled together, further indirect costs are included
and the TRC test is carried out once again to evaluate the cost effectiveness of the
portfolio.

The results of the TRC test should be expressed as a net present value (NPV). As a
NPV assessment, the TRC test sums the streams of benefits and costs over the
lifetime of the equipment/technology and uses a discount rate to express these
streams as a single “current year” value. Thus, the NPVTRC is the net discounted

value of the benefits and costs over a specified period of time (usually dictated by
| the equipment life of the DSM technology).

The TRC test is a measure of the change in the total resource costs to society,
excluding externalities, of the DSM program. If the NPVTRC is positive, or the benefit

v

Since the resource acquisition portion of the utility shared savings mechanism is
based on sharing a portion of the customer net savings (TRC) that the utility
programs generate, it is anticipated that utilities will be incented to increase TRC
where possible at a portfolio level. However, in some cases to facilitate
customer needs it may be necessary to undertake certain projects that are
individually below a TRC ratio of 1.

should show the portfolio is considered cost effective from a societal perspective. , j’

- [ Deleted: 8
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The NPV__ formula is as follows:
TRC
NPV oo = Brae = Crge
where;
B _w_ AC,
TRC — Z i1
o (1+d)
o UG +PC
TRC 1
o (1+d)
and,
Btrc = the benefits of the
program
Ct = the costs of the
© program. Where a
measure includes
fuel switching for a
given end use, the
cost of the other fuel
must be included in
the cost component
of the TRC formula.
ACt = avoided costs in year
t
UCt = distributor program
costs in year t
PCt = participant cost in
yeart
N = number of years for
the analysis (i.e., the
equipment life of the
DSM technology)
d = discount rate.

Note: Distributors should use a discount rate equal to the incremental after-tax cost of capital,
based on the latest prospective capital mix, debt and preference share cost rates, and approved
rate of return on common equity.
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2.2 TRC Benefits

2.2.1 Avoided Costs

As noted above, the TRC test assesses DSM costs and benefits from a societal
perspective. The benefits are defined as “avoided costs.” This represents the benefit
to society of not having to provide an extra unit of supply of natural gas to the
customer. For natural gas distributors, supply costs include the gas commodity and
the avoided distribution system costs (e.g., pipes, storage, etc.).

Certain DSM programs may have other benefits, including savings of other energy
sources such as electricity, heating fuel oil, propane or water. While these savings
are not_generally the primary target of the program, the TRC test will accommodate
an assessment of savings associated with avoiding the use of these resources. In
these cases, the benefits accrue from the avoided costs associated with these
resources. Utilities wishing to assess resource savings relating to other energy forms
or water will need to use avoided cost estimates for those resources in the same
manner that natural gas avoided costs are used.

The TRC test involves an analysis over the life-cycle of the DSM measure. To
accommodate this, long-term projections of avoided costs should also be
undertaken. Also, any DSM measures included in the analysis should have
equipment life estimates along with estimates of savings and costs.

Each distributor should calculate avoided costs for natural gas, other energy forms
and water that reflect the cost structure and franchise area of the distributor. In order
to ensure consistency, a common methodology should be used to determine the
costs. The distributors should coordinate the timing for selecting commodity costs so
that they are comparable.

The avoided costs should be submitted for review as part of the DSM plan filing and
should be in place for the duration of the plan. The commodity portion of the avoided
costs should be updated annually.

As avoided costs are long term projections, updating the costs, other than the
commodity costs, on a multi-year cycle should not cause benefits to be significantly
under or overstated. Regardless of how often the avoided costs are updated, the
same avoided costs are expected to be used to calculate both the target and
incentive amount. It is therefore anticipated that the relative impact of avoided costs

__ - 7| Deleted: both the target and

incentive amount
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Estimating the natural gas avoided costs applicable to each customer class should
include the following analytical steps:

1. estimate marginal natural gas commodity costs;

2. estimate marginal distribution costs;

3. determine the appropriate costing periods, if applicable; and
4. attribute marginal costs to the costing periods, if applicable.

Marginal cost studies typically involve detailed analyses starting with an
understanding of the current costs for gas commodity and distribution (e.g., pipes,
storage, etc.).

The avoided cost data that distributors should use for calculating the benefits of
reducing electricity use will be posted on the Board’s website.

2.2.2 Natural Gas Savings

The benefits in the TRC test are driven mainly by the annual energy,savings_ (e.g. - - { Deleted: natural gas

natural gas). They are often calculated at the technology level and are commonly
referred to as “prescriptive” savings estimates. For programs that rely on prescriptive
savings estimates, savings are calculated by multiplying the per unit (i.e., single
technology) savings with the number of units installed.

Savings and technology costs should be defined relative to a frame of reference or
“base case.” To accurately specify the impacts of any given technology, the analyst
should know what would have happened in the absence of the technology. The base
case technology variable represents the piece of equipment or technology that is
being replaced by a more efficient technology. The application of a base case
technology can vary; for example, in the case of a DSM program consisting of a
residential programmable thermostat, the base technology would be a manual
thermostat. In the example of a program consisting of a high efficiency furnace, the
base case equipment would be the homeowner’s current furnace. At a minimum, the
base case technology should be equal to or more efficient than the technology
benchmarks mandated in energy efficiency standards.

In practice, specifying savings relative to a frame of reference can be simply
characterized by the three general decision types:

* new;
* replacement; or
* retrofit.

| . - [ Deleted: 10
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In the TRC analysis, equipment life is used to determine the time period over which
the net present value analysis is carried out. The equipment life variable represents
the number of years that the more efficient equipment installed is assumed to
produce natural gas savings. The benefits (i.e., natural gas savings) from an energy
efficient piece of equipment are assumed to persist for the life of the equipment.
Equipment life is estimated based on the nature of the equipment and an assumed
usage pattern.

An important consideration when assessing equipment life is the potential difference
between the energy efficient equipment and the “base case” equipment that is being
replaced. A simplifying assumption in the case of replacement programs is that the
energy efficient equipment lives are the same as in the base case. However, there
are some technologies where the energy efficient equipment has a much longer life
than the base case equipment, which should be accurately accounted for.

| 2.3 Inputs and Assumptions,

The inputs and assumptions for a selection of measures, covering a range of typical
DSM activities/technologies in residential, commercial and industrial applications are
being developed by the Board with assistance of an external consultant and with
input from distributors and other stakeholders. The approved inputs and
assumptions will be posted on the Board’s website. Distributors should use this data

‘ for undertaking benefit-cost analyses of DSM measures and programs, and for the
calculation of TRC for SSM purposes in 2010.

Distributors may use other data where appropriate and justified. However, where a
distributor uses other data the distributor should provide detailed evidence to justify
its use.

2.4 TRC Costs
The TRC includes two types of DSM costs:

1. equipment costs; and
| 2. program costs.,

_ - -] Deleted: (Changes
Proposed)
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2.4.1 Equipment Costs

Typically in DSM programs, equipment costs are paid by the participant/customer.
Customer equipment costs (sometimes termed “participant costs”) are the costs to
purchase the more efficient equipment. They include capital, installation and
operating and maintenance (O&M) costs associated with the technologies of the
DSM program. It is important to note that the TRC test does not differentiate
between who (distributor or customer) pays the cost of the equipment.

Customer costs can be incremental or full depending upon the nature of the energy
efficiency investment decision. Incremental equipment costs are defined as the cost
of the energy efficient technology above the base case technology. In the same way
that the base case is important for specifying the savings, it is also important for
specifying the cost of the energy efficient equipment. For example, in a replacement
scenario, the cost of the energy efficient technology is typically incremental. In a
retrofit or discretionary investment case, the cost of the energy efficient technology
would be the full cost of the equipment.

Equipment costs, whether paid by the customer or the distributor, including purchase
and installation, should always be defined relative to a base case. It is not enough to
know the installed cost associated with the energy efficient equipment used in the
program. To calculate the impact of the program, the cost of the equipment that
would have been purchased in the absence of the program, the base case, should
also be known. The appropriate specification of incremental cost for use in the TRC
analysis is the difference between the base case and the energy efficient purchase.

As in the case of savings, there are typically three generic categories for specifying
equipment costs, representing the type of investment decision:

* new;
* replacement; or
* retrofit.

The information sources for equipment costs will vary. For residential equipment,
retail store prices are appropriate sources of information for many technologies
including appliances and “do-it-yourself” water heater or thermal envelope upgrades.
It is common practice to specify an average price based on a sample of retail prices.
For commercial and industrial equipment, cost data can be more complicated to
acquire due to limited access and confidentiality concerns. For larger “custom”

projects, invoices or purchase orders, if available, may be one way fo support the - [ Deleted: necessary
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Equipment that requires O&M expenditures is often not incremental (i.e., those costs
would have been incurred in the base case anyway). However, if the energy efficient
equipment requires significantly more/less maintenance than its less energy efficient
counterpart, the incremental/decreased O&M costs need to be factored into the TRC
analysis. There will be exceptions and a proper TRC analysis should incorporate
these.

2.4.2 Program Costs

From the perspective of the TRC test, DSM program costs are those incurred by the
distributor. These costs include the marketing and support costs associated with
delivering the DSM activity. Participant or customer incentive costs, which are
considered transfers in the TRC test, are not included in the analysis.

Distributor costs typically cover a number of activities such as marketing and
advertising, consulting, channel support, monitoring and evaluation. There are five
major categories of distributor costs:

i. development and start-up;

ii. _promotion;

iii. equipment and installation;

iv. monitoring and evaluation; and
v. administration.

In practice, all of these costs can be expected for programs that utilities in Ontario
might be considering. For an accurate TRC assessment, the distributor should
ensure that all costs associated with designing, operating and tracking the programs,
other than incentive costs, are accounted for in its TRC analysis.

i. Development and Start-up Costs

Development and start-up costs are different from on-going operating costs. For
example, initial costs may be incurred to train distributor staff in the use of the
equipment or techniques used in a program and usually occur at the early stages of
the program’s life. Costs of developing DSM plans and procedures are also often
concentrated in the early program years. In general, start-up costs are only a small
component of the total costs in the life cycle of a DSM program.

ii. Promotion Costs

Promotion costs may be incurred to educate the customer about a DSM program
and will vary by program type and level of promotional effort. The cost of promotion
depends on the method employed, the market segment and the DSM measures
promoted. Program promotion may also involve trade-offs between increases in
promotion costs and expected increases in participation.

| e - [ Deleted: 13
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As noted above, incentive payments from the distributor to a customer for
participation in a program are not a component of the TRC analysis, but still should
be included in the distributor's program budget. The incentive merely represents a
transfer payment between two parties involved in the program.

iii. Distributor Equipment and Installation Costs

Distributor equipment and installation costs include the costs of any distributor
devices needed to operate the programs such as specialized software or tools, as
well as any equipment directly installed by the distributor.

iv. Monitoring and Evaluation Costs

This section focuses on the cost to the distributor of monitoring and evaluating a
DSM portfolio.

There are two broad categories of evaluation activity: impact evaluation and process
evaluation. Impact evaluation focuses on the specific impacts of the program — for

example, savings and costs. Process evaluation focuses on the effectiveness of the
program design — for example, the delivery channel. The costs associated with each
of these activities are program costs that need to be included in the TRC analysis_at

the portfolio level. , ~__ - | Deleted: Some of these costs
77777777777777777777777777777777777777777777777777777 will be assigned directly to a

specific program or programs,

Monitoring and evaluation costs are incurred for systems, equipment and studies while a portion of the costs are
necessary to track measurable levels of program success (participants, impacts on g‘c‘;:)es S‘;ﬂrﬁféﬁfﬂfﬁig“ﬁhe
consumption and costs) as well as to evaluate the features driving program success DSM portfolio level).

or failure. It is important to develop the necessary tracking systems at the time of
program design. At a minimum, the tracking system should collect information on the
key components that drive the TRC test, including:

* number of participants/installations;

* natural gas savings;

» cost of equipment; and

« distributor program costs.

To facilitate the evaluation of DSM programs and results, utilities should have clearly
documented “paper trails.”
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2
Violette, Daniel M. (1995) Evaluation, Verification, and Performance Measurement of Energy
Iaifﬁciency Programs. Report prepared for the International Energy Agency.

Eto, J, (1998) Guidelines for assessing the Value and Cost-effectiveness of Regional Market
Transformation Initiatives. Northeast Energy Efficiency Partnership, Inc.

v. Administrative Costs

Administrative costs are generally the costs of staff who work on DSM activities.
These costs are often differentiated between support and operations staff. Support
staff costs are considered fixed costs or “overhead” that occur regardless of the level
of customer participation in the programs. Operations staff costs are variable,
depending on the level of customer participation. Utilities should include all staff
salaries that are attributable to DSM programs as part of the costs in the TRC
analysis.

2.5 Adjustment Factors in the TRC Test for Assessing DSM
Programs

In performing a TRC analysis of a DSM program, several adjustments should be
made to the benefits side of the equation. These adjustments include:

+ free ridership of participants (section 2.5.1);

« attribution of the benefits (section 2.5.2);

» spillover effects (section 2.5.3); and

* persistence of the measures (section 2.5.4).

2.5.1 FreeRiders

Free rider adjustments are 3, component, of the TRC test when it is applied in the

__ -7 Comment [b1]: Footnote
should be NAPEE 2008

assessment of a program. The standard definition of a free rider is “a program “~ { Deleted: one of the key

participant who would have installed a measure on his or her own initiative even {Deleted: s
2
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without the program.” This participant simply uses the program to offset the cost of
installing or undertaking the energy efficient initiative.

Costs and benefits associated with free ridership should be assessed as part of the
TRC analysis of a program. In determining overall savings of a program, these
participants are excluded from the benefits attributed to the program. The equipment
costs associated with these participants is similarly excluded from cost side of the

in the analysis. Programs that have high free ridership are self-evident in the
marketplace (i.e., they do not rely on distributor promotion) and are less cost
effective since the program costs are included in the TRC calculation while the
benefits are not.
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the multi-year plan, as part of each distributor’'s ongoing evaluation and audit
processes.

2.5.2 Attribution

Jhe concept of attribution has been assessed by the Board in previous proceeding

and most recently in EB-2006-0021 where the Board decided:

On balance, the Board accepts the centrality principle for purposes of the first multi-
year DSM plans, under which the utility would be entitled to 100% of the TRC
benefits if it can be demonstrated that it has a central role in a program. That is, as
the utilities proposed, if the utility initiated the partnership, initiated the program

funded the program, or implemented the program.” (EB-2006-0021 Board Decision
with Reasons, August 25, 2006. page 42)

Prohibitive and excessive rules related to attribution has the potential to restrict

partnerships that can enhance conservation for Ontario. |

.The Board is not concerned about the Company partnering with others to accomplish

TRC savings, based upon the goal of achieving the greatest possible DSM benefits at
the lowest cost, and in the simplest way possible.”.

Attribution of benefits as between a dlstrlbutor and a non-rate regulated third party

will be determined on a case-by-case basis. In order for the distributor to claim

100% attribution of benefits, the distributor should demonstrate that its role was
| ‘central’ to the program.,

TRC benefits for program partnerships with Board rate-regulated entities such as
electricity distributors should be allocated in the manner indicated in the Board’s
Guidelines for Electricity Distributor Conservation and Demand Management”.
Where specific agreements have been developed by parties to deal with attribution
for a program, these more case specific rules should be applied,,

Attrlbutlon is not an adjustment to the TRC test. However, it is important in the
calculation of Lost Revenue Adjustment Mechanism (“LRAM”), Shared Savings
Mechanism (“SSM”) or other financial incentive claims.

Reasons in RP-2003-0203, paragraph 6.7.14, page 61, the Board indicated: =~ !
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U.S. Department of Energy (2008). Understanding Cost Effectiveness of Energy Efficiency
Programs: Best Practices, Technical Methods, and Emerging Issues for Policy Makers

mfluenced by [a distributor’s] program-related mforrfnéﬁbﬁfafnfd marketing efforts

| though they do not actually participate in the program(. Due to these spillover ‘
customers in the distributor’s franchise area, the distributor will lose revenue due to a

lower demand for natural gas and the TRC savings could be underestimated. This in
turn could affect the SSM claim.

2.5.4 Persistence,

Y franchise area. Other benefits,
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Fuel switching to natural gas is not a DSM activity and DSM funds should not be
used for this purpose.

2.7 Pilot Programs

A pilot program is one that involves the installation, testing or evaluation of
technologies that are not already in use in Ontario, or in limited use, and that serves
as a tentative model for future development. They can also test new delivery channel
or marketing approaches to overcome barriers to market entry. Pilot program may

be helpful for application to resource acquisition, market transformation or low
income programs.

e - [ Deleted: |

A properly structured pilot should provide an opportunity to gain experience in
business processes, installation procedures, logistics, deployment, integration
issues, customer communications, and customer impacts. A distributor should
provide a rationale for how its program will increase the collective understanding of
the technology and its benefits as a DSM measure._Pilot programs, if found to be
cost effective based on the TRC, should be eligible for TRC claims towards SSM
payouts. Pilot programs that have a negative TRC are detrimental to the utility

resource acquisition SSM. Therefore, a utility will only pursue these initiatives where
it is expected to generate positive TRC in future years. Utilities should be prepared

| to share the results and knowledge gained through the pilot with the Board and other
utilities. ,

3.1 Budget Determination \
In recognition of the knowledge and experience that the natural gas utilities have '
gained in developing and implementing DSM plans, distributors should propose a \
budget for their respective DSM plans. However, each distributor will need to justify !
its proposed DSM budgets based on:

« the results of the program evaluation and market potential studies that it has .
completed, and

« the government’s policies/initiatives in advancing conservation in Ontario.
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Distributors should propose separate DSM budgets in the following program areas:
» Resource acquisition (TRC Net Savings)
 Market transformation
* Low income customers

Distributors are encouraged to consult with stakeholders in developing their budgets
for their DSM programs.

3.2 Budget Term and Reporting

There are benefits associated with multi-year funding for ongoing programs. Multi-
year funding supports better planning and management and facilitates the utilities’
entering into of partnerships with other delivery agents.

Distributors may therefore apply to the Board for multi-year DSM funding_for up to 5

years. The term of the DSM budget will be the subject of a Board proceeding where - [ Deleted: rate

distributors and stakeholders will have the opportunity to provide their views to the
Board.

When applying to the Board for funding, budgets, LRAM and SSM or other financial
incentives they should be developed and measured on an annual basis (market
transformation amounts may be an exception). Annual budget amounts will be an
input to each year’s distribution rate adjustment.

The application submitted to the Board should be in the form of a DSM plan, a y aDr?r:52??&‘;;“‘8“2583(1“9"3‘::'%23 -

budget and an evaluation plan. The budget should include cost estimates for /| section 9.0 below. 1

/

administration, evaluation, research (including market potential studies) and support.  / /{Formatted: Highlight

| LT T T T T T T i Deleted: bring forward an

Spending will be tracked in a DSM variance account, which will be used to “true-up” /| application, with appropriate
any variances between the spending estimate built into rates for the year and the / fgé‘éig?li“r‘; tz"s“g?fk']z’;%:oum
actual spending in that year. If the Board has approved budgets with terms longer | | spent in excess of the

than one year, unspent funds can be carried over to a subsequent year. At the end /| approved budget and tracked

of the approved funding term, any unspent funds will be returned to ratepayers ; inthe DSM variance aceount

through rates. ¢ [ Deleted: 19

/| Deleted: Consistent with the
/|| approach set out in the Board'’s

Where programs have been more successful than expected, such that the annual // /1| August 25, 2006 decision on
budget is insufficient, the distributor may spend up to an additional 20% above the /| Phase ! of the generic DSM
annual DSM budget as long as these funds are used for incremental program /| proceeding: §

purposes. It is acknowledged that this scenario often occurs late in the program '/ | * Additional spending may only
year and an immediate response is needed to avoid damaging successful /| be used for incremental

- . N program expenses; and
momentum. Spending of these funds is to be recorded for clearance in the DSM

variance account. ‘y‘f‘ « At Fhe time' of i.ts next cost-of-
! service application, the
Y oo ________________ % distributor must provide

appropriate evidence
demonstrating the prudence
and cost effectiveness of the
amounts spent in excess of the
approved annual budget. q




Attachment B
Page 20 of 46

3.3 Adjustments to an Approved Plan

Utilities should evaluate the effectiveness of programs on an ongoing basis, and
make adjustments as necessary to improve program design, performance, and
uptake by customers. Program factors such as the economy or other environmental
factors can fluctuate within any given year. Flexibility during a program year has
been a key factor for success for the natural gas utilities. ,

\
\
g \ \

3.4 Targeted Program Spending VA

There is a tension between ensuring that each rate class is allocated an appropriate '

portion of DSM funds, on the one hand, and the benefits of targeting spending to the '\

most cost effective programs regardless of what rate class they apply to, on the \
other. As a principle, DSM programs should provide customers in all rate classes \
and sectors with equitable access to DSM programs to the extent reasonable. This \
principle must be balanced against and consistent with the principle of optimizing \
cost-effective DSM opportunities.

If DSM sector (i.e., residential, commercial, or industrial) level spending is
significantly different than the historical percentage levels of spending in those
sectors, the distributor should provide its explanation for this in its proposed DSM
plan. The Board will then determine whether to approve the revised spending ratios
and, if so, under what conditions.
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To the extent that actual sector level spending then varies significantly from the
ratios identified in the plan, interested parties may challenge the appropriateness of
the deviation from the plan when the distributor seeks approval for the clearance of
the relevant accounts.

Market potential studies, or updates to an existing study, should be filed by each
distributor together with its DSM plan. The distributor may, at its discretion, do
additional studies of market potential or updates during its plan. The results of these
studies could inform distributors in allocating DSM budgets among different sectors,
rate classes, types of markets etc.

3.5 TRC Savings Targets

TRC savings targets are designed to set goals for all of the savings achieved by a
distributor's DSM activities. These targets are applicable to all DSM programs
offered by a distributor excluding market transformation programs and DSM
programs targeted to low-income customers. When evaluating the success of a
distributor in reaching these targets, the distributor's DSM activities are assessed
based on the net benefits accrued when utilizing the TRC test.

Distributors are expected to set a TRC target for the starting year which increases by an

appropriate ratchet each year of the multi-yearplan, __ - | Deleted: propose TRC
savings targets based on the
programs they plan to deliver

3.6 Market Transformation Targets over the next planning period.

Market transformation programs are those that are designed to make a permanent

| change in the marketplace over a long period of time., _ - - Deleted: These programs
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Such programs are not amenable to a formulaic evaluation approach and therefore where, for example, equipment
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Distributors are expected to propose specific metrics and corresponding targets for
any proposed market transformation program.

For each market transformation program the utility should propose a program
description, goals (including measurement method), shareholder financial incentives
(including structure and payment), length, level of funding and program elements.
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3.7 Low-income Customer Program Targets (Changes Proposed)
Low-income customers face certain barriers in accessing DSM programs which are
unique to this group of customers. In addition, the TRC net savings for these
programs are typically low relative to the savings of other programs although very
valuable for this market sector.

Targets for these programs could be based in part on TRC savings for these
programs but also in part on other metrics such as market penetration of DSM
programs in the low income segment of the population.

Distributors are expected to develop eligibility criteria and program parameters for
low income residential programs. Criteria presently used by various levels of
government for the purposes of determining eligibility for low-income consumer
programs may be appropriate for use by distributors.

Distributors are also expected to propose explicit metrics and corresponding targets
for the DSM programs targeted at low income consumers.

4.0 LOST REVENUE ADJUSTMENT MECHANISM (LRAM)

Unforecasted DSM results can have the effect of eroding distributor revenues due to
lower than forecast throughput. Utilities recover fixed distribution costs through both
a fixed and a variable rate, which is set based on a forecast of consumption,
including natural changes in energy efficiency. If actual consumption is less than the
forecasted amount used for rate-setting purposes, the distributor earns less revenue
than it otherwise would have, all other things being equal. Since the intention and
effect of DSM activities is to reduce natural gas use, it also has the effect of reducing
throughput and associated distributor revenues, which can result in a disincentive for
utilities to deliver DSM programs.

A mechanism to compensate for distributor-induced lost revenues is intended to
remove the disincentive. LRAM is a retrospective adjustment, which is designed to
recover revenues lost from distributor supported DSM activities in the prior year. It is
designed to compensate a distributor only for unforecasted lost revenues associated
with DSM activities undertaken by the distributor within its franchise area.

- [ Deleted: 22
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4.1 Eligible Programs

The LRAM applies to programs implemented by the distributor, within its franchise
area, including programs delivered by the distributor itself and/or programs delivered
for the distributor by a third party (under contract with the distributor).

Distributors may undertake some programs in partnership with other entities, such
as electricity distributors or community agencies. In assessing the distributor’s
involvement in program delivery, and the resulting potential impacts on revenue,
distributors should be guided by section 2.5.2 regarding the attribution of benefits.

Distributors may only recover LRAM for revenue losses that can be attributed to the
distributor’s involvement in the program.

4.2 Calculation of LRAM

The LRAM is determined by calculating the energy savings by customer class and
valuing those energy savings using the distributor’'s Board-approved variable
distribution charge appropriate to the class. Lost revenues are only accruable until
new rates (based on a new revenue requirement and load forecast) are set by the
Board, as the savings would be assumed to be incorporated in the load forecast at
that time. The first year impact will be calculated as 50% of the annual volumetric

impact multiplied by the distribution rate for each of the rate classes that the
volumetric variance occurred in.

||| adjusted for spillover effects
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As indicated by the filing guidelines set out in section 10.1, utilities should include in
the application for recovery of LRAM the volumetric impact of measures and
programs implemented in a specific year. Volumetric savings, costs of programs,
free riders and other adjustments, as discussed above, should be based on the
results of the evaluation and audit work completed for the year for which LRAM is
applied. The impacts should be calculated for each program and for each class both
gross and net of free riders. The amount to be recovered through rates will be
determined as net of free riders and spillover effects.

By way of example, if in June of 2008 the audit of the 2007 programs demonstrates
a change in assumptions, that change will apply for LRAM purposes from the
beginning of 2007 onwards until changed again.

Utilities will be expected to file an audit report and any back up program evaluation
reports needed to support the volumes used in the LRAM calculation. The audit
report should be prepared by an independent auditor and provide an opinion on the
LRAM proposed and any necessary amendment thereto.

4.3 Lost Revenue Adjustment Mechanism Variance Account
(LRAMVA)

The purpose of the LRAMVA is to record the amount of distribution margin gained or
lost when the distributor's DSM programs are less or more successful than
budgeted. When the distributor's DSM programs are less successful in the test year
than budgeted, the distributor gains distribution margin. Similarly, the distributor
loses distribution margin in the test year when its DSM programs are more
successful than budgeted.

4.4 Timing of LRAM Application
An application to clear the balance in the LRAM variance account, together with

carrying charges, should be made on an annual basis., _ - | Deleted: As discussed above,
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| 5.0 INCENTIVE PAYMENT MECHANISMS,

LRAMs remove a disincentive for utilities to implement DSM, but do not provide an
incentive for utilities to aggressively implement DSM programs. Given a certain level
of resources, the distributor should make a trade-off between pursuing a DSM
activity versus other activities.

Shareholder incentives are an appropriate way to encourage utilities to pursue DSM
programs.

5.1 Eligible Programs

The SSM and other financial incentives are available for customer focused initiatives
that are funded through distribution rates and where the costs of the initiatives are
expensed, such as efficiency improvements in the use of natural gas. The SSM and
other financial incentives are not available for distributor-side expenditures or
programs that are not funded through distribution rates.

Utilities may undertake some programs in partnership with other entities, such as
electricity distributors or community agencies. In assessing the distributor’s
involvement in program delivery, utilities should be guided by the guidelines set out
in section 2.5.2, regarding the attribution of benefits. A distributor may only claim a
shareholder incentive in relation to its contribution to the program, as determined by
the attribution guidelines.

Distributors can apply for separate incentives for the following types of programs:

» SSM for Resource Acquisition Programs (TRC Net Savings)

» Market Transformation Programs

* Low Income Programs
The SSM and other financial incentives are pre-tax amounts. In addition, the SSM
should be calculated across the entire portfolio of DSM programs (excluding market
transformation and low-income programs), including any programs with negative
benefits.
The amount of any SSM and other financial incentives should not be included in the

distributor’s return on equity for the purposes of setting rates or in the calculation of
any earnings sharing amounts.

=
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5.1.1 Shared Savings Mechanism (SSM) for Resource Acquisition
Programs

For SSM purposes, distributors should calculate the TRC net benefits of the DSM
programs, and adjusting for free riders and spillover effects as required. The TRC
savings from low income programs and market transformation programs should be

excluded from this calculation since there is a separate incentive mechanism for low

income customer programs as discussed in section 5.1.3 below.

The reward structure will continue to be the non-linear function relative to TRC
savings as decided in the DSM generic proceeding.

Distributors are expected to propose annual financial incentive targets relative to the

TRC savings targets they expect to achieve as a result of the programs they plan to
deliver over the next planning period.

Regarding allocation of SSM costs among customer classes, DSM shareholder
incentive amounts should be allocated to the rate classes in proportion to the net
TRC benefits attributable to the respective rate classes.

The rules for calculation of TRC results for SSM purposes have been an important
factor for driving utility activities over the past decade. These rules have been
continuously approved by the Board over time, including in the most recent DSM

Generic Hearing (EB-2006-0021). Assumptions used from the beginning of any year

will be those assumptions in existence in the immediately prior year, adjusted for any

changes in the audit of that prior year. By way of example, if in June of 2008 the
audit of the 2007 programs demonstrates a change in assumptions, that change
shall apply for SSM purposes from the beqginning of 2008 onwards until changed

again.”,

The Board has spent considerable resources having Navigant Consulting Inc.
update the measures assumption list. The Board approved measures list will
provide distributors the certainty they need to make the necessary business
decisions to pursue successful DSM.

5.1.2 Market Transformation Incentive

For market transformation programs, a utility could be entitled to an incentive
payment up to a certain amount each year based on the measured success of the
programs relative to the established targets discussed in section 3.6 above. This
amount will be in addition to any amount earned as SSM discussed in section 5.1.1
above.

Incentive payments for market transformation programs should be made on an
individual program basis. Distributors are expected to use a program’s approved
evaluation metrics to determine the program’s success relative to the established
targets. The incentive payment will be tied to the ability of the program to meet (or
surpass) its established targets.
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~he measurement and calculation methodologies to be used to determine whether

the incentive has been earned in a year should be detailed by each distributor in its
DSM plan.

5.1.3 Low Income Customer Programs Incentive

Incentive payments for low-income customer programs may be made on an
individual program basis. This incentive will be in addition to any amount earned as
SSM discussed in section 5.1.1 above.

Distributors are expected to use the program’s approved evaluation metrics to
determine the program’s success relative to the established targets discussed in
section 3.7 above. The incentive payment will be tied to the ability of the program to
meet (or surpass) its established targets.

The measurement and calculation methodologies to be used to determine whether
the incentive has been earned in a year should be detailed by each distributor in its
DSM plan.

5.2 Shared Savings Mechanism Variance Account (SSMVA)

The purpose of the SSMVA is to record the amount of the shareholder incentive
earned by the distributor as a result of its DSM programs. The SSMVA account
should include incentives earned from distributors from Resource Acquisition
Programs (TRC Net Savings), Market Transformation Programs and Low Income
Customer Programs.

The balance of this account, together with carrying charges, will be disposed
annually.

5.3 Timing of Application

Distributors should app

of the Natural Gas Reporting & Record Keeping Requirements (RRR) Rule for Gas
Utilities includes the timing requirements for annual audited DSM results.
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6.0 PROGRAM EVALUATION AND AUDIT

Effective monitoring, evaluation, verification and reporting of DSM program
outcomes is a critical part of ensuring that programs are cost effective, generating
the desired outcomes, and providing real savings to consumers. Evaluation also
provides utilities with the opportunity to identify ways in which a program can be
changed or refined for greater efficiency in delivery and cost effectiveness.

Utilities should undertake evaluations of programs funded through distribution rates.
The evaluation of DSM activities is important to support the Board’s review and
approval of LRAM, SSM and other financial incentive claims made by utilities.

Evaluation of the energy savings of a program is needed to determine the impact on
a distributor’s revenues as a result of reduced throughput.

The California Evaluation Framework identifies two key functions of evaluation:

1) To document and measure the effects of a program — “Summative Evaluations.”
2) To help understand why those effects occurred and identify ways to improve the
program — “Formative Evaluations.”

The first function represents a threshold for assuring accountability for the
expenditure of resources on that program. Evaluation activities are done after the
program has been operating and focus on documenting impacts with a view to
informing decisions regarding continuation, expansion or cancellation of the
program. Formative evaluations (often referred to as process evaluations) may be
done earlier in a program’s continuum and focus on providing feedback regarding
the operational effectiveness of a program. The results of the evaluation serve to
inform decisions regarding mechanisms to improve the program.

A key tenet of good program evaluation practices is the identification of the
evaluation activities as part of the initial program design. This ensures that the
operational characteristics of the program generate the data and information that can
assist in the program evaluation. This can be as simple as collecting relevant contact
information as part of the operation of the program which will be used in follow-up
activities, or more complicated activities such as pre and post implementation
metering of equipment. In both cases, the evaluation techniques and parameters are
integrated with the design and operation of the program.
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It is incumbent on utilities to attempt to improve their programming capabilities over
time. This may involve re-visiting the programs from time to time through the use of
process evaluations that examine the effectiveness of the delivery. All programs
should consider a certain level of process evaluation effort at some point. Typically,
process evaluations occur earlier in a program’s life rather than later —i.e., early
enough to revise the program as a result of the evaluation. This will vary based upon
the size and nature of the programs, where they are in their life, and the similarity (or
lack of similarity) to other distributor programs. For small programs, the evaluation
effort could focus on secondary research augmented by interviews with key
personnel involved in the program. Larger programs might involve greater depth of
evaluation including market research, surveys with participants and non-participants
and related primary research activities. In the end, the intent is to ensure that
programs operate at the highest level of effectiveness and that the process
evaluation results are made available to other utilities to assist them in their delivery.

6.1 Evaluation Plan

An overarching element of effective evaluation is the need to identify, at the outset,

identify the key evaluation metrics, activities and outcomes associated with each of
the distributor's DSM programs.

It is recognized that not all programs will need an evaluation effort in each year.

However, at a minimum the distributor should anticipate and plan for a certain level
of evaluation activities over the continuum of a program’s life.

In addition to meeting the evaluation objectives listed below, any Evaluation Plan
should include the distributor's proposed methodology for:

@ Measuring program effects (summative evaluation); and,

@ Assessing why effects occurred, and how the program can be improved
(formative or process evaluation).

v _ L
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The Evaluation Plan(s) should outline how the distributor will accomplish the
following evaluation objectives:

@ Measuring the level of natural gas savings achieved;
@ Measuring cost-effectiveness;

@ Informing decisions regarding LRAM, SSM and other financial incentive
amounts;

@ Providing ongoing feedback, and corrective and constructive guidance
regarding the implementation of programs; and

@ Helping to assess whether there is a continuing need for the program.

6.2 Program Type Specific Guidelines

This section focuses on the guidelines, in addition to those set out above, for
tracking and measuring the effects of the following five types of DSM programs:

Direct acquisition programs are programs that have clear causality between
distributor activity and natural gas and other resource savings.

Market support/outreach programs are programs in which the distributor supports
outreach or educational efforts which generally promote the energy efficiency
message, but where savings are indirect and it is difficult to see a clear cause and
effect relationship.

Custom projects are those projects that involve customized design and
engineering, and where a distributor facilitates the implementation of specialized
equipment and technology that is not identified in the list of inputs and assumptions
posted on the Board’s website.

Market transformation programs are those that (a) seek to make a permanent
change in the market for a particular measure, (b) are not necessarily measured by
number of participants and (c) have a long term horizon.

Low income customer programs are those that are specially designed to reduce
the natural gas consumption of low income customers.

6.2.1 Direct Acquisition Programs

Direct acquisition programs are relatively straightforward to track and measure.
Tracking represents one of the administrative functions of program delivery. While
the specifics will vary for each type of program, there is a need to show clear cause
and effect between the distributor’s activities and the customer’s reduction of natural
gas consumption. In direct acquisition programs, this is often
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precipitated by the processing of a participant incentive. Utilities will need to have
systems for collecting relevant information for each program, including:

@ technology type;

number of installations;
savings estimates;
equipment cost estimates;

customer address or location;

G 6 6 6 6

delivery channel; and
@ participant incentive amount.

It may not be feasible to collect all information for all programs. For example, a
program delivered by a retailer that relies on in-store coupons will likely not have the
means to track who actually used the coupons and received the product(s).
However, the retailer can be expected to track information about the number of
coupons turned in, and the distributor’s tracking system could then calculate the
resulting cost to the distributor. With this information, the distributor can then
calculate the savings and equipment cost and combine the information with
equipment life, free rider and spillover estimates and program costs - resulting in
both a tracking report and the components of the TRC analysis.

In the case of a program delivered by a third party, tracking should include reports
that the delivery partner provides to the distributor. These reports should provide
details such as number of customers visited including address and equipment
installed.

6.2.2 Market Support Programs

Natural gas savings from DSM activities related to training, public outreach and the
general provision of information on efficient energy use are difficult to track, measure
and establish clear causality. Since market support programs typically do not result
in natural gas savings, other assessment criteria should be used to assess their
benefits. A distributor should endeavour to have at least one metric for each market
support activity.

Below is a sample of potential tracking activities that might accompany the delivery
of market support program.
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Support Metric Additional Information
Web-site calculator Number of hits Survey re: usefulness of
website
Training sessions for contractors Number of sessions Survey re: specific
Number of attendees activities undertaken by
attendees
Home shows Number of giveaways Survey re: energy
efficient appliances
Design workshops Number of professional  Surveys re: design
attendees activities

6.2.3 Custom Projects

Custom projects are those projects that involve customized design and engineering,
and where a distributor facilitates the implementation of specialized equipment or
technology not identified in the list of inputs and assumptions as posted on the
Board’s website. Projects that involve a combination of several measures provided in
that list of inputs and assumptions are not considered to be custom projects.

For a custom project, utilities will need to track:

» the type of equipment that was installed;
» the related savings and equipment cost; and
» distributor support costs.

Since custom projects usually involve specialized equipment, savings estimates
should be assessed accordingly. It is expected that each custom project will

A special assessment program should be implemented for_the evaluation of custom
projects. The assessment should be conducted on a random sample consisting of
10% of the large custom projects; and the projects should represent at least 10% of
the total volume savings of all custom projects. The minimum number of projects to
assess should be 5. Where less than 5 custom projects have been undertaken, all
projects should be assessed. The assessment should focus on verifying the
equipment installation and estimates of savings and equipment cost.
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Custom projects should be audited using the same principles as any other program.
Audit activities should be sufficient for the auditor to form an opinion on the overall

LRAM, SSM and other financial incentives proposed in the Evaluation Report. , ___ - Deleted: As noted earlier,
77777 only the part of the project that
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6.2.4 Market Transformation Programs be counted for SSM or LRAM

For each market transformation program the distributor should, in its DSM plan, purposes. ¥
propose a program description, goals (including specific metrics and measurement

method), shareholder financial incentives (including structure and payment based on

specific metrics), length, level of funding and program elements. Such programs are

not amenable to a formulaic approach and therefore should be assessed on their

own merits and all of the above components should be suitable given the subject

matter and program goals.

6.2.5 Low Income Customer Programs

For each low income customer program the distributor should, in its DSM plan,
propose a program description, goals (including specific metrics and measurement
method), eligibility criteria, shareholder financial incentives (including structure and
payment based on specific metrics), length, level of funding and program elements.

6.3 Implementation of Updated Input Assumptions

The input assumptions used to screen DSM technologies and programs may change
over time due to more accurate and up-to-date information. The timing at which
changes in assumptions become effective will differ depending on the use of the
assumption, as follows:

Program Design and Implementation

Utilities should design, screen and evaluate programs using the best available
information known to them at the relevant time. Therefore, it is expected that utilities
will incorporate new information into program design and implementation as soon as
available. In considering the prudence of any spending in excess of an approved
budget that has been tracked in a DSM variance account, it is expected that the
information available to the distributor at the time the program was implemented will
be considered. That is, when amounts in a DSM variance account are being
reviewed for the purposes of disposition, it is expected that the information available
to the distributor at the time the spending decision was made by the distributor will
be considered. This will apply even if the input assumptions have changed since that

time. v ~_ -~ | Deleted: 1
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The distributor should use the Board approved Assumptions for calculation of TRC
for SSM purposes. This provides distributors the certainty needed to make prudent
business decisions without having the goalposts moved after the fact. Assumptions
used from the beginning of any year will be those assumptions in existence in the
immediately prior year, adjusted for any changes in the audit of that prior year. By
way of example, if in June of 2008 the audit of the 2007 programs demonstrates a
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change in assumptions, that change shall apply for SSM purposes from the
beginning of 2008 onwards until changed again

LRAM o o

at the time of the independent third party review referred to in section 6.5 below.

For example, if any input assumptions change in any given year, those changes

changed again.

Assume a program was delivered from January 1, 2007 until December 31, 2007. In
June 2007, it was determined that the free rider rate used in the initial program
analysis was under-stated. The distributor obtains a third party review of its
evaluation of program results in April 2008. The input assumptions that will apply in
relation to any lost revenue between January 1, 2007 and December 31, 2007, will
be those that were introduced in June 2007. That is, the new free rider rates apply
for the entire period from January 1, 2007 to December 31, 2007.

6.4 Evaluation Report

A distributor that makes an LRAM, SSM or other financial incentive claim will need to
file a detailed Evaluation Report at the time of making that claim. The Evaluation
Report should consist of the following sections:

Introduction

In the “Introduction” section of the Evaluation Report, utilities should provide a
general overview of their DSM initiatives including any relevant local context.

Evaluation of the DSM Plan

This section should provide an overview of the effectiveness of a distributor's DSM
plan. Utilities should report on all initiatives worked on and detail the process and
impact analysis of the individual programs.

Note:
Stand alone education or marketing programs that do not have quantifiable benefits
should report all relevant information (potential assessment criteria are identified in
section 6.2.2). Marketing or support programs (i.e., programs designed to enhance
market acceptance of other programs) should not be reported individually as they
are components of other programs. Rather, the costs of marketing or support
programs should be allocated to the programs they support.,
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Utilities who have pilot programs (see section 2.6), or other programs for which cost
effectiveness data has not been provided by the Board (on the Board’s website)
should provide their own values, if available, and report all relevant information
(attach a separate table if needed).

If the inputs and assumptions used by the distributor vary from those that have been
posted on the Board’s website, the variation(s) should be identified, and additional
information supporting the variation(s) should be filed. If the specific technology
promoted by a distributor was not included by the Board (on the Board’s website),
the distributor may select a similar technology as a proxy for annual reporting
purposes. A distributor that selects a proxy technology for reporting should identify
the actual technology in its Evaluation Report and the similarities between the proxy
technology and the actual technology. However, for the purposes of a claim for
recovery of LRAM, SSM or other financial incentives, where a distributor uses a
proxy technology, the distributor should provide detailed evidence justifying the
appropriateness of using the proxy technology, and detail the steps the distributor
has taken, or will take, to determine the actual data for the technology used in the
DSM program.

Lessons Learned

In the “Lessons Learned” section the distributor should indicate what has been
learned over the course of the program. The goal of this section is to evaluate and
benchmark programs for greater efficiency in delivery and cost effectiveness, and to
provide information to other utilities with respect to DSM programs. Ultilities should
indicate if a program is considered a success or not and whether the program should
be continued.

(4) Conclusion

The “Conclusion” section should consist of the distributor's summary of its
performance relative to the DSM plan approved by the Board.

6.5 Independent Third Party Review

Given the rate-making implications of program evaluations, the Board and all
relevant stakeholders need to be confident that evaluations are an accurate
reflection of actual program results.

Section 2.1.12 of the Natural Gas Reporting & Record Keeping Requirements (RRR)

Rule for Gas Utilities includes the timing requirements for annual audited DSM results.,
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The third party, although hired by the distributor, should be independent and will
ultimately serve to protect the interests of ratepayers. Utilities should ensure that

DSM budgets and spending include adequate funding to procure the third party
review.

The third party is expected to:

@ Provide an opinion on the cost effectiveness results that are material to the
LRAM, SSM and other financial incentives proposed;

o & Confirm that the Board Approved input assumptions have been used.

Where any input assumptions not on the Board approved list were used,
provide an opinion on reasonableness of the assumption;

@ Where the distributor has varied from the Board approved input assumptions,
review the reasonableness of the input assumptions used;

@ Recommend any forward looking evaluation work to be considered; and

| ©® Recommend any relevant program improvement suggestions.

7.0 DSM CONSULTATIVE

Distributors should engage and seek advice from a variety of stakeholders and

experts in the development and operation of their DSM programs as they consider
appropriate.

meetings annually. All intervenors in the distributor's most recent rate case should

be invited to participate in these DSM Consultative meetings. The purpose of the
meetings should be to:

- Review annual results (the Evaluation Report should be sent to the Consultative
annually for review)
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- Select an Evaluation and Audit Committee (EAC). Three members should be
selected using the current process for selecting the Audit Sub-Committee; the
fourth member will be the distributor. In the current process, the members of
the consultative nominate individuals to stand on the committee. Then each
member of the consultative votes for the three members they would like on
the committee. The three members with the highest number of votes are
selected to the committee.

- Review the completed evaluation results
The EAC should provide formal input into the distributor’'s Evaluation Plan. In
regards to evaluation activities, the EAC should have an advisory role in relation to

the matters listed below:

- Consultation prior to the filing of the DSM plan on evaluation priorities over the
lifetime of the plan

- Review and comment on evaluation study designs.

+ Reviewing the scope and results of evaluation work completed on new
programs introduced over the course of the DSM plan

- Selection of the independent auditor to audit the Evaluation Report and
determine the scope of the audit. The EAC should ensure that all comments
on the Evaluation Report that arise from the DSM Consultative meetings are
reviewed by the auditor.

- Following the audit, review the Evaluation Plan annually to advise the Company

« The EAC should also be involved in the preparation of the distributor’s filing
under section 2.1.12 of the Natural Gas Reporting & Record Keeping
Requirements Rule for Gas Utilities. The EAC should provide a final report
within 10 weeks from the date of receipt of the Evaluation Report and
supporting evaluation studies from the utility or the date of hiring of the
auditor, whichever is later. Recommendations of the EAC with respect to
DSMVA, LRAMVA and SSMVA clearances should be included in the EAC’s
final report.

Distributors, in consultation with the DSM Consultative, are expected to develop
clear terms of reference regarding the role and operation of the DSM Consultative
and EAC.

|v ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, -7
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The distributor should determine, as part of the planning process, the appropriate
amount to include in its overall DSM budget for stakeholder engagement, based on
anticipated needs.

8.0 ACCOUNTING TREATMENT

8.1 Funding of DSM Programs

There could be two potential streams of funding available to distributors for the
delivery of DSM programs: funding through distribution rates and funding from third
parties.

Should an alternative source of funding become available for a program which was
funded through distribution rates, the distributor should apply for that funding.
Union’s DSM rate based funding should be managed according to section 3.2 of the
Guidelines and not require the utilities to apply to the Board. ,

8.2 Cost Allocation

Utilities should use a fully allocated costing methodology for all distributor-delivered
DSM activities. Capitalized assets associated with DSM activities that are funded
through rates will be included in rate base, and will be treated in the same manner
as distribution assets. Assets purchased with funds from third parties will not be
eligible for inclusion in rate base, nor will any ongoing operating costs associated
with the asset, or income taxes payable in relation to third-party funded activities.
The accounting treatment of DSM spending not funded through distribution rates is
discussed in section 8.6 below.

Where funding is coming from a third party, the separation in costs will appropriately
establish distribution rates by eliminating any cross subsidization between third-party
funded DSM activities, and those activities funded through distribution rates. Where
the funding would be from the distributor’s rates, fully allocated costing will ensure
that there is an appropriate basis to determine the cost effectiveness of DSM
programs.

Cost allocation in rates should be on the same basis as budgeted DSM spending by
customer class. This allocation applies to both direct and indirect DSM program
costs.

v _ L
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8.3 Revenue Allocation

Any net revenues generated by a shareholder incentive for distribution rate-funded

DSM should be separate from (i.e., not used to offset) the distributor’s distribution
revenue requirement.

v

8.4 Demand Side Management Variance Account (DSMVA)

The rules around the DSMVA are as outlined in Section 3.2.

The distributor should apply annually to clear DSMVA amounts, subject to review as

| a component of the DSM audit, to ensure compliance with the Board approved
rules.,

- { Deleted:

Utilities should allocate the DSMVA amounts in rates based on their DSM spending
variance for that year versus budget, by customer class. The actual amount of the

variance versus budget targeted to each customer class should be allocated to that
customer class for rate recovery purposes.

v

8.5 Carbon Dioxide Offset Credits Deferral Account (CDOCDA)

The CDOCDA was developed, to record amounts which represent proceeds resulting

not been any entries in this account since its inception. Now is the time to provide

an incentive to distributors to create business opportunities to help customers
manage carbon dioxide emissions.

Based on the right business incentives, distributors may have the ability to develop
business offerings to work with customers to manage emission commitments. The
CDOCDA is to be removed in order to provide distributors an opportunity to make
this a profitable part of their business. Through the current incentive regulation
earning sharing mechanism, there is an inherent opportunity for ratepayers to
benefits from this business opportunity should it become successful.

8.6 Recording of DSM Spending Not Funded Through
Distribution Rates

Third-party funded DSM programs are classified as non-distribution activities.
Consequently, the financial records associated with third-party funded DSM should

| be separate from those associated with the distributor’s distribution activities.
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A distributor receiving third-party DSM revenues and incurring related DSM
expenses and/or capital expenditures should record these transactions in separate
non-distribution accounts in the Uniform System of Accounts for Gas Utilities. For
this purpose, account 312, Non-Gas Operating Revenue, should be used for
revenues and account 313, Non-Gas Operating Expense, should be used for
expenses. Sub-accounts may be used as appropriate.

9.0 ANNUAL REPORTING GUIDELINES, - {(petetea: prew) )

The guidelines set out in this section relate only to DSM programs funded through
distribution rates.

Reporting on the progress and success of DSM programs is critical to maintaining
accountability and transparency. The Annual Report as outlined in this section
serves as a forward looking plan, whereas the Evaluation Report is the summary
document of the previous year’s results. The utility should have a degree of flexibility
in the timing of filing the Annual Report. For programs funded through distribution

rates, utilities should file,the Evaluation Report,by June 30 of each year as required - { Deleted: annual reports )
by section 2.1.12 of the Natural Gas Reporting & Record Keeping Requirements - { Deleted: , )
Rule for Gas Utilities. Where utilities have approved funding for more than one year,

| an Evaluation Report should be filed annually summarizing the results of the - [ Deleted: r J
previous year, and at the end of the plan term, addressing results for the entire plan
term.
If the Board has approved DSM plans that span more than one year, annual
reporting will be an important tool to allow the Board and stakeholders to monitor
utilities’ year-over-year progress in the implementation of their DSM plans. The

| Annual Report should provide the Board and stakeholders with information on what - [ Deleted: a ]
DSM activities the distributor is undertaking, how it is performing, what it is costing, - { Deleted: r )

and the distributor’s planned future activities.
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overview of their planned DSM initiatives including any relevant local context. NG [ Deleted: a ]

In the “Introduction” section of the Annual Report, utilities should provide a general )
: { Deleted: r ]

2. Description of the programs

In this section, the distributor should provide an overview of each planned program,

including the targeted customer class or group, the objectives of the program, and

any activities associated with the program.
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3. Participation levels
| In this section, distributors should detail the number of participants expected for each
program.

4. Natural Gas savings in Me

| In this section, distributors should provide the annual and cumulative projected
energy savings attributable to each program, presented as both net and gross of free
riders.

5. Measures evaluation research

| In this section, distributors should describe any research which is planned to be
completed regarding deemed savings assumptions and free rider and spillover
estimates. The completed studies should be included as an appendix to the year’'s

Fvaluation Report. - [ Deleted: Annual

6. LRAM statement
In this section, distributors should provide a statement that outlines the expected
LRAM claim for the year of the Annual Report.

7. SSM and other incentives statement
In this section, distributors should provide a statement that outlines the expected
SSM and other incentive claims for the year of the Annual Report.

8. Comments

In this section, distributors should provide any additional information as appropriate.
This may include the distributor's assessment of the success of the programs to
date, what activities are planned for the subsequent year(s) (if applicable) and any
planned modifications to program design or delivery.

10.0 ADMINISTRATION | {Comment [b31: May need

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, - remove this whole section. It
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10.1 Filing Guidelines (New)

This section contains the filing guidelines for the following types of applications:
10.1.1 - Program funding through distribution rates

10.1.2 - Lost Revenue Adjustment Mechanism

10.1.3 - Shared Savings Mechanism and other financial incentives

10.1.4 - Adjustments to an approved DSM plan

| e - [ Deleted: 41




Attachment B
Page 42 of 46

It is expected that utilities will comply with these filing guidelines as a minimum.
Utilities should in all cases be prepared to demonstrate to the satisfaction of the
Board that any given application should be approved, and are responsible for
ensuring to that end that all relevant information is before the Board (including
evidence that may have been filed in an earlier proceeding). Utilities are reminded
that the Board may make any order or given any direction as the Board determines
necessary concerning any matter raised in relation to any of the above applications,
including in relation to the production of additional information which the Board on its
own motion or at the request of a party considers appropriate.

10.1.1 Program Funding through Distribution Rates

An application for funding through distribution rates for new programs should
include:

1. Characteristics of the applicant’s distribution system, including:

- Total natural gas purchases;
- Sales by rate class; and
« Number of customers by rate class.

2. For each program, the following information should be provided:

« Detailed description of the program;

« Customer class(es) targeted;

- Projected incremental natural gas savings per year;

- Projected budget, listing:

- Description of the primary barriers to preventing higher uptake of the measures of
the program

- Description of how the program will remove the barriers;

o capital expenditures per year;

o operating expenditures per year separated into direct and indirect expenditures;
o for each direct operating expenditure, an allocation of the expenditure by targeted
customer classes; and

o expenditures for evaluation of the program(s).

» Measure, programs and portfolio cost effectiveness results;

 The input assumptions underlying the forecasted savings and costs including a
detailed presentation of the calculations;

- [ Deleted: 42
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« Where a program involves the implementation of specialized equipment or
technology not identified in the list of inputs and assumptions as posted on the
Board'’s website, the distributor should comply with the guidelines set out in 6.2.3
respecting custom projects;

- A statement as to whether the distributor has varied from the list of inputs and
assumptions as posted on the Board's website. Where the distributor has varied
from that list of inputs and assumptions, the distributor should provide detailed
evidence to support the alternative data, including, at a minimum, a completed “Input
Assumptions Template”; and

» The benefit-cost analysis, calculating the net present value of the initiative using the
TRC test. For the purpose of calculating the net present value, a distributor should
use a discount rate equal to the incremental after-tax cost of capital, based on the
prospective capital mix, debt and preference share cost rates, and the latest
approved rate of return on common equity.

3. The distributor should also provide the following (specified on a per
year basis):

+ The total amount of DSM spending to be recovered in rates and the allocation of
those costs to the customer class(es) that will benefit from the DSM program applied
for;

- A forecast of the number of customers in each class and a forecast of Me of natural
gas to be used as a charge determinant to determine the rate rider for each class to
benefit from the DSM program; and

» A comparison of the proposed rates with and without the DSM rider for the rate
year in question.

4. An Evaluation Plan, in accordance with section 6.1.

5. In addition to the information above, the following information should
be provided for pilot programs (see section 2.6):

+ A description of the technology being used;

- A discussion of whether and how, to the distributor’'s knowledge, the technology is
being used or tested by any other utilities. Where the technology is being used by
another distributor, a description of how the distributor will coordinate or work with
the other distributor using or testing the technology to ensure effective use of the
program and of lessons learned; and

- The expected outcome of the pilot program. That is, what data or information will
the program produce, and how will it be used for future DSM programs.

- [ Deleted: 43
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10.1.2 Lost Revenue Adjustment Mechanism (LRAM)

Section 4.0 contains information on the programs that are eligible for LRAM, the
calculation of LRAM, and the timing of any application for recovery of LRAM.

An application for LRAM should include:

Third-Party Funded Programs

- Natural gas savings (both gross and net of free riders) for each program and for
each class;

- The free rider rate applied to each program. Where different activities within a
program have different free rider rates, the free rider rate for each activity should be
provided;

- A calculation of the impact of the DSM program on distribution revenues in each
class;

- Verification of the participation levels;

+ Duration of the program in years or months;

- An Evaluation Report, in accordance with the guidelines set out in section 6.4; and
- Any reports completed by an independent third party, in accordance with the
guidelines set out in section 6.5.

Programs Funded through Distribution Rates

- Natural gas savings (both gross and net of free riders) for each program and for
each class;

- The free rider rate applied to each program. Where different activities within a
program have different free rider rates, the free rider rate for each activity should be
provided;

« A calculation of the impact of the DSM program on distribution revenues in each
class;

« Verification of the participation levels;

« Where savings information is not provided in the list of inputs and assumptions
posted on the Board’s website. the distributor should comply with the guidelines set
out in section 6.2.3 respecting custom projects;

- A statement as to whether the distributor has varied from the list of inputs and
assumptions as posted on the Board’s website. Where the distributor has varied
from that list of inputs and assumptions, the distributor should provide detailed
evidence to support the alternative data, including, at a minimum, a completed “Input
Assumptions Template”; and

+ Duration of the program in years or months.
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For programs funded in 2010 and beyond, the following information should be
provided, in addition to the guidelines set out above:

» An Evaluation Report, in accordance with the guidelines set out in section 6.4;
and

* All reports completed by an independent third party, in accordance with the
guidelines set out in section 6.5.

All information filed in support of the LRAM claim should correspond to program
information used in the calculation of the benefit-cost analysis.

10.1.3 Shared Savings Mechanism (SSM) and Other Financial
Incentives

Section 5.0 contains information on the programs that are eligible for SSM and other
financial incentives, the calculation of SSM and other incentives, and the timing of
any application for recovery of SSM or other financial incentives.

An application for SSM or other financial incentives should include:

+ Natural gas savings (both gross and net of free riders) for each program and for
each class;

- The free rider rate applied to each program. Where different activities within a
program have different free rider rates, the free rider rate for each activity should be
provided;

+ A calculation of the impact of the DSM program on distribution revenues in each
class;

« Verification of the participation levels;

- Where savings information is not provided in the list of inputs and assumptions as
posted on the Board’s website, the distributor should comply with the guidelines set
out in section 6.2.3 respecting custom projects;

- A statement as to whether the distributor has varied from the list of inputs and
assumptions as posted on the Board's website. Where the distributor has varied
from that list, the distributor should provide detailed evidence to support the
alternative data, including, at a minimum, a completed “Input Assumptions
Template;” and

+ Duration of the program in years or months.

For programs funded in 2010 and beyond the following information should be
provided in addition to the information set out above:

« An Evaluation Report, in accordance with the guidelines set out in section 6.4; and, __ - Deleted: |
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- All reports completed by an independent third party, in accordance with the
guidelines set out in section 6.5.

10.1.4 Adjustments to an Approved Plan

An application for adjustments to an approved multi-year DSM plan should occur only in
exceptional circumstances. Any application for an amendment must meet a very high
onus to demonstrate undue harm absent the application. Where such an application is

made, it should include evidence to demonstrate the likelihood of undue harm in the
absence of the application being made and any other supporting evidence,,

|| the time at which it applies for
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The centrality principle as expressed by the Board in proceeding EB-2005-0001
dictates that the distributor plays a central role if the distributor initiated the
partnership, initiated the program, funded the program, or implemented the program.
Centrality is established by the distributor if its financial contribution is greater than
50% of program funding or, where the distributor’s financial contribution is less than
50% of program funding, the distributor initiated the partnership, initiated the
program or initiated the implementation of the program. Where the distributor’'s
financial contribution is less than 50%, it is expected that the distributor will provide
supporting documentation outlining its role in the program.

By extension, should the distributor’s role not meet the test of centrality, attribution
should be determined between the parties and presented to the Board for approval
at a time when it becomes relevant.
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