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EXECUTIVE SUMMARY
Report of the Ontario Energy Board
E.B.O. 169-111

During November and December of 1992, the Ontario Energy Board ("the Board") held an oral
hearing on the generic issues involved in the demand-side management ("DSM") aspects of
integrated resource planning ("IRP"). After evaluating the evidence and arguments submitted by
the parties, the Board endorsed the need for formalized DSM planning by each of the three major
gas utilities in Ontario, and concluded that these companies should implement their DSM plans
as soon as possible. The Board’s Report is attached.

Background

In its 1990 Decision in E.B.R.O. 462, the Board decided to call a generic hearing into Least Cost
Planning or IRP. In preparation for the hearing, the Board’s Technical Staff ("Board Staff")
developed a draft list of issues in consultation with the three major gas utilities in Ontario, and
comments on these issues were solicited from a broad range of interested parties. After
reviewing the responses and consulting with the utilities, the Board determined that a discussion
paper should be produced. Accordingly Board Staff, with the assistance of a consultant, prepared
a draft report which was also circulated for comment. A final document, entitled "Report on Gas
Integrated Resource Planning" ("the Discussion Paper"), was released by the Board in September,
1991.

On October 23, 1991, the Board requested written submissions from the Ontario gas utilities and
other interested parties on the issues raised in the Discussion Paper. Forty-one parties responded
to the Board’s Notice of Hearing and were listed as intervenors in the E.B.O. 169 proceedings.
Nineteen of these parties filed written submissions in response to the Discussion Paper.

After reviewing the responses, the Board announced that it would proceed using a building-block
approach, starting with an investigation of the DSM issues, before considering supply-side issues
and the integration of all aspects of IRP. The Board also stated that the issue of fuel switching
would be deferred until the supply-side review.

To facilitate the DSM review, the Board encouraged the parties to reach consensus and reduce
the scope and number of contentious issues to be dealt with at the hearing. This settlement phase
of the proceedings consisted of two technical conferences to clarify DSM issues and consolidate
the positions of the parties. During the conferences, the parties identified a list of DSM issues
("the Demand-Side Issues List") and submitted their positions on each issue. These positions
were compiled in a consensus position summary and entered as evidence in the oral hearing.






During the oral hearing, all parties were given an opportunity to present evidence and expert
testimony, and to cross-examine the witnesses brought forward by other parties. The utilities
were heard first, followed by associations, municipalities and interest groups. At the conclusion
of the oral hearing, in addition to their arguments, the parties submitted executive summaries of
their positions which have been attached to the Report as Appendix "A".

Board Findings

The Board’s guidelines for the implementation of demand-side management of natural gas in
Ontario are set out in Chapter 15 of the Report. These guidelines are provided to assist the
utilities in the development and implementation of their DSM plans. They address each of the
major issues identified in the Demand-Side Issues List and are supplemented by specific
conclusions on each issue, as described in Chapters 3 to 14. These conclusions are summarized
below. '

On the issue of the appropriate costing methodology for DSM, the Board determined that long-
term avoided supply-side costs should be used, including avoided upstream tolls and demand
charges. All other upstream costs should be identified, if known, but not included in the avoided
cost calculations.

With regard to cost-effectiveness tests, the Board described an iterative screening process which
it expects the utilities to follow when developing their DSM portfolios. This process incorporates
the Societal Cost Test ("SCT") and Rate Impact Measure ("RIM") test. (These tests and other
terms are defined in the Glossary which is Appendix "B" to the Report.) Programs which pass
the SCT but fail the RIM test must pass a third test to ensure that any related rate impacts would
not be excessive and that indirect costs would not exceed the net benefits of a program.
Programs which fail the third test are to be evaluated once more before being discarded or
deferred. All programs should be assessed quantitatively and qualitatively to determine the best
candidates for a utility’s DSM portfolio. All prospective programs must pass the SCT, but failure
to pass the RIM test would not necessarily eliminate a program.

The Board concluded that those program externalities which involve significant environmental
and social costs and benefits should be included in the cost analysis of DSM programs. When
evaluating these externalities, the utilities are expected to use the Cost-of-Control method until
the Damage Costing method is developed further. To expedite the evaluation process, the Board
endorsed a consultative approach which would involve a diverse and non-duplicative
Collaborative with a manageable number of participants. The purpose of the Collaborative would
be to assess externalities and monetization methodologies and to recommend appropriate
qualitative assessment processes for the screening of DSM programs and portfolios. It is
expected to strive to issue a final report by February 28, 1994.

After reviewing the issue of the regulatory treatment of DSM investments, the Board determined

that approved DSM costs should be treated consistently with prudent supply-side costs. Long-
term DSM investments should be included in rate base and short-term expenditures expensed as
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part of the utility’s cost of service. Any variance between the forecast and actual costs or
benefits of a DSM program, which occurs in a test year, will be recorded in a deferral account
for disposition at the utility’s next rates case.

With regard to the question of who should pay for DSM, the Board concluded that the
beneficiaries of a program should pay the direct costs of the program to the extent possible.
However, customer contributions should not unduly restrict program participation or induce
switching to less desirable fuels. Some level of cross-subsidization and rate impact may be
acceptable to the Board, but the utilities should make every effort to work toward developing
self-sustaining programs.

The Board did not see a need to require utility incentives or decoupling at this time. If utility
incentives are shown to be required, the Board preferred the approach of shared savings, based
on the nature or urgency of the program, the market being targeted and the degree of difficulty
in program implementation.

The Board concluded that full decoupling was currently an inappropriate mechanism for use in
Ontario. However, if a utility considers that a lack of revenue protection is a significant
disincentive, it may propose a revenue adjustment mechanism, as differentiated from full
decoupling, provided the impacts that the mechanism has on the utility’s risk exposure and
earnings are also considered.

The Board cited a need for effective monitoring and evaluation as a requisite to the efficient
development and implementation of the utilities’ DSM programs. As part of the evaluation
process, the utilities are required to provide a base case forecast of their demand which will act
as a benchmark when assessing the performance of subsequent DSM programs and portfolios.
The base case should include all DSM programs started prior to the utility’s fiscal 1995 test year.
Natural Gas for Vehicles programs are to be included in the base case, and excluded from the
DSM portfolio. Forecasts should also be provided for each DSM program and the overall
portfolio showing the pessimistic, optimistic and most likely impacts relative to the base case
forecast, based on achievable potential.

With regard to rate design, the Board concluded that there was little current justification for
revising the utilities’ rate structures. However, the Board recommended that energy efficiency
impacts should be considered in any future review of rate design. The Board stated that the
utilities should undertake, and periodically update, assessments of the impacts of interruptible
rates on system costs and the use of alternate fuels. The Board also called for the provision of
more explicit billing information to customers.

On the issue of jurisdiction, the Board concluded that the utilities should not delay or limit the
DSM efforts pending a full resolution of jurisdictional issues. The Board also concluded that it
has sufficient jurisdiction under the Ontario Energy Board Act to review DSM plans and to issue
guidelines to the utilities. The Board indicated that it fully expects that, as IRP evolves in
Ontario, the need for, nature and extent of appropriate legislative amendments will become
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clearer. The experience gained in the consideration of DSM planning in rates cases will furnish
valuable guidance for any future legislative change.

On the issue of funding for the proposed Collaborative, the Board noted that it does not have
jurisdiction under the Intervenor Funding Project Act to award advance funding prior to the filing
of a specific application. Accordingly, the Board concluded the utilities should directly finance
the consultative process. The Board stated that it is confident that prudently incurred consultation
costs will be fairly considered for inclusion in the utility’s cost of service by subsequent rates
panels.

The Board asked the utilities to present their DSM plans no later than as part of their filings for
their fiscal 1995 rates cases. In developing their plans, the utilities are encouraged to consult
with appropriate parties and to use delivery channels such as those available through the energy
service companies in Ontario. Where appropriate, programs should be designed to consider all
energy conservation possibilities rather than just focussing on natural gas opportunities.

Once the utilities’ DSM plans are implemented and sufficient experience is gained, the Board
stated that it expects to proceed with a review of the utilities’ supply-side policies, activities and
expenditures, as well as the current policies on system expansion, to confirm that these are
consistent with least-cost planning principles. Once the supply-side assessment is completed, the
Board can proceed with the final phase of the IRP proceedings, i.e. the combination of DSM and
supply-side management into an integrated resource plan.

In the interim, the Board recommended that government consider: regulation to establish carbon
dioxide emission targets; further development of standards and fiscal measures to improve energy
efficiency; establishment of a regulatory mandate for IRP; and clarification of the roles of
government agencies to effectively coordinate IRP in all energy sectors.

The Board concluded that overall, notwithstanding the lively debate on many of the issues, it is
encouraged by the apparent unanimity among the participants in the IRP proceeding on the
underlying principles and objectives of the demand-side management of natural gas in Ontario.

July, 1993
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1.0.1

1.0.2

1.0.3

INTRODUCTION AND BACKGROUND

| In its April 9, 1990 Decision in E.B.R.O. 462 (the Union Gas Limited

1991 test year rates case), the Ontario Energy Board ("the Board") decided

to ?all a generic hearing into Least Cost Planning. The Board stated that:

~ Managing demand in the context of utility expansion in Ontario
~ is a matter of interest to the Board. The Board is also of the view
that Least Cost Planning, in its widest sense, must include the
. environmental aspects raised by Energy Probe as well as
- minimizing gas leakage and the subject of NGV [natural gas for
- vehicles].

" In §the same Decision, the Board also stated its intention to consult with the
Orjtario gas utilities and other interested parties as to the form of the
- generic hearing.

Foillowing the E.B.R.O. 462 Decision, the Technical Staff of the Board
("Board Staff") developed, on behalf of the Board, a draft list of issues in
cohsultation with the three major Ontario gas utilities. During this
consultation, it was determined that the subject of the generic hearing
shbuld be renamed "Integrated Resource Planning" or "IRP". The Board,
‘: by a letter dated September 25, 1990, requested comments from a broad
 range of interested parties on this draft list of issues. Again, in
co:_n_s,ul,twa_wti,gnhwqi;{th_ the major gas utilities, the Board determined that it
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1.04

1.0.5

1.0.6

' based on the draft list of issues.

| W;ith the assistance of MSB Energy Associates Inc., Board Staff prepared
- such a draft discussion paper on behalf of the Board. After circulating the
draft report for comments, the final document entitled "Report on Gas
i Infegrated Resource Planning" ("the Discussion Paper") was released by

Eriergy Board Act ("the Act") the Board issued a Notice of Hearing into

in regard to the Discussion Paper as it applies to the natural gas
di$tribution systems of the three major gas utilities in Ontario: The
" Consumers’ Gas Company Ltd., Union Gas Limited and Centra Gas
| Oﬁtario Inc. The Notice indicated how a party could participate in the
: prbceedings by becoming an intervenor and also outlined the procedure for

- R.S.0. 1990, 1.13 ("the IFP Act").

the Board in September, 1991.
On September 13, 1991, pursuant to subsection 13(5) of the Ontario

the matter of Integrated Resource Planning under Board File No.
EBO 169. The purpose of the Notice was to seek the public’s comments

intervenors to apply for funding under the Intervenor Funding Project Act,

~ On October 23, 1991, the Board issued Procedural Order E.B.O. 169 No. 1
- whereby, among other things, the Board solicited written submissions by

- the Ontario gas utilities and other interested parties regarding the issues

- Board indicated that it would not examine specific utility, conservation or

- as Phase I of the E.B.O. 169 proceedings ("Phase I").

raised in the Discussion Paper. Since this is a generic proceeding, the

environmental proposals in this hearing. The preparation and submission
of written responses to the Discussion Paper was subsequently designated

12
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1.0.7

lis

[ ] [ ] [ ] ° [ ] L]

ted as intervenors in the E.B.O. 169 proceedings:

- Beak Consultants Limited

- Canadian Association of Energy Service Companies ("CAESCO")

- Canadian Petroleum Association (now Canadian Association of
- Petroleum Producers)

- The Consumers’ Gas Company Ltd. ("Consumers Gas")
- Consumers’ Association of Canada (Ontario) ("CAC(0O)")
- Ecosystem Approach Group ("EAG")

- Energy, Mines and Resources, Canada
- Energy Probe

L[] [ ] [ ] [ ] L] L] L] [ ] [ ] L] L] [ ] [ ] L] L] [ ] [ ] L ] L] L] L] L] L] [ ] [ ] ]

~ INCO Limited ("INCO")

- Industrial Gas Users Association ("IGUA")
~ The City of Kitchener

- Mobil Oil Canada

- Municipal Electric Association ("MEA")

- Mutual Gas Association

- None Too Soon

~ North Canadian Marketing Inc.

" Ontario Hydro

- Rainer W. Stahlberg
~ The City of Toronto

Alberta Petroleum Marketing Commission
ANR Pipeline Company
Association of Major Power Consumers in Ontario ("AMPCO")

Centra Gas Ontario Inc. ("Centra")

Centra Gas Manitoba Inc.

The Coalition of Environmental Groups for a Sustainable Energy
Future ("the Coalition" or "CEG")

Direct Energy Marketing Limited ("Direct Energy")
ECNG Inc.

Energy Brokers Canada Inc.

Gaz Métropolitain, inc. ("GMi")

Northridge Petroleum Marketing Inc. ("Northridge")
NOVA Corporation of Alberta
Ontario Association of Physical Plant Administrators

Ontario Métis and Aboriginal Association ("OMAA")
Pollution Probe
A.E. Sharp Limited
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- » | TransCanada PipeLines Limited ("TCPL")
~+  TWG Consulting Inc.
~*  Unigas Corporation
~*  Union Gas Limited ("Union")
e Thomas Vladut
*  Western Gas Marketing Limited ("WGML")

1.0.8 The following parties filed written submissions or comments in response

- to the Discussion Paper:

- AMPCO

- CAC(O)

- CAESCO

. Centra

- The Coalition

- Consumers Gas

- Direct Energy

. Energy Probe

- IGUA

- INCO

~ The City of Kitchener

- MEA

- Northridge

- OMAA

- Ontario Deputy Minister of Energy

- Ontario Hydro

- Pollution Probe

~ The City of Toronto
Union

L] L] L] [ ] [ ] [ ] L] L] L] L] L ] L] L] L] L[] ] [ ] L] [ ]

1.0.9 v | By Procedural Order E.B.O. 169-II No. 1, dated May 26, 1992, the Board
'~ announced that it would proceed via a "building block" approach whereby
 demand-side management ("DSM") issues would be investigated before
; cohsidering supply-side management issues and, subsequently, the
~ integration of all aspects of IRP. The Board also decided that the issue of
fu;al switching and its potential application to DSM would be considered
' at;a later date as part of the review of the supply-side aspects of IRP.
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1.0.10

1.0.11

1.0.12

1.0.13

1.0.14

- To facilitate the proceedings, the Board established a process-designed-to-

' issues to be dealt with at the hearing. Therefore, as the second phase in
- the proceedings ("Phase II"), the Board announced its intention to hold two

of the parties.
" The two technical conferences were held, in the absence of the Board
conference was to allow participants to state their positions and to better

- options. At the meeting, presentation of the parties’ summary statements

| of the first technical conference is available for public review at the
- Board’s offices.

Fdllowing the first conference, and pursuant to Procedural Order
| EBO 169-II No. 2, dated July 9, 1992, Board Staff circulated a summary

- consensus positions. The parties were asked to comment on the consensus

~ summary of their positions on the list of DSM issues ("the Demand-Side
- Issues List"), which is appended to that Order. Those submissions are also

| The purpose of the second technical conference was to finalize the
- consensus positions of the parties using a consultative process. The parties

f List should be refined. The second technical conference was not

encourage consensus and reduce the scope and number of contentious

technical conferences to clarify DSM issues and consolidate the positions

painel, on August 4-7 and September 21-24, 1992. The purpose of the first
understand the positions put forward by the other parties regarding DSM

was followed by an open discussion of the issues. A verbatim transcript

document which grouped the various views of the parties into preliminary

pdsitions listed in the summary document so that their comments could
serve as a basis for discussion at the second technical conference.

By the same Procedural Order, the parties were also required to submit a

a\{ailable for public review at the Board’s offices.

were also asked to consider whether the issues on the Demand-Side Issues

transcribed in order to facilitate a more open discussion of the issues.

/5






REPORT OF THE BOARD

1015 At the conclusion of the second technical conference, the parties submitted |
' their consensus position statements on the Demand-Side Issues List. These
were compiled and issued to all participants on October 13, 1992. The
- consensus position summary ("the Consensus Summary") has been entered
as evidence in the oral hearing of the demand-side issues in Integrated
Resource Planning under Board File No. E.B.O. 169-1II ("Phase IIT").

1.0.16 Bdard Staff took no position on the issues during either Phase I or Phase
II §of the proceedings.

1.0.17 Pré)cedural Order E.B.O. 169-II No. 3, dated September 15, 1992,
(sﬁbsequently renamed Procedural Order E.B.O. 169-III No. 1) fixed the
' date for the commencement of the oral hearing of DSM issues as Monday,
November 9, 1992.
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2.0.1

2.0.2

2.03

THE PHASE 111 PROCEEDING

The oral portion of the E.B.O. 169 Phase III hearing commenced on
Monday, November 9 and concluded on December 8, 1992. During the
hearing, all parties were given an opportunity to present evidence and
expert testimony, and to cross-examine the witnesses brought forward by
otliger parties. In general, each party was cross-examined in turn on all

issues on the Demand-Side Issues List. The utilities were heard first,
followed by associations, municipalities and interest groups.

During Phase III, Board Staff acted as an active party to the proceeding,
and took positions on the issues on the Demand-Side Issues List. Other
than cross-examining on a broad basis to assure a complete record, Board |
St.zgaff acted autonomously. Board Staff did not call witnesses during the |
oral hearing.

Following the completion of the oral hearing, the active parties were
dix‘iected to file argument-in-chief by December 23, 1992 and reply
wéument by January 22, 1993. The parties were asked to provide, in their |
arguments, their positions on each of the issues contained in the Demand- |
Si{ie Issues List, as well as their recommendations on how the Board
shéuld proceed with the implementation of IRP and the guidelines it
sh(;)uld consider.
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204

2.0.5

2.1

2.1.1

~ Because E.B.O. 169 was a generic hearing convened at the Board’s
~ request, no specific party was identified as the applicant. Consequently,
- all parties were given the opportunity to reply to the arguments-in-chief
~ submitted by the other parties.

In addition to their arguments, the parties submitted Executive Summaries
~ of their positions, as directed by the Board. These Executive Summaries

is attached as Appendix "B".

 The parties and their representatives who actively participated in the oral
- hearing were as follows:

Board Staff I. Blue

J. Lea
' CAESCO J.T. Brett
| Céntra P. Jackson
: M. Penny
" The Coalition D. Poch
K. Millyard
" CAC(0) R. Warren
| P. Lefebour
Consumers Gas R.J. Howe
Eﬁergy Probe M.O. Mattson
% T. McClenaghan
N. Rubin
Farm Energy Association* I. Mondrow

are attached as Appendix "A". A Glossary of Terms used in this Report

APPEARANCES
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’ The City of Kitchener A. Ryder
OMAA M. Omatsu
| Péllution Probe M. Klippenstein
Tﬁe City of Toronto H. Poch
Uﬁion B. Kellock

i

* At the commencement of the Phase III hearing, Mr. Mondrow indicated
~ that the intervention of R.W. Stahlberg would now go forward under the
name of the Farm Energy Association.

i WITWSSES
For CAESCO:

AW. Levy President, CAESCO

J. Walrod Principal, XENERGY Inc.

ngr Centra (Employees):

| RM Bell Manager, Environmental Affairs
J. Peverett Manager, Corporate Planning

| D.éJ. Gallagher Manager, Marketing

| R.W. Reid Director, Gas Supply

| P.J. Hoey Manager, Regulatory Affairs
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~ For the Coalition:

| PL Chernick President, Resource Insight, Inc.

W.B. Marcus Principal Economist, JBS Energy Inc.
- For CAC(O):

| G. Edgar Executive Director, Wisconsin Energy
Conservation Corporation

P Dyne Chair, Energy Committee,
Consumers’ Association of Canada

| C. Gates Consultant,
| REIC (Consulting) Ltd.

- For Consumers Gas (Employees):

| WB Taylor Director, Financial and Economic
| Studies
j HM Lavergne Director, Rates and Regulatory
» Proceedings
J R Hamilton Director, Marketing Administration

Fdr Energy Probe:

- L. Ruff Managing Director, Putnam Hayes
o and Bartlett Inc.
" T. Adams Utility Analyst, Borealis Energy

Research Association
For Farm Energy Association:

~ R.W. Stahlberg Principal, Farm Energy Association
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~ J. Johnson President, Canadian Renewable Fuels
Association
For OMAA:
R. Swain President, OMAA
| M. Watkins Professor, Economics and Political
Science, University of Toronto

L éﬁioodman Principal, The Goodman Group, Ltd.
For Pollution Probe:

J. Gibbons Senior Economic Advisor, Canadian
Institute of Environmental Law and
Policy

For the City of Toronto:

- D. Harvey Associate Professor, Department of
‘ Geography, University of Toronto

Foir Union (Employees):

P. tShervill Manager, Environmental Affairs
| E.iMerritt Manager, Regulatory Projects

- J. van der Woerd Manager, Marketing

| DD Bailey Manager, Financial Studies

~ For Union (Other):

M. Lerner President, Energy and Environmental
| Analysis Inc.
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- For Centra and Union:

R.S. Bower Professor Emeritus, Finance and

* Managerial Economics, Amos Tuck
School of Business Administration,
Dartmouth College

VL McCarren Assistant to the President, Special
f Projects, University of Vermont

2.2.1 A transcript of the public hearing and copies of all exhibits and
su‘bmissions are on file for review at the Board’s office.

2.2.2 While the Board has taken account of all the evidence and submissions on
the issues in these proceedings, it has in this Report only summarized these

to fthe extent needed. Because of the high level of interaction among the
iséues, parties, in their submissions, sometimes stated positions on one
issiue as part of their submissions under another issue. To the degree
pdssible, the Board has attempted to amalgamate all the submissions on a
particular issue under that issue.

223 Tﬁe Board allowed the parties to include, in their arguments, submissions
on issues beyond the Demand-Side Issues List as "Issue 12 - Other Issues".
thle Board has combined these submissions into its discussions on the

most closely-related issues in the Demand-Side Issues List.

224 In succeeding chapters, the Board has dealt with each issue on the

| Démand—Side Issues List and, for the convenience of the reader, directly

| quoted (in italics) the pertinent segment of the Consensus Summary on

| eabh issue ("the Consensus Statement"). The Positions of the Parties are
then presented, and are followed by Board Findings, which were reached
after considering all the evidence and submissions. These findings are
thbn summarized in the form of procedures and guidelines, in Chapters 14
and 15, respectively. The final chapter deals with cost awards.
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3.0.1

3.0.2

3.03

ISSUE1 APPROPRIATE COSTING METHODOLOGY

FOR DEMAND-SIDE OPTIONS

In gorder to establish a portfolio of demand-side management programs, the
first issue to be addressed is the selection of an appropriate methodology

to gdeﬁne program costs and benefits in a consistent manner. Only then

can candidate programs be compared effectively in order to construct an

| opiimum portfolio.

| Tﬁis issue was included in the Demand-Side Issues List as:

What is the appropriate costing methodology for demand-side options
~ (e.g. avoided/marginal costs of supply-side options such as additional
 facilities, storage of gas supply)?

and

To what extent should the utilities use demand-side options when
- planning to meet their forecast demand?

In;response to the questions listed above, Board Staff, CAC(O), CAESCO,
7 Centra, CEG, Consumers Gas, OMAA, Pollution Probe and Union agreed
~ to the following Consensus Statement. The City of Toronto agreed with
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- paragraphs 1, 3 and 6 of the first six’ points of the Consensus Statement,
~ and took no position on any other paragraphs of the Consensus Statement
~ on this issue. Energy Probe presented its own position on this issue.

- Consensus Statement

1. The appropriate approach to determining the value of demand-side
~ options is an avoided cost methodology.

2 Avoided costs should be calculated on the basis of the cost factors
| specific to each utility (e.g. load factor) except that it is appropriate
' that certain avoided costs be uniform between utilities when the costs
 are undifferentiated between them (e.g. CO, emissions).

3. Avoided costs include: utility capital, operating and energy supply
. costs; monetized environmental and societal externality costs; and
incremental or decremental customer equipment and operating costs.

‘ 4 Avoided costs should be time-differentiated (e.g. annual, seasonal,
" monthly and/or daily; peak day) and system-differentiated. A "single
~ valued" avoided cost approach is not considered adequate.

‘ 5 Avoided costs should be determined over the useful life of the DSM
. technology. It is recognized that uncertainty concerning the level of
avoided costs will increase as the forecasting horizon lengthens.

6 Avoided externality costs should be included in the appropriate cost-

 effectiveness tests to the extent that these costs have been satisfactorily

monetized. Externality costs which have not been monetized should

be considered qualitatively during the cost-effectiveness screening of
DSM measures or programs.
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7. Different costs will be used in different cost-effectiveness tests as
 described in the definitions of cost-effectiveness tests at Issue 2.

- There are two ways in which this issue [To what extent should the utilities
: usé demand-side options when planning to meet their forecast demand?]
can be interpreted. The first perspective is how extensively the utilities
should use demand-side options, in conjunction with supply-side options,
in meeting their forecast demand. The second perspective is how the
 utilities should incorporate the effect of DSM programs into their demand
forecast. Therefore, the following points address both perspectives.

1. In terms of meeting future demand, DSM options should be given
 equal consideration as supply-side actions, and DSM initiatives should
focus on barriers to wise energy use in a manner which provides
valued services.

2. Supply plans should be based on the expected impact of DSM
| programs rather than a theoretical demand reduction target or goal.
- The expected results of DSM programs must have a corresponding

| impact on supply-side plans.

3. DSM programs which have passed the appropriate cost-effectiveness

~ tests and form part of the utility’s rate case proposal should be

' included in a utility’s base case demand forecast. It is recognized that

forecasting the volumetric effects of certain DSM programs involves

~ significant uncertainties, so the utility’s base case supply plan should

be flexible enough to accommodate reasonable variance between
forecast and actual DSM program results.

4. In certain cases utilities can rely on existing experience when
forecasting DSM program effects, while in other cases it may be
necessary to test-market programs initially in order to obtain more

information. The expected volumetric effects of all adopted DSM
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3.04

3.05

3.0.6

3.0.7

- programs, including test-marketed programs, should be included in the
' utility’s demand forecast.

Pdsitions of the Parties

Board Staff submitted that avoided costs provide the only practical means
of fcomparing DSM programs. While Board Staff agreed that the use of

- avoided costs would also permit comparisons to supply-side options, it
~ pointed out that to date only positive externalities (i.e. beneficial

externalities such as increases in employment) have been considered in
supply-side tests.

| Inj addition to the avoided costs described in the Consensus Statement,
| Board Staff submitted that avoided costs upstream of the utility system and
| un%absorbed demand charges should also be included in the DSM avoided
; cofst analysis. According to Board Staff, the use of long-run avoided costs

as inputs for the cost-effectiveness tests would allow the utilities to

evﬁaluate their DSM programs and compare them fairly with supply-side
- options. Board Staff claimed that a DSM option would be valuable only
if 1t reduced a utility’s supply-side requirements.

| W}lile CAESCO agreed that the value of a DSM option should be based
| oq avoided costs, it argued that this amount may exceed the direct value
" to the customer. It claimed that using avoided costs would hamper the
~ efforts of energy service companies ("ESCOs") to structure DSM contracts
- on the basis of the direct value to the end user.

Centra agreed with Board Staff that the appropriateness of a DSM option
will depend on a utility’s unique system, gas supply characteristics and

- avoided costs. Centra argued further that marginal avoided costs were the
| mbst appropriate measure of incremental costs and benefits.
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- 3.08

3.09

3.0.10

3.0.11

3.0.12

3.0.13

" Centra disagreed with Board Staff’s submission that forecast and actual

avoided costs should be monitored on an on-going basis, since Centra’s
avoided costs would be calculated over a 10-year time frame and would

. vary by delivery area, load impact and supply-side alternative.

With regard to the inclusion of upstream avoided costs, Centra argued that
only increased transportation rates and demand charges should be included,
since these are costs which would in fact be avoided.

On the issue of the most appropriate time frame for the avoided cost
analysis, Centra argued that the evaluation period should be the same as

- the expected life of the DSM program.

CEG argued that all DSM programs which are less costly than supply
alternatives should be pursued. It rejected Union’s submission that a DSM
portfolio must not result in an increase in rates. The Coalition contended

- that such a policy would restrict the development of DSM, and lead to
' "cream-skimming" and lost opportunities.

- The City of Kitchener disagreed with the Consensus Statement because it
- believed that the appropriate costing methodology should not be limited to

avoided costs, but should also include the direct costs of a DSM program.

~ While the City of Kitchener contended that the most appropriate costing

methodology should include both costs and benefits, it argued that the
benefits of externalities which were outside the utility’s control should not

- be considered.

Eniergy Probe contended that the most appropriate measure of the net
- benefit, and indeed the only viable evaluation method, of a DSM program
wés a participant’s willingness to pay, since individual customers are the
befst experts on what is of value to them. Energy Probe further submitted,
an§d Board Staff concurred, that the avoided cost must reflect the marginal
cojst of supplying gas to each customer.
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- 3.014 OMAA submitted that a full range of externalities, and in particular any-
~ social externalities, should be incorporated in the avoided costs of a DSM
prcg)gram. Its position was that all relevant external costs associated with

the production, transportation and consumption of natural gas should be

3.0.15

3.0.16

3.0.17

31

3.1.1

' taken into account.

Iniits reply, OMAA submitted that the concerns raised by the City of
- Kitchener, regarding the inclusion of direct costs, were inappropriate since

Although Union endorsed the Consensus Statement, it observed that its
| avoided costs are relatively low and, therefore, it submitted that each
- utility’s particular circumstances should be considered when evaluating -
DSM options. While Union recognized that demand-side options should
rcéeive the same consideration in meeting demand as supply-side options,
it emphasized that demand-side options differ fundamentally from supply-

In its reply, Union submitted that a local distribution company ("LDC")
- should use its average avoided cost to evaluate programs since it is not

- possible or appropriate to "stream" costs to specific customers. Union also
| added that avoided costs must be adjusted frequently to accurately reflect
- changes in a utility’s supply plan.

| BOARD FINDINGS

- In general, the Board endorses the Consensus Statement regarding avoided
; cdsts and costing methodologies. The Board concurs that avoided supply-
siéie costs, including capital, operating and energy costs, should be used
- when measuring the benefits of natural gas DSM programs. The Board
aléo concurs with the inclusion of demand-side costs such as incremental

the costing methodology recommended in the Consensus Statement refers
only to the benefits of avoiding unnecessary supply costs.

side options in that they provide special benefits to distinct customer
groups, rather than providing a consistent level of service to all customers.
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3.1.2

3.13

3.14

3.1.5

3.1.6

or decremental customer equipment and operating costs. However, the
Board believes that attempts to incorporate the "upstream" avoided costs
of TCPL and natural gas producers would impose an added layer of
complexity to an already intricate problem. It is doubtful that the Ontario
gas utilities now have the ability to accurately assess those upstream costs
that are beyond the jurisdictional reach of the Board. However, the Board
acknowledges that the full impacts of DSM measures will influence
upstream activities.

The Board has concluded that, based on the current evidence before it,
avoided upstream costs should be excluded from avoided cost calculations.
However, where such costs are known they should be identified at the time
that DSM programs are proposed.

While storage and transportation tolls and demand charges are costs which
are incurred upstream, they are direct costs to a gas utility which are
known and calculable. The Board sees merit in including any impacts that
DSM may have on these costs when assessing avoided costs.

The Board concurs with the evidence of Dr. Lerner that there are
significant differences between gas and electric utility costs. The Board
cautions that these differences make it perilous to rely too heavily on
electric utility models and experience as a basis for gas DSM planning.

The Board notes that experience with gas DSM is limited, and it has yet
to be fully evaluated in any jurisdiction in Canada or elsewhere. Thus,
there must be sufficient flexibility when assessing avoided costs to react
to the experience gained as utilities proceed along their learning curves,
and to accommodate the differences between individual gas utilities in
Ontario.

The Board accepts that it is necessary that long-run avoided costs be
considered when determining the net present value of DSM programs over
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3.1.8

3.19

their useful life. However, the likelihood of changes in the economy, in

the relative prices of alternative fuels and in the levels of customer

acceptance suggests that long-term forecasts are, at best, tenuous. This is

compounded by the rapid pace at which new energy-efficient technologies

are being developed.

be
po
is

in

When calculating avoided costs for long-term programs, emphasis should |

placed on the performance in the early years of the DSM program and
rtfolio, since uncertainty in performance increases as the time horizon
extended and because of the disproportionate impact that performance
the early years has on net present value assessments. In general, the

Board considers the early years to be the first five years of the DSM

program.

order to compare a program’s costs and benefits with those of other

DSM programs in an equitable manner, a break-even analysis based on net

present values should be carried out for each program. The implications

the results of the break-even analysis for the program and the overall

DSM portfolio should be provided.

The matter of how environmental and social costs should be incorporated

into avoided cost determinations is dealt with under Issue 3.
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4.0.1

4.0.2

4.0.3

ISSUE 2 COST-EFFECTIVENESS TESTS

A consistent method of determining the cost-effectiveness of each DSM
program is necessary to assess the value of the program and to identify
which programs should be considered as candidates for the utility’s DSM
portfolio. Different cost-effectiveness tests are required to factor in the
various types of costs and benefits, and the Board must determine which:
test or tests are most appropriate. |

This issue was included in the Demand-Side Issues List as:

What are the appropriate cost-effectiveness tests (i.e. technical cost
test, societal cost test, utility cost test, etc.) and methodologies to be
used for demand side options? What costs should be included in
this cost-effectiveness analysis? Should the E.B.O. 134 feasibility
analysis be applied, and what modifications, if any, would be
required?

The Board’s E.B.O. 134 Report, dated June 1, 1987, described the
economic feasibility tests to be used in the analysis of supply-side options,f
e.g. transmission and distribution system expansions. The Board has
appended the pertinent findings from that Report as Appendix "C". |
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4.0.4 In response to the questions on cost effectiveness, Board Staff, CAC(O),
CAESCO, Centra, CEG, Consumers Gas, Pollution Probe and Union%
agreed to the following Consensus Statement. In argument, Energy Probe
urged the Board not to adopt the Consensus Statement on this issue as%
Board policy. |

Consensus Statement

The proposed methodology and set of cost-effectiveness tests to be used to
evaluate demand-side management programs include the following criteria:

a) All DSM programs should be expected to pass the Societal Cost Test.

b) DSM programs under consideration that pass the Societal Cost Test
and pass the Rate Impact Measure Test should be approved provided
all reasonable steps to prevent lost opportunities have been taken and
the programs do not violate any other more important utility or public
interest objectives (examples might include system reliability or

safety).

¢) DSM programs that pass the Societal Cost Test but do not pass the
Rate Impact Measure Test (not financially sustaining) should be%
approved providing the following conditions are met: |

i) The resulting rise in rates after evaluating all programs in
the DSM portfolio must not impose an undue burden on
existing customers. Both short-term and long-term rate
impacts should be considered;

ii) The resulting rise in rates must not entail second round net
social costs that are expected to exceed the first round net
social benefits of the demand management program (e.g. if

higher rates cause customers to switch away from gas, the
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resulting net social costs could exceed the net social benefits
of the program that is being financed by the higher rates);

iii) Customer contributions are appropriate to the extent that they
do not seriously reduce overall participation or foreclose the
participation of specific customer groups (examples might
include low-income groups or rental customers). The
Participant Test is one factor to be considered in establishing
appropriate levels of contribution.

iv) Financially non-sustaining DSM programs may be included
in the DSM portfolio. They will be considered on the basis
of such factors as their social cost-effectiveness, a desire to
maximize the breadth and quality of the conservation,
preventing lost opportunities, and the desire to offer a broad
menu of demand management programs.

The proposed evaluation process embraces the basic concepts established
in E.B.O. 134, but introduces a new screening mechanism, plus added

considerations and perspectives which are relevant to DSM programs.

Definition of Cost-Effectiveness Tests

The Societal Test incorporates all costs and benefits arising from the;
adoption of a program. These would include all direct costs borne by the
utility such as commodity, transportation, storage, load-balancing, and
distribution costs as well as system expansion costs. Also utility costs such%
as incremental administration, maintenance, and participant incentive costs%
would be recognized. In addition, all participant costs (net of incentives)
should be included. In the case of programs that affect consumption ofi
more than one fuel, all avoided costs of all fuels would be recognized.i
Finally, all externalities, including environmental and societal externalities,
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would be included. Externalities which cannot be monetized should be
treated qualitatively.

Thus the Societal Test considers all costs and benefits accruing to society
as a whole, and is not limited to the utility and its customers.

The benefits in the Societal Test are the reduction in energy supply costs
(including externalities) plus any customer equipment and operating costs
avoided by the participant due to the program. The costs are any
increases in energy supply costs (including externalities) plus all of the
program costs paid by either the utility or the participant.

The Total Resource Cost Test comprehends all costs and benefits included
in the Societal Test, with the exception of externalities. The benefits and
costs of the Societal Test are used except for environmental and societal
externality benefits or costs.

The Participant Test includes only those costs and benefits borne by the
participant, which could comprise capital, installation, and operating and
maintenance costs, offset by energy cost savings measured at the rate paid
by the participant, net of utility incentives.

The benefits include reductions in energy bills, incentives, and customer
equipment and operating costs due to participation in the program. Costs
include any increases in energy bills and out of pocket expenses that the

customer pays to participate in the program.

The Rate Impact Measure Test (also referred to as the RIM Test or Non-
Participant Test) includes all direct and indirect costs and benefits

accruing to the utility mentioned under the Societal Test but also includes
the reduced revenues collected by the utility as a result of energy savings.
It therefore measures the impact of DSM programs on the utility’s rates.
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4.0.5

4.0.6

Benefits considered in the RIM Test are the reduction in utility supply
costs and any increases in revenues. The costs are any increases in utility%
supply costs, revenue losses, program costs paid by the utility and anyz
incentives paid to the participants. |

The Utility Test is identical to the RIM Test, except that it does not factor
in lost revenues due to DSM programs. It measures the relative impact of
DSM programs on the utility’s revenue requirements as a result of changes
in cost.

The benefits in this test are the reductions in utility supply costs. The
costs are any increases in utility supply costs, the program costs paid by
the utility, and any incentives paid to the participants.

Positions of the Parties

Board Staff supported the use of cost-effectiveness tests which take into
account a broad range of public interest factors and protect against an
undue burden being placed on existing customers. The primary concern
of Board Staff was the maintenance of reasonable rates for existing gas
consumers. Board Staff contended that DSM rate impacts should not bef
greater than the rate impact that would have resulted from the alternativei
supply option, and that rate impacts should be minimized by selecting the
least-cost option in all cases. :

According to Board Staff, the portfolio approach is the most effective
means of ensuring that a broad range of DSM programs are offered to all
classes of customers. It stated that while a DSM portfolio should not be
required to pass the Rate Impact Measure ("RIM") test, it should also not
place an undue burden on any customer or customer class. However,
Board Staff agreed that some amount of cross-subsidization is unavoidable,
although it should be limited to reasonable levels.
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4.0.7

4.0.8

4.0.9

4.0.10

Board Staff asked the Board to indicate whether the DSM cost-
effectiveness tests should be applied in a consistent manner with the
E.B.O. 134 supply-side tests, which consider both qualitative and
quantitative externalities but do not recognize externalities which have
negative impacts. It further submitted that, should the Board so desire, the
framework for demand-side options can be used to refine or supplement
the E.B.O. 134 methodology. |

In the opinion of Board Staff, customer contributions are appropriate for
DSM programs, as they could make financially non-sustaining DSM
programs more profitable, and thereby reduce the need for a subsidy from
non-participants. To be consistent, contributions should also be sought for
fuel substitution programs, as well as other supply-side programs such as
transmission projects. Wherever possible, the utility should strive to have
a program pass the RIM test or have a minimum benefit/cost ratio of one.

CAESCO’s position was that DSM programs should pass both the societal
and ratepayer impact tests. CAESCO expressed concern that incentive
levels may be unnecessarily high if programs are undertaken that do not
pass a RIM test but pass a societal cost test, since Societal Cost Test
("SCT") evaluations may be driven by arbitrarily derived monetization
factors. In most U.S. jurisdictions where IRP has been implemented, it is
the Total Resource Cost ("TRC") test that is the ultimate determinant, and
the SCT is used only in the initial screening process.

CAESCO submitted that all customer classes should have the opportunity
to participate in the utility’s portfolio of DSM programs. ESCO-linked
programs, which focus on institutional, industrial and commercial
customers, should be adopted by the utilities along with the programs that
have been successful in the residential and small commercial markets.j
CAESCO advocated that ESCOs and the utilities should work together in.
the design and implementation of DSM rather than moving forward oni
parallel paths.
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4.0.11

4.0.12

4.0.13

4.0.14

Centra emphasized paragraph (c)(ii) of the Consensus Statement, which
cautions that rate increases must not entail second round net societal costs%
that exceed the first round net societal benefits of the demand managementf
program. This, it claimed, might occur if higher rates cause customers to§
switch away from gas to less environmentally desirable fuels. Centra
stated that the evidence indicates that there is more potential environmental
and social benefit in fuel switching than will be realized through gas
conservation. Therefore, while DSM action should encourage efficiency,
it should not materially discourage fuel switching to gas or encourage fuel
switching away from gas.

Centra noted the difficulty in forecasting the effect of price changes on
fuel switching; the sensitivity in many markets to small price changes; and
the environmental impacts of fuel switching. Because of these factors, it
suggested that the degree to which prices should be allowed to increase as
a result of a DSM portfolio will be an important limitation in the choice
of an appropriate portfolio.

CEG argued that the benefits of aggressive DSM, even if it causes someé
rate increases, will lead to reduced energy bills and a least-cost energyj
economy. CEG expressed its support for the Board’s ability to make a
determination on what constitutes an undue rate impact. While CEG
recognized the importance of keeping industrial gas prices competitive, it
believed that the threat of the loss of industrial load, as a result of DSM
rate impacts, was exaggerated and suggested that negative impacts could
be offset by targeting specific DSM measures to industrial customers, and
by allocating costs to other rate classes. |

In CEG’s view, utilities should not simply provide a single preferred plan.i
Alternatives should be presented in detail. In particular, utilities should
identify and assess program alternatives; the cost of each alternative;
alternative bundles of activities or measures for each program; alternative
measure costs; and the results of the various cost—effcctivcngsg tgg’t/swfgg
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4.0.15

4.0.16

4.0.17

each measure, program, portfolio and any alternatives. CAC(O) indicated
that it supported a similar approach, and OMAA agreed with CEG’s
proposed filing requirements. However, Centra argued in reply that a
detailed proposal on filing requirements is premature and that, in any
event, the cost of presenting such extensive analyses is likely to be
prohibitive. |

Consumers Gas agreed with Board Staff that it is appropriate to extend
some portion of DSM costs to the system, as all ratepayers will benefit
from the avoided costs of future supply, including externality costs.
Consumers Gas also agreed that a balanced portfolio of DSM programs is
warranted given the existence of significant market barriers to;
conservation.

Consumers Gas submitted that the analysis of future avoided system costs
could reveal significant benefits for gas customers. It also suggested that
some upward movement in current rates could be justified in recognition
of the fact that current rates are based on a historic rate base which is not
adjusted for inflation. Consumers Gas urged the Board to find that
potential contributions from the electric power industry, as well as from
governments, are appropriate when the results of the cost-effectiveness
testing show a large net benefit to future electricity customers or to society
in general.

Consumers Gas recommended that the E.B.O. 134 feasibility analysis be.
modified to be consistent with the DSM analysis, so that the SCT would
serve as the primary screening, or Stage 1 test, for both the supply-side
and demand-side analyses. Stage 2 would then consist of the RIM test and
the Participant Test ("PT"), in order to address such issues as "who pays",
cross-subsidization, and the need for customer contributions and/or
incentives.  Qualitative factors would be considered at Stage 3.

Consumers Gas also noted in reply that externality costs must be included
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4.0.18

4.0.19

4.0.20

4.0.21

~ selection of programs. With regard to condition (c)(iv), Energy Probe’

in supply options that are evaluated against DSM costs, in order to be
consistent with the Consensus Statement. |

Energy Probe submitted that the most appropriate cost-effectiveness testi;
for DSM programs is the RIM test and that the SCT cannot be reliably
applied or tested for accuracy in the presence of subsidized prices. The
four conditions set out in the Consensus Statement under paragraph (c), forf
approving non-sustaining programs which fail the RIM test, were argued
by Energy Probe to be too vague or weak to have any real value in the

endorsed an explicit ranking which would select the programs that produceE
the greatest social benefit for each dollar of subsidy needed.

Energy Probe did not support a portfolio approach, since offering a broad
menu of programs will not transform the net costs of individual programs
into an overall net benefit. Energy Probe further submitted that the
evidence indicated only a "tiny" potential for "win-win" natural gas
conservation in Ontario, "where everybody comes out paying less" than
under the alternative supply-side option.

Energy Probe took the position that subsidized DSM measures or programs
impose net financial costs on the system, and therefore, it urged the Board
not to permit DSM activities that are subsidized by revenues from LDC
monopoly activities. Energy Probe expressed its concerns about the
negative social, equity and environmental impacts of raising natural gas
prices; the regulatory complexity and arbitrariness of judgments about the
cost-effectiveness of cross-subsidized measures; and the impacts that
subsidized DSM activities might have on the non-monopoly suppliers of
DSM goods and services.

Finally, Energy Probe recommended that the Board amend its E.B.O. 134
cost-effectiveness test for supply-side investments to make it more difficult

to justify financially non-sustaining investments.
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4.0.22

4.0.23

4.0.24

4.0.25

4.0.26

The City of Kitchener supported the staged screening and approval process
outlined in the Consensus Statement and argued that subsidization may be;f
appropriate if it is in the general interest of the system and its customers
as a whole. It may also be appropriate, in the view of the City of
Kitchener, for the portfolio to have some rate impact. |

In the opinion of the City of Kitchener, no definition as to what constitutes
"undue rate impacts" should be issued by the Board, as the acceptability
of rate impacts will depend on the circumstances at the time of each rates
case.

It further submitted that the principles which underlie E.B.O. 134 should
not be applied to demand-side investment if they permit utilities to justify
investment on the basis of incidental benefits which fall outside the
mandate to provide utility services on an economic basis. The City of
Kitchener also argued that unnecessary investment in utility services
encourages an inefficient use of resources which is contrary to IRP
principles.

Although the Consensus Statement contained many elements which OMAA
could support, OMAA was concerned whether, in practice, externalities
would be sufficiently considered in the SCT. Consequently, OMAA was
not a party to the Consensus Statement. Moreover, other factors such as
lost opportunities, equity, and the need for the sustained and orderly
development of efficiency programs should be considered, in addition to
the factors in the Consensus Statement’s cost-effectiveness tests.
Consideration of any of these factors, OMAA maintained, may on occasion
justify inclusion of DSM measures that would otherwise be marginally
cost-effective.

OMAA suggested that the SCT should be the principal standard m
determining whether DSM should be implemented, subject to the
considerations described in the Consensus Statement. OMAAV argued that;
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4.0.27

4.0.28

4.0.29

the short-term impact of investments in DSM may be negative under the
RIM test, but analysis of avoided future system costs could reveal
significant benefits, thereby justifying some cross-subsidization from
present customers.

In -OMAA'’s view, the utilities should treat ESCOs and other non-utility
suppliers of DSM goods and services as strategic allies. The goal,
according to OMAA, is to encourage the development of a vibrant DSM
marketplace that will sustain a permanent transformation toward greater
energy efficiency. While OMAA agreed that utility programs should not
cavalierly undercut existing suppliers and markets, it was concerned that
an overly restrictive response to these concerns may impede the levels of
achievable DSM.

Union submitted that the most important principle underlying the tests to
determine the desirability of DSM programs is the need to ensure that all
considerations concerning societal, customer and participant impacts are
included. The same methodology should be used to assess both DSM and
supply-side options. However, rate impacts resulting from supply-side
options, which produce benefits for customers as a whole, must be
distinguished from rate impacgs resulting from DSM program benefits
which are enjoyed only by participating customers in targeted customer
segments.

Union disagreed with the suggestions that rate impacts due to DSM which
exceed the rate impacts of the avoided supply options are of little or no
consequence. Union noted that such suggestions were contradicted by
experience and published data concerning customer behaviour, and that
they ignored the environmental benefits to be achieved by enhancing the
competitive position of gas. Union also observed that, since new DSM
programs would benefit targeted customer segments, rate impacts could
influence perceptions of the overall fairness of the programs, thereby
affecting customer response.
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4.0.30

4.0.31

4.1

4.1.1

4.12

4.13

Union argued that, given its relatively low avoided costs and its
preliminary assessment of new DSM initiatives, there is little chance it can
develop a menu of new cost-effective DSM programs which focuses on
market barriers and includes something for everyone without a rate impact.

Union argued in reply that its desire to develop a portfolio of DSM
programs with no overall rate impact over the life of the project was based
on sound principles.

BOARD FINDINGS

The Board supports a portfolio approach to DSM programs as the most
effective means of ensuring that as many as customers as is reasonably
possible are afforded the opportunity to participate and share in the
benefits of DSM. A portfolio approach would allow groups, that might
otherwise be precluded from participating, such as low-income customers,
tenants, Aboriginals and farmers to participate in these programs, while
minimizing the rate impact on existing customers.

When developing a DSM portfolio, potential programs need to be
identified for consideration. Some of the factors that should be considered
in the selection of potential programs are: achievable potential; capture of
potential lost opportunities; synergism among programs; and the breadth
of the portfolio.

Program Screening

Once potential programs have been identified, screening is required to
assure the development of a preferred DSM portfolio. In general, the
Board endorses the Consensus Statement as constituting a reasonable
approach for screening DSM programs. The screening process and steps
that the Board expects the utilities to follow are summarized in Figure 1.

/32






REPORT OF THE BOARD

FIGURE 1

Recommended Screening Process
for DSM Programs and Portfolios
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4.14

4.1.5

4.1.6

4.1.7

Figure 1 conveys these steps in a linear fashion, but this is done only for
illustrative purposes. The Board recognizes that the planning process may
be non-linear and iterative. Consequently, the screening process should
have sufficient flexibility to allow the utilities to return to earlier steps and
to re-evaluate conclusions.

The Board considers that four major qualitative assessments should be
incorporated in the screening process to avoid a mechanistic approach to
the screening and to ensure that all appropriate considerations are included
in the development of a DSM portfolio. The first qualitative assessment,
which is discussed under Issue 3, provides an interim measure to
complement Screen 1 until all significant externalities are monetized. The
second assessment is incorporated in Screen 4, which selects programs
from those that fail the third screen, and compares them to the other
surviving programs. The third assessment occurs in Screen 5 when
candidate portfolios are identified during the selection of a preferred
portfolio. The fourth qualitative assessment is discussed under Issue 7 and
deals with the evaluation of implementation strategies for the preferred
DSM portfolio.

When carrying out the qualitative assessments, the Board expects the
utilities to use an explicit evaluation process and to document the
assumptions made as well as the process followed. To properly assess a
DSM program, portfolio or plan, it is important to understand how the
evaluations were carried out and how the conclusions were reached
throughout the entire screening process.

The Societal Cost Test - Screen 1

The Board endorses the Consensus Statement that the Societal Cost Test
be the first screen that all DSM programs must pass. The Board is of the
view that the SCT provides a comprehensive approach to measuring the
overall net benefit to society of a particular DSM program. The Board
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does not believe that it is reasonable for a utility to pursue a DSM
program which does not have a net benefit to society.

The Board recognizes that the use of natural gas can contribute to
environmental problems and that this cost is not fully captured in the price
of natural gas. During the hearing, the Board was made aware of the
negative impacts that natural gas combustion and leakage can have on
communities, land and water, and upon the atmosphere through emissions
of nitrogen oxides and volatile organic compounds. In particular, special
attention was paid to the contribution of natural gas to the greenhouse
effect. In the Board’s opinion, it is appropriate to consider environmental
costs. The Board believes that the SCT is an effective way of addressing
these concerns.

In principle, the Board is supportive of initiatives that improve price
signals to consumers, since imperfect price signals can lead to significant
and unaccounted for societal costs or induce inappropriate actions. During
the course of the hearing and argument, the Board was reminded of
discussions at the Canadian federal level on emission taxes and tradeable
emission permits, and the U.S. efforts through that country’s Clean Air Act
to use tradeable permits to control atmospheric pollution. The Board was
also advised of the initiatives by the City of Toronto in cooperation with
Consumers Gas and Ontario Hydro to reduce carbon dioxide ("CO,")
emissions by 20 percent from 1988 to 2005. In addition, the Board was
reminded of the cautioning by the Government of Ontario regarding the
negative impact that the internalization of societal costs via taxes could
have on the competitiveness of Ontario industry.

The Board believes that initiatives to take account of natural gas
externalities through energy prices and through planning approaches, such
as the SCT, are complementary since it is unlikely that all externalities will
ever be included in energy prices.
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While using a strict SCT as the principal standard may be a laudable goal
when determining whether a DSM program should be implemented, the
Board believes that it is not currently possible to adopt this approach.
Since the monetization of externalities as they relate to the gas utilities in
Ontario is in its infancy, the full effect of internalizing these externalities
cannot yet be assessed. In the interim, the Board concurs with the more
cautious approach presented in the Consensus Statement which proposes
the use of the SCT as the first screening test for a DSM program.

The Board notes that the Consensus Statement defines the SCT as
including all costs and benefits. The Board has concerns that this could
result in an infinite search. Accordingly, the Board expects the utilities to
interpret this definition in a reasonable manner for both market-determined
and monetized costs and benefits.

The Rate Impact Measure Test - Screen 2

The Board concurs with the Consensus Statement on the use of the Rate
Impact Measure test as the second screen. The Board is of the view that
the RIM test is an appropriate second screen because programs which pass
this test will have a net societal benefit, without requiring cross-
subsidization or causing any net rate impact, and therefore, should be
considered further. However, the Board believes that it may not be
prudent to implement only DSM programs that meet this second screen.
Valid objectives (such as the avoidance of lost opportunities, the
optimization of potential societal benefits, the improvement of safety and
system reliability, and the need to broaden the DSM portfolio) may require
the further consideration of some programs.

Consideration of Undue Burden & Second Round Impacts - Screen 3

The Board endorses the third screen described in the Consensus Statement.
This screen requires that any increase in rates, resulting from programs that
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pass the SCT but fail the RIM test, not impose an undue burden on an
individual or class of customers. Rate increases need to be considered
both in the short and long term and assessed to ensure that they do not
cause second round net societal costs that are expected to exceed the first
round net societal benefits. These requirements are incorporated as Parts 1
and 2 of Screen 3.

The Board believes Part 2 of the third screen to be essential to ensure that
DSM programs will not lead to customers switching from natural gas to
less environmentally desirable fuels or reduce conversions and attachments
to natural gas. The Board is aware that "dual-fuelled" gas customers are
very price-sensitive and this must be taken into account. While it may be
difficult to calculate the second round costs, the Board expects that utilities
will undertake all reasonable efforts to do so. This would help to avoid
the replacement of natural gas in applications for which the use of gas is
preferable from a societal standpoint.

As part of the information requirements for carrying out the third screen,
the Board expects the utilities to calculate the net societal benefit per
dollar of subsidy for each program. This will provide further insight into
the relative merits of individual DSM programs.

Final Program Screen - Screen 4

In addition to the three screens described in the Consensus Statement, the
Board has added a fourth screen, which requires a qualitative assessment
of those programs that have failed the third screen, as well as an overall
evaluation of all of the surviving programs.

Part one of Screen 4 refines the screening process by permitting factors not
covered in the initial three screens to be included in the selection of
programs which have failed the third screen. These additional factors may
include the magnitude and importance of avoided lost opportunities, the
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size of the net benefits associated with the implementation of the program,
the improvement of safety and system reliability, and the contribution of
the program to the breadth of the portfolio. Each program should be
assessed from a pragmatic point of view regarding the likelihood of its
acceptance and success, since even the most economically attractive DSM
program can be useless unless customer acceptance is forthcoming.

Part 2 of Screen 4 involves the assessment of each program which has
passed Screens 2, 3, or 4, to determine the program’s suitability as a
candidate for further consideration in comparison to the other surviving
programs.

Identification of Candidate Portfolios - Screen 5

Candidate programs, once identified, should then be combined into
candidate DSM portfolios. The candidate portfolios should be derived by
examining the relative importance of the DSM plan objectives as well as
the degree to which these objectives are met by the portfolio.

The final portfolio should result from an evaluation leading to the selection
and combination of the preferred programs from each portfolio, or the
selection of a preferred portfolio from among the candidate portfolios
developed.

Customer Contributions

Since ratepayers who participate in DSM programs share in the direct as
well as the broad societal benefits of these programs, the Board considers
it appropriate that these ratepayers share in the costs of achieving these
benefits. However, when considering the level of DSM contribution to be
obtained from a customer class, the utilities are cautioned to be sensitive
lest they impose hardships on low-income ratepayers or encourage
industrial gas users to switch to less environmentally desirable fuels.
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Accordingly, the Board endorses the provision in the Consensus Statement
that: "Customer contributions are appropriate to the extent that they do not
seriously reduce overall participation or foreclose the participation of
specific customer groups'. The Board also notes that customer
contributions will reduce or eliminate the need for cross-subsidies.

The Board supports the provision in the Consensus Statement that the
Participant Test is one factor to be considered in establishing appropriate
levels of contribution, since this test provides an assessment of the direct
costs and benefits to be accrued to those who participate in the DSM
program.

The Board expects that the utilities will assess the required level of
customer contribution on a case-by-case basis.

Rate Impacts of DSM Programs and the DSM Portfolio

The Board believes that rate impacts from DSM programs must be treated
in a consistent manner with rate impacts from supply-side programs, since
the costs and benefits of both types of programs can affect all gas
customers. For example, supply-side programs may provide service
benefits to all customers and may also provide specific benefits to certain
customers in the vicinity of the new service. While most DSM programs
are targeted to specific customer groups to realize certain benefits
(although some information DSM programs may deal with all customers),
these programs may also result in avoided system costs for all gas
customers. Therefore, rate impacts caused by either demand-side or
supply-side programs should be treated in an equivalent manner.

The Board recognizes that a portfolio of DSM programs may result in a
rate increase. The Board will decide on the magnitude of any allowable
rate impact on a case-by-case basis in rates cases.
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The Board also recognizes the important role that the energy conservation
programs of the gas utilities play in achieving the Government of Ontario’s
energy and environmental policy goals. In a letter to the Ontario Energy
Board dated 28 February 1992, the then Deputy Minister stated that:

Energy efficiency has been identified as the Government’s top
priority in the energy sector ...[and] as a key to achieving the
Government’s  objectives of economic competitiveness,
environmental protection, energy supply security and sound
energy planning ... Natural gas utilities, in conjunction with other
energy supply service companies within the province, are also
expected to be central players in achieving these objectives
through the delivery of energy efficient services and programs.

The Board concurs with these policy goals and, as a result, believes that
a rate impact may be reasonable if DSM programs that survive the
screening process can lead to gains in energy efficiency and environmental
protection.

The Board also heard evidence that carbon dioxide and methane emissions
due to the use of natural gas contribute to strengthening the greenhouse
effect and, although there is scientific uncertainty regarding the amount
and rates of warming and the resultant impacts, increased concentrations
of greenhouse gases will lead to a warmer climate. The Board takes notice
of a Discussion Paper prepared for Environment Ontario’s Consultation on
Global Warming, dated September, 1992. In this Discussion Paper, the
Ministry of Environment and Energy adopted, as a starting point, a "no
regrets" approach to global warming which provides insurance against
potentially catastrophic outcomes by taking actions that make sense
whether the warming predictions are right or not. Allowing a reasonable
rate impact in order to support DSM initiatives which lead to significant
reductions in the production of greenhouse gases is appropriate under a "no
regrets" approach.
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When considering a rate impact, the Board believes that the level of the
impact should be based on questions such as:

Will the immediate impact on customer bills be excessive?

Is it likely that customer bills will, in the longer term, be unaffected
or reduced even if rates increase?

Will the impact on certain groups, such as low-income customers, be
onerous?

To what degree will the various stakeholders share in the benefits of
a particular DSM program?

Will improvements in the security or overall cost of operating the
utility system create benefits beyond the first round impacts of the
DSM program?

Will the long-term net societal benefits of the DSM program override
its immediate rate impacts?

Are the net societal benefits of such magnitude and importance as to
give priority to their attainment?

Do opportunity costs demand prompt action?

Will an important DSM program be left undone, or poorly done, if a
ratepayer subsidy is not provided?

Will the inclusion of the DSM program contribute to a broader menu
of programs and thereby recognize the needs and perspectives of
groups, such as low-income customers, Aboriginals and farmers, that
might otherwise be precluded from participating?

Will the inclusion of the DSM program take advantage of synergies
among programs?

The Board expects the utilities to work toward developing strong, broad-
based, self-sustaining DSM programs which continue to improve the level
of energy efficiency. Thus, the Board also expects the utilities to be
vigilant in their program design, and limit the level of rate impact, in order
to minimize the need for cross-subsidization.
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Using Existing Delivery Mechanisms for DSM Programs

When developing a portfolio of DSM programs, the Board expects the
utilities to include successful non-subsidized approaches such as those used
by the ESCOs. The ESCO approach for industrial, institutional, and large
commercial clients is performance-based, contains measures with short,
medium and relatively long payback periods, and often requires the client
to accept the current level of utility bills until the DSM costs are fully
recovered. The ESCOs also typically accept the risk that a program may
not achieve its forecast savings.

The Board believes that it would likely be unproductive for the utilities to
compete with or replace the effective DSM delivery mechanisms that are
currently available from ESCOs or local providers of energy products or
services. The Board feels that the use of these mechanisms is likely to be
more cost-effective and efficient than the utilities developing their own.
However, certain situations may require the utility to take a more
aggressive role. The Board expects that the utility will justify, during its
rates case, whatever approaches it uses for the delivery of DSM programs.

The Board also considers it preferable for a utility to design energy
conservation programs which include all relevant energy forms, rather than
just focusing on natural gas conservation measures in isolation. This more
efficient, cost-effective and environmentally sound approach will require
cooperation with other organizations such as Ontario Hydro and municipal
electric utilities. The Board encourages such cooperation.

E.B.O. 134

With regard to the methodologies described in E.B.O. 134, the Board finds
that the evidence provided at this hearing is insufficient to make a
determination on what, if any, modifications are necessary. However, the
Board recognizes the importance of having consistent treatment of supply-
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side and demand-side programs and the need to ultimately integrate the
two types of programs. The integration phase and the next steps required
in the IRP process, including the question of modifications to the
E.B.O. 134 methodology, are discussed under Issue 10.
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ISSUE3 TREATMENT OF EXTERNALITIES
- MEASUREMENT AND MONETIZATION

The distribution and use of natural gas have cost consequences for society
which are not routinely accounted for in a utility’s cost of doing business.
Effective DSM programs should reduce these external costs. For example,
improved efficiencies in the use of energy will reduce the emissions of
combustion products. Given this potential for societal benefits, the Board
has addressed the issue of how externalities should be factored into the
analysis of DSM programs. The inclusion of externalities is an important
issue because there could be substantial impacts on the costs and benefits
of a specific DSM program, depending on how externalities are
internalized.

This issue was included in the Demand-Side Issues List as:

Should societal and/or environmental externalities be included in the
cost analysis of demand side management (""DSM'') programs? If
50, how should these costs and benefits be included?

In response to these questions, Board Staff, CAESCO, Centra, CEG,
CAC(O), Consumers Gas, Pollution Probe, and Union agreed to the
following Preamble and Consensus Statement. The City of Toronto agreed
to the Consensus Statement only.
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Preamble

All externalities (environmental and social) should be included in the
societal cost-effectiveness test. However there are practical limitations on
our current ability to identify, measure and monetize externalities.

There should be a distinction made when dealing with environmental
externalities between the quantities of material emitted, the effects on the
environment and the monetary values attached to them. All environmental
externalities need to be measured first and then monetized. In some cases
the first step is well understood and in others there has been progress in
establishing a monetary value. Having both a measurement and a
monetized value for environmental externalities requires further work.

The first step in this process will be to measure and monetize atmospheric
emissions from fossil fuel use as impacted by DSM programs. The
working group described below will be charged with this task along with
evaluation of other externalities.

It should be noted that monetization of externalities will reflect
considerable judgement and there may continue to be uncertainty with
respect to the relative value of monetized externalities when considered in
the same context as other economic factors.

The approach to measuring and monetizing externalities must be consistent
with government policy and mindful of the ongoing debate in different
Jjurisdictions.

Consensus Statement

1) All measured and monetized societal and environmental externalities
should be individually accounted for in the Societal Cost Test once it
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is possible to measure the externalities based on scientifically
defensible data.

2) There is merit in conducting sensitivity analysis for monetized values
of externalities in order to reflect the variance in potential impacts
that they might have on society.

3) Those societal and environmental externalities which can be identified,
measured but not monetized at this time should be given qualitative
consideration by the utilities and the Board in their review of DSM
programs during cost effectiveness testing.

4) The three utilities should adopt a consistent approach to the
identification and measurement and valuation of societal and
environmental externalities.

Positions of the Parties

Board Staff submitted that the Consensus Statement provides the utilities
with sufficient direction on the treatment of externalities, and that the
monetization of all or even many externalities may not be necessary before
the utilities can ensure that a particular program passes the SCT.

Board Staff stated that it supports DSM programs as a tool for reducing
externalities such as greenhouse gas emissions. It supported the Consensus
Statement because it recognizes such externalities on an equal footing with
other costs and benefits when evaluating cost-effectiveness.

CEG submitted that the purpose of an externality valuation is to cause the
customers who are currently enjoying the energy service benefits to
gradually take responsibility for the costs of reducing the externalities they
impose on others. It argued that monetized externalities should be valued
equally with financial costs. If environmental impacts are certain to be
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created, but the amounts are uncertain, CEG stated that zero is clearly the
wrong value to assign to those impacts. Externality estimates need not be
perfect or completely accurate to be considered "scientifically defensible"
and useful in energy planning.

In CEG’s submission, including externality costs in the gas system
planning process does not require the Board to become expert on all
environmental issues in order to value impacts appropriately. Adoption of
the Cost-of-Control approach leaves these decisions to the environmental
regulators. Any reductions in pollutants which are achieved by a DSM
activity are then valued at the cost of controlling them by an alternative
method.

CEG further argued that the Board should not delay accepting the Cost-of-
Control approach for natural gas in order to wait until this methodology
is more broadly applied. The Board should take a leadership role, since
monetization of externalities in the gas sector will surely speed the
application of the Cost-of-Control approach to other fuels.

Energy Probe took the position that, since there is no market for
externalities, the accuracy of monetized externality values cannot be tested
and, therefore, cannot be considered reliable. Energy Probe stated that
because externality cost estimates are highly uncertain, they should be
given less weight than financial costs which are more certain. Moreover,
in its view, the Cost-of-Control approach would be difficult to apply to
CO, emissions which are not yet subject to government regulation.

A second problem Energy Probe identified arises from trying to internalize
only the cost of externalities for natural gas while ignoring the
environmental impacts that result from the use of competing fuels. It
would not be in the best interest of the environment to subsidize DSM
programs that will increase natural gas rates. In support of its argument,
Energy Probe quoted its witness, Dr. Ruff, who testified that: "...even if
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the price of gas is too low because it does not include all the
environmental impacts of gas production and use, it might be that the gas
price should be decreased even more ... if other, dirtier energy forms
cannot be priced to reflect their external environmental costs."

Consequently, Energy Probe recommended that the Board not try to
internalize externalities for natural gas at all until equal regulatory
treatment of less desirable fuel forms is assured. Energy Probe advised the
Board to recommend that the federal government establish economically
efficient, polluter-pay regulations, such as emission charges or tradeable
pollution permits, which incorporate the costs of externalities in the price
of all fuel forms. If the federal government fails to act quickly, according
to Energy Probe, these regulations should be implemented by the Ontario
government.

The City of Kitchener supported the Consensus Statement with one
exception. It would exclude those externality benefits that fall outside the
ambit of the utilities’ mandate or responsibilities.

Although OMAA agreed with the intent of the Consensus Statement, it
was not a party to the consensus. OMAA'’s position was that all relevant
external costs associated with the production, transportation and
consumption of natural gas should be taken into account. OMAA
expressed concern that social and some environmental externalities will be
given little weight in practice, unless there is a significant commitment of
resources to effectively evaluate the full range of externalitiecs. OMAA
was concerned that giving less weight to monetized externalities than
financial costs in the SCT could reduce the impact of the externalities on
the planning process.

OMAA stressed that the identification and valuation of externalities must
be comprehensive and accurate. Of particular concern is the issue of those
externalities which are difficult to quantify and monetize. In such
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instances, the qualitative treatment in the planning process must be
meaningful. OMAA submitted that its members should be consulted on
this matter, since they offer a unique expertise that can assist in this
process. OMAA also argued that justification should be provided for those
externalities which are not monetized.

Union submitted that, in order to take account of social and environmental
externalities, both the costs and benefits of supply-side and demand-side
options must be considered and given appropriate weight. It noted the
difficulties involved in trying to monetize externalities, and urged that
judgment be exercised when attempting to compare the value of monetized
externalities with economic costs determined by market transactions.

In Union’s view, monetized externality values should not be treated in an
equivalent manner with financial costs, since this could lead to adoption
of a DSM program which causes a rate increase that would not have
occurred had a less costly (in terms of real dollars) supply-side option been
chosen.

Union pointed out that care must be taken to avoid the monetization of
externalities in a way that makes gas appear less attractive than more
environmentally detrimental fuels. In its submission, the environmental
and other benefits resulting from the wise use of gas are far greater than
the benefits associated with attempting to reduce the use of gas.

BOARD FINDINGS

In general, the Board views the Consensus Statement as a reasonable
approach to the inclusion of externalities in the Societal Cost Test.
However, the Board finds it appropriate to make refinements to the
Consensus Statement to improve its effectiveness and ease of
implementation.
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The Board concurs with the Consensus Statement that, when dealing with
environmental externalities, a distinction should be made between
measuring and monetizing an externality. The Board believes that this
explicit distinction is necessary to ensure that the monetized value is
quantified appropriately. The derivation of the externality value should be
documented properly so that it can be readily understood by the Board and
other interested parties.

The Board notes that the preamble to the Consensus Statement focuses on
the use of this distinction for atmospheric emissions. However, the Board
expects that the distinction will be applied to the treatment of other
environmental externalities and to social externalities.

In the Board’s view, the first step when considering the measurement of
any externality is to determine the significance of the externality in a
qualitative manner. If the utility finds the externality to be significant,
then the utility is expected to attempt to measure its effect (e.g. quantity
of material emitted, change in water or air quality). Once the effect of the
externality is measured, the next step should be the measurement of its
impact (e.g. the damage to plant, animal and human health, the level of
improvement in habitat or biodiversity). When it is not possible to
measure the effect with sufficient precision for monetization, the
externality should be incorporated into the qualitative component of the
SCT.

The Board concurs with the Consensus Statement that all monetized
externalities should be derived from scientifically defensible data, i.e. data
that are valid and reliable. The Board also believes that, in order to apply
the SCT properly as a planning tool, the dollar values of monetized
externalities must be weighted equally with market-determined costs.

However, the Board is concerned that the SCT may be applied in an
overly restrictive manner, and reminds the utilities that this test is only the
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first screen for the inclusion of a program into the DSM portfolio. When
the utilities are deciding to include an externality in the SCT, the Board
expects them to determine whether its inclusion is warranted after
considering the trade-off between the limited quality of the data on which
the externality is based and the benefit of including its avoided costs in the
SCT. Ultimately, the question of whether or not an externality is included
in the SCT must be defensible at a rates case.

The Board accepts that the monetization of externalities for natural gas
utilities is a new field of endeavour with little direct or relevant experience
in other jurisdictions, and this creates uncertainty. Accordingly, the Board
concurs with the Consensus Statement that considerable judgement may be
required. To address this uncertainty, the Board expects the utilities to
conduct a sensitivity analysis for each monetized value for the SCT.
However, as the utilities gain experience with monetization, the Board
feels that the level of uncertainty, and therefore the need for the sensitivity
analyses, will decline.

The Board is concerned about the qualitative assessment recommended in
the Consensus Statement. It involves using two approaches to assess
externalities which are not compatible, since the results cannot be directly
summed to produce an overall net societal benefit. Moreover, the
Consensus Statement does not provide direction on how to calculate an
overall net societal benefit based on the two approaches. The Board
prefers an approach to qualitative assessment which includes all of the
significant costs and benefits of a DSM program and produces a non-
monetary conclusion for the overall net societal benefit.

When the utilities are monetizing externalities, the Board prefers that, at
this time, they use the Cost-of-Control method for calculating avoided
costs. This method relies on an indirect valuation of damages based on the
cost of compliance with existing regulations. It was endorsed by a number
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of parties during the hearing. The Board is of the view that this evaluation
technique provides a relatively direct approach to monetization.

The Board notes that the Cost-of-Control method works best for regulated
substances, but that it can be used for unregulated substances such as
carbon dioxide by assuming a target of control and estimating the cost of
compliance with that target. The Board believes that targets for emission
control are most appropriately set by government and urges that this be
done as soon as possible. However, the Board is prepared to accept
assumed targets for DSM planning purposes in the absence of government
regulation.

The Board views the use of the Cost-of-Control method as an interim
measure until Damage Costing can be done in a straightforward and cost-
effective manner. Damage Costing, which involves the calculation of the
actual damage costs to society in dollar terms, is considered by the Board
to provide a more accurate assessment of impacts. However, at present
this evaluation method is extremely complex and costly to implement. The
Board expects the utilities to keep apprised of developments on Damage
Costing in other jurisdictions, and to keep the Board informed of any such
developments at rates cases. A cooperative approach among the utilities
on these activities would help to minimize costs.
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ISSUE3 TREATMENT OF EXTERNALITIES
- CONSULTATION

As part of the discussion on externalities, the issues were raised as to
whether the utilities should employ a consultative process when
determining how externalities should be accounted for in their DSM plans,
and how such consultation should be achieved. One proposed alternative
was to form a working group to ensure that the affected parties have an
early opportunity to contribute to the development of DSM plans.

Among the matters proposed to be considered by a working group were:
which externalities should be included when defining avoided costs; what
values should be ascribed to these externalities; and whether participation
in the group should be funded, and if so, how should it be done.

Board Staff, CAESCO, Centra, CEG, CAC(O), Consumers Gas, Pollution
Probe, the City of Toronto and Union agreed to the following proposal in
the Consensus Statement on Issue 3.

Working Group Proposal
A working group with representation from each of the utilities and other

interested parties involved with DSM should report to the Board on a
recommended methodology for treatment of those externalities to be
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included in the LDCs’ respective Societal Cost Test. If possible the
Working Group will be convened prior to the DSM hearing. Its mandate
will be to achieve consensus on the methodology for identification,
measurement and monetization of externalities and the values themselves
where possible. The anticipated result will be to establish a common basis
for the LDCs to include monetized externalities as part of the DSM
program evaluation.

The Working Group will present its recommendations to the Board and
report its conclusions to the E.B.O. 169-1I interested parties.

Positions of the Parties

Board Staff argued that the proposed working group provides a means of
ensuring that the monetization of externalities is done in a consistent
manner for the three utilities, with input from interested parties. Board
Staff submitted that the Board should recommend how the utilities should
evaluate those externalities that cannot be monetized. The Board should
also establish a time frame, such as six months, within which the working
group should report its findings to the Board.

Board Staff concluded that funding would be required in order for
interested parties to participate effectively in the working group. It
submitted that early participation by interested parties is essential in order
to develop broad support for the monetized values in future proceedings.
Although Board Staff recognized that a larger group is potentially more
unwieldy, it argued that there should be no discrimination against groups
that may not have been active in the proceedings thus far.

CAESCO agreed that monetization of externalities should be researched
through the working group. CAESCO noted that ESCO programs achieve
their load-saving goals and reduce environmental externalities without the
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need for utilities to internalize any externality costs. This added benefit
should be factored into the utilities” DSM plans.

Centra suggested that the working group is more likely to succeed if it
develops, by agreement, its own specific objectives, work plan and
timetable. These should be filed with the Board, with an initial report to
be delivered within six months of the Board’s decision in Phase IIL
Discussions within an ad hoc working group initiated by Centra indicated
that the work plan would probably include: the identification of
externalities that should be considered in an IRP context; a survey of
approaches used in other jurisdictions; a review of relevant existing
studies; a determination of the preferred approaches to quantifying and
monetizing externalities; and a report of the working group’s
recommendations to the Board and the parties to E.B.O. 169.

Centra proposed that membership in the working group be open to any
party from the E.B.O. 169 proceedings, as well as to any other appropriate
interested party agreed to by the working group. Representation from the
Ontario Ministry of Environment and Energy should also be sought to
ensure the working group is kept apprised of relevant Ontario government
policy and on-going studies of particular relevance. Centra supported
funding of per diem and travel expenses, and suggested that "the group as
a whole should determine the extent to which expert assistance is required
and should jointly sponsor such assistance".

CEG stated that, while it prefers an informal approach, it is amenable to
the working group being structured by the Board. CEG recommended that
public interest group participation in the working group be funded. It
suggested that, in the absence of legislative change, it would be
appropriate to use the Board’s Cost Award Guidelines when funding such
participation. CEG recommended that the Board establish a reporting
deadline, such as the six-month time frame suggested by several parties.
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CAC(O) suggested that the Board should issue specific guidelines to the
working group, directing it to provide: the best current control costs for
emissions (other than carbon dioxide) arising from the use of natural gas;
a survey of the monetary values which have been proposed elsewhere for
the environmental effects of carbon dioxide emissions; a survey of the
levels of carbon tax which have been proposed in other jurisdictions; and,
an analysis of the reasons behind the wide range of values on these items.

Consumers Gas expressed the opinion that the working group’s results
would be produced most quickly and cost-effectively if an informal,
consultative approach were employed. Consumers Gas indicated that it is
prepared to fund the working group, provided the Board accepts these
costs as eligible for consideration as a cost of service.

In Consumers Gas’ view, original research or the extensive involvement
of external experts would not be necessary or desirable. If external
assistance is required, Consumers Gas agreed with Centra and Union that
the working group should collectively engage consultants who would work
on behalf of, and report to, the group as a whole. Consumers Gas also
proposed that the Board direct the three utilities to submit a draft budget
to the Board on behalf of the working group, after consultation with the
other working group members.

Consumers Gas urged the Board to direct the working group to produce a
status report within six months outlining recommendations for the Board
to consider and a timetable for further work or reports.

The City of Kitchener encouraged the Board to recognize the working
group’s role in compiling and organizing the literature on monetization and
determining the range of monetized values as evidenced by the literature.
However, it argued that the Board should not expect the working group to
reach a consensus on monetized values, and that task should be excluded
from the working group’s mandate. Moreover, the working group should
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not supplant the management decision-making role of the LDCs under
regulation.

The City of Kitchener also submitted that the working group’s membership
should be broad, but should also avoid duplication in the representation of
the environmental groups, customers and native peoples. These three
distinct interest groups should each be obliged to select a single
representative party to minimize costs and enhance consensus-building
while encompassing all views without prejudice.

OMAA saw the working group as useful and supported such aspects as
government representation, a six-month time frame, and a clear mandate.
OMAA recommended that the mandate of the working group should be
broadened to include the development of a methodology for the qualitative
treatment of non-monetized externalities. It also recommended that the
working group present its consensus and non-consensus positions at a
separate oral hearing before the Board.

OMAA stressed that the identification and valuation of externalities must
be accurate, particularly for those externalities which are difficult to
quantify and monetize. In such instances, the qualitative treatment in the
planning process must be meaningful. OMAA submitted that its members
should be consulted on this matter, since they offer a unique expertise
which can assist in the process.

Union recommended that the working group be limited to participants in
the E.B.O. 169 hearing, with the addition of a government representative
if desired. The group should be given a specific mandate to prepare a
timely report indicating the extent to which the parties agree on the
externalities to be considered, their measurable impacts, monetized values
and the methodologies to be employed. The working group should also
report on the extent of consensus within the group, but it should not be
expected to negotiate a consensus if one does not exist after the survey,
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assessment and discussion of methodology are completed. Union also
recommended that any consultants be retained by the group as a whole and
be paid for by the three LDCs. Union agreed with the City of Kitchener
that the mandate of the working group should not include the monetization
of externalities.

BOARD FINDINGS

The Board concurs with the Consensus Statement that the three utilities
should adopt a consistent approach to the identification, measurement, and
valuation of externalities. This approach should foster cooperation among
the utilities to develop a sound approach and should reduce the complexity
of the regulatory process.

To develop a consistent approach, the Board expects the utilities to form
a joint collaborative on externalities, and the review of qualitative
assessment methodologies employed in other jurisdictions in order to
recommend approaches to be used in the DSM planning process in Ontario
("the Collaborative"). The purposes of the Collaborative include those of
the working group identified in the Consensus Statement.

When the utilities are forming the Collaborative, the Board expects them
to seek representation which incorporates diverse perspectives (e.g.
residential, commercial and industrial customers, special interest groups
such as environmental and Aboriginal groups, and local and provincial
government representatives) in a balanced, manageable and non-duplicative
manner. Since the Collaborative is not a continuation of the E.B.O. 169-
III proceeding, the utilities are not automatically bound or limited to the
parties in these proceedings when selecting participants for the
Collaborative.

To ensure the effective participation by diverse groups, the Board expects
the utilities to provide funding in a manner consistent with the Board’s
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Cost Award Guidelines, but to consider the provision of financial
compensation, possibly in the form of honoraria, which respect the value
of the time being spent by employees and officers of the participants.
When the services of experts are required, they should be retained on
behalf of the group as a whole, rather than underwriting the costs of a
number of experts representing the individual participants. The Board also
suggests that the utilities consider the use of an independent facilitator to
ensure the smooth functioning of the Collaborative. The reasonableness
and prudence of the expenditures incurred by each utility will be tested at
the rates hearing as a cost of service issue.

The Board is concerned that having the Collaborative focus initially on
atmospheric emissions is too limited. It may lead to a lack of emphasis
on other externalities and to insufficient attention being applied to the
development of an appropriate approach to the qualitative assessments
required in Screens 1, 4 and 5 (refer to Issue 2).

The Board expects the mandate of the Collaborative to include the
preparation of a report that:

* identifies the range of Cost-of-Control costs being used in the SCT in
other jurisdictions for air emissions as well as other environmental and
social effects; explains the variance in the values used; and makes
recommendations, where possible, on the most appropriate costs to be
used in Ontario;

e carries out a survey of how non-regulated emissions and other effects
from natural gas use (e.g. CO, emissions and effects on communities)
currently are treated in the SCT in other jurisdictions, as well as
proposals for their treatment in the future; explains the rationale for
the approaches taken; and makes recommendations, where possible, on
the most appropriate approach for Ontario, including the values to be
assigned to the emissions and other effects;
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* identifies other externalities which are not included in the SCT in
other jurisdictions, but which should be included in Ontario; provides
the rationale for the inclusion of other externalities; and makes
recommendations, where possible, on the most appropriate approach
for their treatment, including the values which should be assigned to
them;

* reviews and assesses methods employed in Ontario and in other
jurisdictions which can be used for the qualitative assessments
required in Screens 1, 4, 5, and in the evaluation of portfolio
implementation strategies; and makes recommendations, where
possible, on acceptable approaches;

¢ identifies if and where there is a need to consider the unique
characteristics of each utility; and

» describes and assesses the process of consultation that was used for
the Collaborative.

The Board expects the members of the Collaborative to reach an
agreement on the terms of reference, the timetable, budget, funding and
work plan for the Collaborative and to report to the Board and the parties
on these initial matters by September 30, 1993. Once the work of the
Collaborative has been completed and the Board has received the final
report of the Collaborative, the Board will determine how to proceed
further. The Board encourages the Collaborative to strive to submit its
final report to the Board and the parties by February 28, 1994 in order that
the results can be incorporated in the examination of DSM plans for the
fiscal 1995 test years of the LDCs.

In the event that the above deadlines are found to be unrealistic, the Board
expects the utilities to make this known to the Board as soon as possible
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and, when doing so, to define the causes of delay and to jointly commit
to a revised timetable.

The Board’s endorsement of the consultative process is not limited to the
issue of externalities. While there is an urgent need to apply a consultative
effort to matters relating to externalities and qualitative assessment
methodologies, the potential advantages of consultation on DSM matters
extend beyond these issues.

The Board believes that formal ongoing consultation, of the type embodied
in the Collaborative on externalities, could be an effective approach to
addressing a number of DSM issues which are yet to be fully resolved.
However, to be effective, other consultative groups will likely need to be
formed to focus on specific issues, rather than creating an institutionalized,
general forum.
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ISSUE4 REGULATORY TREATMENT OF DSM

i cdmponent of IRP. Of specific concern is the question of whether the

, Tflis issue was included in the Demand-Side Issues List as:

INVESTMENTS - COST RECOVERY

The regulatory and accounting treatment of DSM investments is a critical
cojsts and the accounting treatment of demand-side investments should be
tréated consistently with those of supply-side investments.

How should investments in demand side options be treated for rate-
making purposes? Are the cost recovery mechanisms for demand
side options consistent with the accounting treatment of other utility
- expenditures?

In response to these questions, Board Staff, CAESCO, Centra, CEG,
C?\C(O), Consumers Gas, OMAA, Pollution Probe and Union agreed to
the following Consensus Statement on the ratemaking treatment of DSM
in%vestment. Energy Probe agreed with the opening paragraph, point 4 and
thfe last paragraph of the Consensus Statement on this issue.
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z " Consensus Statement

ven the basic assumption that DSM programs are desirable and should

ébe

2)

3)

4)

low that the matching of costs and benefits of DSM programs is
apfpropriate. There is also agreement that investment in demand-side
| 0p§tions should be treated consistently with investment in supply-side
0p§tions. In general, accounting treatment should be in accordance with
GAAP.

1)

undertaken by utilities, then there is consensus among the parties listed

DSM programs should be divided into capital investments and
operating expenses.

Capital investments would be those expenditures with longer term
benefits. The capital investment portion of the DSM program costs
should be treated in a similar manner as traditional rate base
components.

Expenditures with shorter term benefits (one year or less) should be
expensed. The utility should be allowed to recover the operating
expenses in the year in which they are incurred through the cost of’

service.

The amortization of capitalized expenditures should attempt to match
the expected benefits of the investment, with amortization over the
lifetime of the technologies or over the period of the benefits to be
realized. This method of cost recovery is consistent with the
accounting treatment of other utility expenditures. Where the energy
savings are realized over an uncertain or extended timeframe (e.g.
informational programs), or where the benefits to be realized are the
avoided costs of future supply-side options, the costs should be
recovered on a timely basis.
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5)  The utilities should establish a deferral or balancing account for DSM
operating, and if necessary, capital expenditures. The deferral
account would be used to accrue the difference between actual DSM
expenditures and forecast expenditures. The disposition of the balance
would occur in the next rate period. There would be a carrying cost
associated with the deferral account.

Tﬁere is agreement that due to the uncertainties surrounding any initial
D.;'iM program, the utilities should establish a deferral or balancing
acfcount for DSM (operating and/or capitalized) expenditures. This would
allow the utility the opportunity to recoup all of the costs incurred with
refspect to DSM program implementation, and would give the utility
greater flexibility to respond to a program’s success or failure.

If Ethe utilities did not have such a balancing account in place, they might
hcéve a disincentive to go over budget and spend additional resources on
a program, regardless of its success or penetration rate. Since DSM
in%vestments are non-traditional utility assets, they do not generate revenue,
argd therefore the utility would simply stop spending once it ran out of
re%sources. Therefore the use of a balancing account ensures continued
DSM program implementation and fewer lost opportunities. Any over- or
urider-spending would be reviewed by the Board during the rate case, and
thie Board would judge the prudency of the expenditures. The balancing
acf;count also has the additional advantage of lowering the utility’s new
risk with respect to investing in non-revenue generating assets.

Tkere was agreement that this type of deferral account was particularly
usieﬁd in the early phases of DSM implementation. Therefore, the parties
agreed that the deferral account may not be necessary in later years when
the utilities were more experienced with DSM programs and the expected
results; it was agreed that the necessity of a deferral account should be
refvisited or reviewed periodically in the individual utility rate cases.
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' What kind of expenditures should be considered DSM investments? |

Aéain, given the basic assumption that DSM programs are desirable and
shfould be treated in a manner consistent with supply-side options, any
DSM program costs that should be considered as investments (and
therefore eligible for rate base treatment) are those that are long-lived in
3 nciture and that have long-lived benefits. The basic principle behind the

cdpitalization and the amortization of DSM investments is to match
beéneﬁts and costs to the greatest extent possible. ~Any accounting
tréatment of program expenditures included in rate base should also be
caénsistent with GAAP.

Those expenditures to be considered investments should include: hardware
costs owned by the utility (such as high-efficiency gas equipment); and
customer incentive payments (rebates, low-interest loans).

Other expenditures that may be included in rate base may be programs
with costs of a "one-time" nature. The examples given were labour costs
with respect to DSM program development and implementation, or a
portion of overhead and administration costs. The guiding principle would
be consistent treatment of supply-side and demand-side costs. Any
expenditures of an ongoing nature would more properly be expensed.

The amortization period of capitalized expenditures should match the
u&eﬁd life of the asset or DSM program benefit. ~With respect to
informational programs (and other programs with uncertain, and hard to
at}‘ribute, benefits over an undefined period of time), those costs might be
mbre prudently recouped in a shorter time frame.

P{)sitions of the Parties

Bbwd Staff submitted that the three key factors to consider when assessing
th1s issue are the consistent treatment of demand-side and supply-side
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~ options, the ease of application and regulatory review, and the matching
- of costs and benefits.

Board Staff contended that the utilities’ concerns regarding the recovery

of DSM costs were legitimate and that resource selection would be biased

in favour of less risky investments.  Accordingly, Board Staff
~ recommended the use of deferral accounts for DSM operating and capital

expenditures in order to reduce the risk associated with investments in
non-revenue generating assets.

In the opinion of Board Staff, the use of deferral accounts would also
iniiprove the utilities’ ability to respond to variances in program
performance, and reduce the incentive to abandon programs once budgeted
funds run out. Early abandonment could result in lost opportunities and
cdnfusing market signals. Board Staff suggested that the need for deferral
accounts, and the prudence of the actual expenditures, would be tested
dliring the rates case proceedings.

In response to CAESCO’s suggestion that joint utility/ESCO programs
should be included in the deferral account, Board Staff argued that this
was inappropriate since such accounts were designed to protect the utility,
arid not a private enterprise, from the risk of not recovering costs.

Céntra believed that DSM capital expenditures are likely to be larger than
DSM operating expenditures. Consequently, capital investments should be
included in a deferral account to ensure that DSM development will not
be constrained unreasonably by cost considerations, and that utility and
consumer interests will be balanced in the event that DSM programs are
more successful than anticipated.

Centra submitted that its support for the use of a deferral account was not
inconsistent with its opposition to decoupling, (as discussed under Issue 6).
Centra agreed to the use of a deferral account, but it did not consider such
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accounts as a necessary prerequisite for the implementation of DSM. The
use of a deferral account would not, in Centra’s opinion, involve a major
regulatory change, nor would it lead to all the other disadvantages of
decoupling.

CAESCO recommended that joint utility/ESCO programs should be

- included in the deferral accounts with periodic rebates based on the

achieved load savings. This would remove the DSM financial risk from

; thé utility and permit it to earn a return on program funds.

C(fonsumers Gas submitted that the proposed cost recovery mechanism
wbuld ensure the equal treatment of demand-side and supply-side options
| arifd facilitate the implementation of large scale, cost-effective DSM
prbgrams. Consumers Gas also agreed with Board Staff that the proposal
wé;)uld provide utilities with greater flexibility when responding to a
p@gram’s success or failure.

§ Enélergy Probe argued that, in order to protect customers from possible rate
impacts due to the implementation of financially unsustainable programs,

DSM investments should be recovered from the proceeds of those
investments, and not from an authorized regulated return. Accordingly,
DSM should be a deregulated activity which is separate from the utility to
protect customers from the adverse rate impacts caused by unsuccessful

programs (see also Chapter 8). Energy Probe also contended that activities
which are not profitable should not be allowed into rate base, and that the
Board should disallow future DSM costs if the expected benefits do not
miaterialize.

Energy Probe recommended that subsidies should not be considered as
assets. If subsidized DSM is permitted, however, customer contributions
should be included as a separate item on customers’ bills.
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 While Energy Probe agreed with the prinCiple of equal accounting
uéatment of demand-side and supply-side investments, it argued that such

agreement should not be used to justify the equal treatment of unprofitable
and profitable investments for the purposes of including them in rate base

. or recovering their costs.

Energy Probe further submitted that the Board should treat monopoly

activities and naturally competitive activities differently. Since DSM

activities are not a monopoly, they do not require regulation to protect the
consumer or to allocate resources efficiently.

Tl%;le City of Kitchener considered the accounting treatment proposed in the
Consensus Statement to be a continuation of the current treatment of DSM
arfd NGV activities, except for the introduction of the deferral account. In
1ts view, the advantages of the deferral account had been established.

Uxilion supported the establishment of DSM deferral accounts to provide
equal treatment to demand-side and supply-side expenditures. For the
same reason, Union argued that demand-side "investments" must be
arhortized and included in rate base. In its opinion, a deferral account was
neécessary in order to reduce regulatory and forecasting risks.

In reply to Energy Probe’s submission that subsidies and unprofitable
in?vestments should not be allowed in rate base, Union argued that
pairticipant incentives were important for the success of Union’s DSM
programs, but that the cost of these incentives would be recovered from
the programs.

Union argued further that the LDCs have been promoting conservation,

and thus DSM, for a substantial period of time and, accordingly, there is
no reason to disallow these activities now.
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Union also disagreed with the position put forward by Energy Probe and

Pollution Probe that the Board should maintain the ability to disallow

future costs of a DSM program if the expected benefits do not materialize.
Union argued that to disallow an investment, the Board would have to find
that the utility acted imprudently at the time the investment was made, not
retrospectively after the program is in place.

BOARD FINDINGS

The Board endorses the positions put forward in the Consensus Statement.
It believes that, when considering DSM efforts, it is desirable to the degree
possible to maintain a consistent relationship between the treatment of
supply-side and demand-side costs.

The Board, therefore, also endorses the proposal in the Consensus
Statement that the costs of long-term DSM programs (i.e. those with a
duration of more than one year) be included in rate base and amortized
over the estimated useful life of the programs. This would match benefits
and costs in a manner consistent with the treatment of supply-side
investments. The costs that should be eligible for consideration for
inclusion in rate base include "hardware" costs; longer-term incentives,
rebates and loan costs; and associated labour, overhead and administrative
costs. The Board also supports the proposal that expenditures with shorter-
term benefits (one year or less) should be expensed and considered for
recovery through the cost of service in the year in which they are incurred.

The Board is cognizant that the success of new initiatives, such as DSM
efforts, is critically dependent on the initial use of information, attitude
development and "market" research efforts. The Board considers such

efforts to be a necessary preamble for an effective DSM plan.

The Board recognizes that information and associated programs incur costs
that are often difficult to associate with particular benefits, and may
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depend on variables that are difficult to forecast, such as the fevel-and
degree of customer acceptance. Thus, the Board feels it is appropriate to
consider broad-based DSM information and associated programs as a
s

[¢]

parate category of expenditure.

The Board, therefore, believes that prudent, broad-based information and
asfsociated programs should be considered for recovery as legitimate cost
of service items without requiring the identification of specified benefits
that will be obtained. The Board believes that, because of the pervasive
nafture of generic programs, such as information programs, the benefits that
will be generated will be difficult, if not impossible, to quantify. Such
px@ograms will, however, almost certainly have a beneficial impact. Thus,
future rates case panels will likely be prepared to consider prudent
ex;ipcnditures on generic programs to be justifiable costs of service, even
if %speciﬁc quantified benefits cannot be ascribed to them.

Given the fact that these broad-based programs will have inter-franchise
benefits, the Board expects that the utilities will coordinate and cooperate
when undertaking such programs.

Niotwithstanding the above, when information and marketing efforts are
sﬁeciﬁc to a particular DSM program, they should be accounted for as a
cost of that program, and justified on the basis of the program benefits that
are to be achieved.

The Board is aware that there will be greater uncertainty over the accuracy
of initial DSM forecasts due to the lack of experience in such matters. In
orz‘der to avoid exposing the utilities to undue risk, while assuring that
DSM is aggressively pursued, the Board endorses the use of deferral or
bélancing accounts as proposed in the Consensus Statement. The Board
aﬁticipates that as forecasting experience is gained the need for such
ac?counts will diminish.
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 When balancing accounts are utilized, the amounts accruing should attract
ca;rrying charges. While it remains for the rates case panels to define how
| such carrying charges should be calculated, the Board suggests that
ca?rrying charges for capital investments should be based on the average of
thjéir monthly averages and should earn the allowed rate of return on rate
base. The Board also suggests that expensed items should earn simple
initerest on the monthly opening balances at the utility’s authorized cost of

short-term debt.

- Given the current frequency of rates cases, the Board expects that the
~ amounts accruing in balancing accounts will be manageable and of only

minimal inter-generational concern. Should the interval between rates
cases be extended, interim measures to dispose of significant balancing
account balances should be considered.

|

Eé.ch of the major LDCs has Natural Gas for Vehicles ("NGV") programs.
Tl§1e Board considers NGV programs to be outside the scope of DSM as

cdrrently defined. Due to the scale and self-standing nature of these
- programs, the Board requires that they be kept separate and not
' incorporated into the utilities” DSM portfolios.
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ISSUE4 REGULATORY TREATMENT OF DSM
INVESTMENTS - DSM AS A NON-REGULATED
ACTIVITY

Energy Probe proposed a model which would separate DSM activities from
the regulated aspects of the utilities’ operations.

Pgbsitions of the Parties

Exé*lergy Probe submitted that the business of supplying DSM products is

| nci)t a natural monopoly, rather it is an inherently decentralized activity.
Itgrecommended a stand-alone, for-profit DSM business set up as a non-

regulated activity. In its view, stand-alone, for-profit businesses have
powerful internal incentives to successfully identify and implement
conservation investments. In addition, the issue of what investments
should be considered as DSM need not arise as a regulatory issue.

?

Energy Probe also submitted that the creation of a non-utility division for
~ DSM will ensure that investments in demand-side options are recovered

frfom the proceeds of those investments and will protect customers from

stsible rate impacts due to the implementation of financially

uxisustainable programs. Energy Probe recommended that the appropriate
way to internalize externalities is through the price system by emissions
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| taxes and tradeable emissions permits, rather than merely monetizing them
foir planning purposes.

B(E)ard Staff submitted that Energy Probe’s proposal should be rejected. In

; its;j view, the proposal would greatly increase the regulatory burden, as the

Bé)ard would have to examine the extent to which the utility’s resources

~ are devoted to non-regulatory activities.

Board Staff further submitted that Energy Probe’s position on cross-
subsidization is inconsistent. It noted that Energy Probe is vehemently

against allowing cross-subsidies between groups of utility customers and
- users of gas, but has no qualms regarding cross-subsidies from one utility

affiliate to another. Board Staff noted that the Board has traditionally

~ allowed some degree of cross-subsidization among gas users. In Board

Staff’s view, equity concerns with respect to DSM would be addressed by
a DSM portfolio containing a broad array of programs to be offered to all
classes of customers.

Fi%nally, Board Staff submitted that Energy Probe’s position is partly based
on the assumption that gas externalities are so small that it would be more
céstly for the Board to consider them explicitly than it would be to live!
with the effects. In the view of Board Staff, it is reasonable to believe that
e)itemality effects are probably large enough to warrant some market
intervention. It submitted that since a major component of IRP is the
consideration of externality values, there is a fundamental weakness in
Energy Probe’s position.

Consumers Gas submitted that the strict user-pay position taken by Energy
Probe is not consistent with the realities of today’s marketplace and, if
adopted, it would result in unwarranted constraints on the scope and
béneﬁts of societally cost-effective DSM programs. According to
Consumers Gas, adequate evidence has been brought before the Board to
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| and to provide a rationale for a balanced portfolio of utility DSM
- programs.

~ OMAA submitted that it is difficult to reconcile Energy Probe’s position
3 on this issue with its other positions. In OMAA’s opinion, it is unclear
- why the entrance of unregulated utility subsidiaries into the DSM
- marketplace would improve the functioning of that marketplace which,
| baised on Energy Probe’s evidence, is performing reasonably well.

Energy Probe replied that it agrees with the desirability of applying the
- same regulatory principles to the supply side and the demand side, but
~ insisted that the important logical distinction between the natural monopoly

j activities and naturally competitive activities not be blurred as a result. It
ndted that gas distribution services are a natural monopoly which must be
: regulated to protect consumers, whereas DSM services are not a monopoly,
~ natural or otherwise, and therefore do not require (or benefit from)
regulation to protect the consumer.

| Energy Probe submitted that the purpose of the regulation of DSM,
| adcording to Board Staff and the other endorsers of the Consensus
- Statement on Issue 4, is apparently not to be a "surrogate for competition"
| bljt to tax customers to pay for "socially desirable" DSM goods and
- services that they would not have otherwise purchased. This, Energy
- Probe noted, is based on an effort to use "planning to improve the ability
~ of market forces to allocate resources". It concluded that this sort of
- planning can destroy or diminish the ability of market forces to allocate
~ resources.

BOARD FINDINGS

The Board sees the creation of a separate DSM business as being
disruptive of, and likely to detract from, efforts to expedite the
development and implementation of DSM plans.
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The Board is also of the view that rather than simplifying the regulatory;

S€

process the formation of a DSM business would introduce regulatory
complexities. The allocation and monitoring of the utilities’ costs of
- supporting such businesses would be difficult, given that the line of
demarcation between utility operations and the non-utility business will be

s than precise due to the level of interplay between the two enterprises.

" The Board notes that the utilities have already demonstrated, to a limited
 de
~ as part of their utility operations. As a result, the Board does not concur

gree, that they can and have successfully pursued demand-side efforts

ith Energy Probe’s contention that such efforts need to reside in a
parate non-utility division.

e Board, therefore, concludes that the utilities’ DSM efforts should

operly remain as part of utility operations. Having now thoroughly

considered this matter, the Board expects that it will not have to revisit this
issue in future proceedings unless or until there is a marked change in

circumstances, or significant new evidence is brought forward.
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ISSUES ALLOCATION OF DSM COSTS

Given that costs will be incurred in the development and implementation

~ of DSM programs, a key question is how these costs should be allocated

arfxd recovered. Costs could be narrowly allocated to only those who
digrectly benefit from a DSM measure, be shared across the broader base
of a customer class, or be recovered from the ratepayers across the entire
utility system.

This issue was included in the Demand-Side Issues List as:

Who should pay for DSM programs? Should the principle of "user
 pay' apply to DSM programs?

T§v0 Consensus Statements were submitted on this issue. Board Staff,
CAESCO, Centra, CEG, CAC(O), Consumers Gas, OMAA, Pollution
Probe and Union agreed to the following Consensus Statement.
Consensus Statement 1

The issue of who should pay for DSM programs encompasses:

a) the appropriate level of contribution/incentives for participants at a

 program level; and
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~ b) the cost allocation of DSM program costs not recovered by the
Pérticipant Contributions and Utility Incentives

program should bear, to the extent possible, the direct financial burden of

pr@ograms (i.e. increasing net societal benefits). In determining the

- program after giving consideration to participant contributions.

It is desirable that participants who are the direct beneficiaries of a DSM

the program. Customer contributions should be sought where appropriate,
to mitigate program cost impacts on other ratepayers. Providing utility
incentives to customers will encourage participation by customers in DSM

appropriate level of contributions/incentives, several factors should be
considered. These factors would include the impacts of the
contributions/incentives on: non-participants, program cost-effectiveness,
alﬁility of special customer groups (e.g. low-income, renters, non-profit
oréganizations) to participate, potential for lost opportunities, and the
el?mination of market barriers that inhibit customer participation.

Tﬁe use of a DSM portfolio approach is appropriate, where financially
self-sustaining DSM programs would support DSM programs which are
not financially self-sustaining.

Cost Allocation

The allocation of DSM program costs not recovered from program
participants should recognize and be proportional to the distribution of
program benefits. These benefits may extend to the system as a whole.
Customers outside the target group who benefit as a result of program
irﬁplementation should bear a commensurate portion of the costs.

The Canadian Petroleum Association, Energy Probe and TWG Consulting
Inc. agreed to the following Consensus Statement.
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~ Consensus Statement 2

The principle of individual user-pay within the practical limits of cost
allocation should apply to DSM programs.

‘ Pésitions of the Parties

Board Staff submitted that it is appropriate to extend some portion of DSM
costs to the system as a whole, since all ratepayers will benefit from the
deferral of future supply-side options and the associated externality

- impacts. Demand-side and supply-side costs should be treated consistently
- for cost allocation purposes.

~ Board Staff suggested that incentives would increase participation and

attract specific customer groups that might not otherwise participate in
DSM programs. However, incentives should not be so high as to impair

the cost-effectiveness of the programs, nor should the utilities simply give

away DSM options. Conversely, contributions should be as high as
possible without deterring participation.

Board Staff pointed out that the Board has traditionally endorsed rates that
are cost-related rather than strictly cost-based, as long as the resulting rates
do not place an undue burden on any customer or customer class. Board
Staff further noted that the Board has also approved financially non-
sustaining distribution and transmission projects for public interest reasons.
Therefore, it submitted that some level of rate impact is acceptable, but in
no circumstance should it be greater than the rate impact that would have
resulted from the alternative supply option.

Board Staff submitted that, wherever possible, the costs of DSM should be
allocated according to the impact the program has on peak, seasonal or
aﬁnual costs. It recommended that the utilities be directed to analyze the

cést causality of DSM programs.
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' Board Staff also submitted that the appropriate level of cross-subsidization
shiould be at the utility’s and the Board’s discretion to be consistent with
1 the manner in which the Board currently evaluates supply-side options.
leie diversity and widespread application of DSM programs across all
c@stomer classes would help ensure overall equity, as there would be
reiatively few non-participants. The goal is to find the appropriate level
| oﬁ customer contribution or incentive to ensure that the benefits are
produced, while minimizing intra-class and inter-class subsidies.

CAESCO submitted that experience in the U.S. shows that cross-
- subsidization can become an issue and that the principle of user-pay should
bé followed. User-pay has always been the basis for ESCO/client
co;ntracts, where clients accept their current level of utility bills until the

DSM investment has been fully recovered by the ESCO or until the
cdntract expires.

Céntra maintained that the cost allocation principles used to allocate DSM
costs should be consistent with those used to allocate other expenditures.
However, the nature of certain DSM costs may warrant the development
of new cost allocation factors.

CEG submitted that customer DSM incentives in an imperfect market are
in accord with the "polluter-pay" principle and are, therefore, entirely
consistent with a broadly defined user-pay concept. In its view, those
customers who choose not to participate in DSM programs impose the
lafgest environmental costs on society and, therefore, should be paying the
largest part of the costs of the programs intended to mitigate or offset
some of the effects of their actions. It concluded that "the existing
situation is rife with cross-subsidy in the form of externalized
environmental insult".

Consumers Gas submitted that a strict user-pay approach, as recommended
by Energy Probe, is not consistent with the realities of today’s marketplace
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| and, if adopted, would unduly limit the scope and benefits of DSM;
? prbgrams. Consumers Gas further submitted that adequate evidence has
been brought before the Board to demonstrate the existence of significant
" market barriers to conservation, and to provide a rationale for a balanced
- portfolio of utility DSM programs.

: Eﬁergy Probe recommended following the principle of user-pay for DSM
- programs to ensure that the twin goals of equity and efficiency are

achieved. In its view, even without a fully arms-length relationship
between gas distribution and DSM services, significant benefits can be
achieved simply by the Board endorsing the broad principle of user-pay,
encouraging unsubsidized utility DSM services, and exercising some
vigilance to ensure fair cost allocation. Energy Probe noted that subsidies
to DSM, like subsidies to supply-side activities, create distorted price
signals and encourage inefficiency.

Energy Probe also submitted that "the question of whether society’s

support for the poor should be in the form of cash, or help with gas bills,
oﬁ help with weatherization and low-flow showerheads, or food, or
education is an important question of public policy, but not one ... which
should be answered by the LDCs or by this Board (although ... a
re@:ommendation by this Board to the Ontario government could certainly,
be appropriate)”. It concluded: "Much less should the socially preferredv
form of benefits be financed, in our view, from a tax or monopoly
surcharge on gas".

The City of Kitchener stated that some degree of subsidization within and
between classes has long been regarded as an acceptable way in which to
récover costs and that some subsidization of DSM costs should be
regarded as acceptable. It submitted that requiring a DSM portfolio to
have no rate impact would confine the burden of subsidization to those
who engage in DSM activities and that would tend to discourage
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~ participation in self-supporting programs by making these more expensive
~ than they would otherwise be.

| Tlfic City of Kitchener noted that incentives may be very difficult to justify,

and that incentives in the form of " giveaways" and "life-line" rates may be

- counter-productive in IRP terms. It submitted that the appropriateness of

any incentive must be determined on a program-by-program basis in rates
hearings. In addition, the Board should not allow the utilities to pass the

- costs of their DSM programs on to other utilities.

OMAA replied to Union that the use of financial incentives must be
combined with, and justified by, good program design, implementation,
measurement and evaluation. On the other hand, it submitted that large
financial incentives and "give-aways" are sometimes appropriate and
nécessary to accomplish socially cost-effective DSM. OMAA agreed with
Consumers Gas that Energy Probe’s position on user-pay is inconsistent
with the realities of the Ontario gas marketplace and that the adoption of
thiis position would pose an unwarranted constraint on socially cost-
effective DSM.

Union considered it inappropriate to overcome alleged market barriers by
"give-aways" or excessively large financial incentives. In Union’s
circumstances, these would lead to adverse rate impacts, undesirable
cross-subsidization and unfair competition with other suppliers of goods
and services. Union also rejected suggestions that such problems could be
overcome by providing "something for everyone”, and argued that this
approach would only exacerbate the problems, particularly given its
e)éisting base of DSM activities and its relatively low avoided costs.
Union further submitted that participation in a DSM program should be the
reSult of the customer’s "perception that something of value other than a
gift or bribe is being provided".
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" Union replied that CEG’s polluter-pay argument is flawed i that it]

assumes incorrectly that the use of gas has a net negative impact on

eriﬁssions, that current DSM program non-participants are inefficient gas
~ users and it also erroneously equates larger use with inefficient use.

' BOARD FINDINGS

Tﬁe Board endorses the positions put forth in Consensus Statement 1. The
Board has traditionally espoused cost-related rates that, to the degree
reasonably possible, reflect cost causality. The Board has, however, on
many occasions recognized that the public interest is better served by some
degree of cross-subsidization being allowed in particular circumstances, so
long as it does not reach undue levels.

Given the Board’s position on externalities (as set forth under Issue 3)
some level of subsidy is likely to be unavoidable. Based on this, the
Board is of the view that a strict adherence to user-pay principles as

; présented in Consensus Statement 2 would be inappropriate. However, the
' B(;)ard believes that the public interest will be best served when the direct

beneficiaries of a DSM program bear, to the greatest extent possible, the
direct financial burden of the program.

Since there will likely be an array of DSM program proposals, it is
impossible to formulate an appropriate set of criteria regarding cross-
subsidization that will cover all eventualities. As stated under Issue 2, the
Board has concluded that, when determining whether a cross-subsidy is
wérranted, factors such as the following should be considered:

* Wil the immediate impact on customer bills be excessive?

o Is it likely that customer bills will, in the longer term, be unaffected
- or reduced even if rates increase?

. Will the impact on certain groups, such as low-income customers, be

~ onerous?
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~ « | To what degree will the various stakeholders share in the benefits of

a particular DSM program?

e Will improvements in the security or overall cost of operating the

utility system create benefits beyond the first round impacts of the
DSM program?

o Will the long-term net societal benefits of the DSM program override

its immediate rate impacts?

o | Are the net societal benefits of such magnitude and importance as to

~ give priority to their attainment?

~+ Do opportunity costs demand prompt action?
~»  Will an important DSM program be left undone, or poorly done, if a

- ratepayer subsidy is not provided?

e - Will the inclusion of the DSM program contribute to a broader menu

of programs and thereby recognize the needs and perspectives of
groups such as low-income customers, Aboriginals and farmers, that
~ might otherwise be precluded from participating?

o Will the inclusion of the DSM program take advantage of synergies

among programs?

| The Board concurs with the use of a DSM portfolio approach where
financially self-sustaining DSM programs would support DSM programs
~ that are not financially self-sustaining.

" The Board considers it desirable that the portfolio of DSM programs be as
- broad as reasonably possible to allow as many customers as possible the

opportunity to participate and share in the benefits of DSM. The Board

| suggests that, when structuring their portfolios, the utilities take particular
- care that ratepayers such as those with low incomes are not discouraged

from participating.

| When appropriate opportunities arise, for example, if there is a potential
~ to significantly enhance penetration rates, consideration should be given to
- offering customer incentives. On such occasions the utility must be

H
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- utilities might cooperatively expand the role of the ESCOs by, for

prepared to present evidence substantiating that the incentive is justilied,
has been thoroughly researched and will not require undue levels of
subsidization from other ratepayers.

In the interests of fairness and competition, the Board believes that intra-
class subsidization should be held to a minimum. In this respect, it is
obvious that within each rate class there will be customers that have
already undertaken conservation measures on a voluntary basis, and at their
oﬂ}vn expense. On the other hand, these early practitioners have benefitted
by avoiding energy costs and thus have achieved some advantage. The
Board has considered "grandfathering" and has rejected it due to the
attendant administrative complexities. However, the Board would entertain
aﬁy further proposals as to how to deal fairly with and recognize those
who have already implemented conservation measures.

The Board sees value in disaggregating a DSM plan in order to more
effectively recognize peak, seasonal and annual cost impacts for the
allocation of demand and commodity charges. The Board further suggests
that industrial and large commercial customers be grouped separately from
sﬁlall gas users when analyzing DSM program development and delivery
mechanisms.

The Board encourages the utilities to make maximum use of energy goods
and services suppliers, including ESCOs, when designing and delivering
DSM programs. There appears to be littl<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>