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Thursday, January 31, 2013


--- On commencing at 9:31 a.m.

MS. CONBOY:  Good morning, everyone.  Please be seated.


The Board is sitting today in the matter of Board File No. EB-2012-0337, an application by Union Gas Limited pursuant to section 36(1) of the Ontario Energy Board Act for an order or orders approving the 2013 and 2014 large volume demand side management plan.


My name is Paula Conboy and I will be presiding over today's proceedings.  With me today is Marika Hare.


May I have appearances, please?

Appearances:


MR. SMITH:  Alex Smith, counsel for Union Gas.


MS. CONBOY:  Good morning, Mr. Smith.


MR. SMITH:  Good morning.


MR. WANLESS:  Cory Wanless, counsel for Environmental Defence.


MS. CONBOY:  Good morning, Mr. Wanless.


MR. FRANK:  Robert Frank, counsel for APPrO, and I am here with Mr. John Wolnik of Elenchus and Mr. John Beauchamp of my office, as well.


MS. CONBOY:  Good morning.


MS. DULLET:  Kim Dullet with the Canadian Manufacturers & Exporters, CME.


MS. CONBOY:  Good morning, Ms. Dullet.


MR. CRANE:  Mark Crane on behalf of IGUA.


MS. CONBOY:  Mr. Crane.


MR. POCH:  David Poch on behalf of Green Energy Coalition.


MS. CONBOY:  Good morning, Mr. Poch.


MR. MILLAR:  Good morning, Madam Chair, Ms. Hare.  Michael Millar, counsel to Board Staff, and I am joined by Josh Wasylyk.


MS. CONBOY:  Good morning.  I know, Mr. Millar, you canvassed the room to see if there were any preliminary matters before we got started.


MR. MILLAR:  Yes.  And best I can tell, there are none.  But, Mr. Smith, is there anything from Union?


MR. SMITH:  The only thing is we propose to lead some direct evidence that is responsive to the APPrO and GEC evidence that was filed after our evidence went in.


MS. CONBOY:  Thank you.


Well, I know we've been given -- parties have provided Staff with the areas they intend to address through cross-examination of each witness panel and their respective time estimates.


This is very helpful to us, but, as you know, we've got a limited amount of time for this hearing, so I encourage you all to not only stick to your time estimates, but, in the spirit of continuous improvement, let's where we can avoid any repetition and perhaps we can get done on time.


So we will proceed with swearing in the witness panel before examination in-chief.

UNION GAS LIMITED - PANEL 1


Tracy Lynch, Sworn

David MacEacheron, Sworn

Greg Tetreault, Sworn

MS. CONBOY:  Thank you very much.  Mr. Smith.


MR. SMITH:  Good morning, Panel.  As a preliminary matter, we have copies of the panel's résumés, which we propose to enter as Exhibit 1.


MR. MILLAR:  Thank you, Mr. Smith.  We have copies here for the panel.  There are three separate CVs, but I will mark them altogether as Exhibit K1.1.

EXHIBIT NO. K1.1:  CVS OF UNION WITNESS PANEL MEMBERS.

MS. CONBOY:  Thank you.

Examination In-Chief by Mr. Smith:


MR. SMITH:  I don't propose to go through these résumés in detail.  I will just ask the panel to introduce themselves and state their role at Union as it pertains to this hearing.


MR. MacEACHERON:  I'm David MacEacheron.  I'm manager of strategic industrial markets at Union Gas.


MS. LYNCH:  I'm Tracy Lynch, director energy conservation, strategy at Union Gas.


MR. TETREAULT:  Greg Tetreault, manager of rates and pricing at Union Gas.  I'm responsible for cost allocation and rate design.


MS. CONBOY:  Thank you.


MR. SMITH:  So I would like to take you through some of the evidence filed by APPrO and GEC after Union put in its evidence.


So I would like to first talk about the Navigant report.  Have you had a chance to review the Navigant report both as it was originally filed and as corrected and supplemented in APPrO's answers to undertakings?


MS. LYNCH:  Yes.


MR. TETREAULT:  Yes.


MR. SMITH:  Did you reconsider Union's application in light of the Navigant report?


MS. LYNCH:  Yes, I did consider the evidence put forward by APPrO.


MR. SMITH:  Did the Navigant report cause you to change your view of Union's application?


MS. LYNCH:  No.  The Navigant report actually reinforces my view that the need for these programs is -- have a very important role to play in the market.


MR. SMITH:  Can you tell me why it did that?


MS. LYNCH:  Yes.  If I could ask that we turn to -- it's a response to GEC's IR 35.  That is in Exhibit D5, page 38 of 38, and this would be the appendix that summarizes the survey results of Union Gas customers.


I would then ask if we could go to page 4.


MR. SMITH:  We will just wait until the Panel has the...


MS. CONBOY:  Thank you.  Sorry, the second reference was?


MS. LYNCH:  It's Exhibit D5.  It's page -- sorry, let me just make sure I get this.  It's response to interrogatory 35 from GEC.


MS. CONBOY:  Thank you.


MS. LYNCH:  Exhibit D5, and this it is appendix A, the survey results.


MS. CONBOY:  Thank you.


MS. LYNCH:  Page 4.


MR. SMITH:  And so this is the page that has at the top "questions 11 to 12"; is that correct?


MS. LYNCH:  Correct.  I would note that in the responses here to question 11, when asked about having the option to opt out of our programs and not contribute to the cost of DSM, 77 percent of respondents said, yes, they would like to opt out.


I would then note that when you go to question 12 and when they're asked about the option of not contributing to our program, but then having the requirement that they would invest the same amount of money into energy efficiency in their facilities and demonstrate those savings, 85 percent said no.


So 85 percent of respondents were not willing to commit that they would actually spend the same amount and verify the savings that they had under their energy efficiency plans within their facilities.


So through our program and having customers participate in that, we are indeed verifying and proving the savings we have for participation in programs, which is key to ensuring we're getting reliable savings from the efficiency programs that are in the market.


MR. SMITH:  Okay, thank you.


I would next ask you to turn to the Navigant report as originally filed on December 14th, and that's Exhibit C2.


And within that report, I would ask you to turn to page 9, which has the heading at the top of it "Summary and Conclusions", and I don't propose to take you through all of the summaries and conclusions.  We can read those for ourselves, but I would ask you to go to the bottom of the page, that last sentence that reads at the end, and I am quoting now:

"... most utility DSM initiatives are not designed to address the technologies and processes used in power generation."


And my question is simply:  Do you agree with that statement?


MR. MacEACHERON:  No, I do not.


MR. SMITH:  Can you tell me why?


MR. MacEACHERON:  Well, when we read that statement in their evidence and we asked an interrogatory to clarify that -- and I would turn to Exhibit D3, Union's interrogatory to APPrO, Exhibit D3, page 3 of 5 -- we asked the question:  Which of the DSM program elements set out in table at appendix A, tab 1, appendix B, page 8 -- and what that is, it references a slide that we presented at our customer consultation sessions in the summertime.  That slide depicted our program elements under our DSM program for large-volume customers.


And so we referred Navigant to that slide that depicted our program elements, and we asked them:  Which of these elements do not address the technologies and processes used in power generation?


And the response below is -- and I will take you to the second sentence:

"Navigant expects that there are very limited cost-effective opportunities to improve the efficiency of the generation process at gas-fired generation electric facilities, many of which are new state of the art facilities."


I disagree with that statement completely.  And I would turn to an interrogatory that we -- and I would turn you to Exhibit B5.6.  This is an interrogatory that Union asked of APPrO, and it is a three-page interrogatory and I would refer you to page 2 of that response to APPrO in that interrogatory.


And in (d), part (d), it says, referring to Exhibit A, tab 1, page 9 of 36, table 1:

"Union's DSM program involvement with gas-fired power generation customers has grown from --"


MS. CONBOY:  Sorry, I need a second to find it again.  I see you said B.  It is in Exhibit D?


MR. MacEACHERON:  B, B5.6.  Union's response to an APPrO interrogatory.


MS. CONBOY:  Okay.  Thank you.  Please go ahead.


MR. MacEACHERON:  And in that interrogatory, we were asked a very similar question about what can we do for power generation customers, and we respond in part (d):

"Union's DSM program involvement with gas-fired power generation customers has grown from two projects..."


And then turning to page 3:

"... in 2008..."


At the top of page 3:

"... to 25 projects in 2011."


Over that four-year period, we've saved -- together with our APPrO member companies -- have saved over 230 million metres cubed of natural gas, and that is roughly the equivalent of what 100,000 homes would burn in a year.


And so we have also provided in that interrogatory response a list of project applications, and you can see the list below.  There's 18 on that.  The list could be much bigger than that, but we boiled it down to those 18 applications.  And the first one you can see here is steam system upgrades, repair and maintenance, condenser optimization.  So you can see that there are a number of programs that we can deliver to power generation customers.


I would like to pause there for a second, because the notion created by the statement -- and Navigant repeats it more than once in their evidence -- that our programs don't fit with gas-fired power generators, I would like to clarify.


A gas-fired power generator takes natural gas and burns it in a gas turbine, and that produces electricity.  It turns a generator and produces electricity.  Roughly about 35 percent efficient.


They then capture the waste heat out of the -- from the exhaust of the turbine.  They put that into a waste heat recovery steam generator, and they make steam.  And they use that steam for one of two purposes.


One, to put it in a steam generator and make more electricity, and thereby increase the electrical output of the facility and with the same unit of energy.


Or they take that steam and they give it to a host site for steam application, typically an industrial site, commercial building, what have you.


So that steam portion of a gas-fired generator's plant is identical to any steam system, high-pressure steam system that you would find in a large-volume industrial plant.


If you would like, I would turn to now APPrO's evidence, C2, part (b) and this is evidence filed by Mr. Sean Russell, an APPrO member company, a gas-fired generator located in London, Ontario, Veresen.  So it is the very back.  It is the last two pages of APPrO's evidence.


And if you would go to the first full written page of Mr. Russell's evidence, and about two-thirds of the way down that page there is a paragraph that begins with:

"We are Self-Motivated to Seek Out Efficiencies"


And I'm just going to read one sentence from the middle part of that paragraph.  And it reads:

"...by reducing distribution system losses, we directly reduce the amount of steam that must be produced, subsequently reducing the amount of natural gas required for the process..."


In his evidence he confirms what most, if not all, of our industrials do every day, and that's work with their steam systems to try and improve their efficiencies.


On page 2 of his letter, he then cites two energy efficiency projects that Veresen undertook recently, first one being the condensate return line.  That is the -- that is the return line associated with a steam system.  And he also refers to new steam traps.  That is on page 2, the second page of his evidence.


Again, examples of energy efficiency activity undertaken by a power generator customer on their steam system, and that is what, I will submit, a bread-and-butter-type energy efficiency activity that we do every day with large-volume industrial customers.


MR. SMITH:  Thank you.


Can you give me any examples of conservation deficiencies, at power generation facilities in particular, that Union has helped customers address through DSM projects?


MR. MacEACHERON:  Yes.  I won't take you back to that last IR -- I'll save you from going through the evidence package -- but there was a list, if you can recall, of about 18 projects, and at the top of that list was steam systems projects, condensate line returns.


As I mentioned before, there are a number of projects.  And when we go into a power plant, some of them are -- are glaringly obvious, you might say.  We went in one power plant and we saw a steam leak.  And you not only hear -- see steam leaks on these high-pressure systems; you actually hear them too.  And we heard this steam leak, went over.  There was a thermal blanket covering the leak.  And we asked:  What's going on here?


He said:  Well, we're going to get to that.  We're going to get to that.


That is another perfect example of an energy efficiency opportunity within a large gas-fired power generator customer.


MR. SMITH:  Thank you.


I would like to go back to the Navigant study, and it's important to keep in mind, as we're flipping around, that there is the original Navigant study, and then that is supplemented by some corrections that appear in the IRs.


But what I would like to ask you now is:  Does the Navigant survey include any information from respondents that you believe is incorrect?


MR. MacEACHERON:  Yes.


MR. SMITH:  Can you please point us to that information and tell us why you think it is incorrect?


MR. MacEACHERON:  I would like you to turn to question 3 of the Navigant survey in Navigant's evidence -- or APPrO's evidence, C2, question 3.


I'm looking at page 16, page 16 of their survey.  And I'm not talking now about that their amended surveys, but they didn't change this question.  I'm actually in their evidence and looking at the survey in their evidence.


MR. SMITH:  So I take it you're referring to question 3 at the top of page 16, that table?


MR. MacEACHERON:  That's correct.  I'm referring to the table at the top of the page, column 6.  Well, backing up a bit this is a table that Navigant put together, based on the survey, which documents spending on energy management for the past three years by APPrO members.


Eight members reported to that table, and three projects in the far right column were identified, three projects identified as -- that were incentives received from Union Gas.  Then immediately to the left of that, under the "incentives received" column, is an amount of $29,667, implying that that is the amount of total incentives received over the past three years by these eight APPrO members.


And our records indicate that over that same time period, we have provided over $700,000 in incentives through our DSM program to APPrO member companies.  And we've executed or worked closely with those companies to put together 60 projects under our DSM program, and, again, with incentives totalling over $700,000.


I was concerned when I saw the $29,000, because I thought that really -- that doesn't represent the level of activity that we have undertaken with power generator customers, and I thought that should be corrected.


MR. SMITH:  So in order to reply to that evidence, you caused -- is it correct to say that you caused work to be done to look into that?


MR. MacEACHERON:  Oh, yes.


MR. SMITH:  Yes.  So if we may, I would like to put this document that has the title "DSM Savings" forward to be marked as an exhibit.


MR. MILLAR:  This is a chart?


MR. SMITH:  It is a chart, and in the top left-hand corner it says "DSM Savings".  It's two loose pages.


MR. MILLAR:  That will be Exhibit K1.2.


MR. SMITH:  So I don't propose to take the panel through this, but just so that the work that was done to come to those numbers is available so others can cross-examine on it.  The one thing I will say is can you just take us to that summary at the top of the first page and just briefly walk us through that?


MS. CONBOY:  Sorry, Mr. Smith.  Before we get to that, could we get an understanding of where these numbers are from?  I'm guessing that these are numbers that are not in Union's evidence at this point?


MR. SMITH:  That's correct.  This was, as I understand it, an analysis that was done subsequently and that was finished yesterday, I think.


MS. CONBOY:  Okay.  Was it filed yesterday?


MR. SMITH:  We provided it to APPrO yesterday and we're seeking to file it today.


MS. CONBOY:  Okay.  Are there any concerns?


MR. FRANK:  Well, we don't really understand what it is, so we're obviously concerned, and concerned about the timing of when it was delivered to us.


The APPrO evidence has been out for quite some time.  The interrogatories were answered quite a long time ago, and it's not clear to us why, on the eve of the hearing, we're receiving this without having had a chance to understand it, review it and be in a position to respond appropriately.


MS. CONBOY:  Thank you.  Mr. Smith?


MR. SMITH:  We apologize for getting it to APPrO later than we had hoped.  It just occurred to us that we would rather give them something to cross-examine on than nothing.


I don't intend to go through the evidence or lead on it, beyond having the witness talk about the summary.


MS. CONBOY:  Well, let's go through it and you can explain, explain what it is, and then we will deal with whether there are any resulting concerns.  Thank you.


MR. SMITH:  Thank you.


So can you just tell me what that -- the box at the top, "Summary", could you just take me through that and explain to me what it is?


MR. MacEACHERON:  It's a summary of the DSM projects that we have done with Veresen over the last three years, since 2009 - 2009, 2010, 2011 - and there is actually one 2012 project in there, as well.  Since Veresen filed evidence in this proceeding, we thought it appropriate to take a look at, Well, what work have we done with Veresen over the last three years?


And you can see in that summary table, in the blue, Veresen has completed 12 DSM projects with us and received a customer incentive totalling $340,000.  And through that activity, Veresen has saved over 118 million metres cubed of natural gas savings, significant savings, with a total resource cost of $17 million.


So we've had, I think, significant success with Veresen, a gas-fired power generator, working through our DSM program.  The pictures below simply illustrate the Veresen plant, and in this case Veresen sells steam to other buildings in the City of London and in Windsor at their Windsor facility.


That's why there is two pages.  One is Veresen's Windsor facility and the other page is their London District Energy facility.


So in the London District Energy facility example, you can see where -- and recall I talked about the steam system and how they take steam to generate more electricity than what they can with the turbine.  They also, in this case, take the steam and distribute it to end uses within the City of London and some major municipal customers, hospital, whatever, and other city buildings.


MS. HARE:  Mr. MacEacheron, just so I understand, are you using this as evidence to refute the response to question 3 in the Navigant survey?  Is that the purpose of this?


MR. MacEACHERON:  It does do that, as well, yes.


It illustrates that in the survey they identified $29,000 of incentives provided.  Here is one example of a customer who filed evidence in this proceeding, and we've given over $340,000 in incentives to that customer over the time period that they referred to in that table.


MS. HARE:  Thank you.


MR. SMITH:  Another way of putting it is it summarizes the answers that I expected to elicit in examination in-chief, but I thought that would be a little plodding, so we would summarize it.  But the basis of the evidence is Mr. MacEacheron's knowledge.


MS. HARE:  Thank you.


MS. CONBOY:  Thank you.  Do you have any questions?  Sorry, Mr. Frank.


MR. FRANK:  Well, I want to express some initial concern here.  The evidence purports to give information about Veresen -- it looks like two different Veresen plants.  Sorry, this exhibit.


The evidence that was filed by APPrO was by one of the subsidiaries of Veresen, London District Energy, not by Veresen, firstly.


And, secondly, this exhibit goes well beyond a summary of Union's information about what projects may have been undertaken and where incentives may have been made available, but also purports to describe the workings of the Veresen plants.


I don't think that's relevant, nor is it appropriate to be filing at this point in time, because I'm simply not in a position to go back and verify any of that.


It's a difficult enough task to even consider verifying the number of projects and the dollars outlined, let alone the figures with regard to savings or total resource cost.


Again, I am quite troubled by the fact of the timing and that this was delivered yesterday evening.  I do appreciate that it was delivered, but the timing is of significant concern and puts me in a very difficult, if not impossible, position to go back and get information to verify any of this.


MS. CONBOY:  Thank you.


MR. SMITH:  All I would say in response is that as I understand the schedule, we're not likely to be cross-examining until tomorrow.


And I would think there would be time to do some verification, and we assumed that the -- that the numbers put forward originally would be the best foot going forward, but we were a little surprised by the extent of the discrepancy.


MS. CONBOY:  Thank you, Mr. Smith.


[Board Panel confers]


MS. CONBOY:  I think at this point we appreciate that we may not get to the APPrO panel today.


However, we do take Mr. Frank's points about the timing and the complexity of the tables, and I think we're a little reluctant to allow these onto the record at this point in the proceeding.


We do recognize that the Navigant report is a sample of APPrO clients or APPrO members, and we also have the evidence of Mr. Russell from London District Energy, who says that they do undertake DSM activities and indeed are self-motivated, so we recognize that they will have some DSM activities themselves.


So I think your point is -- your point is made without the need for putting these on the record.  So I think we will leave them off the record for this proceeding.


MR. SMITH:  That sounds fine.  I would just ask that we have the opportunity to revisit the issue when we cross-examine.


MS. CONBOY:  Sorry, revisit the issue with these tables?  Or revisit the issue --


MR. SMITH:  With the tables, yes.


And I suppose I could simply read off the table in my cross-examination and say:  Can you verify whether or not this is the case or not?


As I say, that just seems sort of plodding to me, but I'm in the Board's hands.


MS. CONBOY:  Mr. Frank?


MR. FRANK:  Well, just to come back to a question that came from the Panel, this appears to be only tangentially relevant, at best, to purported refuting of what's in the Navigant report.  As the Panel has already noted, the report was really only -- well, not really -- was only a sampling.  That is number one.


And number two, parties had an opportunity to ask interrogatories.  It's just not clear to me why a document with this extent of evidence -- which is only partial and which would really need to be explored in some detail -- is appropriate to put into evidence and start putting to witnesses, particularly with such short notice.


MS. CONBOY:  Thank you.


MR. SMITH:  My understanding is that it's not unusual for such material to come relatively late.


The goal of presenting it is to be helpful.  I didn't want to present it for the first time in cross-examination.


My primary use for it is in cross-examination.  And I can simply cross-examine from the sheet, but I just thought it would be more helpful to do it this way, and to give others the opportunity to cross-examine our witnesses with the benefit in hand.


MS. CONBOY:  Thank you.  So you have -- you've made note of the efficiency of their DSM programs.  You will be able to cross-examine Mr. Russell tomorrow with respect to London District Energy's efficiency.


We will leave it to him tomorrow, to the extent that he can -- he's willing to answer questions about the exact numbers that you have.


MR. SMITH:  Okay.  That's fine.


MS. CONBOY:  Okay?  Thank you.


MR. SMITH:  Thank you.


So moving on --


MS. CONBOY:  Sorry, before we get going, Mr. Millar, could we take this off as an exhibit, please?


MR. MILLAR:  Yes.  Let's consider that struck.


MS. CONBOY:  Thank you.


MR. SMITH:  So moving on to the Veresen evidence, or the Veresen -- the history with Veresen -- let's put it that way -- can you give me -- well, I won't ask you about examples of DSM projects that Union has provided to Veresen.


I will ask you if you formed a view of what Veresen thought of the DSM program.


MR. MacEACHERON:  Yes.


MR. SMITH:  And can you tell me what that view was that you formed?


MR. MacEACHERON:  Well, Mr. Russell's evidence confirms that energy efficiency activities that are accommodated by our DSM program are and have been undertaken at their gas-fired generation facility in London, and that our program is -- is relevant to what they do from an energy efficiency perspective.


And I cited earlier a sentence from his evidence, where he refers to reducing steam reduces natural gas consumption at their plant, and it is indeed an energy efficiency measure that we would, working with Veresen, look very seriously at if we were working with them on energy efficiency.


And then he, again, cites two projects in his evidence that are steam-related and are very applicable to the program elements that I referred to earlier on a slide deck that we used in our customer consultations earlier in 2011.


MR. SMITH:  And at this point, we have a letter which has been provided to Veresen -- again, yesterday -- and that was filed, I believe, in the comments on the DSM guidelines.


And I would like to put it forward to possibly be marked as an exhibit.


MR. MILLAR:  K1.2, that is the letter dated October 11th, 2011.

EXHIBIT NO. K1.2:  Letter dated October 11, 2011.

MS. CONBOY:  Mr. Smith, while that is being circulated, can you give me an estimate, please, on your time for the rest of your examination?  Remembering you will have an opportunity for redirect.


MR. SMITH:  Certainly.  I would think five to 10 minutes.


MS. CONBOY:  Thank you.  So we will try to make it five, eh?


MR. SMITH:  Indeed.


MS. CONBOY:  Sorry.  So this is -- these were submissions in the consultation for the DSM guidelines?


MR. SMITH:  Yes.


MS. CONBOY:  Thank you.


I assume there is no issue there, Mr. Frank?  It's already on the record.


MR. FRANK:  No issue.


MR. SMITH:  The letter speaks for itself.  I won't take you through it at this point.


MS. CONBOY:  Thank you.


MR. SMITH:  I would like to move on to GEC, and these other two storyboards which we have asked to be marked as exhibits, as well.


And perhaps it would be helpful for me to say at this point that the storyboard on the right simply excerpts certain tables that are in our evidence.


And the storyboard on the left is a tool generated by the panel in order to respond to the GEC evidence, and it's basically an abstraction of evidence in the application.


MR. MILLAR:  Madam Chair, I propose we mark those as a single exhibit.  So this will be "plan elements/plan proposal --" I guess it is not a diagram, but exhibit.  K1.3.

EXHIBIT NO. K1.3:  Plan elements/plan proposal.

MS. CONBOY:  Thank you.  And you've got hard copies, I hope?


MR. MILLAR:  Yes.


MR. SMITH:  We do.


MR. MILLAR:  They're being brought to you right now.


MS. CONBOY:  Thank you.


MS. CONBOY:  Mr. Poch, is there any concern here?  This appears to be evidence that is already on the record.


MR. POCH:  My only concern is I have yet to receive a copy and I can't read it from here, so if you would be so kind as to give me just one minute and I will have a glance.


MS. CONBOY:  Thank you.  And I think somebody is putting it up on the screen.  It's not just... it should be...


MR. POCH:  Yeah, we're seeing a fraction of it on the screen.


I'm sorry, did I understand all of this is already in your prefiled and you are just accumulating it in one place?  Then of course I have no objection if that is the case.


MS. CONBOY:  Ms. Hare has two copies of the same paper.


MR. POCH:  Madam Chair, counsel for the applicant has just confirmed it is all on the record in this proceeding in their prefiled, in which case I'm not going to have any concern.


MS. CONBOY:  Thank you, Mr. Poch.


Mr. Smith?


MR. SMITH:  All right.  So my question is simply:  Have you reviewed GEC's Exhibit C1 --


MS. LYNCH:  Yes.


MR. SMITH:  -- the report?  And can you tell me, in general, what your impression is of that report?


MS. LYNCH:  In general, the evidence that GEC has submitted supports the program that we put forward, with a few tweaks to the program design and the score card that we proposed.


And this schematic -- so the schematic is really to show the interrelationship between the components of the plan.  So GEC has put some proposals forward with a simplistic view of how they may, in fact, be put into place within our plan.


And what I wanted to demonstrate here is that if you look at something like the program design -- and I will take an example of moving to a two-year program as opposed to the one year that we've proposed.  It would cause a change to the program design.  It would cause a change to the time line that would need to happen with how we're providing incentives to our customers.


It would then, in effect, have an impact on the score card and how the targets would need to be established within there, which could also impact the budget, as it set out the timing of which some of the spending would happen, also potentially the timing in which we would earn an incentive related to this score card, which could, in fact, cause a larger deferral issue in the second year of the plan, which is something that we've really tried to avoid.  It is something that has caused some challenges for us in the past and something that we have really tried to make sure we have taken into account and have taken into account in the plan that we put forward here.


So, really, it is just the demonstration that one change can have -- there's a lot of interdependencies, and we need to take into account what all of those interdependencies would be in looking at that.


And each of the arrows on the diagram is really to demonstrate that, you know, you change one point here, you have to take into account the other pieces.


MR. SMITH:  Okay, thank you.


And just so it is clear on the record, can I just ask:  It is the panel's evidence, as I understand it, your oral evidence, that the DSM savings reflected in the table in answer to question 3 in the Navigant report are significantly understated; is that correct?


MR. MacEACHERON:  Yes, that's correct.


MR. SMITH:  Thank you.  Do you adopt all of the evidence in the application?


MS. LYNCH:  Yes.


MR. SMITH:  Those are my questions.  Thank you.


MS. CONBOY:  Thank you very much.  I think, Mr. Poch, you are first at bat.


MR. POCH:  I volunteered to go first, and I spoke to most of my colleagues and I think there is general agreement that might make some sense, since I will probably have the most comprehensive cross of the group, or far-ranging, anyway.  Whether it is comprehensive or not is another story.


MS. CONBOY:  I am sure it will be.

Cross-Examination by Mr. Poch:

MR. POCH:  Madam Chair, I did -- Board Staff asked people to list the topics they wanted to cross on.  Everybody got my e-mail on that, but I have had that printed out for you in the sequence that I will actually cover it, just so you can follow along, and it is just -- for the benefit of my friends, it is just the list of the topics I sent by e-mail.


MS. CONBOY:  I am not sure we need an exhibit number for the outline.


MR. POCH:  No, I don't think we do.


MS. CONBOY:  Unless you prefer to have one, but certainly for the cross-examination references.


MR. POCH:  Yes.  We have prepared a booklet with some 30-odd excerpts, all from the record, but it might be convenient for reference to give it an exhibit number.


MS. CONBOY:  Thank you.  Mr. Millar.


MR. MILLAR:  Yes, Madam Chair.  Exhibit K1.4, GEC cross-examination references.

EXHIBIT NO. K1.4:  GEC CROSS-EXAMINATION REFERENCES.

MS. CONBOY:  Thank you.


MR. POCH:  Panel, just for the sake of I think one member who may not have met me in the past, I represent the Green Energy Coalition, which is a coalition of environmental groups who are active on conservation issues.


I would like to start with how you're proposing to treat this T1, the new T1, if you will, which is the old T1 less the new T2 and Rate 100 customers.


This sort of large volume -- I'm going to call it a rump group, no disrespect.  I take it there would be 39, roughly 39, customers in that group?


MR. MacEACHERON:  That's correct.


MR. POCH:  All right.  And you're proposing that they have a separate budget and score card for those 39 customers; correct?


MS. LYNCH:  It would be a separate budget, and they would be included in the score card that we proposed.


MR. POCH:  They would have a distinct line in the score card, that is?


MS. LYNCH:  They have a distinct line; that is correct.


MR. POCH:  Okay.  If you could turn to page 2 of the materials, Exhibit K1.4, you can see where I have highlighted there.  You've said that these T1 customers -- the approach has been successful in driving projects for these customers historically and is consistent with the DSM program structure in Union's bundled contract rate classes that serve other similarly sized customers.


So I take it there you're just noting that -- you're taking the same approach with this group of customers as you do for your other C&I customers who just happen to be buns as opposed to T service?


MS. LYNCH:  That is correct.


MR. POCH:  Okay.  If you go to page 3, Exhibit B2.2, we've noted there your response:

"The new T1 customers however will receive the same program offerings in 2013 as similar type customers in other rate classes."


So I just want to confirm, then.  That is these T1 customers would get basically the same programs as the industrial customers that are from other rate classes that are in the resource acquisition portion of your score cards?


MS. LYNCH:  That is correct.


MR. POCH:  Okay.  And so despite these similarities, Mr. Neme in his evidence has pointed out that the T1 budget would now end up being treated more restrictively for these T customers, rather than the bundled customers, who are otherwise similar, as you've indicated, in size and for the same programs.


He summarized the proposed -- the flexibility you're left with, in terms of budgeting, in his evidence.  I apologize, I didn't reproduce this portion.  It is footnote 2 on page 2 of his evidence, C1.


In short, mathematically, you're going to have about 45 percent as much flexibility for the T1 budget as you would for the other similar industrial customers that are in the resource acquisition score card.


Does that accord with your understanding?  I don't think we have to worry about the significant digits, but is that ballpark?


[Witness panel confers]


MS. LYNCH:  The T2 -- the T1 customers would follow the same budget restrictions that we had put in through the 2012 settlement.


MR. POCH:  All right.  Well, I'm just saying, just to compare these two groups of customers who are otherwise similar, as you've indicated, the effect is this new small -- remaining small large volume customers, if you will, you've taken this group that has, I understand, volumes that are on average 94 percent of the T2 customer volumes.  They're left because you've hived off T2 and Rate 100.  They're the really large ones.


This remaining group are very similar to your other industrial customers that weren't treated as very large customers in the past.  And I'm just contrasting these two similar groups in terms of what we're left with in terms of your budget flexibility.  And do you agree, ballpark, that you will have about 45 percent as much flexibility for this T1 group, this new rump group, as you would for treating their sister companies, if you will, that are under the resource acquisition score card?


MS. LYNCH:  I would agree that there is less flexibility.


MR. POCH:  We won't dwell on the numbers.


But just to -- if you turn to page 4 of the materials, you did provide some indication there that the DSMVA, potential DSMVA overspend -- this is a group that still has -- there is still a DSMVA associated with T1.  I know you proposed to eliminate it for T2 and Rate 100, but for T1 you still have the DSMVA; correct?


MS. LYNCH:  We still have the ability to overspend by 15 percent.


MR. POCH:  Yes, correct.


You have indicated there, looking at the lower reference first, that in 2012 through that mechanism you could have -- you could spend, in addition to the amount budgeted, up to 0.786 million, but that now it will be 0.255 million; correct?


MS. LYNCH:  Correct.


MR. POCH:  Okay.  And if you took these similarly-sized and same program customers from T1 and grouped them into the resource acquisition scorecard, I take it that that would improve your budgeting flexibility, and obviously it's going to treat like customers alike.


Would that present -- what difficulties does that present for you?


MS. LYNCH:  Currently, we have a settlement in place for the resource acquisition scorecard, as well as our other two scorecards.


So it would be a challenge of what the implications would be of moving that budget amount.


MR. POCH:  Well, what if we simply took your proposed scorecard volumes and budgets and simply merged them?  It could be that simple, could it not?


MS. LYNCH:  We'd have to just look at what the -- moving the portfolio costs and everything like that associated with the change.


MR. POCH:  You've identified -- you have broken out those portfolio costs, that share that that customer class pays toward your portfolio costs.


Again, we could just combine them into one number instead of the two separate numbers, just simply add them together; correct?


MS. LYNCH:  We could.


MR. POCH:  Okay.  I'm wondering if we can get an undertaking, Madam Chair, that Union produce a new scorecard, which would reflect that merger.


MS. CONBOY:  Mr. Smith?


MR. SMITH:  Yes, you can have that undertaking.


MS. CONBOY:  Thank you.


MR. MILLAR:  J1.1.
UNDERTAKING NO. J1.1:  to PRODUCE NEW SCORECARD TO REFLECT GROUPING.

MR. POCH:  Thank you.


Moving on to the next topic, this is your proposed elimination of the DSMVA for this new very large customer, the T2 Rate 100 group.


Mr. Neme, in his evidence -- again I haven't reproduced this, but for the reference, it's at C1, page 11 -- has pointed out that in the -- in 2011, the DSMVA impact on rates for large customers was 172 percent of the budgeted DSM rate impact, or the rate impact from the budgeted DSM spend.


And I understand that the associated allocation of SSM compounded that impact, and in page -- you can see that if you turn to page 5 of our evidence or bundle here, Exhibit B6.2.


You can see the -- in the -- column A is the budget, DSM in rates, and you can see the rather large numbers.


For example, for T1 in 2011, the SSM was quite large, as was the DSMVA compared to the original budgeted amount, a large swing.  And I just want you to confirm that this was a big concern for those customer groups, this unforecast, non-forecast impact on rates through the deferral accounts, prior to the Board's guidelines and the settlement in 2012.


MR. MacEACHERON:  Yes, I can confirm that the deferrals from 2011 related to our DSM program was a significant concern of our large-volume customers.


I personally delivered the message to most of the largest ones; I can speak to their concern firsthand.


MR. POCH:  Okay.  I will take your word for that.  I won't make you relive it.


But that did precipitate a number of responses, both from the Board, hearing from those customers in its DSM guidelines, and from the company, with the agreement of intervenors in the context of the 2012 settlement that addressed some of those things.


I just want you to list them for you and get you to confirm.


First of all, we've moved away from TRC allocation of shareholder incentive, which tended to saddle industrial customers with a lot of SSM because the industrial programs have such a high TRC ratio for program spend and for volumes; is that correct?


MS. LYNCH:  Yes.  Because they would receive the largest benefits under the previous allocation, they would have received the largest portion of the SSM incentive payment.


MR. POCH:  Sure.  But by moving away from TRC as the allocator for your shareholder incentive and for TRC-based shareholder incentive, we've mitigated that disproportionate imposition of SSM on that customer group to some extent; correct?


MS. LYNCH:  Yes.  It is a significant change in how is now allocated.


MR. POCH:  Right.  There has been a capping of cross-rate class shifts of budget; correct?


MS. LYNCH:  Correct.


MR. POCH:  And you used to have more flexibility in the past.  You could chase the savings where you found them, where you got your best bang for your program buck to enhance your shareholder incentive, and it was a rational thing for you to do.


And to control that, getting a budget for residential but spending it on the industrials and surprising them at the end with a big LRAM SSM DSMVA, that's now been constrained by this cap on shifts across -- between rate classes?  That's been agreed to?


MS. LYNCH:  Yes, in that previously we had one target that we were going towards, a TRC target that would be a result of all programs that we offered, whereas now we're going by scorecard.  So that limits the amount of incentive that is tied to each scorecard, based on budget that would be attributed to each program.


MR. POCH:  Okay.  Both your program budget and then your available incentive is confined by rate class?


MS. LYNCH:  Correct.


MR. POCH:  Okay.  And just to be clear, there is an explicit cap in the agreements that have been made -- and this has been the case with Enbridge, as well -- on industrial rate class budgets, including the potential DSMVA.  That was the case in 2012.


All parties were able to agree to that, and the Board accepted that?


MS. LYNCH:  Correct.


MR. POCH:  Okay.  And you used to be able to take the 15 percent potential of the DSMVA for overspend, and it was 15 percent of your entire budget, all classes, all rate classes, and you could use it all to go to do extra work in the industrial sector.


And you can no longer do that under the agreements thus far, the 2012 agreement?


MS. LYNCH:  Correct.


MR. POCH:  Right.  And as a result of all of that, the LRAM volatility is contained too, because if you can't go crazy on the industrials in any given year beyond what you forecast, then they're not going to be visited with a disproportionate LRAM variance at the end of the day either.


So we've constrained that, as well, as a by-product?


MS. LYNCH:  Correct.


MR. POCH:  Correct?  Okay.


So would you agree, in summary, you quite fairly aggressively responded or agreed to responses that fairly dramatically and quite effectively address the concern that was brought to the Board's attention by that -- these customers in recent years?  About rate volatility, rate impact?


MR. MacEACHERON:  Yes, that's correct.


MR. POCH:  Okay.


MR. MacEACHERON:  In our customer presentation, the focus group sessions -- and you can find it in evidence --


MR. POCH:  I don't --


MR. MacEACHERON:  Well, never mind.  It's in the -- we have copies of the PowerPoint slides.


And we made a point of communicating that message to our large-volume customers, that:  Hey, the program has been fixed going forward, and the surprise that you received from 2011 activity is not going to happen in the future.


MR. POCH:  Okay.  Nevertheless, in this proceeding, you've proposed to drop the DSMVA capability with respect to this one rate class, the T2 Rate 100 customers.


So first of all, can we agree that the simple -- the immediate impact of that is that your potential budget for that group is reduced by 15 percent to -- compared to what it otherwise could be?


MS. LYNCH:  Yes.  By removing the overspend ability, we're removing the 15 percent.


MR. POCH:  And this is, from a -- stepping back from a societal perspective, industrial customers are where we're getting a huge amount of savings and the best bang for the buck?


MS. LYNCH:  Historically, our most cost-effective savings are in the residential market.


MR. POCH:  Are in the residential market?


MS. LYNCH:  Sorry, in the industrial market.


[Laughter]


MR. POCH:  Yeah.  And the largest available savings?


MS. LYNCH:  Correct.


MR. POCH:  So if you're getting close to your -- what you've proposed to chase in that market, and your budget, you no longer have a reserve to draw on to exceed your budgeted spend and achievement?


MS. LYNCH:  We do still have the ability to move the 500,000 between --


MR. POCH:  Just amidst industrial customers, between industrial customers, but you would be stealing from Peter to pay Paul?


MS. LYNCH:  It would be moving from T1 to T2 or Rate 100, or any combination.


MR. POCH:  It wouldn't expand your budget.  You could just reallocate to that extent within the industrial groups; correct?


MS. LYNCH:  Correct, if we felt the opportunity was there.


MR. POCH:  All right.  So if we look at page 6 of our materials, one of the outcomes of this is, if we look at your score card, you're proposing the upper band for that group no longer be at 125 percent of your central target; it be at 110 percent.


It is no coincidence, I take it, that the difference between 125 and 110 is 15 percent.  It is in response so to the fact you don't have a DSMVA available to go after that exceedance?


MS. LYNCH:  Because we don't have the 15 percent overspend, we looked at the score card, and achieving a 10 percent increase in savings with the existing budget is a significant stretch.


So we determined that 110 was appropriate.


MR. POCH:  You're using the 125 percent for everybody else, and I understand Enbridge does the same; correct?  That's been agreed upon as a reasonable benchmark by all parties in settlements and accepted by the Board for everyone else?


MS. LYNCH:  Correct, for the other ones that have a 15 percent overspend capability.


MR. POCH:  In the past - I think we have already addressed this - you have obviously accessed the DSMVA for industrial customers fairly regularly.


So can we agree that the net effect is that, by dropping DSMVA, we can reasonably expect that your savings from that customer sector is going to be reduced accordingly?


MS. LYNCH:  I just want to clarify we're not dropping the DSMVA.  That stands.  It is the overspend that we are taking away from this customer group.


MR. POCH:  Of course.  If you don't spend your budget, you have to return it.  I'm just talking about the overspend potential, the 15 percent.  I'm using shorthand.  Please let the record show that.


By dropping that 15 percent overspend potential for this rate class, we would -- the net effect is we can -- I think as you've in effect acknowledged in your score card, you're projecting it would be much harder to achieve savings.  You're projecting your efforts will be less likely to get savings?


MS. LYNCH:  I don't know that our efforts are less likely to get savings.  We have less money available to pursue additional savings.


MR. POCH:  You can make less effort because you simply have less cash to make effort with; is that fair?  I'm not suggesting efforts you do make will be any less sincere.


MS. LYNCH:  Can you just repeat your question?


MR. POCH:  There is less resource available to you to aim at that market if you're doing well.  So you're predicting -- your score card is in effect consistent with the prediction that you are less likely to show excellent performance in that particular customer segment.  You are less likely to exceed your target?


MS. LYNCH:  I would say we're still as likely to exceed our target, and our target in this market is an exceptionally high target.  If you look at 2012, it was 1 billion m3.


So putting a stretch even on that of 10 percent is a significant stretch.


MR. POCH:  No.  I'm not suggesting it is not going to take any less effort to exceed your target.  I'm suggesting if you are in the position, as you have been in many recent years, of being able to exceed your target, having opportunities to exceed your target, because of this lack of resource, you're saying it is less likely that you will get extra -- as much extra savings as you would have in the past.


You have, therefore, lowered your upper band accordingly?


MS. LYNCH:  Yes.  We reflected the change to the upper band to reflect the fact that we don't have the 15 percent.


MR. POCH:  All right.


Now, I think we've already identified that you've done this in response to a concern about rate certainty and volatility that you heard from the industrial customers.  We went through already all of the things you have already done.


Is there any other reason that you've taken away this 15 percent?


MS. LYNCH:  Yes.  The other reason that we looked at was, under our direct access program structure, we are proposing that we would be telling customers at the start of the year what their incentive amount is.


They would have the ability to spend that.  It's the certainty of amount that they would have, and then the amount that would go into ultimately an aggregate pool if they didn't spend it would be there.


So it's -- it's giving more certainty to the program itself versus if you didn't know whether you would have a 15 -- the 15 percent, you didn't know when you would potentially hit your target.  It would be more challenging to be able to allocate that 15 percent.


MR. POCH:  All right.  We will come to this in a minute, Mr. Neme's suggestion that you move to a two-year period for this direct access program.


I will give you a chance to address those issues in a minute, so don't feel you need to shove everything into your answer right now, but just on this narrow point about the ability to utilize the 15 percent and manage it in a way.


If we did go to a two-year period and if we did increase the tail part of that period, after you get your plans from your T2 Rate 100 customers and you're into the implementation phase, if we increase the number of months there, that is the period when you would take any unallocated funds and reallocate them amongst projects in the industrial sector.


If we extended that period, I take it that would ease -- to some extent, ease this concern you have about utilizing the 15 percent planning for the spend of that 15 percent?


MR. MacEACHERON:  Our concern with respect to the 15 percent and what we heard loud and clear from our customers in the consultation sessions that we had was, We don't want to see a deferral account like 2011 again, ever.


And so we heard loud and clear, Give us predictable costs, minimize the volatility of that DSMVA.  They wondered:  What is this strange thing that visited these large costs on them?  So minimize where you can, Union, the DSMVA.


And the 15 percent, one of the reasons associated with eliminating that was in response to the customer feedback we received regarding the predictability.


MR. POCH:  Predictability.  So another response you could have taken is to say, We have been spending the 15 percent.  In fact, we have been spending the 15 percent of a much larger budget, a budget of all classes or some portion of 15 percent of all classes.


To give them predictability, you could have simply just set the budget a little higher and not have a DSMVA of 15 percent.  That would have been another approach which would have given predictability, but preserved your ability to deliver programs at the level you have been delivering them up to now.  That would work as an alternative to address predictability?


[Witness panel confers]


MS. LYNCH:  We are working within the budget that we had determined for this program area.


MR. POCH:  But if the concern was that the 15 percent was -- left some unpredictability, they could have rolled it into the firm part of the budget.  If you don't spend it, you will have to return it in the DSMVA, but if it would have been built into rates, it wouldn't have come as a shock to anybody?


MS. LYNCH:  You could build it in.  It would result in an increase in our overall budget.


MR. POCH:  But no more than spending it and picking it up in a subsequent year.  You would just build it into rates in a more predictable fashion?


[Witness panel confers]


MS. LYNCH:  You could build it in.  It would just be a matter of the settlement that we have and the budget amount that we're working with for this program.


MR. POCH:  Well, we don't have a settlement for this particular program.


MS. LYNCH:  Sorry, the 2012 settlement for our other programs that are Board-approved for 2013 and 2014, as well.


MR. POCH:  We're not suggesting we change any of that.


Okay, let's move on to the question of how you are ratcheting your score card targets.  And you have proposed for 2013 to base it on 2012 performance, and then in 2014 on 2013 performance.


Can you turn to page 7 of our materials?


This is a page from Mr. Neme's evidence, and in the table in the middle there, he's just reproduced the -- your data of what your lifetime cubic metres per incentive dollar have been in the -- in these rate groups.


Can we just agree this is -- it was quite a fair bit of fluctuation year-to-year?


MS. LYNCH:  Yes, it does fluctuate considerably year to year.


MR. POCH:  Considerably.


And at page 8 of our materials, there is an interrogatory from IGUA, and they suggested that -- you know, asked you about the idea of pegging this to a three-year rolling average.


And you cited in your answer -- you really cite three reasons -- and I just wanted to touch on them -- three reasons for choosing the one-year basis for calculation.


You say that, well, you use one year for the resource allocation scorecard -- resource acquisition scorecard, excuse me.


And my questions about that are:  That's a scorecard that pertains to a much larger number of customers with much smaller average use, and so there's much less volatility year-to-year in that group, is there not, because of that?


MS. LYNCH:  True.  You typically wouldn't see as much volatility.


MR. POCH:  Right.  So the problem of volatility isn't as extreme as it is in this group year-to-year.


Then you say two kinds of complexity arise.  One is because there were no budget transfer limitations in place pre the 2012 settlement.  And that is budget transfers between rate classes.


And I had a little trouble understanding why that creates any complexity, because I can understand why, if you move budget from one rate group to another, you might get more performance per budget dollar.  As we've heard, the larger industrial customers, you can get more bang for your buck.


But that wouldn't affect the savings per program dollar inside the industrial class significantly, would it?


Do you understand the distinction I'm making?


MS. LYNCH:  Could you repeat the question?


MR. POCH:  Yes.  You've suggested it's complicated by the fact that there is -- there was no budget transfer limitation in the past.  And now there is.


I'm just saying, well, budget transfer may affect the overall, you know, volumes per program spend of your overall portfolio, all rate classes, but the fact that you can move more or less money into your industrial class isn't going to change, significantly change the volumes that you get per dollar you spend inside the industrial class, will it?


[Witness panel confers]


MS. LYNCH:  If you look at it on a comparison of per-incentive dollars spent, then it would be comparable.


MR. POCH:  Okay.  And the other item you cite here about complexity is that you -- you proposed this 30 percent reduction this year in the scorecard goal, the target for -- to 2013 for this -- these large industrial customers in that.


And so I just want to make sure I understand.  The complexity you're referring to would be the fact that you would have to multiply by 0.7?


It is not more complicated than that, is it?


MS. LYNCH:  You could apply it to previous years.


MR. POCH:  All right.  Thank you.


Then let's go on to the next topic, which is the -- that proposed 30 percent reduction for the 2013 T2 Rate 100 savings target.


And we've asked you about this.  In page 9 of our materials, Exhibit B2.9, you -- we asked you about what evidence is there to support this, and then the last phrase there is you've got no empirical evidence for the value of the discount factor.  You're basically saying you perceived this as presenting you, the company, with more risk of attaining its shareholder incentive, obtaining performance, so you want to have a softer scorecard target.


Is that what it boils down to?


MS. LYNCH:  No.  There is no empirical evidence because we're changing to a different program, and a different structure to that program.


And this is to reflect that we are looking for additional flexibility for the customers and how they spend the money in the types of studies that they may do.


So based on our experience, our expectation is that that we will see a change as a result of the new program.


MR. POCH:  Well, you did do a review of other jurisdictions.  I take it you didn't find any evidence there to support the fact that when people bring in, utilities bring in self-directed or direct access programs, they see this kind of drop in sales.


You haven't presented any such evidence.  I assume that means you didn't find any in your answer.  You say there is no empirical evidence.  If you had found some, you would have given it in answer to this interrogatory?


[Witness panel confers]


MS. LYNCH:  No.  We don't have evidence from other jurisdictions.  They typically don't collect that same type of information.


MR. POCH:  Now, you do say that a greater percent of incremental measure costs will be available via incentives, and that's one reason you cite for thinking that you're going to have fewer cubic metres per dollar of customer incentive.


I just wanted to understand that.


If you offered -- if you have a program and you go out and offer customers a dollar of incentives for a thousand-dollar project, you're going to have a pretty high free rider rate; correct?  Because a dollar is not really going to change much for them?


[Witness panel confers]


MR. POCH:  Just going back to base -- you know, DSM program design 101, if your incentive is too small, it is just not going to move anything much.  You're really only going to have participants who were going do it anyway, right?


MS. LYNCH:  For our program, it is a combination of the incentives.  It's the educational piece.  It's the technical resources that we're providing.


So incentive is one component of it, but it is not the only driver of participation in the program.


MR. POCH:  No.  I'm not suggesting you wouldn't try to get participation through other means.


I'm just saying you cited the fact that there is a greater percent of incremental measure costs will be available by incentives.  I am just focussing on that, how your incentives relate to the measure costs.


So just on the pure theory level, if you just have a -- if you offer a dollar for a thousand-dollar project, can you agree with me you would expect to get a lot of free riders, but if you offer $100 towards a thousand-dollar project, you might pick up some marginal, real, non-free rider participation.


Fair?  Everything else being equal?


MS. LYNCH:  Incentive is one factor that goes into --


MR. POCH:  More incentive, more response.  Less incentive, more like -- higher free ridership, all else being equal?


MS. LYNCH:  All else being equal, yes.


MR. POCH:  Okay.  So that's -- all right.  I think we have dealt with that concern.


So raising the percent of incremental measure costs available by incentive, shouldn't -- all else being equal -- shouldn't that cut the other way?  It would actually increase the cubic metres per dollar, net, net of free riders?


And it is only net of free riders that you get an incentive for, right?


[Witness panel confers]


MR. MacEACHERON:  With the increased flexibility that we're offering through our direct access program to our customers, we designed the program to be responsive, again, to some of the needs that we heard through our consultation sessions.


And one of which was:  Can you give us greater flexibility to use the incentive funds for activities, energy efficiency activities within our plants?


One of the things that they pointed to was studies.  You know, some large projects down the road, not in that current year, may happen if we had the ability to study it.  Can we have access to greater funds to do studies in that year?


And we're prepared to do that under the direct access program.  It will facilitate that.


Having said that, then, we will provide an incentive for the customer to do a study, but that will not generate metres cubed savings in that year.


MR. POCH:  Okay.


MR. MacEACHERON:  And our cost-effectiveness will drop.


MR. POCH:  I think I understand.  So if we do move to the two-year approach Mr. Neme is advocating, and perhaps even a longer approach in the future, that may help ameliorate that problem, because those projects could actually come to fruition, given the longer period of time; fair?


MS. LYNCH:  They could come to fruition under our current proposal, which would do a study this year and the savings would be next year.  It's a differentiation between having a multi-year plan where they have certainty they will actually get incentives this year and next year, versus a two-year plan and everything could -- all of the money could flow between the two years.


MR. POCH:  All right.  I think I understand.


If you just turn to page 10, you did say there -- we asked you:  Are the offerings significantly different for the industrial customers?  Your answer was:  No, the offerings are a continuation of the program.


A minute ago you just said, to the extent you're going to be letting them do more studies, if you turn to page 11 of our materials, you've been funding studies throughout the last five years, have you not, it says, in the circled column there?


MR. MacEACHERON:  That's correct.


MR. POCH:  So has anything else changed, or is it you're just going to be a little more liberal about funding studies that have -- that are for longer-term projects?


MR. MacEACHERON:  Well, perhaps it would be helpful to turn to Exhibit A, tab 1, appendix B.


While you are looking for it, I will describe what you're looking for.  It is our PowerPoint presentation that we provided and used in support of our discussion with our customer group when we were developing the program concept.


On slide 8 -- on slide 8, we presented this, again, at all of our customer consultation sessions.  Our program elements are documented on that slide.  So I thought it might be helpful with this questioning to see our program elements.


And on the right-hand side, you will see "incentives", and you will see engineering feasibility study 50 percent of the cost up to $10,000.  So it is capped.


And process improvement studies on row 2, 66 percent of the cost up to 20,000.  So we have caps.


And the flexibility that we are proposing to provide our direct access customers is eliminating the caps, and then allowing them to undertake larger studies with a meaningful incentive from us.


And that's what I was referring to when I mentioned incentives being used for studies, and that would affect -- while in the long run that would be helpful from an energy efficiency perspective, in that given year it would decrease our cost-effectiveness.


MR. POCH:  It's a good investment for everybody to do.  It is just we have this problem if we're one-year cycle, the results in the first year may not come -- be present for your score card.  In subsequent years, presumably they would show up.


I take it at some point you will get credit for them?


MR. MacEACHERON:  And it's not -- I would say that the kind of studies that would require more investment would require significant capital investment from the customer, likely not going to be executed within a two-year time frame.


I can see them doing a study in 2013 and executing that project in 2014 or 2015 or 2016.  They have to integrate it into their plant.  They have to go through their corporate approvals for it.  So it could be way out into the future.


MR. POCH:  Okay.  So let me just pull this together, then.


You made a similar proposal for 2014 that it be based on 2013, the ratcheting of your targets.  You've just told me, Don't expect to see savings from your efforts in 2013 showing up that fast.


So we're going to have this same problem.  We're going to have -- if you will, you're going to have -- I'm not wording this very eloquently.  I'm going to wind back the clock here.


All right.  Yes, I guess -- I'm getting some assistance here.


If you go out and do this, some of these savings will materialize in 2014; some later, as you've indicated.


You're proposing to reduce your target in 2013 to 30 percent, and then you are proposing to set your 2014 target based on 2013, but 2013 won't yet show the savings.  Some of them aren't going to come home to roost until 2014.


Doesn't that suggest that you're going to reap a windfall in 2014?


MS. LYNCH:  No.  We've proposed to apply the discount factor for one year as we make this transition, but then however our results end up for 2013, we would then use that as the adjustment for our 2014 score card.


MR. POCH:  All right.  I think we've got enough on the record.  I can deal with that in argument.  Let's just move to page 12 of our materials.


This was a question from TransCanada about the split of the available incentives as between funding through customers' energy management plans, and then the implementation side of things.


You say there you determined this split so that it's sufficient to drive attention to complete the energy efficiency plan with adequate budget remaining to support the completion of projects which drive m3 savings and studies.


I'm just trying to reconcile that with what you have just told me.  Didn't you pick your split of where you are spending your money and your commitment date and the fact that before the commitment date they have to come up with this plan -- hasn't this all been designed, the idea that there be time to get the savings, actually implement these projects?


[Witness panel confers]


MS. LYNCH:  Your reference in C is to the funding that would be available to complete an energy plan for the company.


MR. POCH:  Mm-hmm, yes.


MS. LYNCH:  That plan would be based on a review of their facility with our account managers and project managers, and that plan would identify studies or projects that could be done and outline a time line to do them.


MR. POCH:  I see, okay.  So what you're saying is the next step may not be actually a project.  You might then do a study to refine a project, and then do a project?


MS. LYNCH:  Correct.


MR. POCH:  Okay.  Again, if we had a longer period, we could capture some of the actual savings in the score card period, but in a shorter period it is problematic?


MS. LYNCH:  No, because in 2014 they could -- they could do a study in 2013 as a result of their plan, and then put that project in place in 2014 and get those savings.


MR. POCH:  Right.  I'm just saying that you're just -- your 30 percent reduction is just addressing -- in part, addressing a fact that with a one-year score card some of these savings won't be -- you won't be able to take credit for them in the one year.


They're going to occur in future years?


MR. MacEACHERON:  That's correct, but not necessarily in the year 2014.  It could be well beyond that.


MR. POCH:  Not necessarily.  Some portion of them in 2014, some portion in other years?


MR. MacEACHERON:  Right.  As I mentioned, typically the more money that is required for the study, the more complex that study is.


Generally speaking, it's been my experience that it takes more time to implement it within the customer facility, and that could be several years before it actually comes to fruition.


MR. POCH:  Okay, let's move on to the next topic.


You proposed a score card --


MS. CONBOY:  Mr. Poch, if we are moving to one of your new items that you've got on your outline, I'm wondering if this might be a good time to take a break?


MR. POCH:  Absolutely.  And I realize, Madam Chair, I'm taking a little longer, probably, than I forecast.  I think I forecast an hour and a half, but I am hoping, from talking with other counsel, that it should be shortening things up for them.


MS. CONBOY:  You will be able to catch up a little bit on that after the break?


MR. POCH:  I will do my best.


MS. CONBOY:  Okay.  So let's break for 15 minutes.  We will come back at quarter after 11:00.


Thank you very much.


Sorry.  Ms. Hare says she would like till 11:20.  We will be back at 11:20.  Thank you.


--- Recess taken at 11:02 a.m.

--- On resuming at 11:24 a.m.

MS. CONBOY:  Thank you.  Please be seated.


Mr. Poch.


MR. POCH:  Thank you, Madam Chair.


Panel, I think you've already provided us with how much of your budget goes to studies in past years, but not for 2012.


Can I get an undertaking, if you can't answer me right now, about what percentage of your DSM budget is going to studies or expected to go to studies by the time you finish tallying the numbers for 2012 and what you expect in 2013?


MS. LYNCH:  Yes.


MR. POCH:  Can I get an undertaking number for that?


MR. MILLAR:  J1.2.

UNDERTAKING NO. J1.2:  TO PROVIDE PERCENT OF DSM BUDGET FOR STUDIES IN 2012 AND EXPECTED FOR 2012 AND 2013.

MR. POCH:  So that is percent of DSM budget for studies in 2012 and expected for 2012 and 2013.


Turning to the next item, which is you are proposing to include in your score card a percent of customer DSM budget spending metric, and without getting no the complications of how you're going to calculate that, the intent is to incent you to cover a lot of your large industrial customers, get a lot of them to participate and get as many of them as you can to spend their allocated budgets; correct?


MS. LYNCH:  Yes.  The intent is to ensure that every customer is participating and spending their direct access budget.


MR. POCH:  Okay.  Now, correct me if I'm wrong, but isn't the whole design of your self-direct mechanism intended to foster widespread customer participation, you know, relative to the current regime, which has been in place for some years, because you're now going to have this use-it-or-lose-it feature?


It is going to be right in the customer's face.  Here's how much your rates are for DSM.  We're taking, you know, three-quarters of what is budgeted and saying we're prepared to work with you to find a way to do some marginal efficiency in your plant.  If you don't do it, you lose it.


Isn't that going to be a very strong -- isn't it in fact designed to be a very strong motivator for your customers to get involved?


MS. LYNCH:  The new design enables this metric.  So it enables us to have a metric that measures the spend on a per-customer basis.


MR. POCH:  Quite apart from it enabling your metric, it is designed to be a positive incentive to your customers to participate?


MS. LYNCH:  Yes, it is.


MR. POCH:  Right.  And at page 13 of our materials, we ask there what percentage of customers have participated, and you indicate that looking at T2 in 2011, 60 percent -- that is the last year where we have full data -- 60 percent of them and 72 percent of the Rate 100 customers participated in at least one DSM project.


Would you agree that those are pretty good participation rates?


MS. LYNCH:  Yes.


MR. POCH:  Yes.  And the same in 2010.  We had very high participation rates then; correct?


MS. LYNCH:  Yes.


MR. POCH:  And the year 2012 are just year to date.  So we know from past hearings that you tend to get a lot of your results at the end of the year.  So I assume the numbers in that column are expected to rise once you get the final numbers?


[Witness panel confers]


MS. LYNCH:  Yes, I would expect that.


MR. POCH:  All right.  Now, the previous score card for these various customer groups had no shareholder incentive analogous to this one you are now proposing for percent of customer budget spend.  They were pretty much a straight incentive for volumetric savings.  I think there might have been a small -- maybe 5 percent, or something, for some deep savings, if I recall correctly.  But, basically, it was a straight incentive for volumetric savings in the 2012 settlement?


MS. LYNCH:  For our T1 Rate 100, it was strictly a volumetric savings target.


MR. POCH:  Right.  So would you agree, based on this history, the likelihood is you're still going to have widespread participation going forward, and that the effect of moving some of your shareholder incentive to a separate line on the score card, the real big effect of it is it's going to basically reduce your incentive, the line of -- the amount of money that is available as an incentive to the shareholder that's awarded based on results, on how much -- how many cubic metres you get?


MS. LYNCH:  The score card outlines the percentages that are allocated to each budget or to each metric.


MR. POCH:  By including this new metric for something where we've just canvassed how you are doing pretty well already anyway and you now have a program which you have agreed is designed specifically to up the ante for your customers to get them to participate.


Then you're saying you should get an incentive for getting what you've gotten in the past and for -- and what your program design is expected to do.  I'm saying that incentive, the inclusion of that new set of boxes in your score card, is at the expense of how much incentive the company would otherwise get if we stuck to the plain, vanilla you get the incentive for getting cubic metres.


In other words, the incentive for you to get cubic metres is being reduced because some of the money is being shunted over to this new incentive?


MS. LYNCH:  The allocation has changed, but the metric is designed to ensure that we are focussing on each customer.  So each customer could have participated in the past.  They may not have spent the entire amount that they had paid for in rates.  They may have spent more.  They may have spent less.


So this metric is based on the percentage of what they paid.


MR. POCH:  I understand that.  I just wonder if you could answer my question, though, that the simple logic of the situation is, because you're using some of your -- you know, it is a zero sum game.  There is only so much shareholder incentive available.


To the extent you are using it for this new incentive, it is not there that -- the incentive on the company to simply get cubic metres is reduced?  It just math.


[Witness panel confers]


MR. POCH:  I'm going to leave that, Madam Chair.  I think it speaks for itself.


MS. CONBOY:  Thank you.


MR. POCH:  Let's go to the allocation of score card weights as between T1 on the one hand and T2 Rate 100 on the other.  You're proposing that 32 percent of the budget -- of the score card, rather, weight, that is the incentive to the company, be assigned to results in the T1 rate group -- I'm sorry, 32 percent of the budget for industrial customers as between these two groups be assigned to T1, but 60 percent of the score card, your shareholder incentive be tied to the T1 savings; correct?


MS. LYNCH:  Correct.


MR. POCH:  All right.  And you explain - and this is reproduced at page 14 of our materials - that this is in recognition of the lack of historical information upon which to base the rate T2, Rate 100 cost-effectiveness.


By cost-effectiveness here, do you mean the savings you're going to get per program dollar you spend?


MS. LYNCH:  Yes, under the new program design.


MR. POCH:  Okay.  Why is that dollars per cubic metre relevant to allocating where the company gets its reward?


MS. LYNCH:  We had made a judgment, based on putting a new program in, that we felt that allocating it in 60 percent to the T1 and 40 percent to what would essentially be the new program for T2 Rate 100 was the allocation that we proposed.


MR. POCH:  It's not based on the budgets, but is it -- it's because you're -- it's again the same thing.  You're just uncertain about how your T2 Rate 100 new approach is going to work, so you wanted to move more of your -- lower your risk there and get more of your reward from the other category; is that fair?


MS. LYNCH:  It is recognizing there is a change in the T2 Rate 100 program.  So --


MR. POCH:  We all agree.


MS. LYNCH:  We did not tie as much of the incentive to that program.


MR. POCH:  You're deviating from the allocation by tying it to the budget split.  Is the deviation because of your concern that the -- of the novelty of the T2 Rate 100?


[Witness panel confers]


MS. LYNCH:  I'm sorry, could you repeat the question?  Just...


MR. POCH:  Well, the ordinary practice is to allocate your -- the default assumption, I think, that everyone has is that your rewards are going to follow where you spend -- your scorecard allocations of rewards are going to be related to the budget and expected savings for a given rate group.


Here, you're quite dramatically departing from past practice, and shifting where the company's going to get -- reap its rewards to this T1 group, away from T2 Rate 100, and you say that the rationale is you're uncertain about the recognition of lack of historical information on T2 Rate 100 cost-effectiveness.


Is that another way of saying your -- you are worried about how much incentive you can make there, so you want to make it somewhere else?  You're going to weight your scorecard to another category?


MS. LYNCH:  No.  It is recognition that it is a new program, and we tied less of our incentive to the new program.


MR. POCH:  And you're moving more to this other group just because you don't want to let go of the incentive?


MS. LYNCH:  No.  Ultimately it is the scorecard design itself.  Like, the scorecard is what's giving the overall -- these are just the metrics within the scorecard, but then the incentive amount would be allocated based on spending.


MR. POCH:  You reduced the available incentive to the company for T2 Rate 100; correct?  Relative to past practice, where we simply -- it followed the budget split?


[Witness panel confers]


MR. POCH:  By changing the weighting, you're getting more -- there is only so much incentive available, because you're not proposing to change the amount of incentive available from the previous agreement, other than for inflation.


But you're saying:  We're not going to get as much from the T2 Rate 100 group anymore, because we're concerned about how it is going to do.  We don't want to have it all tied to that.


So we're going to -- we propose that we get the reward from this other group.


MS. CONBOY:  Mr. Poch, I'm getting a little confused myself as to what the question is, versus what your conclusion is.


You know, I think you're getting a little close to what you should be putting in your final argument.


MR. POCH:  Fair enough, Madam Chair.  I will just ask one final point on this.


If you would turn to page 15 of our materials there, Mr. Neme has produced -- the three italicized paragraphs there are taken from the Board's DSM guidelines.


Can we agree that in general, as is evidenced by those excerpts, the Board has indicated a preference in the form of a guideline that the company's incentives, the shareholder incentives should generally track spending and the allocation of spending?


In essence, the Board is saying:  Spending is some proxy for effort, and so the rewards should be tied to the effort.


That is how I read it.  Do you read it the same way?


MS. LYNCH:  Yes.


MR. POCH:  Okay.  Thank you.


Let's move on to the -- this question of single-year versus Mr. Neme's proposal of two and maybe eventually a longer year period for the direct access or self-direct approach you are proposing for T2 Rate 100.


Let me say, Madam Chair, if it wasn't already clear, we're generally supportive of -- as you have seen in Mr. Neme's evidence, and GEC agrees, we're generally supportive of this general -- the architecture; that is, a self- directed approach.  We don't object to that.  We're really quibbling about the details now.


MS. CONBOY:  Thank you.


MR. POCH:  Would you agree that -- I think you have indicated that there may be administrative challenges flowing from the suggestion of a two-year period for the self-direct expenditure.


But leaving that aside for the moment, would you accept that it would enable companies to embark upon larger, more complex efficiency improvements if, you know, two years of budget was available for a given study and project stream, rather than one, and a two-year period was available for that?


And I don't mean --


MR. MacEACHERON:  In theory, that would seem that if they could pool their money from one year and combine it with their funds, incentive dollars, available in the second year, they would have more incentive dollars to apply towards a larger project.


MR. POCH:  Right.


MR. MacEACHERON:  In theory, that is -- that is correct.


MR. POCH:  And the other thing is if we went to a two-year approach, assuming we could shift the commitment date somewhat, that might ease concern, any concern that might exist about tight timelines for project implementation; is that fair?


MR. MacEACHERON:  I'm sorry, could you explain that question?  Commitment date?


MR. POCH:  To the extent that your incentive to your customers is in part tied on them finishing the study or implementing an actual project --


MR. MacEACHERON:  Mm-hmm?


MR. POCH:  -- you could give them a longer period to do that.  You could, instead of -- right now, I think you've got a commitment date of August 1st and they have to get stuff finished by December 31st.


I'm imagining something like you give them 15 months before they have to finalize their plans, and that would leave them with – whatever -- nine months instead of three to implement?


MR. MacEACHERON:  There is a bit of a delicate balance in there.


When I met with the customers to review our draft at that time, direct access concept, the August 1st date was discussed extensively with the customers.  They said:  Well, this is different.


And I said:  Well, we're going to give you sole access, dedicated to you, for the amount of incentive dollars you pay in rates.  But if you don't use it or have it earmarked for a project by August 1st, you will lose it.


And they thought:  Okay, August 1st was fair.


And what I thought was really interesting -- and I'm recalling one customer presentation with two of my largest industrial customers, looking at one another and saying:  Well, if you're not going to spend your dollars by August 1st, I'm going to.


[Laughter]


MR. MacEACHERON:  And the other guy says:  I can see what Union's doing here.  With this August 1st deadline, you're trying to encourage us to do things sooner rather than later.


And I said:  Hey, that's a great idea.  Sooner rather than later is in everyone's best interest.


And then the customer number one replied:  You're not getting my incentive dollars.  I will be doing things sooner rather than later.


So there is the trade-off.  Between allowing them to pool funds to another year, you miss an opportunity, brought on by the use-it-or-lose-it kind of concept, that really did strike home with the customers as far as a motivational feature of the program.


MR. POCH:  You could -- I'm not suggesting you do away with the use-it-or-lose-it concept.  Let's be clear.  I think we all agree that is a great motivator.


All I'm suggesting is by giving a more extended period -- and you could choose a different commitment date.  You could say by the end of the first year they have to commit, and by the end of the second year they have to have performed.


That would give the customers, obviously, a bigger sum of money to work with.  They could go after bigger projects.


Would you agree -- you already agreed to that, but would you agree it would also, perhaps, give them more opportunity to align capital spending with plant summer shutdowns, for example, or sinking it with other capital projects, and so on?  That this -- in general, flexibility is something that your customers would value and it tends to improve their ability to implement?


I hear what you're saying; it may mean that the implementation is a little later than it otherwise would occur.


MR. MacEACHERON:  Mm-hmm.  And I would be concerned that a customer might -- with the notion that:  Well, I'll just carry this forward to 2014.  I'm so darn busy right now.  Tell you what.  I'm not going to do anything this year.


And they might not come out and say that, but that could be the reality of it.


And often, when our incentive dollars are put into a project analysis that the customer has done, the customer, when he reports it to his management indicates:  These funds are available only till this date.


And what I have observed is that that tends to carry weight with their senior management approval, because they don't want to lose something.


MR. POCH:  Sure.


MR. MacEACHERON:  If they have the thought, Well, just carry it over to the next year and we can make that decision then, I think it would -- the balance being, I think while it may help a large project, justify it, I think it would hurt our efforts to get the projects, other projects, in that given year that --


MR. POCH:  I understand your concern.  I guess let's call it procrastination could occur.


MR. MacEACHERON:  Yes.


MR. POCH:  So if you did this, you would want to think carefully about where to put the commitment date, because there is a trade-off there between enabling procrastination and enabling an enlarged plan period versus enabling an enlarged implementation period.


So I am you going to suggest to you, in a two-year period, you could keep a fairly short commitment period, which would force them to ante up sooner, not procrastinate, but you could give them a longer implementation period, which would give them the ability to do bigger projects and better align them with their business cycle and business situation.


Would that be one way to try to optimize this quadratic equation?


MR. MacEACHERON:  There is a balance in there between, again, motivating the customer to do something in that year versus another year.


And you know when we discussed that August 1st date with our customers, we kicked it about quite a bit.  Should it be earlier?  Should it be later?


And we arrived at, No, August 1st, that works.  That does work.


And, yes, it may be the use-it-or-lose-it feature in that given year would go against the ability to take those funds and apply it to a project in a future year, but it really works well for encouraging energy efficiency activity in the current year.


MR. POCH:  But one advantage of the two-year approach is you would have a double or nothing on the use-it-or-lose-it; right?  You would up the ante even more for these customers?


MR. MacEACHERON:  Yeah, there is the potential to double up, absolutely, if you carry it over to the next year.


But then that's -- you know, it does allow the customer also the opportunity to say, I'll revisit this file next year.  I've got production problems coming out of nowhere here.  Energy efficiency is not on my thing.  If I'm not going to lose my funds this year, tell you what?  Let's talk about it next January.


MR. POCH:  Okay, I hear your concern.  Your concern is about procrastination.  Let me just ask about the mechanics.


If we went to a two-year proposal, nothing about budgeting has to change; right?  You would still -- we would still have the same budget in rates as you're proposing either with or without this 30 percent, and so on.  Leave that aside.  We'd still have the budget you propose in 2013, the budget you propose in 2014.


What we would need, though, is an enabling to use the DSMVA to settle things after two years, not after one year, for that component of your portfolio?


MS. LYNCH:  For that component, you would need to settle it over a two-year period.  However, that wouldn't be in alignment with the rest of the plans that we have and with the direction we have to clear our accounts on an annual basis.


MR. POCH:  Sure.  Understood.


The Board would have to allow that, and we are here, in fact, of course looking at two years.


And because the DSMVA attracts interest or grants or receives interest, it wouldn't affect the bottom line.  It wouldn't hurt the company or the customers, that delay, per se?


MS. LYNCH:  What it would add would be a level of -- additional level of complexity, because even how our portfolio budget is allocated amongst spending that was done in an individual year, there would then be a challenge of how we would true that up between 2013 and 2014.


MR. POCH:  Right.  We've already obviously allocated what portion of your budget goes to this rate group for program, at the program level.  What you're saying is there's some portfolio expenses that aren't allocated by program that you would ordinarily true up in one year?


So you would just need to earmark some percentage of that and include it in this portion that's going to be cleared after two years instead of cleared after one year; correct?


MS. LYNCH:  You could earmark it based on the budget amount.


MR. POCH:  Sure.  Just proportionally you could do it on budget.


MS. LYNCH:  Correct.


MR. POCH:  Okay, fair enough.


And, similarly, for the shareholder incentive, we would obviously wait until the end of the two-year period to clear that, and, similarly, you would -- the company would have the opportunity to earn the cost of carrying on half of it, the half that was delayed by going to two years instead of one if we didn't want to change the amounts?


MS. LYNCH:  It would come back to sort of the complexity of the interrelationship of this, so how your targets are set from one year to the next, how you're earning the incentive from one year to the next, and, again, the potential deferral impact of having that carried over to your second year, which is again what we're trying to avoid.


MR. POCH:  But the principle is pretty clear.  We could simply enunciate what the principle would be at this point.  The math wouldn't be hard for you to do after the fact?


MS. LYNCH:  No.


MR. POCH:  Okay.  Thank you.  Any other administrative changes that would be made, just on the regulatory front.  If the Board were to be persuaded to suggest this, would they have to deal with anything else in their decision?


Obviously they would need to take the score card and combine the two years into one; correct?


MS. LYNCH:  Again, looking back to sort of the interrelationship here, if we changed the program design we would have to have a new score card.


We would have to have the new rules around the budget and how the incentive -- so it would actually touch all of the components of the plan.


MR. POCH:  But these are -- again, I think the principles are clear and it is just math.  You could simply add the two years of score card to make it one combined two-year score card; correct?


MS. LYNCH:  Correct.  You could add them together.


MR. POCH:  Right.  Okay.  Finally --


MS. CONBOY:  Sorry, Mr. Poch, I am going to ask you to finish within ten minutes if you can, please.


MR. POCH:  I will.  Thank you, Madam Chair.


Finally on this topic, if you did increase the -- go to a two-year approach and had a longer period at the end when -- after your customers have said, I commit, you know, I don't want to lose it, so I am going to use it, your proposal says if anybody doesn't commit to all of their allocation, you will then treat that as a pooled amount as you would have in the past, and Union will go out there and find other customers who are saying, And I'm ready to take more, and you would help them?


MR. MacEACHERON:  Mm-hm.


MR. POCH:  That is your plan; correct?


MR. MacEACHERON:  That's correct.  In fact --


MR. POCH:  I'm sorry, that is true of the one year.  I didn't mean to complicate it by saying in the two-year context.  That's your proposal.


MR. MacEACHERON:  The aggregate pool would be available to all customers to access.  In working with our direct access customers earlier in the year developing the energy efficiency, we would have a really good sense of what is on the table and what opportunities exist for them to do energy efficiency, and also from that in the sense of whether or not that customer needs to access a greater level of incentives that the aggregate pool would give.


And we think, therefore, with that knowledge, we would, you know, have some ability to kind of predict the aggregate pool expenditure.


MR. POCH:  Right.  If we went to a two-year approach and we had a longer tail period, one benefit would be you would have a longer period of time to then, in a measured manner, go out and spend whatever ends up in your pool; fair?


MR. MacEACHERON:  Yeah.  Although I don't think there would be a need to do that and it would happen at the expense of activity in that year.


If we had a customer who had plans or we saw opportunities for energy efficiency that exceeded their direct access incentive amount, then we would have some comfort in saying, You know what?  There is likely going to be some room in the aggregate pool.  We could maybe get some dollars from there to help.  Would that make this project go?


And that kind of flexibility, I think, would help drive greater levels of energy efficiency in the given contract year.


MR. POCH:  Okay.  Moving on, I just wanted to ask you a couple of questions about -- that have come up as a result of APPrO's opt-out proposal.


In the Navigant report, you will recall that they found that of the electric generating customers that they surveyed that responded and that participated in Union's programs, 38 percent of them said that they would not have done these projects within three years without your assistance.  Do you recall that?


MR. MacEACHERON:  Yes, subject to check.


MR. POCH:  I think I have reproduced the -- that it's at page 20 of our materials.


And I just wanted to ask you this.  So that's the 38 percent of those, that group, and then there is the 62 percent.  Can we agree that some of those might have been influenced and done it sooner within three years?  They might have done it in three years, or two years or one year sooner than they otherwise would have?


And we don't know how many.  Navigant didn't ask that question.  But these are very, very large gas users.


Can I just get your opinion?  Wouldn't accelerating DSM by up to three years, one year, two year or three years, for these very large users, couldn't there be some very significant value there flowing from your interventions?


MS. LYNCH:  Yes.


MR. POCH:  All right.  Thank you.


Now, I take it that some free ridership is almost always to be expected in DSM delivery?


MS. LYNCH:  Correct.


MR. POCH:  And I understand you are -- that the technical evaluation committee is currently looking at this whole question of custom project free ridership?


MS. LYNCH:  Yes, they are.


MR. POCH:  And you've got some contracts out to do some research there; correct?


MS. LYNCH:  Correct.


MR. POCH:  Okay.  Is it fair to conclude that when you study -- when you get results of studies on free riders, it can allow the company to consider refinements to program targeting, program design, measures you might consider eligible or ineligible, and that it helps you reduce free ridership and, in the process, to better serve your customers?


MS. LYNCH:  Yes.


MR. POCH:  Okay.  Now, just on payback periods, anything you are going to incent, measure-wise, has to pass your TRC screening.


And for that, I take it that they have to pay back within the life of the measure; is that correct?


[Witness panel confers]


MS. LYNCH:  The program itself has to be TRC-positive.


MR. POCH:  Right.  And that means that over the life of the measures, they have to pay for themselves?


MS. LYNCH:  Correct, for all of the projects that have been completed.


MR. POCH:  Right, right.


Do you have any sense of what the typical life of industrial measures is, if they had to put a number on it, or a range?


MR. MacEACHERON:  I would say roughly eight to 10 years.


MR. POCH:  Eight to 10?  Okay.


And do you have any sense of what industrial customers typically need as a payback for doing optional efficiency programs without your assistance?  Is it shorter than that?


MR. MacEACHERON:  Yeah.  Where capital is involved, the paybacks are very aggressive in today's industrial environment; two years or less, where capital is involved.


MR. POCH:  Finally, you've indicated, you spoke in-chief, about these opportunities you found in the specific gas generation sector.  You've done -- I think you are up 25 years in the most recent year; I think you said you had done 60 since you started just a few years ago for that group?


MR. MacEACHERON:  The last three years.


MR. POCH:  Yeah.  These are, like, all your custom projects, especially your very large ones, some portion of them gets -- they get -- they all get evaluated.  Some portion gets audited, and the audit -- and the evaluation nets out free riders; correct?


MS. LYNCH:  That is correct.


MR. POCH:  And these are -- so when you give us the value of those savings, that's net of free riders?


MS. LYNCH:  Yes.  That is correct.


MR. POCH:  Thank you very much.  Those are my questions.


MS. CONBOY:  Thank you very much.


Ms. Dullet, I believe you are hoping to catch a flight out this afternoon.


MS. DULLET:  I am.


MS. CONBOY:  So would you like to -- would you like to get started with your cross?


MS. DULLET:  Yes, thank you.
Cross-Examination by Ms. Dullet:


There's two general areas that I will be putting to you today, and I don't expect to be too long.


The CME is interested in promoting predictability and stability of rates that flow from DSM activities in large-use classes.


To that end, we wish to better understand how an opt-out program would affect the overall DSM budget allocated to ratemakers that don't opt out.  That is sort of the area that we're interested in.


So, for example, if an opt-out model was implemented, when customers opt out of the DSM program and are thereby no longer allocated DSM costs in their rates, would there be any corresponding decrease to the overall DSM budget for those that are left remaining?


MS. LYNCH:  No.  Our expectation is the overall budget would remain the same.


MS. DULLET:  Okay.  Would there be any reduced DSM services?


MS. LYNCH:  No.  The program would still need to continue for those who are remaining in the program.  We would still have the costs related to portfolio cost, evaluation cost, program promotion costs.


The difference would be in the customer incentive that people would be -- that customers would be opting out of participating in.


MS. DULLET:  Can you explain that, the customer incentive?  And...


MS. LYNCH:  So under our direct access budget model, for incentives, each customer would receive a customer incentive equivalent to 68 percent of what they pay in rates.


So again, depending on design of how an opt-out program would work, our expectation is that we would need to continue all of the components, portfolio portion of the program, but it would only be that incentive piece for those who opted out that we would then look to reallocate to other customers.


MS. DULLET:  Would you -- would the customers who do not opt out, is it plausible that they would be paying more for DSM services?


MS. LYNCH:  Yes.  It would be possible.


MS. DULLET:  And would the portion of their rates linked to DSM materially increase?


MR. TETREAULT:  They could, yes, if you're recovering the DSM budget over a smaller group of customers.


MS. DULLET:  Just to clarify, just to understand, I'm just going to put a brief example to you.


So in a scenario where the rate class is allocated a DSM budget of $1 million, and there are 10 customers in that rate class, each of whom are allocated $100,000, and then nine of those 10 customers opt out, how much would the one remaining customer pay in DSM expenses -- sorry, be allocated of that budget?  Would it be the $100,000 or $1 million?


MR. TETREAULT:  In your example, it would be a million dollars recovered from the one remaining customer.


MS. DULLET:  Okay.  Now, are you able to address, either here today or by way of undertaking, for the Board's consideration, any potential negative consequences for ratepayers who do not opt out?


MR. TETREAULT:  I think the main negative consequence -- and there could be others -- the main one is the one we just spoke about, that being essentially a cross-subsidy within a rate class, where the remaining customers in a class pick up all the DSM budget costs that have been allocated to that class, because certain customers have chosen to opt out of paying costs that have been allocated to the rate class.


There could be other consequences.  That is -- from a ratemaking standpoint, that is the main one, the cross-subsidy issue.


MS. DULLET:  Okay.  Thank you.


The other area that I will just briefly take you to that we're interested in asking you some questions about is the effect of the multi-year budget access proposal on rates.  So this is from Mr. Neme's report.


So the CME would like to understand how a multi-year direct access budget would be by ratepayers.


So, for example, if a two-year proposal was adopted, can you confirm whether a customer could access the entire budget at any point over the two years?


MS. LYNCH:  Yes, they could.


MS. DULLET:  So if customers can access the entire two-year budget in one year, how would that amount be funded in rates?


For example, would it be recovered in the year accessed?  Or spread out between the two years equally, regardless of when it was accessed?


MR. TETREAULT:  It would depend on how the DSMVA was structured.  I think it could work either way.


You could look to true up the DSMVA in the first year, and also do it again in year 2, which is not unlike what we do on an annual basis for deferral accounts today.


Or you could -- you could wait until the end of year 2 to do the true-up in the DSMVA.


The issue with trueing up at the end of year 2 is the fact you may have large out-of-period adjustments or larger out-of-period adjustments which, in the design of the program, is something we're trying to avoid based on customer feedback.


MS. DULLET:  With these out-of-period adjustments and these truing-up issues, do you foresee that materially impacting rates?


MR. TETREAULT:  It's difficult to say.  I guess it would depend on how that type of program is structured.


So it may not -- it may not necessarily impact the amount they pay in total in rates, and I include deferrals when I say that, but you would certainly lose some degree of predictability or rate certainty that customers have today with an annual clearing of deferrals based on the current DSM program.


MS. DULLET:  Thank you.  Those are my questions.


MS. CONBOY:  Thank you very much.


Have we got an order for who is going next?


MR. WANLESS:  I am happy to go.  I haven't actually canvassed the others, but I am happy to go.


MS. CONBOY:  Mr. Wanless, okay.  Have you got an estimate of time?  I am trying to see when we will fit

in --


MR. WANLESS:  I believe our official estimate was an hour and a half.  I highly doubt I will go that long.  When would you like to break for lunch?


MS. CONBOY:  We can probably break at one o'clock.


MR. WANLESS:  Well, I might be able to get everything in by then.


MS. CONBOY:  That would be great.  Thank you.


MR. WANLESS:  I will do my best.  Thank you.

Cross-Examination by Mr. Wanless:

MR. WANLESS:  My name is Cory Wanless, and I am here on behalf of Environmental Defence.  I will be asking a few questions today on a variety of topics, the first of which -- and I have some questions about the cost-effectiveness of Union Gas's large volume DSM program.


To help with cross today, Environmental Defence has put together a cross-examination reference book, which I would ask -- is that before you at this time?


MS. LYNCH:  No.


MS. CONBOY:  The Panel has copies up here.


MR. MILLAR:  Yes, we have copies here.  So we will mark that as Exhibit K1.5.
EXHIBIT NO. K1.5:  CROSS-EXAMINATION REFERENCE BOOK OF ENVIRONMENTAL DEFENCE.


[Copies of cross-examination booklet given


to witness panel]


MR. WANLESS:  I would start by directing you to tab 1, which contains excerpts from Union's evidence.  Then I would ask you to turn to page 6, and that's of the reference book, not of the particular document.


MR. MacEACHERON:  Do you mean tab 6?


MR. WANLESS:  No.  Tab 1, page 6.  Then I would direct you to the bottom, which is table 7, and it is a chart, as I understand it, which outlines the program cost-effectiveness of large volume rate T1, T2 and Rate 100.


And I would note that Union's large volume industrial DSM programs have a TRC benefit-cost ratio of 8.1 to 1.0.  Am I understanding that correctly?


MS. LYNCH:  Correct.  That's the forecast that we have based on the plan.


MR. WANLESS:  Okay.  And am I understanding it correctly if I were to say that the TRC ratio represents the ratio of the present value of the benefits of the program to the present value of the costs of the program?


MS. LYNCH:  Correct.


MR. WANLESS:  Then I would direct you to tab 7.  These are the DSM management guidelines.  And I would direct you to page 40, which is page 16 of the document.


Again, I want to make sure my understanding is correct.  According to the guidelines, if the ratio of benefits to the of PV of the costs, which is the TRC ratio, exceeds one, the DSM program is considered cost-effective from societal perspective as it implies the benefit exceeds the costs; is that correct?


MS. LYNCH:  Correct.


MR. WANLESS:  So you could say that based on a TRC ratio of 8.1 to 1.0, that the programs are very cost-effective from a societal perspective?


MS. LYNCH:  Correct.


MR. WANLESS:  And, in fact, what that means is you spend one dollar and you essentially get eight dollars back from societal perspective?


MS. LYNCH:  Correct.


MR. WANLESS:  And then I want to do a brief comparison with other conservation programs.  I would direct you to tab 2.  This tab contains excerpts from the Environmental Commissioner of Ontario's year 2011 report on energy conservation.  The title is "Restoring Balance:  Results Annual Energy Conservation Progress Report 2011."


I would direct you to page 12, which at the top has a table showing the portfolio of OPA programs and outlines their cost-effectiveness.


And according to table 13, OPA's industrial energy conservation program has a TRC benefit-cost ratio of 2.98 to 1.0; is that correct?


MS. LYNCH:  I see that on the page in front of me.


MR. WANLESS:  So therefore you would agree that Union's industrial DSM programs are 2.7 times more cost-effective than OPA's industrial energy conservation program?  Would that be fair?


MS. LYNCH:  Based on the numbers in front of me.


MR. WANLESS:  And according to that same table, the average TRC benefit-cost ratio of all of Ontario's electric conservation programs is 1.23 to 1.0, is that correct, according to that table?


MS. LYNCH:  I see that number on this table.


MR. WANLESS:  Okay.  So doing quick math again, Union's industrial DSM programs are 6.7 times more cost-effective than the average electric conservation program; is that correct?


MS. LYNCH:  Based on the numbers that have been presented here.


MR. WANLESS:  Okay, thank you.


I would direct you to page 13 under that same tab and specifically to figure 5.  And according to this figure, natural gas provides Ontario consumers with 35 percent of their energy needs, whereas electricity provides them with 19 percent; is that correct?


MS. LYNCH:  Yes, based on the numbers in this report.


MR. WANLESS:  Okay.  And what that means is natural gas is providing us with almost twice as many petajoules of energy as electricity; correct?


MS. LYNCH:  According to this table.


MR. WANLESS:  And, again, I would ask you to turn back to page 10.  Again, according to this report, in 2011 Ontario's total electric and gas utility conservation budgets were 270 million and 55 million, respectively; is that correct?


MS. LYNCH:  Yes, based on this report.


MR. WANLESS:  And, again, doing quick math, the electric utilities' conservation budgets were almost five times greater than the combined conservation budgets of Enbridge and Union Gas; is that correct?


MS. LYNCH:  Yes, based on the numbers here.


MR. WANLESS:  I would direct you back to Union's evidence, which is under tab 1, and I would ask that you turn to pages 4.  And I just want to make sure I am understanding your evidence correctly.


Near the bottom of page 4, you state that your industrial customers have and continue to generate the most cost-effective natural gas savings within Union's program portfolio.


MS. LYNCH:  Correct.


MR. WANLESS:  So, in other words, your best conservation, that's coming from industrial customers?


MS. LYNCH:  It is our most cost-effective conservation.


MR. WANLESS:  And then I would ask you to turn to the next page, page 5.  And on that page, there is a table.


And this is describing the cumulative natural gas savings and projects for rate T1 and Rate 100 customers; is that correct?


MS. LYNCH:  Correct.


MR. WANLESS:  And I would note there has been a very substantial increase in the amount of savings from 2008 until 2011; is that correct?


MS. LYNCH:  Correct.


MR. WANLESS:  In fact, it seems that it is over tripled and increased by -- what is that?  A billion cubic metres; is that correct?


MS. LYNCH:  Correct.


MR. WANLESS:  And I would ask you to turn to page 7.


And then, according to your evidence:

"Despite commodity price fluctuations, a sustained focus on energy efficiency is important for the long-term environmental sustainability and economic competitiveness of Ontario.  Payment of DSM funding ensures that there is no internal competition for this budget for other uses within a consumer's organization."


Is that correct?


MS. LYNCH:  Correct.


MR. WANLESS:  I would ask you to turn to page -- or, sorry, to tab 3.


And as I understand it, this tab contains excerpts from a CME report entitled:  "Advancing opportunities in energy management in Ontario, industrial and manufacturing sector."


And then I would ask you to turn to page 19.


And 19 has a table which shows the total energy savings from Ontario's industrial sector that would result if all economically feasible best practices are implemented.


According to this table, if all of the economically feasible best practices are implemented in Ontario's industrial sector, its total energy consumption will be reduced by 214 pJ, or 29 percent in 2013; is that correct?  Sorry, 2030.


[Witness panel confers]


MS. LYNCH:  From the sectors noted, yes.


MR. WANLESS:  And further down on the same page, Exhibit 34 provides a breakout of the total industrial energy savings by fuel type.


According to this table, 106 petajoules or approximately 50 percent of the total industrial savings would be with respect to natural gas; is that correct?


[Witness panel confers]


MR. WANLESS:  Just so you know where I am looking, where the numbers are from, on Exhibit 34, the "natural gas," the line -- I'm referring specifically to the "natural gas" line and the totals.


So again, quick math.


MS. LYNCH:  Again, correct, for the sectors noted here.


MR. WANLESS:  Okay.  Then, in contrast, only 52.4 petajoules or 25 percent of the total industrial savings would be with respect to electricity?


Again, doing the quick math.


MS. LYNCH:  Yes.  According to this table.


MR. WANLESS:  And I would ask you to turn to page 4 -- sorry, tab 4.  And this contains a report by Marbek, entitled "Natural gas energy efficiency potential --"


MS. CONBOY:  Sorry, Mr. Wanless, just so we don't lose it afterwards, when you were referring to the petajoule savings for electricity --


MR. WANLESS:  Yes?


MS. CONBOY:  -- did you drop down a line by mistake, and say "25" instead of "30"?


Is it 52.4 and 30, is the math you're doing?


MR. WANLESS:  No.  My percentage of 25 percent actually doesn't exist on this table.  We have to do the quick math to get it.


Basically, that number comes from the total potential economic savings of 214 petajoules.


MS. CONBOY:  Okay.


MR. WANLESS:  And then divided by the electricity.


MS. CONBOY:  Got you.  Okay.


MR. WANLESS:  Which is 25 percent.


MS. CONBOY:  Thank you.


MR. WANLESS:  I would direct you to tab 4.  This is the Marbek report, entitled:  "Natural gas energy efficiency potential, residential, commercial and industrial sectors."


And I understand that this was submitted to Union Gas?


MS. LYNCH:  Correct.


MR. WANLESS:  And I understand that the purpose of the report is to look at the potential for natural gas energy efficiency by 2017?


MS. LYNCH:  Correct.


MR. WANLESS:  I would ask you to turn to page 28.


According to this report submitted to you, on the first paragraph:

"If all economically cost-effective DSM measures were implemented, industrial natural gas consumption would be reduced by approximately 34 percent in 2017."


Is that correct?


MS. LYNCH:  Yes, based on the forecast in this report.


MR. WANLESS:  And I would ask you to turn to page 29, and I will be referring to the last paragraph on this page, or the first bulleted point.


According to this bulleted point, on my reading of it, low DSM program participation rates in early years create a significant lost opportunity in terms of the total DSM savings that will be actually achieved.


Is that correct?


MS. LYNCH:  Yes.  In any year that you don't -- a changeover is done and it is not done in the most efficient fashion, then it creates a lost opportunity.


MR. WANLESS:  So it is important to do things sooner rather than later?


MS. LYNCH:  Correct.


MS. HARE:  Mr. Wanless, I would like to interrupt.


This study says "submitted to Union Gas."  Was it, in fact, commissioned by Union Gas?


MR. WANLESS:  Was it?


MS. LYNCH:  Yes.


MS. HARE:  And did you have input into the information that went into this study?


MS. LYNCH:  We would have.


MS. HARE:  And are you familiar with this report?


MS. LYNCH:  Yes, although I was not in my role at the time that this report was completed.


MS. HARE:  Thank you.


MR. WANLESS:  I'm wondering if you could unpack a little bit what you mean by "the lost opportunity."


MS. LYNCH:  Just to the extent that anytime you make a change in equipment and don't make a higher-efficiency choice, then it is a lost opportunity for the measure life of that piece of equipment.


So if you change it out for a piece of equipment that would take 10 years before you would replace it again, you have potentially lost 10 years of opportunity.


MR. WANLESS:  Right.  Thank you.


I'm going to change topics a little bit now, and I would direct you to tab 5.


This is another report of the Environmental Commissioner of Ontario.  This tab actually contains excerpts from that report, and it is entitled:  "A question of commitment, review of the Ontario Government's climate change action plan results."  And it was released in December 2012.


I would ask you to turn to page 33, which is actually -- 33 is a bit hard to read.  It's page 12 of the report.


And according to this report, the Ontario government is calling for a 6 percent reduction in our greenhouse gas emissions by 2014 relative to 1990; is that correct?


MS. LYNCH:  Yes, I see that in the report.


MR. WANLESS:  And, similarly, the reduction is 15 percent below 1990 levels by 2020?


MS. LYNCH:  Yes, according to this report.


MR. WANLESS:  And on page 34, figure 1 plots Ontario's actual greenhouse gas emissions relative to the government's targets; correct?


MS. HARE:  I'm sorry, I don't really understand what you're going after.  This isn't a report they produced, so you're asking them to confirm what is on the page.


MR. WANLESS:  That's correct.


MS. HARE:  I think it might be more useful to ask if they agree with it or have any issues with it or maybe no opinion.


But to ask them to keep confirming if what is on the page is on the page I don't think is particularly helpful.


MR. WANLESS:  Okay, thank you.  Thank you for that.


Were you aware of these targets?


MS. LYNCH:  I am aware that the province has targets.


MR. WANLESS:  And you don't have any reason to doubt the accuracy of these documents?


MS. LYNCH:  No, although I haven't read this particular document.


MR. WANLESS:  Okay, thank you.


I would direct you to page 35 of this report.  And for the benefit of the Board, part of the reason I am asking these questions is as a foundation for a question that I am going to be getting to quite shortly.


MS. HARE:  Okay.


MR. WANLESS:  According to this report near the bottom here, the government is projecting a 30-million-tonne gap between forecast greenhouse gas emissions and the government's emission reduction target; is that correct?


MS. LYNCH:  I see that number in the report.


MR. WANLESS:  And that number is for 2020?


MS. LYNCH:  Yes, according to the report.


MR. WANLESS:  Okay.  And I would direct you to tab 6.  This tab contains a breakout of Ontario's energy-related greenhouse gas emissions in 2010 created by Jack Gibbons, a consultant for Environmental Defence.


We provided these to Union earlier this week so that you had a chance to review them.  I understand that you have, and I understand that the estimates look reasonable to you; is that fair?


[Witness panel confers]


MS. LYNCH:  Yes, they did look reasonable.


MR. WANLESS:  According to Environmental Defence's estimates, natural gas and coal-fired power plants were responsible for 8 percent and 9 percent of Ontario's total energy-related greenhouse gas emissions in 2010; is that correct?


MS. LYNCH:  According to the summary.


MR. WANLESS:  And, again, that looks reasonable to you?


MS. LYNCH:  Based on our review, it looked reasonable.


MR. WANLESS:  And, similarly, according to our estimates, natural gas was responsible for 34.5 percent of Ontario's total energy-related greenhouse gas emissions in 2010.


MS. LYNCH:  Yes.


MR. WANLESS:  Again, that looks reasonable to you?


MS. LYNCH:  Yes.


MR. WANLESS:  And it would be fair to say that when the coal phase-out is complete and the Pickering nuclear station comes to an end of its life, that the greenhouse gas emissions from natural gas-fired power plants will have to rise?


MS. LYNCH:  Yes, to the extent that the plants are used more often.


MR. WANLESS:  And given that natural gas is responsible for 34.5 percent of Ontario's greenhouse gas emissions in 2010, and given that you just acknowledged that that proportion is likely to rise, do you think that it is reasonable to assume that any cost-effective strategy to achieve Ontario's 2020 greenhouse gas emission target will require a significant increase in the energy efficiency of our natural gas consumption?


[Witness panel confers]


MS. LYNCH:  Yes, based on the summary, all other things being equal.  I would just note that I am a bit outside of my area of expertise with this.


MR. WANLESS:  I think that is enough on that topic.


I'm going to switch topics, and I want to discuss with you the possibility of Union submitting a larger DSM budget for 2014.


I would ask that you turn to tab 7 of Environmental Defence's reference book.  This includes excerpts from the Ontario Energy Board's DSM guidelines dated June 30th, 2011, and I would direct you to page 41.


According to this page, Union's annual DSM budget between 2012 and 2014 is capped or should be capped at 27.4 million per year; is that correct?


MS. LYNCH:  The budget was actually -- through the settlement we did have an increase on the low-income portion of it and the spending related to that.  So our budget for 2013 is actually $32 million.


MR. WANLESS:  And that is a result of the low-income DSM budget increase?


MS. LYNCH:  We had an additional increase, yes.


MR. WANLESS:  I would ask that you turn to tab 1 of our reference book.  This is back to Union's evidence.


And I would direct you to page 3.  My apologies.  I would direct you to page 1, and you note at line 21 that Union has prepared the plan in compliance with the Board's guidelines.


Are you referring to the DSM guidelines that we just spoke of?


MS. LYNCH:  Yes.


MR. WANLESS:  And I would ask you to turn to page 2, still within the same tab.  According to your evidence at line 21, your 2012 DSM budget for large volume industrial customers was 4.664 million?


MS. LYNCH:  Correct.


MR. WANLESS:  And then turning to the next page, at lines 3 and 4, your proposed DSM budget for large volume industrial customers is the same as the 2012 budget, subject only to the fact that it is escalated for inflation?


MS. LYNCH:  Correct.


MR. WANLESS:  In other words, you're not asking for any additional money above the guidelines?


MS. LYNCH:  No.  Our budget is in line with our 2012 approved budget with inflation escalators.


MR. WANLESS:  And you're not asking for any money in addition to the amount that is set by the guidelines?


MS. LYNCH:  Correct.


MR. WANLESS:  Now, would you agree that the DSM guidelines' budget cap are not legally binding on any party, as they are not orders of the Board?


MR. SMITH:  I think that is really a legal question.


MS. CONBOY:  Mr. Wanless, would you like to respond to Mr. Smith's --


MR. WANLESS:  Well, I wonder, would you be able to answer on behalf of Union?


MR. SMITH:  The guidelines are guidelines, and we are guided by them.  If the Board directed us to do otherwise, we would do otherwise.


MR. WANLESS:  I'm wondering -- and, actually, I will ask this question back to the panel.  When you were preparing your application and specifically deciding how much to request, did you consider the guidelines to be legally binding?


Did you consider the possibility that we can ask for more and that could be granted?


[Witness panel confers]


MS. LYNCH:  We used the guidelines to guide our budget, which, again, we view as -- it's a balance in the amount that we're spending on the program and the rate impacts of the program.


MR. WANLESS:  But did you -- so you considered the possibility that you could go higher, but then decided not to?


MS. LYNCH:  Yes.  We determined that was the right balance for the budget amount that we put forward.


MR. WANLESS:  I would ask you to turn to tab 8 of our reference book.


This is an affidavit signed by Michael Millar, and it specifically addresses the issue of whether or not the budget cap is legally binding.


And I want to direct you to page 47, paragraph 19 which reads:

"However, the Board acknowledges that because these guidelines are not orders of the Board, they are not binding on any party."


And then it goes on to say that it is considered:

"These guidelines will be considered by the Board Panel assigned to any hearing to which they are relevant, but the Panel is not bound to follow them."


When you were making this application, were you aware of the Board's position on whether or not the guidelines were binding on any party?


MS. LYNCH:  Yes.


MR. WANLESS:  A moment's indulgence.


I think we can agree that your DSM program, especially specifically as it relates to large industrial, has been very successful.  Would you agree with that?


MS. LYNCH:  Yes.


MR. WANLESS:  And we've already been over this a bit, but that the TRC benefit cost ratio is 8.1:1?  That's correct?


MS. LYNCH:  Yes.


MR. WANLESS:  Which is -- which is very high, especially in comparison to other comparable programs; is that correct?


MS. LYNCH:  Compared to our other programs, correct.


MR. WANLESS:  Again, one dollar spent and you get 8.1 back?


MS. LYNCH:  Correct.


MR. WANLESS:  But it's also fair to say that at the moment you can only do so much, because there is a cap, that there's only a certain amount of money that you can spend where you're spending a dollar and getting $8 back; is that correct?


MS. LYNCH:  Yes.  We proposed a budget for the program.


MR. WANLESS:  If you significantly -- if you significantly increased Union's large-volume DSM budget, it is safe to assume that that would provide significant economic benefits to society?


MS. LYNCH:  To the extent that you increase the budget, you could drive additional results.


Everything has to happen in a stepped approach, though.  It's not like you just, you know, double the budget and double your results.


It -- it has to happen in a --


MR. WANLESS:  The results you're getting right now are -- they're 8:1?


MS. LYNCH:  Correct.


MR. WANLESS:  So --


MS. LYNCH:  On a forecast basis.


MR. WANLESS:  On a forecast basis.


So if you increase the budget, it would be expected that the next dollar that you spend, you're still going to get 8:1 back.  Yeah?


MS. LYNCH:  Or close to that.


MR. WANLESS:  Close to that, right.


Then the more that you expand it, then eventually there will be diminishing returns, but at the beginning the returns are still going to be very, very large; is that correct?


MS. LYNCH:  Yes.  To the extent that there continues to be opportunities.


MR. WANLESS:  Okay.  Now, let's assume that the OMB (sic) is approving only the large-volume industrial DSM budget for 2013, just 2013.


Under this scenario, would it be possible for you to develop a new large-volume industrial plan, a DSM plan for 2014 specifically, that outlines all cost-effective DSM opportunities?


Is that something that you could do?


[Witness panel confers]


MS. LYNCH:  That would be something that would require a significant amount of work, to prepare a plan that would produce that level of results.


MR. WANLESS:  I'm not asking you to sort of undertake to do it as part of these proceedings.


I'm asking that -- I mean, obviously, you do these forecasts and they obviously take a lot of work.


I'm wondering if, in the future, if we split this into two and just did 2013 now and then did 2014 later, if you would be able to -- to run the numbers for an expansion to the DSM budget.


MS. LYNCH:  No.  I just -- the amount of work that would have to go into that, I mean, our proposal is for a two-year plan based on the program we've put in front of the Board.


MR. WANLESS:  But it is something that you could do?


MS. LYNCH:  We could.  It would take a lot longer than that.


MR. WANLESS:  Sorry, what do you mean by "it would take a lot longer than that"?


MS. LYNCH:  To be able to develop a plan that would have that level of information that we required, the input that we would need, even from customers, would take a fair amount of time to compile.


MR. WANLESS:  But it is something you could do?


Again, I'm not asking for an undertaking or anything like that.  I'm just asking if the Board were to decide to say 2014 is a different story, you could do this exercise?


MS. LYNCH:  We could do the exercise, but again, it would be -- the approval we're looking for is a two-year approval.


MR. WANLESS:  It's fair to say that your application is in keeping with the guidelines, and in particular, the budget cap, even though you acknowledge that they're not binding; is that fair?


MS. LYNCH:  Correct.


MR. WANLESS:  And as a result, it's fair to say that you've left significant cost-effective DSM opportunities unexplored?


MS. LYNCH:  With what we've proposed, we've looked to strike a balance between the budget that we have and the needs of our customers and the rate impacts.


MR. WANLESS:  But you didn't look at what sort of savings you might be able to get with an increased DSM industrial budget?


MS. LYNCH:  No.


MR. WANLESS:  Okay.  I'm going to ask just two more questions related to APPrO.


First, I was wondering if you could tell me how many of Union's T2 and Rate 100 customers are natural-gas-fired power plants.  And if you don't have that handy, we would be happy with an undertaking.


MR. MacEACHERON:  We actually have a table.


In Exhibit B5.1, it's a response to an interrogatory asked by APPrO.  And it is Union's response to that interrogatory.


MR. WANLESS:  Yes.  Would you be able to --


MR. MacEACHERON:  So there is a table there.  I'll just wait for people to get to that table.


MR. WANLESS:  Oh.  Thank you.


MR. MacEACHERON:  And it is page 2 of 2 on that interrogatory response.


And your question was related to the T2 category, was it?


MR. WANLESS:  And Rate 100.


MR. MacEACHERON:  You can see Rate T2, we have eight power customers, and Rate 100, we have seven power customers.


MR. WANLESS:  Okay.  For a total of 15?


MR. MacEACHERON:  That's correct.


MR. WANLESS:  And do you know how many distinct companies own these power plants, these 15 power plants?


MR. MacEACHERON:  Yes.  I would have to give that some thought as far as breaking it out, if that is what you're asking, but yes, I do know the ownership of those plants.


MR. WANLESS:  Could we get an undertaking for that information?


MR. MacEACHERON:  Yes.


MR. MILLAR:  J1.3.
UNDERTAKING NO. J1.3:  to PROVIDE DETAILS OF OWNERSHIP OF THE 15 RATE T2 AND RATE 100 NATURAL GAS POWER CUSTOMERS.

MR. WANLESS:  And I actually don't have any more questions.  I suppose I could try and make some up for 15 minutes, but...


[Laughter]


MS. CONBOY:  No, that will be fine.  Thank you.


[Laughter]


MS. CONBOY:  So why don't we break, why don't we break now for an hour and come back at a quarter to two.  Thank you very much.


--- Luncheon recess taken at 12:45 p.m.


--- On resuming at 1:49 p.m.

MS. CONBOY:  Thank you.  Please be seated.


Thank you.  Before we get to you, Mr. Crane, who I think will be --


MR. CRANE:  Yes.


MS. CONBOY:  -- going next, our hope today is to finish with the Union panel, and get to you, Mr. Poch, your expert witness.  I would like to confirm that we will, unfortunately not be getting to the APPrO panel today.


I understand that there may be some people, once we're done with the Union panel, who will not have questions for the GEC panel, and therefore would like to have that confirmed.  So I can confirm that to you.


Are there any preliminary matters that arose during the lunch break?


Okay.  So we will start with Mr. Crane, and then, Mr. Frank, you will be up next.

Cross-Examination by Mr. Crane:

MR. CRANE:  Thank you, Madam Chair.


It's Mark Crane on behalf of IGUA.  I would like to start off in asking a few questions about the consultations that are referenced in Union's materials.


I take it you met with both -- with your large-volume customers; correct?  In 2012?


MR. MacEACHERON:  That's correct.


MR. CRANE:  I take it rate stability was a fundamental concern identified by them?


MR. MacEACHERON:  Yes, it was.


MR. CRANE:  And they wanted to minimize the volatility in the DSMVA?  Is that the message they sent to you?


MR. MacEACHERON:  That was a significant concern from -- expressed by our large-volume customers in the consultation sessions that we held with them, that being no more surprises.  This 2011 deferral clearing amount was, indeed, a significant amount, and was a big surprise to our large-volume customers.


And so going forward, as we discussed a new program structure, that was one of their major concerns, is that there wouldn't be an opportunity for a repeat of that.


MR. CRANE:  As you said this morning, you heard that loud and clear, I think was your evidence this morning?


MR. MacEACHERON:  Absolutely.


MR. CRANE:  I take it -- was the desire to provide rate certainty that led to Union's decision to remove the 15 percent overspend eligibility for the R2 and the Rate 100 rate classes?


MS. LYNCH:  Correct.


MR. CRANE:  And notwithstanding that, rate stability was a concern identified to you by both the T1 and the other industrial rate classes; correct?


MR. MacEACHERON:  That's correct.


MR. CRANE:  I would ask that you take a look at a chart I have provided to Board Counsel and parties here today, two charts, and I would ask that you take a look at the chart --


MS. CONBOY:  Can you give us a minute, please, Mr. Crane?  We don't have that chart up here.


MR. MILLAR:  Yes, Madam Chair.  These will be marked as Exhibit K1.6.

EXHIBIT NO. K1.6:  TWO IGUA CHARTS.

MS. CONBOY:  Thank you.


MR. CRANE:  Perhaps the easiest way to identify them -- one of the charts is identified at the top with a title, "Impact of the clearance rates of the 2011 DSMVA on the average T1 customer."


And it's the other chart that I would like us to take a look at first.  And for the benefit of the panel, I'll just run through the columns with you.


I take it column A we've identified the rate classes; correct?


MR. MacEACHERON:  I see the rate classes in column A, yes.


MR. CRANE:  In column B, we've got the unit rate for DSM costs, broken down dollar per cubic metre?


MR. TETREAULT:  That's correct.


MR. CRANE:  And that information was taken from Exhibit A, tab 1, schedule 2?


MR. TETREAULT:  That's right.


MR. CRANE:  And in column C, we have an average annual volume for each of the three rate classes?


MR. TETREAULT:  Yes.


MR. CRANE:  And that was provided by Union; correct?


MR. TETREAULT:  Yes, it was.


MR. CRANE:  And then column D provides an average annual cost per rate class, based upon -- what it calculates is it is column B times column C; correct?


MR. TETREAULT:  That's right.


MR. CRANE:  And column E is -- reflects the change in the rates in 2013 in comparison to 2012; correct?


MR. TETREAULT:  Correct.


MR. CRANE:  So if we look at the R100 class, the rates went up from 2012 to 2013; fair?


MR. TETREAULT:  Fair.


MR. CRANE:  And similarly in 2013, the rates also went up for the T1 class; correct?


MR. TETREAULT:  Correct.


MR. CRANE:  And they went down for the T2 class?


MR. TETREAULT:  Yes.


MR. CRANE:  And column F is -- is the actual dollar figure change at the end of the day for the average customer in each rate class?


MR. TETREAULT:  That's correct.


MR. CRANE:  Between 2012 and 2013?


MR. TETREAULT:  That's correct.


MR. CRANE:  Okay.  And if we look at the T1 rate class, you will see that in 2013, based upon what's been proposed, it's estimated that the average -- not estimated.  The average T1 customer will pay just under $40,000 for DSM; correct?


MR. TETREAULT:  That's correct.


MR. CRANE:  And comparing that to what they would have paid in 2012 or what they did pay in 2012, it is an increase of 28-and-a-half-thousand dollars; correct?


MR. TETREAULT:  That's correct.


MR. CRANE:  And so at the end of the day, what a T1 customer paid for DSM in 2012 was a little over $10,000; correct?


MR. TETREAULT:  Based on the same parameters, that's correct.


MR. CRANE:  Okay.


MS. HARE:  Sorry to interrupt, but I think you just misspoke.


You said T1 would increase by just under 40,000; you meant to say "100"?


MR. CRANE:  You're correct.  Thank you for that clarification.  What I --


MS. HARE:  Just so the transcript is correct.


MR. CRANE:  Yes, thank you for that.


So what I did mean to say was that there was an increase from 2012 to 2013 within the T1 rate class, of $28,000.


MS. HARE:  Mm-hmm.


MR. CRANE:  Thank you.


MS. HARE:  Mm-hmm.


MR. CRANE:  And so if I step back for a moment, a T1 customer, the average T1 customer paid -- I've done the math.  It is $10,788.00 in DSM costs in 2012.


Does that seem reasonable, based upon the numbers before you?


MR. TETREAULT:  Yes, it does.


MR. CRANE:  And in 2013, that number spikes to 39,360; correct?


MR. TETREAULT:  That's correct.


MR. CRANE:  And so that reflects a significant increase; you'd agree with that?


MR. TETREAULT:  Yes.


MR. CRANE:  Three -- a little over three-and-a-half times higher?


MR. TETREAULT:  That's correct.


MR. CRANE:  And if I can now draw your attention to the second chart, and have you had an opportunity -- which is entitled "Impact of the clearance of the 2011 DSMVA on the average T1 customer."  Do you have that in front of you?


MR. TETREAULT:  Yes, we do.


MR. CRANE:  And have you had an opportunity to validate the accuracy of that information?


MR. TETREAULT:  Yes, we have, and it is accurate.


MR. CRANE:  And within that chart, what it is setting out is the impact on the average customer, the average T1 customer and also for the average T2 customer, on the impact of the clearance of the 2011 DSMVA; correct?


MR. TETREAULT:  Yes, that's correct.


MR. CRANE:  And in column F, it would -- informs us that the average T1 customer will pay just under $20,000 with respect to the clearance of that account; correct?


MR. TETREAULT:  Yes, with respect to the clearance of the deferral accounts.


MR. CRANE:  Thank you.


And similarly, the average T2 customer will pay just under $600,000 as it relates to the clearance of that account; correct?


MR. TETREAULT:  That's correct.  There's-- just to clarify, there are three deferral accounts that are referenced on this table.


MR. CRANE:  Thank you for that clarification.  Yes.


And if I -- if we take you back to the first chart, where we reference the fact that in 2013, the average T1 customer will pay about, well, $39,360, that's what's been -- that's what's baked into rates; correct?  That doesn't reflect the clearance of the DSMVA?


MR. TETREAULT:  That's correct.


MR. CRANE:  So bearing in mind that the clearance of the DSMVA from 2011 is not reflective of a 2013 rate at the end of the day, what's going to come out of the pockets of a T1 rate class member in 2013 is going to be -- the average T1 rate customer is going to be the $40,000 in addition to the $19,000 with respect to the clearance of the DSMVA; correct?  Sorry, with respect to the impacts of -- associated with the $19,000 that is referenced in the chart with respect to the DSMVA?


MR. TETREAULT:  I don't know, Mr. Crane, that I can agree with you completely.


Certainly the $39,000 is the amount in rates for the average T1 customer in 2013.  We are comparing apples to oranges here, in the sense that in the other table - this is table 2 in this exhibit - there's a debit in the DSMVA deferral account.  In other words, there is a receivable from customers.


We don't know, for example, how that will look in 2013.


MR. CRANE:  But with respect to the clearance of the account, are they not paying in 2013, over six equal installments or in one lump sum, that debt?


MR. TETREAULT:  Yes, they are.


MR. CRANE:  And so there is an impact that's coming out of the pockets of both the T1 and T2 class members as it relates to -- they're going to be paying for DSM what's been baked into rates for 2013.  They're also going to have to be paying out, at the end of the day, in 2013 moneys associated with the clearance of the DSMVA?


MR. TETREAULT:  Yes, that's fair.  I think I misunderstood your original question, but I agree with your statement.


MR. CRANE:  Okay.


MS. CONBOY:  Sorry, I'm going to jump in there to make sure I understand this now.


MR. CRANE:  Yes.


MS. CONBOY:  The $19,416 from the second chart --


MR. CRANE:  Yes.


MS. CONBOY:  -- which is the clearance from the 2011, would find itself in the T1 rates of the 28 amount or the 39?


MR. TETREAULT:  No, it would not.  Mr. Crane is suggesting that the T1 customers will be out of pocket by the sum of the 2013 DSM costs that are in base rates, so that is the $39,360, plus the fact, through the deferral clearing which is happening in 2013, we would be looking to recover an additional $19,460 from that customer.


MS. CONBOY:  So it is in addition.  In 2013, it is the 39 plus the 19?


MR. TETREAULT:  Yes.


MS. CONBOY:  Thank you.


MR. CRANE:  What I've -- I appreciate, and Mr. Tetreault raised a good point, it is not comparing apples to apples.  I appreciate that, but what I'm trying to provide some context is the actual out of pocket at the end of the day with -- associated with DSM costs, bearing in mind that they're not all accrued in 2013, but what is actually being paid out of the pockets in 2013.


MS. CONBOY:  Okay.  I'm not sure I'm clear on your out-of-pocket terminology.


MR. CRANE:  Well, if they've got -- the average annual costs for DSM in 2013 for the average T1 customer is $39,000 and change.


MS. CONBOY:  Yes.


MR. CRANE:  There are also -- in addition to that, there is a cost above the $39,000 associated with the clearance of the 2011 DSMVA.


MS. CONBOY:  Mm-hm.


MR. CRANE:  So they're not -- the second chart isn't baked into the first one.  They're separate charts.


MS. CONBOY:  I understand.


MR. CRANE:  There's two pots of money that are going to be coming out of -- that customers are going to have to account for in 2013.


MS. CONBOY:  Thank you.


MR. CRANE:  If I can take you to a new topic, I would like to talk about the potential flexibility in DSM rates for the T1 rate class as it relates to Union's proposal.


I just want to be certain I understand.  I'm correct that the DSM program budget for the new T1 rate class is 1.66 million?  And I've taken that from Exhibit A, tab 1, schedule 1.


MR. TETREAULT:  That's correct.  That does exclude the low-income quantities.


MR. CRANE:  Yes, but -- okay, thank you for that.


MR. TETREAULT:  Sorry, I need to clarify that.  That is also before program inflation in 2013.


MR. CRANE:  Right.


MR. TETREAULT:  So the total DSM program budget for the T1 is the 1.697 million.


MR. CRANE:  Thank you.  Pursuant to Union's proposal, a maximum of $500,000 can be shifted as between the T1, T2 and/or R100 rate classes; is that correct?


MS. LYNCH:  Correct.


MR. CRANE:  In addition to that, there is a potential for an additional amount up to 15 percent of the DSM program budget that can be overspent pursuant to the DSMVA; is that correct?


MS. LYNCH:  Correct.


MR. CRANE:  And is that 15 percent, then -- is that 15 percent of the DSM program budget or is it 15 percent of what Mr. Tetreault just clarified, being the total DSM program budget?


MS. LYNCH:  It's 15 percent of the program budget.


MR. CRANE:  The program budget and not the total DSM program budget?


MS. LYNCH:  Correct.


MR. CRANE:  Thank you.  And I've calculated 15 percent, then, of the 1.66 million, which is the DSM program budget, to be $249,000.  And in fact that is referenced in -- on page 14 of 36 of Exhibit A of tab 1, in any event.


So I'm correct, then, that you would -- you would add the $500,000, and then the $249,000 to identify the potential overspend for the T1 rate class?  Is that accurate?


MS. LYNCH:  That's correct.


MR. CRANE:  And that $749,000, I can tell you, represents 45 percent of the total.  It would be 45 percent, an increase of 45 percent above the 1.66 million.


I've done that math, but does that seem reasonable to you?


MS. LYNCH:  Yes.


MR. CRANE:  And if I take you back, then, to the first chart we looked at, which references the $39,000 on the average costs for the average T1 customer, then, and if you were to multiply that by 1.45, you arrive at a number of $52,722.


And I guess my question is:  Would you agree with me that if, for whatever reason, that overspend did take place, that the difference between $10,788, which is what you agreed the average T1 customer would have paid for DSM costs in 2012, is a significant increase -- or to spike -- the $52,722 would amount to a significant increase?


[Witness panel confers]


MR. TETREAULT:  Yes, that's fair.


MR. CRANE:  And it would obviously have a significant impact on the customer's desire for rate certainty?


MR. TETREAULT:  I'm not sure I would agree with you there, Mr. Crane.  Percentage-wise, it is an increase, but for the average customer it is a fairly small sum of dollars overall.


And so while the goal was to provide some rate stability and rate predictability to T1s, it's also important that we allocate the cost between T1 and T2 for DSM programs on a reasonable basis.


MR. CRANE:  Fair enough.  But it's what Mr. MacEacheron was hearing loud and clear from his customers when he was meeting with them, as I understood the evidence.  Rate certainty and rate predictability were key themes that were being communicated to you during your consultations; correct?


MR. MacEACHERON:  It was really the large -- the T2s that were most vocal in that category, and you can see why when you look at the 598,000 average deferral account amount to be billed.  It was really the largest of the T1s, now the T2s, that were most vocal in that -- that camp.


MR. CRANE:  But you did consult with the T1s and they did communicate that to you, their desire for rate certainty and rate predictability; correct?


MR. MacEACHERON:  That is a customer desire that was communicated.


MR. CRANE:  Those are my questions.  Thank you.


MS. CONBOY:  Thank you very much.


Mr. Frank?

Cross-Examination by Mr. Frank:

MR. FRANK:  Good afternoon.


If I could ask the panel to turn to Exhibit B5.6 for a moment -- which is an answer to an undertaking -- it was referred to earlier this morning in the evidence.


And I'm looking at page 2 of 3 at the bottom, answer number (d).


And I believe it was Mr. MacEacheron who was indicating that gas-fired generation customers had grown from two projects in 2008 to 25 projects in 2011?


MR. MacEACHERON:  That's correct.


MR. FRANK:  And this is a reference to CES plants?


MR. MacEACHERON:  It's in reference to our power -- gas-fired power generation customers, some of which would be CES plants.


MR. FRANK:  Right.  And some of which are not?


MR. MacEACHERON:  That's correct.


MR. FRANK:  You will see the question, of course, refers to CES plants and state of the art CES plants.


And the answer appears not to be responsive.  It appears to be an answer relating to gas-fired -- gas-fired power generation generally; is that correct?


MR. MacEACHERON:  The answer is characterized looking at all gas-fired generators.


MR. FRANK:  Right.  And just if I could take you to Exhibit A, tab 1, page 9 of 36 -- are you there?


MR. MacEACHERON:  We're there.


MR. FRANK:  And again -- I will just wait until the...


MS. CONBOY:  Okay.


MR. FRANK:  Again, just to confirm, we could see in table 1 in the middle of the page where the projects go from two to 25.


This clearly relates to all power generation customers, not just state of the art ones; correct?


MR. MacEACHERON:  That's correct.


MR. FRANK:  I also understood your evidence this morning to be that approximately $700,000 in incentives had been paid to APPrO members through the DSM program.


MR. MacEACHERON:  To power generator customers in the DSM program, that's correct.


MR. FRANK:  Okay.  And that covered approximately 60 projects, I think you said?


MR. MacEACHERON:  That's correct.


MR. FRANK:  And just -- can I get the time frame for that?


MR. MacEACHERON:  It would have been the -- let me just...


MR. FRANK:  I had understood it to be 2009 forward, but I'm not sure if it is 2008.


MR. MacEACHERON:  It was 2009, 2010 and 2011.


MR. FRANK:  Okay.  And do you know what -- so there's $700,000 in incentives.  Do you know what the total cost of those projects was?


Or, put another way, do you know the total costs that was funded by the customers themselves, compared to that 700,000?


MR. MacEACHERON:  I don't have that information.


MR. FRANK:  Can you undertake to get that for me, please?


MR. MacEACHERON:  I'm not sure we have that.  We can do our best.


MR. FRANK:  Well, I note from -- in answer to some of the IGUA questions, that it appeared that that information was available.


MR. MacEACHERON:  Our project files should have it.  I just was a little uncertain, but I am confident we can find that information.


MR. MILLAR:  J1.4.

UNDERTAKING NO. J1.4:  to PROVIDE TOTAL PROJECT COSTS FUNDED BY CUSTOMERS.

MR. FRANK:  Thank you.


Can you tell us what the total in DSM rates that were paid by those customers was over that time period?


MR. MacEACHERON:  Not off the top of my head, no.


MR. FRANK:  Can you undertake to provide that information?


MR. MacEACHERON:  Yes, we can do that.


MR. MILLAR:  J1.5.

UNDERTAKING NO. J1.5:  to PROVIDE TOTAL AMOUNT IN DSM RATES PAID BY THESE CUSTOMERS OVER THIS TIME PERIOD.

MS. HARE:  Can I just go back to J1.4?  Could you restate what the question was, what the undertaking was?


Because I heard two things, and the second one was the $700,000 compared to what industrial customers funded on their own.  Was that the question?


MR. FRANK:  Yes, exactly.


MS. HARE:  Now, would you have that?


MR. FRANK:  Sorry, it should be power generators.


MS. HARE:  Power generators, sorry.  But would you have an idea of what they funded on their own?


MR. MacEACHERON:  Our project files should have the capital investment or other investment made by the customer for each project, so we should be able to get that.


MS. HARE:  Even though it wasn't a Union DSM project?


MR. MacEACHERON:  That's correct.


MS. HARE:  Okay.  Good.  Thank you.


MR. FRANK:  Just while we're there, if I could take you to Exhibit B5.15?


MR. MacEACHERON:  I'm sorry, which --


MR. FRANK:  Exhibit B5.15.  This is an answer to an interrogatory from APPrO.


MR. MacEACHERON:  I have it.


MR. FRANK:  I just want to make sure I understand the chart correctly at the bottom.


The third column has a heading:  "Incentive dollars provided by Union."


And so that would be the incentive funding through DSM; is that correct?


MR. MacEACHERON:  That's correct.


MR. FRANK:  And so if I wanted to -- wanted to determine the percentage of a project that was actually funded through DSM funding, as opposed to paid in total by a customer, would I, then, look at the column we just looked at and then the next column called "Customer project dollars"?  So that would be the funds expended by the customer to complete that -- those projects?  Is that right?


MR. MacEACHERON:  Yes.  The "Customer project" column is the funds expended by the customer.


MR. FRANK:  Right.  So to get the percentage, would I take the incentive dollars provided by Union, and divide that by the incentive dollars provided by Union and the customer project dollars?


MR. MacEACHERON:  That's correct.


MR. FRANK:  So by my calculation, that would be 3.815 million, approximately, over 3.815 million plus 56.889 million, approximately; is that correct?


MR. MacEACHERON:  That's correct.


MR. FRANK:  And of course we could all do math or get calculators, but by my calculation, that is about 6.28 percent?


MR. MacEACHERON:  I will accept that, subject to check.


MR. FRANK:  Okay.  You will let me know if that is wrong?


So if that is correct, then, in terms of funding a project, the DSM funding, on average, is contributing 6.28 percent to the project, on these numbers?


[Witness panel confers]


MR. MacEACHERON:  Yes.  When you look at it in total, the 6.28 percent, subject to check, would be it.


If you look at the column next to the "Customer project" column, "Percent funding average by Union," you can see the same percentages by spending category or project category.


O&M is nine percent, capital four percent, and then we have much higher percentages on engineering feasibility studies and process improvement studies, and steam trap and educational projects.


MR. FRANK:  Right, but the percentage that is not in there is the 6.28 percent; correct?


MR. MacEACHERON:  That would be the percentage that would be at the bottom of the chart.


MR. FRANK:  That would be the average overall; correct?


MR. MacEACHERON:  Yes, subject to check.


MR. FRANK:  Thank you.


Now, you mentioned earlier that -- I'm sorry to take everyone back and forth.  I apologize.


And this isn't in our compendium because it came up this morning, but -- I don't think it is necessary to turn up yet, but I had understood you to say that approximately 60 projects were undertaken by power generation customers in the 2009 to 2011 time frame.


And I understand in that time frame there would have been approximately 600 projects?


Well, perhaps we could look -- let's not guess -- page 9 of 36, at Exhibit A, tab 1.  I'm sorry to jump back and forth.


MR. MacEACHERON:  Yes.


MR. FRANK:  Simply put, I have added up 62 projects from 2008 to 2011 in power generation, and my total is 621 for all projects, which would give us about 10 percent.


MR. MacEACHERON:  Mm-hm.  I will accept that, subject to check.


MR. FRANK:   Okay.  So my question for you is:  My understanding is that power generation customers make up, in number, about 20 percent of customers overall?  Are you able to confirm that?


MR. MacEACHERON:  Again, I would refer to our Exhibit B5.1, which listed the customers for each rate class, and we have eight customers in the T2 rate class out of 20 and we have seven power customers in the Rate 100 class out of 18.


MR. FRANK:  So are you saying it is about 15 over 38, 40 percent?


MR. MacEACHERON:  That's correct.


MR. FRANK:  Okay.  And so 40 percent of the customers, do I understand, are getting about 10 percent of the projects, then?


MR. MacEACHERON:  That's what that math would calculate.


MR. FRANK:  Thank you.  We were talking earlier about direct access, and I understood that one of the motivations or goals, perhaps - and you will correct me, because I am paraphrasing a little bit - was to give customers a bit more certainty of amount.  Is that fair?


MR. MacEACHERON:  For planning purposes?


MR. FRANK:  Yes.


MR. MacEACHERON:  They would know at the beginning of the year the amount of incentive dollars that they would have available to them, and that was really directed at that planning certainty or rate certainty.


MR. FRANK:  Right.  And that would give the customer access to approximately, I think you said, 68 percent of the rates paid for the year?


MR. MacEACHERON:  That's correct.  What they pay in rates associated with the DSM program, setting aside low-income, it would be about 68 percent.


MR. FRANK:  Okay.  But that customer would still have to have an approved energy plan to get access to those funds?


MR. MacEACHERON:  That's correct.


MR. FRANK:  And that would have to be done within a stipulated time frame to get them; correct?


MR. MacEACHERON:  That's correct.  Our program proposal calls for that plan to be done during the first four months of the calendar year.


MR. FRANK:  Right.  So we heard the phrase:  If you don't use it, you lose it.  That's correct, in that -- according to the terms of the --


MR. MacEACHERON:  The use-it-or-lose-it phrase was made in connection with the direct access budget amount that would be identified and set aside for that customer for a period of time up until August 1st.  So they had comfort to know that that money was there for them in that time period.


If they did not have a project that they were committed to executing in the calendar year identified by August 1st, then the funds that we were setting aside for them would be released and made available to all customers in the rate class for their use on energy efficiency.


That same customer who wasn't able to make a commitment or find a project would still have the ability to access funds through the aggregate pool.


MR. FRANK:  I understand, but the direct access gets lost; correct?


MR. MacEACHERON:  That's correct.  Their entitlement reservation, you might say, on those funds would be removed.


MR. FRANK:  And it can't -- well, if it's lost, it can't be carried forward, obviously; correct?


MR. MacEACHERON:  That's correct.


MR. FRANK:  Now, Mr. Crane has saved me a little bit of work on the questions I had about predictability.


If we could just take out his Exhibit K1.6, and it is the first page that he was taking everyone to, I just want to clarify one additional point.


MR. MacEACHERON:  Okay.  I have it in front of me.


MR. FRANK:  Column D, average annual costs for DSM in 2013, the figures in there do not include any amounts for the Union DSM incentive, should there be one; correct?


MR. TETREAULT:  That's correct.


MR. FRANK:  And that global amount available for the three classes is $1.809 million; correct?  I'm taking that from page -- sorry.  Yes, page 21 of 36 at Exhibit A, tab 1.


MS. LYNCH:  Yes, that's correct.


MR. FRANK:  So can you tell me what the amount to an average customer in each of those classes would be, assuming a maximum incentive is paid to Union?


MR. TETREAULT:  We can do that via an undertaking.


MR. MILLAR:  J1.6.

UNDERTAKING NO. J1.6:  TO PROVIDE AVERAGE ANNUAL COSTS FOR DSM IN 2013 TO AN AVERAGE CUSTOMER IN EACH CLASSES WOULD BE, ASSUMING MAXIMUM INCENTIVE IS PAID TO UNION.

MS. CONBOY:  Thank you.


MR. FRANK:  Thank you.


Perhaps we could avoid getting into too many details and doing too much math if I asked a general question, which might assist the Board.


Mr. Crane took you through a transfer scenario of 500,000, and I think it was as it impacted T1 rate class customers.  Do you recall that?  Do you recall going through a scenario of an assumption of $500,000 being transferred into T1 rate class?


MR. TETREAULT:  Yes.


MS. LYNCH:  Yes.


MR. FRANK:  Would the same principles apply in terms of impact on customers -- not the same percentages, but that there could be similar impacts if there were transfers into either T2 or Rate 100 of $500,000?


MR. TETREAULT:  That's correct.


MR. FRANK:  Okay.  I think we could all do the math if necessary, but thank you.


And, again, the impact that Mr. Crane took you through did not account for potential further impact of the Union incentive, if it is paid; is that correct?


MR. TETREAULT:  That's correct.


MR. FRANK:  So he took you through the 15 percent possibility regarding T1, and the $500,000 transfer maximum and the impact that would have on rates, but he did not also add in -- and there is also a possibility of a rate impact due to an allocation of the Union DSM incentive; correct?


MR. TETREAULT:  Yes, that's correct.


MR. FRANK:  And, again, I don't think we all need to do the math here, but do I understand the allocation of that 1.809 million -- if you don't have it now, you could just undertake to check, but my calculations is it would be broken down 30 percent to the Rate 100, 31.33 percent to the T1, and 38.67 percent to the rate T2 customers.  Do those sound reasonable?


[Witness panel confers]


MR. TETREAULT:  Yes, those sound reasonable, subject to check.


MR. FRANK:  Thank you.  So we're looking at additional potential rate impact in excess of $500,000 for each of those classes, and potentially up to almost $700,000 for one of them; is that correct?


MR. TETREAULT:  That's fair.


MR. FRANK:  Earlier you were asked some questions about the impact that an opt-out might have on customers who do not opt out.  And I just want to ask you -- it appeared to me that there was an assumption made that the budgeted amount would remain in, and I think it was called the incentive piece, and would then, therefore, be spread amongst customers who remained in a class where certain customers opted out.  Was that the assumption made?


MS. LYNCH:  Our expectation is that the overall budget would remain the same, and the incentive piece would be reallocated for customers who opted out.


MR. FRANK:  Okay.  But if the Board so directed, there would be no impediment to removing prorated amounts for customers who opted out, based on an appropriate formula?


MR. TETREAULT:  If the -- yeah, if the Board ordered us to reduce the DSM budget in rates for a particular class, we would do so.  There's no impediments to that, from a mathematic standpoint.


MR. FRANK:  Thank you.


And I understood you to say earlier -- I believe it was you, Mr. Tetreault -- that if that was removed, that would remove the main cross-subsidy cost?


MR. TETREAULT:  Yes.  When I was referring to earlier in the cross from CME was the fact that if -- and in her example -- there was one customer remaining in the class, that customer would pay -- would pay all the DSM costs allocated to that class at that point.


MR. FRANK:  Right.  But if the incentive piece was removed -- the $900,000 in that example -- such that that customer remained responsible only for $100,000, as it had been previously, then there would be no impact as a result of the opt-out, on that portion at least?


MR. TETREAULT:  Yes, that's fair.  Recognizing of course that any type of opt-out for any customer of costs that had been allocated to the -- to any particular rate class, is violating the fundamental principle of class ratemaking, whereby all customers in the class pay the same rates.


MR. FRANK:  Well, we will certainly get to that argument but, again, the question remains:  From a rate impact perspective, that if the Board so ordered, the incentive piece could be removed; correct?


MR. TETREAULT:  Yes, it could.


MR. FRANK:  And I take it if there were fewer customers within a rate class that were being served by a DSM program, that Union could take steps to adjust its overheads, determining whether the number of personnel involved, it was appropriate that they stay the same, or other overhead costs, there is no impediment to that, is there?


MR. MacEACHERON:  You know, that is an interesting question, because if there is an opt-out provision, I guess it implies that there is an opt-in provision, and therefore what resources do we maintain to serve the customers in that rate class?


And in customer consultation sessions, I heard the comment:  Well, if there is an opt-out provision, heck, I'll opt out this year because I'm not planning on doing anything, and next year I'm going to opt in.


And to that, we said:  Whoa, what if everyone took that approach?  What would we have to offer in the next year?


And the customer said:  Well, you know, in this case it would make business sense for me to -- if I'm not planning to do anything this year, it would make business sense for me to do that.


So we have to be careful that opt-out also means the ability to opt in, and we have to keep a critical resource base to staff and manage the program.


MR. FRANK:  Sure, but it would be no different than other opt-in services that Union offers, such as storage or other services, where reasonable and appropriate conditions for opting in or opting out could be mandated by the Board in advance, or discussed between the parties and presented to the Board on agreement?


MR. TETREAULT:  I can't agree with the storage analogy --


MR. FRANK:  I think your microphone is...


MR. TETREAULT:  Sorry.  I can't agree with the storage analogy.


T1 customers, specifically, have the ability to choose to contract for storage or not from Union.  That's clear.


But what they don't have the option to do is they don't have the option to opt out of any cost that's been allocated to the rate class.


So this takes me back to my earlier point, which -- it is very different to opt out of a service, rather than opt out of a cost that's been allocated to the class and needs to be recovered from everybody in the class.


DSM itself, those costs are a secondary cost associated with the provision of distribution service, and need to be, by the principles of class ratemaking, recovered from all customers in a class.


So I'm differentiating a cost associated with a service from another service itself that may be optional to customers.


MR. FRANK:  I'm going to suggest to you -- I'm not going to argue with you here, but I'm going to suggest to you that the definition of making it mandatory as opposed to having an opt-out is the only reason why the DSM program is what you're calling a cost that has to be spread across the class, as opposed to one that could be opted in or opted out of.


Do you not agree with that?


MR. TETREAULT:  I'm sorry, can you repeat the question?  I'm -- to make sure I followed it properly.


MR. FRANK:  You're suggesting that the DSM program is one that is a cost that is spread across the class.


And I'm suggesting to you that's only the case because that's the way the program's been set up.  If it had an opt-out, it would be similar to other services where customers could opt in or opt out, again, recognizing that that may require appropriate terms.


MR. TETREAULT:  No, I -- I can't agree with you.  I don't consider DSM to be a service in the same way storage, transmission and distribution may be services.


DSM costs themselves are part of Union's provision of distribution service to customers.  I think that is a very -- a very clear distinction from the case where a customer can choose or choose not to buy a storage service from Union.


MR. FRANK:  Just so we can kind of complete the tedious kind of number review, if I could take you to -- there was a cross-examination compendium that was forwarded to all parties and copies were made available for the Board, from APPrO.


If I could ask that we have copies of that for the Panel, for the Board Panel and the witness panel?


MR. MILLAR:  This will be Exhibit K1.7.

EXHIBIT NO. K1.7: APPRO COMPENDIUM


MR. MILLAR:  It's the APPrO compendium.


MR. FRANK:  Thank you.


And I apologize.  What I forgot to put in the compendium, to start, is Exhibit K -- Exhibit B5.6, which will lead me to some questions about some documents in the compendium.


And so this is a question from APPrO that makes a reference to Union evidence, and the quotation excerpted states:

"Although some customers such as power producers have indicated that they would like to opt out of the plan, significant economically feasible efficiency opportunities remain in the province that large-volume customers have not undertaken to date."


And the first question, question (a), is to provide a basis for the statement.  And if I could then direct you to the second paragraph of the response, which makes reference to two recent Ontario studies, which are footnoted below.


Do you see that, in footnote 1?


MS. LYNCH:  Yes.


MR. FRANK:  And we've looked at these studies earlier, but not these particular pages of them.


The first one is a Marbek study, which I understand was submitted to Union Gas; is that correct?


MS. LYNCH:  Yes.  We did commission this study and filed it with the Board as part of our 2012 to 2014 plan.  Through the guidelines, we were asked to file a market potential study.


MR. FRANK:  Okay, thank you.


And if you could turn, please, to page 29 of that report, which is at tab 1 of the Exhibit K1.7, the APPrO compendium, we can see in here that the description of the volume that's being considered and the customers being considered for gas use for power generation, co-generation and industrial feed stocks is excluded.  Do you see that as being beyond the scope of the study?


MR. MacEACHERON:  Just to confirm, you are reading page 29 of the Marbek study, is that correct, at the top of page 29?


MR. FRANK:  Yes.  There is a side bar on the top of the page and it says:

"In the base year 2007 the industrial sector in Union's total service area consumed about 5.465 million m3 of natural gas.  This volume excludes natural gas use for power generation, co-generation and industrial feed stock, as these uses of natural gas are beyond the scope of this study."


Do you see that?


MS. LYNCH:  I see that.


MR. FRANK:  Do you see the list of the subsectors below?


MS. LYNCH:  Yes.


MR. FRANK:  And you will agree that nowhere in there is there any reference to power generation or co-generation?


MS. LYNCH:  Agreed.  The study utilized Marbek's customer macro model, which had industrial sectors, and it did not have the power sector.


MR. FRANK:  Okay.  So you will agree with me that the scope of this study excluded the power sector?


MS. LYNCH:  Yes, if you included the power, I would expect the savings potential to be even higher.


MR. FRANK:  But your answer cited a study that does not include the power sector; correct?


MS. LYNCH:  Correct.  And you will note in our answer that we did indicate that it was savings in the industrial sector.


MR. FRANK:  Right.  And the question was reference to a quotation about power producers:


MR. MacEACHERON:  The quotation reads, "although some customers, such as power producers", but that was meant to also include other customers, as well.


In the beginning of the response:

"Union has actively been promoting and delivery energy efficiency programs to its large volume customers since 1997.  During this time, Union has developed valuable insight into its customers and their operations' use of natural gas to fuel their process.  Based on this experience, Union believes that economically feasible energy efficiency opportunities are still abundant in the large volume customer facilities."


And then we go on to say:

"Furthermore, the Marbek study supports that..."


But our belief that there are opportunities for energy efficiency in the large volume market is also largely based on our experience in that market.


MR. FRANK:  Okay, but let's just -- maybe I could make this question a little simpler.  The two studies that are cited, neither of them included the power sector; correct?  We looked at the Marbek one, and that's correct?


MS. LYNCH:  Correct.


MR. FRANK:  If you would like, we could turn up the CME study, which is at tab 2 of the APPrO report.


And I ask this question because I assume in citing it that you are aware of the sectors to which it applies.  So my reading of it indicates that it applies to the industrial sector, excluding the power sector; is that correct?


MS. LYNCH:  Correct.


MR. FRANK:  Thank you.


If you could turn to tab 8 of the APPrO compendium, please?  And I will apologize for the photocopying for everybody, if it's anything like the one that I have.  But the first figure on page 10 of 36, which is Exhibit A, tab 1, the percentages aren't clear.


But the largest slice of the pie, I understand, is program customer incentives of 59 percent; is that correct?


MS. LYNCH:  Correct.


MR. FRANK:  And the next one is program technical resources of 15 percent?


MS. LYNCH:  Correct.


MR. FRANK:  Then program promotion 2 percent, program evaluation 1 percent, and the low income 14 percent; correct?


MS. LYNCH:  Correct.  I would also note there is a portfolio budget of 9 percent.


MR. FRANK:  Yes, thank you.


Now, in terms of dollars that are actually available in customer incentives through the program, those could be found, if you flip to page 12 of the same tab, in table 2; correct?  And those are called program customer incentives?


MS. LYNCH:  Correct.


MR. FRANK:  And for 2013 there's a figure of $3,487,000, but that would have to be grossed up by inflation; correct?


MS. LYNCH:  Yes, correct.


MR. FRANK:  So it would be grossed up first by 2.87 percent, and then 2.25 percent?


MS. LYNCH:  2.87, and then 2.22.


MR. FRANK:  And that would bring you to the 2013 number for program customer incentives; correct?


MS. LYNCH:  Correct.


MR. FRANK:  And, again, the math isn't all that important, but we're in the $3.66 million range; does that sound reasonable?


MS. LYNCH:  Correct.


MR. FRANK:  So program promotion is one of the overhead costs to run the program, to promote the program; correct?


MS. LYNCH:  Correct.


MR. FRANK:  And program technical resources is the cost that Union is budgeting to have technical personnel and administration available to deal with technical issues; is that correct?


MS. LYNCH:  Correct, to provide the technical expertise.


MR. FRANK:  Okay.  But it is not any dollars that are going to anybody -- not any dollars that are going to any customers; correct?  It's a service?


MR. MacEACHERON:  Yes, the program technical resources budget is largely for our engineering technical resources that we offer through the program to our large volume customers.


And that was one area in the customer consultation that we heard quite loud and clear that customers did not want to lose access to.


So, yes, we help with incentives, but we also help with our technical resources, who have an opportunity to see energy efficiency across a broad spectrum or a cross-section of market sectors.


MR. FRANK:  You will agree with me there is a varying degree of need and use for the program technical resources between customers?


MR. MacEACHERON:  Yeah, there is a need.  I would agree there's a need for the technical resources.  Is it varying?  I guess there would be some that would be really highly reliant upon those resources now, and others that would be less reliant.  But, nevertheless, the function is there and it does help them.


MR. FRANK:  I'm going to suggest to you that there are some customers who don't really have a need for the program technical resources, and those would be power generators.


MR. MacEACHERON:  See, I...  That hasn't been our experience when we've met with some of the power generators.


And, you know, it's -- I never like to think that -- you know, and to hear someone say, Well, we're perfect.  We understand everything.  We know everything.


When you have a technical resource who has just come out of a steel mill or been to a different industrial process, has seen an application, a methodology for controlling an application for managing steam or doing whatever, and then he walks into a steam plant, he is bringing that information in with him to that plant.


And while the operator of that plant may think, I'm state of the art, he could be informed otherwise, that, Hey, just down the road I have seen what state of the art is; they have just installed it.  Have you thought about this?


So the technical resources bring that cross-sector experience to the -- to our large-volume customers.


MR. FRANK:  Okay.  Included in the program technical resources budget of $907,000, also to be grossed up, is marketing support and administration costs; correct?


And I don't want to be tricky here. I am taking that directly from an answer to an undertaking at B5.7.


It's in answer (c), I think?


MS. LYNCH:  The reference to the 2.5 percent?


MR. FRANK:  It says within -- at the end, it says:

"Within the technical resources budget, 11.1 percent is related to sales and marketing support and administration."


In 2003, this is $106,000, or "0.16 million," it says; correct?


MS. LYNCH:  Yes, that's correct.


MR. FRANK:  So this is marketing and administration that is in addition to amounts that are found in the program promotion budget, which we looked at earlier?


MS. LYNCH:  It would be resources in addition to the program promotion budget.


MR. FRANK:  I am just trying to get a sense of where the dollars -- where the dollars are being allocated, from a budgeting perspective.


And so at Exhibit -- at the APPrO compendium, tab 8, we were at page 12.


And I had understood that the dollars available are program customer incentives, and the rest are kind of overhead or services that we've talked about, program promotion, program technical resources, program evaluation; correct?


MS. LYNCH:  Correct.


MR. FRANK:  And on top of that, you made mention earlier -- and this will be found on the next page in that tab, page 13 -- there's something called a portfolio budget.  And in this case, allocated for 2013 to the T1, T2 and Rate 100 classes is, in the middle column, $591,000; correct?


MS. LYNCH:  Correct.  That's allocated using our Board-approved methodology for portfolio costs.


MR. FRANK:  Right.  Just so everyone knows what portfolio costs -- and I think you mentioned it earlier -- those are referred to at page 10 of the same tab, the first page of that tab, research, evaluation and administration costs; correct?


MS. LYNCH:  Correct.  They're costs that can't be allocated to a specific program.


MR. FRANK:  Fair enough.  But again, they're not dollars available for incentives?


MS. LYNCH:  They're all dollars that are supporting the program overall.


MR. FRANK:  I understand.  I just want to understand dollars that are available to be paid out.


So what we have so far is 3.487 million that gets grossed up for the inflation to 3.66, and that's what's available out of -- and again, on page 13 in the middle column, that's what's available out of $ 5.358 million; is that correct?


MS. LYNCH:  Correct.  That's the 68.4 percent that we reference.


MR. FRANK:  Okay.  And all of this is without adding any low-income allocation in the end; correct?


MS. LYNCH:  Correct.  As you will note on Exhibit A, tab 1, page 13, the -- you see the low-income allocation there for 2013.  Bottom of the table?


MR. FRANK:  Yes.  And so what's available for funding to be distributed is 3.66 million out of 5.359 million, or about 68 percent; correct?


MS. LYNCH:  Correct.


MR. FRANK:  And Union is eligible, we talked earlier, for an incentive payment that would be up to a maximum of 1.809 million; correct?


MS. LYNCH:  Correct.


MR. FRANK:  And so if that actually was allocated, then what one would have is $3.66 million available out of a total cost to customers in these three classes of 5.39 million, plus the 1.809 million.  Again, we don't need to do the math, but that comes to about 7.167 million; is that correct?


MS. LYNCH:  Correct.


MR. FRANK:  In other words, about 51 percent is available in incentives.


And I appreciate there is, as well, the program we've talked -- but 51 percent in cash is available from the amount that is funded in these three rate classes; correct?  Approximately?


MR. MacEACHERON:  And that doesn't include the savings that would have to be achieved to earn that 150 percent target level that you're referring as the 1,809,000.


The savings would be well over a billion metres cubed a year achieved, times the current market value of gas, 4.50, $5 dollar gas at the burner tip.


Significant savings will have been realized by customers in order for us to have earned that maximum incentive amount.


MR. FRANK:  Thank you, but the question stands.  It is around 51 percent; correct?


MS. LYNCH:  Correct.


MR. FRANK:  And that still excludes the low-income allocation; correct?


MS. LYNCH:  That's correct.  Again, the low-income allocation is paid by all customer groups.


MR. FRANK:  One question about the TRC that we talked about earlier.


Can you confirm that for non-utility generators, is it not the case that their power purchase agreements are coming to term in the next few years?  Are you aware of that?


MR. MacEACHERON:  Yeah, I -- we can't speak to the contracts of the non-utility generators.  I don't have that information.


MR. FRANK:  Okay.  Well, can I ask a different question, then?


How do you determine TRC benefits in relation to the non-utility generators?


MS. LYNCH:  The TRC formula follows a standard, Board-approved approach that takes the lifetime savings into account.


MR. FRANK:  Okay.  And how do you determine lifetime savings for non-utility generators?


MS. LYNCH:  It is no different for any TRC assessment that we would do.


It looks at the lifetime savings, number of years that you expect an application to be in place, compared to the costs of doing that.


MR. FRANK:  So I'm asking:  Are you able to tell us what are the expected lifetime assumptions being used for non-utility generators?


MS. LYNCH:  Everything is done on a project-by-project basis for a TRC calculation.  So for each project that would go into our DSM program, we would do a TRC calculation.


MR. FRANK:  If I could just have one second?


MS. CONBOY:  Thank you.


MR. FRANK:  Those are my questions, and I want to thank the panel and the Board Panel for the time.


MS. CONBOY:  Thank you very much.


Mr. Millar?

Cross-Examination by Mr. Millar:


MR. MILLAR:  Yes.  Thank you, Madam Chair.  I just have a few minutes.


Good afternoon, panel.  I will start off with a couple of questions about your -- the savings targets that you have set.


Maybe just to begin with a bit of history, prior to 2012, I understand that your targets were for TRC savings; is that correct?


MS. LYNCH:  Correct.  We had one TRC target.


MR. MILLAR:  Right.  And now you've moved to m3, to gas savings; is that correct?


MS. LYNCH:  That is correct, across four different score cards.


MR. MILLAR:  And, again, prior to 2012, the targets, these TRC targets were set, if I recall or if I have this right, as a three-year rolling average of the previous three years, obviously, plus what I think was a 15 percent inflation factor.  Have I got that right?


MS. LYNCH:  Correct.


MR. MILLAR:  And currently your target for 2013, although obviously it is based on m3 and the formula is a little bit different, you're only using one year of data as the base year, is that correct, 2012?


MS. LYNCH:  Correct.


MR. MILLAR:  So you have moved away from the three-year rolling average?


MS. LYNCH:  Yes.  And we used one year to be in line with the current resource acquisition score card that we have.


MR. MILLAR:  Okay.  I was going to ask why you've moved away from the three-year average, and you've anticipated my question.


Is there anything more you would like to add to that?


MS. LYNCH:  No.


MR. MILLAR:  That's the complete reason?  Okay, thank you.


I want to ask you something in relation to what came up; I think it was in the examination in-chief.  And in this regard, I'm looking at the Navigant report that had the questionnaire, I guess.


This was I believe Exhibit C2, and I'm looking at table 6, responses to questions 11 and 12, and I think that is on page 18 of the Navigant report.


Do you recall going through that?  It may have been Mr. Tetreault.  I can't recall to whom the questions were asked.


MS. LYNCH:  Is this in the original evidence?


MR. MILLAR:  I've pulled the sheet out, so I don't have the reference written on it.  It is from APPrO's original evidence, I understand, the Navigant report.  The questionnaire had some questions about opting out, and then whether they would do self-directed programs if they opted out.


MS. LYNCH:  Correct.  I can see the page that you are referencing.  I know there were some updates that were filed through IR responses.


MR. MILLAR:  Okay.  But I think we will work from here, because I think this is where we were earlier today.  Just to refresh everyone's memory, the first question on this page is:   If an opt-out was available, would you take it?


And then 73 percent said yes -- or would you be interested in an opt-out option?  Seventy-three percent said yes.


MS. LYNCH:  Correct.


MR. MILLAR:  Do you see that?  Then the next question is:  In the event of an -- do you favour a mandatory self-directed option?  And then the favourable responses there were only 13 percent?


MS. LYNCH:  Correct.


MR. MILLAR:  Do you recall a discussion you had in examination in-chief around that?


And I think what one of the witnesses said was that this -- these data to you showed that there is in fact a need for Union's DSM programs.  Did I understand that correctly?


MS. LYNCH:  Correct.


MR. MILLAR:  I just wanted to make sure I understand what you meant by that and how you drew those conclusions.


MS. LYNCH:  Mm-hm.


MR. MILLAR:  For example, it strikes me that a possible other alternative explanation to these answers would be something like they want the ability to opt out and don't want to be forced into doing their own because, for example, they don't think they would have any cost-effective DSM left to do.


Would that be consistent with the responses we see here?


MS. LYNCH:  It could be interpreted that they don't have cost-effective savings.  Based on what the question says here, it just indicates that they didn't want to be required to invest in equivalent amount in energy efficiency and demonstrate the savings from those investments.


MR. MILLAR:  Okay.  Again, to you, that showed the need for Union to do these DSM programs.


And maybe I will just put the question to you instead of putting alternate interpretations.  Why is it that you see these answers as showing that Union needs to do these programs?


MS. LYNCH:  When I read this and I looked at the not wanting to have to commit to spending an equivalent amount or to prove the savings, when you look at some of the fundamental, you know, base line items that we put into our programs, it really is around proving the savings.  It is around year over year, you know, continuation of the programs and the fact that, you know, this is where we get our most cost-effective savings, but we wouldn't want to commit to actually, you know, completing energy efficiency.


To me, this meant that having a program like ours in place that put that management focus on having a defined budget for energy efficiency each year would ensure that these customers are, in fact, doing energy efficiency year over year.


MR. MILLAR:  Thank you, witnesses.  Those are my questions.


MS. CONBOY:  Thank you.


Mr. Smith, have you got any re-direct for your witnesses?


MR. SMITH:  Yes, I have three points I would like to touch on quickly.


MS. CONBOY:  Thank you.

Re-Examination by Mr. Smith:

MR. SMITH:  So if I do a good job, hopefully that will mean three questions.


So the first point has to do with the discussion that you had about big projects and savings versus small projects and savings.  And the question I have is this.  Is there a way of knowing with certainty that a two-year plan will result in higher savings?


MR. MacEACHERON:  No, there is no way of knowing that.


MR. SMITH:  Sorry, I'm going to have to do a supplementary question.  Why?


[Laughter]


MR. MacEACHERON:  Well, the thought -- as I understand the thought process behind the two-year plan is a customer could then take their funds, their incentive funds, from year 1, combine them with the incentive funds from year 2 and apply that toward a big project.


The assumption I think being made is that big projects can have big savings, and that may be the case, but there is no certainty to that.


And if they've taken that money from year 1 and applied it as I just said, that money is no longer available in year 1 to undertake energy efficiency on what would otherwise maybe be small projects.  And some of the smaller projects, the large volume customers - "small" from the point of view of a capital expenditure, and so when we're talking large and small, I'm talking capital expenditure - small capital projects can sometimes yield significant energy savings.


And you just picture a steam leak, and with the steam blowing five, ten feet in the air, that is a lot of energy being wasted and it is a very simple, low-cost fix, just as an example.


So banking money to invest in a large capital project, in my mind, there is no certainty that that will generate more savings. In fact, I would be inclined to suggest it would be equal to, or less than -- probably more likely less than, once you get into the smaller projects.


MR. SMITH:  Thank you.  Second point, this has to do with the notion, let's call it, of simply raising the budget cap on large volume.


And my question is this.  Given the customer reaction that you saw to the deferrals in 2011 and APPrO's reaction to that, how do you think APPrO members would react to that proposal; namely, the proposal of simply upping the budget on large volume?


MR. MacEACHERON:  They would not want their budget -- I would fully expect that they would not want the budget upped on their large volume accounts.


MR. SMITH:  Thank you.  Third point, this has to do with the proposition that state-of-the-art energy facilities may have lower scope for improving or for capturing conservation than other facilities.


And my question is:  Do you have any examples of state-of-the-art facilities that had that sort of low-hanging fruit opportunity?  Can you think of any examples?


MR. MacEACHERON:  Yes, I can.  The example that I cited earlier in the day where a significant steam leak was observed and a thermal blanket was thrown over that leak largely to prevent the plume from spreading all over the room, that was in a new state-of-the-art CES plant.


I can also talk about insulation observed, and when asked, What is all of this insulation doing?  That insulation, the reply was, is going to be used up on the roof to replace what was there before.  It's no good.


And that, again, was in a new CES plant.


MR. SMITH:  Those are my questions.  Thank you.


MS. CONBOY:  Thank you very much.  We are going to break until 3:30, and then we will be ready for Mr. Neme.


And I think, based on the time allocations that we have been given, we should be able to finish with that panel this afternoon.


So today's Union panel is excused, with the Board's thanks.


And we will sit again at 3:30.  Thank you.


--- Recess taken at 3:10 p.m.


--- On resuming at 3:34 p.m.


MS. CONBOY:  Thank you.  Please be seated.


Thank you.  We are ready for -- well, I guess first I should ask if there are any preliminary matters?  If not, we are ready to proceed with the Green Energy Coalition expert witness panel.  Do you want to be sworn in?


MR. POCH:  Madam Chair, I would ask that Christopher Neme be sworn.

GREEN ENERGY COALITION - PANEL 1


Christopher Neme, Sworn

Examination-In-Chief by Mr. Poch:


MR. POCH:  Mr. Neme, you prepared Exhibit C1 in these proceedings and the interrogatory responses to interrogatories directed to GEC; is that correct?


MR. NEME:  Yes, that's correct.


MR. POCH:  And you adopt them as your evidence in this proceeding?


MR. NEME:  I do.


MR. POCH:  And your curriculum vitae is appendix A to C1, and let me just quickly put a few points to you for your confirmation.


You have been a consultant specializing in conservation matters for approximately 20 years?


MR. NEME:  That's correct.


MR. POCH:  And prior to your current position as a senior partner in Energy Futures Group, you were head of consulting at Vermont Energy Investment Corp.?


MR. NEME:  Yes, I was.


MR. POCH:  And part of VIC's work has been it managed the Efficiency Vermont contract that's been awarded in a competition by the -- I understand by the public utility commission there; is that correct?


MR. NEME:  That's right, for administration and delivery and, for that matter, all of the planning of the efficiency programs state wide.


MR. POCH:  I understand that not only was it awarded to VIC, but when the initial period was over it was re-awarded to them?


MR. NEME:  That's correct.  They have had it since the year 2000.


MR. POCH:  Right.  I understand your practice includes work in over 20 states, several Canadian provinces and several countries in Europe?


MR. NEME:  That's correct.


MR. POCH:  And you have repeatedly -- I don't know how many times, to be frank.  You have been elected by the various intervenors in both Enbridge and Union hearings to sit on the audit committees?


MR. NEME:  Yes, that's correct.


MR. POCH:  And most recently those same intervenors elected you to be one of the members of the technical evaluation committee?


MR. NEME:  Correct.


MR. POCH:  So you are fairly familiar with the situation, Union's history and current DSM approaches?


MR. NEME:  I am.  I've been involved in proceedings here since their first year of delivering DSM.


MR. POCH:  Okay.  Indeed, you have filed evidence and in many cases appeared as a DSM expert before this Board.  In fact, I think you've indicated on 17 occasions you have filed evidence before this Board as an expert; is that correct?


MR. NEME:  I believe that's correct.


MR. POCH:  On those occasions you have appeared, obviously you have been found to be -- you've been eligible to give evidence as an expert on DSM?


MR. NEME:  Yes.


MR. POCH:  Madam Chair, I would ask that Mr. Neme be permitted to give opinion evidence as an expert on DSM in this proceeding.


MS. CONBOY:  Thank you.  Mr. Smith?


MR. SMITH:  We have no objection.


MS. CONBOY:  Thank you.


MR. POCH:  Thank you.  I have just a few questions --


MS. CONBOY:  I just want to make sure that nobody else has any objections to the witness being admitted as an expert witness.


MR. CRANE:  No objection on behalf of IGUA.


MR. FRANK:  No objection from APPrO.


MS. CONBOY:  Thank you.  Mr. Poch.


MR. POCH:  Thank you.  Thank you, Madam Chair.  I just have a few questions of clarification.  I'm not going to take my witness through his evidence either in full or in summary.  But I did want to ask just a few to respond to things that have come up in the course of the proceeding so far.


You have suggested in your evidence that the Board should reject Union's proposed 30 percent reduction in its 2013 T2 Rate 100 savings target in its score card, and you have also suggested a two-year approach for the self-direct or direct access approach that Union is proposing.


Union has expressed concern about the 30 percent, because -- concern about uncertainty and, hence, the 30 percent proposal, as they've indicated.


I wonder if you can just talk about how those two issues interact.


MR. NEME:  Sure.  Well, first, as the Union witnesses noted this morning, there is no empirical basis for the proposed 30 percent reduction in their performance metric.  It does appear to be more of a concern about risk.


To be sure, any time one is implementing a new program, there is an element of risk associated with that.  I would argue that if you moved to a two-year time horizon rather than a one-year, that you actually mitigate that risk.


There's more time for planning.  There is more time for engaging with the individual customers.  It provides greater flexibility to customers on a variety of different fronts.


As was discussed earlier and as I note in my evidence, it enables a greater range, potentially, of projects to be considered by the customer in concert with Union.


It also enables the customer to better align consideration of investment of -- into efficiency measures with their operations, whether it is with planned down times of facilities or with capital investment cycles or other areas of concern to them.


And I guess the last thing I would note kind of in response to this is that the most comprehensive review I have seen of self-direct programs across North America, which was completed by Anna Chittum of ACEEE and was included in my response to a CME interrogatory, clearly states, when she walks through the results of her review of self-direct programs across those jurisdictions, that giving customers multi-year time horizons is a best practice for all of the same reasons.


So I would imagine that moving to -- or my expectation would be moving to a two-year time horizon, if anything, would mitigate the risk that the company -- that the company might have about its ability to meet its targets.


MR. POCH:  Also this morning, Union witnesses expressed concern that the extended two-year approach might increase procrastination by customers.  Could you comment on that?


MR. NEME:  It is difficult to forecast precisely how the timing of investments and efficiency would change over a two-year period, rather than having two separate one-year periods.


However, in the grand scheme of things, even if there were some procrastination, I wouldn't be too concerned about it.  We're only talking, in this case, about a potential two-year period.


So if you had a situation, just to use a hypothetical, in which you would expect customers, if you were doing two consecutive one-year planning periods, to generate 100 units of savings in the first year and another 100 units in savings in the second year for a total of 200, and the alternative was a two-year planning cycle where you might only get 50 units in the first year, but you would get 175 in the second year for a total of two-and-a-quarter, I would much rather have the second scenario than the first scenario.  It would be much more beneficial environmentally and economically.


And what that really brings you back to is the question that was asked in re-direct of the Union witnesses about whether you would expect savings to actually increase, decrease or stay the same if you went to a two-year period, and the Union witness suggested that he would expect them to be about the same or decline.


I would have to respectfully disagree.  As Mr. Poch noted earlier, I've done work in probably 30 different jurisdictions over my career.  I've never heard a DSM planner suggest that less flexibility for customers and less flexibility for those responsible for managing efficiency programs would lead to lower savings.


Flexibility, which a longer period of time unquestionably provides you, is always seen as a good thing both for the administrators of the efficiency initiatives and for the customers themselves.  It is also better customer service.


MR. POCH:  All right.  There was another concern expressed this morning by Union's witnesses, which is about the potential delay in the clearance of variance account balances.


Could you respond to that?


MR. NEME:  I think the one particular area where there could be some important lumpiness that would result from a two-year period in terms of the impacts on rates would be that the shareholder incentive would not be fully earned until the end of the second year.


So you might have -- you know, absent a different policy -- you might have a situation where, when we move to a two-year period, if we were to go there, if the Board were to go there, you would have no payment of the shareholder incentive at the end of the first year, but a more substantial one at the end of the second year because you would have two years' worth of a shareholder incentive hat would be showing up at that point in time, rather than two consecutive smaller chunks of shareholder incentive.


It's not entirely clear to me that that would necessarily be a major problem.


As noted in my evidence, the -- a lot of the concerns about the variance accounts and the uncertainty that have been expressed by customers were expressed as a result of truly dramatic fluctuations in 2011.


And the policies that allowed that to happen have been significantly changed, both by the Board and by the company and the various intervenors in the Settlement Agreement that was reached in 2012.  There were significant constraints -- or for 2012.  There were significant constraints imposed on the magnitude of shareholder incentives in the Board guidelines that could be borne by these large customers, and significant constraints on the amount of overspending that could be borne by those customers.


Now, that said, if it was still a concern, the lumpiness of paying a shareholder incentive at the end of two years, if that was still a concern, I suppose it could be potentially addressed by simply baking into rates an assumption about the amount of shareholder incentive that would be earned by the company, perhaps at the target level.  And then trueing up at the end of two years, based on what the actual results were.


And that would create a kind of more level rate impact for customers, with much less potential for concern about lumpiness and fluctuations from year to year.


MR. POCH:  Finally, you cited the Board's guidelines in support of your suggestion that the allocation of the shareholder incentives between T1 on the one hand and T2 Rate 100 on the other in the scorecard, you've cited these guidelines to support the notion that the allocation should be proportionate to budget allocation, as opposed to the 60 percent for T1 that Union's proposing versus the 32 percent budget.


Is this simply an acknowledgement of the Board's guidelines?  Or do you have underlying concerns that -- that cause you to agree with that?


MR. NEME:  No, It is not just an acknowledgement of the Board's guidelines.


There are underlying concerns; I suspect they're the same underlying concern the Board had when they put those guidelines in place in the first place.


And that is that there should be a -- there's good reason to have some alignment between the potential shareholder incentive, the potential reward that shareholders can earn, with the level of effort that is associated with earning that reward.


And the allocation of the budget is as good a proxy as we can come up with for the moment for that level of effort.


In this particular case, it would be particularly of concern to under-allocate the amount of shareholder incentive associated with generating savings from the largest customers, the T2 and Rate 100 customers, considering that, historically, that group of considers has been responsible for a very large fraction of the savings that the company's programs have generated.


MR. POCH:  Thank you.  Those are my questions in-chief, Panel.  Mr. Neme is available for cross-examination.


MS. CONBOY:  Thank you very much.


I am wondering if we could start with Union Gas and then we will move to IGUA and APPrO, if that's okay.


MR. SMITH:  That's fine.


MS. CONBOY:  Thank you.

Cross-Examination by Mr. Smith:


MR. SMITH:  Good afternoon.


MR. NEME:  Good afternoon.


MR. SMITH:  I just have a few questions for you.  And I will ask you to turn up, first, Exhibit A, appendix C.


MR. NEME:  Now, bear with me, because I... I'm not as familiar with your numbering and lettering nomenclature, perhaps, as some.


So, I'm sorry, what is the --


MR. SMITH:  It's Exhibit A, so that is Union's main piece of evidence.


MR. NEME:  Okay.


MR. SMITH:  Appendix C.


MR. NEME:  Appendix C?


MR. SMITH:  Yes.


MR. NEME:  That's B.  I'm sorry, I seem to be missing C.  I've got B and D.  Can you tell me what was in it -- oh, I'm sorry, I do have C.  Okay.  Appendix C, yes.


MR. SMITH:  Okay.  Wonderful.  That is "as it was heard" report.  Do you see that?


MR. NEME:  Yes.


MR. SMITH:  Have you had an opportunity to review this?


MR. NEME:  I did review it prior to preparing my evidence.


MR. SMITH:  Okay.  But -- and so you know what it is, but you weren't there, were you?


MR. NEME:  I was not.


MR. SMITH:  And no representatives of GEC were there, so far as you know?


MR. NEME:  So far as I know.


MR. SMITH:  Great.  One more, and this one is going to be easier.  Appendix E?


MR. NEME:  E?


MR. SMITH:  E, E as in Edward.


MR. NEME:  Okay.


MR. SMITH:  So this is another "as it was heard" report, and this one was with the R100 customers.


So just the same question again.  Were you or any representative of GEC present at this meeting?


MR. NEME:  No.


MR. SMITH:  No?  Okay.


And in the course of preparing your report, did you or GEC have focus group meetings with Union's T1 or R100 DSM customers?


MR. NEME:  No.


MR. SMITH:  Thank you.


Are you concerned that the alterations that you are proposing to Union's large-volume DSM program will result in deferral charges, and that those deferral charges will cause large-volume customers to resent Union's DSM program and resist future DSM programs in future hearings?


MR. NEME:  Which changes are you speaking to, specifically?


MR. SMITH:  The main one I have in mind is the two-year model.


MR. NEME:  Well, as I just noted, I think that the potential for some of the lumpiness associated with deferral accounts could potential -- could be addressed by -- for example, in the SSM case or the shareholder incentive case -- by a simple policy change that would be married with the implementation of the two-year plan.


That said, I don't -- there will always be concerns expressed by different customers about different aspects of probably everything that the utility does; not just DSM.  And it will be difficult to satisfy everybody perfectly.


But as noted in my evidence, the outcry that I believe you reported on in these meetings was building up from -- and then kind of reached a crescendo, as I understand it -- and I think the company reported this to the DSM consultative when we met about it -- as a result of the extraordinary -- extraordinarily large changes that occurred as a result of the 2011 DSM implementation.


And the vast majority of those extreme effects have already been addressed through Board policy and the Settlement Agreement for 2012.


MR. SMITH:  So just to summarize, am I right in thinking -- or am I right in understanding from your evidence that you don't think it is likely to lead to future hearings like this one?


MR. NEME:  I'm not sure what you mean by "future hearings like this one."


I assume that the company is going to be back here in two years, filing its next three-year plan.  So that's going to happen no matter what.


MR. SMITH:  But it wouldn't necessarily proceed to a hearing.


MR. NEME:  We've had very complicated cases that have been settled.  We have had very complicated cases over the last 15 years that have gone to hearing.


There are all kind of different factors that can lead one or the other of those outcomes to take place.


MR. SMITH:  That's fine.  Thank you.


So my next question is:  Do you think the changes that you are proposing to Union's large-volume DSM program will result in a program that adequately protects against commercially disruptive deferral charges?


MR. NEME:  I'm sorry, can you repeat the question?


MR. SMITH:  Certainly.


Do you think the changes that you are proposing to Union's large-volume DSM program -- and perhaps I should say any of those changes, or those changes taken together -- will result in a program that adequately protects against commercially disruptive deferral charges?


And by "commercially disruptive," I mean to Union's customers.


MR. NEME:  I'm not sure what you mean by "commercially disruptive."


MR. SMITH:  Well, I suppose what I mean is that we heard from Mr. MacEacheron and others that part of the reason why there was such a strong reaction to the 2011 deferral charges was the quantum.


But the other part of it was that it interfered with or compromised internal planning within the companies -- within the customers -- companies.


MR. POCH:  With respect, Madam Chair, I have no recollection of Mr. MacEacheron giving that evidence.  He said there was a lot of concern about it.  We certainly appreciate that.  Whether it was commercially disruptive, I don't believe there has been any evidence going to that point.


MS. CONBOY:  Mr. Smith?


MR. SMITH:  Well, the record will say what it will say.  I think we know what "commercially disruptive" means, or perhaps I could do a better job of articulating it for you.


I simply mean something that is seen to disrupt the regular business planning of a customer in a way that they consider material.


MR. NEME:  Well, as I noted earlier, I believe actually going to the two-year planning cycle would better align the DSM offerings with the internal operations of your customers than forcing yourselves to stick to a one-year approach.


MR. SMITH:  So it sounds like the answer is "no", the answer to my question?


MR. NEME:  Not any more than has -- well, I'm sorry.  I'm not sure -- we need to circle back to what your question was.


MR. SMITH:  Okay.  I think the record is clear for my purposes.


MS. CONBOY:  So we can move on to your next question?


MR. SMITH:  We can move on to announcing that I am done with my questions.


MS. CONBOY:  Oh, well, there we go.  Thank you very much.


MR. SMITH:  Thank you.


MR. NEME:  Thank you.


MS. CONBOY:  Mr. Crane, I believe you are next.

Cross-Examination by Mr. Crane:

MR. CRANE:  Yes.  Mark Crane on behalf of IGUA.


Mr. Neme, would you agree with me that rate predictability and stability are important features for Union to consider when establishing budgets, DSM budgets?


MR. NEME:  I think rates and the impacts of rates on consumers are always an important consideration, but they aren't the only one.


The magnitude of the benefits that are being generated by the programs is also very important, for example.


MR. CRANE:  Fair enough, but an important consideration?


MR. NEME:  It is a consideration.


MR. CRANE:  And I just want to get some clarity on GEC's proposal as it relates to the proposal to shift the T1 rate class into the general resource acquisition budget.


And you were here -- I take it you were in the hearing room when I was cross-examining Union's panel?


MR. NEME:  I was.


MR. CRANE:  And during that cross-examination, we spoke about the maximum volatility on a T1 rate class customer to be 45 percent above the DSM budgeted amount.  Do you recall that?


MR. NEME:  Yes.  That number is also in my evidence.


MR. CRANE:  You are absolutely right.


And so what I'm trying to get some clarity on, Mr. Neme, is:  What is the volatility associated with GEC's proposal to shift the T1 rate class, okay?  So I am going to ask a few questions about that.


MR. NEME:  Okay.


MR. CRANE:  Am I correct that the volatility associated with that shift would increase from a maximum of 45 percent to a maximum of 100 percent?


MR. NEME:  That's correct.


MR. CRANE:  And does that -- is that the absolute cap, or does your proposal also contemplate a $500,000 shift as between the T1, T2 and R100 rate classes?


MR. NEME:  No.  I believe that the way the rest of the resource acquisition portfolio is constructed per the settlement agreement for 2012, that there was a limit of 100 percent imposed in terms of variation from what was originally planned to be assigned to any individual rate class.


So that would eliminate -- it wouldn't be that you could do that -- our proposal is not that you could do that and transfer additional funds from the other large -- actually, not the other large -- the large T2 Rate 100 customers.


MR. CRANE:  Just so we're clear, it is a maximum of 100 percent?


MR. NEME:  Yes.


MR. CRANE:  Okay.  Can I take you to Exhibit K1.6?


MR. NEME:  Okay, can you tell me what that is so that I can see if I can find it?


MR. CRANE:  It's the exhibits that were entered during my examination of Union's panel.


MR. NEME:  Oh, those few pages, okay.


MR. CRANE:  Am I correct that you have had an opportunity to look at those numbers, albeit briefly?


MR. NEME:  I've seen the numbers.  I haven't had a chance to study them.  I did follow your walking through them with Union's witness.


MR. CRANE:  If I draw your attention to -- and so what I am looking at, the exhibit contains two pages.  It is the page not dealing with the DSMVA.


So the average annual cost for the average -- or the annual cost for the average T1 rate customer for 2013 would be $39,360; do you see that?


MR. NEME:  I see that number.


MR. CRANE:  So am I correct, then, that pursuant to GEC's proposal, there would be the possibility for a T1 -- the average T1 customer to have their 2013 rates in fact spiked to somewhere closer to $80,000 if we were to -- if they were to implement the 100 percent cap above the DSM budget for that rate class?


MR. NEME:  I don't know enough about how the -- some of these underlying numbers were generated to definitively answer that question.


For example, I don't know if the numbers that are in column B include the low-income allocations.  If they did, then you wouldn't be seeing a 100 percent increase on that component of it, for example.


So I just don't know enough about how some of the underlying numbers on these tables were generated in order to give you a definitive answer.


MR. CRANE:  Okay.  Well, let me ask you this more broadly.


You would agree with me that the potential to volatility would increase from 45 percent to 100 percent under GEC's proposal?


MR. NEME:  In a worst-case scenario.


MR. CRANE:  Okay.  And when you were -- and in looking at that chart, if you accept the numbers in the chart, the average T1 customer paid a little over $10,000 in DSM costs in 2012?


MR. NEME:  I don't see that in this chart.


MR. CRANE:  Well, it is the difference, Mr. Neme, between column D and column F.  Column D would be the actual costs in 2013 for an average customer.


MR. NEME:  Okay.


MR. CRANE:  And column F would be the change as between 2012 and 2013 to that average customer.


MR. NEME:  Okay, I see.


MR. CRANE:  Okay.  And so when you were preparing GEC's proposal, were you aware of the fact that the average T1 customer's cost associated with DSM for 2013 were somewhere between three-and-a-half and four times what they were in 2012?


MR. NEME:  I was not.


MR. CRANE:  And would you agree with me that this would be an important aspect for you to consider?


MR. NEME:  Sure.  I think understanding what the impacts are on individual rate classes ought to be a factor to consider.


MR. CRANE:  Nothing further.  Thank you, Mr. Neme.


MS. CONBOY:  Thank you.  Mr. Frank?


MR. FRANK:  In the spirit of efficiency, I have nothing.  Thanks.


MS. CONBOY:  Oh, well.  Mr. Millar?


MR. MILLAR:  Nothing from me.  Thank you.


MS. CONBOY:  Oh, maybe we should have kept APPrO around.


Mr. Poch -- I guess I should ask.  Ms. Hare, do you have any questions?


MS. HARE:  No.


MS. CONBOY:  Mr. Poch, do you have any re-direct?


MR. POCH:  I have no re-direct.


MS. CONBOY:  Oh, well, there we go.  Thank you very much, Mr. Neme.  You are excused with the Board's thanks, and we will adjourn until 9:30 tomorrow morning when we will start with the APPrO panel.  Thank you.

--- Whereupon the hearing adjourned at 4:05 p.m.
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