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Tuesday, September 1, 2015
--- On commencing at 9:33 a.m.

MS. LONG:  Please be seated.

Good morning, everyone.  The Board is continuing this morning to hear EB-2015-0029 and EB-2015-0049, applications brought by Union Gas and Enbridge for various DSM-related approvals.

When we finished yesterday we had GEC's panel, and we are going to continue with cross-examination by Mr. Shepherd, I understand.

Before we do that, Mr. O'Leary, any preliminary matters?

MR. O'LEARY:  No.

MS. LONG:  No?  Then we will head straight into cross-examination by SEC.
GREEN ENERGY COALITION - PANEL 1


Paul Chernick, Previously Affirmed

Christopher Neme, Previously Affirmed
Continued Cross-Examination by Mr. Shepherd:

MR. SHEPHERD:  Thank you, Madam Chair.  Just to sort of alert the Board, this is a largely, mostly friendly cross, which is why we had volunteered to go first.  My original estimate was an hour, but I think it will probably be more than that.  I have a commitment that means I can't go over two hours.

MS. LONG:  Okay.

MR. SHEPHERD:  So I'm going to turn to the witnesses, and most of my questions, I think, are for you, Mr. Neme, although feel free to chime in, Mr. Chernick, if you feel so inclined.  I don't think I've ever cross-examined either of you before.  Despite all the proceedings we've been in, I don't think I've ever cross-examined either of you.

MR. NEME:  I think you have, at least me.

MR. SHEPHERD:  Well, you know what that means?  That means that I've expunged it from my memory, which means I'm in trouble today.

MR. NEME:  And even if you didn't do it on the witness stand, you've done it in other rooms.

MR. SHEPHERD:  It's true, it's true.

I want to talk about -- start with the theme that you've seen throughout -- the School Energy Coalition theme of innovation and leadership in program development and delivery.

And it's true, isn't it, Mr. Neme, that you've seen hundreds of utility and non-utility conservation plans over the years.

MR. NEME:  That's correct.  Maybe more.

MR. SHEPHERD:  Maybe more.  That's right.  Exactly.

Generally speaking, it's true that utilities -- particularly in conservation plans -- are somewhat risk-adverse.  They don't want to take a lot of chances if they can avoid it, right, generally?

MR. NEME:  I think, generally speaking, that's a fair statement.

MR. SHEPHERD:  So am I right in saying that many utilities, most utilities, perhaps, are reluctant to try programs that nobody has ever done before?  They'd rather do stuff where they could look to another jurisdiction and say, Yes, it works, we can do it too, generally?


MR. NEME:  Generally, although I think the framework in which they operate has some implications with regard to the degree to which that's true.  Some jurisdictions, for example, make explicit that a certain percentage of the DSM budget can or should be allocated to R&D or pilot projects that are intended to do the very thing that you just discussed, which is to test new concepts.  Jurisdictions that require pursuit of all cost-effective efficiency and that involve, in an ongoing way, stakeholder engagement, not just around savings targets but around program design -- and some of the New England states are classic examples of that.  I believe in Massachusetts -- I may be wrong about this, but I believe that they haven't had a contested proceeding on DSM in 20 years because the stakeholders are engaged in a very deliberate and intentional process upfront, and they can bring through that process kind of innovative ideas, and because there is an obligation in that state, for example, for the utilities to pursue all cost-effective efficiency, they, by definition, have to kind of push themselves to the envelope a little bit.

MR. SHEPHERD:  Well, that's where I was going to go, but let me start first with, one exception to the risk-adverse nature of utilities is some conservation programs are delivered by non-utilities; right?

MR. NEME:  That's correct; there are several jurisdictions that have moved the responsibility for delivery of efficiency programs to entities other than the utilities themselves.

MR. SHEPHERD:  And part of the reason for that is that you can get people who are a little more aggressive and a little more innovative in what they do; Efficiency Vermont, for example.

MR. NEME:  There are several reasons why that's been done.  One of them -- mostly when that's been done it has been a jurisdiction-wide approach, so one of the advantages of that approach is that you get some economies of scale by going to the whole jurisdiction, and when you have consistency and approach across a whole jurisdiction, it is easier to facilitate market transformation because the upstream market actors are seeing a single set of program designs, a single set of incentives, et cetera.  So that's one reason.

Another reason it's been pursued is that in some jurisdictions there has been a perception that the utilities may have some disincentives to promote efficiency, given, you know, that their core business is selling energy.

Interest in innovation I think is probably another, but I think it's -- there is a complex web of reasons why those approaches have been taken.

MR. SHEPHERD:  It's true, though, that some of those entities, like Efficiency Vermont, have been sort of noted for being innovative and taking a leadership role within the overall conservation community.

MR. NEME:  That's absolutely true, but I think it's also fair to say that there are some jurisdictions like Massachusetts where the utilities -- you know, it is the number-one-ranked energy-efficiency state in the U.S., and it is a utility-administered program, so I don't know that being at the top of the charts is limited -- as a matter of fact, I don't know that being at the top of the charts is limited -- in fact, I know that being at the top of the charts is not limited to just non-utility parties.  A lot of it again comes back to the framework in which you're operating.

MR. SHEPHERD:  Now --


MR. CHERNICK:  Mr. Shepherd, just to expand on that point a little bit, the distinction that you're looking for may be more one of are the utilities sort of on their own to face prudence challenges after the fact or do they have a process, either they're being handed programs to implement by a third party or the third party is just doing it and the utility is collecting the money for it; or, as in Massachusetts and some other states, there is a strong multi-utility process with involvement by the regulators and by the stakeholders who would otherwise perhaps challenge their cost recovery, and they can move forward on something innovative with much less concern about how things are going to turn out, because almost everybody who would be concerned about it has signed off on it already.

MR. SHEPHERD:  Well, that --


MR. CHERNICK:  So any of those -- and so you've got a split between the utility off on its own and the ones where the utility has some strong prior backing.

MR. SHEPHERD:  Well, that's really where I was going with this, and that is that the distinction -- the place where you get innovation and leadership is where the regulator or the legislature or both have given very clear direction that that's the direction they want the utilities to go in, and in particular, where they've encouraged a partnership with stakeholders so that everybody's marching in the same direction; is that fair?

MR. NEME:  Partly, but again, I don't think it's the whole answer.  A lot of innovation happens by necessity in jurisdictions that are, by definition, having to push the envelope.

For example, if you are actually going -- having to go after all cost-effective efficiency, you have to be looking for new things and the things that are at the edge.  If your target savings are a third of all cost-effective efficiency and you've got a fixed budget to get there, and you have performance incentives attached to whether you meet that one-third target, there's always an incentive to do the tried and true and easier stuff, because you don't have to do innovative things to get to a third of all cost-effective efficiency.

MR. SHEPHERD:  Well, we have in Ontario now a government directive to go after all cost-effective DSM; right?  So --


MR. NEME:  We do, but the guidelines on budget that the Board included in its 2014 guidelines effectively stop us from getting there.

MR. SHEPHERD:  Let's leave the budget amount aside and talk more about philosophy.  We're going to get to budget, but I want to talk more about the philosophy.

It's true, isn't it, that one of the things the Board can do is it can give clear direction to the utilities that it wants to see more innovation and more leadership and more partnership with stakeholders.  That's one way to improve the quality of the program.

MR. NEME:  Yes, provided that the other elements of the framework are consistent with that direction.  If the utilities' shareholder incentive metrics are not structured to also support that, then that guidance will have lesser effect.

MR. SHEPHERD:  Is it fair to say that at one time in the past, Ontario was sort of near the front of the pack?  They may not have been the leading jurisdiction in North America, but they were near the front of the pack on the gas side of the conservation; right?

MR. NEME:  Yes, I think that's fair.

MR. SHEPHERD:  Can you comment on what's happened since then?  That's not true today, right?

MR. NEME:  No.  I mean, they're not at the bottom of the pack, but they are not up where the upper tier of jurisdictions are today.  And I think that at least one of the core reasons is that a number -- several jurisdictions, including those which I have addressed in my evidence, over the last five years in particular, have seen policy direction from legislators and from regulators to significantly ramp up their efforts.

So they've continued to increase the level of savings that they're achieving and, in fact, in several cases -- and my evidence addressed where those jurisdictions, what they actually achieved in 2014, several of them. Several of them have targets for the next several years that are even higher.

And so I think there's been a little bit of a divergence perhaps over the last five years, where they've become just a lot more aggressive.

MR. SHEPHERD:  So it's not that the Ontario utilities have gotten worse; it's that the bar has been raised by other jurisdictions being more -- taking more of a leadership role perhaps than we have?

MR. NEME:  On the whole, I think that's fair.

MS. DUFF:  Mr. Shepherd, could I just interject here?  Sorry.

MR. SHEPHERD:  Sure, that's okay.

MS. DUFF:  In this discussion, I've been hearing utilities and conservation.  Are your comments applicable just to DSM and the gas utilities, or are your comments applicable to electricity and CDM?

I just wanted to clarify that.

MR. NEME:  I've been speaking directly to gas.  However, I would observe that there are similar patterns on the electric side as well.

MS. DUFF:  Thank you.

MR. SHEPHERD:  If you look at the Union and Enbridge plans that have been put forward today, and leave aside the question of whether the Board is giving them enough resources to do everything they should be doing, would you say that those plans could be or should be more innovative and show more leadership than they do?

MR. NEME:  I think they certainly could and should, yes.

MR. SHEPHERD:  And can you comment on the two individual plans, in terms of the extent to which they have sufficient innovation and new thinking?

MR. NEME:  Well, I think that both of them have room for pushing harder and farther and in newer directions.

One example that I gave in my evidence is that a number -- several leading jurisdictions have demonstrated that there are significant opportunities for dramatically increasing savings potential from certain markets by providing incentives upstream to distributors, rather than to individual customers.

That's a piece of feedback that I had given to the utilities myself in consultation sessions, you know, over the past year.

But, you know, there's -- I believe there's a little bit of language in there about we may explore this down the road, but no firm commitments.

MR. SHEPHERD:  Wasn't there most successful program ever exactly that, called water heaters?

MR. NEME:  Yes.  Back in the late '90s, the utilities essentially transformed the market for high efficiency water heaters.  That was a little bit of a unique circumstance at the time because -- you see, I've been testifying before this Board since the early '90s, but my memory of the '90s is a little bit fuzzy.

MR. SHEPHERD:  So is mine.

MR. NEME:  But I believe at the time that that happened, the utilities had, for want of a better term, more control over the water heater market.

MR. SHEPHERD:  That's true.

MR. NEME:  And so it was a pretty easy thing for them to do.  But in effect, that is what they did.

MR. SHEPHERD:  Now, if this Board decides to get behind an increase in innovation and a -- and require the utilities to show more leadership, there's pros and cons to that, right?

I mean, on the one hand, leadership a good thing, innovation is a good thing by itself.  But on the other hand, that costs money and if you have a finite budget, some other things don't get done, right?

MR. NEME:  That's correct, and it also involves some risk.  Whenever you're doing something that hasn't been tried fourteen times in the past, there is a little bit of risk.

And again, that that suggests that you'd want to create a framework that encourages some risk-taking that could have substantial payoffs down the road.

MR. SHEPHERD:  Is it fair -- in your view, is it fair to read the Conservation First concept as requiring innovation and risk-taking in conservation programs?

MR. NEME:  Well, let me put it this way.  I don't believe you can get to all cost effective efficiency if you don't take a little bit of risk.  It needs to be calculated risk, but I don't believe you can get there if you aren't pushing the envelope a little bit and trying new things.

MR. SHEPHERD:  All right. I want to move to another area now, and that is -- you've talked and you talked yesterday again about declining yield from programs, and the sort of -- the risk that yield is always going to decline over time.

So I want to ask you:  Is it right that there's basically three reasons why yield might decrease?  One is that there's simply less low hanging fruit available; true?

MR. NEME:  I think it's more complicated than that.  It is true that the so-called low-hanging fruit can be largely exhausted, or at least what you thought was low hanging fruit at a particular point in time could be largely exhausted some years down the road.

But we've also seen evidence that new low hanging fruit that you may not have anticipated, or fruit that was maybe at the top of the trees or some different trees, to kind of extend the metaphor, can over time start to bend the limbs and start hanging much lower to the ground.

So it's complicated.  The notion that once you've picked the low hanging fruit, it's gone; and all we're doing is picking the medium and high-hanging fruit, I don't think quite holds.

MR. SHEPHERD:  Well, it is true, directionally at least, that the more you insulate houses, for example, and the higher you increase the average rating of new furnaces, the less savings there is available for space heating, for example, in houses -- directionally?

MR. NEME:  Well, there's a couple of factors you have to consider.  For one, to answer the question, you'd have to say -- holding avoided cost constant because those things can change over time and that can change would efficiency make sense in a building.

But assuming that, assuming that we're not changing what the economic value of the savings is over time, I think you then have to distinguish between purely retrofit markets and insulating a house is one I would put into that category.  And for want of a better term, equipment replacement markets, which are -- and new construction, which are two subcomponents of what one might call lost opportunity markets.

Taking the first one, insulating homes, it is true that there's an existing stock of homes, some portion of which are probably decent candidates for some amount of insulation or air sealing, or some other thermal envelope improvements, perhaps even including improvements to the ducted distribution systems.

But that's a finite population of homes and of opportunities for retrofit, and if you were to get to all of them, then barring some significant new development in insulation technology, then you're largely there.

In that particular example, however, I'll note that between them I believe the utilities at their peak in their proposed home retrofit programs and their current plans are going to get to something less than 20,000 houses a year, which is, you know, well under 1 percent of the housing stock, and, you know, even if you thought conservatively that only a quarter of the housing stock was eligible for, you know, good candidates for those kind of retrofits -- and we're talking decades before we -- at that pace, even at their maximum ramped-up pace, that we would exhaust that resource.

MR. SHEPHERD:  Well, this has been a theme of your evidence in this proceeding and in other proceedings, right, that -- and I agree with you that, while it may be true that as we get more low-hanging fruit there is less to get, it's also true that it doesn't matter, because there is so much available over the long-term that this is not a problem we face today; is that fair, generally?

MR. NEME:  Well, again, I want to parse this into the pure retrofit, which we were just talking about, and for that portion of the savings opportunities I think that's true.

Now when we move over to the equipment replacement markets, I think that's a place where new low-hanging fruit does -- you know, that you may not have thought about in significant ways in the past as an opportunity does -- can appear.  So, for example, you know, you raise the point about once we've moved to a 90 percent minimum efficiency standard for furnaces, haven't we exhausted a lot of, at least in residences, a lot of the opportunity for savings from rebating space-heating equipment.

And that may be true -- or at it's at least partially true.  It's potentially -- you know, it's possible at some point that 95 percent furnaces will become cheap enough that the increment from 90 to 95 is a good opportunity, but that's still less than the increment that we used to have between, you know, 80 and 95.

On the other hand, I did a little bit of back-of-the-envelope number-crunching a few days ago, looking at the potential cost-effectiveness of triple-glazed windows, which have an almost zero market share today, or very close to it.  I have them in my house, but I'm probably not representative of the population as a whole.

And if, in fact, that measure is cost-effective -- and I believe with the kind of changes to avoided cost that Mr. Chernick has discussed that it actually is -- then we now have a whole new opportunity for cost-effective savings that we probably weren't thinking much about even just a few years ago.

So again, I think there is an important distinction between the retrofit market, which largely is a finite resource, but which we've -- we're only tapping at relatively modest levels and for which, as you said, you know, it is just a question of, you know, how many decades before we could actually -- at the current pace before we can actually get to it all of it, and equipment replacement markets where the -- where new opportunities can present themselves used even as old ones die off.

MR. SHEPHERD:  Okay, so that's -- that's low-hanging fruit.  Let me ask then, the second reason that you could have decreasing yield is a change in emphasis.  For example, you're seeing for Union particularly but Enbridge to a certain extent as well a decreasing yield because there is more emphasis on residential and less on large industrial, where the yields are going to be lower, right?  That's a program design issue.

MR. NEME:  Yes, it's a -- well, it is a portfolio design issue.

MR. SHEPHERD:  Yes.

MR. NEME:  Once -- if you -- it's every jurisdiction wrestles with this question about, what are the objectives that we want our efficiency program portfolio to address.  And virtually every jurisdiction that wrestles with that question has multiple objectives they want their portfolio to address.  They want to get lots of savings, which is obviously, you know -- almost always the first one that comes up; but it's almost never the only one, because if all you cared about was lots of savings you would put all your money into the -- and you had a budget constraint as opposed to going after all cost-effective efficiency, you would put all your money into the things that have the highest yield.

Most jurisdictions have, for example, other concerns around, for want of a better term, equity.  They want all of their customers to be able to have access to efficiency opportunities, and that will -- and there are some markets, low-income and small businesses, for example, which are traditionally under-served by efficiency program portfolios because they are harder to reach.  Their market barriers are higher, and it costs more money to overcome those barriers, and in many jurisdictions conscious decisions have been made to allocate budget, even if it's not the highest yield savings, to serving those markets, because they believe it's important from an equity perspective.

MR. SHEPHERD:  So to the extent that the declining yield in Ontario is because we're shifting emphasis, that's a policy decision; right?  It is not because the programs are getting worse, it's because we made choices about how we designed portfolios; right?

MR. NEME:  Correct.

MR. SHEPHERD:  Okay.  Then the third area in which the yield can decline is better evaluation, monitoring and verification, right?  If you audit better, if you calculate the savings better, over time what has happened is that the credit you were giving for savings has been largely going down for the same programs; true?

MR. NEME:  I think that that's certainly true in Ontario to some degree over the last decade and a half.  My own, I don't know if you want to call it kind of informed judgment, having been involved in many of those discussions, is that we've squeezed a lot of those corrections out of the savings claims already because we've been looking at it fairly carefully for a while here, and that we aren't likely to see dramatic additional reductions, at least for prescriptive measures, for which we make upfront assumptions about savings.

Now, custom projects with medium and larger commercial-industrial customers are a different matter.  Those have to be re-examined every year.

MR. SHEPHERD:  I guess where I was going with that is, to the extent that the yield -- the sort of apparent cost-effectiveness of the utilities' program is declining because we're measuring better, that's not a real decline in yield; right?  We're just getting the numbers better, numbers right?

MR. NEME:  Sure, that's fair.

MR. SHEPHERD:  Okay.  I want to turn to a question that arose -- it actually arises in the Enbridge cross materials which haven't yet been filed, but I wonder if you could possibly turn up GEC.Union.1, where which is an M.GEC.Union.1.  It is the only reference other than your report I want to refer to, but -- and I don't have a copy here.  Is it possible to get that up on the screen?  And I'm looking at page 3 of that response.  This is a chart that -- you will see in the Enbridge materials which have been filed but not -- we don't have copies yet, one of the things I note here is that in these other -- these are leading jurisdictions; right?

MR. NEME:  Yes.

MR. SHEPHERD:  In these other leading jurisdictions the percentage of spending on C&I, on commercial and industrial, is quite low.  It's between, in one case, under 20 percent and at the high end it's a third.  That's low relative to historically in Ontario; right?

MR. NEME:  Give me a second here to just eyeball the numbers.  Yes, that is -- it is certainly less than half, and I -- and it looks more on average like it's a, you know, a quarter to a third.

MR. SHEPHERD:  Can you tell us why that is?  I mean, you know these jurisdictions, right?  These are jurisdictions you are quite familiar with.  Why is that?

MR. NEME:  Some of them more than others.  But I think there is a mixture of reasons, and I think you've alluded to them in some of your earlier questions.  I think if you were to -- in fact, if you look at the savings on the -- in contrast to where the spending is going, if you look at where the savings are coming from in the next set of columns down below, in at least two of the jurisdictions more than half of the savings are coming from C&I, even though in those same two jurisdictions probably on average only about 30 percent of the spending is going there.


This gets to your point earlier that the savings yield from the residential sector per dollar of spending is lower.

The savings are still cost-effective or they wouldn't be able to pursue them in these jurisdictions, but instead of getting -- and I'm using these numbers for illustrative purposes, not because these are the numbers that apply here, but instead of getting, you know, five-to-one benefit-cost ratios you might be getting two-to-one, and the percentage of the cost of the measure that you have to cover sometimes are higher on the residential side than they are on the commercial-industrial side.

MR. SHEPHERD:  Well, one of the jurisdictions here is Massachusetts; right?

MR. NEME:  Yes.

MR. SHEPHERD:  And I was surprised to see -- they have an all cost effective mandate, right?

MR. NEME:  Yes, they do.

MR. SHEPHERD:  So why would they only be spending less than 20 percent, or about 20 percent on C&I?  Are you familiar with Massachusetts enough to tell us why that is the case?

MR. NEME:  I'm not as familiar -- I'm not as familiar as I would need to be to give you an extensive, definitive answer.

The one thing I do know about Massachusetts is that they invest a lot of money in residential retrofit, both low income and non-low income, because on the residential side, that's where the -- by far the biggest savings opportunities are and they cost money.  It costs money to acquire those savings. But they are --


MR. SHEPHERD:  I guess what I'm trying to understand is, if they have an all cost effective mandate, why wouldn't they still be required to chase after all the CI savings available?

It is not like that's all the manufacturing and ---

MR. NEME:  No, they are required to go after all the cost effective on the CI side.  As I look at these numbers, I'm a little surprised myself that that number isn't a little bit higher, so I would have to look into it to try to tease it apart and understand it better -- which I could do.  I just can't do off the top of my head.

MR. SHEPHERD:  Would you be willing to give us an undertaking to do that?

MR. NEME:  Sure.

MS. HELT:  That will be undertaking J10.1.
UNDERTAKING NO. J10.1:  GEC TO PROVIDE AN OPINION ON WHY MASSACHUSSETTS DOES NOT SPEND MORE ON C&I PROGRAMS GIVEN THEY HAVE AN "ALL COST EFFECTIVE DSM" DIRECTIVE

MR. SHEPHERD:  Okay.  Now, you're proposing that Board required the utilities to increase their CI spending from what they've already proposed, right?

MR. NEME:  Yes.

MR. SHEPHERD:  And that would put Ontario offside with this sort of pattern we see in these other jurisdictions, wouldn't it?

MR. NEME:  What do you mean offside?

MR. SHEPHERD:  Well, we'd have a lot higher percentage of CI than these other jurisdictions would have, if there was a ramp-up as you've proposed in Ontario.

MR. NEME:  Well, to be clear, I'm not suggesting necessarily that Ontario just ramp-up CI.  I think there is some ramp-up, especially on the Union side, that could be done on residential as well.

And what -- I haven't built up, you know, what the bottom line would be in terms of the budget allocation between sectors as a result.

MR. SHEPHERD:  Okay.  Is it fair to look at these four leading jurisdiction that you've provided, and for the Board to look at it and say this presents sort of best practices and these ranges are sensible?

MR. NEME:  Which ranges are you referring to?

MR. SHEPHERD:  The relative prioritization of spending in residential low income and CI?

MR. NEME:  No, I'd be careful with that a little bit because it depends -- for example, one of the complicating factors is the portion of the sales, and therefore the portion of the savings opportunities that arise in each of these jurisdictions, relative to Ontario.

And for that matter, there are substantial differences on that front even between Enbridge and Union.  I believe that on the whole, that Union has a much larger portion of its sales going to commercial and industrial customers than Enbridge does.

Savings opportunities are, as we discussed earlier, a little bit easier and less expensive to acquire there.  So I wouldn't necessarily expect the distribution of where the costs are being assigned to be comparable.  You'd have to take a little bit more sophisticated look at it to get to that allocation.

MR. SHEPHERD:  All right.  I want to turn to another area now and that is the -- there's been some discussion in this proceeding about higher incentives; that is, the same program, just give the customers more money to incent them to do whatever it is you are trying to get them to do.  And I want to talk about the different rationales that you could have for incentives.

Obviously, one rationale to give the customer an incentive is to help make the financial parameters of a project or a measure -- to make it more cost effective, right?

MR. NEME:  That's one reason.

MR. SHEPHERD:  I'm not suggesting that's the main reason; that's just one reason.

So it is true that sometimes a new technology is a little too expensive for the market, and an incentive will allow you to get other that hurdle, right?

MR. NEME:  Yes, and sometimes even with new technologies -- and I can think of, you know, at least one recent example.  And if I put my head to it, I could probably think of several others where the incremental cost of the measure is high because it's a special order item, it is not very commonly sold, and if you can get enough  traction in the market, you can actually cause the incremental cost of the measure to decline.

MR. SHEPHERD:  It is actually the classic transformation situation, right?

MR. NEME:  It is, or that's one of them.

MR. SHEPHERD:  So the first is the financial part of it.

But a second rationale to give incentives is just to get the customer's attention.  You've heard this from Union and Enbridge, right, that when you're competing for their attention, waving a cheque helps get their attention.

MR. NEME:  Yes, and just to put a little bit more of a nuanced response, sometimes it is about the utility, when they are interacting directly with the customer, having something to talk to the customer about that will get the customer's attention.

I believe I agree with the utilities that that's an important function, sometimes.  But that's typically only the case with the larger customers, that the utilities are engaging on a one-on-one basis.

Sometimes, however, in a very analogous way, it is about giving HVAC contractors, retailers, other vendors who are selling equipment more on the mass market kind of context to residential and smaller business customers, something for them to talk to their customers about.

MR. SHEPHERD:  Exactly.  But that's still trying to get the customer's attention; it is just through the supply chain versus directly?

MR. NEME:  Yes.  In a way, it's kind of like thinking of that aspect of financial incentives as an extension of a marketing effort.

MR. SHEPHERD:  So it's not -- one of the things you see in custom projects is you see these great -- these large costs of the project and these small incentives, and you think how could that possibly make a difference.

If you have a $5 million project, a $50,000 cheque isn't going to make or break a project usually; right?

MR. NEME:  That's correct.

MR. SHEPHERD:  But what it can do is it can allow you to talk to the customer and get them to engage with you, because you have this money available, right?

MR. NEME:  I agree.

MR. SHEPHERD:  And it also can allow line management, the people directly responsible for things like energy efficiency, to convince executive management that they should do something because there is some money involved.

MR. NEME:  Yes, and I think I would even add kind of another twist to that.

Sometimes it is about giving you something to talk to the customer about to get their attention, but I think beyond that, the fact that the utility is putting their money on the table in addition sometimes brings a certain amount of credibility to the customer for the measure or the project that might not otherwise be there.

You have to remember that these customers are -- all customers, myself included -- are often being contacted by vendors of products with sales pitches, and we don't always know what to believe or trust.  And the fact that the utility is willing to put their money behind something, even if it is a modest amount of money, sometimes has not only the advantage of getting the attention or giving you something to talk to the customer about, but the advantage of sending a signal to the customer that there's a credibility to the interest in the -- or the projections in the energy savings that could result, and the other benefits.

MR. SHEPHERD:  One of the complications in this current situation in Ontario is that we have -- you're not suggesting that customers think that it's utility money they're getting when they get a cheque.  Most big customers understand it is ratepayer money, right?  It's their own money.

MR. NEME:  You know, I don't know what big customers understand ultimately about where the money is coming from.  Probably many of them understand where it's ultimately coming from, but fact that the utility is prepared to spend the money regardless of where it comes from to support a particular project or particular efficiency measure has value.

MR. SHEPHERD:  Now, we have a unique situation -- I guess maybe it's not unique; you can tell me -- in Ontario where we have gas utilities spending ratepayer money to go after conservation, and we have electric utilities spending ratepayer money to go after conservation, and they're competing for attention.

MR. NEME:  That's definitely not unique.

MR. SHEPHERD:  Okay, it's not unique.  That's not an efficient way to deliver conservation, is it?

MR. NEME:  It is sub-optimal.  There are jurisdictions where the electric and gas utilities have succeeded in getting together to jointly sponsor common programs, or at least coordinate their programs.  And, you know, that's certainly a preferable outcome to operating in two different silos.

MR. SHEPHERD:  If -- let's assume for the moment that there are going to be barriers to collaboration between gas and electric utilities in Ontario, just as a hypothetical.

MR. NEME:  I don't think it's a hypothetical.

MR. SHEPHERD:  I was being ironic.

The gas utilities want to increase some of their incentives, particularly for prescriptive measures, specifically so that they can get more attention from customers in the face of competition from the electrics.

Do you think that's a good idea?  Making the assumption that they don't need to increase them for cost-effectiveness purposes.

MR. NEME:  Well, for one thing, increasing incentives doesn't change cost-effectiveness, at least not at the measure level, and if anything, if it leads to more participation then you can spread your fixed costs across a greater volume of savings under the TRC, it actually improves cost-effectiveness.

MR. CHERNICK:  And reduces...

MR. NEME:  That's -- yes, Mr. Chernick is reminding me also that because in general the higher your participation goes the lower your free-rider rate becomes, that also improves cost-effectiveness as well, so the -- I don't think it has any -- if anything, it has positive effects on cost-effectiveness.

The question of whether -- I guess I struggle with your question about whether the -- whether it's appropriate to increase incentives so that you can better compete with the money that the electrics are spending.  I don't think that's the right way of looking at that it.

I think the more appropriate way to look at it is, given the marketplace the way it is, including the involvement of the electric LDCs, what kind of traction am I getting in the market?  What kind of market share am I getting in a prescriptive rebate program for a particular product?  Can I get -- if it's low, can I significantly increase my participation?  What would be required to do that?  If increasing incentives is one of the things that would be necessary to make that happen, then I think it's a reasonable thing to consider.

MR. SHEPHERD:  Let me give you a specific example.  Let's suppose that an electricity distributor offers 5,000 to a homeowner to insulate their house, and gas utility says, Well, we only have 2,500.  Should the gas utility be saying, Okay, no, we'll offer you 5,000 too so that you will take it from our program rather than from the electric program?  Or should the gas utility say, You know what?  Take the money from the electric.  We'll spend our money somewhere else.

MR. NEME:  Well, that's a little bit of a unique circumstance, or a little bit of a unique example, in which the efficiency upgrades that you're discussing, or at least some of them, in that kind whole-house program would save both electricity on the cooling side, for example, and gas on the heating side.

And in that case, in an ideal world, the electrics and the gas utilities ought to be collaborating to jointly deliver that service to the customer in ways that allow both of them to reduce their costs, because if it takes $2,000 to convince the customer to make the investment, and each utility, just to make it simple, is contributing a thousand each, that's better than both of them trying to put $2,000 on the table and letting the customer take more than they really needed to to get there.


But I think that's a very different circumstance than where you started, with prescriptive measures, because most of the prescriptive measures that the gas utilities are promoting do not save both fuels.  They save only gas, and in that context, what you're really doing -- or what you really need to do is get the customer's attention or your trade ally's attention or get your trade allies to get their customer's attention, and that's where you need to decide what's the level of financial incentive that is necessary to do that at a -- to a degree that will produce substantial market penetration --

MR. SHEPHERD:  Isn't there --


MR. NEME:  -- and savings.

MR. SHEPHERD:  -- a risk that customers will have a finite amount they're willing to spend on energy efficiency, and if the gas utilities compete with the electrics and win, that more of their measures are implemented, that just means less electricity measures are implemented?  Isn't that a risk?

MR. CHERNICK:  How is that a risk?

MR. NEME:  Yeah, I guess I don't see it quite that way, and again I think you have to parse this into the two different categories of markets.  You've got your pure retrofit markets, like where you're insulating a home or a business, and then you've got your equipment replacement markets, if you will, where someone has to buy -- their heating system is breaking down and they need to buy a new one, or their water heater has broken down and they need to buy a new one.

In those latter markets, the customer's already committed to investing substantial amounts of money to buy a new product because they have to buy it.  And if you don't influence their decision at the time that they're buying it, you're basically saddling the economy and your electric system or your gas system with a comparatively inefficient product for ten, 15, 20, 30 years.  And in that context, it's really important that you put whatever money you need to put on the table -- and I'm not just talking about for incentives.  I'm talking about for marketing and sales training and whatever other aspects are necessary to move the needle in a significant way, to influence as much of those lost-opportunity sales as possible.

The retrofit market is a little bit different.  If you don't insulate a house this year, you haven't lost the opportunity to go back and insulate it next year, and so it's not -- the stakes of not acquiring all the savings aren't quite as high, and I think the retrofit market is also different than the equipment replacement market in that in the retrofit market you're convincing -- you're trying to convince a customer to make an investment that they otherwise wouldn't have been thinking of making at all, whereas in the equipment replacement market they are already prepared to put $4,000 down or $5,000 down or whatever for a new furnace or whatever the product is, and all you're convincing them to do is to try to spend 6,000 instead of 5,000.  You know, it is the extra income that you are trying to influence.

When you're trying to get the customer to make an investment when they originally were thinking they'd invest zero, now you are competing potentially a little bit for a limited capital or whatever else the market barriers might be.

And in that context I suppose it's possible that, depending on your program design and your mandate, in terms of how much savings you were going after that, that you could be causing some competition between electric and gas, but if you were truly going after -- if you are truly operating in an all-cost-effective context, and really trying to acquire as much savings as you can on the electric and gas side, then I don't think that that becomes a conflict, or at least not a significant one anymore.

MR. SHEPHERD:  Okay, I take from what you're saying that, at least in the case of lost opportunities, it's rarely going to be the case that competition between gas and electric is going to be inefficient.  Rarely.  Sometimes, but not --


MR. NEME:  I think that's true.  I think that there are still sometimes opportunities for synergies.  For example, furnaces and air-conditioners are often replaced -- not always, but often replaced at the same time because it is the same contractor selling the products, and so if your furnace is breaking down the contractor may say, Oh, hey, by the way, your air-conditioner is 15 years old and it looks like it, you know, it might be dying in a couple years, and I have got this really nice efficient alternative.  Maybe you should buy both of them at the same time.

So I think there are opportunities for synergies, but I think it's not very common that -- at least in the equipment replacement markets -- that there is competition.

I will note in new construction it is a little bit of a different animal because all new buildings or virtually all new buildings both have gas for heating, and electricity for cooling and other purposes.  Certainly on the electric side, there is a variety of ventilation and lighting, and other factors that are addressed in new construction.


And in that case, you know, there is a real crying out for joint approaches between the electric and gas utilities to try to influence the market.


MR. SHEPHERD:  And where I was going actually -- I mean, there are obviously programs that the gas utilities are proposing.  Savings by Design, for example, and things like that --


MR. NEME:  Yes, only Enbridge --


MR. SHEPHERD:  -- are obviously lost opportunity type programs, right?  They are going after programs that -- opportunities that will be lost if they don't get them now?


MR. NEME:  That's correct.


MR. SHEPHERD:  But where I was going is with custom projects.


MR. NEME:  Okay.


MR. SHEPHERD:  Because custom projects often are retrofit of some sort or another.  Generally speaking, they are improving the existing operations of a factory or a building or something like that; right?


MR. NEME:  Yes.


MR. SHEPHERD:  And in the case of custom projects, if the gas utilities are not working with the electrics side by side, or not working enough, there is a potential that our money will be spent inefficiently to get savings that we could get the same savings at a lower cost, if we were smarter; true?


MR. NEME:  Absolutely.  If the large customers were being approached jointly, or by a single solution provider, for want of a better term, that's comprehensively assessing the opportunities in that facility, and coming up with integrated solutions that are designed to maximize both the electric and the gas savings, your transaction costs would be lower.  You'd have less opportunity for customer confusion because of potentially conflicting or competing messages.  It would be -- that's certainly a preferable outcome.


MR. SHEPHERD:  During the course of this proceeding, there has been a lot of discussion about collaboration between electrics and gas.  And I know you're very familiar with the Ontario market on both sides.


Do you have thoughts about how this Board, given its particular role here, could help the utilities to achieve better collaboration between gas and electric?


I'm happy to take an undertaking if that's -- and I know it's a big subject, but --


MR. NEME:  Yeah, it's not just a big subject, it is a complicated one. One of the things that's complicated about Ontario is you have -- what do you have, 73 different LDCs in the province.  That's a lot of different entities to try to coordinate with.


You know, in some places -- I'm thinking back to New Jersey back in the late '90s.  Legislation actually required the electric and gas utilities to jointly deliver the same program so that they can capture those synergies.


And, you know, that -- I don't know the extent to which the Board has the ability to put those kinds of requirements on both parties or not, or at least for certain markets.  But I'd readily acknowledge that in New Jersey, they have three gas companies and four electric companies and one of them is a dual fuel utility.


And so that's a -- it's a lot easier to impose that kind of a mandate in that kind of context than it is when you've got two gas companies and 72 or 73 LDCs.


MR. SHEPHERD:  Where I was really going with this is that you're aware that this Board is only dealing with gas conservation.  So assuming that restriction, assuming that the Board's hands are a little bit tied because the electric utilities aren't here, do you have any thoughts on what this Board could do in terms of assisting or encouraging the gas utilities within this context to make these programs' collaboration work better?


MR. CHERNICK:  Well, you say, Mr. Shepherd, that the electric utilities aren't here.  But they could be at technical working groups, and obviously you are not going to have 73 of them showing up.


But it's my understanding that there are province-wide programs, I guess which are now under the IESO, and you may, you know, have a few large distributors who are interested in participating as well.


But if the gas companies reached out to them, and there are advantages to both sides in terms of splitting the cost of some projects like you were talking about before, you insulate the house, you seal the ducts, you are saving both gas and electricity, joint new construction programs and so on, even if the Board can't require the electric side to participate, they may find that it's worthwhile to participate, and you may be able to get those synergies without the need for the Board to tell the electric utilities what to do.


And if the process seems to be working and the government sees that there is some need for a nudge in terms of greater coordination, of course the government can always tell the electric distributors to coordinate more closely.


But you can demonstrate that, I think, with a gas- centric -- well you don't want it come across as gas-centric, but structurally, based on the gas programs inviting the electricity utilities in to try and work out some coordinated process.


MR. SHEPHERD:  We've heard the gas utilities in their evidence saying we've tried to work with the electrics and, indeed, sometimes we're successful.  But we also have some barriers, and it's very difficult to get their attention because they have different priorities than we do.


And I'm contemplating that this Board Panel will go into their conference room and try to figure out what can we do to make this happen.


MS. FRANK:  Can I maybe pose a more -- on the same theme, but a more direct question.


I heard that there are joint service provides that could be the one point of contact offering both gas and electric.


So is that marketplace available in Ontario?  Are there, you know -- is there a group of joint service provides that the Board could actually say we want you to work with these people?  Does that segment exist in Ontario?


MR. NEME:  Well, let me put it this way.  There are -- across every jurisdiction in which I've worked -- well, in many of the jurisdictions in which I've worked, let me say that, the utilities subcontract out the delivery of certain efficiency programs.


That is, they'll say we want to run a program to influence the efficiency of the residential new construction market, and here's our program design and here's our budget or how much we're prepared to offer in incentives -- or sometimes they do or do not specify something like that.  Sometimes they leave it up to the bidder to tell them what the program design should be.


But nevertheless, they will identify, at least at a minimum, a set of objectives, put out an RFP and hire -- you know, get competition from a number of different firms who have expertise in delivering these kind of programs all over North America, and then hire the winning bidder.


That approach could be taken for some markets.  And even if some of these firms do not have a physical presence yet in Ontario, they could very quickly.


You know, I know that there are firms that, you know, they have staff that are designed for quick startup and, you know, they can hire 30 people to deliver a program on the ground within three to six month.  That's their business.  They are designed to do that.


So I think the short answer is, as least for some types of programs, that that kind of identification of entities that could be, you know, the single interface is possible.


It should be possible in Ontario.  The tricky -- the hard part is getting the gas utilities and the LDCs to jointly sponsor the RFP to hire that contractor.


MS. FRANK:  What I'm looking for, in -- like Mr. Shepherd is suggesting, what the Board might do to encourage the cooperation.  Certainly in the guideline that was sent out, the Board did encourage the cooperation.  So we're --


MR. NEME:  Yes.


MS. FRANK:  We enjoyed the opportunity to do that, but the mechanics is not clear.


So if you are saying there is a potential group -- if we were talking about behavioural program, I think both Enbridge and  Union would tell us, go talk to OPower, because those are the people who do it.  I'm looking for, go talk to -- who is that joint service provider that we should go talk to, or is there a small group of them?

MR. NEME:  Well, there -- yes, there are firms that deliver residential efficien -- all flavours of residential efficiency programs on the ground.  There are firms that deliver all flavours of commercial and industrial programs on the ground.

One of them, in a very different context, ICF was, you know, witness, I believe, on avoided-cost matters because they offer a wide range of services, but they also do program design and delivery.  Clear Results is another one.  CSG was a big residential delivery contractor that just got purchased by Clear Result.  There is Franklin Energy in -- I believe based in Wisconsin.  There is -- you know, I could come up with a list of probably a dozen firms that will contract out the delivery of efficiency programs to all -- of all types to all customer types, and it's just a question of:  Can you get agreement on what the RFP is going to say the program is upfront between the electric and gas utilities, because that's a pre-condition to issuing one, to hire one of those firms.

MS. FRANK:  Okay, thank you.

MR. SHEPHERD:  That was excellent.  Can you turn now to a subject that you've commented on a number of times and we've discussed many times, and it's payback period and free riders.

And I think you agree that -- I think in fact you said yesterday that very short payback periods likely mean more free riders; right?

MR. NEME:  I think I said, all other things being equal, the shorter the payback period, the higher the free-rider rate.

MR. SHEPHERD:  And the more likely any given customer is to be a free rider, all other things being equal, if they had a shorter payback period.

MR. NEME:  Yes, although I really do think it's important to think about free ridership in a kind of statistical average kind of context.

MR. SHEPHERD:  Well, okay, that comes right to the -- directly to the point.  If -- excuse me, if a utility goes in to a customer to talk about a project, and the customer says:  Yeah, we were going to do that anyway, should the utility give them an incentive anyway?

MR. NEME:  In a custom context I'd say no.

MR. SHEPHERD:  Okay.

MR. NEME:  I think custom is very different than more mass-market type of programs, where the transaction costs of dealing with each customer are just too high relative to the savings that you're generating, and in those kind of markets for, you know, medium-small businesses and residential, you have to design your program in a way to kind of balance the objectives of, you know, maximizing savings without spending too much money while minimizing free riders and accept that some of the participants are just going to be free riders; that's just the way it's going to be.

MR. SHEPHERD:  Well, yeah, there is a balance, right?  You are going to have some leakage in the sense that you're going to spend money and not get any benefit from it because you haven't caused anything to happen, but the alternative is, don't spend enough money and lose some customers that would have -- that you did need to influence; right?  It's a balance.

MR. NEME:  Sure.

MR. SHEPHERD:  The -- but let's just focus on custom for a second, because there is a lot of the savings that come from custom; right?

MR. NEME:  Agreed.

MR. SHEPHERD:  And we saw that Union, in particular, has some very, very short payback periods, two weeks in some cases.

You'd agree, wouldn't you, that the likelihood that those are free riders is high?

MR. NEME:  I would agree that the likelihood that those are free riders is higher than projects that were two- or three- or four-year paybacks.  Whether you would classify it as high or not depends on your definition of "high".

For example, you know, I believe that the -- that Union for its large customers already discounts its savings by 54 percent -- in other words, assuming that only 46 percent of them are non-free riders -- when they make their savings claims for that customer class.

So that's -- they've already -- they're already taking a pretty big hit on the free-rider assumption, and so whether that's -- you know, is that high?  I guess that's in the eye of the beholder.

MR. SHEPHERD:  Well, you, in fact, in your report -- I'm looking at page 31 of your report -- you talked about -- was it page 31?  Yes, at the top of page 31 you talk about the jurisdictional scan for free riders that was done by the technical evaluation committee.  And it found that custom C&I are between 30 and 40 percent free riders; do you see that?

MR. NEME:  Yes, in the jurisdictions that they had data for, that was the ballpark, yes.

MR. SHEPHERD:  Now, that was not a comparison of large industrial programs; right?  That was not a -- the ones that -- the T2s that are in issue here, or the rate 100s that are in issue here, that was not a comparison of that; right?  It was all custom CI -- C&I?

MR. NEME:  In that particular example, that's true, although I think I cited another evaluation of a Utah large-customer program which would be more analogous to this one that actually found the net-to-gross ratio of slightly above 1.

MR. SHEPHERD:  Understood.  The -- so this jurisdictional scan, you don't think the Board can reach any conclusions about what a reasonable free-rider rate is for custom -- for large industrials from that jurisdictional scan, do you?

MR. NEME:  No, I don't.  I think it's -- at least not by itself.  I think that that's -- and which is the reason why I referenced a number of different studies here.  You know, I think the unfortunate circumstance in which we find ourselves is that the free-ridership estimates for custom projects in Ontario have not been studied since 2008, and, you know, Mr. Shepherd, this is a topic about which I've complained for a number of years, and we are only now just getting started through the technical evaluation committee with a revised -- or with an update to that study which will hopefully sometime next year give us a much better insight into what the picture looks like.

MR. SHEPHERD:  Now, that study -- just while we're on that -- that study is going to be driven heavily by the nature of the programs being offered; right?

MR. NEME:  Those kind of studies, by definition, the results are always driven by the types of programs being studied.

MR. SHEPHERD:  And in fact, free ridership generally is very dependent on program design.

MR. NEME:  I agree.

MR. SHEPHERD:  I learned that from you, in fact.

So I guess -- let me come back to payback periods now.  And let me ask you sort of the general question.  It's true, isn't it, that one of the things that utilities should be doing is trying to use the ratepayer money they're given for DSM as efficiency as possible, generally speaking?

MR. NEME:  Sure.

MR. SHEPHERD:  Would it be reasonable -- and you've suggested, for example, that in behavioural programs, custom behavioural programs, that the utilities not give out money if it's, what, a two-year payback?

MR. NEME:  I think what I said was that it would -- to the extent that there is significant nagging concern about potentially high free ridership, even though we don't really know from a new study what the answer is, in the very large industrial customer market segment, that one option for addressing that would be to impose a requirement that at least for operational efficiency projects -- I'm not talking about capital investments in widgets, for want of a better term -- at least for operational efficiency projects you could propose a minimum payback of one-and-a-half or two years where you would not fund projects that had payback less than that.

As I indicated yesterday, this is -- you know, there's -- this is not one of those topics, not that there are many of them in this hearing, where, you know, all the pluses are on one side and all the minuses are on the other and it is an easy, clear-cut choice.  I mean, there are tradeoffs here, and I do believe that imposing that kind of limitation would improve the free-rider rate or would reduce it.  It would probably lead to more savings from projects that are longer-lasting, you know, more durable, but there will be a cost to it as well.  There will be some non-free-rider, cheap, shorter-term savings that could have been acquired from operational efficiency improvements that would otherwise not have been undertaken, that you would forego.  And in essence, it is a policy judgment about whether you're prepared to -- how you weigh those relative pros and cons.

MR. SHEPHERD:  This is that trade-off we were talking about before, right?  You get people who get money for nothing and you --


MR. NEME:  Absolutely.

MR. SHEPHERD:  And at the other extreme, you miss some projects.

MR. NEME:  Absolutely.

MR. SHEPHERD:  You try to get the optimal balance.

You've seen the table.  I don't have the reference; I'm sorry, I should have, but I forgot.

You've seen the table that Union has filed in the evidence, their projects with paybacks?

MR. NEME:  You know, Mr. Shepherd I've tried to at least skim most of the material that's been presented in this hearing, but it's a been a little bit of a challenge.

So I vaguely recall that, but I am not positive.

MR. SHEPHERD:  Well, what I was going to ask you to do is go through that table of the large industrial projects, with -- and apply the two-year payback rule, and comment on the projects that are excluded by that rule.

Would you be willing to do that?  It's a one page table of about 25 projects.

MR. NEME:  What do you mean by comment on?

MR. SHEPHERD:  Comment on what the effect of that rule would be on those -- you can see the projects.  In fact in many cases, you've looked at these projects because you were on the audit committees.

MR. NEME:  Yeah, but I wasn't on Union's audit committee, at least not in recent years.  So are you essentially asking that if one applied an 18-month payback rules, which ones of them would have been eliminated?

MR. SHEPHERD:  Which ones would be eliminated, and would that be a bad thing.

MR. NEME:  The first part of that question would be obviously just a matter of math, assuming that the data are all there and easy to estimate.

The would it be a bad thing, as I alluded to earlier, is a little bit of a complicated question.

As I said, I'm not sure that I could tell you a whole lot more than what I just told you about that part of it, which is that there would be some advantages in that the money that went to those projects would have been instead diverted to projects that are less likely to be free riders and more likely to have longer-lived savings, but also more expensive and probably have given up some of the -- some cheap -- non-free rider savings that would have otherwise been captured.

MR. CHERNICK:  Mr. Shepherd, are you suggesting that this table would give Mr. Neme enough information so that he could judge whether these particular projects were indeed free riders from the kind of projects they were?

MR. SHEPHERD:  Or comment on them.  So, for example, if a project is repairing steam traps, that's something that's pretty easy to assess.  Whereas if something is a very short payback but it's a brand new technology, that --


MR. CHERNICK:  So you were asking basically about whether he could do what I just said, would be to look at it and say this is like falling off a log.  At most, the customer would need to have somebody point out that, oh, you need to clean out and maybe replace some steam traps and the -- and telling them it should be sufficient, and so that's probably all free ridership and the -- at least in terms of the incentive levels?

MR. SHEPHERD:  I'm asking a more normative question.  I'm asking --


MR. CHERNICK:  Okay.

MR. SHEPHERD:  It is sort of like that, but it's more on the lines of should you pay ratepayer money on this one,  should you spend ratepayer money on this one, et cetera.

MR. NEME:  Yeah, that -- I doubt that I could look at a single page of 25 custom projects, without knowing a heck of a lot more about each one of them, and draw that conclusion.

MR. SHEPHERD:  All right, I'll leave that aside.  I will ask you one question about that, though, and that is: When you talk about O&M projects, are you talking about only things like steam trap repairs?

Or, for example, are you talking about projects where a simple addition of a controller on a system with a short payback period results in substantial savings?

Is that also -- like typically, companies will treat that as an O&M cost because it's got a short payback.  But you're -- you're not including those ones, right?

MR. NEME:  No, I'm not.  I was thinking more along the lines of projects that pretty much exclusively rely on labour.

Reprogramming your existing controls, you know, might be one example.

MR. SHEPHERD:  All right.  Let me move to the large industrials self-direct.  You've proposed in your evidence that the Board order Union to continue their self-direct project into 2016; right?

MR. NEME:  I did.

MR. SHEPHERD:  And the reason is essentially because even though there are maybe some substantial free riders there, the bottom line is that there are some savings to be had, and you feel that you won't get them if the program isn't there?

MR. NEME:  That's correct.  As I said earlier, even though Union has already discounted the savings by 54 percent to adjust for free ridership, the volume of savings coming from that program after that adjustment are enormous, comparable to the whole rest of their portfolio combined, if memory serves.

MR. SHEPHERD:  So when I talk to people about the self-direct program, they think I'm making it up.  And the reason is because to their minds -- and I'm going to ask you to comment on this -- to their minds, the business model here is the customer gives utility $10, the utility gives them back $5.

They have to spend it on certain things and then, if they spend it on those things, the utility gets another $10 as an incentive which the customer also has to pay.  That's sort of how it works, right?

MR. NEME:  No, I think it is a little bit more complicated than that.

MR. SHEPHERD:  Can you help me understand why that's not true, because that's what business --


MR. NEME:  And I don't think your numerical examples are proportionally quite right either.

As I understand it -- and there may be issues with how this actually plays out in the real world –- you know, the customer is required to put together a plan for how they would invest in efficiency using the funds that they're going to access.

And, I mean, there are certainly elements of the simplified scenario you lay out that are accurate.  But there is a process, or at least nominally there is a process where some assessment of opportunities needs to be done, needs to be undertaken.  A plan for how they will be addressed needs to be put together in which utility has opportunities to interact with the customer and influence what those things look like.

In an ideal world, they should be doing a lot of that.  You know, the leading self-direct programs from across North America -- and there was an ACEEE report that was presented in evidence on this topic back in the large industrials case three years ago.

In the leading self-direct programs across North America, the utilities remain quite actively -- it is not just a matter of handing over cheques.  They remain quite actively engaged in helping the customers figure out what makes the most sense within their own facilities that the customers may not have been considering otherwise.

MR. SHEPHERD:  And that's what I'm trying to understand here, is what is the utilities' value-added to the customer in these self-direct programs.

The Board told the utilities to go out and offer, on a fee-for-service basis, your expertise to the large industrials.  And the utilities went to the large industrials and they said, no, we're not going to pay you for that.

So isn't this sort of a system where they're required to pay for that?

MR. NEME:  Yes.

MR. SHEPHERD:  Well, if they're not willing to pay for it because they don't see value, why would you require them to pay for it?

MR. NEME:  Well, let me pose a rhetorical question back to you.  Why is that any different for a residential customers?

The bottom line is that there are enormous market barriers to investments in efficiency across all market segments.  If you were to offer that very same fee-for-service to residential customers, my hypothesis is you wouldn't get a whole lot of them to takeup done either.

The fact of the matter is that we are -- the whole kind of philosophical underpinning for DSM is that there are significant market barriers that prevent customers of all stripes -- sophisticated, less sophisticated, small and large -- from pursuing the efficiency that makes sense from an energy system perspective.

You know, when the utility makes an investment in a very large pipeline project, they're not expecting that investment to have a 50 percent rate of return.  But many customers, either explicitly or implicitly have -- of all stripes, large and small, sophisticated and not, have that kind of either actual or implicit payback requirement.

So I guess I fail to see what's so special about the large industrial sector program in that regard.

MR. SHEPHERD:  Okay.  All right.  One of the problems with the large industrial -- excuse me, with the large industrial program is that -- Madam Chair, would this be a good time to take a break?

MS. LONG:  Sure, why don't we break until 11:15.
--- Recess at 10:54 a.m.

--- On resuming at 11:22 a.m.


MS. LONG:  Mr. Shepherd?


MR. SHEPHERD:  Thank you, Madam Chair.


I just want to finish off on the large industrial program, Mr. Neme. One of the complaints that has been levied is that sometimes the shareholder incentive that the utility gets is more than the incentive that the customer gets.  And you are familiar with that problem, right?


MR. NEME:  I can't think of a specific example where that has happened.  But given my understanding about the way the incentives are structured, it certainly seems that's possible.


MR. SHEPHERD:  Would it be fair to say to say that given the numbers involved in the large industrial program, that reducing the weight of the incentive for the cubic metres for large industrials might be a good idea?


MR. NEME:  You mean reducing the absolute shareholder incentive dollars that could be earned from doing well in that market segment?


MR. SHEPHERD:  Yes.


MR. NEME:  Well, I think if Union were to maintain its program at the same level in 2016 and 2017 and so on as it had last year, that would happen naturally on its own because if the budget for that program remained relatively flat, but the budget overall -- just to use a round number, is doubling -- the amount of weight that would go onto that program, the way those shareholder incentives are allocated or based -- a function of the portion of the budget that goes into each of the different scorecards, you would you effectively cut the magnitude of the shareholder incentive attached to that market segment in half just by itself, just by that change itself.


MR. SHEPHERD:  And you don't see that as problematic?


MR. NEME:  No.


MR. SHEPHERD:  What about the possibility of simply capping the incentive for any given -- that you could earn for any given customer to amount you gave the customer?  Would that be okay?


MR. NEME:  I don't think that that's a very good way to assign value.


Remember that -- and this is particularly true of larger customers and custom projects -- while the financial incentives that you give to the customer is important, I think particularly in that market segment, the other services you provide to those customers, in the form of technical support and financial analysis and so on, can be just as valuable, if not more so.


So I have -- the notion of maximizing or, you know, putting a limit on the financial incentive that's equal to the financial incentives would give me pause.


MR. SHEPHERD:  Don't you think there is a problem, from the customer's perspective, in seeing that the amount of incentive that goes to the utility shareholder is greater than the amount of incentive available to them, when they are the ones spending the money on the project?


MR. CHERNICK:  Well, Mr. Shepherd, doesn't that really depend on what the specific situation is?


If the utility comes in and finds some problem with the operating schedule, or the setting of switches, or valves or whatever, that's causing a huge waste of energy, and the plant manager smacks his forehead and says "Oh, we'll take care of that tomorrow," the plant manager doesn't need an incentive to do it necessarily, once he's seen, oh, this is very simple.  We just have to put things together in a different order.


And if the utility had a really good program design and had the right consultants in to help them analyse the system, then they've done something really great.  And the customer, the plant manager in this case, might say you did a great job and I'm glad you're getting rewarded, because you've saved us a lot of money.  So I don't see that the two necessarily coordinate.


Now, there are situations where the utility looks like maybe it's falling off a log, and the customer is doing all the hard work.


But I don't know that you can -- as Mr. Neme said, you can't really boil that down to a simple rule of you never pay the utility in shareholder incentive more than you pay in customer incentives, because it really depends upon how clever the utility is being, how much it is contributing.  So you'd want to look at that over time and --


MR. SHEPHERD:  Most custom projects are not like that example, though, right?


MR. NEME:  Let me say this -- I'm trying to think of simple rules that would make sense.  I certainly wouldn't want the utility shareholders to earn more than the net present value of the benefits that they're producing.


That, you know, and probably –


MR. SHEPHERD:  But that's not likely possible in the current --


MR. NEME:  Not in that market segment.  And frankly, you may even take it a step further down than that and say, well, gosh, the customers ought to get at least half, or draw the line where it is appropriate to draw.  And, you know, that then starts to become a little bit of a term of art and a policy judgment.


But I could see drawing the line that way more than I could with respect to the amount of financial incentive that's provided.


MR. SHEPHERD:  Let me go to a related subject, which is the structure of the scorecards.


You've commented in your material, and we've had this discussion again many times, you've proposed that the 150 percent be a cap on each individual metric, right?


MR. NEME:  I have, and the reason I did was that the way the scorecards are structured, there are weights -- there is often multiple metrics within a scorecard, and there are weights nominally assigned to each of those metrics within the scorecard.  But you can -- you know, history has taught us that you can end up in situations where a metric where we thought the weight was kind of small, like 8 percent or something, but we wanted to put a metric in because we thought it was an important objective and something to start developing progress on, but we ended up not doing a very good job of picking the target.


And when it's possible to exceed the target by a factor of 10, and you take a metric where we thought the weight was only 8 percent, all of a sudden it's overwhelmingly responsible for the amount of shareholder incentive that's being earned.


And I think that's problematic, because it then allows a metric where we thought -- which we thought was important, but not so important relative to the others, and you can grossly under-perform on the one that we thought was really, really important, and still earn bundles of money because you just blew away by a factor of -- you know, an order of magnitude what the performance target was for that lesser weighted metric.


MR. SHEPHERD:  And you actually give an example in your paper of exactly that.


MR. NEME:  I did.


MR. SHEPHERD:  With the home energy retrofit.


MR. NEME:  I did, yes.


MR. SHEPHERD:  Now, you can also accomplish that, and maybe even better by taking one area and making it a separate scorecard all together, right?


MR. NEME:  You can.


MR. SHEPHERD:  And if you do that, then this goal of making sure that the utility focuses on multiple priorities is maximized, right?


MR. NEME:  Yes.


MR. SHEPHERD:  And so -- and you achieve it to a somewhat lesser extent if you put multiple metrics on the same scorecard.  But as long as you have a cap, you still achieve it to a certain extent.


MR. NEME:  Yes, and I should note that my -- the proposal in my testimony of 150 percent needn't be a hard and fast line, or -- actually, I think it's important that there be a hard and fast line.  But whether 150 -- I could see in argument for saying, well, let's given us a little bit more flexibility to blow one of them away -- you know, 200 percent or something.


But letting them to go a thousand percent is a way  to then compensate for not doing so well on something else that I think is problematic.


MR. SHEPHERD:  And the result is that the utility is incented to defocus on some things that are important, and focus on things that maybe are not as important.


MR. NEME:  That can be a result.  That can be a result.


MR. SHEPHERD:  I have two other brief areas.  One is that same program, the home -- the retrofits, the home appliance retrofits.


You talk about the fact that Enbridge has been significantly more successful in that than Union and, in fact, is projecting going forward to be more successful with tougher targets.  So my first question on that is: Why is Enbridge more successful in that?


MR. NEME:  I'm not sure I have the definitive answer to it.

MR. SHEPHERD:  Whatever help you can give.

MR. NEME:  I will say -- and this is just from, you know, anecdotal personal experience, that, you know, to give -- and I'm -- this is not -- I'm not making a negative comment about Union, I'm making a positive comment about Enbridge, and I don't even know if she's still here anymore, but I think the program manager -- she's still here, hiding behind the wall -- my sense is the program manager for Enbridge is driven, creative, and really invested in making this work.  I think that's one factor.

Without kind of being able to get -- that's one factor of Enbridge's success.  I suspect Enbridge also has perhaps at least in part because of that made it a little bit of a higher priority than Union, historically.

Delving more deeply into that I think would require some study that I haven't done to better understand what the difference is between the two.

MR. SHEPHERD:  Well, what Union has asked for is they've asked to be able to give a higher incentive, which Enbridge hasn't asked for, and to lower the savings standard from 25 percent above code to 15, which both sort of make it easier to achieve targets --


MR. NEME:  Well --


MR. SHEPHERD:  -- do you agree with those?

MR. NEME:  -- yes and no.  Actually, with respect to the second item, the lowering of the standard from 25 to 15, I will actually give kudos to Union on this, because I think that Union's approach is actually better.  We'd recommended this to both companies, and Union actually took us up on it.

You have to understand it is not just lowering the minimum requirement from 25 to 15 percent that's happening.  There are several other things that are happening in concert with that reduction.  One of them is that Union is changing the baseline from which they're measuring savings so that any savings that come from furnace upgrades presume that the baseline is a 90 percent furnace, whereas the Enbridge numbers do not.

And that, you know, by itself, is -- you know, explains almost all the difference between -- or can explain almost all the difference between 15 and 25.

Union also, to go along with that, has now assumed that the average measure life for all their savings is 25 years, whereas Enbridge has, as I understand it still, two buckets of measure lives, 15 years for projects that include furnace replacements, 25 years for projects that did not.

And then thirdly, I think Union is now assuming a 5 percent free-rider rate, and Enbridge is sticking to its original 15 percent.  And I believe those other changes, the lower free-rider rate that Union is assuming, the 15 percent benchmark savings instead of 25, and assuming all the savings last 25 years, are all appropriate, given that they've changed the baseline for the furnace.  And frankly, I think, given where the market is, that would be my preferred approach --


MR. SHEPHERD:  Well, I wasn't so much concerned about whether -- about the comparison in that question, though.  I'm more concerned about the 15 percent absolutely.

Would you feel that the -- that 15 percent is all cost-effective for a typical house in the Union area?

MR. NEME:  I think that there are many houses for which 15 percent would not all be all cost-effective, but remember that the 15 percent is the minimum requirement, and it's the threshold to get into the program.  And for some homes that may be all that's cost-effective.

In fact, I'll observe that, you know, Synapse in their critique of the program, which I don't agree with, suggested that we should eliminate the requirement for two measures for similar reasons that, you know, they -- the point that they were making is that some customers, there is only a small bit or one thing that makes sense, and you don't want to preclude those customers from being able to participate.

I do think it makes, in the context of a program where you are trying to promote comprehensiveness, it makes sense to have, you know, kind of a minimum threshold.  I think 15 is a reasonable minimum.

The key is whether your -- the rest of your program design is designed to drive customers to do more than the minimum, whether you offer bonus incentives or higher incentives for getting increasingly higher levels of efficiency, for example.

MR. SHEPHERD:  Or for multiple measures?

MR. NEME:  Or for multiple measures, yes.

MR. SHEPHERD:  All right.  Still on this one other thing, you've recommended that the utility's role -- the Board accept the rollover of the targets and budgets for 2015, even though in the case of Enbridge, for example, they've closed down this program.

And in both cases it's clear that the rollover means they're not -- the targeted budget are really meaningless.  Isn't that true?

MR. NEME:  Yes, we have an unfortunate circumstance with respect -- we have several unfortunate circumstances with respect to 2015.

The first is we don't have an approved plan and we're four months from the end of the year.  So, you know, in that context, I think it's really hard to go back and change the rules -- you know, the rules of the game on the utilities, or at least what they perceive to be the rules of the game.  So that's one -- that's one problem we face.

And I guess a related problem is, you know, that the guidance to do a rollover, particularly in Enbridge's case, where they had blown away by a factor of 10 or more their home retrofit target the previous year, but the rollover meant we're basically adopting the previous target with some minor tweaks, set up a really challenging situation, where, you know, they could do what they did the previous year and just kill that target and fall way short on the other one or try to do some rebalancing, which I gather is what they did, and one of the unfortunate consequences of that is they took a program that had an awful lot of momentum and have stopped it dead in its tracks, and that creates challenges for kind of building it back up again in the future.

And, you know, I think a related point that, you know, might be made -- worth making is that we might have been able to avoid that situation if the parties could have had the leeway to work something out ahead of the filing, and in fact, I believe Enbridge has put in evidence some -- and Union too, for that matter -- materials on the consultations they had with stakeholders prior to the filing of their plans.

I think we'd had some very productive conversations among the utilities and the stakeholders regarding their 2015 plans.  I think if there had been some encouragement to try to come together around something that made more sense than a rollover, we might have -- you know, it is certainly possible that we could have gotten there, but that wasn't -- that was precluded, so --


MR. SHEPHERD:  That was largely a timing thing, right?  There just wasn't enough time left.

MR. NEME:  You know, I don't know.  I don't think it was just that.  I think there was an interpretation of the guidelines that the Board did not want a settlement agreement on any of the items, including the 2015 program year targets, and I think it was a combination of timing and that guidance that precluded kind of addressing this issue, but -- so those are all challenging things to deal with, and in that context, and with, you know, my own personal perspective that, you know, 2015 is almost over, the most important thing is to figure out how to get, you know, get the best plan going forward in the years that are ahead of us and, you know, water over the damn and -- or under the bridge or whatever metaphor you want to use, through the pipe, is behind us.  We should concentrate more of our attention on what changes are required for the ensuing program years.

MR. SHEPHERD:  So if I can play that back to you, the target budget, at least for some programs, for 2015 is not good, but it's too late to fix it.

MR. NEME:  I think that's fair.

MR. SHEPHERD:  Okay.  My last area, just a couple of brief questions, and I may actually bring Mr. Chernick into the discussion as well, and that's avoided infrastructure costs.  I have two brief questions about this:  The first is, avoided infrastructure costs in electricity are big, big drivers of the -- of conservation because you're -- at least in Ontario -- because you are avoiding not just transportation -- not transmission and distribution, but also generation; right?

MR. NEME:  They can be, yes.

MR. SHEPHERD:  And so if you look at the analysis of electricity conservation programs in Ontario, they're almost entirely about avoiding future capital spending, right?

MR. NEME:  I'm not sure I'm familiar enough with the current fleet of programs to draw that conclusion.  And even if that were true, I'm not sure that that would necessarily be the conclusion one would come to, if one were designing a fleet of programs from the ground up to go after all cost effective electric efficiency in the province -- which, by the way, the province is not doing -- because there are certainly still substantial avoided energy costs.

My experience in numerous jurisdictions is that even where there is substantial avoided capacity and avoided T&D costs on the electric side, the avoided electricity costs still represent a very large fraction nevertheless pf the total TRC net benefits.

So it is really the combination of those two things that are important on the electric side.

MR. SHEPHERD:  You will agree, won't you, though, that in contrast to electricity, in gas, the transportation and distribution costs are a lower percentage relative to the commodity?

MR. CHERNICK:  Wait, now, you just switched from infrastructure which, on the electric side, includes generating plants to just transmission and distribution, and I'm not sure that that's necessarily correct.

MR. SHEPHERD:  Well, from an Ontario point of view, we don't have a whole lot of gas commodity infrastructure spending, right?

MR. CHERNICK:  I'm not sure what you mean by gas commodity.

MR. SHEPHERD:  We're price takers on the commodity.  Gas is produced elsewhere, and is --


MR. CHERNICK:  So you're -- okay, I'm getting confused here by going back and forth between transmission and distribution, which you just mentioned, and then flipping back to production of fuel, which maybe you're thinking is comparable to building generating plants --


MR. SHEPHERD:  It is actually a simpler point, Mr. Chernick.

MR. CHERNICK:  I hope so.

MR. SHEPHERD:  I'm doing this badly.  On the gas side, the infrastructure that you avoid in Ontario is a lower percentage of the total delivery cost of your gas as compared to electricity.

MR. CHERNICK:  For the Ontario system, where you're, I suppose, primarily avoiding -- on the generation side, you are avoiding building more renewals to meet your load, so that's a capital expenditure.

It is not a capital expenditure by the utility, because they're just distribution companies.  It is a capital expenditure with incentives or under contract with -- I guess it's IESO now.  So it is sort of in between the vertically integrated utility which was building its own power plant and the situation for the New England electric utilities, which are simply buying power from the market at market price, as much as your gas utilities buy gas.

MR. SHEPHERD:  And that's sort of exactly my point, that in gas -- in the DSM area, we have been largely ignoring T&D over the past period.  But that's in part because we had other costs, non-T&D costs, that were driving the savings anyway, right?

MR. CHERNICK:  In Ontario gas DSM?

MR. SHEPHERD:  Yes.

MR. CHERNICK:  Well, I guess it made less of a difference when you had very high gas prices, which, you know, for a while was making just about everything you can think of cost effective, and avoided costs were not much of an issue with these lower gas prices.

MR. SHEPHERD:  Now --


MR. CHERNICK:  Other factors become more important.

MR. NEME:  Actually, I think it's he a combination of things.  I think it's partly that, but also partly our level of ambition was not so high years ago.

And, you know, as I noted earlier, that's not unique to Ontario.  I think that's changed across the gas DSM industry in general over the last ten years.

But when your level of ambition is not very high, and you get to pick and choose from lots of different efficiency measures, many of which are just overwhelmingly cost effective almost no matter what the gas price is, then it's not such a big deal if you screen things out, at least in terms of how much savings you're getting.

I do think it's, you know, potent --


MR. SHEPHERD:  Sorry, you are understating your savings, but it doesn't matter because you are still going after the same things you would otherwise go after.

MR. NEME:  You are understating the economic value of your savings.  But because, you know, you're now -- you've got measures that have three to one benefit-cost ratios when you are understating the values that would have been five to one, you know, so what?  It still passes; we're still doing it.

 But when you have to go after more ambitious savings targets, or even all cost effective, it starts making a big difference.  And I guess I would also argue that it makes a big difference potentially from an equity perspective.

As I mentioned earlier, I know there's been some conversation in the hearing thus far around the nature of opportunities for residential customers.  And, you know, Mr. Shepherd, you have mentioned the fact that one source of savings on the residential side associated with promoting high efficiency heating equipment has largely passed us by, because of the new minimum standards required for that equipment.

But as I noted earlier, if one -- you know, I'd need to look at this more closely, but my back of the envelope calculations are that triple-glazed windows would become cost effect -- are not cost effective under the current interpretation of avoided costs that Enbridge has put forward, for example, but would be -- would likely be with the changes to avoided cost that Mr. Chernick had talked about.

And in that context, we're not only talking about another source of savings opportunity, but another innovative technology -- to go back to a theme that you've expounded on a number of times -- and offers another opportunity for savings to a sector that has seen some of its opportunities shrink.

So it matters both in terms of the savings opportunities in total, but also in terms of the mix of things that you can offer to your customers.

MR. SHEPHERD:  Okay.  Now, on this question of avoided T&D, if I understand the evidence of both of you gentlemen, there's actually two different things going on here, and I wanted to very clearly distinguish between the two -- and tell me whether this is right.

On the one hand, you're saying in calculating your avoided costs, get your avoided costs right by including the right amounts for T&D.  And that is sort of a -- it is a more statistical analysis of how much T&D feeds into the cost of gas, right?

MR. CHERNICK:  I don't know whether you call it statistical, but it is an analysis of how much T&D you have to build as your load grows.

MR. SHEPHERD:  So I want to contrast that with the much more specific proposals -- and Mr. Neme has done a lot of work on this area -- on targeted DSM to avoid specific T&D projects.  That's not the same thing.  They're --


MR. CHERNICK:  No, that's not the same thing, and we both worked on targeted --


MR. SHEPHERD:  Yes, exactly.  And so what you are proposing with respect to avoided costs is simply get the numbers right based on the information we have now.

MR. NEME:  On average, for the system.

MR. SHEPHERD:  And with respect to targeted DSM, you're saying you have to put some thought into exactly how you integrate DSM into your system planning, correct?

MR. NEME:  Correct.

MR. SHEPHERD:  And the problem in the second case is -- tell me whether this is right -- is that the utility makes money by building things, and you are telling them not to build things; right?

MR. CHERNICK:  Well, their total revenues go up as a result of building.

MR. SHEPHERD:  Well, their profits are entirely driven by rate base, right?

MR. CHERNICK:  Yes, but they also have to raise capital.  So if the Board is setting the return on capital right, this shouldn't be anyone windfall for them in expanding the system.  Now, there are lots of reasons --


MR. SHEPHERD:  That's not actually true, is it?  Aren't they driven entirely right now to build out their system to increase their profits?

MR. CHERNICK:  Well, I don't know -- this is almost more of a sociological or psychological question.

Certainly when they go to conferences with the CEOs of other gas companies, showing rising profits is nice.  When they go to financial conferences and they're meeting with stock analysts and so on, everybody is patting them on the back.

They're maybe getting -- the management is getting bonuses for having raised total cash-flow –-

MR. SHEPHERD:  Profit for share?

MR. CHERNICK:  Possibly, but remember, you need more shares if you are going to build more equipment.  So I think there may be a lot of reasons that utility management likes to expand.  Running the, you know, third-largest gas utility in North America is probably more fun than running the sixth-largest.  You get more attention, get asked out to dinner more often.  There are probably a lot of factors driving it.  And I agree that it is something of great interest to utility management.

MR. SHEPHERD:  Here's where I'm going this, Mr. Chernick and Mr. Neme.  We have an LRAM right now that is supposed to keep the utility whole if they do DSM.  Am I right in understanding that if the utilities do targeted DSM to avoid T&D projects that the LRAM doesn't, in fact, keep them whole in the same way; is that fair?

MR. CHERNICK:  Well, it keeps them whole for the revenues that they would have gotten for their sales, but not for the additional rate base that they would have added.

MR. SHEPHERD:  And therefore their different -- the additional profit levels.

MR. CHERNICK:  And therefore it's a smaller company, and it may be just as profitable, but it is a smaller company.  Or maybe it is a little less profitable or maybe it is a little more profitable.

MR. SHEPHERD:  Thank you, Madam Chair.  I'm sorry I went longer than I expected.  Those are our questions.

MS. LONG:  Thank you, Mr. Shepherd.

Mr. Elson, we're going to break around one o'clock if you want to plan your cross accordingly.
Cross-Examination by Mr. Elson:

MR. ELSON:  Thank you, Madam Chair.  Good morning, panel.

MR. NEME:  Good morning.

MR. ELSON:  We've met before, but again, my name is Kent Elson, and I represent Environmental Defence.  As you know, I'm speaking through a broken jaw here, so again, please ask me if you require any clarifications in regards to my questions --


MR. CHERNICK:  I appreciate your dedication, Mr. Elson.

MR. ELSON:  Thank you.  As yours, Mr. Chernick.

Today I'll be discussing with you and asking you questions on roughly five topics, the first being the DSM potential in Ontario; the second being the reasonableness of the current proposed budgets; the third being to ask you to comment on some benchmarking reports submitted in this proceeding; the fourth being the shareholder incentive; and I'm going to end with what we think is the most important topic, which is Union's large-volume program.

So starting with the natural gas potential -- sorry, the DSM potential, I'd like to discuss that with you, starting with your benchmarking analysis and what that says about the DSM potential in Ontario.

And before getting into it, perhaps, Madam Chair, I could have our document book, which is entitled "document book for cross-examinations of GEC and Board Staff witnesses" marked as an exhibit.

MR. MILLAR:  K10.1.
EXHIBIT NO. K10.1:  CROSS-EXAMINATION COMPENDIUM OF ENVIRONMENTAL DEFENCE FOR GEC PANEL 1 and Board staff panel 1, ENTITLED "DOCUMENT BOOK FOR CROSS-EXAMINATIONS OF GEC AND BOARD STAFF WITNESSES".

MR. ELSON:  And I believe there should be copies on the dais.

MS. LONG:  We have it.

MR. ELSON:  Thank you.  And the witnesses have that as well?

MR. NEME:  Yes.

MR. ELSON:  So if you could turn to tab 1 of this document book, page 8.  Mr. Neme, this is your report.  And I understand that in your report you compared Union and Enbridge to some leading jurisdictions, and this is part of that analysis?

MR. NEME:  Yes.

MR. ELSON:  Now, I understand that you picked leading jurisdictions, rather than all jurisdictions, because you were trying to figure out what could be achieved in Ontario in terms of natural gas conservation and it wouldn't make sense to compare Ontario to jurisdictions that, for example, have nascent natural gas conservation programs when we've had one for roughly 25 years; is that a fair thing to say?

MR. NEME:  Yes, that's fair, and the only thing I would add to it is that I also tried to focus on jurisdictions that had northern colder heating climates.

MR. ELSON:  So by selecting these specific jurisdictions you weren't trying to, you know, skew the numbers, so to speak.  What you were doing was using your professional judgment to select ones that would provide the most accurate comparison for the purposes of determining what might be achievable in Ontario; is that correct?

MR. NEME:  Yes.

MR. ELSON:  Now, of the other jurisdictions that you did select, most of them at that time were not under a regulatory regime that requires the achievement of all cost-effective DSM?

MR. NEME:  I believe that both Massachusetts and Rhode Island are.  Vermont was not, but is about to become so, and Minnesota is not.

MR. ELSON:  And so if you could repeat that.  Massachusetts was in 2014?

MR. NEME:  Yes.

MR. ELSON:  And Rhode Island was as well?

MR. NEME:  I'm not positive, but I believe Rhode Island was as well.  Vermont and Minnesota were not.

MR. ELSON:  Were not.  And would you be able to check on the Rhode Island just to be able to confirm?

MR. NEME:  Yes, I can take an undertaking to do that.

MR. ELSON:  Thank you.

MR. MILLAR:  J10.2.
UNDERTAKING NO. J10.2:  GEC to confirm whether RHODE ISLAND is UNDER A regulatory regime that requires the achievement of all cost-effective DSM

MR. ELSON:  So either two out of four or three out of four were not under a mandate of all cost-effective DSM, but in Ontario, because of the Minister's directive, we would most likely be trying to get even more DSM potential than jurisdictions who are not under a similar mandate.

MR. NEME:  Potentially, yes.

MR. ELSON:  Now, your comparison includes four other jurisdictions, but in Massachusetts and Minnesota there are multiple utilities delivering DSM in their respective areas.

MR. NEME:  That's correct.

MR. ELSON:  And so based on footnote 14 it appears that there's a total of 12 other utilities covered by this jurisdiction or review; is that right, subject to check?

MR. NEME:  Subject to check on the number, it sounds in the ballpark.

MR. ELSON:  Thank you.  And so even though it looks like this is a comparison with -- comparing two utilities to four, it is actually comparing Union and Enbridge to 12 other utilities, subject to check.

MR. NEME:  Yes, subject to check, and I think it's also perhaps worth noting as a result that the numbers that are shown here for Minnesota and for Massachusetts are averages across all of the utilities and those jurisdictions.

There are utilities within those jurisdictions that are doing better than this.  Typically the larger utilities do better because they have more economies of scale to work with, and perhaps for some other reasons as well, and the smaller ones tend to drag the average down a little bit.

MR. ELSON:  Thank you for clarifying that.

And moving on to the results, you primarily looked at the incremental savings as a percentage of the annual sales to customers; is that right?

MR. NEME:  Yes.

MR. ELSON:  Could you explain the relevance of that metric?

MR. NEME:  Well, in essence, it is telling us what portion of your customer sales are you saving.  It seems like the best metric to gauge the depth of savings that are being acquired, because by definition it is referencing the starting point that each jurisdiction is starting from.

It obviously wouldn't make sense to -- take Vermont as an example.  I don't know -- I can't remember exactly how many customers Vermont Gas has, but it's -- no, it's in the tens of thousands, but it's, you know, it's nowhere near the millions that Enbridge and Union have, and so, you know, obviously would not be appropriate to compare absolute volumes of savings to a -- which would add up to more the entire sales, potentially, that a small utility would have.

MR. ELSON:  Of course.  And so if it's looking at the, I guess you could say the depth of savings, would you agree that it is a rough indicator of how much conservation is being achieved as a proportion of the potential that might be available?

MR. NEME:  Yes, I think, as I noted in my evidence, you know, there are some potential caveats that you have to consider with that, including what the mix of customers is.

I believe, for example, that most of these jurisdictions have comparable numbers in terms of the volume, the percentage of their sales that are going to residential customers to Enbridge, but a much higher percentage of sales going to residential customers than Union.

As we discussed earlier with Mr. Shepherd, that's an important caveat to consider, because it is a lot more challenging to get savings typically from residential customers than it is from larger commercial-industrial customers.

MR. ELSON:  So in that case, that would mean that Union should be able to do even better than the best performing of these other jurisdictions, other things taken equal?

MR. NEME:  Yes.

MR. ELSON:  And Enbridge, having more similar customer profiles, should be able to attain something similar to these other jurisdictions?

MR. NEME:  Yes.

MR. ELSON:  And so roughly speaking, you could say that this is a measure of how well a jurisdiction is doing in achieving as much DSM as possible?

MR. NEME:  Yes.

MR. ELSON:  And on this metric, Ontario's utilities in 2015 to 2020 will only be achieving a little more than half of what the leading jurisdictions were achieving in 2014.  That is your finding; is that right?

MR. NEME:  That is correct.  And again, it is worth emphasising that we are looking backwards for these jurisdictions and looking forwards to the savings projections that Enbridge and Union have put forward.

There are -- in at least a couple of cases, the plans for some of these states are to continue to increase savings beyond what's already been achieved in 2014.  So, you know, that's an important caveat as well.

MR. ELSON:  Thank you, and I'm going to come back to that shortly.

But first, would you be able to tell us what the precise percentage difference is between Ontario and the average of the leading jurisdictions?  And if you need to look that up, perhaps you could provide it by way undertaking.

MR. NEME:  I would probably need to it by undertaking.  But can you please be clear about what math it is you want me to do.

MR. ELSON:  We know that Ontario's utilities are achieving a little more than half.  I'm wondering if you could tell us what the precise percentage difference is, whether its -- they're achieving 54 percent, 60 percent --


MR. NEME:  Okay.

MR. MILLAR:  J10.3.
UNDERTAKING NO. J10.3:  GEC TO CALCULATE THE PERCENTAGE DIFFERENCE BETWEEN THE AVERAGE DSM SAVINGS OF ONTARIO AND OF THE LEADING NORTH AMERICAN JURISDICTIONS

MR. ELSON:  And so looking at this, you know, in terms of achieving as much DSM as possible, Ontario will be doing roughly half as well as these other jurisdictions were doing back in 2014?

MR. NEME:  Correct.

MR. ELSON:  And this suggests, in a very broad brush kind of way, that Ontario could be achieving at least twice as much of DSM, in terms of cost effective DSM.

MR. NEME:  Yes, in ballpark terms.

MR. ELSON:  And I say the words "at least" for one of the reasons that you mentioned earlier, which is that these are comparing future results with past results.

And I believe you've already answered this question, but your understanding is that in these jurisdictions, you expect to have even a higher results in 2016 to 2020 as compared to 2014?

MR. NEME:  In some of the jurisdictions, for example in Minnesota, the average target that's been set for these -- for the utilities there is about 25 percent higher in 2016, in the 2016 plans, than what they achieved in 2014.

We don't know yet what that looks like for Vermont, but Vermont, as I noted earlier, as a result of a policy change in the state, is moving to a regime in which Vermont Gas will be required to acquire all cost effective efficiency, which they haven't in the past.

Vermont Gas is in the process of developing its plan for next year as we speak.  My expectation would be, because they're moving to all cost effective, it will go up, but I don't know by how much.

And in the Minnesota example, the plan numbers I have are for 2016.  I don't have them for 2018, and I don't know that they've planned that far in advance yet.

In Massachusetts, they are debating what their future targets, their next three-year targets will look like.  There are some proposals on the table to increase them by on the order of 25 percent, but that hasn't reached a resolution yet.

And I believe they're only starting the process in Rhode Island, so there's no information yet about what the direction is likely to be there -- that I'm aware of.

MR. ELSON:  So summing that up, Minnesota is planning 25 percent higher in 2016.  Vermont looks like it will be significantly higher because they will be seeking all cost effective.  In Massachusetts, there has been a proposal for 25 percent, but no firm decision.  And Rhode Island, you're frankly not sure yet.

Is that a rough summary?

MR. NEME:  Yes, with the correction that I don't know that I would say that Vermont will be significantly higher.  My expectation will be higher whether -- you know, how much higher I think remains to be seen.  I think even though they haven't had an all cost effective mandate in the past, they've historically been a pretty progressive, effective utility in this realm.  So it may not be dramatically higher.

MR. ELSON:  So that -- I apologize for using the word "significant", because it is somewhat vague.  Are you considering a 25 percent increase a significant increase?

MR. NEME:  Yes, that would be a significant increase, and I don't know whether Vermont Gas will end up there or not.  It wouldn't surprise me, but it also wouldn't surprise me if it was, you know, more like 10 or 15.

MR. ELSON:  Which to me, 10 or 15 is significant.  But again, I apologize for imprecise language.

But regardless of what the actual numbers turn out to be, you'd agree that Ontario would be even further behind other jurisdictions, if we were able to compare them in terms of apples and apples, to 2016 to 2020 numbers?


MR. NEME:  On average I think that's likely to be the case.

MR. ELSON:  And would you agree that these other jurisdictions likely have not reached the point where they are achieving all cost effective DSM?

MR. NEME:  I believe that that's true for sure in Minnesota, because they don't have that mandate and are not expected to have that mandate.

Because Massachusetts and, I believe, Rhode Island currently operate under that mandate -- that's subject to check on Rhode Island, and Vermont will be -- I think they're going to be endeavouring to capture all cost effective.

But I think history has suggested that when we -- as I mentioned to Mr. Shepherd, when we start pushing the envelope on those things, we start discovering opportunities that we didn't realise existed before.

So that's an evolving process to get to, all cost effective.

MR. ELSON:  So I understand that benchmarking is one way to look at the achievable DSM, and another way would be the kind of potential study provided by Enbridge in this hearing.  Is that fair to say?

MR. NEME:  Are you asking methodology whether the Enbridge potential study sheds light on what all cost effective would be?

MR. ELSON:  I guess I'm asking you if your benchmarking study and their potential studies are two ways at looking at the overall potential DSM.

MR. NEME:  I'm struggling with the question, because I have a lot of problems with Enbridge's potential study.  I don't believe it actually gets us to the answer of what all cost effective would be.

MR. ELSON:  Well, my next question was going to be:  Is your jurisdictional analysis more or less reliable than Enbridge's, in terms of assessing what the cost effective DSM potential is in Ontario, and why.

MR. NEME:  Well, I think the benchmarking that I've done is more reliable for a host of reasons.

First, as I noted, and as I think I addressed to some extent in my evidence, I think there are a lot of fundamental flaws in the Enbridge potential study that lead me to not put a lot of value or weight on the reported results.

Secondly -- and this is a comment more generally about potential studies.  I think there's -- it's really difficult to do an efficiency potential study that isn't automatically inherently conservative about what's actually possible from the get-go.

There is at least two major reasons for that.  One is that potential studies, especially ones that look out more than a couple of years -- which this one did; it looked out ten years, as do most potential studies -- they almost always focus on technologies and processes, and program designs for that matter, that we're aware of today.

But you know, the world of DSM is constantly evolving and changing.  We're learning an awful lot.  What the leaders we're doing seven, eight, ten years ago, they're now doing two or three times that.  And if you'd have told them six or seven years ago that that was possible, you would have been laughed out of the room.

The bottom line is it's really hard to be anything but conservative when you are developing one of those studies in terms of what the range of opportunities are, because you're starting with what you know today.

I think another kind of second key problem is that these studies try to build up savings potential from the bottom up.  They try to articulate the list of all the different efficiency measures that are out there from which one can get savings, determine how big the markets are for those things, estimate what percentage of the market we can sway over to investing in efficiency, and so on.

And particularly as it relates to larger customers and custom projects that can be undertaken by those customers, almost by definition, those studies that cannot anticipate and identify and catalogue and estimate savings potential for the range of custom things that could be done.

One example that I give to kind of illustrate that is in recent years Enbridge has had some savings coming from custom projects with asphalt companies where the companies have historically -- I may get the details of this not quite right, but you'll get the point.  They've historically stored their raw material outside on-site somewhere, and then have to heat up that raw material when it's time to be processed, to get rid of the moisture that's accumulated in it so that it can go out and be used for paving projects.

So one custom project in that kind of context has been to actually pave the yard in which that raw material is dumped, and so to put a slope to it so that the moisture comes down and drains away so that there's less moisture stuck in the raw material so you don't have to heat it as much to get rid of the moisture that's embedded in it before you can use it.

I don't know a single gas efficiency potential study that's, you know, had paving the yard of asphalt producers as one of the measures that they analyze, and I use that as an illustrative example to demonstrate that it is really, really difficult in potential studies to not just anticipate new technology, but even for large complex businesses to fully catalogue the range of unique, site-specific, or at least, you know, industry-specific things that can produce savings, so that's another concern with potential studies; it is more generic, even, you know, above and beyond the more specific additional concerns I have about Enbridge's.

And I guess the final thing I would say about this is that benchmarking is actually looking at what somebody else has actually accomplished on the ground.  It's not a hypothetical about what could we get.  It's actually been -- terrible English -- it's actually been gotten.  It's actually been acquired.  Someone has actually shown us we could do it.


And so, in that sense, I think it's more insightful about what's achievable than some of the assumptions that go into potential studies where, you know, they often create kind of black-box type calculations about, you know, well, if I cover X percent of the incremental cost, what's the market uptake curve going to look like?  And those are -- you know, they try to inform decisions about those -- what those formulas look like from customer responses to marketing questions and so on, but it's not the same thing as saying, Well, gosh, you know, look down the road.  Here's what they actually did.

MR. ELSON:  So I think to sum that up in your expert opinion these kinds of potential studies in the best-case scenario is going -- are going to be conservative and under-count the achievable cost-effective DSM, and on top of that, this particular study has a significant number of flaws that you have outlined in your report which even further under-represents the potential DSM; is that fair to say?

MR. NEME:  I think that's fair.

MR. ELSON:  And those flaws are outlined in your report; we don't need to repeat them here?

MR. NEME:  Hopefully that's the case.  Hopefully clearly.

MR. ELSON:  Thank you.  You also compared Ontario to other jurisdictions in terms of the DSM spending per residential customer, and that's at page 15 of your report?

MR. NEME:  Yes.

MR. ELSON:  And this metric measures a utility's residential DSM budget proportional to, of course, its residential customer base?

MR. NEME:  No, not quite.  It compares the total DSM budget to the number of residential customers you have, so it is not the residential DSM budget, it is the total DSM budget per residential customer.

MR. ELSON:  Okay, thank you, and I believe the purpose of looking at this metric and one of the purposes is in essence to compare the magnitude of the budgets.

MR. NEME:  Yes, in a way that attempts to equalize the --


MR. ELSON:  Size of the markets.

MR. NEME:  Yeah.

MR. ELSON:  Union and Enbridge's planned budgets for 2016 to 2020 are less than half of the 2013 budgets for the top eight states.

MR. NEME:  That's correct.

MR. ELSON:  And that puts Union and Enbridge -- their budgets in the third tier of all states for 2013?

MR. NEME:  Yes, given the way -- this metric comes from an annual report that the American Council for Energy Efficiency Economy produces when they try to benchmark all the states in the U.S. against each other and rank them.  They take different -- they use different metrics of performance and policy direction on a variety of different efficiency topics, one of them being gas DSM, and this is the metric that they use to judge the aggressiveness of the budget levels, and typically for each of these metrics they have, you know, they have a certain number of maximum points you can earn on their scorecard, and they divide, for each metric, the jurisdictions into three or four or five, six different tiers, you know, give them -- you know, maybe with half-point increments, and the way they've divided these up, Enbridge would be in the third of, I believe it's five tiers.  Yes, the third of five tiers, in terms of its budget.  The Ontario utilities and their forecast spending would be -- would put them in the third of five tiers.

MR. ELSON:  Thank you, and the top tier being number one, so they would be in the bottom 50 percent.

MR. NEME:  Well, they'd be in the middle, because if you think of -- you know, the third tier would be in the middle of five.

MR. ELSON:  Okay, thank you.  So they could be in the bottom 50 percent; they're roughly in that range?  We don't quite know.  They are in the third tier?

MR. NEME:  Yeah, I mean, it depends -- when you are talking about percentile, now you have to -- it's -- now you're getting into now ACEEE sets up their tiers.

MR. ELSON:  And you know what?  It's not actually relevant.  I think I was trying to understand whether they were closer at the top or the bottom, but if there is only five tiers it doesn't make a difference.

Again, what you did here is you compared Union and Enbridge's budgets with the 2013 budgets of the states; is that right?

MR. NEME:  That's correct.

MR. ELSON:  And again, would you expect the budgets for these other states to increase in 2016 to 2020?

MR. NEME:  At least in some cases I do.

MR. ELSON:  And presumably there would be at least inflationary increases, and I'm just wondering -- I'm not expecting you to name each state, but overall would you expect the trend to be upward in terms of the average?

MR. NEME:  Well, with respect to inflation, I did try to hold things constant by using 2015 dollars across the board, so I think I've controlled for inflation in the way I did the comparison here.

As to whether on average they would go up, I would expect that to be the case for the leaders.  I'm not so sure about whether that's true for the ones in the middle, for example.

MR. ELSON:  So it's hard to say one way or the other?

MR. NEME:  For the whole population of the U.S. states, I think it's -- it's hard to say, it's hard to say.

MR. ELSON:  And of these states that we're looking at, some of them have an all-cost-effective mandate, but most do not; is that fair?

MR. NEME:  That's definitely fair.

MR. ELSON:  And so what we're comparing here is budgets from 2013, including many states that do not have an all-cost-effective DSM mandate with Union and Enbridge's budgets for 2016 to 2020?

MR. NEME:  That's correct.

MR. ELSON:  Would you say that this significant budget differential is yet another reason to know that Enbridge and Union are not attaining their achievable cost-effective DSM?

MR. NEME:  I think it's another indicator that they aren't, yes.

MR. ELSON:  And in your report you outlined yet another reason why we would know that to be the case, and that is the low budget penetrations from Union and Enbridge's programs, and that's on page 12 of your report?

MR. NEME:  The low market penetrations for some of the efficiency measures that they're promoting, yes.

MR. ELSON:  And why does this indicate that the cost-effective potential is not being achieved?

MR. NEME:  Well, all of these measures should be measures that are cost-effective, and if they're cost-effective that means they're savings potential that could theoretically be acquired from these markets, and if savings could theoretically be acquired from these markets, it's hard to imagine why one would think that getting an 8, or 10, or 12, or zero percent market share is as far as you can go.


You know, my experience with these kinds of -- with these kinds of measures is that one should be able to, at least for some of them, get much higher market penetrations than these numbers appear to suggest as actually being accomplished.


MR. ELSON:  And could you provide a bit more detail on that, you know, how far off are we, what kind of market penetration whose you expect?

You know, I don't think that it would be helpful for the Board to have a blow-by-blow breakdown.  But if you could just provide a bit of a better understanding of the magnitude of how far off this is.


MR. NEME:  Well, it will probably -- it will almost certainly vary a little bit from -- and perhaps even a lot from measure to measure.  But particularly for the equipment replacement measures -- hot water tanks, ventilation equipment, cooking equipment -- I would imagine that very aggressive programs, certainly over the multi-year time period that we're considering here, ought to be able to get 50 percent or more market penetration, in the context, of course, in which the budget to do so was available.


MR. ELSON:  Of course.  And so we have just discussed three reasons why, in your estimation, the utilities would not be achieving their all cost effective DSM.  And I just wanted to sum those up to see if I've got this right.


The first is that they're achieving far fewer gas savings as a percentage of annual sales compared to other jurisdictions.


The second was that their DSM budgets are comparatively much lower, less than 50 percent.  And the third was that their market penetrations are much lower; is that fair?


MR. NEME:  I think those are all indicators of the fact that they have a lot of head room and are not getting all cost effective.


MR. ELSON:  And I believe there are at least two other reasons.  One would be that they've cancelled their large industrial program, and we've seen in the evidence that this program has potential for massive gas savings.


MR. NEME:  Yes, that's a Union-specific topic.


MR. ELSON:  And another reason would be that you've described ways in which their programs could be improved to achieve a greater amount of the cost effective DSM?


MR. NEME:  Yes.


MR. ELSON:  In light of this, is there any way that Enbridge and Union will be attaining all of their achievable cost effective DSM?


MR. NEME:  You mean in the context of the plans that they've put forward?


MR. ELSON:  Yes.


MR. NEME:  No, and I don't think that they think that they will either.


MR. ELSON:  And how certain are you of this?


MR. NEME:  I'm absolutely certain, a hundred percent certain.


MR. ELSON:  I'd like to move on to discuss the reasonableness of the overall budget, and specifically to discuss with you the Board's budget cap because of course that's related to the DSM potential that's achievable.

And by way of background, the budget caps for Enbridge and Union are $75 million and $60 million respectively, including the shareholder incentives.  Is that your understanding, subject to check?


MR. NEME: I believe that's excluding the shareholder incentive.


MR. ELSON:  Sorry, that's what I meant to say.


MR. NEME:  Yes.


MR. ELSON:  And that's based on a spending cap of $2 per month per residential customer?


MR. NEME:  That's my understanding.


MR. ELSON:  And that $2 per month residential cap translates into an overall budget number by calculating the maximum residential DSM budgets and proportionally grossing-up the budgets for the other sectors based on the historic program mix.  Is that your understanding?


MR. NEME:  That's my understanding of how those numbers were arrived at.  I haven't attempted to replicate that math to produce them myself.  So I'm taking them at face value.


MR. ELSON:  At face value, thank you. And the $2 per month residential cap is meant to limit the costs borne by customers who do not participate in any DSM programs over the duration of the plan?


MR. NEME:  My understanding of the basis for the spending cap is to address concerns about rate impacts and, as I think as I discussed in my evidence, the only reason one would be concerned about rate impacts is if one was concerned about non-participants, because all participants should be -- even if the rates are going up, their bills should be going down by more.


MR. ELSON:  Absolutely.  And I'd like to discuss with you five issues in relation to that budget cap, and the first one is the one that you just touched on, and this is the concern that the current budget maximums only account for just the impact of DSM spending and ignored the system-wide benefits.


And I understand that this is the subject of both your and Mr. Chernick's evidence.


MR. NEME:  That's correct.


MR. ELSON:  And this has already been addressed, so I'll only touch on it briefly.  But if you could turn to page 18 of your report?


MR. NEME:  Yes.


MR. ELSON:  And so based on this table, and I'm looking at the last two columns where the percentages are laid out, Mr. Chernick has calculated the system-wide benefits of DSM, and for every dollar of DSM spending, there would be over 50 cents system-wide savings not including carbon costs.  Am I understanding this table correctly?


MR. NEME:  Can you repeat the question?


MR. ELSON:  The question is that for every dollar of DSM spending, there would be over 50 cents of system-wide benefits, not including carbon costs.


MR. NEME:  No, I think for every cubic metre, first of all -- no, I think he's looking at the last columns.


MR. ELSON:  The last two columns, yes.


MR. NEME:  So two clarifications.  First is you said not including carbon costs, but one of the elements that adds up to the 158 percent for Enbridge and 195 percent for Union are the avoided carbon compliance costs.


So I do think it includes the value of the deferred carbon emission in the client's cost.


MR. CHERNICK:  But I believe you were -- were you subtracting that out and saying that even without the carbon, it's at least 50 percent?


MR. ELSON:  That's correct.


MR. CHERNICK:  The other factors are at least 50 percent.


MR. ELSON:  Yes.


MR. CHERNICK:  And these are not just system benefits.  These are specific benefits that we're looking at that would flow, to a large extent, to other customers, the non-participants.  So, they are certainly not all the system benefits.

I mean, it doesn't include the avoided commodity at the average level, and other system benefits so it's -- it's not supposed to be an avoided cost analysis.  It's looking at rate impact effects.


MR. ELSON:  So instead of calling them system-wide Benefits, I'll call them benefits to non-participants.


And the number that I'm looking at here, the last column refers to the benefits as a percentage of the average annual DSM plan budget.  And looking at items 2, 3 and 4, which do not include carbon regulation costs, for Enbridge those percentages add up to 58 percent.


So I'm wondering if I'm just understanding the numbers correctly to say that there would be roughly 58 cents worth of benefit for every dollar of DSM plan spending.


MR. NEME:  Yes.  For non-participants, there would be roughly 57, 58 cents for Enbridge of downward pressure on rates, benefits that put downward pressure on rates, for every dollar of spending that shows up in rates.  And for Union, it's a little bit higher.


MR. ELSON:  And for Union, not including the carbon avoided regulations costs, I believe it's 66 cents --


MR. NEME:  Yes.


MR. ELSON:  -- of non-participant benefits for every dollar of DSM budget.


MR. NEME:  Yes.


MR. ELSON:  And including the carbon costs, $1 of DSM spending results in $1.58 of savings for Enbridge and $1.95 savings for Union?


MR. NEME:  For their non-participants, yes.


MR. ELSON:  For their non-participants.


So the problem as I understand it, and again we've gone over it so I'm trying to get through this quickly, is that these avoided system costs have now been accounted for in the calculations that derive the overall budget maximum from the $2 per month residential cap?


MR. NEME:  That's correct.


MR. ELSON:  And even ignoring Mr. Chernick's evidence, I understand that Enbridge and Union have their own figures for system-wide avoided DSM costs?


MR. NEME:  They have their own figures for the last item, the avoided distribution system costs.  I don't know that they have produced values for the other three.  Mr. Chernick, you can correct me if I'm mistaken.

MR. CHERNICK:  I don't know that they've produced evidence for any of the others.  For number 3 I think there's consensus from the utility witnesses that there is a difference.  They didn't estimate it, and then I don't believe they've argued with my calculation, and they seem to not quite have reached the point of believing that demand affects price in competitive markets, so they are not ready quite yet to accept the -- even the most basic writings of Adam Smith from the 1700s.  And so that's number -- line number 2, and on line number 1 they acknowledge that there would be something, but I don't believe they've calculated a number or accepted a number.

MR. ELSON:  Okay, I would like to come back to that, but I had a more simple question first, which was that the utilities have calculated some avoided T&D costs that would reduce the costs for non-participants, and even those costs have not been accounted for in deriving the overall budget from the $2 per month residential cap; is that right?

MR. NEME:  Yes.  The utilities did that calculation for the purposes of having avoided-cost values they could use to determine which efficiency measures and programs were cost-effective.

So for that purpose they have used them.  For the purpose of determining what the budget cap should be, they have not.

MR. ELSON:  So the benefits to non-participants, whether they be pursuant to Mr. Chernick's calculations or the utilities' calculations, regardless of any of -- who calculated, they have not been included in the derivation of the overall budget from the $2 per month residential cap?

MR. NEME:  Correct.

MR. ELSON:  Now, going back to, Mr. Chernick, your comments about some aspects of these items being accepted by the utilities and some aspects not being accepted by the utilities, would you be able to update table 3 based on the -- some revised calculations?

So for number 1, a more conservative estimate for the carbon costs being the current carbon prices in California and Quebec, and in terms of item 4 being the avoided distribution costs that the utilities have acknowledged; would you be able to reproduce that table under those assumptions?

MR. NEME:  We might need to do this together.

MR. ELSON:  Yes, it would be for both of you, and of course by way of undertaking.

MR. CHERNICK:  I'm sorry, and the first one was using the current --


MR. ELSON:  Current carbon pricing.

MR. CHERNICK:  -- forward price for 2018, and the second was --


MR. ELSON:  Was for item number 4, using the avoided distribution system costs that have been acknowledged by the utilities.

MR. NEME:  So that in that case it might be their original proposal with whatever portion of the adjustments or corrections Mr. Chernick has put forward that the utility has agreed are appropriate, but excluding the ones that they believe are inappropriate?

MR. ELSON:  Yes.

MR. NEME:  Or which they haven't conceded are appropriate?

MR. CHERNICK:  We can do that.  Yes.

MS. LONG:  Mr. Chernick, Mr. Neme, any idea how long that will take you to do?

MR. NEME:  I don't think it's very long.  I think within a couple days.

MS. LONG:  Okay, Mr. Elson, I'm just cognizant of the fact that this may be something that the utilities want to respond to, and we're getting toward the end of the hearing, so --


MR. ELSON:  Now, I'm not sure, Madam Chair, if the utilities will need to respond to the specific calculations.  My understanding is that the dispute arises on whether these are truly avoided costs for non-participants, but perhaps I'm misunderstanding the utilities' position on these.

MS. LONG:  Well, I guess it is just a general caution as we find ourselves getting towards the end of the hearing, and argument being on Friday, that I don't want a whole lot of undertakings coming in later that the utilities won't be able to respond to.  This may be something that you're going to address in argument and then the utilities will have a chance to reply.


I'm kind of asking everyone to consider that as they ask for undertakings that they expect will take days and weeks to get the answers to, it would be helpful if we get them as soon as possible.  That's just a caution to the counsel and intervenors.

MR. ELSON:  Thank you.

MR. MILLAR:  J10.4.
UNDERTAKING NO. J10.4:  GEC TO UPDATE TABLE 3 ROW 1 BASED ON THE CURRENT CARBON PRICES IN CALIFORNIA AND QUEBEC, AND ROW 4 BEING THE AVOIDED DISTRIBUTION COSTS THAT THE UTILITIES HAVE ACCEPTED

MR. ELSON:  So further to that caution, in the interest of fairness, if you could provide that as quickly as possible, that would be much appreciated.

[Laughter]

MR. NEME:  Are we required to come back tomorrow?

MR. ELSON:  No.  So moving forward, the $2 per month that we have been discussing, that's being treated as a pure spending cap.

MR. NEME:  Yes, in the way the utilities submitted their plans, I believe that's the case.

MR. ELSON:  In other words, the $2 per month can't be properly described as a cap on rate impacts because the cap on rate impacts would need to consider both the costs and the benefits to non-participants that would be factored into rates.

MR. NEME:  That's correct.

MS. FRANK:  Can I just explore that for a moment.  I understand these benefits being based upon a net present value analysis.

MR. NEME:  Yes.

MS. FRANK:  So my question is:  If we actually pick 2016, but if we could pick any one of those years, would these offsets, these benefits, lower the customer's bill in that year?

MR. NEME:  Well, I think the problem that you run into when you ask that question, you've got to be really careful about how you answer it because, as with any investment, efficiency programs have -- you know, the costs are incurred in the first year and the benefits accrue over a period of time.

So if you ask the question of, well, what does 2016 look like, what you really should do is compare how much DSM dollars we're putting in rates for spending, and on the other hand you should look at what is the value of the savings from these categories of benefits that accrue to non-participants, not just from the -- not just from the programs that were run and produced savings for the first time in 2016, but from those that produced savings in 2015 that still persist in 2016, and 2014 that still persist in 2016, and so on.

It's not -- you'd have to -- you'd have to look at the stream of benefits and compare them to the stream of costs, in other words.

MR. CHERNICK:  Yes, you can really do that in a couple of ways.  The way that Mr. Neme did it in his table 3 was to look forward and say when we make this investment in 2016 it's going to have 16 years of benefits for non-participants, and to sort of pull those all back and compare them on a present-value basis.

You can also do what he just was describing and say, okay, in 2016 what are we spending on DSM and how are customers benefiting from DSM, including everything we've done in the last 15 years.

And what you don't want to do is compare what are we spending today with what are we getting today from what we're spending today.

MS. FRANK:  So if we were looking, though, at bill impact, if that was the concern, have you done something that actually says:  What would the bill impact be in 2016 we're focusing on at the moment, for a customer?  What are they going to see in terms of an increased bill related to conservation in that?  So I'm allowing you to pick up the stuff for the past that was incremental, but it's 2016 over 2015, what has conservation done to their bill?

MR. NEME:  We have not done the analysis that compares the current or future year's -- the two sets of values on the ledger, the spending that pushes things up and the benefits from the accumulated historical programs that push things down.  We haven't done that analysis.

MS. FRANK:  And when you say cumulative history, it would really be the increment that you'd see in '16 on savings over 2015, because we're looking for, how does your bill change in '16 over '15.  That's the --


MR. CHERNICK:  So if you are saying so we don't count any of the benefits of the DSM spending in 2014, which are still lowering bills in 2016, because we've already had those benefits in 2015 and we only want to look at increments --


MS. FRANK:  Right.

MR. CHERNICK:  -- I think you are looking at the situation inappropriately.

MS. FRANK:  But it's bill impact that we -- I'm trying to focus on bill impact, not overall benefit.

MR. CHERNICK:  If you are concerned about are bills manageable today, are they more or less manageable and have been as a result of DSM, to say we're going to count all of the costs of DSM that we're spending this year, but ignore all the benefits from DSM that we've spent in the past, that would be very lopsided.

And the same would be true -- I mean I'm trying to think of a common sense kind analogy, but one way of looking at it would be if somebody says, well, I spent $7 getting to work and back today and I didn't get paid today, so therefore going to work was a $7 loss.

MS. FRANK:  Mr. Chernick, I'm trying to find something -- and I'm prepared to say you can argue that indeed a prior amount should be included.

 But I really want to go to the bill impact that's  in the customer's bills that's in the year, rather than something they may -- and I think we heard from some of the utilities that, you know, in theory, there was T&D savings but they didn't have any investments today that would give you those savings.  So they're there in theory.

MR. NEME:  One thing that we could do, and it would be a simplified analysis, would be to take the spending in 2016 and compare it to an approximation, using the same values that we used in table 3 here, for each of these different categories of benefits and multiply them by the savings in 2016 that are still likely to be persisting from previous year's DSM programs, as well as the 2016 programs and say, here's the cost, DSM over the lifespan; here's the costs that are being incurred on bills in 2016; and here's the benefits that are being realized on bills from DSM, past and present, in 2016.


That's -- it would take a little bit of work to try and gin that up, but that kind of analysis is possible.

MS. FRANK:  I'm not suggesting you do that.  I'm just trying to I understand.

So in that, however, items number 1 and number 4, likely you couldn't use because we don't expect carbon pricing to be around in 2016.

MR. CHERNICK:  Not if you're focusing on 2016.  If you are looking at -- and in fact, anything that happens here is unlikely to affect -- or very little that would happen in this hearing would wind up affecting the 2016 --


MS. FRANK:  Or even as happened in the past, as you correctly said, I can't ignore that we did spend and got benefit.

But we didn't get benefits, if I accept what the utilities say in terms of the distribution system avoided costs.

MR. CHERNICK:  Well, I think you may be mischaracterizing what they said on the record.  I think that what they said is that they've never really looked at it, so they can't point to a specific project.  I don't think they've said they've looked at it and they've determined that there are no such savings.

I think this is another place where they basically said, We don't know.  We would have to think about it for a long time.  We'll come back to you in 2018 and propose something, but we just haven't thought about it, and we're not going think about it now.


So, I don't know that they've -- that they made any claim that they've done an analysis and said Okay, for each of these projects that we have done, how much earlier we would have had to do it if loads had been higher, and what projects are in our plans now that we already would have done?


I didn't hear either of the utilities say that.

MS. FRANK:  Okay, so we heard something somewhat different.  But I think the -- I'm not asking to do any further analysis.

MR. NEME:  Okay.

MR. CHERNICK:  We appreciate that.

MS. FRANK:  There's not time.  But certainly when we come to arguments, things that will point us to what we should be considering would be helpful.

MR. NEME:  And maybe to underscore the point we're trying to make, it's -- you know, the bottom line is, as with any investment, that you can't compare an upfront cost to only one year of a stream of benefits.

And we don't do that on the supply side.  As I said yesterday, you know, when we decide to invest a billion dollars in a very large pipeline project, we don't -- that decision wasn't made on the premise that it would produce more than a billion dollars in benefits in the very first year it was constructed.

And DSM is very much in the same -- in the same boat, which is why, when I did my analysis, I compared -- customers aren't concerned just about impacts today. They're concerned about impacts next year, and the year after and so on.  And there is a stream of -- there is a stream of those impacts and one discounts the value of the future impacts because it's appropriate to do so, and we -- and that's what was -- that that's what was done here.

So it's -- and if there really was a concern, that we need to look at, you know -- pick a year -- 2018, what are the impacts in 2018 specifically, and we -- the alternative would be to amortize the cost of DSM of the 2018 DSM program so that instead of $2 a month, it got recovered over a much longer period of time and it would be a much smaller value that would be align in that case, the spending with the stream of benefits and you'd get numbers in percentage terms that are roughly similar, in proportional terms, to the numbers I've put forward here.

Now, there are all kind of issues associated with whether you want to amortize or not, which we can discuss if that's of interest.  But that would be -- if one really, really wanted to focus just on one year, that would be a more appropriate way of doing it.

MR. CHERNICK:  And in terms of focusing on one year, it you were going to look at just the issue of, well, how big a change in rates would this be in one year, and is that an intolerable burden on customers, or is that excessive, or whatever kind of standard you want to use, I would think you would want to look at what other swings and quaffs the customers have faced, either from capital projects or from changes in transportation tariffs -- or for that matter, changes in gas commodity prices.

I think you'd find that the customers have seen much larger annual swings, and that the DSM effect on their bill would generally be very small compared to other annual changes in their rates.

MS. FRANK:  Okay, I think we have had enough discussion on the point, and I'm certain that all those other factors are considered when customers get their rate increases -- when utilities get their rate increases from customers, all these other things are considered.

So we really are only focusing on the DSM here.  Sorry to interrupt.

MR. ELSON:  Thank you.  I'd actually like to follow up on that very briefly.

So I understand that some of these avoided cost benefits to non-participants may not arise from DSM spending in, say, 2012 or 2010 or 2008.  But generally speaking today, in 2015, these impacts or some of these impacts have actually been felt on customer bills right now.  Is that fair to say?

MR. NEME:  Yes, I think the exception, as the Member noted, is the carbon one because the carbon regulations are not likely to assign value to efficiency until maybe 2017.

MR. ELSON:  And so those -- that could be stretching back as far as 14 years.  There would be roughly 14 years' worth of programs that are lowering today's bills; is that fair to say?

MR. CHERNICK:  Well, or more.

MR. NEME:  Well, actually it's -- for the purpose of the analysis, I used the average measure life of 16 years here.

But it's important to remember that that's an average.  So it's an average of some measures that have 10 years, some measures that have 25 years, so there are still efficiency measures that the utilities caused to have installed in the early to mid '90s that are producing benefits today.

MR. ELSON:  And so because that's been over such a long period, it would be something in the range of -- I understand for every dollar of DSM spending, there would be -- as you show it on your chart here -- roughly over 50 cents worth of a non-participant bill reduction benefits; would that be fair to say?

MR. CHERNICK:  You'd guess it would be of that order of magnitude, but the earlier programs were smaller.  You'd really have to crunch through the numbers.

And cutting against that, you have the fact that any savings that you have left from earlier programs, and for things like insulating buildings you have most of it left from whenever you did it, that would be totally effective in 2016 or '17 or '18, whereas Mr. Neme has discounted future benefits, so that would tend to increase the historical benefit in the near-term and as compared to table 3.

So it's hard to say exactly where it's going to wind up, and it will be a complicated calculation to do and require a lot of historical data.

MR. ELSON:  Plus, some of those factors would lower the non-participant bill impact.  Some of them would increase the non-participant bill impacts, and so all you can say is that 50 -- over 50 cents to a dollar of DSM spending would be in the rough order of magnitude, but you can't say anything more precise than that; is that fair to say?

MR. CHERNICK:  And it might be 30 cents.  It might be 65 cents.  It -- it's hard to get your head around those numbers in the abstract, especially without all the data.

MR. ELSON:  Okay.  Thank you.  And I'd like to just follow up on one comment that you said, Mr. Neme, about amortizing the costs.  I guess one way we could look at this is to ask ourselves:  What would the bill impacts be if we were to borrow money at the lowest rate possible that the utilities could do and then use that money to pay for these programs and then pay back that loan through rates year after year as the benefits accrue to customers, matching the benefits and the repayment of the loan, which would be the cost.

Is that roughly what you were talking about in terms of amortizing the costs?

MR. NEME:  Yes, at a high conceptual level that's what I was talking about.

MR. ELSON:  Would that be something easy to produce, just a table from 2016 going out until that loan would have been repaid, just so that we can have an idea of what the cost would be in every year if the Board were to decide we should be borrowing money to pay for this program?  I'm not saying that's a good idea, but just as a conceptual tool?

MR. NEME:  One would have to make some assumptions about what the interest rate would be, which off the top of my head I'm not sure what conclusion I'd come to on that front, but it is a pretty simple Excel function to figure out once you've decided what your interest rate is and how many years you want to spread costs out to figure out what the annual cost is.

MR. ELSON:  And now would you be able to provide that in an Excel spreadsheet with an estimate of the interest rate and people can change the interest rate if they'd like but you can make your best efforts -- best efforts estimate over, let's say 16 years, which is the lifetime that you've estimated average for these measures, if that's something that's simple to do?

I'm trying to keep in mind Madam Chair's comments about too many undertakings, but if that's something that you could do quite quickly, it would be helpful to me.

MR. CHERNICK:  We can certainly pick a -- an interest rate and give you some kind of basis for that, and then, as you say, people can change that and use whatever numbers they want in argument, if that's relevant.

MR. ELSON:  Thank you.

MR. MILLAR:  J10.5.
UNDERTAKING NO. J10.5:  GEC TO PROVIDE AMORTIZED BILL IMPACTS, BOTH INCLUDING AND EXCLUDING CARBON COST

MS. LONG:  And are you clear, Mr. Neme, Mr. Chernick, on what Mr. Elson is asking for with respect to what costs you're going to use?

MR. CHERNICK:  Yes, what I think he's asking for is, so suppose that you have a -- that you took the -- Union's budget for 2016 and financed that with a 16-year bond --


MS. LONG:  Okay.  So you're just asking for the 2016 budget as an example for both Union and Enbridge; is that -- that's what you're asking for?

MR. ELSON:  Yes, and paid out over time.

MR. NEME:  It might be instructive to both pick a year like 2016 where carbon is not relevant and pick a year like 2018 where it likely is relevant, and you could do it both ways.

MR. ELSON:  That would be perfect.

MR. CHERNICK:  Or if we did it for 2016, you would see two years, you know, where you might say carbon would be zero and then 2018 where carbon values would kick in.

MR. NEME:  That's true too.

MR. CHERNICK:  And we've got a projection of carbon prices and we've got various other inputs, and it will take a little -- I think, actually, Mr. Neme probably has most of those values inflated and in the right terms so that we can work with them easily.  So I think we can do that comparison, if you want us to.

MR. ELSON:  That would be appreciated.  Thank you.

MR. O'LEARY:  Madam Chair, sorry to interrupt Mr. Elson.  Just picking up on a concern raised earlier by yourself in respect of these undertakings, I mean, we're going to be getting a spreadsheet, as I understand it, which is simply amortizing these costs over a number of years, but there would obviously be a number of other issues that would arise such as the impact of the utilities taking out a $100 million loan on its other financing costs, and whether or not the shareholders are going to be asked to guarantee this and whether or not it's going to have an impact on its weighted average cost of capita.  There are a number of factors that come up from a rate-making perspective that I don't think this panel is being asked to deal with, and I don't know if we'd ever have an opportunity ask questions.


So to come forward with a straight amortization exercise, which is what this sounds like it amounts to, I don't think is of any real help in ultimately determining what would be the true impact on ratepayers, knowing that there are actual capital implications and the cost of capital implications that will arise.

MS. LONG:  Mr. Elson, I guess the bigger question for me is, how is this going to help you?  And is this something that this panel necessarily needs to do?

MR. ELSON:  I do think it would help me, and particularly in relation to Member Frank's concerns, which I understand and which I believe are the Board's concerns, about wanting to be able to say to the customer, this is the impact in one year, and by matching the costs over a lifetime of the measures and providing an estimate of the interest rate, I think that would be a helpful chart to look at.

My understanding is that Mr. Neme can put that together very quickly.  He described it as a simple Excel chart.  I wanted to make sure that it wasn't something that would be difficult, and if Mr. O'Leary and his client wish to make argument about why that's not relevant, he can do so in his, you know, in his argument, or if there is still going to be a joint panel, he can put this chart to the joint panel to make comments on it.

I don't see any reason why it would prejudice him, and I believe it would take a short amount of time and would be helpful for us in making our argument.

MS. LONG:  Thank you.  Mr. O'Leary?

MR. O'LEARY:  Certainly a straightforward exercise, amortizing it over a number of years anyone can do, but the concern is that if it results in even a modest uptick in the utilities' weighted average cost of capital, we are talking about much more than just the DSM costs.  We are talking about an additional financing charge that is going to be spread out over many years, which could amount to -- I don't know, but perhaps even more than the amount of the cost we're talking about here, because it is on a much bigger number.

MS. LONG:  I think we've heard enough.  I understand your concern, Mr. O'Leary.  I am going to allow the undertaking to be given.  However, it is going to be viewed in the context in which Mr. O'Leary has raised concerns that the Board will simply be looking at it as an amortization exercise, knowing that there are a great deal of other issues that go into any proposal that the witnesses have talked about.  So I want to be upfront with you on that.

MR. ELSON:  Absolutely.  Thank you, Madam Chair.

Now, I can continue if, Madam Chair, you would like, but I see that it's one o'clock.

MS. LONG:  Okay, great, we're going to take our break now.  We are actually going to come back at ten after 2:00. We are going to spend a little bit of time on the lunch hour going over our list of topics for the joint panel and we will be able to give you what those issues are when we come back at 2:10.

MR. O'LEARY:  Wonderful.

MS. LONG:  Thank you.
--- Luncheon recess taken at 1:02 p.m.
--- On resuming at 2:21 p.m.
Preliminary Matters:


MS. LONG:  Thank you, everyone.  Mr. O'Leary, any preliminary matters?


MR. O'LEARY:  No, there are not, Madam Chair.


MS. LONG:  Okay, then we are going to deal with our preliminary matters.


As promised, we had said that we would provide some guidance with respect to the joint panel, and topic areas that we're looking to cover.


We're expecting that there will be one panel, so we're thinking that there will probably be two representatives from each of the companies, unless you can fit six people up there. So we're looking at two or three --


MR. O'LEARY:  We've done it.


MS. LONG:  You can discuss amongst yourselves, but there are ten topic areas that we are looking at.

The first is studies, so we're going to be asking some questions about joint participation between the two utilities.  And we're also going to be asking some questions about how studies should be reflected in the later years of the plan.


The second topic is the mid-term review.  We're looking for some input on timing, outcomes, and generally what do the utilities feel the mid-term review should look like.

Number three is joint initiatives between Enbridge and Union.  Are there any possibilities to be offering programs together, developing IT systems to evaluate programs.

Number four, joint initiatives between the it gas utilities and the electric LDCs.


Number five, questions to the utilities such as:  If this Panel decided that we wanted more conservation, what would you do?  What programs would you undertake?  So some conceptual thinking about that.  Unrestrained by budget, what programs would you be looking at?


Number six, avoided distribution infrastructure.  We understand that the utilities have some studies underway, but we'd like to talk about what can this Panel do in the interim.


Number seven, productivity.  We'd like to hear from both of the utilities on how productivity is built into the plan.


Number eight, staffing.  What level of expertise are the utilities building in-house versus the use of third-party contractors?


Number nine, we're going to have some general questions with respect to target adjustments.


Finally, we'd like to talk about the scorecard.  We'd like to have a discussion about how the scorecard could be changed to incorporate things like innovation, and reward the utilities for working together.


That was a long list, but hopefully it will provide some guidance to you in your preparation for the joint panel.


Counsel, if there are any questions that you want to ask at this point, this is just to give you a general idea.


MR. SMITH:  Madam Chair, one question about timing. Is it still the case that we're looking to do this on the afternoon of day 12?


MS. LONG:  Yes, it is.


MR. SMITH:  Thank you.  Ms. Bennett, I'm correct in that, aren't I?


MR. BENNETT:  That's correct.


MS. LONG:  That's what we're targeting.  In a lot of these areas, there may be one or two questions.


We've given a full list, but in many of the areas I don't expect that there will be extensive questioning.


MR. O'LEARY:  I just have one question.  It is a process question, Madam Chair.


I think you dealt with this earlier on, but I just wanted to reiterate.  Is it going to be a situation where it was going to only be the Panel yourself asking questions, or will you be opening up the joint panel to questions from other parties?


MS. LONG:  It is not our intent that the intervenors will cross-examine the panel.  It is our intent that we will ask the questions.

I had said to the extent the panel came up with some answer that the intervenors felt that they needed further detail on, or with something contrary to what they were going to base their submission on, then we would receive submissions from them on whether or not they needed to ask questions.


But I would expect there would be very few questions from the intervenors.  This is really meant for us for us to ask these questions, and that's our intent.


MR. O'LEARY:  Thank you.  That is helpful.


MS. LONG:  Okay.  The next subject I would like to deal with is scheduling of the submissions by the intervenors.


We are going to have argument-in-chief, as I understand it.  We're targeting Friday for Union and Enbridge to do their argument in-chief.


So with respect to submissions, the Panel has decided that we are going to put a limit, a page limit on submissions from intervenors.


We're offering two options.  First, I don't know if intervenors want to provide their argument in-chief orally to us; if that is the case, we will make arrangements to do that.  We would be looking at a limit of about an hour for each intervenor.  We feel you would be able to do it in that time.


If you choose to submit submissions in writing, we are looking at a 50-page restriction per utility, or a combined 100-page submission.


That would include all the appendices or attachments.  We're encouraging parties to use evidence references, and references to the transcripts, so you don't need to attach the undertakings, the reports.


I know that sometimes you found that's be helpful for us, and we appreciate it.  But we really would rather just have the reference in order to streamline the submissions.


We really -- given the number of intervenors, we are hoping that you can work together and focus your arguments, so that we don't receive 2,200, 2,400, or 2,500 pages of submissions.


With respect to reply, given that we don't know the extent of the submissions made by the intervenors, we are not going to put a hard cap on the reply.  We would encourage Union and Enbridge to aim for around 100 pages.

For intervenor submissions, we're looking at the date of September the 25th.  For reply, we're looking for the deadline of October the 16th.

Are there any questions or concerns with respect to that?


MR. POCH:  Madam Chair, would it be most helpful -- I can imagine submitting argument where, first of all, I assume you'd like to us follow the issues listed to the extent possible in framing our arguments.


MS. LONG:  We would find that most helpful.  If parties decide that's not the way they want to pursue it, we're not going to hold you to that.  But that what is we have in mind, and we don't expect that intervenors will comment on areas -- you don't have to comment on everything.  We'd really like you to focus on the key points to your argument.


MR. POCH:  Thank you, that's help helpful.  I would find it most helpful if I could, in some areas at least, do a section of argument on a particular topic where I make comments that are applicable to both utilities, and then supplement that with any specific comments specifically –


MS. LONG:  That's fine.


MR. POCH:  That would work for you?


MS. LONG:  That's fine, and that's why we've given you the 100-page limit too, and because some parties may want to do it utility-specific and some may choose where the themes are common to address it in that way.  And that's certainly fine.

MR. POCH:  Just want to make sure it works for you.  Thank you.

MS. LONG:  That's -- Mr. Quinn?

MR. QUINN:  Yes.  Thank you, Madam Chair.  Just procedurally, is Board Staff submitting at the same time as the intervenors?

MS. LONG:  They will be submitting at the same time.

MR. QUINN:  Okay.  Just, it helps to understand the planning around that.  Thank you.

MS. LONG:  So if there are -- Mr. Elson, do you have a procedural issue with respect to this?

MR. ELSON:  Just one quick question in terms of attaching some key documents.  We do that sometimes, the purpose not being to put in documents that are already on the record but because we can underline passages so it is easier for the Board to see exactly what we're referring to.

Based on this direction, we won't do that for everything that we refer to, but we may still feel that it would be helpful to the Board to do that, at least with respect to certain key documents, so that, (a), they're easy to access, and (b), we have circled or underlined the specific portion, and I'm just wondering whether that's something that the Board might find helpful or if you would prefer that we not do that.

MS. LONG:  As long as it fits within your 100 pages, that's fine.

MR. ELSON:  Thank you.

MR. O'LEARY:  One last question point if I might, and you didn't give a date when you anticipated hearing from parties, intervenors, about whether they wished to proceed orally or in writing, and I make no comments in respect to that.

I just wanted to point out that I believe there are several of us that do have some conflicts in terms of timing to re-attend and that we'd respectfully request that if it is going to proceed in writing, that -- or, sorry, if it's going to proceed orally, that at least some effort would be made by Board Staff to try and ensure that our schedules are consulted.

MS. LONG:  Are intervenors able to say at this point whether or not they think they're going to proceed by way -- it is typical that you want to proceed by way of writing, so that was our assumption, but obviously not everybody is here, so I would -- I would hope that within the next few days we might hear from intervenors if they do plan to go ahead orally -- because we also have scheduling conflicts, as you can imagine, the three us, so it might be hard to find some time, but we will do so if that's what people want to do.

Mr. Elson?
Continued Cross-Examination by Mr. Elson:

MR. ELSON:  Thank you, Madam Chair.  I believe we left off on the topic of the reasonableness of the overall budget maximum, and we were going through a number of factors which might suggest that that maximum should be increased or removed altogether.  The first of those points was the issue of non-participant benefits and accounting for those non-participant benefits in the derivation of the overall budget maximum from the $2 cap for residential spending, and we were talking about the $2 per month, and I believe the last point that we left off on was, Mr. Neme, that you agreed that that $2 cap can't be described as a rate-impact cap because rate impacts would need to consider both the factors that increase and that decrease the rates.  In other words, they would also need to include the benefits to non-participants.

MR. NEME:  Yes.

MR. ELSON:  And similarly, that $2 per month can't be described as a cap on bill impacts or a cap on customer costs because both of those figures would require accounting for both the costs and the benefits.

MR. NEME:  I'm sorry, can you restate that?

MR. ELSON:  The $2 per month can't be described as a cap on bill impacts because the $2 per month is including only the spending impacts and not the other impacts on non-participant costs that will have the opposite effect on bills.

MR. NEME:  Yes, in the way the utilities use that -- those values in their filings; that's correct.

MR. ELSON:  What I'm trying to get at is that the $2 per month can only be described as a spending cap; it is not a cap on rate impact, bill impacts, or customer costs.

MR. NEME:  Well, I'm not sure what -- with respect to the term "customer costs", I'm not sure what you mean.  I'm not sure what that refers to.  I agree with what you said about rate impacts and bill impacts.  I'm not sure about the term "customer costs".

MR. ELSON:  I guess the costs that are passed on to the customer, which would be in my mind the same thing as the bill impacts or the rate impacts, that that terminology doesn't properly describe how the $2 per month is being...

MR. NEME:  Yeah, I guess when I hear the word "costs" I usually think of the one side of the ledger rather than the net impact, which is what we were talking about with the other two terms.

MR. ELSON:  But that ledger, I mean, it's only passed on to customers in terms of costs, is I guess what I'm trying to get at, or more specifically, when we're talking about the costs that are passed on to the customer, you would have to include both the things that would increase those bills and that would decrease those bills.

MR. CHERNICK:  Because the customers pay commodity costs now and they pay for T&D, and so those costs go down and DSM costs go up, and so therefore, if you only look at the DSM charges, then you're not looking at the total cost effect.  That's correct, and I think it really is very similar to the bill effect.

MR. ELSON:  Thank you, and I'll be leaving this area, but overall the upshot is that even keeping within $2 per month bill impact, the overall budgets could be far higher than they are right now.

MR. NEME:  That's correct, or than they are proposed to be.

MR. ELSON:  Than they are proposed to be.  Yes, thank you.

So the second issue relating to the budget cap is how the cap compares to some other jurisdictions, and would you say that one way to determine the reasonableness of a rate impact would be to propose the budget so the rate impact in our jurisdiction to other jurisdictions?

MR. NEME:  I would frame it a little bit differently.  You know, every jurisdiction has their own unique circumstances.  I think that when you're trying to understand what would be an appropriate set of objectives, how far should you go with efficiency, what level of budget are you prepared to live with, one way of thinking about that, and it's just one way of thinking about it, would be to look at how other jurisdictions that had similar policy objectives came to their conclusions about that topic, and so that's -- it's one way of looking at it.

MR. ELSON:  It's one consideration, but by all means not the only consideration.

MR. NEME:  Sure.

MR. CHERNICK:  But you could also look at what percentage rate increase or bill increase the other jurisdictions have found to be reasonable.  You can look at -- if you wanted to look at spending levels, that's certainly easier to do, and you can look at spending levels as a fraction of revenues, a fraction of -- as on a per customer basis and compare that to what Ontario's doing to get a sense of whether other jurisdictions have found higher spending levels to be tolerable.  The problem with just looking at spending levels is you have different avoided costs in different places and therefore you may have some differences.  But ideally you'd like to look at the net effect where somebody's really taken a look at all the benefits ---

MR. ELSON:  At the avoided costs as well.  Okay.  Thank you.

Well, looking at that just one factor, as we discussed earlier, Union's and Enbridge's spending per residential customers is roughly half of those in the comparable U.S. jurisdictions that you discussed in your report, Mr. Neme, and we discussed that previously, and that would suggest to me that -- or that would be one factor that would suggest that the budgets could be increased while still being in line with other jurisdictions.

MR. NEME:  I think that's a fair statement.

MR. ELSON:  So the third item that I wanted to discuss is one that Mr. Chernick has already made reference to, which is how the current gas prices might impact what a reasonable rate impact might be, and all I have is one simple question, which is:  Would you agree that a larger DSM spending impact would be justified when commodity costs are low and it's therefore easier for the consumer to absorb the costs?

MR. CHERNICK:  Yes, I would, that clearly the household budgets are less stressed today than they were a few years ago, before prices fell.

You might also want to look at other situations, such as the state of the economy and the -- and to the extent that other jurisdictions were spending a lot more money and flowing a lot more DSM costs through rates, immediately after the market crash in the great recession, and that they found that to be acceptable, that might be a sense that at least other jurisdictions have found that even somewhat stressed residential household budgets were able to tolerate and benefit from higher DSM spending.

MR. ELSON:  The fourth item I'd like to discuss relating again to the reasonableness of the budget would be a comparison between electricity conservation budgets and natural gas conservation budgets.

My question here flows from a portion of the DSM framework, and if I could ask you please to turn that up? It's page 2 of the Environmental Defence document book, which is K10.1.

MR. CHERNICK:  Sorry, tab 2?

MR. ELSON:  Tab 2, sorry, and page 31 of the document book.

There are some underlined portions here on page 31 in the last two paragraphs, and I'll quickly read them.  It says:
 "It is important to note that one major difference between the electricity and natural gas sectors in Ontario is where the energy resources are sourced."

And then moving down the page:
"Avoiding infrastructure investments for electricity generation has a direct impact on the costs borne by consumers.  By comparison, in the natural gas sector, deferral of natural gas infrastructure in Ontario through DSM relates only to pipes and related assets (including storage), since the supply of natural gas comes from outside of the province."

Moving down to the last sentence, starting at the bottom of the page:
"This is an important factor for the Board in considering the alignment of DSM and CDM efforts, especially with respect to the absolute costs that are appropriate for natural gas DSM efforts."

[As read]

Now, it seems to me that the argument here is that natural gas conservation budgets should be comparatively smaller because natural gas conservation only avoids the cost of imported gas, whereas electricity conservation avoids the cost of generation facilities in Ontario.

Is that your understanding of this passage, as well?

MR. NEME:  Yes, I think that's the way I would read it.

MR. CHERNICK:  It is a little obscure, but I think that's a reasonable reading anyway.

MR. ELSON:  Thank you.  It seems to me that the avoided costs would already have been incorporated into the TRC calculations for both electricity and natural gas conservation.  Would you agree with that?

MR. CHERNICK:  Yes, you'd want to do the same thing in both cases, yes.

MR. ELSON:  So that would mean that a simple TRC comparison of the two programs would have already taken into account the avoided costs in incremental electricity generation facilities in Ontario?

MR. CHERNICK:  It should have.

MR. ELSON:  And so if you consider this factor again, after comparing the TRC values for both programs, you would, in effect, be double-counting the avoided electricity generation costs?

MR. CHERNICK:  I don't think that the Board was trying to suggest that it would be -- they should be double-counted.

I think they're saying you have a different kind of risk if you are building your own transmission lines, or power plants, or pipelines than do you if you're buying product from somebody else.

I'm not quite sure how -- what implication that has because, of course, if somebody else is taking the risk, they're going to charge you more for it and that's going to wind up in your bills, in your avoided costs.  And the electric distribution companies don't own generation in Ontario.  They buy from other people, from firms all other the world, who build and operate power plants of various sorts, including renewables and gas plants in Ontario.

And the gas companies buy gas that's produced all over North America that's shipped by various pipelines into Ontario, and they buy it at various contract terms, and the risks -- the operating risks certainly of all those facilities fall on the owners, whether it's a pipeline in Minnesota or a solar farm in Ontario.

So I'm not sure that the distinction being drawn here is all that important, and it seems to have been written or -- from the perspective of vertically integrated electric utilities as compared to gas utilities, which are simply buying off of pipelines.

MR. ELSON:  I guess -- let me put it this way: If you have an electricity conservation program with a TRC ratio of 2 and a gas TRC -- a gas program with a TRC ratio of 2, both are equally cost effective and you don't need to then take into account the fact that generation is avoided through electricity versus the gas DSM program.

What you can do is compare the TRC values because, in a sense, an avoided cost is an avoided cost.  Would that be fair to say?

MR. CHERNICK:  Well, yes, in the simplest application of the TRC test.

If you want to get more sophisticated about dealing with the risk, then if you own more facilities and you run the risk of their failing and load growth forces you to load more equipment, which may or may not turn out to be useful, or may or may not work well, that imposes a risk.

On the other hand, if you are buying from somebody else at prices you don't control, that's also a risk.  And various jurisdictions and various analysts have attempted to reflect the risk on both of those sides, and I think that's what this paragraph is trying to get at, that there are risks.

I don't see the risks as being all that different between the electric and gas sides, or certainly I don't see the sharp contrast that seems to be suggested here, but --


MR. ELSON:  So you are saying --


MR. CHERNICK:  It's about risk; it is not about expected cash flows from avoided costs, and some jurisdictions add risk adjustments in the TRC.  Others consider it to be sort of a non-price price adder, and others take it into account in some more qualitative way, especially in integrated resource planning.

MR. ELSON:  So you see the distinction being risk, but you don't see it is a being an important distinction; is that fair?

MR. CHERNICK:  You have different kinds of risks depending on the length of your contracts.  But on both the electric side and the gas side in Ontario, you are still buying your commodity, and buying reliability basically from somebody else who has got to deliver it to you.

MR. ELSON:  So the second issue we have with this is that it seems to us that it would be better, from a policy perspective, to avoid spending on imported gas versus made-in-Ontario electricity, because the latter would contribute to jobs and other economic spin-off benefits in Ontario that aren't accounted for in the TRC calculation.

Would you agree with that?

MR. CHERNICK:  Yes, I would assume that that's one of the economic factors that the -- that was supposed to be included in the 15 percent adder.

And potentially that would be a higher adder since, on the electric side, you build fewer solar farms perhaps, and when you do DSM, it builds fewer solar farms in Ontario when you do DSM in Ontario, whereas in the case of gas, you are drilling fewer wells in Pennsylvania or Alberta.

MR. ELSON:  You know, I hadn't considered it from the perspective of the adder.  My understanding is that there is an adder both on the DSM and on the CDM side.

But putting the adder aside and whether it's adequate, which is a bigger issue than I want to take up right now, I have a more --


MR. CHERNICK:  I was just saying that it would seem to be one of the considerations that was in the Minister's mind in picking an adder --


MR. ELSON:  Uh-hmm.

MR. CHERNICK:  -- and that what you've just pointed out would argue that the gas adder might be higher because the relative economic benefit --


MR. NEME:  To the Ontario economy.

MR. CHERNICK:  -- for Ontario in terms of job creation would be greater for gas than for electricity, whereas to some extent with electricity or for a greater extent with electricity you are competing Ontario versus Ontario jobs, whereas with gas it's Ontario versus somebody far away.

MR. ELSON:  So in other words, it is better for Ontario's economy in terms of these jobs and economic spin-offs to avoid $100 in gas purchases as compared to $100 in electricity purchases; is that fair to say?

MR. CHERNICK:  Probably so, especially because you're going to probably have to insulate more homes to save the same number of dollars of gas, so the economic benefit per dollar of avoided cost would be even higher.

MR. ELSON:  The last item I'd like to discuss on this topic of the budget maximum is the very idea of capping the impact on non-participating customers, and if you could turn to page 17 of the guidelines, which we have open here, which is page 31 of the document book.

MR. NEME:  Thirty-three.

MR. ELSON:  The same page, 33, I'm sorry.

MR. NEME:  Thirty-three.

MR. ELSON:  Based on this discussion here, it appears to me that the Board is concerned with unfairness -- the unfairness related to increasing costs for customers who don't have the opportunity to participate in DSM programs.

Is that also your understanding of the Board's underlying rationale here?

MR. CHERNICK:  Yes, the phrase that the Board uses is "customers in all rate classes will like -- or many customers in all rate classes will likely not participate in the DSM program over the course of this particular framework", so that would be customers who don't have a program offered to them and customers who choose not to participate because their bill is not large enough to be of concern to them and --


MR. NEME:  Or for other reasons.

MR. CHERNICK:  Or for other reasons.

MR. ELSON:  And that's precisely the point I'm trying to get to.  It seems to me that if fairness is the issue, that the focus should be on the impact on ineligible customers, not just non-participating customers.  Would you agree with that, Mr. Neme?

MR. NEME:  Yes, I think the equity concerns are much more serious with respect to the customers for which there are no opportunities offered.

MR. ELSON:  However, if a customer takes advantage of a DSM program in one year and then the next year is ineligible because they have already fully insulated their home, even that customer who is ineligible, you wouldn't say it is unfair for him or her to contribute in the following year because they had -- they recently took advantage of the program, and I give you that example to suggest that the potential unfairness only arises if a customer is ineligible over a relatively longer period of time; would that be fair to say?

MR. NEME:  I think that's fair.  I think it's important to look at this on a multi-year -- from a multi-year perspective because it is unreasonable to expect all customers to be in a position to participate in even a wide-ranging DSM portfolio in any given year.

MR. ELSON:  And Mr. Neme, based on your knowledge of the utilities' DSM offerings, roughly what proportion of commercial and industrial customers would be eligible to participate in one of those programs?

MR. NEME:  Well, the utilities have a fairly extensive list of measures in their prescriptive rebate programs that suggest that virtually every business customer would have an opportunity to participate at some point in time during their own kind of equipment turnover cycles.

You know, as we just discussed, that will -- whether in any given year that's the case will depend on, you know, how old the customer's water heating equipment, space heating equipment, ventilation equipment, cooking equipment, and so on, where they are at in their life cycle, but if you look over a ten-, 15-year period of time, I would imagine that the vast majority of them will have an opportunity.

MR. ELSON:  And that suggests to me that there is no unfairness or very little unfairness for commercial or industrial DSM users in terms of ineligible customers having to pay for this program.

Would you agree with that?

MR. NEME:  Well, I think the one caveat I'd offer is -- and I think this is particularly an issue for smaller customers who are renting their space from a building owner, where the building owner is making the decisions -- we have the split-incentives problem, where the building owner is making the investment decisions and the customer that is renting that space has an obligation to pay the bills as they are.

That's a -- because of the nature of that market barrier, there can be some challenges there unless the utilities design programs specifically to overcome them.

Some of the -- one of the ways that's been done in other places is to offer what are known as small commercial direct install programs, which Enbridge has proposed in its portfolio as a, you know, as a starting point.  I think as I noted in my testimony, I think that's a program that could be ramped up more significantly, but it is an important program for that reason.  It's trying to address a traditionally under-served market segment.

MR. ELSON:  Sorry, I think you agree with the statement that there's no unfairness for commercial or industrial DSM when you have ineligible customers paying into the program, except for certain examples, such as the one that you just cited, which was the split incentive; is that a fair summary?

MR. NEME:  Yes, I think that's fair.

MR. ELSON:  And one way to deal with those specific customer classes where there's some sort of market barrier is to develop a program to eliminate that market barrier, whether that be through financing or through other design features; is that fair to say?

MR. NEME:  Yes.

MR. ELSON:  And so in that way, by designing your program, you can eliminate as much as possible any potential unfairness there.

MR. NEME:  Yes, although I'll note that it's important that there be kind of a commitment to continuity for all of the programs, including those that are targeted to those harder-to-serve market segments, because this really is a -- the issues of equity need to be addressed over a long period of time.  They can only really be addressed over a long period of time.

MR. ELSON:  Now, I understand that fewer residential customers would be eligible to participate in DSM programs based on the current offerings.  However, would you say that fairness to ineligible customers in the residential sector could be addressed by expanding the opportunities for these customers to participate in DSM programs?

MR. NEME:  That's certainly the first place one should look, and as I noted earlier today and yesterday, there are at least a couple of areas that I would look to expand what the utilities have offered to address -- to broaden the range of opportunities for residential customers, one of which would be to look at high-performance windows at the time that those are replaced, and again, that -- that's a technology, that's a measure that has not passed screening in at least the way Navigant looked at it for the potential study, using the avoided costs that Enbridge gave them at the time, but I've done a little bit of back-to-the-envelope kind of analysis that suggests that if one were to address the problems with the avoided costs that Mr. Chernick has flagged, that that would likely push that one over the line and be a measure that would make sense to promote.

Another one to consider would be tankless water heaters and perhaps other water heater technology, which could also get close to, if not get over, that cost-effectiveness line with fixes to avoided costs, and even if not, it may be appropriate for the utilities to consider developing market transformation initiatives targeted towards water heater technology so that over time there would be benefits that could accrue to, you know, much larger portion of the residential market segment.

MR. ELSON:  So if the utilities were to make those adjustments, would they be able to design programs such that virtually all residential customers could participate over a reasonable period of time?

MR. NEME:  Over a long enough period of time, I don't know about every single one, but it would certainly get to a much larger percentage.

MR. ELSON:  Something in the range of -- are we talking 60 or 90, or --


MR. NEME:  Well, I -- depending on the timeframe you're looking at, I would expect it to be well north of 60.

MR. ELSON:  How far north of 60?  I mean, that's a large range here.

MR. NEME:  You know, I haven't crunched any numbers, so what I'm giving you is kind of my intuitive sense of things.  But 80, 90.

MR. ELSON:  And I assume that's because, for example, very few people have triple-glazed windows, and if they're eligible to replace them and receive an incentive, then they would therefore be eligible.

MR. NEME:  Yes, and the vast majority of gas customers -- residential gas customers have a gas water heater.  So to the extent that there could be success in advancing the next generation of efficient technology, and perhaps even ultimately leading to market transformation in that market segment, you would influence a very large portion of the residential market.

MR. ELSON:  Thank you.  I'll move on to a brief discussion of some of the other benchmarking reports that have been filed in this proceeding, and if I could ask you please to turn to tab 3 -- I should correct myself.

This first report was part of the DSM framework consultations, and this was commissioned by the Board and relied on it in developing the framework.

Are you familiar with this report?

MR. NEME:  Yes.  It's been a while since I've seen it, but I do recall it.

MR. ELSON:  This report made some recommendations to the Board relating to the design of the framework, and those recommendations appear on page 42 of the document book.

And one recommendation I've underlined here is that the DSM budgets equal approximately 6 to 7 percent of gas distribution revenue.  Do you see that recommendation there?

MR. NEME:  Do you.

MR. ELSON:  And these recommendations were based on a jurisdictional review, and if you look at the flip side of the page, page 41, you will see a chart comparing the DSM budgets per residential customer in various other jurisdictions.

Now, my understanding is that this is the kind of analysis used by Concentric to come up with those recommendations.  Is that your understanding as well?

MR. NEME:  I'd have to go back and read these pages to give a definitive answer.  But subject to check.

MR. ELSON:  Thank you.  In essence, Concentric was recommending that Ontario develop targets and budgets that are consistent with these other jurisdictions.

Is that your rough understanding of this report?

MR. NEME:  Yes, yes.

MR. ELSON:  And this chart was looking at the 2012 numbers.  Would any of these DSM plans have been developed under a requirement to have met all cost effective DSM?

MR. NEME:  As I noted earlier, Massachusetts was and -- I don't know about Rhode Island, especially in 2012.  That would be the only other one that I -- off the top of my head would flag as potentially in that category, but I'm not positive.

MR. ELSON:  So only Massachusetts, and I believe you have an undertaking to get back to me regarding Rhode Island regardless.

But it may be Rhode Island, but other than those two, there aren't any other ones?

MR. NEME:  And also my undertaking was with respect to the results I reported from 2014.  This is results from 2012, so it's even two years sooner.

MR. ELSON:  Thank you.  Can you add that to your undertaking when you provide your response?

MR. NEME:  Sure.

MR. ELSON:  Thank you.  And so in Ontario, the Board was directed to develop a framework that could realize all cost effective DSM.

So isn't Concentric's report comparing apples to oranges by using these jurisdictions to make a recommendation to this Board?

MR. NEME:  Well, it's -- as we discussed this morning, it's certainly the case that if you are comparing yourself to a jurisdiction that does not have the same level of ambition that your policy objectives are telling you, that has a lesser level of ambition, one needs to factor that in when considering how you use the data from those other jurisdictions.

So I think that that's -- I would agree that that's an important consideration.

MR. ELSON:  Do you have any other comments on the methodology of this report?

MR. NEME:  You know, as I said earlier, it's been a long time since I've read it.  So off the top of my head, I don't have anything to offer.

MR. ELSON:  Okay, thank you.  Turning over to tab 5, this is a benchmarking report done by Navigant for Enbridge.  In our interrogatory response, we asked Navigant to remove all of the jurisdictions except for the ones where there was -- where they had a mandate of all cost effective DSM.

I just have a general question for you, which is how this benchmarking study compares to yours, and whether you have any comments or concerns in relation to Navigant's benchmarking report.

MR. NEME:  Yes, I guess I would make a couple of observations.  The first is that with respect to savings and spending, it is looking as -- it's looking backwards a couple of years to 2012, and the benchmarking that I did was to 2014; so it's more recent.

And I think that's important because, as I noted earlier, a number of the leading jurisdictions have been on a little bit of an upward trajectory in terms of their level of effort, ambition, savings achieved, et cetera.  So I think it is a little outdated in that regard.

I think another really important distinction -- and this, I think, particularly important in the context of the graphic on page 50 of your book -- that I believe they're comparing gross savings to gross savings, or at least that's what they're attempting to do, as opposed to net savings, net of free riders to net savings.

So I believe that the .9 percent number that's shown there for Enbridge, for example -- I'd have to go back and look at my numbers, but it's considerably lower than that on a net basis.

I don't know -- I don't recall off the top of my head exactly what that number would be on a net basis.  But I believe, if memory serves, it's in the half -- the .5 percent range, from 5.6, something in that ballpark.

And again, I think the net savings from these other jurisdictions, there's not nearly as much of a -- I suspect there's not nearly as much of a drop.

That's certainly true when one looks at net savings in 2014.  Their net savings numbers are actually higher than what is shown here for gross savings in 2012.

MR. ELSON:  So what we should be looking at is your report, not this report because it has more reliable numbers.  Is that fair to say for this specific metric that's up on the screen here?

MR. NEME:  It's more recent and also using a metric, i.e. net savings, that is the metric that we all care about.  So yes, I would agree that is a much more valuable comparison.

MR. ELSON:  Thank you, and I'll move on to some questions about the shareholder incentive under the current framework.

This is perhaps a trite question, but would you agree that the purpose of a shareholder incentive is to encourage utilities to meet and exceed the targets in their DSM plans?

MR. NEME:  Yes, although I'd like to take it to kind of a little bit of a higher level, which is that -- or maybe a more philosophical level in that the point of a shareholder incentive is to encourage the utilities to strive for and achieve, you know, excellence in the delivery of their efficiency programs.

The exceeding of their -- the meeting and exceeding of their performance metrics is hopefully a good proxy for that.

MR. ELSON:  So the way this operates obviously is they get more money if they meet or exceed their targets. They have a direct financial incentive to do that?

MR. NEME:  Correct.

MR. ELSON:  But earlier in time, when they are putting their plans together, they do not have a direct financial incentive to put together a plan that maximizes the overall gas savings, do they?

MR. NEME:  No, I don't -- no, they don't.  And if anything, they have a financial incentive to propose savings targets that are on the more conservative side, so that they can have increased confidence that they can reach and exceed them to earn their incentives.

MR. ELSON:  So in other words, the utilities don't have a financial incentive to put forward plans that would result in the maximum amount of cubic metres of gas savings that could be achieved while still being cost-effective; I think that's the same way of saying the same thing.

MR. NEME:  I think that's fair.

MR. ELSON:  And that's because they can earn the maximum incentive as long as they meet their targets, regardless of whether their plan provides for the most cost-effective gas savings or most aggressive gas savings as possible.

MR. NEME:  As long as they -- I wouldn't say -- you said as long as they meet their targets.  I think it's really as long as they exceed their targets to the point of the upper end of the metrics on their scorecards.

MR. ELSON:  So even if the utilities had submitted DSM plans that were just as cost-effective but had double the budgets and double the overall gas savings, they would still only be eligible for the same maximum shareholder incentive.

MR. NEME:  That's correct, under the current Board guidelines.

MR. ELSON:  And similarly, they don't have an incentive, the utilities, a financial incentive to put together plans that maximize the cost-effectiveness of their programs in terms of gas reductions, do they?

MR. NEME:  I'm sorry, can you repeat the question?

MR. ELSON:  They don't have a financial incentive to put together plans that maximize the cost-effectiveness of their programs in terms of gas reductions.

MR. NEME:  Only to the -- I think -- I mean, I think there is some incentive to be cognizant of cost-effectiveness, in that they need to be able to make the case to the Board that they're being responsive to the Board's policy objectives, and, you know, if they put something that was -- they've got to put something on the table that, you know, wouldn't be laughed out of the room at first glance, to use an extreme.

So, you know, I do think that to some degree the utilities are cognizant of cost-effectiveness when they put their plans together, but to the question of whether they have financial incentive to maximize cost-effectiveness, I'd say the answer is that they don't.

I'll also say, however, to be fair to the utilities, that the Board's guidelines also gave them a whole bunch of competing objectives, some of which would drive you theoretically, even if you were purely altruistic, to maximizing cost-effectiveness, but others of which pull you in other directions.  And so there has to be a little bit of a balancing exercise here.

MR. ELSON:  And so I guess the upshot of that is that the utilities have an incentive to put together a plan that's reasonable enough to be approved, but that plan -- they don't have an incentive to put a plan that would result in the maximum amount of cubic metres of savings per dollar of DSM spending.

MR. NEME:  No.  And in fact, I mean, again, I think the Board has been clear in its guidelines that they're not even asking for that.

MR. ELSON:  Well, I understand that there's a number of objectives, and perhaps we can roll those up into the concept of having as aggressive and effective targets as possible, and they don't have an incentive to have as aggressive and effective targets as possible --


MR. NEME:  Even within the confines of a portfolio that was --


MR. ELSON:  Yes.

MR. NEME:  -- intended to balance those competing objectives, that's fair.

MR. ELSON:  And again, that's because they can earn the maximum incentive as long as they meet their targets regardless of whether their plans provide for the best outcomes, we could say.

MR. NEME:  As long as they exceed their targets to the point where they reach the upper band of their performance metrics, yes.

MR. ELSON:  Now, just as an aside, I don't want my questions to be taken as suggesting that the DSM planners and the utilities are not committed and they're not working as hard as they can on these, and I don't take your answers as suggesting such a thing.  I am just asking questions purely about what the financial incentives are relating to both of the utilities.

MR. NEME:  I understand.  I wasn't intending to take my compliment this morning from Enbridge back, so...

MR. ELSON:  Good, good.

In addition to what we've discussed, would you agree that the utilities do not have an incentive to submit DSM plans that achieve all cost-effective DSM, a financial incentive?

MR. NEME:  Can you elaborate a little bit more what you're asking?

MR. ELSON:  I think it follows from what we've just discussed, if they don't have an incentive to put together a plan that maximizes all the overall gas savings, they also don't have a financial incentive to put together a plan that achieves all cost-effective DSM.

MR. NEME:  I think the way the current framework is structured, that's true.  And actually, I shouldn't -- I mean, I made reference to the current framework.  I think it's generally true of utilities across the board.  It is hard to design a framework which -- in which the utility has a financial incentive to go after maximum, all cost-effective.

MR. ELSON:  I believe your evidence is that the budget maximum in the guidelines is far from high enough to allow the attainment of cost-effective DSM regardless; is that a fair summary?

MR. NEME:  I think that's correct.

MR. ELSON:  And under the guidelines the utilities can propose budgets that are higher than those guidelines; correct?

MR. NEME:  That's correct.

MR. ELSON:  And if they did that they would be able to attain a larger amount of the achievable cost-effective DSM; is that fair to say?

MR. NEME:  Yes.

MR. ELSON:  But again, they have no financial incentive to propose DSM budgets that are above the guideline.

MR. NEME:  That's -- I would agree with that.

MR. ELSON:  And it seems to me that there are some reasons why they wouldn't want to propose higher budgets; would you agree with that as well?  When I say "higher budgets", I mean budgets that are higher than the guidelines.

MR. NEME:  I -- at some level I think that that's probably true.  I think it relates back to the conversation we were having earlier with Mr. Shepherd about utility profitability.

MR. ELSON:  And outside of the strict financial incentives, they might also want predictability, they wouldn't want to antagonize the Board by asking for something that's outside of the guidelines.  They would want to focus their efforts and their -- I guess you could say capital, with the Board on other issues, and those might be some reasons why the utilities wouldn't want to propose higher budgets; would that be fair to say?

MR. NEME:  Yes.

MR. ELSON:  I'd like to move to my last area of questions now, and I've saved the best for last, and I say that because I'd like to discuss Union's large industrial program with you, which at least we think is the most important aspect of this hearing.

And I understand from your evidence that the forecast gas savings from 2016 to 2020 will be much lower than the average results from 2012 to 2014, and that that's primarily the result of the cancellation of the large industrial program, Union's large industrial program; is that correct?

MR. NEME:  For Union Gas that's correct, yes.

MR. ELSON:  And also your evidence and Mr. Chernick's evidence is that cancelling Union's large-volume program reduces the overall non-participant benefits that would accrue to non-participants; is that fair to say?

MR. NEME:  Yes.

MR. ELSON:  And those benefits, at least a significant portion of them, would accrue to all customer classes?

MR. NEME:  Yes.

MR. ELSON:  So cancelling the large-volume program will cause residential rates to increase.

MR. CHERNICK:  Or perhaps to be higher in the future than they would have otherwise been.

MR. ELSON:  That's what I mean.  Thank you.  Whereas doubling the large-volume budgets to $8 million would cause residential rates to be lower than they would otherwise have been.

MR. CHERNICK:  That's likely outcome.

MR. ELSON:  Now, I don't know if you can do this, and if you can't do it quickly just tell me, because I understand that we don't want to have undertakings dragging on here, but is it possible to calculate the impact of an $8 million large-volume budget on residential rates?  What kind of increase we would expect from that?

MR. CHERNICK:  I don't think we know off the top of our heads enough about the details of cost allocations, and so I don't think that's something we could do in the -- under the time schedule that the Board has asked us to keep to.  It's an interesting question, but it's a little late for us to try and pull all those pieces together.

MR. ELSON:  Then I won't ask you for an undertaking, but I will ask you if you can, in any way, speak to an approximate magnitude of those impacts on residential customers.  Would it -- is it going to be something insignificant, you know, a very small proportion, or will it be a significant portion of those avoided costs that would decrease the residential rates?

MR. CHERNICK:  I'm really reluctant to go down that path with you.  We don't know enough about the cost allocation process and there are other factors, such as of these large volume customers, how many of them are served from dedicated spurs off of transmission lines, and how many are served off of multi-customer transmission networks or distribution networks of the utilities.

Structuring this analysis would just require us to make a huge number of assumptions, which would mean that even if we came up with a number for you, I don't think you'd put much weight on it.


MR. ELSON:  Okay, thank you.  I understand your required for your answer is to suggest that this is something that could be done, if avoided costs were looked into in more detail between this and the next proceeding, but it is not something you could do right now in this proceeding?


MR. CHERNICK:  That's correct -- well, it is avoided cost and the rate effect.


MR. ELSON:  And the rate effect.


I'd like to discuss with you now the rationale for cancelling the large industrial program, and I believe the primary motivation is what I will term the competitive motivation argument.


And that argument is that Union's large volume customers are sufficiently sophisticated and have sufficient competitive motivation to implement all the cost effective conservation measures on their own.


Is that your understanding of the argument, Mr. Neme?


MR. NEME:  I -- my recollection of the argument presented in the Board guidelines was that there were two concerns, and that was one of the two.


MR. ELSON:  And the other concern was cross-optimization.


MR. NEME:  Yes.


MR. ELSON:  And that's an issue I dealt with with Union, and you've also addressed in your evidence.  So I'm not going to address it further, and I am going to focus on the competitive motivation argument.

That was one of two arguments and -- have I summarized that argument succinctly and correctly in my description there, as you understand it?


MR. NEME:  I think so.


MR. ELSON:  I'd like to first discussion how this argument relates to the concept of free riders, secondly some of the theoretical underpinnings of this argument and third, the empirical evidence relating to it.


So starting with free riders, can you explain to me how the concept -- how this competitive motivation argument might be connected with the concept of free riders?


MR. NEME:  Sure.  I think at a high level, the argument would be that if these customers are sophisticated enough, motivated enough, knowledgeable enough that they would do all cost effective efficiency on their own, then by definition any program that you would offer to them would have 100 percent free riders.


MR. ELSON:  And so that would mean that the competitive motivation argument is inconsistent with previous Board-approved free rider rates for Union's conservation program.  Would you agree with that?


MR. NEME:  Yes.


MR. ELSON:  I'll move on to the theoretical underpinnings of the competitive motivation argument.


And I believe that the argument is based on the idea again that large volume customers have financial incentives to implement conservation, and I'd like to propose for you some theoretical reasons why the simple hypothesis of the competitive motivation argument doesn't work in the real world.

In particular, I'll propose some reasons to you why large industrial users may not implement all cost effective conservation.


Union agreed with these reasons, but I'd like to also have your expert opinion on them as well.


MR. NEME:  Okay.


MR. ELSON:  The first reason is that large industrial -- sorry, large volume customers might not implement all cost effective conservation measures because they have limited capital, and therefore need an incentive to put their scarce resources towards energy efficiency measures.  Would you agree with that?


MR. NEME:  In some cases, that could be a barrier, yes.


MR. ELSON:  And another reason might be that they do not have perfect or complete information about what energy efficiency measures are available, and their relative benefits?


MR. NEME:  That is also a potential barrier -- or a likely barrier, in at least some cases.


MR. ELSON:  And another reason might be that their managers have limited time and other priorities to deal with, meaning that conservation doesn't get the attention that it needs?


MR. NEME:  The phrase "that it needs" is a loaded one.


MR. CHERNICK:  Perhaps the attention that would be required to reach the point of achieving all cost effective energy efficiency.


MR. NEME:  Yes.


MR. ELSON:  And another might be that corporate managers have incentives to focus on initiatives with significantly shorter payback periods.


MR. NEME:  I think that's a fair statement.


MR. CHERNICK:  And that's especially where there are projects that increase output, or the quality of output, the selling price of their output, that it's my understanding that tends to get the attention of industrial managers much more than the efficiency of the process.


MR. ELSON:  Would you have any other reasons to add to that list?  I know I'm putting you on the spot here, but does anything else come to mind?


MR. CHERNICK:  Well, one that I would add to the list is the institutional barriers within the firm, that if the plant manager in Ontario has to go to a chief financial officer in Germany, or Japan, or Texas to get approval for a non-productive investment, that is one that's not going to increase output, and he's going to have to do a lot of paperwork, and he's going to have to spend a lot of his time making up this argument and use up some of his -- whatever political capital he has, he may find other things to do with his time.


And so the mere fact that the plant engineer can convince the plant manager that this would be a good way to spend money doesn't guarantee that capital will be freed up to do it.  And industrial firms tend to have separate capital and operating budgets, and have different rules for spending money for capital versus operating costs, when the utility bill comes, in you pay it.


If somebody comes one a bright idea about a -- slapping some more insulation on, or putting a control system on your system, you have to go through a whole 'nother process, and I think frequently would be an obstacle to the implementation of cost effective energy efficiency.


MR. NEME:  What he said -- and I would add to that also uncertainty.  I think as I noted -- as I noted earlier today, I think it was this morning, businesses and, for that matter home owners, are often approached or bombarded with marketing messages from vendors about things that are good for them.


And it's -- you know, we live in a media age where it's hard to escape that stuff.  And it's -- we've developed a healthy dose of scepticism, and the uncertainty about whether the promise from a vendor of what an efficiency service might offer can also be a barrier.


MR. CHERNICK:  And the uncertainty is not -- doesn't just apply to the technology.  It also applies to the specific application, that if this is a technology that saves money for nine out of ten applications, and that's what the plant manager's read about in Boiler Week or whatever his favourite publication is, and he thinks, oh, great -- and I might be number ten, and then I'm going to have a lot of questions to answer.

And if the utility's chipping in some of the funds, that makes it much easier to convince everybody that it's worth the taking a pretty good bet, but not a certain one.


MR. ELSON:  Than you.  I'm on my last page here, so I will be done shortly.


But what we've been discussing is some of the theoretical underpinnings of this competitive motivation argument, so the theoretical arguments for and the theoretical arguments against it.


I'd like to now move to the actual empirical evidence and, Mr. Neme, I believe you referred to some of them of this empirical evidence in your report in this proceeding.


MR. NEME:  Yes, I did.


MR. ELSON:  And also there is some additional evidence in the report that you filed in the most recent Union DSM proceeding.


MR. NEME:  That's correct.


MR. ELSON:  I've excerpted some of what -- some of those reports in the final tab of this document book here, which is tab 15.

And so on the left-hand side is the report in question.  On the right-hand side is either a quote from the report or what you've said about it.

And so I'll just take you through these very briefly.  Can you describe the report conclusions for number 1 here and why they're relevant?

MR. NEME:  The report concluded that from an analysis of a fairly large number of two dozen gas utility custom C&I programs which tend to be targeted at larger C&I customers, that -- across North America, that the kind of typical or mean median, if you will, free-rider rate was between 30 and 40 percent, which means that for those programs that were analyzed in a kind of thorough, sophisticated, statistically valid way, that roughly a third of the participants would have been free riders, would have done the projects anyway, and two-thirds would not have.

MR. ELSON:  And so that's evidence against the competitive motivation argument, because the competitive motivation argument would suggest 100 percent free-rider rate.

MR. NEME:  Correct.

MR. ELSON:  And your second study here is an evaluation of Utah's large-volume self-directed program, and it found a very low free-rider range; is that correct?

MR. NEME:  That's correct.

MR. ELSON:  And again, this suggests that the competitive motivation is wrong because it's not finding 100 percent free-rider rate.

MR. NEME:  That's correct.

MR. ELSON:  And moving to the third publication here, there's reference here to an opt-out possibility in Utah, Wyoming, and Oregon where customers can prove that -- if they can prove that they have implemented all cost-effective DSM they don't have to participate in the program; they get their money back; is that your understanding?

MR. NEME:  Mostly.  I think the one twist I put on the way you framed it is that in those jurisdictions they came up with a simplified proxy for what -- for what all cost-effective would be.  It probably is a lower hurdle than all cost-effective, but it is either an eight- or ten-year simple payback.

MR. ELSON:  And in these jurisdictions nobody opted out; in other words, nobody was able to show that they had achieved all cost-effective DSM, however that was defined.

MR. NEME:  My understanding is that nobody even tried.

MR. ELSON:  And why was that?

MR. NEME:  I can only infer that it was not likely to be possible to meet the hurdle.

MR. ELSON:  And if you turn over to page 150, the conclusion of that report, it says:
 "To date, no company has taken advantage of these exemptions in any of these states because there are always some cost-effective projects that could be identified during an energy audit."

MR. NEME:  There you go.  There were a couple of -- that quote suggested there were a couple of studies that suggested that the issue was that there were cost-effective savings available that would have stopped them from getting over that hurdle.

MR. ELSON:  And so again, that's empirical evidence against the competitive motivation argument, because the competitive motivation argument would suggest that every one of these large industrial or large-volume users would be opting out in order to save DSM dollars because they'd already implemented all these cost-effective savings.

MR. NEME:  Right.

MR. ELSON:  And items 4 and 5 were referenced in your earlier evidence, and I've bolded certain portions here.

In effect, both of these reports are saying that there is still significant potential for industrial energy improvement.

MR. NEME:  That's correct.

MR. ELSON:  And that would conflict with competitive motivation argument, because if they were already doing all of the cost-effective conservation you would assume that there would be very low potential going forward.

MR. NEME:  Correct.

MR. ELSON:  So those are the studies that you referred to.  The remainder of this document are studies that Synapse referred to, so I won't be asking you about those, but I or someone else may be returning to that table.

I'd like to just finally ask you:  Based on all of this evidence, the empirical evidence and the theoretical discussion that we had, do you think that Union's large industrial customers will achieve the same volume of gas savings through conservation measures even if Union's program is cancelled?

MR. NEME:  No.

MR. ELSON:  And how certain of you are this?

MR. NEME:  Very.

MR. ELSON:  Could you please turn to tab 4 of our document book.

MR. NEME:  I'm sorry, tab...

MR. ELSON:  Tab 4.  This tab contains an IR by Union Gas, and according to this response Union could achieve roughly double the results of its 2013/2014 large-volume program if, instead of being cancelled, the program was doubled to an $8 million budget in 2015; do you see that there?

MR. NEME:  You're looking at the underlined section on the bottom of the page?

MR. ELSON:  Yes, I am.

MR. NEME:  Yes, I do see it.

MR. ELSON:  And if you turn two pages forward to page 46 of the document book.  During cross-examinations, Union confirmed that the forecast TRC arising from a large-volume program with double the budget would be $312 million; do you see that there?

MR. NEME:  I do.

MR. ELSON:  And so turning back to the original -- the original document, that number is simply the average between 2013 and 2014; do you see that there?

MR. NEME:  Ah, I see, okay, yes.

MR. ELSON:  And so if we were to take the average in terms of the cumulative natural-gas savings, that would be roughly 1.3-billion cubic metres in gas savings?

MR. NEME:  Yes.

MR. ELSON:  And this would be even after accounting for free riders if these are TRC numbers; is that correct?

MR. NEME:  Yes, a 54 percent free-rider rate.

MR. ELSON:  Mr. Neme, it seems to me that it would be impossible to say that the current DSM framework is enabling all cost-effective DSM that is reasonable and appropriate if the opportunity to achieve the incredible results arising from an $8 million large-volume program is not capitalized on; would you agree with that statement?

MR. NEME:  Yes, I would.

MR. ELSON:  Thank you, I have no further questions.

MS. LONG:  Thank you, Mr. Elson.

We're going to take our afternoon break, but we're only breaking for ten minutes, so we will be back at ten to 4:00. Thank you.
--- Recess taken at 3:39 p.m.
--- On resuming at 3:51 p.m.


MS. LONG:  Dr. Higgin?
Cross-Examination by Dr. Higgin:

DR. HIGGIN:  Thank you, Madam Chair.

Good afternoon, panel.  Rodger Higgin for Energy Probe Research Foundation.

So I'd like to start with getting an exhibit --


MS. LONG:  Dr. Higgin, do you have your mic on? I am having trouble hearing you.

DR. HIGGIN:  I'd like to get an exhibit number for my little compendium here.  I was trying to keep it down to cheap, because I was using my own printer and ink yesterday.  So that's why it's all -- you may need glasses to read it.

MR. MILLAR:  It is K10.2.
EXHIBIT NO. K10.2:  CROSS-EXAMINATION COMPENDIUM OF ENERGY PROBE FOR GEC PANEL 1


DR. HIGGIN:  I'd like to turn to the first typed page, which is page 3.

We've been asking Mr. Chernick and yourself, Mr. Neme, about the carbon costs and the MP value on line 1 of your table 3.  And as you are aware, at the technical conference -- you weren't here, but there was an undertaking provide certain alternative calculations to the estimate in table 3, line 1.  And that was primarily based on a couple of changed assumptions, but also critically on the Synapse carbon low price scenario in their March 2015 report.

So if you could turn up the undertaking response to that, that would be the next page, page 4.

So perhaps I'll just highlight a couple of things, and note that this is from part 3 of that response.  And just as we would note or we would expect, if you use Synapse's load case estimate, then there would be a reduction in your estimate of carbon emissions value in the first year, which would be about 30 percent.

It would go down from 0.98 to 0.69 dollars.  Do you see that at line 5?

MR. NEME:  I do.

DR. HIGGIN:  My question is just simply a follow-up on this, that basically the estimate you have in line 1, are they sensitive to the assumptions that are used with respect to carbon prices.  And right now in evidence, the Board has quite a lot of different prices that are in evidence in this hearing.

So the question is how do you support a particular thing or rather than saying it could be a range of prices that might be reasonable to consider as a benefit to non-participants.

MR. NEME:  I'll let Mr. Chernick answer, because I took the values that I used from his work.

MR. CHERNICK:  A range might be -- you know, it may be interesting, but you generally have to make decisions based on a point value.  And there's nothing wrong with doing sensitivity analyses about -- with forecasts, and all forecasts are uncertain.

So we don't have any problem with that concept, and this is one part of your question that we understood and it's a simple drop-in replacement, and we were happy to do it.

DR. HIGGIN:  Thank you.  Now, just in terms of understanding the basis of all of the estimates that you used -- I don't want to go back to the spreadsheet, but let's talk about the fact that can you confirm that the Synapse estimates commence in two-20, not an earlier year?

MR. CHERNICK:  In 2020, yes.

DR. HIGGIN:  In 2020, sorry.

MR. CHERNICK:  Yes, and those are premised on the assumed timing, at the time of that report, for the clean power plan.

MR. NEME:  I think it's worth -- just to be clear, I think it's worth noting that the estimates that Synapse presented were in constant current year dollars.

I can't remember if it was 2014 or 2015.  But if it was 2014, we converted them to 2015.  So to the extent the concern is about inflation, that's been accounted for.

DR. HIGGIN:  Yes, I understand that.  Thank you.  So the big question that we all have is do you agree that these Synapse forecasts may not relate to carbon costs from any potential GHG cap and trade policy in Ontario, that they may not align?

MR. CHERNICK:  Well, obviously the price determined by the market for greenhouse gas permits or allowances in Ontario will not be based on the -- or will not be based primarily on the traders reading the Synapse report.  The Synapse report is an attempt to estimate what's going to happen in a similar market in the US.

So if that's your question, I would agree with you that nobody is going to set their price based on the Synapse report.

DR. HIGGIN:  Thank you.  So let's turn to the compendium, page 4, the bottom the page, please.

You will have seen this. This is an excerpt from EGDI's overview presentation to the Board, and it's page 19 of that.  And as you see here, they have come up with an estimate which basically, doing some math, ends up with a price of 15.22 Canadian dollars per metric tonne as opposed to either long tonne or US done.

Okay, that's what they have set out here. Do you disagree with their math or not?

MR. CHERNICK:  I haven't checked their math, but I assume they're correct; it looks about right.

DR. HIGGIN:  So I won't ask you to respond in detail.  I'll leave that to Enbridge to talk to you about that, and we'll move forward a little bit.

Other than those numbers that you've just indicated, there are others in evidence, such as the recent auction prices for California, Quebec, and RGGI.  And, for example, the latest auction price is 16.39 per US tonne, and that's from APPrO IRR number 4, updated by your client.

Therefore, my question simply comes back to this question and that is that at the moment, there is quite a bit of uncertainty and several estimates of what the price of carbon might be in evidence -- actually in evidence in this proceeding.

So within those, how should the Board choose which was the most appropriate of those, if it was considering to do anything over and beyond what might be included in the TRC plus test?

MR. CHERNICK:  Well, first of all, on the issue of the forecast, I testified to a forecast.  I may have missed it, but I don't remember anybody else testifying to forecast.  People have said, well, if the prices for California also apply in Quebec, also apply in Ontario, if the prices today apply in 2018, then this would be the result.  And Enbridge did that calculation in the document that you've just pointed out.

I suppose you could call that a forecast, although I'm not sure that they have acknowledged that it's even a forecast.  It is just a number, a sensitivity that they did.

DR. HIGGIN:  Just to cross -- to correct your statement, you may not have seen it in the transcript, but Ms. DeMarco asked questions about this to EGD's panel as well.  She was representing APPrO.

MR. CHERNICK:  Yes, the Board has -- could take the current price for 2018, which is, I think, $16.10 Canadian, and then adjust that upwards to reflect the fact that people are -- people are paying 16.10 today for an allowance that won't do them any good for three years, then presumably there is a -- by 2018 they're thinking it's going to be more expensive, because they're losing the time value of money, so you have to add in a few years at some kind of financing cost, so that might bump it up to 19 or $20 Canadian, and then you have my estimates, and that would give you a range, if you want to play with that.

So the Board could take that kind of approach if they wanted.

DR. HIGGIN:  Right.  How would you respond to this proposition, and that is that absent Ontario government legislation the only current relevant use of GHG costs is in the TRC plus screening of DSM programs measures within the DSM program --


MR. CHERNICK:  I'm sorry, are you directing me to a specific --


DR. HIGGIN:  No, I'm asking you to react to that proposition that, as we sit here today, its relevance to the DSM is use in the screening and the TRC plus test.

MR. NEME:  I would disagree with that.  I would say that that's certainly one of two places where it's important.  The second place is in the assessment of the impacts -- the beneficial impacts of avoided future compliance costs on non-participants that I addressed in my evidence.

MR. CHERNICK:  I would say the third application is that it should inform the Board's judgment about the level of effort that they want the gas utilities to put into conserving gas, that clearly the province has laid out an aggressive target that's going to cost money to achieve, and limiting DSM that would be cost-effective even without the carbon price is working counter to the province's objective of reducing carbon emissions.

DR. HIGGIN:  I have your position.  It is a matter of argument from here.

So what I'd like to do now is just talk a little bit about the dreaded avoided costs, and in order to do that --


MR. CHERNICK:  They are not dreaded by everybody.

DR. HIGGIN:  If you could look at page 4 of the compen -- 5, sorry, of the compendium.  Sorry it's so -- but you will be familiar with this.  It's your working paper that we're looking at.

And so I have a couple of questions here, and those relate to the differences between you and the company with regard to avoided distribution costs.

Now, Enbridge has acknowledged in evidence that the Navigant number -- there was an inadvertent omission of Area 10 projects, and that will have an impact on the Navigant numbers.  However, with this adjustment in the company's view, the avoided costs that are set out in Exhibit B, tab 2, schedule 1 as corrected are reasonable.

So basically, my question to you, leaving aside the differences you have with the company, is on the use of those avoided costs.

So if you've read the transcript you would note that EGDI did not agree with your proposition that a benefit or bill impact to DSM non-participants should be calculated or associated, as in line 4 of table 3.  And if you -- I hope you look to the transcript, but if not, that's at transcript volume 5, page 21.

I won't pull that up, but just to note this, and that is that the company accepts that things could change when and if IRP is required in Ontario or by the Board.

So what would be your response then to that proposition, and that is that its current use is for avoided costs for screening and the company believes that there are many other factors that would use it to estimate a benefit to non-participants or ratepayers.  That's their view.

MR. CHERNICK:  I'm sorry, I'm looking for page 21 now. I reviewed in some detail volume 7 from the avoided-costs panel --


DR. HIGGIN:  This is volume 5, I'm sorry.

MR. CHERNICK:  Yes, I know.  And I thought that they had accepted that there were avoided T&D costs, and I'm trying to find --


DR. HIGGIN:  I think --


MR. CHERNICK:  -- where you are saying this.

DR. HIGGIN:  -- Mr. Ott was the actual responding (sic).

MR. NEME:  I'm sorry, Dr. Higgin, could you repeat the page number that it's on?

MR. CHERNICK:  Page 21 of volume 5.

DR. HIGGIN:  Mr. Ott talks about a distinction.

MR. CHERNICK:  Yes, and what he says is -- or he raises the question whether it might be fair to say that there is a higher level of certainty required, and I don't know where he gets that idea from.

DR. HIGGIN:  Well, he's not -- I'm asking if you agree with my proposition, and that is that for the use of avoided costs, that this point, then first of all that they are factored into rates anyway, but secondly, that they -- you cannot easily compute what would be a specific impact or benefit to non-participants in DSM.

MR. NEME:  I don't understand the logic -- well, I don't think there is a logic to that argument.  You can debate about what the magnitude of the value is and the company and Mr. Chernick have come to different conclusions about what the value is but both believe the value is greater than zero, the avoided-cost value.  So, you know, the term "avoided cost" by itself tells you that it is costs that are being avoided, and those are costs that are being avoided on the system that all customers would pay for.  So why one would use one's best estimate of avoided costs to decide whether an efficiency measure was cost-effective for consumers and worth promoting with ratepayer dollars --


MR. CHERNICK:  And actually spend money on it, decide that it is more likely than not to save money and to therefore invest in it.

MR. NEME:  But then turn around on the other hand and say, But we're not sure we should count it as a benefit to non-participants is completely illogical to me.

DR. HIGGIN:  Okay, we have your position.  I'm sure the company may want to speak more on this issue.

MR. NEME:  I look forward to it.

DR. HIGGIN:  Okay.  Now I'd like to come to your report, and I want to ask you a few questions about the -- Enbridge's -- and emphasis Enbridge's -- proposed RA programs and their acquisition, RA acquisition.

I'm going to start with programs, budgets, and targets for two-15, and to assist is with this topic, I did send a copy of the exhibit on the bottom of page 5.  I'm sorry it's so small, and hope you have a chance to look at that.

So starting with your report, am I correct that in your report, as you said to Mr. Shepherd this morning, you generally accept the two-15 rollover targets and budgets mainly because the year is more than half over, or otherwise do you consider it as a transition year?  Am I correct in that?

MR. NEME:  In part.  I think the other thing I said to Mr. Shepherd is that the Board in its guidelines issued in December of 2014, in which it instructed the utility to make a filing by April 1st of 2015 that would cover the entire program year of '15 as well as the subsequent years, gave guidance that the utility should have a rollover plan for that transition year.

And the combination of the fact that the utilities appear to have largely followed the guidance from the Board to do a rollover even though, as we discussed with Mr. Shepherd this morning, there's some very kind of uncomfortable results that flow out of that, but that was the guidance and that, combined with the fact that we are two-thirds of the way through the year and probably some time beyond now before we get an order from the Board, it seems like it be with most prudent to focus on subsequent years and, frankly, most fair to the utilities in the process.

Unless someone can identify some glaring problems, which I did not attempt to do for 2015 with some performance targets, or some of the errors in the math, or the way the utilities computed the rollover, which again I did not attempt to find.

DR. HIGGIN:  Well, you didn't actually review them from a reasonableness perspective.

MR. NEME:  I did not.

DR. HIGGIN:  Thank you.  So did you then consider the connection, if any, between two-14, and two-15 targets –which, as we know, two-15 is based on two-14 escalated by the company -- and then -- I didn't see it in your report, but basically, let's start by saying do you agree that resource acquisition is about 90 percent of the two-16 savings, about a thousand -- just under a thousand CCM and that also the budget, just under 30 million, is just under 50 percent of the total budget for two-16?

MR. NEME:  We're talking for Enbridge now?

DR. HIGGIN:  Yes, for Enbridge.  The numbers are here, if you want to look at them.  They're in there.

MR. NEME:  I'll take that subject to check.  I don't have those numbers off the top of my head, and I'm not quite sure where these -- whether these are your computations or --


DR. HIGGIN:  These are verified by the company, okay, the numbers. Okay?

MR. NEME:  Okay.

DR. HIGGIN:  So basically what I would like to get your opinion on is your brief comments on the two-16 resource acquisition targets and budgets, relative to what you see here for two-14 and so on, given the budget increase is from, as shown here, from around 16 million in two-14 and two-15, to just under 30 million in two-16.

So I'd like to get your view on what you think of those targets.

MR. NEME:  I guess one could -- you could parse that question into at least kind of two major pieces.

The first major piece being what does one think about the budget allocation in terms of the range of programs being promoted and how those -- and how the utility allocated budgets.

The second being if once -- if one accepts how those budgets were allocated, are the targets that the utility put forward reasonable.

I focused more of my efforts and my evidence on that second question, and I believe my evidence addresses the question, you know, if the budgets are going to go to a large customers and small customers, for example, in roughly the proportions that the utility has proposed, when I looked at their historic performance, I believe I concluded -- and I have to double-check my evidence here -- that the resource acquisition targets proposed by Enbridge were generally reasonable.

The one major caveat I offered was that number one, one would want to get a little bit of clarity on why the company's proposed cost -- the cost savings from its small business program appeared a little bit higher than some comparable utilities.  And I didn't have the time, given the range of issues that I tried to address, to delve into that to understand it better.

And I also expressed some concern about the issue we discussed this morning with Mr. Shepherd, about combining multiple targets within a single scorecard, where the yields for one of the group of savings per dollar spent might be very different than yields from another, and the potential from some gaming of the results down the road.  And one might want to consider moving those two pieces into separate scorecards and/or putting a limit on how far over target you'd be allowed to claim for any given metric to offset under-performing on others.

And I think with those exceptions, I generally thought that Enbridge's resource acquisition targets were in the realm of reasonableness, given their historic performance.

DR. HIGGIN:  With respect to the latter area you were talking about, which is efficiency or yield, perhaps could you look at page 6 of my compendium.

We will have to look at the bottom, which is the corrected piece.

And it doesn't break it down between -- perhaps this -- it's perhaps not granular enough, but basically would you like to comment on the question of efficiencies or dollars per CCM, as you see these trends and as you see them going into two-16 and beyond?

MR. NEME:  There's an awful lot of numbers on this page.  It might help me if you focused me a little bit.

DR. HIGGIN:  Okay.  Well, let's just go and look at the totals for resource acquisition, and you can see that from two-14, it is 2.3 cents per m-cubed up to 3.3 and, as you would suggest, it's partly due to the residential component.

So from and overall bang for the buck or dollars per CCM, would you have any comments on those?

MR. NEME:  Yes.  It appears to be, as you've just observed, Dr. Higgin, that the principle driving factor in the higher overall resource acquisition cost per CCM is a shift in emphasis to a greater portion of the savings coming from the residential sector from which savings are more expensive.

I mean, I think it's worth observing that they're actually showing the cost of getting savings on the residential sector to be declining over time, which I think is an indicator of productivity that the panel had expressed interest in earlier.

And so I suppose at some level, it begs the policy question is -- you know, is it appropriate to expand the emphasis for the residential sector proportionally more than one's expanding the emphasis relative to past history on the CI sector.

And I guess I'd say a couple of things about that. One is that in recent years, in particular, the residential sector has been relatively under-served --


DR. HIGGIN:  Right.

MR. NEME:  -- by both Enbridge and Union's efficiency Programs.  So I do think some increased emphasis on that sector is appropriate.

It's also true that even with significant ramp-up in that sector, it's going to take quite some number of years before we come close to capturing the efficiency potential.  So it is important that we start sooner rather than later.

That said, in an ideal world, one would not have wanted that expansion to be at the expense of not having expansion on the CI side, where savings are also -- savings potential is also quite substantial.  And frankly, that's part of the concern about a couple of issues that  been raised in this case, including the implications of the budget cap, as it's been interpreted and applied by the utilities.  And frankly, also in terms of the way sensitivity analysis about how much more you could get has been conducted, because to the extent that this reflects more of a shift proportionally to more savings from the residential sector, if the Board were to instruct the utilities, for example, to spend 25 million more in 2017 or 30 million more in 2017 than they've proposed, it may well be appropriate to suggest that we can now counterbalance the shift to the residential sector here and put a little bit more of that emphasis on the commercial-industrial sector where additional savings opportunities are -- have historically been less expensive, and that, coupled with the fact that you would also not need to proportionally increase overheads, and some of the general cross-cutting education initiatives would kind of run counter to some of the concerns about diminishing returns that we talked about earlier.

DR. HIGGIN:  Thank you, this morning you talked to Mr. Shepherd about this balance issue between residential and CI from Massachusetts specifically, as I recollect.

MR. NEME:  Yes.  Yes.

DR. HIGGIN:  And so do you think that the balance now in Ontario is reasonable compared, for example, to Massachusetts, or would you rather, like, wait until you respond to his undertaking, and maybe you could add a comment about the relative balance for -- between Massachusetts and Ontario.

MR. NEME:  I think that might be prudent before commenting on the comparison between Ontario and Massachusetts.  I think it might be smart to have taken the time to better understand the nature of the Massachusetts commercial-industrial budget numbers.

DR. HIGGIN:  All right.  That would be helpful to me, and just add it to the undertaking, or should we have another undertaking, Madam Chair?  Which would you prefer?

MS. LONG:  We should always have a new undertaking.

DR. HIGGIN:  Okay, we will have another undertaking then, and that is to compare the balance between the CI and residential spend and targets for Ontario and Massachusetts.  Have I got that?  Is that good enough, Mr. Neme?

MR. NEME:  Well, just a point of clarification.  You said for Ontario, but right now we are just looking at Enbridge.

DR. HIGGIN:  At Enbridge, yes.  I'm sorry, I should clarify, I have not examined the details for Union.  So for --


MR. NEME:  Okay.  We're going to pick on Enbridge.  Okay.

DR. HIGGIN:  Enbridge.  Thank you.

MR. MILLAR:  J10.6.
UNDERTAKING NO. J10.6:  TO COMPARE THE BALANCE BETWEEN THE CI AND RESIDENTIAL SPEND AND TARGETS FOR ONTARIO AND MASSACHUSETTS FOR ENBRIDGE.

DR. HIGGIN:  So if we could just go to the last area.  I am nearly out of time and finished.  I note in your report at pages 22 and 23 of your evidence, and as you said earlier to Mr. Shepherd, that you have strong, strong criticisms of the methodology and results of the Navigant potential study, and you sum that up well at page 22.  Enbridge's recent potential study is fraught with so many methodological problems that it has almost no value for informing conclusions regarding the achievable savings potential.

That's a quote from your report, and then you expanded on that today; correct?

MR. NEME:  Yes.

DR. HIGGIN:  So what I'd like to understand a little bit more is, how does the plan -- I've been trying to understand how the plan relates to the results of the Navigant study, and as you know, they use a model called DSM SIM as the basis for their analysis supported by a lot of other market and other analysis.

So this table that we're looking at here does this comparison, and just to make you clear on this, that it is an apples-to-apples attempt, which is to look at gross versus net, so it's comparing on a gross basis, and another caveat is that it's the annual m-cubed, as opposed to CCM, just to make you clear.  Those are important caveats.

MR. NEME:  Sorry?

MR. POCH:  I just wanted to be clear.  I think you said it's gross versus net, and I had understood that Enbridge had made an intent to express their numbers as gross, so it would be apples --


DR. HIGGIN:  Yes, I meant this is gross.  If I misspoke --


MR. POCH:  Great.

DR. HIGGIN:  -- myself, this is gross.

MR. POCH:  Right.

DR. HIGGIN:  They're corrected --


MR. POCH:  Yeah.

DR. HIGGIN:  -- for net to gross, or attempted to.

So the question is either by giving me your comments, then the question is:  Does the plan -- how does it compare with the study?  That's the fundamental question I'm trying to explore.  Even if you have big reservations that the study is way under-forecasting, but the question then is the corollary of that.

How does the plan compare to that study?  And if you could provide some views on that, then that would be appreciated.  Either do that now or via undertaking.

MR. NEME:  I -- well, first of all, I guess I hesitate to compare what -- how the plan -- to address the question of how the plan compares to the study when I have so many problems with the study, I'm not sure what the value of the comparison is, but let me put that aside for the moment and maybe try to understand --


MS. LONG:  Well, why don't you stop there, Mr. Neme, because that is my question as well.

So the witness has said that he has strong reservations with respect to potential study, and you're putting this to him, so I'm not quite sure what you're looking for here, Dr. Higgin.  What can he tell us?

DR. HIGGIN:  Well, there's two types of problems with the study.  One is methodological, and then the other is the result.

So I'm really asking him if he looks at the two, whether he has any views about the comparability of the two or if he has -- wants to caveat that by saying, Never mind methodological issues, because there's a lot of those that I would be concerned with -- then this would show me that the plan does or does not meet -- go where it should in terms of achieving the achievable potential.  That's the fundamental question here.

MS. LONG:  Okay.  So if we were to take an example, though, residential, the DSM plan says 12.14, and the DSMSIM says 24, you want him to comment on the differential between those and what he thinks?

DR. HIGGIN:  Yes, uh-hmm, if he has a view as an expert.

If he says that he doesn't have a view then we can proceed and that's it, but I'm asking for his view as an expert.

MS. LONG:  In a general sense, or you're going to provide him -- you're going to --


DR. HIGGIN:  Yes.

MS. LONG:  -- ask him --


DR. HIGGIN:  In a general sense, but on the basis of, Mr. Neme is very familiar with the Navigant study.  He's reviewed it in great detail, and he understands the basis of that study.

He disagrees with it is, as he's said in numerous ways on his methodology, but nonetheless I'm just asking for his opinion as an expert as to how that plan -- that study compares to the plan.  That's all I'm asking.

MR. NEME:  To take the one example that Madam Chair pointed to, I guess I'd like to take that example to illustrate a point, which is that, as you note in my view, I have a lot of methodological concerns.

The problems with methodological concerns is that they show up in results.  And so it's not just the methodological concerns I have; it is the results too.  And to use this one particular example, on the residential sector, the Navigant study looked at a measure that they called air sealing, which, the way they characterized it is customers taking caulk and weather stripping and, you know, kind of self-applying it and getting, you know, a decent chunk of savings, but savings that lasted only one year.

The reality is it's very hard to get savings from -- it's a mythology that customers can get substantial savings by doing caulking and weather stripping themselves.  Air sealing needs to be done by professional.  It needs to be guided by a blower door test.  It costs a lot more money than the study suggested.  But it also lasts a lot -- more like 15 years instead of one.

Now, this row here is annual savings.  So that study would essentially be saying that every year those air-sealing savings are up for grabs again, and that, by itself, would potentially lead to the DSM SIM numbers in each year being much more substantial than I think is realistic.

So again, I have a -- and without reiterating all of the concerns I have about the study, as it potentially feeds into each one of these items, I'm not sure -- I'm not sure I'd come to any conclusion -- in fact, I am sure that the only conclusion I'd come to is that these numbers are not usefully comparable.

DR. HIGGIN:  Just by -- I'll accept that.  Just by responding to you, under EcoEnergy, we had the air stripping at our house.  I can tell you that due to certain tendencies of the cleaning crews that operate in my house, I would say it was -- it was probably about a year before most of the stuff at the baseboards and at joints there had all disintegrated completely.

So there you go.  It depends.  Fifteen years is rather optimistic.

MR. NEME:  Well, again you have to be careful.  You have to understand what lowered or guided air sealing does, and you have to understand the building science behind it, and you have to understand what the real nature of the opportunities are.

The nature of the opportunities from air sealing are not around typically weather stripping windows, or sealing outlet gaskets.  They have to do with inadvertent plumbing penetrations into the attic, and all kind of inadvertent penetrations principally in the top of the house and in the bottom of the house.

In the neutral pressure plain, in the middle of the house, the same size hole will produce much less energy loss than the same size hole in the attic or in the basement.

This is complicated stuff.  This is why professionals need to be delivering these services in homes, if you actually want to get serious savings.

DR. HIGGIN:  Just to -- say five years later, another door test was done, and it was pretty well nearly back to where it was, the house.

MR. NEME:  My point exactly.  And if you had sealed the leaks that really mattered, five years later you would not have seen that reversal.

DR. HIGGIN:  Thank you.  Madam Chair, those are my questions.

MS. LONG:  Thank you very much, Dr. Higgin.  We are adjourned for the day, and we will be back tomorrow at 9:30.  Thank you.
--- Whereupon the hearing adjourned at 4:32 p.m.
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