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Wednesday, September 2, 2015
--- On commencing at 9:33 a.m.

MS. LONG:  Good morning, everyone.  The Board is sitting today in EB-2015-0029 and EB-2015-0049, applications brought by Union Gas and Enbridge for various DSM-related approvals.

Before we begin, Mr. O'Leary, are there any preliminary issues you wish to deal with?

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

MS. LONG:  Mr. Millar?  Then we will start with you, Mr. Mondrow, in your cross-examination of this panel.
GREEN ENERGY COALITION -- PANEL 1, resumed


Paul Chernick, Previously Affirmed

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

MR. MONDROW:  Thank you, Madam Chair.  Good morning.

Good morning, gentlemen.

MR. CHERNICK:  Good morning.

MR. MONDROW:  I've introduced myself to you, Mr. Chernick, and Mr. Neme and I know each other.  I am counsel for the Industrial Gas Users' Association.  Those big customers --


UNIDENTIFIED MALE SPEAKER:  Is your mic on?

MR. MONDROW:  It is.  Does that help?  I should sit a little closer.  Sorry.

Mr. Chernick, yesterday you spoke with some authority about factors considered by industrial customers in respect of investment decisions.  I wanted to ask you if you've ever worked in an industrial plant?

MR. CHERNICK:  I haven't worked in a plant, no.

MR. MONDROW:  Have you ever been responsible for managing 25 million cubic metres or more of annual gas supply?

MR. CHERNICK:  I'm thinking about situations where I was involved in procurements, but I wouldn't say I was involved in managing the supply, no.

MR. MONDROW:  So what is the basis upon which you are so familiar with the way industrials make investment decisions?

MR. CHERNICK:  You know, I've had a lot of discussions over the years with -- and I've read over the years -- a lot of discussions of the difficulties that industrial managers have with mobilizing capital from corporate sources, and I laid out the factors that the managers who are human beings and need to deal with the real problems in front of them face in getting capital from -- and getting authorization from a corporate headquarters to proceed with efficiency.

MR. MONDROW:  And indeed, I have looked at your resume, and is it fair to say that those discussions and those considerations and that reading and that work has been from the perspective of providing advice and guidance on utility DSM programs and other utility rate-making matters and service-provision matters; is that a fair conclusion?  That's what I took from your resume --


MR. CHERNICK:  Those tend to be the areas in which I've been active professionally, yes.

MR. MONDROW:  Thank you.

Mr. Neme, has Green Energy Coalition been involved in discussions with the Ontario ministry of Energy regarding the Board's -- or ministry of Environment regarding the Board's new DSM framework?

MR. NEME:  Well, to be clear, I don't -- while I'm here representing GEC -- or I'm here as GEC's witness, I'm not party to all of the different things that GEC does.  But my understanding is that the GEC have had at least some conversations with some members of the government regarding the DSM framework.

MR. MONDROW:  Have you been involved personally in any of those discussions?

MR. NEME:  I have not.

MR. MONDROW:  Have you had discussions with GEC's representatives who have been involved in those discussions?

MR. NEME:  I have -- yes, I've had a couple of conversations with Mr. Millyard.

MR. MONDROW:  Are you familiar with the concerns that GEC has expressed to the government in respect of the DSM framework?

MR. NEME:  I'm familiar -- I can't say I'm familiar with all of them, but I'm familiar with the ones that have been relayed.

MR. MONDROW:  Okay, and would one of those concerns that have been relayed to you been in respect of stakeholder involvement, environmental-group involvement in particular, in determining the appropriate avoided infrastructure cost values?  Is that one of the concerns that GEC's been addressing with the government?

MR. NEME:  I don't recall having had a conversation about that particular topic.

MR. MONDROW:  Okay, what about making sure that the gas-price suppression benefits of DSM is included in DSM costing?

MR. NEME:  I believe that that has been a topic.

MR. MONDROW:  And what about a concern that the Board has excluded the largest industrial customers from mandatory DSM programs?

MR. NEME:  I believe that has been a topic as well.

MR. MONDROW:  Okay.  And attached to GEC's response to IGUA's first interrogatory which was asked in reference to your evidence -- for the record, that's Exhibit M.GEC.IGUA.1, and you needn't turn it up unless you want to, but you will recall that attached to that response was an Ontario ministry of Environment and Climate Change Presentation.  There has been some discussion of it parenthetically because it's marked as confidential, though it seems to be in broad circulation; where did you get that document?

MR. NEME:  Mr. Millyard provided it to us.

MR. MONDROW:  And I'd like to take you for a minute to -- this is GEC's compendium for Union's first panel, so it's Exhibit K1.2 in this proceeding.  And I'd like to look at page 12 of that exhibit, please.  This is a brief document.  This is a letter dated February 4th, 2015, so after release by the Board of its new DSM framework to the Chair of the Board, and the "re" line indicates it is a letter about that framework.

You are familiar with this letter, Mr. Neme?  Have you seen this letter before?

MR. NEME:  I'm starting to read it.  I don't -- at first blush I don't recall seeing it.

MR. MONDROW:  Do you want me to -- I'm happy to give you a minute to finish reading it, if you like.

MR. NEME:  Yes, that would be helpful.  Thanks.

MR. MONDROW:  Madam Chair, it is only a page and a bit, so --


MS. LONG:  That's fine.  Take your time, Mr. Neme.

MR. MONDROW:  -- it'll be about --


MR. NEME:  Just give me a minute to read.

Okay.  I've read the page.

MR. MONDROW:  And the second page just -- well, you can see now on the screen.  It merely says that:

"The Minister looks forward to the OEB's continued support in implementing the government's Conservation First policy."

MR. NEME:  Yes.

MR. MONDROW:  So thank you for reading that, and the reason I asked you those couple of questions a minute ago about topics that you might be aware that GEC has engaged with the government is this letter mentions two of those, one of which you see in the third paragraph of the letter, which is:

"The Minister's stated expectation that the natural gas distributors will work with stakeholders, including environmental organizations, to help inform the approach for studies."

Which refers back to DSM and infrastructure planning.

And then the next paragraph talks about a request that the Board consider in that study how -- or in the study in that paragraph, the potential study:

"How much potential DSM benefits is carbon reduction and natural gas price suppression may be used to screen prospective DSM programs and inform future budgets."

I didn't see anywhere in this letter the Minister's formal endorsement of the concern or request to the Board to consider the concern that the largest industrial customers have been excluded from the DSM framework, and so I wanted to ask you whether you are aware of any other formal expression by any part of the Ontario government with that aspect of the framework, that aspect being the Board's determination in respect of large-volume customers.

MR. NEME:  I'm not, but I will readily admit that I am not necessarily a regular reader of all the missives that come from the government.

MR. MONDROW:  Fair enough.  Thank you.

Now, you will be aware, Mr. Neme, of course, that the Board in the new framework concluded that large customers are "sophisticated and typically competitively motivated to ensure their systems are efficient".

In respect of Ontario industrial customers consuming 25 million cubic metres or more per year, would you agree with that statement?

MR. NEME:  That they are sophisticated and competitively motivated?

MR. MONDROW:  To ensure their systems are efficient.

MR. NEME:  To be sure, they are sophisticated, or at least I would expect them to be.  I would also say that they are competitively motivated to a point, to be efficient, but they have a variety of different factors that they have to balance in decision-making, which -- and face some market barriers, which precludes -- in most cases, experience suggests, it precludes them from capturing all cost-effective efficiency in their facilities.  I'll leave it at that.

MR. MONDROW:  And in respect of -- and I'm staying with these largest of customers, which is why I keep saying 25 million cubic metres or more, just to be clear, because I realize different size customers -- the utility buckets are fairly broad, so I'm just talking about these largest customers.

You mention market barriers.  What are those market barriers?

MR. NEME:  There can be a variety of different market barriers:  lack of complete information on all efficiency opportunities, inadequate time or resources for plant managers to fully probe into every conceivable aspect of their operation that might offer opportunities for efficiency, sometimes insufficient access to capital.  And then I would also say kind of another important one would be a common -- which, to some degree, may flow out of some of the other ones, a mismatch between expectations on payback periods relative to the planning horizons that are used on the energy system.

MR. MONDROW:  Okay.  I'll come back to a couple of those, so thank you for that.  But first I want to ask you one other question in respect of the framework -- and this is the Board's DSM framework -- and you will also know, I'm sure, that the Board further concluded, in respect of what the Board felt were large customers, that rate-funded DSM programs should not be mandated and that if customers were interested and, again, "The gas utilities are able to propose a fee-for-service program" for these customers.

And I wanted to ask you about that expression "fee-for-service program."  You've been working in this sector for a long time.  You've done thousands of studies, we're told.  What does fee-for-service program mean to you?

MR. NEME:  Well, now I'm needing to try to interpret what was in the Board's mind when they wrote those words.

MR. MONDROW:  No.  I'm asking what it means to you.

MR. NEME:  So how would I interpret that phrase?

MR. MONDROW:  Fair, yes.  Thank you.

MR. NEME:  My interpretation of that phrase would be that the utilities would offer services to these customers in exchange -- on a market basis where the customers would then have to pay for the service and have a choice of whether they wanted to do so or not.

MR. MONDROW:  And would those services be limited to particular engineering studies for particular capital or operational investments?

MR. NEME:  The way I read the language, I'm not sure it would be limiting in any way.

MR. MONDROW:  And in your experience, in delivering DSM programs, have fee-for-service programs been so limited?

MR. NEME:  Have they been what?

MR. MONDROW:  So limited to particular engineering studies in respect of a particular piece of capital or a particular operational change.  Is that the only context in which fee-for-service services are offered on DSM?

MR. NEME:  To be honest, I'm not sure I can think of an example of another jurisdiction in which the efficiency program administrator offers quote-unquote fee-for-service programs to large customers.

MR. MONDROW:  Well, who generally offers fee-for-service programs to large customers?

MR. CHERNICK:  There are third-party engineering firms that you can hire if you believe you've got or suspect you have some efficiency issues in your plant.  You can bring in specialists to advise you on what they think you can do to reduce your energy use or improve the quality of your product or improve the reliability or many other things.

MR. MONDROW:  Thank you.

MR. NEME:  And so the private market has a variety of different individuals or firms that have the ability to offer a variety of services.  The ones Mr. Chernick was just talking about were kind of technical engineering assessment support.  You can also hire firms to -- on a turnkey basis to come and implement projects on your behalf.

MR. CHERNICK:  And all of that, of course, has existed for --


MR. NEME:  Decades.

MR. CHERNICK:  -- decades throughout North American jurisdictions and --


MR. NEME:  And Europe and elsewhere.

MR. CHERNICK:  And where utilities offer energy efficiency programs to industrial customers, they find that they can find additional projects that have not been undertaken through the fee-for-service options.

This is not a new option or a replacement for energy efficiency.  It's the old baseline.  If you can get the necessary approvals to get the study done and you think you can get the capital to do a project, once you have the study done, and if you completely trust the firm you're hiring to tell you what to do with your money, and if your superiors trust you, then you can take that path, and that's always been open, and that's the baseline on which DSM programs are built.

MR. MONDROW:  Mr. Chernick, I think you said a minute ago that these fee-for-service programs can be anything from turnkey -- I think Mr. Neme, in fairness, he used the term "turnkey installations of equipment" to kind of general studies on where you can find efficiencies.  Is that what you said?

MR. CHERNICK:  Yes.  There are a lot of consultants out there available to do a lot of different kinds of studies for you.

MR. MONDROW:  Yes, thank you.

Mr. Neme, I'd like to take you to your response to IGUA's second interrogatory for GEC.  So that's M.GEC.IGUA.2.

And we asked you about your direct experience in evaluating investment decisions by large volume gas consumers, and in your response you referred to the -- and I think you since added in your testimony -- thousands of energy efficiency program designs, including designs for large volume industrial customers, but that's actually not what we asked you.

What we asked you was what experience -- and so I'm going to ask you again.  What experience do you have in evaluating industrial investment decisions from the industrial's perspective?  And, again, I'm talking about customers using 25 million cubic metres or more of gas a year.  So this is what I asked Mr. Chernick off the top.

MR. NEME:  Right.  So, to be clear, the answer in the response here didn't just say "designing programs," but also "in evaluating programs," and I could add in reading evaluations of -- that others have conducted of such programs, and that would be where my knowledge and experience with the barriers that industrial customers -- large industrial customers face comes from.

MR. MONDROW:  All right.  And in the preamble to the interrogatory, we put a quote from your evidence, and in that quote you used the term "cost effective", and the second part of our interrogatory asked you what you meant by "cost effective", and your response is that you meant TRC, the TRC test.

And that's fair enough, but I wanted to just ask you to confirm, if you can, that large industrial gas customers don't evaluate their investments with reference to the TRC test.

MR. NEME:  Absolutely.

MR. CHERNICK:  Yes.

MR. MONDROW:  Absolutely not.

MR. NEME:  Correct.

MR. CHERNICK:  Yes.  And that's our point, that they use tests like a one-year payback, two-year payback and therefore -- and, therefore, don't pursue all cost-effective energy efficiency.

MR. MONDROW:  Cost effective from the definition of a TRC test or some other test that you use?

MR. NEME:  Cost effective from the perspective of the energy system.

MR. MONDROW:  Yes.

MR. NEME:  Yes

MR. MONDROW:  Fair enough.  Okay.  Now I understand that disjunct.

And you agreed with Mr. Shepherd yesterday, Mr. Neme, that, whenever you have a finite budget, some things just don't get done even if they are cost-effective, quote-unquote.


MR. NEME:  Yes.

MR. MONDROW:  And that would be cost effective from an energy-system perspective or cost-effective for that matter from an industrial customer perspective?

MR. NEME:  Correct.

MR. MONDROW:  And when you were talking with Mr. Elson yesterday, you agreed with him, I think, that the Board's policy concern regarding rate impact should not be in respect of non-participant customers but rather in respect of ineligible customers when you have programs and basically allow everyone to participate.  Did I get that right?  Do I understand that that's your view?

MR. NEME:  I think the -- if my recollection of what I said was that the concerns about rate impacts are really concerns about equity between participants in the programs and non-participants, but among the non-participants, the more important equity consideration would be customers who do not have the ability to participate even if they wanted to because the range of options -- the range of program options available to them cannot address their needs for whatever mix of reasons that might be.

MR. MONDROW:  What if they can't participate because of their capital constraint; they just don't have the money?

MR. CHERNICK:  Well, that's what you want to design a DSM program to overcome.  That's a market barrier.  That's a problem where you have a cost-effective efficiency option.  The customer, whether that be a residential customer or a large industrial, can't raise the money for itself, but the utility can provide enough capital to make the project work.

MR. MONDROW:  So if the utility can't provide enough capital to make the project work, to buy it down to a very, very short payback period, Mr. Chernick, I think you said one year or two years, then that customer would not be able to participate absent that sort of incentive; right?

MR. CHERNICK:  A customer that can't get capital for more than, say, a two-year payback would be limited in terms of how much capital could put up, and then a problem for the utility is to design a program that ensures that the customer can put in a -- a realistic amount of contribution that is realistic in terms of the way that kind of firm works, and the utility provides the rest of the financing.

MR. MONDROW:  Right, and when the utility recovers the rest of that financing from the customer, the utility is essentially enforcing a shift in economics for that customer.  They're taking their money and then they're giving it back to them, if they want it back, to institute a program.  It's a force shift of economic --


MR. CHERNICK:  They're reducing their costs.

MR. MONDROW:  Well, sorry, they're reducing their costs by paying them, but how do they recover the money that they pay them in Ontario?

MR. CHERNICK:  No, they're reducing their costs because it is a cost-effective energy-efficiency measure.

MR. MONDROW:  Okay.  But they are cost-effective from a system perspective.

MR. CHERNICK:  And they're -- they're generally cost-effective from the customer's perspective over a period of time, but the customer just can't raise the funds necessary to undertake the measure.

MR. MONDROW:  Okay.  So --


MR. CHERNICK:  The bills will be lower, even including recovery of the energy-efficiency charges.

MR. MONDROW:  Over eight or ten years or whatever the --


MR. CHERNICK:  It may be that long.  It is often much sooner than that.

MR. MONDROW:  Okay.  Let's step back for a minute, Mr. Chernick, because we're talking in circles.  I thought you said that a large industrial payback is typically a year or two.  That's the economic calculus for a large industrial customer; right?

MR. CHERNICK:  That's certainly true from any -- that's the threshold imposed by management for one reason or another.

MR. MONDROW:  The internal economics of that industrial.

MR. CHERNICK:  Not necessarily economics, it may be the internal bureaucracy, but it is a requirement that is imposed on the plant manager.  But if you want to get -- you have to convince us you have a two-year payback before we pony up the money for this measure.

MR. MONDROW:  Right.  So the senior management in that large industrial customer who is responsible for managing shareholder money has determined payback needs to be two years or less; otherwise we can't do it.

MR. CHERNICK:  That's a decision they have that they won't do it.  They could do it, but they won't do it for certain categories of projects unless it meets a certain threshold --


MR. MONDROW:  So I'm going to call that their internal economic calculus, okay?

MR. CHERNICK:  Okay.

MR. MONDROW:  And if you have a DSM program that has a longer payback than that, in order to get that industrial to adopt that program, the utility has to shift -- has to contribute or do something that meets that customer's internal economic calculus in order for that project to proceed; correct?

MR. CHERNICK:  That's correct.

MR. MONDROW:  Okay.  And often that's by way of giving incentives, and often it's by way of giving financial incentives plus other things:  Information, presentations, endorsements, ringing letters of praise, whatever; fair?

MR. CHERNICK:  Yes.

MR. MONDROW:  Okay, and so that results in developing a DSM initiative that will meet that industrial customer's internal economic calculus?

MR. CHERNICK:  That's the objective, yes.

MR. MONDROW:  Okay, and that costs money, in the incentives or otherwise.

MR. CHERNICK:  I'm sorry, what --


MR. MONDROW:  The utility expends money in doing that.

MR. CHERNICK:  Oh, you mean on the specific project?

MR. MONDROW:  On the project.

MR. CHERNICK:  Okay.  Yes.  Sure, right.

MR. MONDROW:  Right?  Okay.  And the utility recovers that money in Ontario from that customer, and all the other customers in that rate class; right?

MR. CHERNICK:  Right, it is not just from that customer.  It is from the entire rate class.

MR. MONDROW:  Right.  So the utility is using that customer's money and the money of other customers in the rate class to shift the economic calculus, the internal economic calculus, for that customer; right?

MR. CHERNICK:  Well, no, it is to work with that economic calculus and to allow cost-effective efficiency savings to occur by changing a need to justify a capital expenditure, changing the capital expenditure necessary on the part of the firm so that it can make that commitment, and then flowing the rest of the costs through the operating budget and getting around the institutional barriers.

MR. MONDROW:  To the extent that the regulator approves in rates recovery by the utility of the costs incurred to assist that industrial customer in implementing the DSM project, the regulator is forcing an economic calculus on the customer; right?

MR. CHERNICK:  No, the customer can still decide not to participate in the program.

MR. MONDROW:  Right.  It could pay the money and then not participate in the program.

MR. CHERNICK:  It can pay whatever the customer-class-wide assessment is, yes.

MR. MONDROW:  And not participate in the program.

MR. CHERNICK:  That's right.

MR. MONDROW:  That would be a completely irrational decision, wouldn't it, to pay your money and then not take it back?

MR. CHERNICK:  Well, customers pay their rates; they pay their bills.  And there are a lot of things in those bills, most of which the customers have no real control over or ability to benefit from.  A lot of things flow through the distribution rates, so --


MR. MONDROW:  So it's okay.

MR. CHERNICK:  -- your -- the objective is to reduce the cost of gas supply for Ontario gas consumers, including the industrials, to make them more competitive, more profitable, and less polluting, and --


MR. NEME:  And to address some system needs, too.

MR. MONDROW:  There may be a good macroeconomic reason for the regulator to force that shift of economic calculus, but that's what it does; that's what that order does, right?  It may be justified --


MR. CHERNICK:  You can't force -- it changes the choices available.  It's equivalent to -- I think -- the government offering interest-free loans or tax credits for certain kinds of investments, costs that have to be paid by everybody, including that particular firm that's taking the credit or taking advantage of the interest-free loan.  It changes the decision of the firm in a way that reduces total costs and gets over the market barriers that that firm faces, or goes around the barriers or tunnels under the barriers.

MR. MONDROW:  In a way that reduces total costs for whom?

MR. CHERNICK:  For the province, its consumers, and reduces total costs for that customer in the vast majority of cases.  That would be their primary reason for doing it.

MR. MONDROW:  Okay, thank you.  Mr. Neme, I think you also said yesterday that you're not aware of -- and you'll correct me, obviously, if I'm wrong -- you are not aware of any DSM programs anywhere which managed to achieve all -- underscore the word "all" -- cost-effective DSM.  Did you say that yesterday?


MR. NEME:  I'm not sure I said exactly that, and I would frame it this way:  There are only a handful of jurisdictions that require utilities or, for that matter, non-utility administrators to pursue all cost-effective efficiency.  I believe, in the jurisdictions where those requirements exist, the utilities or other program administrators are endeavouring to capture all cost-effective efficiency, but I think it's also abundantly clear that, as they've embarked down that path, that's a -- the understanding of what all cost-effective efficiency is and how much is there continues to evolve and prove to be a greater in volume than initially anticipated.


So, in some sense, I think there are some jurisdictions that are -- as I said, that are endeavouring to capture all of the cost-effective efficiency.  I think they're getting what they think is all cost effective when they start, but are discovering that there's a little bit more once they get into it than they realize.  So, in that sense, they may be getting close, but not quite there.


MR. MONDROW:  Isn't there always a budget availability balancing consideration for DSM programing?  And I thought that's what you were talking with Mr. Shepherd about.  You know, there isn't a limitless budget, so you can't do everything.


MR. NEME:  Well, in Massachusetts, for example, they are not budget-constrained.  They are -- they've been told they are to go after all cost-effective efficiency, and to my understanding, they are developing plans on a rolling three-year basis -- or not rolling three -- every three years, they develop a new set of plans that attempt to identify what all cost-effective efficiency, achievable efficiency potential is and to put the budget on the table that's necessary to capture that without, you know -- yes, to capture it as efficiently as possible.


MR. MONDROW:  And how are those programs funded in Massachusetts?  Through utility rates?


MR. NEME:  Yes.


MR. CHERNICK:  And, to some extent, from carbon allowance sales.


MR. NEME:  Yes.  And, on the electric side, I believe they also use revenue from the New England capacity market.


MR. MONDROW:  Are there any other jurisdictions that you're aware of that have unlimited budgets to obtain all cost-effective DSM?

MR. NEME:  As I said yesterday, I believe that -- but I need to double-check, but I believe Rhode Island is in the same boat, and Vermont is about to go there.


MR. CHERNICK:  The constraint is often not so much budget as just -- as efficiency in the program.  In principle, you could ramp up and hire hundreds of thousands of people to insulate every house in the province to the maximum cost-effective level in the next year or two,  but it would be very expensive and very wasteful because you would have trained all these people and then have no more work to do.  So you spread a lot of these things out over time; and, therefore, even though you could, in principle, do even more right now, there's a -- there are other operational considerations.


MR. NEME:  I think that's true with respect to -- as I discussed with Mr. Shepherd yesterday, I believe, with respect to, you know, the distinction between lost opportunity markets and retrofit markets, I think what Mr. Chernick has just said is absolutely true with respect to retrofit markets.  There are a variety of reasons why you don't try to insulate 3 million houses in one year.  You know, part of it is you need to build the institutional capacity; part of it is you need to be able to build up your own institutional capacity to manage it well, and you need to have quality control so that you make sure that you're actually getting the savings that you think you're getting as opposed to having half-trained a bunch of folks who don't know really what they're doing.  That's all true.  That kind of ramp-up and phase-up and doing it over time is true with respect to the retrofit market.

With respect to lost opportunity markets where you have one-time opportunities to intervene in the market and capture savings, like in new construction and the time of equipment replacement, you want to get all of that as -- every year -- as much of that every year as you can.


MR. CHERNICK:  And as much of that may not be constrained by your budget; it may be constrained by the fact that not everybody winds up participating in the program, and some people go ahead because they've got other -- they are in a rush, and they buy a less efficient replacement piece of equipment because you haven't properly trained their plumber yet, for example.


So, when you say "all cost-effective conservation," I mean we're never going to do everything perfectly.


MR. MONDROW:  Mr. Neme, if you do end up confirming that Rhode Island and Vermont both have an all cost-effective mandate, would you also be able to advise us in an undertaking response how those programs are funded?  Where the funds come from?

MR. NEME:  To be clear, I think my understanding is just with respect to Rhode Island.  In the case of Vermont, I do know that they do have -- Vermont Gas is not operated under an all cost-effective mandate to this point, but they are about to be in that realm next year and are in the process of putting a plan together for it.  So it's just Rhode Island that is the one jurisdiction about which I was uncertain.  And if the question is:  Can I tell you where they get their funds from?  Is that the question?


MR. MONDROW:  Yes.


MR. NEME:  Beyond what I've already told you, because I know that they get them -- the lion's share of them come from their ratepayers, and they may -- they clearly -- you know, there is no capacity market in the gas size, so that's not an issue there.  They may get some funds from the revenues of the regional greenhouse gas initiative.  I'm not -- if you want me to delve more into it, I'm happy to.


MR. MONDROW:  No, that's okay.  I think we're good.


Mr. Neme, you also told Mr. Shepherd yesterday -- and I do remember this pretty clearly -- that you're not sure if large customers understand where DSM money in Ontario comes from.  Do you remember that testimony?


MR. NEME:  Say that again?


MR. MONDROW:  You told Mr. Shepherd that you're not sure if large customers in Ontario understand where DSM money comes from, where the DSM money that the utilities spend comes from.


MR. NEME:  I don't recall making that statement, but maybe I'm missing the context.


MR. CHERNICK:  I thought that he had said that they don't really think about where it comes from.  Somebody is sending them a cheque, and they don't -- it's not necessarily relevant to them whether it's coming from shareholders or from ratepayers or from a government grant or -- the utility has money, and it's available to help with projects, and that's the important thing.


MR. MONDROW:  Okay.  Well, I don't think that's what he said, but the transcript will say what he said.

But more to the point, Mr. Neme, do you think that the 25 million cubic metre and up customers in Ontario understand that DSM costs are recovered in their distribution rates?


MR. NEME:  I'm sure at some management -- at management levels, at least, that they understand that.


MR. MONDROW:  All right.


MR. NEME:  Or I'd be surprised if they didn't, anyway.  I'll say it that way.


MR. CHERNICK:  Somebody in the firm ought to know that, or their attorneys or somebody.


MR. MONDROW:  Have either of you talked to any of these industrial plant operators or managers or senior management at any of these firms in Ontario about DSM?

MR. CHERNIK:  I have not.  I haven't talked to them in Ontario, no.


MR. MONDROW:  Okay.  And, Mr. Neme, you'll acknowledge IGUA has been active in Ontario DSM matters for some time?

MR. NEME:  Absolutely.  You and I have interacted on these matters for probably a decade or more.


MR. MONDROW:  Like Mr. Shepherd, I've had the pleasure of working with you.


MR. NEME:  Likewise.


MR. MONDROW:  Good work you've done on a lot of committees.  Thank you.  But I'll also have to ask you to acknowledge that IGUA has complained about recovery of DSM costs and rates for some time.


MR. NEME:  I'm familiar with that.


MR. MONDROW:  Okay.  And so I want to step out of the advocacy mode for just a second, and I actually want to get your best feedback on this, if you wouldn't mind, and I know you are trying to do that all the time anyway.


But it's clear there's been a tension between large industrial customers and DSM and environmental interest, Green Energy Coalition, Environmental Defence and DSM about the existence of ratepayer-funded programs.  And can you help this Board at all with what you think the source of that tension is and how it might be addressed?  Obviously, your client and Environmental Defence feel that everyone should embrace this, and large industrials are reticent about that, and I wonder if you can help us bridge that gap.

MR. NEME:  So is the first part of the question what is the source of the tension?

MR. MONDROW:  Sure.

MR. NEME:  Well, I -- I suspect at a high level part of it stems from different time horizons with which different parties look at these issues.  As Mr. Chernick noted earlier, and as I've noted on numerous occasions, large industrial customers -- although I'll say that this is not unique to large industrial customers, but large industrial customers tend to have relatively short time horizons when they're looking at the economics of things.  And in that context they express concerns about what shows up in their bills and by extension in their rates today, whereas perhaps environmental organizations and other parties look at gas and, for that matter, electric systems more from the perspective of the system, which --

MR. CHERNICK:  And from the longer-term.

MR. NEME:  Well, that's where I was headed next, which -- you know, when we make a billion-dollar investment in the pipeline, we don't do it with the expectation that it has to pay itself off in a year or two.  It is a much longer time horizon that's being considered, so I think that's -- and for that, the same would be true with respect to addressing environmental emission concerns.

So I think that that's -- there's probably a variety of different issues, but I think that that's probably one of the key ones, and it's not unique to Ontario.

MR. MONDROW:  And there is a reason large industrial customers have a shorter time horizon; they are under competitive pressures, they have to answer to their shareholders quarter to quarter, commodity markets don't go on eight- or ten-year cycles, they go on much shorter cycles.  I mean, there are good reasons from an industrial perspective for being focused on the nearer-term; I think you'd agree.  It is a DSM issue, but it --

MR. NEME:  Sure.

MR. MONDROW:  -- is understandable that they have a shorter-term focus, given what they do.

MR. NEME:  And I think, given the demands of stock markets and so on, I think that that's a fair statement.

MR. CHERNICK:  And that creates these market barriers that the DSM programs try to overcome.  And just to clarify, you know, this is not specific to large industrial customers.  There are many jurisdictions in which the statutory advocates for the ratepayers and, for that matter, non-governmental groups, have tended to be very dubious about DSM spending because they've spent their entire careers or the office has spent its -- the last 40 years fighting for lower rates.  And energy-efficiency programs increase rates, because you have to pay for them through rates.

And so their response is often, Well, no, it's going to raise rates.  This must be a bad thing.  And I've seen, you know, a number of state attorney generals and consumer advocates, public advocates -- they have different names in different states -- but gradually come around and say, oh, well, actually, this is working out pretty well, and we want to make sure it's done well.  We want to make sure it's done efficiently.  But, you know, we're willing to go along with it now, and we're not fighting to keep -- just to keep rates down all the time.

But that's a change in perspective.  And so if you are a large industrial and your interface with the Board is through your attorneys and your attorneys are reporting to you periodically on things that may affect your rates, your gas rates, your electric rates, and they say, oh, and by the way, the Board is talking about adding a conservation charge to your rates, and that's a bad thing for you, and the industrials say, well, yeah, I mean, your job is to keep our rates down, so go in and fight for lower rates, and if they have to do this, can't we make the residentials pay for it, then they're going to be dubious about energy efficiency.

MR. MONDROW:  You've been involved in these discussions between --

MR. CHERNICK:  I've been involved in discussions --

MR. MONDROW:  Let me finish the question --

MR. CHERNICK:  I've been involved in discussions with the -- with some large industrials in various DSM proceedings, you know, off the record, just chatting, and they said, well, you know, a typical conversation would be something like, I understand why you want do this, but it really doesn't work for us, because we have this, you know, we've done everything we can that's cost-effective, and, well, what do you mean by that?  Well, anything that has a year-and-a-half payback, and I've said, well, and are there things you could do that have longer paybacks?  Oh, sure, but, you know, they are not cost-effective for us, so we couldn't really benefit from those programs.  Well, what if the utility paid for half of the cost so that you could participate in it, and they say, oh, that would be great.  We didn't understand that.  We thought you were just going to send us a bill and do nothing for us.  Is that really what you're talking about?

Of course, you know, they're dubious.  They are, you know, they are in the hearing room because they think they're going to get cheated.

MR. MONDROW:  And then when you say to them, Well, the utility will pay for half the costs, but they're going to send you a bill for recovery of those costs, what do they say?

MR. CHERNICK:  Not specifically for your costs, but you will be getting -- it will add to your rates, but you will be able to do these projects that have three- and four- and five-year paybacks that you've been -- that you know you could do but you haven't been able to get funding for.

MR. MONDROW:  So I want to -- I appreciate your answer.  I want to get back to this timing issue.  And you had a discussion with Member Frank yesterday about this essentially -- which I thought was a very interesting discussion, and I was thinking about it a little bit, and I don't know that this came up specifically, though it is somewhere in the evidence -- the notion of rate-basing these investments, these DSM investments, has been broached, including in the context of development of this new framework, and now I'm broaching it in the context of implementing this new framework.


And I realize there are a host of issues associated with it, but as a concept, rate-basing these investments would address the timing for recovery of costs in rates, matching the timing of the benefits associated with the investments being made; right?

MR. CHERNICK:  Yes, and that's the major argument on behalf of amortization or rate-basing or capitalizing the DSM expenditures rather than expensing them.

MR. MONDROW:  Right, and you'd match the timing of recovery of the investment with the timing of the benefits or services associated with the investment being delivered to ratepayers.

MR. NEME:  Yeah, and I think that's important to make that specific point because, you know, harkening back to your previous question about where's the divide, I think another kind of key reason that there's a divide is I don't believe that most customers, including large industrial customers, have a full understanding of the system benefits that put downward pressure on rates that result from DSM.  And that's what we're -- those are the benefits that we're talking about matching with the expenditures.

And if -- you know, there's probably one or two other things we could -- if you wanted to explore further that explains some of the mismatch, but I think that's a second one, and as Mr. Chernick suggested, and as you yourself suggested, Mr. Mondrow, one of the advantages of -- well, the principal advantage -- there are some disadvantages, but the principal advantage of amortizing or capitalizing or whatever other way you want to frame it, rate-basing, efficiency budgets is to create alignment with the timing of the benefits, better alignment.

MR. MONDROW:  And if these investments were rate-based and included in calculation of return of and return on investment, that would render shareholder incentives somewhat redundant?

MR. NEME:  Yes, and to me that is one of the disadvantages of rate-basing it, because in that respect, what happens is the utility earns the shareholder benefit based on what it spends, whereas the shareholder incentive mechanisms that we have set up are designed to reward them based on what they produce, which I think is a better -- from a shareholder incentive mechanism is a better way to go.

MR. CHERNICK:  And it also depends on how you do the financing and how you calculate the amortization, so you could structure it so that they are getting a lower return on an essentially guaranteed cost recovery for what they've spent for previously-authorized expenditure levels and then, rather than giving them the equivalent of an equity return in that, have a separate shareholder mechanism that would allow them to earn an equivalent amount, assuming they do a good job.

So there are a lot of ways you can manipulate an amortization system to achieve various objectives.  I mean, it also has disadvantages.  Like, right now, gas prices are very low, and, you know, this might be a good time to be flowing money through rates.  If we had a gas price spike, that might be a good time to start amortizing to lessen the near-term shock and hopefully push some of those -- that cost recovery out after the gas price spike.

So you have -- and that's just another example of how large the universe is of things that you might think about in picking a cost recovery mechanism, and it's -- different jurisdictions have done things different ways, and there are places where amortization over a five- or ten-year period is the norm, and there are others where everything gets expensed.

MR. MONDROW:  Rate-basing or longer-term amortization would also, to some extent, level the playing field when it comes to choices between DSM investment and infrastructure investment from a utility perspective.  Well, I guess it would have to be rate-based.  You'd have to earn a return on that investment, but if you had a rate base model, then that would be a natural calculus for a utility.  Would that be fair?

MR. CHERNICK:  To the extent that the utility management is interested in increasing its -- the size of its investment pool of its total market capitalization, that would be true, yes.

MR. MONDROW:  Mr. Chernick, you said other jurisdictions have approached this various ways.  Are there jurisdictions that you're familiar with that have pursued a rate base model for this sort of expenditure?

MR. CHERNICK:  Yes.  And I'm sorry.  I'm a little fuzzy on the details, but I believe Manitoba amortizes everything, and Nova Scotia has -- I'm trying to remember whether an order has come out.  I don't believe it has -- but has amortized one year's worth of costs and is deciding whether to continue amortizing future years or go back to expensing or some combination.

MR. MONDROW:  Okay.  And what about in the U.S.?  Are there jurisdictions that have done this?

MR. CHERNICK:  There are some that have done it.  I don't know whether anybody is doing it currently.  I just haven't looked at it in a while.

MR. MONDROW:  Okay.  Fair enough.  So thank you for that discussion.  I'm going to leave that topic, but I want to come back to something you said for a slightly different context.  You mentioned yesterday, as well, gas prices are low, so this may be a good time to spend money in this area.  From an industrial customer's perspective, low gas prices here are also low gas prices in the U.S. where their competitors are; right?

MR. CHERNICK:  Where some of their competitors are.

MR. MONDROW:  Yes.  So why is it better now, because gas prices are low, to load Ontario industrials up with DSM costs?  How is it easier now than at any other time?  I understand for residential customers, rate shock.

MR. CHERNICK:  Yes, for residential and commercial.  And then you also have industrial customers that are competing with firms in Europe and Asia and South America that are facing much higher gas prices, and there are perhaps firms that are using coal as their feedstock -- their fuel supply rather than gas, so there is going to be a variety of answers to your question about, you know, what's the relative effect.  And as I've said, that's just one consideration, and for some industrials it may work out very well, and for others, it might be a relatively bad timing.

MR. MONDROW:  Thanks.  Two more quick areas, please.  Just a question or two on cap and trade and the nexus with DSM.  Would it make sense to you, gentlemen, to offer ratepayer-funded DSM incentives to companies captured as large final emitters, so directly subject to carbon regulation?

MR. CHERNICK:  Specifically for the purpose of complying with the -- specifically for the purpose of complying with the utilities' cap and trade responsibilities?

MR. MONDROW:  For the purpose of incenting them to lower their gas consumption.

MR. NEME:  I would say the answer to that is yes.  Carbon emission reduction or the avoidance of carbon emission reduction compliance costs is only one of a number of reasons to pursue DSM, and all of the other reasons remain in place.

MR. CHERNICK:  Well and --


MR. NEME:  And it would certainly also simultaneously help the large industrial customers meet their carbon emission reduction obligations, so the -- or put it another way:  The magnitude of the benefits that would flow to those customers once there is value assigned to carbon emission reduction would actually go up relative to where it has been historically.

MR. MONDROW:  Let's just parse the two components of your answer, Mr. Neme, so the second being it will help large final emitters comply.  They have to comply by law anyway; right?

MR. NEME:  Sure.

MR. MONDROW:  So why would you pay them to comply?  You don't really have to do that if all you're after is compliance; right?

MR. NEME:  Well, you're not paying them to comply.  As you said, they have to supply anyway.

MR. MONDROW:  Right.

MR. NEME:  But you're helping them to comply in the most cost-effective manner available to them.

MR. MONDROW:  So they're not capable of figuring out what's the most cost-effective manner of compliance on their own?

MR. CHERNICK:  Well, we've been around that a number of times, and you have the same kinds of issues about access to capital, and it might turn out to not be much of an issue, at least for some firms, because management recognizes that carbon compliance is a big issue, and rather than buying allowances, they want to say that they're beating their targets, and so there may be instructions to plant management to reduce emissions through efficiency --


MR. MONDROW:  Mr. Chernick --


MR. CHERNICK:  -- but there are a number of options available to the plant managers and it's -- we would like to guide them in the direction that's least cost.

MR. MONDROW:  I asked you about paying incentives for DSM to these customers.

MR. CHERNICK:  Yes.

MR. MONDROW:  And you said something about access to capital.  If they're large final emitters captured by regulation, access to capital isn't an option; they need to reduce their emissions --


MR. CHERNICK:  No, they don't.

MR. MONDROW:  -- Or offset their emissions in some fashion.

MR. CHERNICK:  They would have to buy allowances; right.

MR. MONDROW:  Right.

MR. CHERNICK:  And so it's exactly the same as for the natural gas.  If they're a direct gas customer that is not a utility customer, but they buy from some market or maybe they even buy their own it gas and just have it delivered by the utility, then they have two choices.  They can be more efficient, or they can buy more gas.  And you add carbon allowances on that.  They can be more efficient, or they can buy more allowances.

They can be more efficient and sell allowances, and it's very much like the cost of gas itself for those customers.  It's part of the TRC in exactly the same way as it is for full-service customers that are receiving their gas through the utility, being purchased by the utility, and whose carbon requirements are being managed through the utility.

MR. MONDROW:  I don't understand your answer, Mr. Chernick.  My point is -- and I think you agreed -- these customers, if they're subject to regulation, will have to do that; they'll have to spend that money.

MR. CHERNICK:  That's right.

MR. MONDROW:  They'll have to figure out how to meet their obligations.

MR. CHERNICK:  Right.  And they have to buy gas now.

MR. MONDROW:  Right.  And why would you pay them money to meet their own obligations when you don't have to?  They have to spend their own money to meet the obligations.  Why would you pay them ratepayer money?


MR. CHERNICK:  Are you suggesting that we should not care?

MR. MONDROW:  I'm suggesting that paying them ratepayer money is redundant when they have no choice but meet those obligations.  Why would you subsidize them?

MR. CHERNICK:  Let me try.  Let me try.  Different customers, and particularly different large industrial customers, face different barriers in identifying and addressing efficiency opportunities.  Sometimes those barriers are access to capital.  Oftentimes that isn't the barrier.

I mean, my own personal experience, when I was on the management team of Efficiency Vermont for about a decade, I heard numerous stories about -- from folks who are interacting directly with large customers that suggested the things that enabled us to get to yes on efficiency investments with those customers were almost innumerable, they're -- because each customer is unique.  And the opportunities are unique.  Sometimes they're unique to their industry or sometimes they're unique to their site, and the barriers that are faced by that company are -- each company are often unique.

So in Efficiency Vermont's case, and you know I've raised this in Ontario in the past, they actually stopped offering a standard incentive to commercial and industrial customers on -- for custom projects.  They have a custom approach to everything.  There are some customers they offer financial incentives to because those incentives are necessary to get the customer to a place where they're willing to make the investment.

And by the way, a capital project that will save you carbon may be a lot more -- even though it is cost-effective over the life of the project, it may be a lot more expensive than just buying allowances for a year or two.  So that's one of the answers to, you know, to your question, why would we give somebody an incentive when they have to spend the money anyway.  They may have to spend a lot less money.

And as Mr. Chernick said, this is analogous to gas.  Right now they have to buy gas, but, you know, the value of the savings from an efficiency measure can last ten, 15, 20 years or more, and it's the mismatch we're talking about earlier between, you know, cost upfront, benefits over time.

And so it's about, in an ideal world -- and to some degree maybe this gets back to your earlier question about, you know, where is, you know, where is the mismatch between the interest and the industrial customer, large industrial customers, and some perspectives of some other parties.

We need -- the grand "we" need to do a better job, not just in Ontario but elsewhere, of making our efficiency programs as helpful and effective for those customer groups as possible.

I personally really like the idea of a custom approach to that market, where it isn't, you know, you get 10 cents for first-year cubic metre saved, and that's it, see you later, but where we figure out, you know, what is it that you really need?  Is it technical support?  Is it training for your staff?  Is it helping the plant manager develop the financial business case that he can take to senior management?  Is it identifying all of the non-energy benefits from waste reduction or improved productivity on-site that may swamp the energy savings that you get?  It can be any or all of those things.  Is it lack of access to capital?


It can be any or all of those things, and I think it's the job of the utility to develop a program that best serves the needs of those customers.


And because of the unique nature of many of the customers in this group, I think those programs targeted to this group need to be as creative and flexible, ideally, creative and flexible as possible; and if they are, I think they can address the, you know, the question that you've just raised.

In some cases they won't need to provide -- they wouldn't need to provide money.  They would just need to provide expertise that the customer may not have even realized that they needed in the first place.  And then they have the money on their own to make the investment.

In some cases they may need to buy the payback down to a point where the tradeoff between buying allowances for the next two or three years as opposed to making capital investment would eliminate the need to buy allowances for ten or 15 years would be a better choice.

MS. LONG:  Mr. Mondrow, you've reached your time.  I'm going to give you a little bit more time to wrap up.

MR. MONDROW:  Thank you, Madam Chair.  And it's been time well spent, so thank you.

Gentlemen, Mr. Neme, you are pretty familiar with the Ontario programs -- DSM programs in general, including the programs for the rate classes in which the large industrials fall.

Can I take your responses to my questions to indicate that we could do more work in the area of developing appropriate programs for these largest customers?

MR. NEME:  Yes, I believe that we could be doing a better job of that.

MR. MONDROW:  And the last area I want to ask you about, Mr. Neme, is in respect of these leading jurisdictions, and just get the benefit of whatever information you have at hand, and you -- a couple of people have taken you to your references to Vermont, Massachusetts, excuse me, Rhode Island, and Minnesota, which you referenced as leading jurisdictions, and am I right that in Minnesota there is a large customer opt-out?

MR. NEME:  You are correct.

MR. MONDROW:  And that's on the basis of customers making reasonable efforts, quote-unquote, to identify and implement efficiency and identifying or demonstrating that they're subject to competitive pressures?

MR. NEME:  Yes, there's statutory language around that topic.  I don't recall the exact wording of it, but I believe it's generally consistent with the statement you just made.

MR. MONDROW:  And is there also a self-direct option in Minnesota for large customers?

MR. NEME:  I don't believe there is, but I'm not positive.

MR. MONDROW:  Massachusetts, I understand in 2012 there was something called an accelerated rebate program for the five largest gas and electricity consumers in that state?  Are you familiar with that --


MR. NEME:  I'm not familiar with that.

MR. MONDROW:  In Vermont there is both the large customer self-direct and an opt-out; are you familiar with that?

MR. NEME:  My -- I am.  I'm perhaps not as intimately familiar with it as I once was, but my recollection is that to opt -- the hurdle to opt out is a pretty high hurdle.

MR. MONDROW:  My understanding is it is demonstrating spending of at least 3 million over a three-year period on energy efficiency; does that sound familiar to you?

MR. NEME:  I'd have to check.

MR. MONDROW:  You're not sure what the threshold is.

MR. NEME:  Off the top of my head I'm not sure what the threshold is.  I just recall that it is a quite considerable hurdle.  I believe only one entity, IBM, has taken advantage of it, and they have had to demonstrate that they have made investments in efficiency that I believe are, you know, comparable to what they would have put in the charge in the first place, but I'd have to double-check.

MR. MONDROW:  Okay, those are three of your four leading jurisdictions, from which I conclude it is not uncommon by statistical definition for leading jurisdictions to address large customer concerns through self-direct and/or opt-out mechanisms; is that right?

MR. NEME:  I'm not sure -- I mean, Minnesota, I think, is a pretty clear example.  The terms "opt-out" and "self-direct" are terms of art and have been applied in different ways in different places.  I'm not sure I would classify Vermont and Massachusetts in quite the same way.  I don't know enough about the Massachusetts program, but from what I recall about the Vermont one, I'm not sure I would classify it in quite the same way.

MR. MONDROW:  There are other opt-out states.  My list includes Maine.  Do they have opt-out in Maine for large customers?

MR. NEME:  That may be.

MR. MONDROW:  Kentucky?

MR. NEME:  I don't know about Kentucky.

MR. MONDROW:  Michigan?

MR. NEME:  Michigan does.

MR. MONDROW:  Missouri?

MR. NEME:  Actually, I'm sorry, take a step back.  Michigan, I'm not sure it is an opt-out.  I believe it's -- I believe it may be more like a self-direct in Michigan.

MR. MONDROW:  Okay.  Missouri?

MR. NEME:  Missouri is a relatively new state to DSM with not very ambitious targets.  I'm not positive where they are with large industrials.

MR. MONDROW:  North Carolina?

MR. NEME:  I think I would put North Carolina in the same boat as Missouri.

MR. MONDROW:  South Carolina?

MR. NEME:  Even less aggressive than North Carolina.

MR. MONDROW:  But do they have opt-out or --


MR. NEME:  I don't know.

MR. MONDROW:  Texas?

MR. NEME:  I don't know enough about Texas.

MR. MONDROW:  Virginia?

MR. NEME:  I don't know about Virginia.

MR. MONDROW:  Okay, does Washington have a self-direct program?

MR. NEME:  The state of Washington?

MR. MONDROW:  Yes.

MR. NEME:  I believe they do.

MR. MONDROW:  Montana?

MR. NEME:  I'm not sure about Montana.

MR. MONDROW:  New Mexico?

MR. NEME:  I'm not familiar with New Mexico.

MR. MONDROW:  Ohio?

MR. NEME:  Ohio recently cancelled all of their efficiency programs.

MR. MONDROW:  Not a good example.

Utah, self-direct now?

MR. NEME:  Utah has a self-direct program.

MR. MONDROW:  Virginia?

MR. NEME:  I think you ran by Virginia already.

MR. MONDROW:  Oh, did I?  Okay.  Sorry, I have a double list.

Wyoming?

MR. NEME:  Yeah, Wyoming, I don't know.

MR. MONDROW:  And Wisconsin, self-direct?


MR. NEME:  That sounds familiar, but I'm not positive.

MR. MONDROW:  Gentlemen, thank you very much.  Madam Chair, thank you.

MS. LONG:  Thank you, Mr. Mondrow.  Mr. Quinn?

Cross-Examination by Mr. Quinn:

MR. QUINN:  Yes.  Thank you, Madam Chair, and good morning to the Hearing Panel and also to the witness panel.  Mr. Neme, yes, I have worked with you over the years and have appreciated your contribution to our Ontario programs.  Mr. Chernick, we get to meet each other at the technical conference.

My questions this morning will be predominantly for you, Mr. Chernick.  I think you are aware where we may be going, as I have spoken to your counsel about some concerns that we still hold, and I just want to have an understanding for the benefit of Ontario here.

The best place to start, I think, for our discussion would be if you could turn up Exhibit 11, GEC 2, which is your evidence, starting at page 17, and I think Ms. Adams has it.

I couldn't crack the code for getting into the security of the document to be able to extract it for the benefit of my compendium so, I apologize if it's on the screen as opposed to in your compendium, but if we start at 17, yes, and --


MR. CHERNICK:  And my apologies about the way that the PDF version came out.  I also found it frustrating to not be able to copy my own testimony back into other documents.

MR. QUINN:  I understand.  Technology is our friend.

MR. CHERNICK:  Sometimes.

MR. QUINN:  Yes.  Okay.  So I do have a compendium, but I'll only bring that out if -- depending on the efficacy of our dialogue, Mr. Chernick.  I think you understand these are references that you'd be familiar with throughout the course of this proceeding.


But to frame our discussions, I wanted to -- at least for the benefit of the Board, I had -- at the outset of the technical conference, Mr. Poch had opined that, due to concerns GEC held with regard to how the utilities have dealt with the issues of price suppression due to demand destruction, commonly referred to as DRIPE, that there might be the potential to use some of the work that GEC has done as a placeholder, and that's -- that raised my concern because I think, through the course of this proceeding, I've learned some things about this, and I would want what's best for Ontario.

So starting off, Mr. Chernick, I want to -- I heard in your opening in-chief with Mr. Poch where you separated the two concepts of basis DRIPE and the continental commodity DRIPE.

For the benefit of the record and hopefully the efficiency in this hearing, I'm going to deal with basis DRIPE first.  So on lines 3 to 15 of the reference that's in front of you, in your evidence, you had analyzed the basis DRIPE between Henry Hub and a market called TETCo 3, which is in Pennsylvania, New Jersey, and the surrounding regions.

Now given the discussions that we had at the technical conference, my understanding is that we came to some understandings about the differentiation of Dawn versus TETCo 3.


So to cut to the chase here, would you agree with me that you cannot import this analysis into the Ontario market and treat the 0.1 cents per metres cubed cited in line 12 as a reasonable placeholder for the Ontario market?

MR. CHERNICK:  No.  And I haven't proposed to do that.  My calculation for Ontario, in the paragraph that you just pointed to, is just to show that, while this is not an overwhelming impact, it's not a trivial one either, and perhaps it might be worth additional analysis.

MR. QUINN:  So additional analysis would be warranted as opposed to considering using 0.1 cents per cubic metre as a placeholder?

MR. CHERNICK:  Exactly.  And if I left the impression that I was proposing to add it in someplace in the avoided costs, I'm sorry for that.

MR. QUINN:  Okay.  No, I thank you.  I will take some responsibility in that I didn't ask that question in the technical conference as we closed off, but I just wanted to make sure it was clear for the record going forward.

MR. CHERNICK:  Well, I have to admit that I'm used to the phenomenon of people being somewhat confused by DRIPE and the various flavours of DRIPE, and I probably should have been more careful about making that distinction.

MR. QUINN:  Okay.  Thank you for that, sir.

I think, then, that will save part of where I was going to go in my compendium.  But if I could ask Ms. Adams to move back a couple of pages to figure 1, which is on page 12 of the original evidence.  Thank you very much.

Now, the -- in this case here -- and to separate again, now we're talking about more of a continental commodity DRIPE; do I have that correct?

MR. CHERNICK:  Yes.

MR. QUINN:  Okay.  Now, so this figure uses data from 2012 to try to correlate gas demand to price change.  Is that a --


MR. CHERNICK:  It uses data from the annual energy outlook from the U.S. DOE for their 2012 analysis.  With that clarification, the answer is yes.

MR. QUINN:  So these are forecast prices for the market at Henry Hub relative to --


MR. CHERNICK:  Yes.  This is a modelling analysis.

MR. QUINN:  So just before we move to Figure 2, I wanted to hopefully help me make sure I've got this correct, but the slope of the line that is the result of that correlation would indicate the magnitude of the price change relative to demand change --


MR. CHERNICK:  That's correct.

MR. QUINN:  -- as forecasted?  Okay.  Thank you.

MR. CHERNICK:  Yes.

MR. QUINN:  So just to note the slope of the line is 0.632 as of the 2012 forecast.

If I may, if we can move to Figure 2, which is on the next page, we have the same phenomenon.  Now, I think, and you've acknowledged in your evidence, and maybe I'll clarify it for the record since the picture isn't here.  There is more scattering of plot points in that Figure 2; you would agree with me?

MR. CHERNICK:  Yes.

MR. QUINN:  So the correlation is not as strong; however, in my view -- and I think it's significant when we look at the graph -- the slope of the line has changed dramatically, and it has changed to 0.15.  That, to me, signals a significant change in the outlook over the course of the two years.  Would you agree with me?

MR. CHERNICK:  I think it may be a combination of changes in details in the modelling and changes in outlook for the gas resource for the supply curve.

MR. QUINN:  Okay.  So the supply curve has changed, and while I know that you have knowledge of this market, and you can constrain what you say based upon your knowledge, but would you say that that model was demonstrating what was becoming known in the market about the impact of Marcellus on the North American natural gas market?

MR. CHERNICK:  I would assume that revised estimates of shale gas resources and costs would be one of the factors that would be included here.

MR. QUINN:  Okay.  Thank you.  Now, this is in Henry Hub, and to locate that, that's down in Louisiana, and so really not that proximate to where the predominant Marcellus and Utica shales are found?

MR. CHERNICK:  That's correct.  But Henry Hub is perhaps the -- I'm sure it is -- the leading North American reference point for pricing, and it happens to be the one that this DOE report reports on, although they obviously model all of the regions of North America.

MR. QUINN:  That's accepted, sir.  The geographical proximity I was going to ask was more relative to Ontario's proximity to Marcellus and Utica.  So Ontario would be closer to those shale regions than Henry Hub would be.  Is that correct?

MR. CHERNICK:  Geographically, yes.  In terms of the gas supply system, I think Dawn and Henry Hub prices have moved in very close lockstep for the most part, and Dawn prices are generally somewhat higher.  It can range from a few cents per million BTU to a dollars per million BTU.

MR. QUINN:  And imperial and metric systems aside, I think we talk more in dollars per gJ here in Canada.

MR. CHERNICK:  Yes.  You can -- for the purposes of this discussion, a JG and a -- a gJ and a -- a gigajoule and a million BTUs are equivalent.

MR. QUINN:  Okay.  I think at this point it would be helpful to mark my compendium because I think it would be helpful to have some numbers in front of us.

MS. LONG:  Thank you.  Let's mark that.

MR. WASYLYK:  That will be Exhibit K11.1.
EXHIBIT NO. K11.1:  CROSS-EXAMINATION Compendium OF frpo for gec panel 1


MR. QUINN:  Thank you.  Now, I trust that we will not have to go backwards in the compendium, but we will if necessary.  I had a discussion with the Enbridge panel and included most of it in the compendium.  Did you have a chance to review that discussion at all, Mr. Chernick, in fairness, prior to --


MR. CHERNICK:  Just to help me orient myself, what page are we looking at here in the compendium?

MR. QUINN:  What I was going to turn us to was the table -- the back is the undertaking -- is J7.2, which is found on page 13, but there's a significant preamble of my discussion with Mr. Welburn of Enbridge on the preceding five or six pages, and I'm just asking if you had a chance to read that at all prior to sitting this morning.  So pages six through 12.


MR. CHERNICK:  I believe I've read most of it anyway.

MR. QUINN:  Okay.  Well, I think this, again, trying to keep things concise and efficient for the record, I think what we'll do is just focus on J7.2, and we'll turn back in the pages if necessary.

And I appreciate you have a broad knowledge, Mr. Chernick, in many jurisdictions, and maybe not as familiar with what has been occurring in Ontario as a result of Marcellus, but you just made a statement about the basis -- the price of gas in Henry Hub and Dawn moving pretty much in lockstep, and elsewhere in your evidence you've talked about this price effect being greater in the winter than in the summer -- or the price effect being -- materializing in terms of the graphs that were provided by Union, under GEC 63, that demonstrate when there is a greater demand in the winter the price is higher; do you recall that?

MR. CHERNICK:  When there is a greater demand in the winter the price is higher, yes.

MR. QUINN:  Okay.  So I'm just trying to frame that.  I want to turn specifically to the numbers in the graph, and I -- or, sorry, in the table, I apologize.  Had I had the foresight I might have asked that they be graphed, but I'm going to do some simple math with you, and if we look at the most -- the closest future period, which would be this winter, and the traditional winter strip of November to March, the -- we have Henry Hub and Dawn prices, but what I'd ask for and Enbridge was good enough to provide was the basis differential, which would be the difference in price in Canadian dollars per gJ between Henry Hub and Dawn.

Now, would you accept my math that between November and March -- November 2015 and March 2016, the average basis is approximately 50 cents, 51 cents, to be --


MR. CHERNIK:  I'm sorry, between November and March?

MR. QUINN:  Yes.

MR. CHERNICK:  Well, the highest value is 52 cents and the lowest is 29 cents, so the --


MR. QUINN:  That's my --


MR. CHERNICK:  -- average has to be less than 51.

MR. QUINN:  Then that's my bad math that I did without the purposes of a spreadsheet, and I apologize -- is closer to 40 cents.

MR. CHERNICK:  That's possible.  It's somewhere in the -- in the 40s.

MR. QUINN:  Mr. Chernick, from our vintages, maybe we could break out our slide rule and get a more precise number, but I think the number is actually 41, and I apologize for my incorrect math.  I didn't want to throw you off.

MR. CHERNICK:  Just eyeballing it, 41 looks quite reasonable, yes.

MR. QUINN:  Okay.  So this math will be easier, because we're going to turn now and move to the winters of '18/'19 and '19/'20.  So I'm going to -- because my math was flawed in the first example, November '18 to March '19 we have consecutive basis differential figures for the same winter period, the same winter months, of 2 cents, 1 cent, 1 cent, 2 cents, 1 cent.

MR. CHERNICK:  Yeah, I think you pretty much say that is between 1 and 2 cents on average.

MR. QUINN:  Yes.  And that one I think I can handle.

Mr. Chernick, maybe just to complete that, if you look to '19/'20 -- sorry, November '19 to March 2020, you see a similar range --


MR. CHERNICK:  Yes.

MR. QUINN:  -- of 1 and 2 cents?

MR. CHERNICK:  Yes.

MR. QUINN:  Would you agree with me that those prices between Henry Hub and Dawn are not moving in lockstep?

MR. CHERNICK:  Well, as I said, sometimes the prices at Dawn are just a little higher than Henry Hub, and sometimes they're a lot higher, and sometimes they're lower.

And I was talking about what -- historically what's happened, and the forwards show a closer convergence in the winter with them being almost exactly the same and the summer Dawn being a little lower than Henry Hub.

MR. QUINN:  Well, sir, I'm trying to phrase my question so we don't get into argument here, but I guess I was looking for more of a factual acknowledgement that there's a substantive change in the basis differential between Dawn and Henry Hub forecasted for the periods of 2015/'16 versus what you see in the later periods for which this DSM regime will be in place; would you agree with me that there's a significant difference between 40 cents on the basis and 1 cent on the basis?

MR. CHERNICK:  Well, it's certainly a difference, and it's not -- that's not random noise.  I would say that the markets are expecting that the -- that the winter basis from Henry Hub to Dawn is going to virtually disappear.  And I would have to go back and look at the past winters to try and compare to actuals to the forwards for this coming winter that you've -- you're talking about, but the -- those forwards seem representative, or maybe a little lower than the recent past, and again, it depends on weather, and obviously in a cold snap the prices go up in the consuming areas --


MR. QUINN:  But we can't forecast cold snaps with precision; right?

MR. CHERNICK:  No, I'm sorry, I'm just clarifying what you can tell from the historic as opposed to the forwards, and the forwards do assume some kind of normal conditions. I would assume that that's what the people who are doing the trading are banking on.

MR. QUINN:  Okay --


MR. CHERNICK:  So I think we're agreeing that there is a significant decline in the bases from the 40-cent range to just a couple of cents.

MR. QUINN:  And that it's not just a one-year anomaly, that is consistent in both '18/'19 and '19/'20.

MR. CHERNICK:  Yes, and I would venture to guess that that is because the market is expecting more of the U.S. shale gas to become available at Dawn and for Dawn prices to therefore be lower because there is more transmission from supply areas.

MR. QUINN:  So it is a significant structural change in the Ontario market.

MR. CHERNICK:  Well, it is significant for some purposes, yes.

MR. QUINN:  Well, and again, changing again -- just in -- staying in the metric system, the 40 cents, would you take it subject to check that that translates to about one-and-a-half cents per cubic metre, 40 cents per gJ?

MR. CHERNICK:  Yes, that's about right.

MR. QUINN:  Okay.  So what we have, in my submission, is a structural change that you've acknowledged, at least you've acknowledged that the market is expecting a significant influx of gas with more transmission from the supply regions of Marcellus and Utica, and based upon this market forecast would suggest that the change is in the order of one-and-a-half cents per cubic metre.

And so I go back to your evidence where you had done an analysis on Henry Hub, and on page 14, if we could scroll down to page 14, starting at -- from lines 7 through 20 -- now, I want to be specific.  In this section you're talking now about continental commodity DRIPE.

MR. CHERNICK:  Yes.

MR. QUINN:  And when you do the -- using the 2014 data, you do the conversion to the Ontario market, you say there may be a benefit of about .76 cents per cubic metre; do you see that in line 13?

MR. CHERNICK:  Yes.

MR. QUINN:  So would you agree with me that -- and I think you've acknowledged this, sir -- that additional study is warranted before we use this -- any of these data as a placeholder?  Would you agree with me that --


MR. CHERNICK:  No, I wouldn't --


MR. QUINN:  Okay.

MR. CHERNICK:  -- I didn't agree to that.  I think you are confusing the basis DRIPE with the continental DRIPE, but, no, I think this is a perfectly reasonable number to use until additional analysis is done, and certainly you'd want to update the analysis over time, but anyway, please proceed with your question now that I've clarified that.

MR. QUINN:  Okay.  And I apologize if I was advancing what I believe will be the result of this, but maybe you can confirm for me:  Is it possible, based upon the difference of one-and-a-half cents that we're seeing in the basis DRIPE, that may overwhelm the effect of the commodity DRIPE when do you the analysis such that, given the fact that it's twice as large, the basis DRIPE just from this simple analysis is twice as large as the commodity analysis that, when you actually do an analysis in the Ontario market, you would not necessarily arrive at the same conclusion as to what the combination of those two figures would be?

MR. CHERNICK:  No.

MR. QUINN:  And why would you say that, sir?

MR. CHERNICK:  Well, first of all, you haven't presented anything about basis DRIPE.  You've presented -- and given -- in order for your -- for the premise of your question to be correct, that somehow basis DRIPE would offset the continental price effect, you would have to say, as load goes up in Ontario, the price at Dawn will fall enough to make up for the fact that prices across the continent go up.

MR. QUINN:  But do you agree --


MR. CHERNICK:  And I don't see any way that increased gas use in Ontario can reduce the cost of gas, the market price of gas delivered to Ontario.

MR. QUINN:  Sir, I understand, and I respect your expertise in the specific area of DRIPE.  Maybe I've translated the term badly.  Would you say that the basis differential effect that's going on in Ontario is likely to lead to a lower overall cost of gas such that it may in fact -- it is something that needs to be studied when it is in that level of magnitude such that you cannot use the basis DRIPE placeholder as a proxy?

MR. CHERNICK:  No.  This is completely irrelevant.  The -- if the continental price of gas goes down, then the cost of gas being delivered to Dawn will go down.

MR. QUINN:  But, sir, I was talking about the basis DRIPE; I'm not talking about the continental DRIPE.

MR. CHERNICK:  Right.  And I said I'm not including any basis DRIPE.  You suggested that basis DRIPE was negative.  I said I don't see how that could possibly be, how using more gas in Ontario could reduce the price of gas at Dawn, so --


MR. QUINN:  But does basis DRIPE not take into account changes in the supply curve?  I think that's where we started early on in this discussion.

MR. CHERNICK:  The -- Okay.

MR. QUINN:  Geographical changes --


MR. CHERNICK:  Let me see if I can help you understand the difference here.  So what you're saying is the supply curve at Dawn may go down.  It's the -- well, actually I think the forwards for Dawn are actually going up, but they're not going up as fast as Henry Hub.  So you're saying, well, the cost -- the market cost of getting gas at Dawn as opposed to the supply areas is probably going to be lower in the future than it is now.  So you have a supply curve -- and I'm gesticulating wildly here, but you have a supply curve, and you're saying Gee, it looks from the forwards like that curve -- that line is going to be moving downwards.


Okay.  That line moves up and down over time, both in reality and in our forecasts, but DRIPE is not the height of the line.  DRIPE has to do with the slope of the line.  And if you look at your forwards, you'll see a big difference in the basis between the summer and the winter.  It's negative for Dawn in the summer.


In other words, the basis is negative because it's cheaper to get gas at Dawn, probably because of Marcellus gas coming in, than it is to get it at Henry Hub in the summer.  As loads go up continentally, that -- all across the continent, and specifically in the northeast behind Dawn for the purposes of the flows.  Flows are coming in from the US, mid-Atlantic, and Midwest and down on the Gulf Coast.  As loads go up behind Dawn, then the differential between Henry Hub and Dawn goes up.


So it looks like there's some positive basis DRIPE there that, as load at Dawn rises, prices rise, and that makes sense.  The basis rises.


And I'd have to look back at the data to see whether the difference between summer and winter is greater in the forwards than it is currently or less and -- but it's that slope of higher loads causing higher prices that matters for DRIPE, and it doesn't matter whether you're talking about higher loads raising the price from $2 to $2.01 or raising the price from $8 to $8.01.  It's the same slope, and it's the same price.  So if you are asking the question, Gee, if we abandon DSM and didn't have these DRIPE effects --


MR. QUINN:  I don't think I'm asking that question.

MR. CHERNICK:  Okay.  You are asking a question about:  Will prices at Dawn be lower compared to Henry Hub in the future than they are today?


MR. QUINN:  Can I ask --

MR. CHERNICK:  And the forwards say yes.  That doesn't mean that DRIPE is going to be lower.

MR. QUINN:  Sir, I'm trying to respect the Board's time and my time allotment which has pretty much dissipated.

MR. CHERNIK:  Sorry.

MR. QUINN:  So my question then -- my concern is:  First off, do we have agreement there's significant structural changes happening in the North American market that are affecting the Dawn price relative to Henry Hub?

MR. CHERNICK:  Yes.  The basis DRIPE.

MR. QUINN:  Okay.  So there are many other factors that were brought into it, and in the time we have now left, we're not going to be able to go through that, but I would like to just quickly turn to page 5 of my compendium.  And you acknowledge -- I won't give the specific reference because I don't have it at hand, but it's in our FRPO interrogatories of the M.GEC.FRPO interrogatories you provided.  You had acknowledged that you were not familiar with Union Gas' balancing policies at Dawn; is that correct, sir?

MR. CHERNICK:  That's correct.

MR. QUINN:  Okay.  So, when we put all these factors together, the reality of the market results in the prices that are realized at the market at any particular time.  So here we have February of 2014.  These are gas prices at Dawn -- sorry, these are the Dawn basis prices that are correlated or are actually graphed with heating degree days during that month.  And I think we would agree that heating degree days will have the most significant effect on demand?


MR. CHERNICK:  It's a very important driver, yes.

MR. QUINN:  Yes.  Okay.  So can you tell me:  Do you see a correlation in those figures between the heating degree days and the Dawn basis?

MR. CHERNICK:  No.  And as I say, there's a lot of things going on, including the effects of storage and of downstream demand, and Toronto can be cold when Boston is warmer and vice versa.  And basically, in my evidence, I threw up my hands and said, this is too complicated.  I'm not going to get anything useful done on basis DRIPE, and that's why you don't see any recommendation on a value for basis DRIPE in my evidence.

MR. QUINN:  So it warrants further study?

MR. CHERNICK:  Yes, I think so.  It's not the highest priority, but it's worth continuing to keep open for further analysis.

MR. QUINN:  Thank you, Madam Chair.  I realize I went a few minutes over my time.

MS. LONG:  That's fine, Mr. Quinn.

MR. QUINN:  I appreciate your indulgence.  Thank you.

MS. LONG:  We're going to take our morning break now, and we'll be back at 11:30.
--- Recess taken at 11:13 a.m.

--- On resuming at 11:35 a.m.

MS. LONG:  Mr. O'Leary?
Cross-Examination by Mr. O'Leary:

MR. O'LEARY:  Thank you, Madam Chair.  And good morning, panel.  Hello, Mr. Neme, it's been some years since -- I think we've established during the break since I've had the pleasure of asking you a few questions on the record.

Madam Chair, we have prepared -- Enbridge has prepared a compendium for use in the cross-examination today.  If I could ask that that be marked as an exhibit.

MR. WASYLYK:  K11.2.
EXHIBIT NO. K11.2:  CROSS-EXAMINATION COMPENDIUM OF ENBRIDGE FOR GEC PANEL 1


MR. O'LEARY:  Thank you.

And I'll turn to you first, Mr. Neme.  I have some questions, and I appreciate that you're here as a witness on behalf of GEC, but you're also the person that I believe is appropriate to provide some comments to these first, I'll call them contextual questions.

If I could ask you to turn first to page 1 of the compendium, and in this -- and I don't know -- and would anticipate you have not had a chance to read it in its entirety, but this is the directive from the Minister -- the Ontario Minister of Energy to Colin Anderson, who was at that time the CEO of the Ontario Power Authority, and this is really giving rise to the Conservation First framework, which your client is very supportive of.

And I'll just walk you through segments of that.  So under "background" you will see right in the first paragraph, in the middle, it indicates that the Minister is identifying the fact that the ministry is establishing a new six-year Conservation First framework.  And that begins in January 2015, so we are all familiar with -- we're looking at a six-year framework, right?

MR. NEME:  This is on the electric side, but, yes.

MR. O'LEARY:  Yes.  Of course, so it is going to the OPA, but we're trying to put it into context of where we are in terms of this framework, so I don't intend to walk you through this rather detailed description of what the OPA is being directed to do, with the exception of, if you go to page 9 of the compendium, at item 6, right at the bottom of page 9, you will see there is a term -- subheading "midterm review", and the director has -- sorry, the Minister has directed that "the OPA shall no later than June 1st, 2018 have completed a formal midterm review of", and it lists a number of things, and the last being CDM contribution and regional planning.  So in other words, IRP; is that a fair interpretation?

MR. NEME:  I'm not entirely sure what the statements in (iv) there, "CDM contribution to regional planning", means.  I guess one could reasonably interpret it as IRP.  One could also potentially interpret it as, you know, what is -- an assessment of what CDM to that point in time -- what effect it's had on future regional planning.

MR. O'LEARY:  Okay.  Fair enough.  I mean, it says what it says, and I just thought I would get your comment on that.

And then at 6.2 it indicates that:

"The Minister requires the OPA to conduct an achievable potential study for electricity efficiency."

And it is to be completed by June 1st of 2016, and this study should, "as far as is appropriate and reasonable, have regard to the respective characteristics of the electricity and natural-gas sectors and be coordinated with natural-gas efficiency achievable study referred to in the CDM directive to the Board", so does it appear to you that -- perhaps it goes without saying that the Minister is anticipating that there will be a potential study that the electrics will undertake, and that it will have appropriate regard to the natural-gas sector as well?

MR. NEME:  Well, it certainly references the natural-gas sector, and my understanding is that a study on the electric side has been initiated.

MR. O'LEARY:  All right.  And we're going to move along a little bit here, so if I could then turn to you page 12 of the compendium.  And what we have is an Order-in-Council, and that may be a term that's somewhat foreign to you, but that's the equivalent of a regulation in Ontario.

And it's a directive to this Energy Board, and if I could ask you to flip the page, you will see on page 13 of the compendium that the first part of the directive is a requirement that the Board amend the licences of the various electric utilities, and then over on the next page, beginning at section 4, it provides that:

"The Board shall establish a DSM policy framework for natural-gas distributors.  In establishing the DSM framework, the Board shall have regard to the following objectives of the government in addition to such other factors as the Board considers appropriate."

So let me stop there.  Would you agree with me that the language that the Minister has directed the Board to actually consider is to consider such other factors as the Board considers appropriate?  So that means the Board has been told:  You should use the flexibility that you consider appropriate in establishing the framework?

MR. NEME:  The way I would take this is that the directive identified some specific things that the Minister is interested in.  And probably smartly, the Minister wants to be careful that there aren't some things that he may or may not have considered, that -- in focusing on those items, and is giving the Board an opening to consider other items if there's something important that he may have missed.

MR. O'LEARY:  Okay.  And that's why it says "in addition to such other factors as the Board considers appropriate".

So the first item that's specifically identified is that "the framework shall span a period of six years and shall" -- and shall, which is mandatory -- "include a midterm review to align with the midterm review of the Conservation First framework", so you would agree with me that it's the expectation of the Minister and hence the Government of Ontario that the gas midterm review and the electricity midterm review would be undertaken in around the same time?

MR. NEME:  I'm not sure that a strict reading of the language would suggest that they'd have to be undertaken at exactly the same time.  A line can mean different things.

MR. O'LEARY:  Fair enough.

Item 2, it states that:

"The DSM framework shall enable the achievement of all cost-effective DSM."

And let me just stop there for a second.

We have been pointed to at least several jurisdictions in the United States you could say have a mandate that require that the administrators pursue all cost-effective DSM.

Can you tell me whether or not the mandate also includes the same qualifying language that the Minister has included in this directive, which provides that this Board should consider such other factors as it considers appropriate?

MR. NEME:  To be honest, I don't know that I've seen the specific language, or at least I don't recall having read the specific language in Massachusetts, and as I said earlier, I'm not positive about Rhode Island, to know what kind of caveats or other conditions or flexibility was put on that mandate.

MR. CHERNICK:  The regulators that -- equivalent to the Board in the United States would generally have a responsibility to deal with such other factors as they consider appropriate.  So a directive to pursue all cost-effective DSM would not generally remove from them the obligation to do all the other things they're supposed to do in the public interest.

MR. O'LEARY:  Thank you, that means there will be various policy considerations, trade-offs, and compromises that the regulator will consider for the purposes of approving the DSM plans put forward by those utilities; correct?

MR. CHERNICK:  It could be compromises, and it could be enhancements, it could be dealing with cost recovery, it could be dealing with ensuring the participation of various third parties in delivering the programs.  It could be a wide range of things that they consider to be appropriate.

MR. O'LEARY:  Fair enough, but just coming back to the point:  What we do know, because, Mr. Neme, you are not certain of what the actual language is in Massachusetts, what we do know is that the pursuit of all cost-effective DSM in Ontario is subject to a, perhaps, large caveat that is the Board has to look at such other factors as it considers appropriate; is that fair?

MR. NEME:  Sure.  I don't know if that's a large caveat.

MR. O'LEARY:  Well, it's the Board's determination of what is an important factor, is it not?

MR. NEME:  Sure.

MR. O'LEARY:  Okay.  If I could then next turn you to page 16 of the compendium, and here we have a further directive from Minister Chiarelli dated October 23, 2014.  It's, again, to the OPA, and this amounts to an amendment to his earlier directive.  Just stopping there for a second, you would appreciate and accept, I trust, that the Minister can amend the prior directive and that is, in fact, what's happening here?

MR. NEME:  Of course.  I'm not sure if that's what's happening here, but I completely accept that --


MR. O'LEARY:  Fair enough.

MR. NEME -- government officials can change their mind or amend their opinions.

MR. O'LEARY:  Exactly.  So, in this, if I could turn you to page 18 of the compendium, paragraph 2, and we've talked about this at different times during this proceeding, the Minister directs the OPA to say:
"In ensuring that there is a positive benefit-cost analysis of each distributor CDM plan..."

He goes on to reference the OPA's total resource cost test and program administrator cost test, which are the tests that are used for DSM as well; correct?

MR. NEME:  Yes.

MR. O'LEARY:  All right.  That:

"The OPA shall require that the benefits calculated for the total resource test include a 15 percent adder to account for non-energy benefits."

So let me stop there.  We note this letter is dated October of 2014.  Would you agree with me that the greenhouse gas emission goals of the province would have been known by that time by the Minister Chiarelli?

MR. NEME:  Only some of them.  I believe, since this time, a new, much more aggressive target was established for 2030.

MR. O'LEARY:  We have gone into that, and we'll probably get to some of that in a moment or two, but there were goals -- and I believe they were set out in your evidence -- that the province set back in 2008, so Mr. Chiarelli --

MR. NEME:  Yes.  A 2020 has been around for a while.

MR. O'LEARY:  So he would have been aware of that; correct?

MR. NEME:  Correct.

MR. O'LEARY:  All right.  And it's -- to the extent that other witnesses have been asked about what has gone on at a Cabinet table, you wouldn't expect that a government is going to make an announcement in one month without having given it due thought and discussion around the Cabinet table?

MR. NEME:  What's your question?

MR. O'LEARY:  In other words, would you be -- would it surprise you if the government of Ontario was already thinking in October of 2014 about what it was about to announce in terms of possibly going to a cap and trade regime?

MR. NEME:  It's hard for me to put --


MR. O'LEARY:  It's possible?

MR. NEME:  It's possible.

MR. O'LEARY:  All right.

MR. CHERNICK:  And I would say that I would hope that somebody in the government was thinking about it more than a few weeks before the announcement was made.

MR. O'LEARY:  Well, exactly, Mr. Chernick, and that's my point is that, if the government is thinking about it at the time and it has directed the use of a 15 percent adder, then isn't it something beyond the position of GEC to come in and suggest that an adder should include something beyond what the Minister has directed?

MR. NEME:  Well, just -- I think I'd say a couple of things in response:  First of all, I don't see any mention in this paragraph of the word "carbon".  It says environmental, economic, and social benefits.  There are environmental benefits beyond carbon emission reductions.

Secondly, I don't think our testimony, even if environmental was intended to encompass carbon, is in conflict with this statement.

MR. CHERNICK:  In any case, if you're correct that the Minister knew that carbon was going to become part of direct avoided costs in the near future, then he presumably would have been thinking, Well, the OPA will soon have avoided costs, which include the carbon adder in dollars per tonne of carbon value converted into dollars per megawatt-hour; and, therefore, these environmental, economic, and social benefits must be for something else.

And I believe that there's another letter from the Minister later on referring to price suppression and carbon as being -- building on the 15 percent rather than included in the 15 percent.

MR. O'LEARY:  And we're going to come to that, but without getting into the head of the Minister when he wrote this letter --


MR. CHERNICK:  That's sort of what you were asking, isn't it?

MR. O'LEARY:  -- what it does say -- I've heard your answer.  What it does say is that the Minister is directing a 15 percent adder, and it includes environmental benefits, and you've admitted that the government was, at the time, still pursuing a carbon emissions reduction goal; correct?

MR. NEME:  Correct.

MR. O'LEARY:  So it's at least possible that 15 percent included some aspect of carbon; is that fair?

MR. NEME:  Yes.

MR. CHERNICK:  Yes.

MR. O'LEARY:  And then the very last sentence:
"The Minister has directed the OPA to consider the value attributed to non-energy benefits at the formal midterm review."

Which was referred to in the earlier directive, so in -- by no later than June 1, 2018, the Minister has directed the OPA to consider whether that 15 percent is the right number.  Is that a fair interpretation?

MR. CHERNICK:  I think that the Board has been directed to revisit the issue by then, but the Board can, as you pointed out earlier, has wide discretion to do other things that aren't -- that it's not specifically required to do by these directives.  So, therefore, if the Board decided that they wanted to revisit the adder every year, there's nothing in here that says they couldn't do that, and if the Board wanted to split out or isolate particular quantifiable benefits in addition to the 15 percent, there's nothing that says they can't do that.

MR. O'LEARY:  Sure.  But the Minister's expectation is that issue will be considered as part of the midterm review.

MR. NEME:  But that's a minimum requirement.

MR. O'LEARY:  Okay.  So then if I could ask you to flip to page 21, and what we have included in the compendium here is a copy of the Board's notice in respect to the framework.  It pre-dates the last letter we looked, and it is really is responsive to the Board's directive to the Board -- so the Minister's directive to the Board, sorry.  And so we have the Board, in this April 10, 2014 notice, identifying, on page 1, over to page 2, the various specific directives to it.  And, you know, I took you to the portion earlier about the term of the plan being six years and the alignment of the midterm review.  You see that at the bottom of page 21?

MR. CHERNICK:  Yes.

MR. O'LEARY:  All right.  So this Board has been directed by the Minister of Energy to, in fact, align the midterm review with that of the electrics, so we know that that is what this Board's required to do; right?

MR. CHERNICK:  That is -- that is a requirement, and the Board has other options, yes.

MR. O'LEARY:  All right.  And over the next page, the fifth bullet down, part of the directive is that:
"An achievable potential for study for natural gas efficiency in Ontario should be conducted every three years, with the first study completed by June 1, 2016."

MR. CHERNICK:  Yes, I see that.

MR. O'LEARY:  All right.  Down at the bottom of the page, it reads:
"Given the evolving policy environment, the Board intends to undertake a comprehensive review of the framework..."

So the Minister has issued the directive.  The Board has complied, and now it's issued this notice indicating that it's going to undertake a comprehensive review.  It then goes on to indicate -- and I don't have it in the compendium -- that it's going to establish a working group, and that would involve Board Staff and a number of the various parties.

And my understanding is that GEC was not, in fact, invited to serve on that initial working group; is that also your recollection?

MR. NEME:  Yes, it is.

MR. O'LEARY:  All right.  And as a result of that, your counsel, in fact, wrote to the Board on July 30, 2014, and that's at page 23 of the compendium.  So this is before any draft framework has been issued by the Board, so I'll call it a pre-submission submission.  But what he has indicated in the letter -- and I don't intend to walk you through it is that (a), there is disappointment that you weren't -- that GEC was not active on it.


But I do note that Mr. Gibbons of Environmental Defence was on the working group and that you would agree with me that many of their views in respect of pursuing an all cost-effective DSM and ramping up the budget is similar to what GEC would propose?

MR. NEME:  Generally speaking.

MR. O'LEARY:  Yes.  So such views were not foreign to the working group.  Would that be fair to say?

MR. NEME:  I wasn't party to the working group discussions, but I would be surprised if it wasn't raised by Mr. Gibbons.

MR. O'LEARY:  All right.  And then in Mr. Poch's letter, in the second paragraph, he is stating to the Board that it's his understanding that Board Staff -- this isn't even the Board, it's Board Staff who will be proposing the cap on DSM budgets, and there's -- he goes on to state that:

"Such a cap is neither in compliance with the Minister's explicit direction."

And all the other things, and that's pretty much consistent with what you're saying here, is it not?

MR. NEME:  That the cap is inconsistent with the --


MR. O'LEARY:  It doesn't go far enough, in terms of allowing the utilities to pursue more cost-effective DSM.

MR. NEME:  Well, I think we are saying a variety of different things here.  That's one of many.  Another one which we have had much discussion about is the Board's determination that if the cap were appropriate, the equivalent of $2 a month on the residential customers is a -- an impact is an appropriate way to set it, and we've had extensive discussion about whether one should look at that as a net impact.

So there's -- there are a variety of different --


MR. O'LEARY:  I understand.  But that was just one I was pointing to to try and move this along, and indeed, at the top of the next page your counsel indicates that a more appropriate ramp-up to a proportional DSM budget over a six-year period would be $675 million per year.  I appreciate that probably refers to both of the gas utilities, but at that point GEC was taking the position that there should be a sizeable increase beyond what they understood was going to be the cap proposed by Board Staff.  Is that --


MR. POCH:  Madam Chair, that's not what the letter says, just to be clear.

MR. O'LEARY:  All right, you can tell me what you understand, then --


MR. POCH:  The letter specifically says a proportional ramp-up would be that, and then the next letter says although that be inappropriate -- might not be the right answer either, and then it goes on to suggest a solution.

MR. O'LEARY:  The point being you are looking for an increase beyond the cap that you understand is coming down in the Board Staff's draft framework; right?

MR. NEME:  Well, I'm struggling with your question on a couple of levels.  The first is, to the point Mr. Poch just made, it's not clear -- well, let me take a step back.  We didn't know what cap the Board -- at least I didn't know what cap the Board was proposing.  I don't even know if they knew at that point in time.  You know, I'm speaking for myself now.  I guess that gets to the second point, which is, this is not my letter; I didn't write it.

MR. O'LEARY:  Fair enough.

MR. NEME:  And so -- and then third -- the third is the point Mr. Poch is making, which is, you know, to really tease out what was intended here, one would need to read it carefully and parse it all out, and I haven't --


MR. O'LEARY:  And I wasn't trying to go into it in any detail.  I was trying to indicate that GEC had made a submission to the Board before the framework was even issued, so why don't we flip to your actual submissions then, page 31, which is part of the compendium.  This is GEC's submission, and I won't go into this in detail, but you will see on page 31 that there is a heading, "budgets", and the first question -- this is a question that was asked by the Board:
"Should the Board provide a budget guideline that sets out the expected maximum DSM budgets?"

And there is reference in the response three paragraphs down that:
"It is particularly notable that the Minister's directive does not include reference to a need to constrain rate impacts."

So let me stop there for a second.  I seem to recall, Mr. Neme, you saying in the past that rate impacts is a factor that should be considered by regulators; isn't that fair?

MR. NEME:  Yes, and if you read the very next sentence, it says:
 "While the Board will, of course, have regard to rate impacts in accord with its statutory objectives."

I don't think this --


MR. CHERNICK:  That any limits on DSM, quote, due to a concern about rate impact, must be based on an analysis of what impact would be undue given the bill-reducing benefits and societal benefits of DSM.

MR. O'LEARY:  Fair enough, that's great.  You've jumped ahead, because I was going to ask about that, and so that is, in effect, what you're trying to prove to the Board in this proceeding, is that there are some downward rate impacts that would warrant it basically setting aside the cap for the purposes of increasing the budgets; is that fair?

MR. NEME:  No, not exactly.  I don't -- you use the word "setting aside the cap" --


MR. O'LEARY:  Well, the cap is in the framework.

MR. NEME:  Yes.

MR. O'LEARY:  And my understanding is GEC doesn't support the budgetary constraints that have been applied, and that you're proposing that the Board require at least as of 2017 that the utilities come forward with a new plan with substantially higher spending; isn't that what you're proposing?

MR. NEME:  That is what I'm proposing.

MR. O'LEARY:  All right.  And so all I'm simply pointing out is that the submission of GEC that was made in respect of this comprehensive review of the DSM framework was basically saying the same thing at that time, was it not?

MR. NEME:  In much more general terms.  I think the point of our evidence here -- in fact, this particular paragraph, as Mr. Chernick just read it, outlined a conceptual process that GEC proposed for determining what would be appropriate budgets and if there should be caps or how they should be set.

I think what we're dealing with now in our evidence is an attempt to provide some of the -- at least in part, an attempt to provide some of the analysis that one would ideally want to do to inform that determination.

MR. O'LEARY:  Okay.  And there is a good amount of detail in the submission here, but to this particular point, if you look under item 3 on page 32 of the compendium, the third paragraph, there's reference to the Toronto Atmospheric Fund paper on the topic, and in the middle of the paragraph you are identifying -- GEC is identifying that there are several aspects that cause downward pressure on rates, reduced utility transportation, and distribution infrastructure, capital investments, commodity price suppression, effects of lower demand, reduced utility credit, and these are the things you've brought forward in this proceeding; correct?

MR. NEME:  Some of them.  We didn't get into reduced utility credit and collection costs, for example, because that would require a lot of data that the utilities have and we do not have.

MR. O'LEARY:  Fair enough, but the end of the day, my point simply is that you did make a pitch, as part of the framework, for these things to be considered and included specifically in the framework.

MR. CHERNICK:  Our client did that, yes.

MR. O'LEARY:  Your client did that.  Yes.

On the next page really it is more of a question screening.  It says, "GEC favours a societal cost test."

Is the societal cost test -- it is, as I understand it, different than the TRC, in that the societal cost test would include all externalities; is that a fair lay person's description of the test?

MR. CHERNICK:  That would be one of the differences, perhaps a major difference, and that's the objective in -- quantifying all externalities is a difficult thing to do, but that's what one would aim for in a societal test.

MR. O'LEARY:  And so that societal test then would attempt to value if there was a carbon cap and trade regime in effect, it would attempt to --


MR. NEME:  No --


MR. O'LEARY:  -- and include it as part of that test?

MR. NEME:  Well, yes, but once there is a carbon cap and trade system in place, avoided carbon emissions become a utility system benefit that should be included in the program administrator cost test, the --


MR. CHERNICK:  The TRC.

MR. NEME:  -- TRC and the SET.

MR. O'LEARY:  Yeah.  So one is a more certain number and --


MR. NEME:  One is internalized; the others are external.

MR. O'LEARY:  Right.

MR. CHERNICK:  And to the extent that you have a cap and trade system and that the utilities would reduce their purchases of allowances or increase sales of allowance as a result of energy efficiency, you may have no externality, because you are simply trading off who does what, to meet a fixed emission level, and therefore you don't want to double-count that effect and you don't want to say we're reducing global emissions when what you're doing is you're reducing the cost of meeting the cap that Ontario's put on itself.

MR. O'LEARY:  Okay.  Thank you for that.

So you list a number of the externalities that would be included in the societal cost test.  Then I note over towards the top of page 34, the second bullet, the very last line, GEC states:
"A proxy adder can be used until more study can be conducted.  Consistent with the recent decision in Vermont, we would recommend an interim value of 15 percent pending further study."

So if I put all of this together, you've talked about the value of carbon, the avoidable costs of distribution.  That's all under this heading "screening".  It sound like GEC was content at the time for the 15 percent adder to actually account for all of these things; is that your reading?

MR. NEME:  No.

MR. CHERNICK:  No, no, you failed the reading test.

MR. NEME:  In --


MR. O'LEARY:  Until more study.  It says until --


MR. NEME:  No, no, no, no, the --


MR. CHERNICK:  That applies only to that bullet.

MR. NEME:  Yes.

MR. O'LEARY:  Ah.

MR. NEME:  And in fact, in Vermont we have a $100-a-tonne carbon adder, and the 15 percent for non-energy benefits is on top of that amount.

MR. CHERNICK:  As is a 10 percent risk rate.

MR. NEME:  As is a 10 percent adjustment for the fact that DSM is less risky than supply side investments.

MR. O'LEARY:  So, then, what you were proposing was the societal cost test that would include all these externalities plus another 15 percent.

MR. CHERNICK:  Well let me --


MR. NEME:  They are not externalities.

MR. CHERNICK:  Yes.  Many of them are not externalities.  The price of carbon in a cap and trade system is not an externality.  The risk to consumers is not an externality; it's borne by the gas consumers as gas consumers.

MR. O'LEARY:  We're going to come to that.

MR. CHERNICK:  Commodity price reducing effects.  I mean, if you believe it exists.

MR. O'LEARY:  We'll come those.

MS. LONG:  I'm going to ask you to speak one at a time.  It's very hard for the court reporter to keep track of what you're saying.

MR. CHERNICK:  When you say "all of these externalities", you may mean all of these adjustments to the avoided costs, all of these corrections or omissions, but they're not all externalities.

MR. NEME:  In fact, none of them are.  It's just the other non-energy benefits category in the last bullet that are the other -- that are truly external.

MR. O'LEARY:  Fair enough.  And I was actually picking up the word "externalities" because I learned it from you, Mr. Neme, but my point --


MR. CHERNICK:  It's a good word, but it doesn't apply to everything.

MR. O'LEARY:  My point is we are going to come to these avoided costs shortly, but my point, really, is that you've made -- GEC made a detailed pitch to the Board.  It received 23 other submissions from other parties, and then ultimately issued a framework, which is what has been guiding the utilities in this proceeding.  So I'm wondering what your view is as to the role of the Board.  Would you agree that the role of the Board in that comprehensive review was to consider and weigh and provide the appropriate weight to the submissions that it received on a reasonable basis?

MR. NEME:  Sure.  But I guess I would take issue with your statement where you said, you know, a detailed submittal.  We have what amounts here to five bullets that comprise roughly half of a page, whereas, in our evidence, between the two of us, Mr. Chernick and I have about 100 pages, including considerable detailed analysis that's jurisdiction-specific.

These were conceptual points, and I think what the Board -- the Board made the decision that it made in the face of the conceptual proposal put forward here as well as the proposals put forward by other parties, and what we've brought to this case is a much more detailed analysis of what the actual implications are on all of these topics that would hopefully inform the decision that the Board will make in this case.

MR. O'LEARY:  And it did it in the context of the directives that I just took you to, correct, from the Minister?

MR. NEME:  What do you mean, "it did it"?

MR. O'LEARY:  The Board issued its framework in the context of the directives that we've just reviewed.

MR. NEME:  Sure.

MR. O'LEARY:  Right.  So you're aware that the framework was issued in December 2014?

MR. NEME:  I am.

MR. O'LEARY:  All right.  Could I turn you to page 14 of the compendium?

MR. NEME:  We're going back?

MR. CHERNICK:  Page 1-4?

MR. O'LEARY:  Sorry, 19, 19.  I misread that.

MR. NEME:  Okay.  We're going backwards, then?

MR. O'LEARY:  We are going back.  My apologies.

MR. NEME:  That's okay.

MR. O'LEARY:  And this is the letter that Mr. Chernick referred to.  This is a letter to the Chair of the Energy Board from the Minister, February 4, 2015.  So the Minister, in the first paragraph, states:
"I am pleased that the Board has released its final DSM framework in support of the government conservation first policy."

So I stop there.  Doesn't that mean the Minister has reviewed the framework and has said, "We are pleased by the framework that we see"?

MR. CHERNICK:  That's not what it says.

MR. NEME:  That's not what it says.  It says that we're pleased that you released it.

MR. O'LEARY:  Yes.  But he's pleased.  If you

continue on, next paragraph:
"I am particularly pleased that natural gas distributors will be expected to ensure that DSM is considered in infrastructure planning consistent with the March 26, 2014 directive."

Do you see that?

MR. NEME:  I do.

MR. O'LEARY:  Does that suggest there's any doubt about whether the Minister is in favour of the framework?

MR. NEME:  Well, On that particular item, yes.

MR. O'LEARY:  All right.  Well, then it goes on:
"And that a 15 percent non-energy benefit adder will be applied to the benefit side of the TRC test."

So we have the Minister saying to the Board that the 15 percent adder that they have included in the framework is appropriate.

MR. NEME:  Or that it's best than nothing.  He's glad that there is now an adder.  You may be correct that he thinks this is just great, or it's good that we're doing something, and maybe he and his staff have thought more about what the adder should be for gas.  Maybe they haven't.  But it's good that there's an adder.  And I think we can all agree -- well, I certainly agree that it's good that there's an adder, but that doesn't -- I don't read anything in here that says, "And you got that exactly right, Board."

MR. O'LEARY:  Well, he could have issued a further directive, because we are now further down the road, and by this point, we -- the government would be further along in its decision in respect of the emissions reductions targets.  He could have issued another directive saying, "Fifteen percent is not enough."  But he didn't.  He issued a letter saying, "I like 15 percent."  Right?

MR. CHERNICK:  Well, no.  He says, "I'm glad that there is a 15 percent adder," and then at the bottom of the page, he requests that the Board consider adding carbon and natural gas price suppression, building on the principle of the non-energy benefit adder.

MR. O'LEARY:  And I'm going to come to that.  So let's just go to the third paragraph:
"The Minister notes that, as part of the expectation that natural gas distributors consider DSM in infrastructure planning, each distributor will be studying the potential role of DSM in reducing or deferring infrastructure investments."

So the Minister is aware of the requirement in the framework that the utilities prepare a scope of work study and proceed with an IRP study; right?

MR. CHERNICK:  It looks like --


MR. NEME:  He observes that that was a requirement in the framework.

MR. O'LEARY:  Yes.  And at the end, he says:
"I understand that they plan to initiate this work in the near future and complete the studies as soon as possible and no later than in time to inform the midterm review of the DSM framework."

I'm going to suggest to you that suggests the Minister is looking forward to those studies being considered by the Board as part of the midterm review.

MR. NEME:  Well, it actually starts by saying, "as soon as possible."  The "no later" is kind of the end point.

MR. CHERNICK:  Right.  And the Minister isn't necessarily dealing with the details of what the utilities need to do in order to implement pilot projects to start testing out methodologies that would be useful in informing the midterm review and the IRP process.  This is a very high-level statement that you -- you are moving in the direction, and we want to see some results.

MR. O'LEARY:  The last paragraph:
"The March 26, 2014 directive also requires an achievable potential study for natural gas efficiency be conducted every three years with the first study completed by June 1, 2016.  Building on that principle of the non-energy benefit adder, I request that the Board consider in that study how such potential DSM benefits as carbon reduction and natural gas price suppression may be used to screen prospective DSM programs and inform future budgets."

So, as I read it, the Minister is saying that that potential study, which is due next year, will consider carbon reduction and natural gas price suppression and how it can be used to screen perspective DSM programs.  Is that a fair interpretation?

MR. CHERNICK:  Yes.

MR. O'LEARY:  Yes.  So the potential study is not done yet; right?

MR. NEME:  No.

MR. O'LEARY:  All right.  And my understanding, actually, is, Mr. Neme, you are on the technical group that has been retained by the Board to participate in that potential study.

MR. NEME:  I am.

MR. O'LEARY:  So we have a situation where the results of that potential study are not before the Board, but GEC is, in fact, asking the Board to accelerate the DSM planning process in advance of the potential study.  Isn't that a fair --


MR. CHERNICK:  I think you have that backwards.

MR. O'LEARY:  No?

MR. CHERNICK:  The specific point is about including carbon reductions, natural gas price suppression, and the  -- in screening DSM, and the Minister is saying, "I hope that you can get these two factors added into the screening," as I read the -- what he's written -- add those two factors into the screening in time to affect the 2016 potential study.

That doesn't say, "And don't do anything about those two factors before, because we wouldn't want to screen DSM right until after we have done the potential study."  You have to come up with the methodology in order to do the study, and unless you are expecting your analysts to do all the screening in the last couple of weeks, you're going to have to make some real progress in the next few months to have anything by then.  If you have values for carbon and for price suppression, which the Board now has, then there's no reason not to use them now, and the Minister does not say, "Sit on your hands until June 1st, 2016."  He keeps saying, "As soon as possible.  No later than.  By this date," so I don't see your -- where you find any basis in here for a request by the Minister for the Board to delay action.

And in any case, I'm -- to some extent I'm not -- other than perhaps some of the technical details about what's an externality and what's not, I'm not sure why you're asking us about this.  This seems like the kind of thing that would normally be dealt with in argument, and we can't peer into the Minister's mind any better than you can.

MR. O'LEARY:  I'm trying to simply put into context what has been requested.  The Minister has clearly made it known that there is to be a midterm review.  The potential study that's going to be undertaken with Mr. Neme's assistance is going to be obviously something of value for that midterm review.  It is clear that the Board has followed the directives of the Minister and is leading down that path towards a midterm review which will inform future DSM plans.  And that midterm review could commence at some point in 2017.

So is it not fair to say that really what GEC is asking is for the utilities to go back and re-do their plans, all the hard work that's gone into everything that's been done to this point, the framework that people spent many hours contributing to, so what you're asking is for the sake of a number of months that the utilities go back and re-do their plans for 2017?

MR. CHERNICK:  Well, it is a large number of months if you look at the difference between where we are today and where we would be -- looking at a filing in the middle of 2018 that could possibly affect what's done in 2019, but given the regulatory review process might miss much of 2019, so we're talking a four- or five-year lag under your proposal, and I don't see why you would want to do that when we could move forward with some improvements immediately, and the fact that people have done some work and made some progress on some things doesn't mean that you should stop making progress.

MR. O'LEARY:  Right.  Let's move on if I could.  If I could turn now specifically to your expert -- to your report, Mr. Chernick, and that begins at page 55 of our compendium.  And I don't want to pursue the continental DRIPE versus the basis DRIPE, because I'm afraid that I would only make the record even more confused than it is.

But my understanding is that what GEC is proposing is that the numbers in your report are not intended to be exact figures that would be used for avoided cost calculations.  Some further study is required?

MR. CHERNICK:  No.

MR. O'LEARY:  Certainly the basis DRIPE you've said you can't calculate --


MR. CHERNICK:  Exactly.  I don't -- and I don't advance a number, so there is no number that -- to rely on there.  I offer one number for the DRIPE and then the U.S. mid-Atlantic, just to give the Board a sense of potential order of magnitude.

On the supply DRIPE I come up with a number which I think is the best number available on the existing record.  You're correct that further analysis is always warranted, updates are always warranted, but this is the best information that the Board has at this point, and I think it can be used immediately.

MR. O'LEARY:  And you will recall that Mr. Welburn on behalf of the company indicated that he had some concerns about your analysis and that, while it warranted further study, that you didn't take into account all of the potential impacts that might affect whether continental DRIPE is as stated in your evidence?

MR. CHERNICK:  Yes, and everything he said was completely irrelevant.

MR. O'LEARY:  I see.  Okay.  And the fact that the Minister has asked that it be considered in the potential study means that even the Minister believes that there should be some further review of it?

MR. CHERNICK:  Well, at the time that the Minister wrote that letter, there wasn't a pending proposal before the Board, so he couldn't say please adopt that number.  He didn't seem to have a number that he wanted to propose at that time.  So from the time of his letter until now there has been additional analysis and additional evidence put before the Board, so I think his assessment of what the absolute deadline was for getting those values calculated and reflected in a potential study would put the analysis in, perhaps, this fall or the winter, and -- at the latest, and I certainly don't see anything in what he said precluding the Board from using values that come before it earlier than that.

MR. O'LEARY:  You'd agree with me that it is a complicated subject that is going to require more than a short period of time in terms of the attention of the parties?

MR. CHERNICK:  In terms of the continental DRIPE I don't know what else you would add to it.  Enbridge likes to say it's complicated, we need to think about it, without actually explaining what it is that needs to be thought about.  The storage at Dawn has nothing to do with continental DRIPE.  The balancing purchases and sales that the company makes that move gas demand from one day to another has nothing to do with continental DRIPE.

So the idea that we can kind of wave our arms and say, "Whoa, this might be complicated, there might be something here, we have to study this, we have to study," there is a phrase called "paralysis by analysis", and your witnesses have embraced that to a remarkable extent.

It took me about three months to develop this continental DRIPE analysis the first time that I did it for the New England avoided costs.  I've now done it.  You can review it.  You do not need three years to do this.  You do not need eight months to do it.  And I don't really understand why the company has not been able to review my work and, if you had anything to add that was actually substantive, to add it, so since you have not done that, the Board has one value in front of them, and no reason to turn it down.

MR. O'LEARY:  Mr. Chernick, let's now turn to distribution infrastructure avoided costs.  You were asked in an interrogatory and have stated in Mr. Neme's evidence at page 41 -- and I'll read it to you.  It is at page 119 of the compendium:
 "As I have noted in two different reports I have written on investments, DSM cannot address every type of infrastructure need.  It only has potential value as an alternative to infrastructure projects that are being driven at least in part by load growth."

And you accepted that term.

MR. CHERNICK:  Yes.

MR. O'LEARY:  That definition.  All right.  Fair enough.

So -- and if I could then turn specifically to your evidence at page 91 -- I'll try to do this quickly.  That's page 91 of the compendium.  You will see in the middle of the page the subheading "load-related distribution investment".

So the first series of load-related investments that you have alleged were missing relate to area 10 in Appendix B, and these are the areas that Enbridge admitted inadvertently that it did not provide the figures through to Navigant, and they are about $55 million, roughly that number, fair enough?

MR. CHERNICK:  Yes.

MR. O'LEARY:  All right.  And in fact, just because it would be handy, if you could flip over then to page 100 of the compendium.  There is a table 8, "Corrections to Enbridge estimate of avoided distribution costs."

So just that we're trying to -- following down the list here, the top is, you see the column "ten-year additions", Enbridge, the 189 million figure?

MR. CHERNICK:  Yes.

MR. O'LEARY:  So then you've added in the area 10, Appendix B, which are the ones that Enbridge admitted were not in the numbers.

MR. CHERNICK:  That's correct.

MR. O'LEARY:  All right, we heard Ms. Thompson on behalf of the company say that they've undertaken a review of those areas and that it's likely -- it's not completed, but it's likely that in fact the load-related component will come in at half.

Does that mean if that's correct that about half of the figures included in your table are -- at least in respect of area 10, Appendix B -- would be overstated?

MR. CHERNICK:  I'm sorry, I don't recall having heard that, and I don't know what the context was.

MR. O'LEARY:  Well, then, fair enough, but to the extent that in fact it's not 55 million but it is 30 million, which is the load related to infrastructure for that distribution infrastructure, your numbers are overstated.

MR. CHERNICK:  If the reinforcements really aren't what -- again, the company keeps changing its numbers, but if these -- if the reinforcements aren't what the company said they were, then these numbers would be different.

MR. O'LEARY:  Fair enough.  and then if -- staying on page 100, just to move through it quickly, you will see the line item right at the second from the bottom, 2010, 2012 revision, 17.4 million, and this is the number you came up with reviewing the various capital projects that you saw in various filings, and you determined -- you determined that there was $17.4 million of distribution load-related infrastructure that was not included in Enbridge's numbers; right?

MR. CHERNICK:  Yes.  I had to go through those earlier filings because the company refused to give me the documents that they were working from that informed their judgments, so I had to search through the Board's website, looking for some of the information that the company was refusing to provide, and I found this information which contradicts what the company said.

Now the company has a new explanation that, "Oh, well we said that reinforcements are load-related.  Sometimes they are; sometimes they aren't.  It all depends on something," and that this $17.4 million were for reinforcements, but we weren't reinforcing it for load growth or for load.  We were reinforcing it for some other reason, but we have no explanation.

MR. O'LEARY:  In fact, Ms. Thompson went further.  She said that that, even in respect of replacement infrastructure, that the company looks to see if there is any load related to that any additional capacity to meet load, and they include that number in their avoided costs.  Are you aware of that?

MR. CHERNICK:  She said that, and she has provided absolutely no evidence that they did that.  She has not named a specific project.  She has not given us any numbers.  She also said that they did that for forecasts, but not for the historic data, and she caged it in terms of, well, to the extent that we expect this and that and the other thing, then sometimes we would do that.  So we don't really know whether there's anything in there and, if so, how much.

MR. O'LEARY:  Do you have a reason to disbelieve Ms. Thompson, Mr. Chernick?

MR. CHERNICK:  Well, no.  I'm assuming that what she said was literally true in some sense, but it may be that they put $10,000 in or that they put a much larger number in.  We have no idea because they won't -- they, you, will not give us any information about your analysis.  That's not my fault.

MR. O'LEARY:  All right.  Then let's go to the next line item, which is the GTA segment B2 and GTA segment B1.

Together, you're adding $285 million for segments B1 and B2 into the avoided cost analysis; right?

MR. CHERNICK:  Yes.

MR. O'LEARY:  And you've admitted during the technical conference that's the biggest component you've added in; right?

MR. CHERNICK:  Yes.  I think that's the largest adjustment.

MR. O'LEARY:  Sure.  And do you that -- if I could take to you page 92.

MR. CHERNICK:  Of your compendium?

MR. O'LEARY:  I believe -- sorry, wrong page.  If I could take you to page 94 of the compendium, that page states -- the question is:  What GTA costs should have been included in the list of reinforcements?

And then you refer to segment A.  Then you refer to segment B, and you say:
"...Enbridge classified as entirely related to distribution load."

And you cite exhibit -- and if I could ask Bonnie to pull it up there because I don't have it in my compendium  -- Exhibit I.T9.EGDI.GEC.52.  If you could pull that up, please, Ms. Adams.

Question (c), and this is an interrogatory from GEC.  If you could still scroll down a bit -- up -- not the answer.  I want to go to the question, first of all.  So (c):
"Please explain whether the GTA reinforcement would be considered a transmission project or a distribution project."

If you could then scroll down to the answer, the answer is:
"Per EB-2012-0051, the GTA's project segment A, the NPS42 will be used for two purposes:  60 percent of the capacity used for transmission; 40 percent of the capacity will be for distribution.  The GTA project segment B, the NPS36, will be a distribution asset."

Does that, sir, mean that 100 percent of segment B is load-related?  Is that what you're relying on?

MR. CHERNICK:  No, that's not what I'm relying on.  That's --


MR. O'LEARY:  That's --


MR. CHERNICK:  -- that's the -- I'm sorry.  Are you -- perhaps the term "distribution load" --


MR. O'LEARY:  Sir, it's your evidence.  Page --


MR. CHERNICK:  I know.  I'm trying to figure out how I got you confused here.  The GTA project was built to serve load.  Some of it was built to serve wholesale load, to be sold to TransCanada as part of segment A, and segment B was built entirely to serve distribution load.

MR. O'LEARY:  All right.

MR. CHERNICK:  It was not served -- and to the extent you are distinguishing between load and customer number, there is certainly -- you are not building it for the number of customers; it's -- it's a -- essentially a transmission project.

MR. O'LEARY:  Sir, you stated in your evidence that segment B -- and I quote: "which Enbridge classified as entirely related to distribution load," and you cite this interrogatory response.

MR. CHERNICK:  Yes.

MR. O'LEARY:  You would agree with me that Enbridge does not, in that response, say that segment B is entirely distribution load, does it?

MR. CHERNICK:  It's going to be entirely charged to distribution load.  It would be a distribution asset.  It will not be a wholesale asset.  It is not going to be treated as being a transmission asset sold to TransCanada.  There's no other company that is expected to use segment B, so it's entirely a distribution asset.

MR. O'LEARY:  So is every Enbridge Gas Distribution asset an avoidable cost?

MR. CHERNICK:  No.  Meters --


MR. O'LEARY:  Of course not.

MR. CHERNICK:  -- aren't.

MR. WOLNIK:  No.  But that's the point.  The mere fact that it is called "a distribution asset" doesn't mean that it is all load-related.  And you should know that, sir.  You were involved in the GTA proceeding, and you --


MR. CHERNICK:  I'm sorry.  I don't know what we're arguing about here.

MR. O'LEARY:  We're arguing over the fact that you've included $285 million in the avoided cost calculation because you're saying all of segment B is load-related.

MR. CHERNICK:  Yes.

MR. O'LEARY:  And yet there was a proceeding before this Board.

MR. CHERNICK:  Yes.

MR. O'LEARY:  And perhaps you just acknowledged that.  The position you took, sir, was that segment B could all be avoided; right?  That was the position you, in expert evidence, took.

MR. CHERNICK:  Yes.

MR. O'LEARY:  Right.  And the Board, in fact, made certain determinations.  It, first of all, rejected the fact that DSM could completely avoid the need for segment B, but it also determined there were certain system needs, such as avoiding the bottleneck and technical safety standards and safety authority reasons for segment B to reduce the operating pressure.

MR. CHERNICK:  All of which is load-related.

MR. O'LEARY:  They're building it to meet technical reliability standards that are not related to load.  That was the determination made by the Board; right?

MR. CHERNICK:  No.

MR. O'LEARY:  No.

MR. CHERNICK:  You are wrong about the reason for the pressure issue.  It's load-related.  Bottlenecks are load-related.  I don't know where you get the idea that load has nothing to do with the pressure on a pipeline.

If load were lower in the Greater Toronto Area, and especially parts of the Toronto area, then the pressure on the Don Valley pipelines could have been reduced without any additional construction.  So it is definitely load-related.

Now, the question is what load and how do we divide it, and we're getting into some pretty technical issues here, but if it's not related to load, what is it related to?  You say it's related to pressure.  Well, pressure requirements are related to load.  If you don't have the load, you don't need the higher pressure.  You say it's related to a bottleneck.  A bottleneck of what?  Of getting enough gas through to meet the load.

So you're making a bunch of semantic distinctions here which have no real meaning.

MR. O'LEARY:  Ms. Thompson indicated that she reviewed all of the GTA, including segment B, and that the company included the load-related portion of segment B in its avoided costs, and you simply disagree with her; is that right?

MR. CHERNICK:  I don't disagree with her that she reviewed things.  I don't disagree that the company chose a range of $40 to $50 million for a hypothetical line that would solve some of the load-related issues.  Her picking the $40 million at the low end of the 40 million -- 40- to $50 million range which was before the escalation of the costs of the GTA project strikes me as being inappropriate, but the biggest factor is that the company keeps defining "load related" in narrower and narrower ways.

First it's all reinforcements, then it's some reinforcements, and we won't tell you why exactly.  It is load, but it's not load that we could have avoided with DSM earlier.  If has to do with pressure, it's not load.  If it has to do with a bottleneck, it's not load.

You know, the company keeps redefining terminology to come up with lower numbers for avoided distribution and I do not understand why.

MR. O'LEARY:  Mr. Chernick, was the GTA project approved by the Board?

MR. CHERNICK:  Yes, it was.

MR. O'LEARY:  And to your knowledge, has it been built?

MR. CHERNICK:  Parts of it have been built.  I don't know whether all of it is in service yet.

MR. O'LEARY:  But it will be in service in the near future?

MR. CHERNICK:  Yes.

MR. O'LEARY:  So that means that in fact all of the costs of the project are either currently in rate base or will be in rate base in the near future; correct?

MR. CHERNICK:  The same is true for all of the historical data that is used in your -- in calculating the distribution costs per cubic metre, and if you want to use historical data, you're using data for projects that were built.

MR. O'LEARY:  I understand, but I just want to confirm that these are costs that actually had been incurred and there will be a return paid and depreciation costs every year in respect to this capital project; right?

MR. CHERNICK:  Yes, but again, if you are using the past to estimate the relationship between load and costs, then you want to be realistic about your past costs.

MR. O'LEARY:  Okay, just one more question then.  There was discussion about your evidence and the carrying charge that you seem to calculate by your back-out approach that you thought that Mr. Winston of Navigant had done for his determination of avoided costs, and really the simple question is, you've said that traditionally carrying charge is what is used in the avoided cost calculations; right?

MR. CHERNICK:  Not just traditionally.  You have to do that either explicitly or implicitly, and Mr. Winston's position seems to be that he did it implicitly by going through some long, undocumented calculation and coming up with a number.

MR. O'LEARY:  Well, what he said was that he calculated the precise revenue requirement cost that would result from the fact that you're pulling that infrastructure out of rate base, and so he was attempting to be actually more precise than using a carrying cost.

MR. CHERNICK:  No, it's not more precise.

MR. O'LEARY:  It's not.  Okay.  But if there is a difference, would you agree with me that it would be virtually immaterial?

MR. CHERNICK:  I don't think so.  I thought that it was like a 20 percent increase in the -- in the avoided distribution cost.

MR. O'LEARY:  But you don't think the better process is to attempt to determine more precisely what would be the impact on the revenue requirement by the removal of that -- and if that was the purpose would you agree that that is the appropriate way to proceed?

MR. CHERNICK:  If -- ah.  If the Board is interested in is what's the impact in 2020, for example, of avoiding a certain amount of distribution investment between now and then, then looking at what's the first-year impact in rates of the investments avoided in 2019 and the second year for the ones that are avoided in 2018 and the third year for the ones in 2017, that would be a sensible approach.  You certainly would want to do it that way, rather than using a levellized value.

For screening purposes we're talking about a present value over a period of time, we want to take into account the fact that as the -- as you delay a project, you expect its cost to rise with inflation, but the present value to decrease because you're discounting an extra year, so you want to use the same inputs, but you want to come up with a different value reflecting your different usage.

MR. O'LEARY:  Thank you.

If I could turn now to you, Mr. Neme, and your evidence.  And I'll try and move this forward.

One of the -- at page 1 of -- 106 of our compendium it refers to page 14 of your evidence, and I didn't really need to have you turn it up, but the heading is "key reasons for the low forecast savings", and item 1 is budget constraints, and so we come back to the questions that I was raising earlier, and then at page 110 we go to the famous table 3, and so I appreciate, Mr. Neme, that you have relied upon Mr. Chernick's calculations for the purposes of this table and you're using his calculations, so they're not yours, but let me just see if I --


MR. NEME:  Well, just to be clear, I'm using -- my analysis started with his calculations of the values of each of these things, and then I --


MR. O'LEARY:  Fair enough.

MR. NEME:  -- took it to the next step to frame it in these types of values.

MR. O'LEARY:  Fair enough, and just some of the key assumptions for the table are at -- really footnotes, and so footnote 37, you've assumed average incremental annual savings for Enbridge of 74.4 million cubes --


MR. NEME:  Correct.  Correct.

MR. O'LEARY:  And then for the carbon valuation -- I know we've gone through this before, but you've used a figure of $20 U.S. per short metric ton (sic)?

MR. NEME:  Yes.

MR. O'LEARY:  It's not -- sorry, short ton, not metric tonne.  Yeah, I --


MR. NEME:  Yes.

MR. O'LEARY:  And we did the conversions on that, so if you bump it up for metric tonne then and you Canadianize it, that would put your number at about $28 Canadian; would you take that subject to check?

MR. NEME:  Subject to check.

MR. O'LEARY:  Okay, and then at the bottom, still we're working on these key assumptions, at footnote 42, if I can paraphrase what I think you've done is you've looked at Mr. Chernick's calculations in respect to avoided costs, felt that they showed that the avoided distribution costs of Enbridge were understated by something between 3 and 5, and you chose the mid-point, which is 4.

So you basically bumped up the avoided costs by about four times.

MR. NEME:  The avoided distribution costs, yes --


MR. O'LEARY:  Yes, now --


MR. NEME:  -- oh, as reported by Navigant.

MR. O'LEARY:  Yeah.  Absolutely.  It is the distribution costs only.  Fair enough.  Now --


MR. NEME:  And then I had to apply those -- they have different avoided distribution costs for different types of end uses, and I had to parse that into its different components, compute a weighted average value.

MR. O'LEARY:  Fair enough, and then if I could have you then turn to -- there's a response you did to an undertaking -- sorry, to an interrogatory that Enbridge asked.  It's at page 49 of our compendium.  And GEC was asked -- and I assume it's your response -- to provide a version of table 3, which is the one we went to, which includes a column for first-year benefits only as opposed to net present value benefits.

So just stopping there, you agree with me that what we were looking at at table 3, the first column for Enbridge, related -- it was the net present value of 16 years of these benefits; right?

MR. NEME:  It was, yes, the net present value over an average measure life of 16 years for a cubic metre of annual savings.

MR. O'LEARY:  Right.  And so if we go back to table 3, what you have, for example, for avoided carbon regulation costs, you have 98 cents, so that's the net present value over the 16 years.

MR. NEME:  That's correct.

MR. O'LEARY:  All right.  So what we've asked you then -- and this is really following up to Member Frank's questions about what are the impacts on the bill -- this interrogatory was intended to try and determine what would be the impact on the first year, and therefore, what would be the impact on the bill in the first year.


So we have your response indicating that avoided carbon regulation costs would work out to 5 cents per cubic metre.

MR. NEME:  Correct.

MR. O'LEARY:  That's the response.  So just stop there.  That 5 cents is based upon the $28 per metric tonne Canadian that you used in your table 3; correct?

MR. NEME:  It's based on the values I used in table 3, yes.

MR. O'LEARY:  Fair enough, okay.  And scrolling down in respect, the avoided distribution system costs, you have 4 cents there, and that, again, is based upon your increase in the Navigant distribution costs, avoided costs, by a factor of 4?

MR. NEME:  Correct.

MR. O'LEARY:  All right.  So just on that subject for a second, the -- some of the questions that you were asked yesterday related to, you know, whether or not there is any carryover from past years in terms of system-wide benefits, and I think you admitted that certainly, in terms of avoided carbon regulation costs, there are no costs from prior years that are currently benefiting ratepayers; is that --


MR. NEME:  In 2016, where there isn't -- and 2015, for that matter, where there isn't a value assignable to carbon, that's true.  Once we get to 2017, that may no longer be true.  It will depend, whether it's 2017 or 2018, on when -- what the province ultimately decides about the rules for carbon regulation and when early credits will begin to be able to be earned.


MR. O'LEARY:  Okay.  So fair enough.  But my point simply being is, if we wanted to know what will be the impact -- the downward impact on a ratepayer's' bills in 2016, we know that there will not be any carbon regulation cost reduction, so it's zero; right?


MR. CHERNICK:  Not in 2016.


MR. NEME:  Not in 2016.  And, in fact, I think Dr. Higgin asked me a question about that in an undertaking.  I wasn't at the technical conference, but I, nevertheless, undertook to try to answer him, and my response will demonstrate that the average values I provided in table 3 were averages for the 2016 to 2020 period.


If you wanted to parse out specific numbers for each of those five years, I provided them in response to Dr. Higgin's request, and you can see that they're lower than the values in this table in 2016 than they are in later years precisely for that reason.


MR. O'LEARY:  And while we're on the carbon regulation issue, we don't know exactly what it is that the government is going to ultimately require in Ontario, do we?


MR. NEME:  We do not.  But we often face an absence of complete information and our -- it seems to me our job in DSM or any other type of planning is to use our best judgment about what the future is likely to look like.


MR. O'LEARY:  But is one potential future that the government of Ontario would exempt residential ratepayers from the requirement to add a carbon cost to their gas consumption?


MR. NEME:  It's hard to imagine -- until final rules are in place, I'll start by saying, anything is possible.  But it's hard to imagine that such a large portion of carbon emissions in the province that has just signed on to the Western Climate Initiative would not be included at some -- in some fashion in a cap and trade system.


MR. O'LEARY:  Okay.  I understand that that's where you think we're headed, but you at least acknowledge that, in the political world, anything is possible.


MR. CHERNICK:  The future is it uncertain, yes.


MR. O'LEARY:  Well, even more so in this respect.


MR. CHERNICK:  I'm not sure that gas prices in 2020, for example, are any more certain than the carbon prices in 2020, but there's -- we live in a world with a lot of uncertainty.


MR. O'LEARY:  Mr. Neme, then, if I could take you to item 4, Avoided Distribution System Cost, I certainly understand the exercise that's undertaken for the purposes of the TRC test, but this table, I believe you're attempting to identify the actual downward impact on a person's bill in the first year.  And is it fair to say that, as I think I heard Mr. Chernick acknowledge, that all of the hypothetical plant which has been avoided actually is in the ground, and these costs are being incurred; isn't that fair to say?


MR. NEME:  Well, that was with respect to the GTA pipeline.


MR. CHERNICK:  And to plants that have -- a plant that has been built is in the ground, because we just said it's been built.  The plant that hasn't been built over the last decade, because of your DSM programs, is not in rates, and the DSM program in 2016 and 2017 will contribute to less steel or plastic, I guess it is now, less plastic in the ground in 2020.


MR. O'LEARY:  But, Mr. Neme, you'll agree that the avoided distribution system cost which you are referring to, on an annual basis, include all the segment B of the GTA, which is $285 million, and that plant is in the ground.  There's nothing hypothetical about that.  There will be no cost savings that will have an impact on any ratepayers' bills as a result of the GTA project; right?


MR. NEME:  And I didn't hear Mr. Chernick suggest that there would be.


MR. O'LEARY:  Well, I seem to -- I just, then, want confirmation that, in fact, the 4 cents that you've included in that number is a reflection of costs that relate to the GTA.


You've bumped up the Enbridge avoided distribution cost by a magnitude of four and that, to a large measure, the majority of it is due to this GTA cost.  So are you now trying to suggest that four cents is the actual decrease per cubic metre of avoided costs in real terms?


MR. NEME:  I think that -- and Mr. Chernick can chime in if I've got this wrong, but my understanding of the issue that Mr. Chernick raised with respect to the GTA pipeline was that the company's estimate of avoided distribution costs was based, in part, by looking into the future and, in part, by looking at the past at the range of load-related distribution system projects, and the GTA pipeline investments were -- are part of the past.  And as I understood it, the concern that Mr. Chernick raised is that, to the extent that you're relying on looking at your past costs as a way to forecast what your future costs might be, you have to include all of your past costs that are load related and not just a portion of them.


So in that sense, the fact that the GTA, or segments of it, or whatever, are completed is not relevant to whether -- to the calculation of the avoided distribution costs because so are all the other past projects that you looked at when you used the analysis of costs in the past to forecast likely cost in the future.


MR. CHERNICK:  The point is to use the past as a proxy for the future relationship between load and investment.


MR. O'LEARY:  I'm simply trying to get to what is an identifiable bill impact, and let me see if I can be of further assistance to the panel.


If you go to page 50 of our compendium, we have prepared a table, and see if I can -- if this is of any assistance.


So there are the same four system-wide benefits that you've identified in your table 3, and the first column deals with first-year benefits per annual cubic metre saved.  So for the avoided carbon costs, the figure we've included there is the number that Ms. Oliver-Glasford identified in her presentation.  It was, you will see, footnote number 2, $15.22 per Canadian metric tonne.  That's the figure we've used, and we've done the calculation and determined that it would work out to three cents per cubic metre.


Would you accept that, subject to check, Mr. Neme?


MR. NEME:  I accept your math.


MR. O'LEARY:  Okay.  Well, you're going to give a -- I know you've said it should be $20 U.S. a short ton, but leave that aside.  Currently what we have in terms of evidence would be our position is the $15.22 for 2018.


MR. NEME:  I thought that there was recent numbers that -- from the most recent --


MR. O'LEARY:  We've heard 16.10, so we're marginally higher is what came in, I believe, yesterday.


MR. CHERNICK:  Yes.


MR. O'LEARY:  And we have also adjusted the avoided distribution system costs item down to what the Navigant report for distribution system costs; plus it's been adjusted to reflect the area 10 that was excluded, and our calculation, if you can accept it subject to check, works out to one cent per cubic metre.  At least would you accept the math?


MR. NEME:  I that what you've done -- you can tell me if I've got this right -- is you've taken my four cents.  You've divided it by four, and you multiplied it by 1.27 and rounded.  You don't see the .27 at the end.  Rounded, it just shows up as .01.


MR. LEARY:  That's right.


MS. LONG:  Mr. O'Leary, when was this table revised, just to provide us with some context here?


MR. NEME:  I think it was produced.  I don't think it was ever --


MR. O'LEARY:  It's -- this is something that we have created that is not in evidence.  It is a table that we're simply using to try and get some responses to.


So we have those figures.  We see the total, and we can argue about whether they're right or wrong, but the total, using those calculations, is five cents per cubic metre.


Would you agree with me -- well, I can do the math.  The next column we've attempted to determine the first-year benefits using those -- that value per cubic metre, and our calculations are that it would work out to a value of $3.72 million.


MR. CHERNICK:  Did you mention that you'd zeroed out the price suppression effects?


MR. O'LEARY:  We -- I'm happy to go there, Mr. Chernick.  We did take -- we included one of them, so we've split it down the middle.  You will see that --


MR. CHERNICK:  Included one of what?


MR. O'LEARY:  We included one for the -- one reduction and didn't include the other, but in terms of materiality, let's come to it in a moment, but let's stay with the bigger numbers, and to get to the 3.72 million all we've simply done is take the 74.4 million annual savings that you used in your table 3, Mr. Neme, and came up with 3.72 million.  It's straight math, right?


MR. NEME:  Yes.


MR. O'LEARY:  All right.


MR. NEME:  I haven't replicated the number, but I --


MR. O'LEARY:  Fair enough.  So --


MR. NEME:  -- understand what you say you've done.


MR. O'LEARY:  All right.  And would you agree with me that of the various costs that are going to be avoided not all of them would be allocable to the residential ratepayers?


So if there are obviously commercial-industrial customers that avoid gas, that they would be allocated those benefits?


MR. NEME:  Not all of the benefits will be seen by residential ratepayers, if that's your question.


MR. O'LEARY:  That's all I'm asking, and --


MR. NEME:  Yes.


MR. O'LEARY:  -- because the framework asks that the utilities use a $2 per month per residential ratepayer as a guideline to ultimately developing their budgets?


MR. NEME:  Uh-hmm.


MR. O'LEARY:  So we are concentrating on residential ratepayers.  So if we then look in the third column, which is the average first-year benefits for residential customers from the DSM plan, that's in millions of dollars.


MR. NEME:  Uh-hmm.


MR. O'LEARY:  So what we've done is we have allocated to that figure the portion that would be allocated in millions of dollars to residential ratepayers, works out to 2.2 million, which is straight math, and just at a high level we know that there's approximately 2 million customers, residential customers, roughly in Enbridge's franchises.  That would indicate that the value per year for each of these customers is very small, and indeed we've attempted to show the difference in the next three columns.


MR. CHERNICK:  Just to clarify, we didn't prepare this table.  We haven't had a chance to check your numbers.  We're -- I'm personally unclear on how the costs would be allocated to residential versus other -- the benefits would be allocated between residential and other customers.  I suspect that would differ between the commodity-related carbon value and the distribution costs.  So it's --


MR. O'LEARY:  I can take you there, Mr. Chernick, and in fairness --


MS. LONG:  Mr. O'Leary, are you going to spend a lot of time on this chart?  Because I'm just wondering if it's not beneficial for us to take the lunch break, let the witnesses take a look at it, let the Panel review it, because we have not had an opportunity to go through it, and I think we're struggling a little bit, and have you come back and ask the rest of your questions on this.


If you tell me that you don't have a lot of questions on this --


MR. O'LEARY:  I do have some more.


MS. LONG:  So I think perhaps it is appropriate that we let the witnesses review this over the lunch break and read all the footnotes so that they can come back and answer the questions and the Panel can have a chance to review it, too.


Do you have an estimate of how long you think you'll be?


MR. O'LEARY:  I'll be much shorter.


MS. LONG:  Okay, just, I wanted to give Mr. Smith an update that he would be after that, and are you still planning on about an hour and a half?


MR. SMITH:  Nowhere near that, Madam Chair.


MS. LONG:  Okay, do you think about an hour or -- no?  Okay.


MR. SMITH:  Nowhere near that.


MS. LONG:  Okay, thank you very much.


MR. NEME:  So, I'm sorry, do we have any -- I need to know whether I need to change my plane flight home.  Is there -- do we have any sense of when we're likely to be done?


MR. MILLAR:  Madam Chair, we'll discuss that on the lunch break.


MS. LONG:  Yeah, perhaps you can discuss that, and Mr. Millar has a good update of --


MR. NEME:  Okay.  Thank you, Madam Chair.


MS. LONG:  -- where we are on the schedule.  Thank you.


So we'll break for one hour, back at two.

--- Luncheon recess taken at 12:59 p.m.
--- On resuming at 2:09 p.m.


MS. LONG:  Mr. O'Leary, are there any preliminary matters?


MR. O'LEARY:  None from our perspective, Madam Chair.


MS. LONG:  Okay.  Well, just before you continue with your cross-examination, I'd just like to better understand the document that we have up here, "Revised non-participant Benefit Table."  Can you explain to us what this is?  Is this Enbridge's evidence as to what they believe the avoided cost number to be for the first year?


MR. O'LEARY:  Let me, perhaps, put it in a little context.

MS. LONG:  Okay.


MR. O'LEARY:  Yesterday, Mr. Neme gave an undertaking, when asked by Mr. Elson, J10.4, to update table 3, row 1, which is the carbon price, and row 4, which is the avoided distribution costs that the utilities have accepted, so there is an undertaking that's going to come which would -- in table 3, which you recall was net present value of those figures.  So the first item 1 is avoided carbon costs, and Mr. Neme has indicated that he's used, for table 3 in his evidence, the $20 per tonne, and the undertaking yesterday was that he was going to update that to use the figures that we have now used here, specifically the one that Ms. Oliver-Glasford used in the presentation.  It works out to $15.22.


So that is in footnote 2 in that document, and that's the number that Mr. Chernick actually accepted yesterday as being the number, based upon a 2018 futures price as set out in the evidence.  And I have an exhibit number for that somewhere, and I just don't have it at my fingertips, so that was part of their undertaking.

The second part of their undertaking yesterday was to adjust table 3 to reflect the avoided distribution costs that the distributor, Enbridge, accepts, which are the numbers that Navigant presented with the adjustment for the inadvertent area 10 that was not included.


So the company has, in fact, done that, and then we've adjusted it to the first-year figures.  So that first column that you see in the document that is the last one we were talking to Mr. Neme with is the equivalent to the response by GEC to the Enbridge Interrogatory No. 4.


So if you look in the compendium at page 49, I first took Mr. Neme to that, and you will see there is a first-year benefits per annual cubic metre saved.


So using GEC's calculations as carbon cost and also avoided costs -- let's leave the others aside for a moment -- they have provided evidence as to what those savings would be in the first year for carbon and for avoided distribution costs.


This table is now adjusting those figures consistent with what the undertaking given yesterday is going to do, but we're not doing it on a net present value basis; these are the annual savings.  So using the same inputs that Mr. Neme and Mr. Chernick used, we've adjusted the avoided carbon regulation cost to reflect $15.22 a cubic -- or metric tonne versus Mr. Neme's $28 U.S. and -- or $28 Canadian, sorry, and we've also adjusted the avoided distribution costs back down to approximately what Navigant calculated plus the adjustment.


So the difference is simply this is, that the table you have that we're asking Mr. Neme to comment on is the values that are reflected, we say, in evidence and they're different obviously to Mr. Neme's because the carbon price has gone down and because the avoided distribution costs number has gone down.


We have attempted to demonstrate through this what would be the bill impact, so that's why I asked Mr. Neme the question about whether or not 100 percent of these savings in the first year would accrue to the residential rate class, and the answer is obviously no.  If you have 74 million cubic metres which DSM saved, not all of that is the residential rate class.

So you will see, under footnote 7, we have advised of the basis upon which those savings have been allocated to the residential rate class, and that's simply on the basis of what was allocated to rate 1 in 2018, so it's 59 percent of the benefits.  So it was done in the same fashion at a high-level as the company did for 2018.


So the purpose of the exhibit is simply to show:  What is the annual first year savings if you have carbon -- let's assume that's in place, because obviously carbon is not there; we don't have that.  But assuming that it is, this table shows what the savings per cubic metre in the first year would be at three cents.  We've also included something for the reduction in the most expensive gas of one cent, and we're not going into the details there, and then the avoided distribution costs reflects the Navigant report, and that results in a savings of 5 cents per cubic metre in the first year.


If you compare that impact on the overall year, so you've got the framework which asked the utilities to look at the $2 per month limit on the residential rate class, the company has allocated that portion of the savings anticipated in the year, 74 cubic metres -- 74 million cubic metres, has allocated the appropriate portion to the residential rate class, which, as I said, is 59 percent, and then compared that on a monthly bill basis.

So the as-filed column is the company's determination of approximately how much the additional DSM costs will add to your typical residential bill in 2018.


And then when you deduct from that the impact of the system-wide benefits that GEC has referred to adjusted to reflect the evidence now that we suggest is more appropriate, there is a 9 cent saving per month.


And that's the last column.  So $2.13 would be the impact on a bill without taking into account the system-wide benefit.  $2.04 is what we suggest, including carbon, and that's obviously big -- that's more than half of the -- or about half of the total impact.


We're saying, even if you include carbon, the system-wide benefits will result in a reduction to the typical residential ratepayer's bill in 2018 of about 9 cents.  That's what that's attempting to show.


And we've used the assumptions that Mr. Neme has used in his table 3 and GEC response to Enbridge No. 4, and attempted to then demonstrate, both consistent with the undertaking given yesterday and to Member Frank's questions, about what are the bill impacts.  That's what we're attempting to do here.


MR. POCH:  Madam Chair, I don't have an objection to this document being used in cross-examination, but I would like to just make two comments.


First of all, my friend failed, in his summary of it, to mention that they simply substituted zero for the price suppression effect, so that's another substitution of Enbridge's opinion that they've incorporated into this that clearly my witnesses didn't agree with.


But the other observation I'd make is this is not what -- how my friend just described it.  This is the effects in -- this is Enbridge's attempt, for where they happen to agree with my witnesses, to quantify the effects in -- on bill -- on a bill in 2018.  But ignoring what my witnesses have said, if you want to look at the effects in 2018 as opposed to the net present value of the future stream, then you have to count the effects of the -- the price reduction effects of the preceding year's DSM, and that's what he has not done.  I can leave that to re-examination, but I want to, you know, be very clear on the record what this is and isn't.


MS. DUFF:  I have a question:  Is this your evidence?  Are you submitting this as evidence?  Is this Enbridge's version of the information in the same format of table 3?  That's what I don't understand right now.


MR. O'LEARY:  It is not the same format as table 3.  It is using the information from table 3.  It's using the information from the GEC response --


MS. DUFF:  Do you adopt it?  Do you adopt the 9 cents' difference?  Is that Enbridge's evidence?


MR. O'LEARY:  We are using this as an example of what would happen if certain things occurred.  So to -- and my friend Mr. Poch's point about price suppression effects, yes, we did not include any figure in that for here, but we did include a reduction of a cent for the most expensive gas, which we don't accept has been proven on the record either, but this is really for illustrative purposes because, as I hope we have demonstrated throughout this proceeding, there will be no impact from avoided carbon regulation costs until it actually comes into effect.


So we do not accept that there will be a 9 cent reduction in the residential ratepayers' bill because at least half of that is still a big maybe.  We don't know what or if there will be any carbon reduction in terms of residential ratepayers' bill.

We are accepting for the purposes of the analysis that there are avoided distribution costs and they are appropriate to consider for the TRC screening calculation, but we are not accepting that it is appropriate to use those avoided distribution costs to actually say there will be a reduction to a person's -- a residential ratepayer's bill because, as the witnesses have confirmed, the GTA facility is in the ground and the costs are being incurred and all the residential ratepayers are paying their share.

So the answer, Ms. Duff, to your question is:  We are not adopting the 9 cents as evidence; we're simply trying to show you the materiality of the impacts if most of what GEC is saying were true, and our position is that it's not true in the first instance.

MS. LONG:  All right.  Thank you for that clarification, Mr. O'Leary.  We were trying to understand if, when this Panel goes away and looks at this exhibit, whether this is a number that Enbridge is relying on, and I think what you've told us is no, you've -- you've prepared this for illustrative purposes to show scale, but that is the extent to which we should rely on it.

MR. O'LEARY:  It certainly would be appropriate to rely on it is a being demonstrative of if you do have avoided carbon regulation in the future at $15.22 Canadian what is the potential impact if you have savings of 74 million cubic metres a year, that would be appropriate, but our position is that we don't have that and, more importantly -- well, perhaps equally importantly is that the avoided distribution costs that are used for TRC purposes are not appropriate for determining whether there is going to be a reduction in a ratepayer's bill because, in most instances, the facilities are built and the costs are being incurred.

So we're trying to show you simply this, is that what GEC is proposing to you results in an immaterial change and that is relying on giving them the benefit of the doubt, our position is, is that the change is so insignificant that therefore you should not be paying any attention to these system-wide benefit reductions for the purposes of requiring the utilities to file a new plan for 2017.

MS. LONG:  Thank you.  Do you want to proceed?

MR. O'LEARY:  Certainly.

MR. NEME:  Any more evidence, Mr. O'Leary?

MR. O'LEARY:  Well, Mr. Neme, I was going to ask you now:  If you had some concerns about the straight math that we have used there, you will see that at footnote 7 we have attempted -- we've identified how the amounts were allocated to the residential ratepayers.  I think you've already agreed that not all of the 74 million cubic metres that are saved in a year, those benefits would accrue to those ratepayers; is that right?

MR. NEME:  That's correct.  I --


MR. CHERNICK:  Can I ask a question about footnote 7:  Does that mean that you allocated all of these benefits to the residential class based on the allocation of DSM costs to rate 1 in the multi-year DSM plan?  Is that what footnote 7 means?

MR. O'LEARY:  It's intended to demonstrate that the benefits have been allocated to the residential rate class in 2018 on the same basis as DSM costs --


MR. CHERNICK:  Costs, not --


MR. O'LEARY:  -- and benefits have been --


MR. CHERNICK:  Not necessarily in proportion to their usage of gas or their payment for the distribution system, so this is just an allocation which --


MR. O'LEARY:  Is similar.

MR. CHERNICK:  -- may or may not have any connection to the way these costs would actually flow to the classes.

MR. O'LEARY:  Similar to what is currently forecast to occur in 2018.

MR. CHERNICK:  For DSM cost allocation, not for gas cost allocation, and not for allocation of distribution costs, as I understand your testimony here.

MR. O'LEARY:  Just in terms, Mr. Neme, the math, does it appear to be at a high level --


MR. POCH:  I'm sorry, my witness has asked for a clarification of what you're putting in front of him and asking him to agree to.  He has asked you for a clarification.  Is the allocation done on the basis of DSM costs or was it done on the basis of gas costs and infrastructure costs?  I think the witness is entitled to know -- know what he's being asked to agree to.  Could we have an answer to that from whoever prepared this table?

MR. O'LEARY:  My understanding is -- and I will correct it if there's a difference -- my information is the allocation has occurred simply on the same basis as the forecasted allocated costs for DSM to the rate 1 ratepayers in 2018.

MR. POCH:  Thank you.

MR. O'LEARY:  And that's what I said in the first instance.

So Mr. Neme, I'll give you an opportunity, do you have any comments about the table?

MR. NEME:  I do.  First, while I haven't checked the math on every number, at a high level, I haven't -- I don't see any glaring errors in the math that you attempted to perform.

That said, I have a number of concerns about the table.  You characterized it as, you know, largely based on our analysis, but I think really the only substantive parts of our analysis -- my analysis, anyway -- that you retained were with respect to the third item, the value of the third item, "reducing purchase of most expensive gas", and the average volume of annual savings that the company is producing.  All of the rest of it, the values of the other three benefits, the fact that it makes no sense to compare costs in the first year that produce multiple years of benefits, only to one year's worth of costs, those -- we've talked about all of those, so we don't need to go into a great deal of detail, hopefully, about them.  Those issues or concerns are all fundamentally changed here.

The second kind of high-level concern I have is kind of revisiting that one point, which is that it's an apples-to-oranges comparison to look at costs in one year for something that produces multiple years of benefits and only look at one year's worth of benefits.

As Mr. Poch noted earlier, if one really wanted to look at a particular year, let's say it's 2018, and understand in that year what impacts on rates do these benefits of DSM that put downward pressure on rates, what impact do they have, one would need to look at the impacts of all previous years' worth of efficiency savings that are still providing benefits in that year.

In some cases because some efficiency measures last 25 years or more that would mean going back to the -- pretty much the beginning of the time at which the company started implementing efficiency programs.

And then the last thing I'd say is that even if one was not prepared to accept that argument, which I think would be a just fundamental mistake on the face of it, your last column purports to show the impacts in 2018, which would be the fourth year of a six-year plan.

So even if you only wanted, mistakenly, to narrowly focus on 2018 in the context of this proceeding, you ought to at least have included the downward pressure on rates in 2018 from the DSM programs in 2015, '16, and '17, as well as those in 2018, which would roughly quadruple the number you've got in the far end of the last column here.

MR. O'LEARY:  Mr. Neme, you will appreciate that the areas that we have addressed here are the system-wide benefits, your table 3 that you've identified your reports.

MR. NEME:  Yes.

MR. O'LEARY:  And much of what you've just said we've heard before, but I'm wondering, Madam Chair, if would be helpful to you, if I -- I'm looking specifically at the undertaking -- it was given yesterday by this panel, and it was specifically that they would update table 3, so that's the one that's in Mr. Neme's evidence, row 1, based on the current carbon prices in California and Quebec, which is what we tried to do with the $15.22.

My friend does acknowledge that the night before last they filed an update which would -- so it's about $16 Canadian, but perhaps we could keep it all the same, but -- and the undertaking was to update row 4 of your table 3, being the avoided distribution costs that the utilities have accepted.

Now, it wasn't clear to me whether or not you were only going to do that on a net present value basis, which is what is in your report, or whether you also intended to do it on a first-year annual savings, as you did in response to our interrogatory to you -- to number 4, and so I would ask if it is helpful to the panel would you please do that in -- as part of your undertaking response?
     MR. NEME:  So you would like me to amend the undertaking that Environmental Defence asked to show the values not just on a net present value basis but on an annual basis?
     MR. O'LEARY:  That's correct.
     MR. NEME:  We can certainly do the math as we did it in the response to the interrogatory that you referenced earlier.  As noted earlier, that's a faulty way of looking at things, but the math can certainly be done.
     MS. LONG:  I don't know that it's going to be helpful for the Panel, given all the caveats that we have here, so we don't require the undertaking.
     MR. NEME:  Okay.  Thank you, Madam Chair.
     MR. O'LEARY:  All right.  Then moving on to some other areas.  Mr. Neme, one of the proposals in your evidence is to put some sort of a cap on the amount that a particular metric can contribute for the purposes of a -- the shareholder incentive mechanism.
     MR. NEME:  Yes.
     MR. O'LEARY:  All right.  And my understanding is that this issue arose as a result of the fact that, in 2014, Enbridge did very well in respect of one metric, which was the participants in respect of its resource acquisition scorecard.
     MR. NEME:  That's correct.
     MR. O'LEARY:  And I think you mentioned yesterday --
     MR. NEME:  Well, I should say, I mean, that's one example.  This has come up on numerous occasions.  I just referenced that one example, but in my experience being on Enbridge's audit committee, I've seen it come up on several occasions, and I believe the same is true on Union's.
     MR. O'LEARY:  Right.  But you'll agree with me that -- I think the word you used yesterday was that they had exceeded the 150 per cent target by tenfold or something.
     MR. NEME:  They exceeded the target by tenfold.

     MR. O'LEARY:  The target by tenfold, certainly.
     MR. NEME:  Or on that order of magnitude.  I don't remember the exact number.
     MR. O'LEARY:  Yes.  And there was some evidence earlier in this proceeding about Enbridge running out of budget in respect of a particular program in 2015 and had to discontinue the project.  Would you agree with me that, if you do put a cap on a particular metric, it will mean that the utility is, in fact, incented to discontinue a program offering or several program offerings in that year because they've, all of a sudden, met your new metric cap?
     MR. NEME:  That's certainly possible.  But I think it -- what it really speaks to is the importance of being careful in a target-setting process, number one, but also wanting to understand which metrics matter the most and applying the appropriate weight and value to those.  I think -- you know, as I said yesterday -- or maybe it was the day before -- you know, I applaud the progress that Enbridge has made in the residential retrofit market.  I think it's admirable, and it ought to be continued, but -- and that was -- you know, that was just the one example we talked about.


But I think its problematic to have a scorecard where you put 8 per cent of the weight nominally on a  particular metric that's within the scorecard and 92 per cent of the weight on something else, which you obviously believe -- when I say "you," I mean I'm talking about the grand "we" -- believe is a lot more important, fail to get close to meeting the one that everyone thought was the most important and then earn bonus incentive beyond what you would have earned just for getting to 100 per cent of target, because we did a really lousy job of picking a target for the one that had a relatively lesser weight.
     It's a balancing exercise, and I think that's the -- that's the challenge.
     I think, in my evidence, if memory serves, I noted that that's one option that one can take.  Another option would be to simply -- and I think Mr. Shepherd alluded to this yesterday as well -- to simply be careful not to put metrics that may conflict with each other in the same scorecard.
     MR. O'LEARY:  Yes.  So the concern that the utilities may have is that, if you do put a constraint on the contribution that a particular metric can make to ultimately the determination of whether the company has met its target, it means that you're limiting the upside so that the company has less of an ability to try and make up for underachievement for one metric through the overachievement of another.  Is that fair to say?
     MR. NEME:  It is.  But when we put 92 per cent of the weight in a scorecard on a particular metric, I think the signal that the company ought to be seeing is that, if you're not doing so well on that one, we want you to try to put more of the budget and try a lot hard are on that one rather than just kind of giving up on it.  And I'm not suggesting that's necessarily what the company did, but one could imagine the potential for calculus at the senior management level saying, "Gosh.  If we shift a couple more million dollars out of this metric, we might lose a few percentage points on our scorecard, but we could gain 30 of them back, with that shift on the other one."
     And that's the kind of calculus that we -- that I think is potentially problematic that we would want to be careful not to encourage.
     MR. O'LEARY:  Do you agree with me that Enbridge, during the last framework, the 2012-2014 framework, did not achieve the maximum shareholder incentive?
     MR. NEME:  I do agree.
     MR. O'LEARY:  All right.  And you'll agree with me that it still remains an objective of DSM.  The reason why you have a 150 per cent target is you want to encourage the utilities to meet that 150 per cent and, in fact, exceed it if you can?
     MR. NEME:  Sure.  But the reason we have multiple scorecards and multiple metrics is to tell the company that we want good performance on a wide range of things and it's a -- like everything else, it's balancing exercise.  And so we -- I think it's important to be careful not -- you know, in an extreme case, what if the company could do so well on a metric that it was assigned 10 per cent of the weight that, even if it failed miserably on everything else, that it earned its maximum incentive?  Theoretically that's possible.
     MR. O'LEARY:  Theoretically it could work the opposite way.  In fact, there's no downside if it worked to the opposite that, because of the cap that you've put on the weighting, a company can't achieve the 75 per cent target; it could end up getting nothing.
     MR. NEME:  Well, if the company can't get to the 75 per cent target on a metric that had the vast majority of the weight, then it's not clear that the company ought to be earning anything close to the maximum incentive.  I mean, that's a policy -- that's a policy call.
     MR. O'LEARY:  Fair enough.  Fair enough.
     MR. NEME:  And as I noted yesterday, just to kind of underscore that this is not a -- that this is a balancing issue and a judgment call, you know, I suggested in my evidence, you know, 150 per cent is the potential cap.  It needn't be at 150.  One could set it at 200, for example.  I think I mentioned that to Mr. Shepherd.  It's a question of where's the right balance.  I think allowing it to get up to 500, 700, 1,000 is problematic.
     MR. O'LEARY:  Let's move on to another area, and that is the age-old question about adjusting assumptions for best available information, and this, you will recall, goes back some time, and that's why you're smiling.
     So, first of all, let me make sure that everybody understands the concern of the utilities.  You know, assume that the utilities have, in good faith, prepared their plans for 2016, and they have done so on the basis of the best available information that currently exists.  So that means the input assumptions that the Board has approved.  And in future, I'm assuming, Mr. Neme, with you on the evaluation audit committee, you'll make sure that everybody is aware of the best available information that is currently available.  Is that fair to say, to the extent you can?
     MR. NEME:  Well, I will try to do my part.
     MR. O'LEARY:  Yes, fair enough.  So the utilities have prepared their plans for 2016.  They've operated -- delivered their plans in 2016, and they believe they've reached the 100 per cent target based upon the information that they relied upon for the purposes of developing the targets.
     Lo and behold, there's a boiler baseline study that comes out, perhaps, in early 2017, or there's another study which affects free rider rates in a material way.  And as we know, for the purposes of the LRAM, this best available information is going to be used to be used to determine the actual results; correct?
     MR. NEME:  Yes, it should be.
     MR. O'LEARY:  Yes.  And no dispute there.  The question is whether or not you should use this new information and apply it to the utilities in a retroactive fashion, in the sense that you are now taking best available information which could reduce their results relative to their targets using the old information and whether or not that actually becomes a disincentive to the utilities because they're effectively being judged on the basis of information that's developed beyond their control.  And do you think that's appropriate?
     MR. NEME:  Well, let me start by saying this:  This is one of those issues -- and there has been quite a few of them -- where I don't think there's a case to be made that all of the pros are on one side of the ledger and all the cons on the other side of the ledger.  There are pros and cons of both approaches, advantages and disadvantages of both.

My personal opinion is that for some of those assumptions, with respect to determination of whether the company has met its performance targets or not, it is appropriate to lock them in.

That -- and this is really principally for prescriptive measures, where you've got a savings assumption, for example, for a hot-water heater or an Energy Star fryer that gets installed in a restaurant or whatever it is, particularly for measures that get promoted in through mass-market channels and installed by medium, small, or business customers and residential customers.  I believe it's -- the company has no control over what the savings of those measures are.  They have no control over what the best assumption is about the life of those savings.  And because -- because of that, I believe when you're deciding whether the company did an exemplary job, which is the purpose of a shareholder incentive mechanism, I believe it's appropriate for that purpose alone to let the company calculate the savings relative to its target, based on the information that it had at hand when it was developing and implementing its plans.

Now, I don't think that that applies to custom  projects, because custom projects are -- the savings estimates are entirely in the company's hands -- or in the company's control, I should say.  The company is pursuing those projects on a case-by-case basis and controls what is being assumed about them, and there is no -- there are no kind of upfront assumptions about them anyway.  They are custom by definition.

I also -- you mentioned net-to-gross assumptions.  I believe that net-to-gross assumptions with respect to those prescriptive measures are also appropriate to lock in.

I'm not inclined to say that that would be true about custom projects, because the company, as we've discussed off and on here over the last couple of days, in the way it pursues those projects, certainly has an influence over the degree to which there's free ridership.

So I don't know if that fully answers your question.

MR. O'LEARY:  It does, and thank you for that, and indeed, I am pleased to see that your response is consistent with what you said in respect to the generic proceeding in 2006, because we did include a portion of your position in the compendium at page 77, and that's pretty much --


MR. NEME:  I do every once in a while change my mind about things, but on this one I haven't, and it is consistent not just with what I've said here but with what I've said in other jurisdictions as well.

MR. O'LEARY:  And we understand from Synapse through their report in this proceeding that they have indicated in the report that it is the best practice in North America that, for the purposes of determining the shareholder incentive, that you would not adjust retroactively, so, in effect, they're agreeing what you are saying as well?

MR. NEME:  Yes, again, I think you have to be careful to parse out which of the things are appropriate to lock in and which are the ones that are appropriate to let -- you know, be adjusted, but as long as you're careful about that, as I articulated earlier, I think it's reasonable to lock in the ones over which the company does not have control.

Now, once you have that new information, that new information should be applied immediately on a going-forward basis, but it shouldn't be used to penalize the company for either under-achievement or to reward it for over-achievement relative to what it did in the past.

MR. O'LEARY:  Just a couple more questions.  One arises out of some of the evidence that the Enbridge panel spoke to, and there was some suggestion that the company is somewhat limited in terms of its ability to determine hourly peak or daily peak in respect to residential ratepayers because the meters are only read monthly or bimonthly.

I just wanted to ask you for your comment, Mr. Neme.  Would you view it is a being helpful if Enbridge had the equivalent of the electric smart meters and was able to use such information for the purposes of developing future IRP-type activities, programs?

MR. NEME:  Sure, it would be helpful, but I don't think it's a pre-condition.  There are jurisdictions that have -- on the electric side that have done IRP long before smart meters were even conceived.

The main thing -- and I think I said this both in my evidence and in response to interrogatories -- the main thing that I believe the gas utilities may not know or may not have reasonable assumptions to operate with today, to do IRP, is the peak-day load shape of the savings from different efficiency measures.  And there are ways to develop estimates of those, just as has been done on the electric side without smart meters.

MR. CHERNICK:  Or you might want some smart meters or some sort of interval metering on a load research sample, and I'm sort of confused by this whole topic, because I would have assumed that large, sophisticated gas utilities like Union and Enbridge would have a lot of load research data for various rate classes for their cost-of-service studies, for cost-allocation purposes, and also for planning.  I mean, if you anticipate a certain number of new homes being built along a major distribution line and you have an estimate of the amount of gas that they'll use over the year, but you don't have any idea what their contribution to peak-day and peak-hour loads are, I don't know how you decide whether to reinforce that line.  And I have some difficulty believing that the companies are so imprudent as to ignore those factors.

Now, it's possible that the DSM Staff hasn't talked to the right people in the company to get the relevant data, and I suppose it's even possible that the companies have really been operating blind in terms of both cost allocation and planning and just making some kind of order-of-magnitude guesses, which somehow have been good enough for everything else, and perhaps you need this data -- this data set to do all sorts of things better, if you don't have it already.

MR. O'LEARY:  All right, just one final area, because I wasn't looking for that sort of detail.  I'm just looking for a comment on whether you thought smart meters might be something that should be considered, but we heard from Mr. Elson a suggestion that the company should possibly be capitalizing or including in a rate base the costs of the DSM, and I raised some concerns about the undertaking that's being given, because there may be cost-of-capital implications, particularly when you start adding DSM in the hundreds of millions of dollars to rate base over the years.

I just want to make certain that you'll both agree with me that neither of you were qualified to give expert evidence in respect of cost-of-capital issues, risk profile?

MR. CHERNICK:  I have testified in the past on --


MR. O'LEARY:  Were you qualified --


MR. CHERNICK:  The question is -- you asked have I been qualified.  I haven't been qualified in this proceeding --


MR. O'LEARY:  That's what I'm referring to --


MR. CHERNICK:  -- and that the answer would be no.

MR. O'LEARY:  Thank you, Madam Chair.  Those are our questions.

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

Mr. Smith?

MR. SMITH:  Thank you, Madam Chair.  We have provided a compendium, and I'd like to mark it as an exhibit if we could.

MR. MILLAR:  K11.3.
EXHIBIT NO. K11.3:  Cross-examination COMPENDIUM of UNION GAS FOR GEC PANEL 1.
Cross-Examination by Mr. Smith:

MR. SMITH:  Thank you, so good afternoon, panel.

MR. NEME:  Good afternoon.

MR. SMITH:  So my questions are really focused on clarifying the record.  A lot of them, I think, have to do with things that are uncontentious, and it is just a matter of housekeeping.

So I'll ask you to turn up my compendium, if you have it.

MR. NEME:  I have it in front of me.

MR. SMITH:  Thanks.  So consistent with what I've said about clarifying the record, most of the questions have to do with things that either of you have said, so what I'm going to do is I'm going to first have some questions for Mr. Neme, largely in relation to things that he has said, and then once I've finished with Mr. Neme I'll go through the same exercise with Mr. Chernick.

So we if we turn to pages 2 to 5 of the compendium, starting at page 2, and again, I think this is squarely in the realm of the uncontentious, but on the second page you state, among other things, that Union's proposed annual savings from 2016 to 2020 will be lower than they were in each year from 2012 to 2014.

MR. NEME:  Yes.

MR. SMITH:  So I'm going to ask a couple of questions on this first issue, which is the issue of Union's savings goals in the absence of the large-volume program.

So the next thing I draw your attention to is page 4, where I think it's fair to say that you state that discontinuing the large-volume program is the single biggest reason for that decline.  And then on page 5 you state that a near doubling of the spending from 2014 to 2020 is forecast to result in a 40 to 50 percent reduction in both incremental annual savings and lifetime savings.  Have I been fair in all of that?

MR. NEME:  Yes, I think so.

MR. SMITH:  Okay.  So my question arising from that is this:  Is it your view that the reductions that you are referring to at page 5 are due to discontinuing the large volume program?

MR. NEME:  I would have to look at the numbers to give a precise answer, but in ballpark terms, I believe that the termination of the large industrial program -- or let me put it a different way.  If one were to subtract the savings from the large industrial program in 2012 to 2014 and then compare them -- compare those savings to what the company's forecasting for the future, they would be more comparable.

MR. SMITH:  Thanks very much.  Now, page 6 of the compendium, if you'd be so kind.  This is a passage from the framework -- we've seen it before -- setting out the Board's view that rate-funded DSM programs for large volume customers should not be mandated.

And, Mr. Neme, we've heard your views on this, and I'm not asking you to restate them, but can you confirm for me that discontinuing the large volume program is consistent with the Board's view, as stated in this passage of the framework?

MR. NEME:  Yes.

MR. SMITH:  Thank you.  Now, on pages 7 to 9 of the compendium, this is from Union's evidence, and I just ask you to look at the portions of it that I've underlined, and here's my question about them:  Is it fair to say that the underlined portions of this evidence show that Union based its proposal to discontinue the large volume program on the direction contained in the framework, and on direct customer input from affected customers?

MR. NEME:  Well, I can certainly speak to the first part of that, and I do think it's fair to say that Union's proposed discontinuation of the program is consistent with what one would read in the Board's DSM guidelines.  I don't know enough about all of the consultations that Union had with its large customers to offer an opinion on the second part of that.

MR. SMITH:  Thank you.  Now on to pages 10 and 11.  These pages are excerpts from the Board's decision from EB-2012-0337, and I'd ask you to look at those very briefly.  And my question is simply this:  Is it fair to say that the underlined portions of this decisions show that the Board has considered and rejected both multi-year -- both a multi-year approach and opt-outs; is that fair to say?

MR. NEME:  So we're starting with page 10 where it discusses the multi-year approach?

MR. SMITH:  Correct.

MR. NEME:  It's clear that the  Board rejected it at that time.

MR. SMITH:  Yes.

MR. NEME:  And, in fact, the very end of the sentence said, "at this time."  That obviously leaves the door open to reconsidering at a future time.

MR. SMITH:  Thank you.

MR. NEME:  Not that the Board ever needs an excuse to reconsider.

MR. SMITH:  I wouldn't dream of suggesting it.  So on to page 11.

MR. NEME:  Yes.  So the underlined text here makes clear that the Board, in this particular proceeding, suggested that it was not prepared to accept an opt-out proposal.  I'll just observe in my evidence that I was cognizant of this order and suggested that, if the Board was not prepared to revisit this, it could consider another option, which is to, in essence, function in essentially the same way.  Everyone -- all of the large industrial customers would pay in rates, so there's -- their DSM charge, so there would be no opt-out, but those that demonstrated that they were already as efficient as one could reasonably expect them to be could, in essence, get a rebate for having attained that status.

MR. SMITH:  No.  We have your evidence on that and thank you for acknowledging that you had acknowledged this in your evidence.  So finally on this point, can you confirm that the savings for continuing large volume for 2016 and beyond will only be at the same level as we've seen if the scope of the program is the same?

MR. NEME:  By the "scope of the program", you mean what?

MR. SMITH:  Measures, O&M, capital projects.

MR. NEME:  I don't know that that's necessarily true.  It depends on what the nature of the changes are and how effective the company is at pursuing any new approach.  It would depend.

MR. SMITH:  Thanks very much.  Okay.  I'd like to move on to a second issue, Mr. Neme, and if you could turn to page 13 for this.

MR. NEME:  Okay.

MR. SMITH:  This is the language that you used in describing the framework.  At page 13, this is the section of your report where you assert that the framework is obsolete.  That's the word that you chose:  "Obsolete."

MR. NEME:  Yes.

MR. SMITH:  And I think this was covered significantly earlier today, but just to be perfectly clear, since the framework was released, there haven't been any directives from the Minister or the Board that specifically reference the framework and that state that it's obsolete or has been superseded.  I don't think that's contentious but --


MR. NEME:  I don't think those words were used.  I think Mr. O'Leary walked us through some directives this morning from the Minister that did get explicit about some things that the framework didn't address, like price suppression, just to pick one example, and indicated that that is something that should be addressed on a going-forward basis, so I wouldn't entirely agree with your statement in that regard.

But I don't -- but I would agree that I don't at least -- I don't -- I didn't read the whole document as earlier put in front of me, but I don't recall seeing the words "obsolete."

MR. SMITH:  Okay.

MR. CHERNICK:  I would say that the communications from the Minister were more along the lines of "Good job so far.  There's more to do," rather than, "Oh, that's all wrong," taking a positive approach to making the process better and better over time.

MR. SMITH:  Yes.  No, I think we have your evidence on that point.  Thank you.



Page 15, please.  This is the passage from the framework that deals with the budget being kept at the $2 impact, Mr. Neme.

MR. NEME:  Yes.

MR. SMITH:  And I understand from the evidence that you've given that you don't think that budget constraint is appropriate, and I'm not asking you about that.  What I really want to focus on is about how the $2 number was arrived at here.  Okay.  That's what I want to focus on.

Here's my question on that:  Do you agree that, in this passage, the Board arrived at the $2 amount by simply doubling the $1 figure that it found reflected the current bill impact?

MR. CHERNICK:  That's not really clear.  It's possible that's how they got there.  It is also possible that the sentence about the $1 a month being the current level is sort of an aside.  I don't think we can tell from this paragraph how the $2 was developed.

Do you agree?

MR. NEME:  Give me a second to read the text again.

MR. SMITH:  Please do.

MR. NEME:  I would agree with Mr. Chernick that it's not -- that's certainly a possibility, but it's not entirely clear.

MR. SMITH:  Thanks.  So I'll move on to a third issue now, and I'd ask you to turn to page 19, Mr. Neme.  And you will recognize pages 19 and 20 as being from your report.  And it's where you state on 19 that Union, and I quote:
"...appears to have explicitly violated the Board's order in the GTA case to consider DSM as an alternative to infrastructure investment in all future leave-to-construct cases".


And then on the next page you state that:
 "It appears as if Union has been intentionally ignoring that requirement."

And I have a few questions about that.  The first is I take it that you would agree with me that it is serious to allege that Union is intentionally ignoring a Board order.  Do you agree with that, that that's a serious allegation?

MR. NEME:  Sure.

MR. SMITH:  Thank you, and now I'd just like to ask:  Have you had an opportunity to review the materials that are at pages 26 to 31 of the compendium?

MR. NEME:  I have.

MR. SMITH:  And --


MR. NEME:  Actually, are you sure it's 26 to 31?

MR. SMITH:  Yes, the transcript before page 26 is simply the transcript that you cited in your report.

MR. NEME:  Yes, okay.

MR. SMITH:  Since we agreed I didn't need to take you to that.

MR. NEME:  Okay.

MR. SMITH:  So page 26, well, really 27 and after, these, I think you'll agree, are from the GTA case, the Brantford Kirkwall Parkway case, the 2017 -- 2016, rather, Dawn-Parkway proceeding, and my question is simply this:  Do those materials cause you to qualify or otherwise alter or vary your stated view that Union has been intentionally ignoring a Board order?

MR. NEME:  Well, let me say this:  The word "intentional" is -- may not have been the most accurate or the most appropriate term, because it implies I'm putting myselves (sic) in the head of the company.

I can just say this on a factual basis.  My understanding of the Board's order in the GTA case is that the utilities should consider DSM in all future leave-to-construct projects.

My understanding of Ms. Lynch's response to my question was that the company had pursued some leave-to-construct projects since that time and had not considered DSM as a viable alternative in those -- with respect to those projects.  And I think that's -- those are facts, and I think I can just leave it at that.

MR. CHERNICK:  And as a bit of clarification, page 27 is a page from the Board's decision in the case, in which they said in the future include DSM in your leave-to-construct proceedings, and --


MR. SMITH:  This isn't examination-in-chief.  I'm trying to understand what he -- what Mr. Neme meant when he said something, and he's answered my question.

MR. CHERNICK:  Okay.

MR. SMITH:  I have one other question with respect to these documents.  And that's with respect to page 28, Mr. Neme.

MR. NEME:  Yes.

MR. SMITH:  And just at the bottom of that page, the last paragraph, I think you'll see that it indicates that approximately 70 percent of the volume transported on the Dawn-Parkway system is for ex-franchise customer transportation contracts; do you see that?

MR. NEME:  I do.

MR. SMITH:  And we don't do ex-franchise DSM; right?

MR. NEME:  Not to my knowledge.

MR. SMITH:  Thanks very much.  I have one other question that relates to something you said about Synapse, Mr. Neme.

MR. NEME:  Yes.

MR. SMITH:  And so this is just sort of a general question because, as you know, the utilities have been asked to sort of provide what we've been referring to as omnibus undertakings -- responses to all of the Synapse recommendations, and I'm not going to ask for an undertaking.  What I am going to say is you've articulated a concern, at least one, I think, with respect to a Synapse recommendation, and just before I moved on to Mr. Chernick I wanted to have the benefit of your views, just at a high level, if there are any other Synapse recommendations with respect to Union or the utilities generally that you thought were particularly concerning or that the Board should be aware of.

MR. NEME:  Well, you know, I read the Synapse report, and much of what was in it addressed topics that I didn't get into in my evidence.  I was focusing more of my attention or most of my attention on other topics, so I have to say that I haven't systematically gone through the recommendations to say, yes, I agree with that one, no, I disagree with the other one.

I'd say -- when you asked are there any other ones that jump to mind that I disagree with, only one comes to mind, and that has to do with the residential retrofit program and the recommendation that you eliminate the two-measure minimum requirement.  I personally disagree with that recommendation, and the 15 percent minimum requirement as well.

I do think it's important to promote some level of comprehensiveness in the treatment of residential retrofit opportunities.  I don't think two measures is very hard.  Anytime you install insulation you should do air sealing first, or you could significantly degrade the effectiveness of the insulation down the road by allowing moisture into it, so it is not a very tall order.  It forces a more building science-centric approach to things, but that's the only one that -- that's the only one that comes to mind.  Again, I haven't gone through and systematically determined which ones I agree with, which ones I disagree with.  That's the only one that jumps to mind as another one I disagree with.

MR. SMITH:  Understood.  You've answered my question, and I appreciate it.

Mr. Chernick, you are up.  Could you please turn to page 34.  Do you have that?

MR. CHERNICK:  I have that.

MR. SMITH:  Thank you.  So this is from the transcript of your examination-in-chief on Monday.  And at line 7 you refer to errors in the utilities' work becoming apparent; is that fair?

MR. CHERNICK:  Yes.

MR. SMITH:  Thank you, and starting at line 10 you state that, and I quote:

"Union admits that it similarly omitted the Dawn-Parkway transmission from its SENDOUT model runs."

So my first question about that is:  Is it fair to say that you were asserting that this was an error on the part of Union?  And I'm not asking you why yet.  I'm just asking you if it's fair to -- I just want to -- if you're saying we made a mistake, I want to understand that you're saying it's a mistake.

MR. CHERNICK:  Yes, it is a mis -- omitting the avoidable costs of the Union-owned transmission is a mistake.  It could be dealt with in the SENDOUT model itself or, if the model isn't flexible enough to deal with that for some reason, it could be a side adjustment.

MR. SMITH:  Okay, that's -- again, I just wanted to know if we're agreeing, and so you've told me that you do say it's an error.  So --


MR. CHERNICK:  There is an error.

MR. SMITH:  So do you understand that in Union's view Dawn-Parkway transmission is not upstream transportation for Union; I assume you understand that?

MR. CHERNICK:  I don't -- I mean, it's owned by Union, so it is not upstream of Union, so that position would make sense in many applications of the term, yes.

MR. SMITH:  Sure, okay, thanks.  And then, so another one -- and I've got a few of these:  Do you understand that in Union's view the purpose of SENDOUT is to help Union to determine what upstream gas supply it needs for sales service customers in Union south and sales service and bundled direct purchase customers in north?  Do you understand that that's what Union sees as the purpose of it?

MR. CHERNICK:  I believe that's essentially what they're doing with SENDOUT.

MR. SMITH:  Yeah, okay, thanks.  And this is, I expect, very uncontroversial, but you do understand that Union does not contract with itself or assets it owns and that as such Dawn-Parkway costs are not upstream costs for Union; that's the -- that's the underlying --


MR. CHERNICK:  I think I agreed that it might make sense to classify them as not upstream --


MR. SMITH:  That's great.  Okay.  And so if you could just turn to page 37.  So this is from the transcript from the first day of this hearing, and you may recall that counsel for GEC was asking questions to Mr. Quigley about SENDOUT, and he stated at the very bottom of the page that -- and I quote:

"The SENDOUT model doesn't model the transmission or distribution system for Union."

Do you have any reason to doubt the accuracy of that statement?


MR. CHERNICK:  That that's the way that -- well, first of all, it is not intended to be a distribution model, so my understanding is that it wouldn't model anybody's distribution.  The SENDOUT model, if it's going to be at all accurate, has to take into account transmission from Dawn to the various Union city gates, or at least the portion of the transmission that runs through the Union system may then be handed off to TransCanada before it comes back to Union for distribution.  So I'd be surprised if the SENDOUT model didn't model the Parkway Dawn system at least in terms of flows and constraints, and it's my understanding that the company has not used the SENDOUT model to model the costs of that portion of the system, at least for the avoided cost analysis.


MR. SMITH:  Do you know where Union's transmission costs are recovered in rates?


MR. CHERNICK:  The Union-owned transmission?


MR. SMITH:  [Nods head]


MR. CHERNICK:  I would assume that those are in base rates that are in set in general rate cases, although I haven't really followed the rate-making process in great detail.


MR. SMITH:  Would it surprise you if they were in distribution rates?


MR. CHERNICK:  Well, I assume that you have a distribution rate, and then you have a charge for commodity and perhaps some other things, so distribution would make sense for that purpose.


MR. SMITH:  And so just to close the loop, then, if it was in distribution, it wouldn't be in SENDOUT?


MR. CHERNICK:  It wouldn't be...


MR. SMITH:  In SENDOUT.


MR. CHERNICK:  Oh, that's your choice.  That's the company's choice as to what to put in SENDOUT.  It's not as if the SENDOUT model is going to freak out because you put an element into the system that you recover in the distribution rates, and as I've said, somehow SENDOUT determines that you can get gas from Dawn to the northern part of your system, and I assume that the Parkway lines are modelled in that process, because I don't see how else you could do it, but, again, we have very little information about how you use the SENDOUT model because you refused to give it to us.


MR. SMITH:  Thanks.  We'll deal with that in argument.  Those are our questions.


MS. LONG:  Thank you, Mr. Smith.  The Panel has a few questions for you.
Questions by the Board:

MS. FRANK:  Actually, I have only two questions, and it is more, once again, to take the benefit of your knowledge of other jurisdictions.


And, Mr. Neme, I think that yesterday, at one point, you had talked about -- I think it must have been to Mr. Shepherd when you were talking about some jurisdictions requiring a certain percentage of the budget to go to R&D or innovative-type items.


MR. NEME:  Yes.


MS. FRANK:  And what I was wondering is:  Do you know what that percentage would typically have been?


MR. NEME:  I can give you a couple examples.


MS. FRANK:  Yes.


MR. NEME:  And I should be careful to say "required," because the two states that first jump to mind are Illinois and Michigan, and both of them allow the utilities to spend up to 3 percent of their DSM budgets on R&D/pilot projects.


MS. FRANK:  Well, maybe tell us a little bit more about that.  I thought it was like a mandate, so now that it's "allow," does that just mean that they have additional budget to spend in that area?


MR. NEME:  Well, I mean allow, and I think it's probably fair to say they are probably encouraged as well, and I would say generally, the utilities, all the utilities in both of those jurisdictions, take full advantage of that.  They tend to budget for the maximum amount, because essentially what they're -- in Illinois, they have a three-year -- currently, they have a three-year planning process.  In Michigan, they have a four-year process, but they have periodic updates, and part of what the utilities want -- in both jurisdictions want to do with those funds is to try to -- you know, they use the vast majority of their funds, the other 97 percent, if you will, to meet the targets that they've got in front of them.


And I should be clear that, when those targets are set, there's an expectation that they've only got that 97 percent of the budget to work with.  The other 3 percent is not expected to drive savings because its purpose is to plant some of the seeds to test some of the new ideas that might then bear fruit and, hopefully, in significant ways when the utility comes back for their next filing.  Sometimes it bears fruit quickly enough that the utilities can actually, in the course of a three-year period, even start in the second or third year to get some savings out of it.


Sometimes they -- these pilot projects are successful enough that they move them out of the pilot phase and into the full implementation phase, but mostly it's about trying to build the pipeline of ideas and new approaches for the next generation of programs for the, you know, future filings.


MS. FRANK:  Okay.  So on that, there aren't targets in terms of performance or incentive associated with it.  Just you've got 3 percent of your budget.  Go be innovative.


MR. NEME:  Correct.  It's like an incubator budget.


MS. FRANK:  If we went there to look at their decisions, would there be a definition of what they consider to be innovative?  And I'm going to the kind of question that Mr. Shepherd had where he said, "I've seen that done in other jurisdictions, so that's not innovative."  Would there be a definition like that?  You have to be the first one out?


MR. NEME:  No.  I -- I read, with some amusement, some of Mr. Shepherd's cross on this topic, and I don't believe that you have to be the first one to do anything to be called innovative.  You know, you want to be at the front of the curve, and you don't want to be doing something that's been tried for 15 years in 40 different places, to use the -- you know, to go to the other extreme, but I would, for example, characterize -- well, not quite.  I think, you know, a few years ago the upstream program incentive models outside of residential lighting hadn't really been tested and that, you know, a few years ago, that would have been an example.  It had been tested in one market and folks were starting to now try to test it in other in markets.  So I think it's now been tested enough in different places in other markets that, you know, it may not be quite, you know, in the innovative category.


But generally -- and I also smiled a little bit when you asked for a definition because we are in the middle of kind of a heated debate in Illinois right now about exactly what the definition ought to be or developing a policy manual around DSM, and that's a -- for whatever reason, that's a topic that has been somewhat contested among the parties.  So I'm not sure there's -- and certainly I think the approach Michigan takes is very different than the Illinois approach.  I think they're a little bit more lenient in terms of what gets -- what's allowed to get put in there.


So I don't know that there's a standard definition.  I think you can develop one that makes the most sense for Ontario.  My -- you know, my personal take would be to allow the -- if this is something you were going to be considering here in Ontario, would be to allow the utility some discretion about what gets put into that bucket, and it's, you know, kind of -- if it doesn't really fit, you'll know it when you see it.


MS. FRANK:  Okay.  My last question is:  At one point when you were speaking with Mr. Shepherd, you said that the framework should encourage risk-taking.  That's kind of a quote.  I don't have the page.  But I just wondered what did that mean and what would a framework look like that encouraged risk-taking, and can you point us somewhere to find what that looks like?


MR. NEME:  That's a great question.  Well, you know, one way that one could do that would be to set up some performance metrics that are targeted to certain markets that may not have had a lot of -- you know, where we've not had a lot of experience to this point, and certainly -- actually, probably the single most important thing that you could do to encourage risk-taking would be to set the ambition for the amount of savings if they're going to get a lot higher, because when the ambition is modest it is easy to get there by just doing all the tried and true stuff and, you know, to skim the cream, if you will.


So the single-most important thing I think you can do would be to force them to look under more rocks, to push the envelope a little bit more by setting a more ambitious target.

MS. FRANK:  Thank you for those thoughts.

MS. DUFF:  Hi.  Just building on that a little bit, would the shareholder incentive design, in your other jurisdictions that you have experience, let's say the Board's objective building on the framework was for CDM collaboration with DSM, and the Board said a third of the incentive dedicated just to that and to achieving.

Have you seen examples where they are taking objectives in terms of the types of things that they want to see, not necessarily the cubic metres saved, and design the incentive structure that way?

MR. NEME:  There are certainly plenty of examples of performance metrics that have been established that go beyond how many cubic metres did you save.  I can't think of one that relates to incenting collaboration, but there are -- there are metrics that are oriented towards treatment of hard-to-reach customers, like low-income or small businesses, because the regulators want to make sure that the types of customers that are historically under-served get their opportunity to participate.

There are performance metrics in other jurisdictions that are oriented around market transformation, so it's not -- and we have had those here too, so it is not around cubic metres, but are you increasing the market share for super-efficient new construction, for example.


And then this may maybe addresses your question as well as Member Frank's -- coming back to Member Frank's question as well, and I'm now also reminded that in Michigan recently the utilities proposed, and actually, we negotiated out.  I was representing another organization that negotiated a settlement with both the electric utilities and gas utilities there.  They proposed and the regulators approved giving certain multipliers for savings that came from emerging -- certain selected emerging technologies like -- in the case on the electric side these were heat-pump water heaters, high-performance cold-climate heat pumps, things that have -- that are kind of emerging, don't have -- have hardly any significant traction in the market, would require a little bit of creativity to advance.  If you're not a risk-taker as a utility, you wouldn't go there, but if you got a 50 percent or a 75 or a 100 percent bonus per unit of savings you got from those technologies, maybe you'd pay a little bit more attention to them, so the utilities thought that was a good idea too, and that was another twist on how you can develop a performance incentive mechanism that gave a little bit of encouragement to try something new that might have longer-term pay-off.

MS. DUFF:  Thank you, you just actually anticipated another question.  I want to talk now about using other jurisdictions as benchmarks.  We have had many comparisons, whether it's Navigant, you, looking at Ontario versus Minnesota, Rhode Island, Vermont.  I don't know if they consider Ontario part of their peer group.

MR. NEME:  Not yet.

MS. DUFF:  But -- pardon me?

MR. NEME:  Not yet.

MS. DUFF:  But you spoke a lot about some of the caveats of doing direct comparisons with Ontario and others of these states.  The percentage of sales by customer type, the regulation policy, government policy, DSM budgets, shareholder incentive structures.

With all of those differences, what is the -- what should this Board be taking in terms of the reliance we place on these comparisons?  I can maybe add to that, in that in one way you could just be looking at it from best practices, idea generation, or the other extreme would be, you know, we're going to plot exactly how much you're spending and how much Ontario is spending and use that as a guide for making our decisions.

MR. NEME:  Well, I think you need to separate a couple sets of differences that you just articulated.  One set of differences are policy differences, which the -- over which the regulators and to some degree the utilities and all the rest of us have some input on and control over.  The other set of differences are kind of, for want of a better term, endemic to the jurisdiction or to the utility.  The mix of customers they have is not something that you can modify.  I mean, it is what it is, and if it is different from one place to another you have to take that into account.

When I looked at the jurisdictions that I picked for comparators, I tried to keep those endemic differences in mind.  I only looked at cold-climate jurisdictions which have, you know, a lot of their gas consumption driven by space heating, just as Ontario does.

And I did look at the customer makeup, and as I noted -- the days are all becoming a blur now, but sometime before today -- the key differences -- or the one of the key differences there I think is what portion of your sales are going to residential customers versus business customers, because the cost of getting savings from residential customers is considerably higher, typically, and that -- I noted that in all four of the jurisdictions that -- other comparative jurisdictions that I looked at, they were all roughly in the same ballpark in terms of the percentage of sales going to residential, and Enbridge's was kind of smack in the middle of that range, so that seemed like a really good comparison from that perspective.

Union, on the other hand, sells a lot smaller percentage of its gas to residential, and I simply -- in that sense, the comparison group I chose is a conservative one.

Those seemed to me to be -- and they all use net savings.  I think that's another kind of key issue.  There are some jurisdictions that use gross savings, and you obviously wouldn't want to compare a gross savings estimate to a net savings estimate across jurisdictions.


So those seem to me to be the big ones, and I think we -- I resolved all of those in the jurisdictions that I picked.

The other differences that you mentioned around budget and other things, those are things over which you have control, so the question at that point is if these comparison jurisdictions suggest you can get savings of X, that would suggest that Ontario could too, provided you put the right framework and policies in place to allow that to happen.

MR. CHERNICK:  And again, that's a suggestion, and if the utilities come back and say, :Well, we don't think we can do this much in this sector, but there are other states that have been doing that."  There are, say, U.S. states that have been done that, then you -- it's reasonable to ask:  Well, what's different?  And in fact, there may be something different about the mix of space heating versus water heating or something else that makes one group -- the customers easier to reach or less expensive to reach in one jurisdiction compared to compared to another, but it is a very useful initial test of the reasonableness or the aggressiveness of an efficiency program.

MR. NEME:  And I should add one other that just occurred to me -- one other attribute that I think it's important to get one's head around to draw conclusions about comparability, and that would be, you know, how long have you been doing this?  Because if it's a jurisdiction that's getting 1 or 2 percent savings but they only just started two years ago, and they did nothing before then, then maybe they're going out and, you know, getting the easy stuff that Enbridge and Union have gotten before, but all of these jurisdictions like Enbridge and Union have been doing substantial gas DSM for quite some time.

MS. DUFF:  Thank you.  I have one final question.  It is regarding the cost to the non-participant, and let's assume right now it's the net cost.  And let's assume right now we're talking about the $2.  One thing I haven't heard so far is, when price goes up, all other things being equal, demand will go down.  If people are on a limited income, you only have so much money to spend on gas consumption.  At what point are we getting into should we consider price sensitivity?  Is there a secondary effect as price goes up to the non-participant?  They're going to decrease their demand just because they have to, from a budget perspective?

MR. NEME:  So I'm not sure I've followed the question.  So --


MS. DUFF:  Do you ever consider that demand will go down for non-participants because their price is going up?

MR. NEME:  Oh, gosh, we have had pretty dramatic price fluctuations in gas over the last 15 years.  If you look at a graph of gas prices, it's pretty ugly, or, well, maybe it's not.  May that's the wrong descriptor.  But it's highly variable.

I haven't looked at the numbers recently, but it seems to me, you know, thinking about residential customers, that there's -- residential customers seem relatively price inelastic, if that's the right way to frame it.  When the price of gas is four times higher than it is now or -- you know, several years ago, they weren't consuming dramatically less than they are today.

MS. DUFF:  Thank you.

MR. CHERNICK:  And you do see some price effects, some reaction in terms of demand as prices rise.  We're talking about a few dollars a month.  You're not going to see a very large effect, but you might get some customers paying some additional attention to their usage and closing the windows and being more careful about turning down the thermostat and so on.

MS. DUFF:  Thank you.  That's all.

MS. LONG:  Thank you.  Those are the Panel's questions.

Mr. Poch, any redirect?

MR. POCH:  I do.  Thank you, Madam Chair.
Re-Examination by Mr. Poch:

I think, panel, you probably can anticipate this one.  My friend Mr. O'Leary introduced this -- his version of table -- well, it's not really table 3, but at page 50 of his cross materials, the table we spent so much time talking about, and I have a question arising out of that.

Mr. Neme, I think it's probably for you.  You've called for 30 or 40 percent more budget for the 2017 year to maintain a ramp-up of the -- while awaiting, presumably, an accelerated midterm review.  Without doing the complex analysis that Member Frank was kind enough not to ask you to do, could you comment on the scale of the persisting rate-reducing impacts as you would see them from past DSM years that would affect -- let's, you know, take a -- pick a year, 2016, 2018 -- that would affect rates in that year, and also if you could be so kind as to place that in the context of the budget that it might offset relative to the budget and relative to the $2 guideline?

MR. NEME:  Okay.  I thought a little bit about this the evening after Member Frank had asked me this question.  And as we were discussing, it's not a -- to accurately estimate it or to very accurately estimate it would require some really careful analysis, but in ballpark terms, one can walk through the following math:  Over the last 12 years -- I'm using Enbridge now as an example because I think it was Enbridge that, Mr. Poch, you had pulled an interrogatory response together in one of your -- in the GEC compendium that showed that something like 860 million annual cubic metres of savings were produced if one were to add up the annual savings numbers over the previous 12 years from Enbridge.  So that would be -- I'm assuming that's 2003 to 2014, something like that.  If we were to add up all the annual savings over that period, that's about 860 million cubic metres, if memory serves.

If you took my estimate for Enbridge of the first year impacts using the numbers that I use, not the numbers Mr. O'Leary had put forward, where each cubic metre is worth about 11 cents in first-year savings -- or in annual benefits, I should say, for each of those -- the sum of those four categories of benefits that put downward pressure on rates.  If you took that 11 cents and multiplied it by the 860 million cubic metres, you'd get something approaching $100 million worth of downward pressure on rates.  If you assumed that, as a proxy, the savings generated over the last 12 years is roughly the amount of savings that are persisting today from the previous history of Enbridge DSM.

Now, obviously some of the measures installed in the last 12 years had shorter measure lives and so would not be available today, but conversely some of the measures they installed 15 and 20 years ago have longer measure lives and would be available today, so, you know, I'm just ballparking it.

Now, even if you took Mr. O'Leary's numbers of -- they're still on the screen here -- of half that value, five cents, five cents times 860 million is 43 million.  So that's -- I don't happen to agree with Mr. O'Leary's numbers, but that's -- you know, that would be one way to think about a lower bound.

A 30 to 40 percent increase in Enbridge's budget for 2017, again I'd have to go back and look at the evidence to remind myself exactly what budget they proposed for 2016 and what they proposed for 2017 and how much more than that a 40 percent increase over '2016 would be, but I believe it's on the order of about an extra $20 million.

So if that's the -- was that the comparison you're looking for?

MR. POCH:  Yes.

MR. NEME:  An extra $20 million in budget, but we've got, by my best estimates, at least if -- you know, on the order of approaching $100 million if carbon emission reductions have benefit in 2017, because that's the year we're talking about, and maybe half of that, you know, 45 million-ish and, again, give or take, if you excluded carbon altogether.

MR. POCH:  All right.  Thank you.

MR. NEME:  And I haven't -- we could walk through the same math with Union.  I think it's -- my recollection is that Union's savings over the last 10, 12, 15 years, on an average annual basis, are even larger than Enbridge's, so I think the same math exercise for Union would produce an even higher set of numbers.

MR. POCH:  Okay.  Thank you.

Mr. Chernick, at the technical conference, Ms. DeMarco was suggesting that the Synapse price for carbon that you utilized in your report is too high; do you recall that?

MR. CHERNICK:  Yes.

MR. POCH:  And at page 188 of Monday's transcript, Volume 9, Ms. DeMarco was suggesting that the percentage of time gas is on the margin for electricity generation may be lower than the value you used, and you said that would mean that the carbon price implied by the Minister's 15 percent adder would be much higher; do you recall that?

MR. CHERNICK:  Yes.

MR. POCH:  Now, we've heard today, Enbridge proposing you this, at least by way of illustration, that we use $15.22 or $16.10, as it's been updated, rather than -- I think I heard $28 was the Canadian equivalent of the number you'd proposed.  And I think you've also said, just to fill the context in completely, that we don't know what was in the Minister's head in terms of his adder.

MR. CHERNICK:  I think I've said that several times.

MR. POCH:  Yes.  All right.  So here's my question:  Given the relative avoided costs of electricity versus gas per terajoule or per BTU, or perhaps in this context that we are talking about here, the relative avoided costs for, you know, insulating a house that's heated with gas versus insulating that same house if it was heated with electricity, I'm wondering if and how your conclusion with respect to the inconsistency of the 15 percent gas DSM adder, how that changes your conclusion with respect to the inconsistency you've suggested there is between the 15 percent gas DSM adder and the Minister's adder, depending  -- well, I haven't been very clear but --


MR. CHERNICK:  Yes.

MR. POCH:  Let me --


MR. CHERNICK:  Thank you for recognizing that.

[Laughter]

MR. POCH:  Let me restate that a little:  To what extent does it matter what we assume the price of carbon is in the 15 percent, given the relative avoided costs?  Does that make a big difference to your basic conclusion about the inconsistency?

MR. CHERNICK:  No.  The -- first, there is an inconsistency in that the 15 percent is not large enough to encompass any reasonable estimate of the price of carbon.

So maybe we ought to just put the price of carbon aside and say the 15 percent is in addition to that, and that seems to be something that the Minister was implying in some of -- in his, I think the last letter that Enbridge walked us through.

In general, any of the 15 percent that's not due to carbon and is due instead to the -- to really non-energy benefits, to comfort and safety and employment and recycling money in the Ontario economy instead of sending it out of the province, that those -- or at least most of those would be considerably a higher percentage of the avoided costs for gas than for electric, because it costs about the same amount.  You get about the same amount of comfort from doing a particular measure in a house, whether it's electric or gas, and the gas avoided costs are lower, so if you've got a fixed value in both houses but the avoided costs in the gas heated house is lower, then the non-energy benefits has to be a higher percentage.

And to kind of loop back to the first part of your question about the -- if Ms. DeMarco was correct about the percentage of gas on the margin, then I think I said on the record that the -- if the 15 percent were, in fact, all for carbon, that it would be $100 a tonne, which would obviously produce a much higher carbon adder for natural gas and would be more in line with what Vermont has been using.

MR. POCH:  All right.  Just following up on that, then, you do use the Synapse numbers, and Mr. Neme uses your numbers for the carbon-related -- the line 1 of table 3, the carbon-related rate impact.

If the Board were to prefer another value, is it simply a linear adjustment?  Could we take, for example, $16 over $28 times the -- times the number --


MR. CHERNICK:  Yes, I think if you're going to take the current prices being -- the dollars being paid today to get an allowance that will be useful in 2018, you really ought to add in some kind of carrying charge for those three years, and that would bring it up to more like 19 or $20 from the current 16.10 that you're paying.

MR. POCH:  Yes.

MR. CHERNICK:  But whatever number you want to use -- you could use 15, 20, 25 -- you could just scale...

MR. POCH:  Okay.  Thank you.

And you did also in that conversation with Ms. DeMarco -- if I could just get you to clarify, you did refer to if Ontario adopted the California approach to charging gas utilities for the emissions associated with the gas they're selling, that is that they -- as I understood it, there was a -- that the 90 percent of their assumed need for allowances was given to them and they were charged for the last 10 percent?  First of all, have I got that right?

MR. CHERNICK:  Yes, approximately.  It started with their being a higher percentage and it goes down over time.

MR. POCH:  All right.  And it is approximately 90  --


MR. CHERNICK:  It is about 90 percent this year.

MR. POCH:  Right.  And I just wanted to clarify, you said in that scenario, if I understood you correctly, the -- because of the way the 10 percent would ultimately get charged into rates, 90 percent of the cost of carbon compliance would flow to all customers, would be -- would help with rate impacts.

MR. CHERNICK:  Yes, the participant would be getting  -- like everybody else -- would be getting charged 10 percent of the cost of a tonne of carbon, per tonne that it is actually causing to be released, so if you have a participant whose DSM measures reduce his emissions by one tonne, then assume we're using $25, then he gets a $25 a year benefit from that, if he's paying the whole thing.

The company certainly gets a $25 benefit, because it's going to be able to not buy one allowance or sell allowance -- an allowance into the market, but if he's -- if the company is only charging the customers for 10 percent of an allowance on average because they've -- they're getting 90 percent for free, and assuming the Board doesn't let the gas utilities charge for allowances that they're not paying for -- then the customer is saving 2.50 on his gas bill for the tonne that he has avoided, and the remainder, 22.50, is distributed across all customers.

MR. POCH:  All right.  Thank you, that's helpful.

MS. LONG:  Mr. Poch, I think we're going to have to break here --


MR. POCH:  All right.

MS. LONG:  -- and we will be back at four o'clock.  Do you know how much longer you'll be?

MR. POCH:  I have perhaps five minutes.

MS. LONG:  Okay, we'll be back at four, and Mr. Poch can finish his redirect, and then Mr. Millar, you can get your panel up.  Do you have much chief?

MR. MILLAR:  I have a little bit, but less than half an hour, including qualifying them as experts.

MS. LONG:  Okay, then it doesn't look like we're going to get to any cross-examination today of that panel, because we have to end today at 4:30.  We'll be back at four.
--- Recess taken at 3:47 p.m.
--- On resuming at 4:00 p.m.

MS. LONG:  Just wait for Mr. Poch to return.

MR. POCH:  I apologize.

MS. LONG:  Mr. Poch.

MR. POCH:  Thank you, Madam Chair.

Mr. Chernick, you had a discussion earlier with Mr. O'Leary about the inclusion or non-inclusion of the GTA facilities; do you recall that?

MR. CHERNICK:  Yes.

MR. POCH:  And Mr. O'Leary suggested that it's in the ground and the Board approved it and so on.  Does the Board's finding in that case that DSM was not a good alternative mean that it could not have been deferred -- that infrastructure investment could not have been deferred if DSM had been considered much earlier?

MR. CHERNICK:  I don't believe that the Board was saying that.  The Board was speaking in the context of a need that Enbridge had found at very short range.  We heard earlier from the Enbridge panel that, in 2012, in doing the SENDOUT runs that are the basis of their avoided cost, they had not even started thinking about the GTA project, and then, in February of 2013, they filed for it, so, you know, there's this problem of the timing, that, if they had been looking ahead -- and apparently they had known since the 1990s they were going to have to do it someday, if they had been looking ahead and anticipating that it was getting closer and had done their homework, they could have done DSM and had a much better chance of deferring or even avoiding large parts of the project.

MR. POCH:  And I take it that's why you feel it's appropriate to consider that as part of the history to tell -- for this relationship to between --


MR. CHERNICK:  Yes.  That's certainly part of the reason.

MR. POCH:  Mr. Neme, there was a discussion earlier today about -- with counsel for Union about their compliance with the Board's direction in the GTA case:  From now on, consider -- you might want to say "consideration of DSM", and you referred -- my friend took you to a number of Union exhibits.  One that he didn't take you to is at page 103 of the transcript that's included in his materials, page 24 -- starting at page 24.  I'll just read it in.  This was from the technical conference, and you asked:
"Have you had any leave to construct projects since -- come up since the GTA case was completed?
"MS. LYNCH:  Yes.
"MR. NEME:  And, in those, did you consider the role that DSM could play in deferral?
"[Witness panel confers]

"MS. LYNCH:  We haven't explicitly considered it.  We've outlined what we have done.
"MR. NEME:  Sorry, what does that mean?
"MS. LYNCH:  So we've outlined what our current approach to DSM is and how that is captured in our demand forecast.  As I said, not specific.
"MR. NEME:  But you haven't considered what role -- whether additional geographically-targeted DSM could do in those cases?
"MS. LYNCH:  That's correct."

Was that the admission, if you will, that you were referring to in your evidence?

MR. NEME:  Yes, it was.

MR. POCH:  All right.  Thank you.

Those are my questions in re-examination.  Thank you, Madam Chair.

MS. LONG:  Thank you, Mr. Poch.  The panel is excused.  Thank you very much for your evidence.

MR. CHERNICK:  Thank you.

MS. LONG:  Mr. Miller.

MR. MILLER:  Yes.  Mr. Woolf and Mr. Takahashi are ready to proceed.

MR. MILLAR:  Madam Chair, Board Staff is pleased to introduce Mr. Tim Woolf and Mr. Ken G. Takahashi.  Could I ask that they be affirmed, please?
ONTARIO ENERGY BOARD STAFF - PANEL 1
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Tim Woolf, Affirmed


Ken G. Takahashi, Affirmed

Opening Statement by Mr. Millar:


MR. MILLAR:  Madam Chair, if I could be permitted, I propose to take about 30 or 40 seconds to give a very high-level overview of why Staff has presented the evidence of Synapse today.

MS. LONG:  Thank you.

MR. MILLAR:  We asked Synapse to review the proposed DSM programs of Union and Enbridge and to provide any suggestions that they might have for improvement, and they've done that, and they've provided us with many recommendations.

We did not ask Synapse to limit its suggestions based on an overall budgets or implementation or other factors.  We wanted to know their ideas on how the individual programs offered by the utilities might be improved, and that's what they've given us.  Now, Staff does recognize that it is probably not going to be realistic to argue before the Board that all of Synapse's recommendations be adopted.

Given the Board's previous guidance on budgets and where we currently are in this process, there is likely a limit on the number of changes that can be achieved, at least in the short term.

Regardless, it's Staff's hope that this report can be useful to intervenors, to the utilities, and to the Board.

And with that brief opening, I would propose to seek to qualify Mr. Woolf and Mr. Takahashi as experts.  I propose to qualify them as experts in DSM and, in particular, DSM program planning, evaluation, and design.
Examination-In-Chief by Mr. Millar:

Let's start with you, Mr. Woolf.  Good afternoon.

MR. WOOLF:  Good afternoon.

UNIDENTIFIED SPEAKER:  Do you have your mic on, sir?

MR. MILLAR:  Yes, it is.

MR. WOOLF:  There is a green light here, yes.

MR. MILLAR:  Yes.  Okay.  You're good.

Perhaps we could turn to your CV which is included at the end of your report.  The reference is Exhibit L.OEB.Staff.1, and at the very end is appendix D, which includes the curriculum -- or curricula vitae of various people who worked on this report.

MR. WOOLF:  Yes.

MR. MILLAR:  And just while it's being pulled up, again, it is L.OEB Staff.1, and it is appendix D at the very end.  Unfortunately, there are no page numbers on the appendices.  I think it's D1 at the bottom.

But while we are finding that, Mr. Woolf, you are the vice-president at Synapse Energy Economics Inc.; is that right?

MR. WOOLF:  Yes.

MR. MILLAR:  And I don't believe there is anyone who disagrees with your qualifications, but could you please provide us with a very brief overview of your experience with regard to DSM program planning, evaluation, and design?

MR. WOOLF:  Sure.  I've been working on a variety of energy efficiency issues for 30 years now.  Sometimes it covers regulatory policies, such as cost effectiveness or shareholder incentives, planning in general; sometimes it involves program design, evaluation.  I've he done a lot of work for collaboratives where stakeholders will meet on a regular basis and discuss details of program designs, and I would contribute to those, either on behalf of a variety of clients, consumer advocates, environmental advocates, sometimes commission staff, sometimes energy offices, and I would say, while I've covered a lot of different topics, that efficiency has been, like, the core of my experience from the beginning.

MR. MILLAR:  And you have appeared as a witness before numerous regulatory tribunals?

MR. WOOLF:  Yes, I have.

MR. MILLAR:  It looks -- according to your CV, it must be dozens.

MR. WOOLF:  Yes.

MR. MILLAR:  And did you speak to DSM issues, including program planning, evaluation, and design before those commissions?

MR. WOOLF:  Yes, most of my testimony in the past has been on energy efficiency planning in design.

MR. MILLAR:  And you were qualified as an expert in those areas before those tribunals?

MR. WOOLF:  Yes.

MR. MILLAR:  Madam Chair, with that as an introduction, I would ask that Mr. Woolf be qualified as an expert in DSM program planning, evaluation, and design.

MS. LONG:  Thank you, Mr. Millar, does anyone wish to challenge the qualification of Mr. Woolf as an expert in those areas?  Then the Board will accept him as an expert in the areas of DSM program planning, evaluation, and design.

MR. MILLAR:  Thank you, and quickly to you, Mr. Takahashi, you are a senior associate at Synapse Energy Economics Inc.?

MR. TAKAHASHI:  Yes.

MR. MILLAR:  And similar to what Mr. Woolf has done, could you give us just a very quick overview of your qualifications and experience with regard to DSM program planning, evaluation, and design?

MR. TAKAHASHI:  Yes, I have been working for Synapse for over ten years, and my core -- I worked on variety of issues, but the core issue has been DSM, so I worked on DSM planning, program design, cost-effectiveness screening, as well as specific technology screening assessment for various states and -- including Ontario and then Nova Scotia.  And the client has been -- you know, environmental groups, state agencies, such as public service commissions, public advocate office, and U.S. Environment Protection Agency and the U.S. Department of Energy.

MR. MILLAR:  Thank you very much.  Have you ever appeared as an expert witness with respect to DSM before a regulatory tribunal?

MR. TAKAHASHI:  Yes, I have been working a lot in New Jersey DSM program designs and testified once regarding the program designs for PSE&G.  It is natural-gas and electric programs, where I made assessments and made recommendations on three programs:  multi-family, hospital, and small-business programs.  And the topic were on-bill financing, incentive levels, and customer eligibility.

MR. MILLAR:  Thank you very much.

Madam Chair,  I would ask that Mr. Takahashi be qualified as an expert in DSM program planning, evaluation, and design.

MS. LONG:  Thank you, Mr. Millar.

Do any parties wish to challenge Mr. Takahashi's qualifications?  Then the Board will accept him in the areas specified by you, Mr. Millar.

MR. MILLAR:  Thank you very much.

Very quickly, some high-level points in examination-in-chief.  Mr. Woolf, what was your role with respect to preparing the Synapse report that has been filed in evidence in this proceeding?

MR. WOOLF:  I was the project manager for this whole project with support from Mr. Takahashi.  I was the principal author of the report.  I drafted some of the sections.  I edited the entire report.  I was lead communicate -- liaison with the client, the Board Staff, and I assisted with and edited the responses to undertakings and discovery requests.

MR. MILLAR:  Okay, ultimately you were responsible for the report; is that --


MR. WOOLF:  Yes, I am.

MR. MILLAR:  Mr. Takahashi, what was your role with respect to the report?

MR. WOOLF:  I co-managed the project with Mr. Woolf and oversaw our research team on every aspect of the research activities.

MR. MILLAR:  Okay.  Thank you very much.

Mr. Woolf, I'll direct my questions to you.  If Mr. Takahashi has something to add, that's fine as well.  You have had an opportunity -- there were two undertakings filed yesterday, one by Enbridge, one by Union, which they did essentially an overview of all the recommendations you had made in your report and they responded to them.  Some they agreed with, some they disagreed with.

You've had an opportunity to review those documents?

MR. WOOLF:  Yes, I have.

MR. MILLAR:  And just for people's information, if they've forgotten, the references for those are J2.1, which is Union's response, and J5.3, which is Enbridge's.

Now, they're lengthy responses, over 40 pages each, and I certainly don't want to take you through all of it, but I thought we could just hit a couple of highlights.

The first one I'd like to review with you is the company's proposals to update their targets throughout the plan period, and I think you may have heard some of that discussion already today.  I think people are generally aware of what your view is, and that is that there shouldn't be updates to target and that the utilities disagree with that.

And at J2.1 Union addresses this at pages 31 and 32, and Enbridge addresses it in J5.3 at page 38.

And all I would like to ask you, then, without having you re-read what they've said, do you have any response to their criticisms of your critique of their plan programs?

MR. WOOLF:  Well, in general I stand by the recommendations we made in our report.  There has been a lot of attention given to the fact that we refer to an alternative method as best practices because the majority of jurisdictions that we're aware of use a different approach where the input assumptions for shareholder incentives are not updated, and I just want to make the general comment that the term "best practices" should be used as a guideline, a benchmark.  It's not necessarily a black-and-white issue.  Sometimes it can be; in this case it is not.

There are reasons why one might want to do it one way or one might want to do it another way, and I recognize that there's advantages and disadvantages to what we have recommended, as well as what the companies are looking for.

I would just add that at this point a couple of key things that influenced our decision, one is the Board had ruled on this just recently, in 2011, I believe.  We didn't see there was enough change in circumstances, enough compelling evidence, to challenge that.

Another one is that the electric companies do it this way as well, and we didn't see any reason why there should be any inconsistencies there.

And finally, the way that this issue has been couched by the utilities often is that, you know, it may be unfair or it puts them at a risk, and I want to make the general comment that these are shareholder incentives designed to give them financial incentives to do a good job, however defined.

This is not something that they're guaranteed to get.  It is not something that they're going to get penalized if it is a little bit less than it would otherwise have been, so I don't see there really being any risk associated with what might be considered a more constrained approach to how they get shareholder incentives.

So for all those reasons I still think our recommendations are sound.

MR. MILLAR:  Thank you very much.

Quickly, to the topic of payback period as a program screening measure, both Enbridge and Union disagree with your recommendation, which is that they should be looking at a payback period of at least a year, I think you said.  You suggest maybe one to three years, something in that range.  They respond to that recommendation at page 17 of Union's response and page 15 of Enbridge's response.  You've had an opportunity to read what they said?

MR. WOOLF:  I have, yes.

MR. MILLAR:  And do you have any further comment on that topic?

MR. WOOLF:  Again, very generally, there is no question that it's a good idea to minimize free ridership.  I don't think anybody would disagree with that.

There are a lot of ways to do it.  I think that a payback period is a reasonable approach.  I know of other states and jurisdictions that do it.

I believe that in Ontario the electric companies use a one-year threshold.  So it seems to me in the absence of a better approach that's a perfectly reasonable way to go.

We said in our report one to three years might be a reasonable range.  You know, in thinking more about it, I think maybe I'd be more comfortable with a one-year threshold, but in general the concept still stands.

MR. MILLAR:  Thank you very much.

Could I ask you to turn to Exhibit J2.1.  That is Union's response to your report at page 3.  Hopefully we can have that pulled on the screen.  Yes.  Thank you.

You will see at the bottom of that page Union disagrees or at least partially disagrees with one of your recommendations.  But they do suggest that this might be the type of thing that gets looked at through the evaluation advisory committee.  And I've taken this as an example, but I think there are any number of other areas in both Union and Enbridge's undertaking response where they make a similar response.  They say it's something we'd be happy to look at through the evaluation advisory committee.

Do you have any thoughts on that?

MR. WOOLF:  I would say that their response is reasonable.  I think there are a lot of issues that we raise, recommendations that are relatively detailed, that are warranted or appropriate to discuss in the advisory committee.

So I don't disagree with their finding, or their sort of response.

The only point I would make is I want to make sure that the Board acknowledges those recommendations that we think are reasonable, others think are reasonable, and make sure that's clear in their order, so that when it is time for the advisory committee to consider these, that they do consider them thoroughly.

MR. MILLAR:  Okay, thank you.

You will be familiar that a number of parties through the technical conference and elsewhere have expressed some concerns that -- about the impacts of accepting some or all of your recommendations, what impact that may have on budgets or bill impacts, implementation, things like that.

And we've already -- or you've already responded to that in undertaking response JT4.4, so I won't ask you to repeat that here, but there was an exchange between Board Member Frank and Mr. Kitchen of Union Gas that, I think, touched on some similar issues, so I just wanted to get your views on that.

If we could pull up the transcript from Day 3 at page 173, And you will see there's an exchange between Mr. Kitchen and Ms. Frank, and I don't want to take the time to read word for word what he said here, but she was kind of asking him,
"Well, if the Board does want you to make some changes, how is that actually going to play out on the ground?  How will that happened?"

And Mr. Kitchen, I think, helpfully provided the company's view and said,
"Well, this is the type of process that you might consider, and this is a way we might operationalize any changes."

I'm not going to read it to you right here, but have you had a chance to review that exchange?

MR. WOOLF:  I have, yes.

MR. MILLAR:  And what do you think about that?

MR. WOOLF:  I think it makes sense in general.  I see it including four steps.  One is the Board issues an order in this docket.  The other is the utility works out some response, whether it's modifying programs or budgets.  In that step, it may be appropriate to get stakeholder input on that.  And the third step would be some ability for stakeholders to review and maybe even put in findings to the Board.  And then the final step is that the Board issue an order that sort of confirms what was proposed by the company, and I don't know about agreed to, but certainly commented on by the stakeholders.

MR. MILLAR:  Okay.  So you more or less agree, at least at a high-level, with what Mr. Kitchen has said, then?

MR. WOOLF:  Yes, I do.

MR. MILLAR:  Okay.  Finally, again, we talked about the the responses to the two undertakings that the utilities filed.  Again, they are over 40 pages each, and I did not take you through all of it.  They actually agree with a fair number of your recommendations, but, equally, they agree -- or, pardon me, disagree with quite a few as well.

So I won't take you through them all, but with respect to the ones that the utilities disagreed with your recommendations, is there anything you read in their response or heard in testimony in this proceeding through the transcript -- does anything materially change the views that you've expressed in your report?

MR. WOOLF:  No.

MR. MILLAR:  Thank you, Madam Chair.  That's my examination-in-chief, and the panel is available for cross-examination.

MS. LONG:  Given that we have five minutes before 4:30, I don't know that it makes sense to get started.  So, Mr. Poch, Mr. Shepherd, I don't know who will go first tomorrow, but perhaps you can discuss amongst yourselves, and we will see everyone back at 9:30.  Thank you.
--- Whereupon the hearing adjourned at 4:23 p.m.
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