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Introduction

In response to the OEB’s Report of the Board: Demand Side Management Framework
for Natural Gas Distributors (2015-2020) (the DSM Framework) and Filing Guidelines to
the DSM Framework, both issued on December 22, 2014, Enbridge Gas Distribution
Inc. (Enbridge) and Union Gas Limited (Union) each filed DSM Plans proposing to
deliver a suite of natural gas conservation and energy efficiency programs to their
customers. Staff has provided submissions on the main elements of the gas utilities’
applications in the sections below.

The table on the following page summarizes Staff’'s recommendations related to the
items® included in the OEB's topics list as part of Procedural Order No. 1. A detailed
discussion related to each topic is provided in the submission below.

! Topic List Item #8 (Cost-effectiveness) and Item #10 (Accounting Treatment) have been discussed in the budget
section of Staff’s submission.
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Topic

Staff Recommendation

1) Guiding Principles
and OEB Priorities

The DSM Framework should provide significant persuasive authority, but it is not formally
binding.

2) DSM Targets

¢ Reject target adjustment proposals submitted by both gas utilities
e Union only:
- Include a small volume customer lifetime savings metric on the resource acquisition
scorecard
- Add a participant or applications metric on the low income scorecard
- Include a market transformation scorecard for 2017-2020
e Provide revised 75%, 100%, and 150% target achievement levels for all metrics
e Performance related to any individual metric should be capped at 150% of the weight of the
metric

3) DSM Budgets

e Accept budget levels for 2015 to 2020
e Recommendations made for major program budget items are detailed in Section 3.0

4) Shareholder
Incentive

e Inflation should not have been applied to the 2015 shareholder incentive amounts

e Eligibility for the Cost Efficiency Incentive (CEI) should be based on each gas utility
achieving 100% of the annual overall lifetime natural gas savings across all scorecards

e The calculation of budget amounts eligible to be carried forward under the CEI should
include DSMVA related spending

e The CEI should be accessible only when audited results are available

5) Program Types

Recommendations made for specific offerings:

e Home Retrofit: adjust customer incentive approach based on size of the project

On-bill Financing: formation of working group

Union’s Large Volume: proceed as proposed

Behavioural Offerings: modify to implement on pilot basis until mid-term

Union’s Energy Savings Kits: reject this program due to market saturation and short-term

savings focus

e Market Transformation:

- Union: continue with Optimum Home until 2020 and develop similar new construction
offers to that which Enbridge has proposed

- EGDI: reduce maximum customer incentive of the Residential Savings-By-Design offering

Both utilities should include a payback screening criteria to reduce free riders

e Both utilities should investigate new measures, including advanced air and ground source

heat pumps

6) Program
Evaluations

Accept the evaluation plans as filed but indicate that the evaluation plans are subject to any
updates and revisions as developed by the OEB’s new evaluation process.

7) Input Assumptions

Continue the practice of using the best available information from the evaluation and audit of
programs to calculate both shareholder incentive and LRAM amounts, consistent with the DSM
Framework.

9) Avoided Costs

e Avoided costs calculations should be updated using an agreed on natural gas commaodity
price forecast and include the updated results in their revised DSM plans.
e Reject GEC's proposal for additional avoided cost benefits

11) Integration and
Coordination

A new collaboration scorecard should be developed to motivate and incent the gas utilities to
more fully pursue collaborative efforts with electricity distributors.

12) Future The gas utilities should work together and complete individual, but consistent, studies related to
Infrastructure integrating DSM in infrastructure planning by the middle of 2017.
Planning

13) Other e Written comment process should be used to update DSM plans consistent with OEB findings

e Suggestions for items to review at the mid-term review
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1.0 DSM FRAMEWORK AND GUIDELINES
The Proper use of the Report of the Board: Demand Side Management for Natural
Gas Distributors

Background

On April 10, 2014, the OEB initiated a process for the development of its new DSM
framework. The purpose of the framework was to assist the utilities, the parties and the
OEB in preparing, reviewing, and approving the utilities’ 2015-2020 DSM plans. After
holding a stakeholder consultation process, the OEB issued the Report of the Board:
Demand Side Management Framework for Natural Gas Distributors (2015-2020) (the
DSM Framework) on December 22, 2014.

Union and Enbridge are both proposing a number of departures from the DSM
Framework, and Staff expects that a number of intervenors will do the same.

OEB Staff Submission
Submission Summary

Although the DSM Framework should provide significant persuasive authority, it is not
formally binding on the panel. If a party is able to demonstrate that a different approach
is preferable based on the evidence in this case, the panel can order something
different from what is in the DSM Framework.

Discussion and Recommendations

The OEB held a thorough stakeholder consultation process for the development of the
DSM Framework. The DSM Framework constitutes the OEB’s policy in this area and
serves, at a minimum, as the starting point for utilities’ DSM filings.

Although the DSM Framework has significant persuasive value, it is not formally binding
on the panel in the current proceedings. These applications are a “hearing” under the
OEB Act, and a proceeding cannot be considered a hearing if all of the key decisions
have already been made. If a party is able to convince the panel that the DSM
Framework is not appropriate in some area, then the panel may order something
different from what is in the DSM framework. However, there is nothing improper with
the panel taking guidance from the DSM Framework provided its conclusions are not
binding. As the Ontario Court of Appeal noted in Ainsley Financial Corporation v.
Ontario Securities Commission:

The Commission has developed various techniques, including policy
statements, designed to inform its constituency and further the goals
described above. These non-statutory instruments have increased in



OEB Staff Submission: 2015-2020 DSM Plans
Enbridge Gas Distribution Inc. (EB-2015-0049)
Union Gas Limited (EB-2015-0029)

number and gained in prominence as securities regulation has become
more complex and the problems to which the Commission must respond
more diverse. Contemporary securities regulation involves an amalgam of
statutory and non-statutory pronouncements and seeks to regulate by
means of retrospective, ad hoc, fact-specific decision-making and
prospective statements of policy and principles intended to guide the
conduct of those subject to regulation.

...The jurisprudence clearly recognizes that regulators may, as a matter of
sound administrative practice, and without any specific statutory authority for
doing so, issue guidelines and other non-binding instruments.

Non-statutory instruments, like guidelines... are an administrative tool
available to the regulator so that it can exercise its statutory authority and
fulfil its regulatory mandate in a fairer, more open and more efficient
manner.?

Indeed, the principle that the DSM Framework is not binding was recognized in the
report itself:

While conforming to the DSM framework contributes to a streamlined
approval process, gas utilities can propose alternatives in their plans, but
they must present the evidence and rationale for any proposed alternative
and clearly show how the public interest is enhanced. The Board will
ultimately decide on the final elements and specific components of the gas
utilities’ new multi-year DSM plans through an application by the gas utilities
for distribution rates under Section 36 of the Ontario Energy Board Act,
1998.°

The starting point for all elements of the DSM plans should be the OEB’s DSM
Framework. Although the DSM Framework should provide significant persuasive
authority, it is not formally binding on the panel. If a party is able to demonstrate
that a different approach is preferable based on the evidence in this case, the
panel can order something different from what is in the DSM Framework.

2.0 DSM TARGETS
Background

Section 3.2 of the DSM Framework indicates that the OEB expects the gas utilities will
rely on their most recent achievable potential studies, experience-to-date and projected

21994 CanlLii 2621 (C.A.), p. 6.
3 Report of the Board, DSM Framework for Natural Gas Distributors (2015-2020), EB-2014-0134, p. 2
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market opportunities and constraints to inform the development of their annual and
long-term natural gas savings targets. The DSM Framework specifies three levels of
achievement should be provided on the scorecard(s) for each metric: one at each 75%,
100% (target) and 150%.

The DSM Framework provides that up to 30% of a program’s budget can be transferred
to another program without requiring additional approvals by the OEB. Additionally,
utilities can exceed their annual budget by 15% if the program achieves 100% of its
target, on a scorecard basis.

Enbridge’s Proposal

Enbridge proposed targets for the 2015 program year, rolling forward its 2014 targets
and using the methodologies proposed and accepted for the 2012-2014 program
period, as directed by the OEB in the DSM Framework.

Enbridge developed its 2016-2020 targets based on its most recent potential study and
related research; consultation with customers, business partners, and intervenors; past
results and trends; the OEB’s guiding principles, key priorities, and budget guidance;
and Enbridge’s knowledge of the market and customer base.*

Enbridge has proposed three scorecards for its 2016-2020 programs: Resource
Acquisition®, Low Income®, Market Transformation and Energy Management.’

Table — Enbridge Gas Distribution Proposed Targets

Resource Acquisition Scorecard
i ] i 100% of Target
Metric Units Weight
2016 2017 2018 2049 2020
Metrics and Targets
Large Volume Customers CCM (millions) 40% 604 601 614 616 618
Small Volume Customers CCM (millions) 40% 290 365 414 431 447
Residential Deep Savings Participants 20% 7,508 10,000 12,346 12,948 13,478
Low Income Scorecard
X 5 X 100% of Target
Metric Units Weight
2016 2017 2018 2019 2020
Metrics and Targets
Single Family Ontario Building Code (Part9) CCM (millions) 45% 28.9 30.3 303 30.0 29.7
Multi-residential Ontario Building Code (Part 3) CCM (millions) 45% 59.0 62.0 69.7 715 733
Low Income New Construction Project Applications| 10% 5.0 7.0 9.0 8.0 5.0

4 Enbridge Gas Distribution, EB-2015-0049, Exhibit B, Tab 1, Schedule 4, p. 2
> EB-2015-0029 / EB-2015-0049, Exhibit L.Staff.1, p. 96
® EB-2015-0029 / EB-2015-0049, Exhibit L.Staff.1, p. 97
7 EB-2015-0029 / EB-2015-0049, Exhibit L.Staff.1, p. 98
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Market Transformation Scorecard
X 3 ) 100% of Target
Metric Units Weight
2016 2017 2018 2019 2020
Metrics and Targets
Home Health Report CCM (millions) 5% 19.5 25.0 19.8 18.0 143
School's Energy Competition Schools 5% 50 60 70 80 90
Run it Right Participants 20% 75 86 99 114 131
Comprehensive Energy Management Participants 20% 6 9 10 10 10
) ) . . Builders 10% 30 20 22 23 25
Residential Savings by Design
Homes Built 15% 2,501 2,250 2,295 2,341 2,388
Commercial Savings by Design New Developments 15% 30 15 20 21 21
New Construction Commissioning Enrollments 5% 20 26 28 28 28
Home Rating Ratings 5% 596 808 982 1,128 1,252

Adjustment Factor Methodology

Enbridge proposes to adopt a target adjustment factor (TAF) to adjust their lifetime
natural gas savings targets annually based on changes to input assumptions, so that
the same set of input assumptions are used to calculate the target, shareholder
incentive, and LRAM in a given year.®° Enbridge notes the TAF will adjust targets for
input assumption updates resulting from annual audit recommendations and from
current ongoing studies (e.g. the TRM and the NTG study) which are expected to have
major impacts on the lifetime natural gas savings of the gas utilities’ programs.

Enbridge is of the view that the input assumptions used to evaluate program savings
should be the same set of input assumptions reflected in that year’s target. In addition to
impacts from current ongoing studies, Enbridge proposed this approach for its 2015-
2020 DSM Plan because it is concerned that targets set for a period of six years may
not remain appropriate if new information on input assumptions becomes available.°
Enbridge noted that its proposal is consistent with the Guidelines as it will still use best
available information to calculate LRAM and shareholder incentive, and that the DSM
Framework and Guidelines do no preclude the proposal for a target adjustment
mechanism.** Further, Enbridge indicated that in the absence of the TAF, Enbridge
would need to mitigate the impact of input assumptions changes by proposing lower
targets.*?

Target Achievement Level Structure

8 Enbridge Gas Distribution, EB-2015-0049, Exhibit B, Tab 1, Schedule 4
° EB-2015-0029 / EB-2015-0049, Hearing Transcript, Vol.5, p. 180

19 EB-2015-0029 / EB-2015-0049, Hearing Transcript, Vol.6, p. 145

" Enbridge Gas Distribution, EB-2015-0049, Exhibit 1.T2.EGDI.STAFF.8
2 £B-2015-0029 / EB-2015-0049, Hearing Transcript, Vol.6, p. 153
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Enbridge has proposed target achievement levels for each scorecard ranging between
75% and 150%, consistent with the DSM Framework.** When asked by SEC during
cross-examination how Enbridge would achieve 50% more target with only a 15%
budget overspend allowed, Enbridge indicated that it will optimize its DSM activities
where possible by being creative and innovative, considering collaboration, as well as
allocating resources appropriately.**

Union’s Proposal

Union proposed targets for the 2015 program year, rolling forward its 2014 targets and
using the methodologies proposed and accepted for the 2012-2014 program period, as
directed by the OEB in the DSM Framework.

Union used a detailed bottom-up analysis to develop its 2016-2020 targets based on
Union’s experience; program potential and market opportunity; and the DSM
Framework and DSM Guidelines. Union confirmed that its most recent achievable
potential study, conducted in 2008, did not play a significant role in target development
in the 2016-2020 Plan.*

The proposed scorecards for Union’s Resource Acquisition®®, Low Income,*’” Market
Transformation® and Performance-Based'® programs are summarized below. No
scorecard was provided for the large volume program, as discussed in section 5.2.
Union has included a Market Transformation scorecard for 2016 only because the
program will conclude at the end of that year, as discussed in section 5.5. Only 2016
targets are shown for the other scorecards, because Union has proposed to set their
2017 to 2020 targets using a formulaic approach.

Table — Union Gas Proposed Targets

Resource Acquisition Scorecard
Metric | Units | Weight |2016 Target
Metrics and Targets
Cumulative Savings CCM (millions) 75% 1,110
Home Reno Rebate Participants Homes 25% 3,000

B Enbridge Gas Distribution, EB-2015-0049, Application: B-1-4, pp. 8-33
% EB-2015-0029 / EB-2015-0049, Hearing Transcript, Vol.5, p. 174
!> Union Gas Limited, EB-2015-0029, Exhibit A, Tab3, pp. 14-16
1® EB-2015-0029 / EB-2015-0049, Exhibit L.Staff.1, p. 99
17 .
Ibid., p. 91
¥ |bid., p. 91
¥ bid., p. 91
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Low Income Scorecard

Metric | Units | Weight |2016 Target
Metrics and Targets
Single Family Cumulative Savings CCM (millions) 60% 34
Social & Assisted Multi-Family Cumulative Savings |CCM (millions) 35% 15
Market Rate Multi-Family Cumulative Savings CCM (millions) 5% 2
Market Transformation Scorecard
Metric | units | weight [2016 Target
Metrics and Targets
Homes Built | Builders | 100% '&ctual +20%
Performance Based Scorecard
) 3 Weighting 2016
Metric Units 2017-2018 Targets
2016 2017 2018 2019 2020| Target
Metrics and Targets
RunSmart Participants Participants 50% 20% 10% 10% 10% 25 [125% of Prior Year Actual
SEM Participants Participants 50% 20% 10% 3 |2+Prior Year Actual
RunSmart Savings (%) m3 60% 40% 40% 40% 10% Aggregate Participant Savings
. 2018:5%;
SEM Savings (%) m3 40% 50% 50% 2019-2020:102% of Prior Year Actual

Formulaic Target-Setting Target Adjustment Methodology

As shown above, Union proposed static?® 2016 targets, for all but the market
transformation scorecard. For 2017-2020, Union proposed a formulaic target-setting
approach for certain metrics in all four scorecards.

The proposed formulaic target-setting approach is based on the previous year’s
performance. For the RA and Low-Income scorecards, the formula uses cost-
effectiveness to calculate the natural gas savings target (i.e., prior year m® achievement
divided by prior year budget spent multiplied by current year budget).?* In addition to the
Resource Acquisition and Low-Income lifetime natural gas savings targets, Union has
proposed this formulaic approach to adjust the 2017-2020 targets for the Home Reno
Rebate participants metric in the RA scorecard. For the Market Transformation and
Performance-Based scorecards, previous years’ achievement or participation rate is
adjusted by a fixed percentage or number of participants.

Union noted that this formulaic target-setting approach was approved for the natural gas
savings metric in the RA scorecard as part of the Settlement Agreement for its 2012-

20 A “static target” refers to a target that is set once and not adjusted. This is opposed to a “formulaic target”,
which is annual adjusted based an established formula.
*! Union Gas Limited, EB-2015-0029, Exhibit A, Tab 2, p. 13
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2014 DSM Plan® and in the large volume scorecard from its 2013-2014 Large Volume
Program.?®

Union expects that changes to input assumptions resulting from ongoing studies (the
Technical Reference Manual (TRM) and Net-to-Gross (NTG)) will be incorporated into
targets through the formulaic target-setting approach. Any changes/updates to input
assumptions resulting from the evaluation and audit of a given program year would be
reflected in both the next year’s targets and the next year’s final savings results, but
would not affect the current year target or savings results.?*?°

Union also proposed that input assumptions be applied retrospectively for the purpose
of calculating next year targets, but applied prospectively to lifetime natural gas savings
achievement for the purpose of calculating the shareholder incentive, as discussed in
Section 7.0.%°'?" As a result, if an annual evaluation and audit finds that updates to an
input assumption result in lower savings, there would be no impact on the shareholder
incentive for the year being audited, but the target for the year after would be easier to
achieve.

At Staff’s request, Union provided static 100% targets for 2017-2020 for the resource
acquisition and low income score cards.?®

Achievement Level Structure

Union has proposed the upper level of target achievement to be 125% rather than 150%
as specified in the DSM Framework. Union believes that a 150% target achievement
level is too far from 100%, given the permitted 15% budget overspend available after a
program achieves 100% of target. Union explained in an interrogatory response that if it
had used a 75%/100%/150% scorecard design, the result would have been a lower
75% and 100% target level for each metric to ensure that the higher upper band level
was attainable with the available budget.?® *

OEB Staff Expert Evidence

Target Adjustment Methodology

22 Union Gas Limited, 2013-2014 Large Volume DSM Plan, EB-2012-0337
% Union Gas Limited, 2012-2014 DSM Plan, EB-2011-0327
% EB-2015-0029 / EB-2015-0049, Hearing Transcript, Vol.2, p. 40
z: Union Gas Limited, EB-2015-0029, Exhibit B.T2.Union.GEC.31
Ibid.
%7 EB-2015-0029 / EB-2015-0049, Hearing Transcript, Vol.1 pp. 123-127
?® Union Gas Limited, EB-2015-0029, Exhibit B.T2.Union.Staff.6
*® Union Gas Limited, EB-2015-0029, Exhibit A, Tab 3, pp. 17-18
* Union Gas Limited, EB-2015-0029, Exhibit B.T2.Union.Staff.4, p. 1
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Synapse indicated that it was unaware of any other jurisdictions where savings targets
(and ultimately shareholder incentive) are adjusted in the manner proposed by Union
and Enbridge. Synapse recommended that the OEB not approve both Enbridge’s and
Union’s proposed target adjustment mechanisms and require them to set static five year
savings targets with no adjustments during the course of the plan.®* Synapse noted that
maintaining targets throughout the course of the multi-year plan will encourage the gas
utilities to reach their initial goals more creatively, investigate new measures, increase
marketing, and/or implement other strategies that result in greater savings.

Synapse commented that Union’s proposed approach is particularly problematic
because it accounts not only for input assumption updates, but also changes in program
effectiveness.>?

Metrics and Scorecards

In reviewing Union and Enbridge’s proposed scorecards, Synapse noted that Ontario is
one of the few jurisdictions proposing metrics such as number of participants, as
opposed to solely resource savings. Synapse supported the inclusion of participant
metrics.

Synapse also noted that Enbridge’s RA scorecard includes lifetime savings metrics for
both large and small volume customers, and recommended that Union develop similar
metrics to bring focus to residential and smaller commercial and industrial customers.

In regards to Union’s market transformation program, Synapse recommended that
Union commit to continuing to support a residential new construction offering and
including a scorecard.®

Green Energy Coalition (GEC) Expert Evidence

Appropriateness of Targets

GEC'’s expert witness evidence specified that the incremental annual savings forecast
for Union and Enbridge equates to approximately 0.6% and 0.7% of annual sales to
customers®* respectively over the 2016-2020 period. GEC indicates that the projected
annual savings levels proposed by Union and Enbridge are significantly lower than
other leading jurisdictions such as Vermont, Massachusetts, Rhode Island and

' EB-2015-0029 / EB-2015-0049, L.OEBStaff.1, pp. 103-105
32 EB-2015-0029 / EB-2015-0049, L.OEBStaff.1, p. 104

% EB-2015-0029 / EB-2015-0049, L.OEBStaff.1, p. 70

** Not including sales to electric generators.

10
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Minnesota who have achieved average annual savings close to 1.2% of total sales.*
GEC noted that annual savings could be higher in the event that the gas utilities’
budgets were increased, Union maintained its large industrial program, less emphasis
was placed on efficiency opportunities for smaller customers and the gas utilities
provided more aggressive savings estimates.>®

Metrics and Scorecards

GEC also recommended a number of changes to the utilities’ 2016 performance metrics
and targets. GEC recommended the OEB limit the amount of achievement that any
performance metric can contribute to a scorecard. > GEC suggested that the OEB cap
the contribution any one metric to the overall scorecard target at 150% of that metric’s
target level. GEC noted that this would mitigate the risk of a gas utility “gaming” the
scorecard structure with some metrics contributing disproportionally to the overall
achievement of the overall scorecard.

OEB Staff Submission
Submission Summary

Appropriateness of Targets

Staff submits that the utilities 2015 targets should be accepted as filed.

OEB staff submits that the gas utilities should revise their 2016-2020 targets, based on
the OEB's final decision on changes required to the DSM Plans. The utilities should use
the best available information available on input assumptions when filing the revised
targets.

Target Adjustment Methodology

Staff submits that the OEB should not approve the utilities’ proposed target adjustment
and formulaic target-setting mechanisms. Targets should not be adjusted throughout
the term of the plans; however it may be appropriate to revisit them at the midterm
review. As noted above, Union and Enbridge’s targets should be updated to reflect the
final OEB decision in this proceeding using the best information available at that time.

Having challenging firm targets for the duration of the DSM Framework requires the gas
utilities to implement properly designed programs and delivery methods to be able to
mitigate impacts on shareholder incentive that could result from the annual evaluation

** EB-2015-0029 / EB-2015-0049, Exhibit L.GEC.1, p. 9
*® EB-2015-0029 / EB-2015-0049, Exhibit L.GEC.1, p. 14
% EB-2015-0029 / EB-2015-0049, Exhibit L.GEC.1, p. 34

11
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and audit of the programs. The utilities should continue monitoring program
performance, updating program designs and making program adjustments as required
throughout the term of the DSM Framework, rather than applying a target adjustment
mechanism. OEB staff recommends that the static targets be revisited during the mid-
term review.

Metrics and Scorecards

Staff submits that metrics and scorecards proposed by the utilities are largely
appropriate. Staff recommends that Union include a small volume customer lifetime
savings metric on their resource acquisition card, add a participant or applications
metric on the low income scorecard, and include a market transformation scorecard for
2017-2020.

Achievement Level Structure

Staff believes that Union, similar to Enbridge, should provide revised 75%, 100%, and
150% target achievement levels for all metrics, consistent with the DSM Framework.
Further, Staff submits that performance related to any individual metric should be
capped at 150% of the weight of the metric.

Discussion and Recommendations

Appropriateness of Targets

As part of the Draft DSM Framework, the OEB suggested that annual DSM targets
could be 0.8% of annual gas sales for each gas utility. The gas utilities’ annual natural
gas savings targets fall slightly below that level, as stated in GEC’s evidence. Staff
believes that the utilities’ natural gas savings are largely appropriate given that the
utilities have responded to the guiding principles of the DSM Framework and the
departure from Union’s capital incentive large volume program. The utilities are aiming
to achieve increased cost-effective DSM savings by expanding residential programs
and developing programs for small commercial/industrial customers; and they are
achieving holistic long-term energy savings with their residential and market
transformation programs. Also, the utilities have focused on promoting high customer
participation levels by including participant metrics in their scorecards.

Staff has provided specific program design recommendations that further affect target
levels which are discussed in Section 5 on program types.

Target Adjustment Methodology

12
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Target adjustments were not contemplated in the DSM Framework. The budget
adjustment provisions provided for in the DSM Framework, including the ability to
transfer 30% of a program’s budget to another program without requiring additional
approvals, and the ability to overspend a program’s budget by 15% once the 100%
target has been achieved, allow sufficient flexibility for the utilities to address changing
conditions.

Enbridge and Union’s proposed target adjustment approaches are not appropriate and
should not be approved. Allowing for adjustments to targets for changing input
assumptions, poor performance, or both, creates a number of problems in terms of
fairness to ratepayers.

Enbridge’s proposed approach to address only input assumptions and not program
performance is problematic and does not encourage Enbridge to design robust
programs that mitigate the impact of changing input assumptions. By adjusting both
targets and achievement by new input assumptions and adjustment factors, the impact
of changes to input assumptions is neutralized. In effect, the TAF allows Enbridge to
continue to receive the same shareholder incentive regardless of how much natural gas
was actually saved. Ratepayers may end up having to pay for natural gas savings that
have not actually been achieved.

Union’s cost-effectiveness adjustment, in addition to adjusting for input assumption
changes, may provide a disincentive for the utility to achieve as much cost-effective
DSM as possible in a given year, because the utility may want to avoid establishing
more challenging targets the next year. Conversely, a poorly-performing program in one
year will have lower targets the year after, which may result in Union achieving a
shareholder incentive when it would not normally be appropriate to do so.

Staff notes that having static targets throughout the program delivery period is
consistent with IESO'’s Electricity CDM targets. The OEB, as directed by the Minister of
Energy, issued firm 2011-2014 electricity savings and peak demand targets to all
licenced electricity distributors.®® The provincial aggregate CDM targets were 6,000
GWh cumulative energy savings between 2011 and 2014 and 1,330 MW of persisting
peak demand saved on December 31, 2014. These targets were not adjusted
throughout the 2011 to 2014 period. Final results related to the 2011 to 2014 CDM
Targets indicate that 109% of the cumulative energy savings target (6,533 GWh) and
70% of the persisting peak demand target were met. For 2015 to 2020, under the
electricity Conservation First Framework, electricity distributors must meet a target of 7
TWh of electricity savings.*® Additionally, static targets are consistent with the targets in

*® Ontario Energy Board, EB-2010-2015, CDM Code for Electricity Distributors
%9 | etter of Direction from Minister Bob Chiarelli to the Ontario Power Authority, March 31, 2014
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the OEB'’s Electricity Distributor Scorecards that measure utility performance results. In
both cases, the performance targets are set and are not adjusted for any factors.

Staff recommends that the static targets be revisited during the mid-term review.

Metrics and Scorecards

The metrics proposed by the utilities are heavily weighted on lifetime natural gas
savings, consistent with the DSM Framework. The market transformation scorecards
proposed by the utilities include metrics such as number of participants, number of
builders included in a new construction program and number of new buildings, which
are appropriate given that market transformation programs result in longer-term
savings. For this reason, Staff believes that the metrics proposed by the utilities are
appropriate, with the following exceptions.

Given that the DSM Framework specifies that utilities should capture all cost-effective
DSM that result in a reasonable rate impact, OEB staff agrees with several of Synapse’s
recommendations for Union. Specifically, OEB staff recommends that Union adopt a
small volume customer metric in their RA scorecard. The threshold for a small volume
customer should be recommended by Union, based on the gas consumption
characteristics of their residential and small commercial and industrial customers.
Additionally, Union should include a scorecard for the market transformation program
for 2017-2020, as the OBC update is not expected to require significantly different
metrics than were used in previous years.

Achievement Level Structure

Staff disagrees that the 15% budget overspend provision directly correlates to moving
from the 100% to 150% target achievement level for a given program. Instead, the gas
utilities are expected to apply creativity and innovation to efficiently use program
budgets throughout the program year, not just after reaching the 100% target
achievement level. Staff believes that the gas utilities could achieve more than 100%
target achievement level for programs where they are innovative and aim to achieve
significant efficiencies in their delivery either by reducing costs or achieving more
savings than estimated. Staff recommends that Union revise its targets to reflect the
target achievement levels specified in the DSM Framework.

Staff is of the view that performance metrics should be capped at 150% of the target
level. This recommendation was noted by GEC in its expert evidence.*® Staff submits
that by limiting the ability of the gas utilities to surpass a performance metric, the OEB
can mitigate the potential for the final results from a lower weighted metric to increase

** EB-2015-0029 / EB-2015-0049, Exhibit L.GEC.1, p.34
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the overall results for the scorecard. As an example, in the event that Union is unable
to meet its 2016 cumulative savings metric (1,110M CCM) in its Resource Acquisition
Scorecard, which has a weighting of 75%, but it is able to far surpass the 2016 Home
Reno Rebate Participants metric (3,000), which has a weighting of 25%, Union can
claim that it has met 100% of its weighted scorecard results and earn a shareholder
incentive. Based on this scenario, Union would be eligible to earn a significant
shareholder incentive when it has not achieved the main purpose of DSM, that being
the overall reduction in natural gas usage. Staff is concerned that if a cap is not in place
for individual scorecard metrics, there is the potential for ratepayer funds to be
unreasonably used to provide the gas utilities’ with a shareholder bonus for non-natural
gas savings results. Staff is of the view that it is reasonable to cap the level at which
any one metric can contribute to the overall scorecard results to ensure that the goals of
the program are maintained, that the gas utilities are appropriately rewarded for success
in the areas identified as goals, and to appropriately use ratepayer funds to administer
the shareholder incentive.

3.0DSM BUDGETS
Background

Section 4 of the DSM Framework outlined the overall budget guidance the natural gas
utilities were expected to follow when developing their DSM plans for 2015 to 2020.
Section 15.1 of the DSM Framework discussed how the natural gas utilities should
implement the OEB’s guidance outlined within the DSM Framework in 2015, which the
OEB indicated would act as a transition year to the new multi-year DSM plans.

The OEB determined that for DSM activities between 2015 and 2020, the gas utilities’
annual DSM budgets should be guided by the simple principle that DSM costs (inclusive
of both DSM budget amounts and shareholder incentives amounts) for a typical
residential customer of each gas utility should be no greater than approximately
$2.00/month. Based on the $2.00/month cost impact to a typical residential customer,
and considering the general historic program mix and relative size of each utility, the
OEB provided total maximum annual budget guidance of $75 million for Enbridge and
$60M for Union, excluding the maximum shareholder incentive amount ($10.45
million/utility/year). The 2015-2020 budget guidance results in annual budget amounts
of approximately double the levels from 2012-2014.

In Section 15.1 of the DSM Framework, the OEB noted that the gas utilities should roll-
forward their 2014 DSM plans into 2015, including budget parameters, and to do so in
the same manner as they had done throughout the 2012 to 2014 DSM Framework. The
OEB also indicated that the gas utilities may increase their overall 2015 spending by up
to 15% to assist with incorporating and addressing the guiding principles and key
priorities outlined in the DSM Framework.
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Enbridge’s Proposal

Enbridge’s 2015 to 2020 Budgets

Enbridge’s 2015 to 2020 budget amounts are outlined in the table below.** Enbridge
has requested approval of a 2015 DSM budget of $32.80 million.** Enbridge’s 2015
budget has been calculated by applying a GDP-IPI escalation factor of 2% to its 2014
budget of $32.16 million, consistent with the escalation factor that was applied to its
2013 DSM budget to determine the 2014 DSM budget.** Enbridge has also proposed
an incremental budget of $4.92 million (equal to 15% of its proposed 2015 budget) to
address key priorities and objectives outlined in the DSM Framework. As of June 2,
2015, Enbridge had spent $99,000 of its 2015 incremental funds.**

Table — Enbridge 2015 to 2020 Budgets

Program/Budget ltem® 2015 | 2016 | 2017 | 2018 | 2019 | 2020
Resource Acquisition $19.2 | $34.6 | $40.1 | $45.1 | $46.0 | $46.9
Low Income $7.4 | $11.9| $12.5| $13.3 | $13.5 | $13.8
Market Transformation & Ener
Management 9y $6.2 | $13.5 | $17.1 | $17.2 | $17.5 | $17.9
Evaluation $15| $1.7| $1.7| $1.7| $1.8
Collaboration and Innovation $1.0| $1.0| $1.0| $1.0| %1.0
DSM IT Chargeback $1.0| $1.0| $1.0| $1.0| %10
Energy Literacy $0.5| $0.5| $0.5| $0.5
Incremental 2015 Budget $4.9
TOTAL® $37.7 | $63.5 | $73.8 | $79.7 | $81.3 | $82.9

Enbridge noted that its 2016 to 2020 DSM portfolio has been developed to achieve and
balance a number of objectives and the key priorities outlined in the DSM Framework,
including: achieving high levels of natural gas savings, ramping up holistic programs,
providing consumer education and offerings for small commercial and industrial
customers, introducing and increasing data-driven offerings, avoiding lost opportunities,
and collaboration and innovation. Enbridge noted that its 2019 and 2020 budgets
should be viewed as preliminary, as factors may arise which change the priorities it will

4 Enbridge Gas Distribution, EB-2015-0049, Exhibit B, Tab 1, Schedule 4, Pages 3-5
a2 Enbridge Gas Distribution, EB-2015-0049, Exhibit B, Tab 1, Schedule 3, p. 5
* Enbridge Gas Distribution, EB-2015-0049, Exhibit I.T3.EGDI.BOMA.11
* Enbridge Gas Distribution, EB-2015-0049, Exhibit I.T3.EGDI.Staff.9
45 . .
Budget amounts are inclusive of overheads.
a6 Excluding the maximum annual shareholder incentive of $10.45M
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be asked to focus its DSM efforts going forward. Enbridge suggested reviewing the
2019 and 2020 budget amounts at the mid-term review.

Enbridge — Sensitivity Analysis

Enbridge provided a high level sensitivity analysis related to its proposed budgets and
natural gas savings through a hybrid top-down and bottom-up approach.*’ It
considered three alternative budget scenarios for each year from 2016 to 2018: 75%,
125% and 150% of its proposed budget. Enbridge did not provide sensitivity analysis
for 2019 or 2020 as it deemed these budget amounts preliminary.

As part of its sensitivity analysis, Enbridge identified DSM offerings that could be scaled
according to budget. It found that 9 of the 18 offerings, or half, which span all customer
sectors, contain metrics that could be scaled upward or downward depending on
budget. *®

In response to interrogatories from GEC*°, Enbridge noted that it has incorporated a
factor that lowers CCM saved per dollar spent (or a “decay factor”) as budgets
increased to recognize the reality that the relationship between DSM budgets and
targets is not a linear one. Enbridge further noted that it relied on its achievable
potential study®® as the basis for understanding and accounting for a reasonable
correlation between increased energy savings and increased budget. Enbridge noted
that for every 9% of budget increase, savings increased by 4%.°*

Enbridge — Cost Effectiveness

The table below outlines the overall cost-effectiveness of Enbridge’s 2016 to 2020 DSM
plan.> Enbridge measured the cost-effectiveness of its DSM portfolio using both the
Total Resource Cost-Plus Test (TRC-Plus Test) and the Program Administrator Cost
Test (PAC) as directed by the OEB in the DSM Framework. Enbridge noted that it used
this information as an important input in its overall portfolio design and that it has struck
an appropriate balance between cost-effectiveness and meeting the OEB’s guiding
principles and key priorities, many of which drive important activities which are less
cost-effective than Enbridge’s past results.

Table — Enbridge’s 2016 to 2020 DSM Cost-Effectiveness

*” Enbridge Gas Distribution, EB-2015-0049, Exhibit B, Tab 1, Schedule 5

*® Home Energy Conservation, Large Volume Customer CCM, Small Volume Customer CCM, Low-Income (Part 3
CCM, Part 9 CCM, Low Income New Construction), Residential Savings By Design, Commercial Savings By Design,
My Home Health Record, Run It Right, and Energy Literacy.

** Enbridge Gas Distribution, EB-2015-0049, Exhibit I.T9.EGDI.GEC.19 & EGDI.GEC.42

0 Enbridge Gas Distribution, EB-2015-0049, Exhibit C, Tab 1, Schedule 1

> Enbridge Gas Distribution, EB-2015-0049, Exhibit I.T9.EGDI.GEC.42

*? Enbridge Gas Distribution, EB-2015-0049, Exhibit B, Tab 2, Schedule 3
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Cost-Effectiveness
Program / Sector TRR%' g,olu 3 RE—
Resource Acquisition 2.61 4.76
Low Income 1.28 1.40
Portfolio Total 2.42 4.02

Enbridge - Bill Impacts

In total, Enbridge has requested the OEB to provide approval of approximately $419
million in DSM program expenditures over the 2015 to 2020 period. The bill impacts for
Enbridge’s customers in affected rate classes®?, inclusive of the maximum shareholder
incentive amounts available in each year, throughout the 2015 to 2020 period range
from between 0.6% and 3.4%, with the average 2020 bill impact of approximately 2%.%*

The table below outlines the average monthly bill impact a typical Enbridge residential
customer will experience due to DSM costs. Two bill impact scenarios have been
provided: one that includes the maximum shareholder incentive if Enbridge meets 150%
of its targets, and another that includes the shareholder incentive if Enbridge meets
100% of its targets.

Table — Enbridge 2015 to 2020 Residential Monthly Bill Impacts

Average Monthly Bill Impact of DSM per Customer
Incentive Rate YEAR
Level Class 2015 2016 2017 2018 2019 2020
150% Incentive | Rate 1 $0.99 | $1.76 | $2.11| 9$2.29| $2.33| $2.37
100% Incentive | Rate 1 $0.85| $1.61| $1.96| $2.13| $2.17| $2.21

Union’s Proposal

Union’s 2015 to 2020 Budgets

Union’s 2015 to 2020 budget amounts are outlined in the table below.>® Union has
requested approval of a 2015 DSM budget of $34 million.>® Union has proposed to
update its 2014 budget ($32.05 million) by an inflation rate of 1.68%, which is the four-

> There are no DSM impacts for the following rate classes: Rate 9, Rate 125, Rate 200, Rate 300 as EGD does not
offer programs to customers in these classes.
>* Enbridge Gas Distribution, EB-2015-0049, Exhibit I.T2.EGDI.CME.10
: Union Gas Limited, EB-2015-0029, Exhibit A, Tab 3, p. 6 (Table 2)
Ibid., p. 5
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guarter rolling average GDP-IPI inflation factor at Q2 of 2014 that was agreed upon as
part of the settlement agreement for its 2012 to 2014 DSM Plan.>” Union has also
proposed an incremental budget of $1.4 million (equal to 4.3% of its 2015 budget) in
2015 to address key priorities and objectives outlined in the DSM Framework such as
the integrated resource planning study, achievable potential study and updating its DSM
tracking and reporting system. Union does not believe there is adequate time following
the OEB decision on its 2015-2020 DSM Plan to fully spend a 15% incremental
budget.®® As indicated in its interrogatory responses filed on June 23, 2015, Union had
spent $53,000 of its 2015 incremental budget to begin implementing the items noted
above.”®

Union noted that it has addressed the key priorities and guiding principles outlined in the
DSM Framework when developing its multi-year budget.®® Union has included an
inflation increase of 1.68% for each year of its new multi-year DSM plan, which it states
is consistent with the 2012 to 2014 DSM plan (EB-2011-0327) Settlement.®* Union
noted that the inclusion of inflation in the budget was not contemplated in the DSM
Framework.%? Union noted that inflation has been included to account for increases in
the prices for goods and services and that it has not impacted the proposed target
setting methodology.®® Union further noted that it will use its discretion when allocating
the cumulative inflation to the various programs where required.®*

Table — Union’s 2015-2020 Budgets

Program/Budget Item 2015 | 2016 | 2017 | 2018 | 2019 | 2020
Resource Acquisition $14.2 | $30.8 | $34.2 | $37.4 | $37.1 | $37.1
Low Income $6.8 | $11.3 | $12.3 | $13.5 | $14.1 | $14.9
Performance-Based $0.5| $0.8| $1.1| $0.8| %$1.1
Large Volume $45| $0.8| $0.8| $0.8| $0.8| $0.8
Market Transformation $1.4| $1.0 - - - -
Evaluation $1.3| $1.3| $1.3| $1.3| %13
Research $15| $1.0| $10| $10| %1.0
Administration® $3.3| $29| $2.8| $2.8| $2.8| $2.8

>’ Union Gas Limited, EB-2015-0029, Exhibit B.T3.Union.LPMA.15

*% Union Gas Limited, EB-2015-0029, Exhibit B.T3.Union.Staff.11

> Ibid.

% Union Gas Limited, EB-2015-0029, Exhibit A, Tab 3, p. 5 (Table 1)

* Ibid., p. 7

®2 Union Gas Limited, EB-2015-0029, Exhibit B.T2.Union.LPMA.18, (b)

® Union Gas Limited, EB-2015-0029, Exhibit B.T2.Union.LPMA.7, (c)

® Union Gas Limited, EB-2015-0029, Exhibit B.T2.Union.LPMA.18, (d)

® Union’s 2015 Administration amount reflects its 2015 Portfolio Budget.
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Program/Budget Item 2015 | 2016 | 2017 | 2018 | 2019 | 2020
Pilots $1.0| $1.0| $0.5| $0.5| $0.5
DSM Tracking & Reporting System $5.0
Updates
Cumulative Inflation @ 1.68% $25| $0.9| $1.8| 3$3.0| $4.0| $5.2
2015 Incremental Budget $1.4
TOTAL®® $34.0 | $57.2 | $56.0 | $61.4 | $62.4 | $64.7

Union — Sensitivity Analysis

In response to the OEB’s request for the gas utilities to provide sensitivity analysis
showing how budgets and targets interact, Union provided three alterative 2020 budget
scenarios (based on a 2020 budget of $68.5 million which includes the maximum
Demand Side Management Variance Account (DSMVA) 15% overspend amount, but
does not include inflation): ©’

1) Reduced budget: $56.3M (or equal to 2016 budget excluding inflation),
2) 2020 budget increased by $5M: $73.5M (or 130% of the 2016 budget), and
3) 2020 budget increased by $10M: $78.5M (or 140% of the 2016 budget).

As part of Union’s sensitivity analysis, it estimated the impacts of the changes in budget
and identified the optimal areas of its DSM plan to allocate incremental budget amounts
and savings across its DSM portfolio (e.g., what programs were in the best position to
be increased). Union provided information related to the incremental number of
projects, annual natural gas savings and incremental lifetime natural gas savings that
resulted from its sensitivity analysis.

Union — Cost Effectiveness

The table below outlines the overall cost-effectiveness of Union’s 2016 to 2020 DSM
plan.®® Union measured the cost-effectiveness of its DSM portfolio using both the TRC-
Plus Test and the PAC Test as directed by the OEB in the DSM Framework.

Table — Union’s 2016 to 2020 DSM Cost-Effectiveness

86 Excluding the maximum annual shareholder incentive of $10.45M
% Union Gas Limited, EB-2015-0029, Exhibit A, Tab 3, Appendix G
% Union Gas Limited, EB-2015-0029, Exhibit A, Tab 3, Appendix A, Pages 23-24, 48-52, 62-63, 96-98
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Cost-Effectiveness
Program / Sector TRR(;_ tzus SAC Ratio
Resource Acquisition 2.30 6.78
Low Income 1.01 0.86
Portfolio Total 1.99 5.18

Union - Bill Impacts

In total, Union has requested the OEB to provide approval of approximately $336 million
in DSM program expenditures over the 2015 to 2020 period.

Union noted that with the exception of Rate M7 (Large Volume Industrial and
Commercial Contract Rate), the bill impacts associated with Union’s DSM programs in
other rate classes are consistent with the impacts to the average residential customer.
Due to a discrepancy between the proportion of DSM costs in Rate M7 as compared to
Rate M4 (Firm Industrial and Commercial Contract Rate) and Rate M5 (Interruptible
Industrial and Commercial Contract Rate) as a result of rate class eligibility changes
approved by the OEB in EB-2011-0210, effective January 1, 2014°° Union does not feel
that DSM costs representing 8.6% of a typical Rate M7 bill in 2020 is reasonable and it
has proposed an adjustment to rectify this inconsistency. Union has proposed to pool
the proposed DSM costs for rate classes Rate M4, Rate M5 and Rate M7 and reallocate
the costs in proportion to 2015 approved billing units (e.g., natural gas usage levels)
which results in similar proportions of DSM costs in all three rate classes.”® Union is
also proposing this approach for ratemaking purposes from 2016 to 2018. Union’s
pooling proposal lowers the proportion of DSM costs in Rate M7 from 9.4% to 4.6%,
and Rate M4 from 4.6% to 4.1% and increases the proportion of DSM costs in Rate M5
from 2.6% to 4.4%."*

Throughout the 2015 to 2020 period bill impacts to Union’s customers in affected rate
classes will range from between a 0.1% and 4.6% increase, with an average 2020 bill
impact of approximately 1.8% for Union North customers and 3.2% for Union South
customers inclusive of the maximum shareholder incentive amounts available in each
year and using Union’s proposal to pool DSM costs for Rate M4, Rate M5 and Rate
M7.7

% Union Gas Limited, EB-2015-0029, Exhibit A, Tab 3, Page 69

’® Union Gas Limited, EB-2015-0029, Exhibit A, Tab 3, Page 72

" These impacts assume Union earns the maximum shareholder incentive at 150% of target.
72 Enbridge Gas Distribution, EB-2015-0049, Exhibit 1.T2.EGDI.CME.10
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The table below outlines the average monthly bill impact that a typical Union residential
customer will experience due to DSM costs. Two bill impact scenarios have been
provided for Union’s North (Rate 01) and South (Rate M1) residential customers: one
that includes the maximum shareholder incentive available to Union, and another that

includes the shareholder incentive if Union meets 100% of its targets.”

Table — Union 2016 to 2020 Residential Monthly Bill Impacts

Average Monthly Bill Impact of DSM per Customer
Incentive Rate YEAR
Level Class™ 2016 2017 2018 2019 2020
150% Incentive | Rate 01 $1.95 $1.98 $2.23 $2.29 $2.36
100% Incentive | Rate 01 $1.80 $1.83 $2.07 $2.13 $2.20
150% Incentive | Rate M1 $1.76 $1.79 $2.01 $2.06 $2.12
100% Incentive | Rate M1 $1.58 $1.60 $1.81 $1.86 $1.92

Union has indicated that Union North residential customers (Rate 01) who participate in
a DSM program will see a $0.29/month bill increase while Union South residential
customers (Rate M1) who participate in a DSM program will see a $0.69/month bill
increase.” In response to technical conference questions from SEC, Union provided
further clarification noting that the bill impact analysis is based on a very high cost for
savings ($0.88/CCM) related to Union’s residential behavioural program’® as well as
including the 300,000 customers per year who will receive behavioural program
materials on the participants-side of the bill impact equation.”” Staff has included
further discussion related to Union’s behavioural program later in this submission.

Expert Evidence
OEB Staff Expert Evidence

In the Synapse expert evidence, " it was observed that both utilities are consistent with
the OEB'’s general approach of spending approximately 40% of the annual DSM budget
on residential programs.

3 Union Gas Limited, EB-2015-0029, Exhibit B.T3.Union.Staff.7

7% Rate 01 includes residential customers in Union North; Rate M1 includes residential customers in Union South.
’> Union Gas Limited, EB-2015-0029, Exhibit A, Tab 3, Appendix E, Schedule 4

’® Union Gas Limited, EB-2015-0029, Exhibit B.T3.Union.SEC.31

7 EB-2015-0029 / EB-2015-0049, Technical Conference Transcript, Volume 2, p. 199

7% EB-2015-0029 / EB-2015-0049, Exhibit L.OEB.Staff.1, pp. 6-14
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The Synapse Report notes that Enbridge has higher overall costs but lower overall
savings projections than Union, which results in a higher cost of energy saved
($0.07/m3) than that of Union ($0.05/m3). Further, the differences in the cost of saved
energy can be explained by looking at the proposed programs from a customer sector
point of view. Both utilities have 92% of customers are residential customers, while the
remaining 8% are commercial and industrial (C&l) customers. However, Union’s C&l
customers comprise a much larger percentage of sales (77%) than Enbridge’s C&l
customers (59%). Therefore, the average Union C&I customer uses over twice as
much gas (91,013 m? per year) as the average Enbridge C&I customer (40,761 m* per
year).

The Synapse Report further observed that the proposed programs from both Enbridge
and Union are robustly cost-effective over the term of the plan.

Finally, the Synapse Report notes that both utilities’ budget allocations to the low-
income sector are consistent with the OEB’s historical requirement to spend at least
15% of the budget on the low-income sector.

GEC Expert Evidence

The GEC expert evidence argued that the gas utilities should have higher budgets, up
to at least double that of their proposed levels. GEC notes that the additional funding
would provide significant additional natural gas savings.

GEC notes that the budget guidance provided in the OEB’s DSM Framework may now
be obsolete due to the Ontario provincial government announcing the development of a
specific carbon emission reduction policy, including emission reduction goals, carbon
pricing and a cap-and-trade policy.”®

GEC further argues that the $2.00/month bill impact guidance provided by the OEB in
the DSM Framework, if assumed to be an appropriate limit, should be expressed as a
$2/month cap set such that the net impact on non-participants is $2/month from the
combined effects of DSM spending and system-wide benefits.® GEC outlines that the
benefits of increased DSM spending include:

- Avoided carbon regulation costs

- Commodity price suppression effects

- Reduced purchases of higher priced gas, and

- Avoided capital investment in distribution system infrastructure

7® EB-2015-0029 / EB-2015-0049, Exhibit L.GEC.1 (Corrected August 12, 2015), p. 3
% EB-2015-0029 / EB-2015-0049, Exhibit L.GEC.1 (Corrected August 12, 2015), p. 4
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GEC has quantified the efficiency benefits that put a downward pressure on rates and
finds that the system-wide benefits that accrue to all gas ratepayers (both participants
and non-participants) are more than 1.5 times greater than the DSM budgets necessary
to produce the benefits for Enbridge and close to 2 times greater for Union.?*

GEC does not believe that the gas utilities have done an adequate sensitivity analysis of
alternative budget scenarios. GEC notes that neither utility has reported the impact of
changes in spending levels on net economic benefits. Further, GEC notes that the
sensitivity analysis provided by the utilities relies on unreasonable assumptions
regarding administrative costs and the required effort to increase participation as well as
flawed savings estimates.?* GEC also notes that Enbridge’s conclusions, and
calculations made related to its decay factor, are inconsistent with the results of its
potential study and the experience of leading jurisdictions.®®

OEB Staff Submission
Submission Summary

Staff has summarized its submission with respect to the major budget items below. A
more detailed discussion and Staff recommendations regarding each item follow.

2015 DSM Budgets

Staff submits that the proposed 2015 budgets filed by both Enbridge ($37.7M) and
Union ($34.0M) are reasonable and consistent with the DSM Framework which requires
the gas utilities to roll-forward their 2014 DSM plans into 2015. Staff supports the
approval of the 2015 budgets.

2016 to 2020 DSM Budgets

Generally, Staff supports Enbridge and Union’s proposed 2016 to 2020 total budgets as
they are consistent with the budget guidance provided in the DSM Framework. Staff
does not feel that a departure from the OEB’s budget guidance is appropriate at this
time. In the event that there are material impacts found from either the infrastructure
planning study, achievable potential study or the province of Ontario’s carbon emissions
policy, the OEB should review the applicability and appropriateness of increases to the
gas utilities’ budgets at the mid-term review.

Where Staff has provided recommendations related to specific offerings for Enbridge
and/or Union, and where those recommendations impact the proposed budgets of an

# EB-2015-0029 / EB-2015-0049, Exhibit L.GEC.1 (Corrected August 12, 2015), p. 18 (Table 3)
8 EB-2015-0029 / EB-2015-0049, Exhibit L.GEC.1 (Corrected August 12, 2015), p. 6
% EB-2015-0029 / EB-2015-0049, Exhibit L.GEC.1 (Corrected August 12, 2015), pp. 21-24
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offering, Staff has included its submission on these requested amounts within the
Section 5.2 — Summary — Program Budget Changes of this submission.

Discussion and Recommendations

Staff Submissions — Generic 2015 to 2020 DSM Budget Iltems

Guiding Principles

In response to the OEB’s DSM Framework, the gas utilities have proposed incremental
DSM budgets for 2015 to begin to implement and address the guiding principles and
key priorities outlined in the DSM Framework. Enbridge has proposed a $4.92M
incremental budget while Union has proposed a $1.4M incremental budget. In an effort
to ensure there are no unexpected impacts on other rate classes and to ensure that
these amounts are not used on other DSM programs, Staff recommends the OEB ring-
fence the 2015 incremental budgets and indicate that approved amounts are only to be
used on the items outlined by the gas utilities.

Further, both gas utilities have proposed budgets which will reach the maximum
amounts outlined in the DSM Framework by the end of the 2015-2020 DSM term (i.e.,
$75Mlyear for Enbridge and $60M/year for Union). Staff is of the view that these
proposals are reasonable as the gas utilities have provided plans that look to address
most, if not all, of the key priorities and objectives of the DSM Framework. Staff has
proposed some revision to the budget amounts proposed by both gas utilities for some
offerings, but these recommendations do not have a significant impact on the overall
annual budget proposals.

Residential Budgets

Both Enbridge and Union have followed the OEB’s budget guidance outlined in the
DSM Framework and have proposed budgets which result in proportional rate impacts
for all customers and bill impacts close to the $2.00/month threshold outlined by the
OEB.

Staff does not believe it is appropriate at this time to incorporate any system wide
benefits that may accrue to ratepayers, as GEC has suggested. Staff submits that the
information required to accurately quantify the benefits that arise from DSM related to
deferred capital investments, price suppression effects and avoided carbon emission
costs is not available at this time. Although there may be some additional benefits
accruing to ratepayers from these variables, the OEB cannot reasonably increase DSM
budgets until further analysis and explicit government policy related to the cap-and-
trade program, including the cost of carbon, is available. Staff recommends that the
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OEB assess the reasonableness of the gas utilities’ DSM budgets at the time of the
mid-term review when it can fully consider all other factors.

Although the DSM impacts to residential customers are anticipated to rise above the
$2.00/month threshold outlined in the DSM Framework over the course of the term,
Staff submits that the impacts are reasonable. The $2.00/month cost threshold is not
projected to be surpassed by either utility until the latter portion of the 2015 to 2020
term, when other benefits may be quantified and included in the cost per customer
analysis. Additionally, the bill impacts (inclusive of the maximum shareholder incentive
available) as a percentage of a customer’s average annual bill across all rate classes do
not appear unreasonable to Staff. On average, Union’s customers will see monthly bill
impacts ranging from 0.1% to 4.6%2* while Enbridge’s customers will see monthly bill
impacts ranging from 0.7% to 3.4%.%

Staff submits that both Enbridge and Union have conducted their cost-effectiveness
screening consistent with the DSM Guidelines. Staff is of the view that the proposed
DSM plans are cost-effective. Staff notes that the bill impacts to all rate classes are
generally proportional to the bill impacts for the gas utilities’ residential rate classes. It
appears as those classes who see the largest bill impacts are generally commercial and
industrial classes who have a number of custom and prescriptive DSM offerings
available to them to help address a variety of energy efficiency needs and opportunities.

Evaluation Budgets

Evaluation budgets have been proposed by both Enbridge and Union. Staff submits
that although the OEB will be taking a central role in evaluations, the proposed budget
amounts are required to address OEB’s program evaluations as well as utilities’ process
evaluation activities. Staff recommends that the OEB approve the amounts proposed
by both Enbridge and Union, and establish a specific DSM evaluation variance account
to track evaluation costs separate from other generic DSM deferral and variance
accounts.

IT Budgets

Both Enbridge and Union have proposed IT upgrade budgets. Enbridge has proposed
a DSM IT Chargeback amount of $1M/year from 2016 to 2020 ($4M total)®®, while
Union has proposed a total of $6M from 2015 to 2020 ($1M in 2015 and a $5M
placeholder from its 2016 budget) for DSM system and software upgrades.?’ Staff
supports both of the gas utilities proposals as the requirements to deploy a larger

8 Union Gas Limited, EB-2015-0029, Exhibit B.T3.Union.Staff.7, Attachment 5, p. 5
® Enbridge Gas Distribution, EB-2015-0049, Exhibit I.T2.EGDI.CME.10, p. 13

® Enbridge Gas Distribution, EB-2015-0049, Exhibit .T10.EGDI.STAFF.29

8 Union Gas Limited, EB-2015-0029, Exhibit B.T10.Union.Staff.30
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program portfolio, as well as meet some of the OEB’s guiding principles and key
priorities (e.g., data-driven programs) requires sophisticated IT systems. Staff
recommends that the OEB ring-fence approved IT upgrade amounts so that these
budgeted amounts can only be used for the purposes of IT upgrades. As part of the
gas utilities’ annual reports, they should report on the spending to date and the
associated milestones and good/services received. Any unspent amounts, as proposed
by Enbridge through its DSM Information Technology Capital Spending Variance
Account (DSMITCSVA), should be included in the gas utilities’ annual clearance of DSM
deferral and variance accounts and returned to ratepayers.

Achievable Potential Study

Both Enbridge ($50,000) and Union ($200,000) have proposed budget amounts for the
achievable natural gas conservation/energy efficiency study for 2015. The difference in
proposed budgets is due to the fact that Enbridge has just completed its own achievable
potential study which informed its 2015-2020 DSM Plan. Its proposed budget amount is
to update the study which was completed by Navigant Consulting Ltd.

Similar to the evaluation budgets proposed by the gas utilities, Staff submits that
although the OEB will be taking a central role in the achievable potential study, the gas
utilities will still be required to fund the potential study and have available budget
amounts to facilitate the process. Staff recommends that the OEB approve the amounts
proposed by both Enbridge and Union, and establish a specific DSM potential study
variance account to track actual achievable potential study costs separate from other
generic DSM deferral and variance account costs.

Staff Submission — Enbridge’s Proposals

Staff submits that the OEB should approve Enbridge’s requested annual Innovation and
Collaboration Fund with certain conditions, as recommended below. Enbridge notes
that this is a new idea, with the fund proposed in response to the OEB’s Guiding
Principles #3 (coordination with electricity CDM) and #5 (programs that achieve high
customer participation levels), as well as the key priority to develop new and innovative
programs. Enbridge has requested an available budget to collaborate on pilot projects
in the marketplace and notes that in order to collaborate with electricity distributors’
developing new CDM programs; Enbridge is required to provide a contribution of time
and money.® In response to interrogatories from Consumers Council of Canada
(CCC), Enbridge noted that with requests to date for participation in pilots, spending
may total in excess of $250,000 in 2015. Enbridge further stated that it considers the

88 Enbridge Gas Distribution, EB-2015-0049, Exhibit C, Tab 1, Schedule 1, Navigant Consulting Ltd., Natural Gas
Energy Efficiency Potential Study, Final Report, January 15, 2015
® Enbridge Gas Distribution, EB-2015-0049, Exhibit B, Tab 4, Schedule 2

27



OEB Staff Submission: 2015-2020 DSM Plans
Enbridge Gas Distribution Inc. (EB-2015-0049)
Union Gas Limited (EB-2015-0029)

fund to be ring-fenced, and that it intends to return unspent funds to ratepayers
following the end of 2015.%° Staff is concerned that Enbridge has not provided a
detailed enough description of where it plans to use these budgeted amounts and that
there is the potential that ratepayer funds may not be spent in a meaningful way.
Enbridge provided criteria it uses to determine the initiatives that are eligible for funding
in response to Vulnerable Energy Consumers Coalition (VECC) interrogatories®*, which
Staff has incorporated into its recommendation below. Staff recommends the OEB
approve Enbridge’s Collaboration and Innovation Fund, with the following conditions:

1) Ring-fence Collaboration and Innovation Fund amounts specifically for
collaboration activities and programs with electricity CDM programs
2) Require Enbridge to perform a preliminary assessment using the criteria outlined
below:
a. Has the initiative been endorsed/approved by the IESO?
b. Will it be straightforward to integrate/collaborate the initiative? (Ease in
which gas and electric initiatives can be integrated)
c. Will the initiative address a new or unsaturated market opportunity?
Is the initiative innovative — either in approach or technology?
e. Does the initiative improve the customer’s ability to access conservation
programming?
f. Does the initiative broaden the reach of conservation programming?
Does the initiative aid in using program dollars more effectively?
Does a collaborative effort help the customer address all energy efficiency
upgrades as possible?

o

= Q

Staff supports Enbridge’s proposal to ring-fence the Collaboration and Innovation Fund
as this will ensure these approved amounts are used specifically for collaborative efforts
and not used for other DSM programs. Annually, Enbridge should be required to
provide a detailed report and analysis on the use of the Collaboration and Innovation
Fund, the pilots it has participated in, the number of electric distributors it has engaged
and collaborated with, the number of offerings where both electricity and natural gas
energy efficiency gains are promoted. At the mid-term review, the OEB will have the
information it requires to assess whether there should continue to be a budget for
collaboration and innovation activities.

Staff Submission — Union’s Proposals

M4, M5, M7 Pooling Proposal

% Enbridge Gas Distribution, EB-2015-0049, Exhibit I.T3.EGDI.CCC.16, p. 9
°! Enbridge Gas Distribution, EB-2015-0049, Exhibit 1.T13.EGDI.VECC.29
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Staff supports Union’s proposal to pool the DSM costs of its M4, M5 and M7 rate
classes and reallocate the costs in proportion to the 2015 approved billing units. Staff
notes that customers in these three rate classes are similar a