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Thursday, September 19, 2019
--- On commencing at 9:28 a.m.

MR. BISHOP:  Good morning, everyone.  If I could ask people to take their seats, we would like to get started in a few minutes.
Welcome Remarks


Good morning, everyone.  Thank you for coming to day 3 of our stakeholder meeting on enabling distributed energy resources and utility remuneration.  I see a few new faces in the room today.  It's good to see us all turn out from yesterday again, but for those who don't know me, my name is Ceiran Bishop.  I'm the director for strategic policy unit at the OEB, which is the unit that's responsible for delivering on these initiatives.

We had a very good discussion yesterday and followed by -- which was also a good one on day 1 as well.  I think John's -- John Matheson's analogy to binge-watching I think was one that seemed to be pretty well-received.

So we have gotten through the sophomore slump, and now we are here for day 3 of our discussion.

Today we're going to take a slightly different focus, starting off in particular with a look at utility remuneration.  We will also have some more presentations by Toronto Hydro.  The IESO's up to present later today, and we're also going to be hearing from some other voices from the sector, which hopefully will support -- we'll get another day of good discussion.

At this point I will hand it back over to John Matheson from Strategy Corp. and from -- Stacy Hushion as well, and I will look forward to another good day of discussion, thanks very much.

MR. MATHESON:  Thanks, Ceiran, good morning, everyone.  Can I just have a show of hands of who is here just for the first time today?  Great.  So there is just a couple of background pieces about the way we're going to operate today that I just have to kind of read for the benefit of the folks that are new.

Again, welcome back to everyone who has been with us so far.  Season 3 of the binge-watch of Game of DERs or whatever you want to call it promises to be at least as exciting as the last two, and it is measured in yellow and orange and pink stickies.  We seem to have had a bumper crop so far.

Just a few mechanical matters.  The washrooms are just outside the door of this meeting room.  The ladies' room, walk past the elevators and turn to the left.  Important matter is the fire exits.  The stairs are located beside the bathrooms.  In the unlikely event of a fire alarm this building has a two-stage alarm system.  We only evacuate at the second-stage alarm.  If that happens, staff would lead participants down the stairs to the OEB's designated meeting point, which is St. Monica's Church, which is 44 Broadway Avenue.  You go north on Yonge and one block east on Broadway.

Now, the room is both the people who are here in person, but it is also the virtual room.  We have folks who are online.  There is a camera which basically covers this area here so that folks online will be able to feel like they're in the room.

The event is subject to full transcription.  Teresa is our reporter.  It is really, really beneficial, and no matter how many times you have intervened in the conversation, it is really beneficial to the quality and the ease of doing the transcript if each time you remind us what your name and organization is.

So please, even if you are a frequent interjector, please just take a moment to do that.  I will try and remind you when I can, but it is important to make the ease and the quality of the transcription.

As I have discussed in the past, there are many, many ways to participate today.  Obviously through the presentations in their written form you have already participated.  The presenters who are adding to that by bringing them to life through their oral presentations are participating differently.

After each presentation, clustered together each segment, there will be opportunities to ask questions and comments, and for each of the last two days we have really had very vigorous and robust questioning that has really helped a lot to focus the conversation.

Folks who are online and people who are in the room are able to participate using this slido app.  Stacy is going to describe how the app works in a second.  It is possible to both ask questions through the app as well as to post ideas for discussion.

There will be opportunities in addition to just the discussion -- or, sorry, to the questioning for us to have kind of summative discussions, but what we found, actually, from the last couple of days is that the time we have had available for that has largely been used up by organic questions arising from the presentations, and that's fine too.

But the idea here and our role, Stacy and I, is to simply create a safe zone for you to have robust conversation about this very interesting and important topic.

Over to Stacy for just a quick briefing on how the slido app works.

MS. HUSHION:  Great.  So in case you are new to the room today, the WiFi information is posted over on the wall there.  Very useful if you are going to be using slido.  Slido is a great engagement tool, because it is very easy to use.  You don't have to download anything on your phone.

All you have to do is open the web browser on your mobile phone, enter "OEB" into the event code box, and then enter your name and company or organization with which you are affiliated.

Then you will see it is very intuitive to use.  You can ask a question, there is a type of question box, and it pretty much provides its own pathway to use, so if you have any issues please don't hesitate to come and speak to me.

MR. MATHESON:  Thanks, Stacy.  And then just a word on the microphones.  Folks who are at the front desks and have microphones are able to just go from there.

Folks who are at the back who do not have microphones at their desks are able to use the two stand-up microphones that are in the corners, and I will do my best to make sure that you are getting on the speakers list and that folks don't have an undue advantage just by virtue of having a hard-wired microphone where they're seated.

It is okay to do a follow-up question quickly or that.  What we don't want is to get into like extended U.S. Open tennis sort of rallies back and forth on the same point between the same two people, because we do have to make sure that everybody gets a chance to participate, but we haven't had any issues with that the last couple of days.

So that is really sort of the ground rules.  As we discussed today, the theme that we're going to dive a little bit deeper into through the presentations is utility remuneration and guiding principles.

As you will recall, these themes really are all of them built on what came out of the January consultation, and so today is the deeper dive into those things, and we will continue to build on other themes that we have discussed through the last couple of days as well.

So without any further ado, I think we can move directly to our first presentation.  We are very fortunate to have A.J. Goulding and Stella Mueller from London Economics International, who are going to be presenting for us as a bit of a thought starter, and then we will be able to ask them questions after that in the customary fashion.

So over to you.  Oh, hang on.  We just need to pause for -- okay, good.  Don't forget to silence your phones if you have not already done so.
Approaches to Utility Remuneration and Incentives, Mr. Goulding:


MR. GOULDING:  Thank you very much.  As some of you may know, I started my career at ICF, so it is a good to have the opportunity to work with them again.  One of the most terrifying experiences when I was working with ICF was being in the car with my boss at the time on our way to go see the U.S. Department of Energy.  And about three-quarters of the way there my boss turned to me and said, "A.J., you're going to do the presentation today."  Now, I promised Stella that I would not do that to her today.  But I do want to acknowledge Stella's hard work in helping to pull this presentation together.

London Economics International has been active in the Ontario market since 1998, going back to the market design committee days.  The firm itself focuses on regulatory economics and networks around the world, but with a significant presence here in Toronto.

Now, this presentation is called "approaches to Utility Remuneration and Incentives".  And I wanted to start by emphasizing that we approach this engagement without preconceived notions, with open minds.  Furthermore, this is not a cut-and-paste job.  Ultimately experience in other jurisdictions informs our thoughts with regards to potential recommendations, but what we're looking for is best practice and best fit.  We have all acknowledged that Ontario is unique, but that doesn't mean that we can't learn from other jurisdictions and, in fact, I quite like the idea of being a second adapter rather than a first adapter.  We can learn from what New York and California and the U.K. have done and do it better.

Our role also is not to promote nor prevent DERs, but rather to examine whether the current framework is sufficient in light of the potentially rapid change that is taking place in the sector.

So we don't presume that change is necessary, but rather that appropriate investigation is.

So when we think about why are we exploring these changes, clearly there's a desire to explore continuous improvement and greater economic efficiency while creating a foundation for innovation which benefits customers.

And while customers comes last in that sentence, they come first in the analysis.

Now, before we think about changing, we need to also have a common understanding of what we're changing from.  So today we will start with a brief overview of current remuneration policies and rate-setting options.

We will then look into some other jurisdictions to think about what they're doing and how applicable it is.  And then we will wrap up with some hypothetical examples of things that we could think about here in Ontario.

So what is it -- when we say that Ontario is unique, what do we mean?  Well, there’s a few characteristics that help to define the province.

First of all, we have a relatively large number of distributors.  Now, I think we could all agree that 300 was a lot; sixty is a lot less.  May or may not be the optimum number.  Texas, for example, has 90 with two-thirds of the area.  And indeed, in some ways what's unique in North America, is not the number of distributors, but that they're under a common regulatory framework.

In the U.S., what you often find is that munies have a different framework from investor-owned utilities, which have a different framework from co-ops.  So everybody is playing by a slightly different set of rules.  In Ontario, we have less of that particular challenge.

Now, we've got significant provincial and municipal ownership. Approximately 20 years of experience regulating the electricity sector, obviously longer in gas, and what that means, I would argue, is that you don't necessarily have all of the baggage that comes from over a hundred years of regulation, you know, in places like Illinois.  We have a hybrid of a planned and a market approach to generation development and dispatch.

Now, yesterday we ended the session and I agree -- I think it was Vinay that brought up the global adjustment. The global adjustment is something that we cannot ignore, notwithstanding the fact that it is not necessarily within our remit, right; our role is to talk about utility remuneration.  But in terms of the incentives that are driving other players, the GA has to be taken into account.

Now, Ontario was among the first jurisdictions in North America to deploy a modern form of performance-based ratemaking, and the other function that is unique -- not quite as unique as some people think it is -- is that the distributors have no supply function.

Now, it's easy to make ratemaking complicated.  And as you can see, this slide is very busy.  But the reality is that all ratemaking starts from cost of service and then builds incentives on top of it.  And so where we are today in Ontario is a system that incorporates a variety of incentives, gives utilities a degree of choice in which regime they wish to deploy, and also requires some understanding of performance against scorecard metrics, customer focus, operational effectiveness, public policy responsiveness -- although public policies are obviously changing -- and financial performance.

And as with any regulatory system, there is the question of balancing between something that is functional, that works, that is practical, and something that is academically pure, that targets as many different things as you want the utility to do.

And so regulators do sometimes get carried away.  These lists get longer and longer.  But at the same time, by being clear about what we want the utilities to do, we have a better chance of actually having them do it.

Now, I am not going to go through all of the various elements of the three rate-setting options.  But this is a relatively mature approach to performance-based ratemaking. Now, you will hear performance-based ratemaking, formula-based ratemaking, incentive rates; they all mean more or less the same thing.  But the primary challenge in incentive rates is figuring out how do you deal with capital expenditure, how do you guard against and a perception that utilities under cost of service regimes have a tendency to over capitalize.

So there are a number of underlying issues that, when we think about utility remuneration, we need to take into account.

Now, the first is the rapid pace of evolution.  And it is important to neither minimize nor exaggerate the impacts here.  Ultimately, declining technology costs and lower minimum efficient sizes are increasing choices to customers.

There is still a broad base of customers whose primary interest is to be left alone and not surprised when they open the bill.  Beyond that, they're not going to be installing storage in the garage and solar panels on the roof.  They're not going to go to the trouble of actually figuring out whether they're going to disconnect.  For the most part, they're going to ride along.  But at the same time at some point, right, they will make a change, right.

None of us has the iceman coming to the door with a block of ice, right, and us putting it in the icebox.  We all have refrigerators and it is the ultimate; it is distributed refrigeration, right, instead of central refrigeration.

So if we think about the potential for evolution, we end up with a very different system.  But it is not happening tomorrow; we have time to adapt.

Then looking at the alignment between capex and opex.  So if you are in a non-regulated sector, you are constantly trying to balance out.  Are you going to deploy a capital solution which has a 20-year life?  Are you going to contract out and lease that asset?  Are you going to do a whole host of other things?

Your incentives are really based on the market, on your access to finance; they're very dynamic.  But in the regulated sector, that is really not the case, and the more that you move to a pure cost-of-service regime, the more likely you are to lean towards capital solutions.  Not because anybody is sitting around in utility headquarters, trying to figure out how can we really stick it to the customers, but ultimately the entire system is based on approbation.  If there is an outage, and nobody ever got in trouble for putting in an extra transformer, but they definitely get in trouble for not putting in enough transformers.  That is the reality of the combination of the obligation to serve and the incentives in the rate regime.

Now, managing uncertainty an allocating risk.  We used to think that we knew how load was going to evolve.  We go through these analyses and say, well, you know, basically if we know what population growth is and we know -- of course we never actually know, but at least we have reasonable projections of economic growth -- we can derive load growth.

But with improvements in energy efficiency, that is no longer the case.  So utilities face greater volatility among both load and customers.  And they need to be better equipped with regards to scenario planning tools, and we have heard the last few days about probabilistic analysis, and that is something that needs to be taken into account.

Next, customer choice.  And it is important to understand the extent to which customers really want choice, which types of customers want choice, and whether we should incur costs within the utility structure to provide choice to those customers that want it.

So again, this is a question of providing balance, understanding some of the equity provisions that underlie that, right?  If we spend more money on our systems to provide choice to -- that choice is likely to be undertaken by our better-off customers, and we want to make sure that in the process we don't end up with intra-class subsidies.

Funding public-policy mandates.  Elasticity of demand is changing.  It was never as rigid as was assumed by planners.  But as elasticity of demand increases, the greater the sensitivity there is to adders to the bill, right?

And the utility bill in some jurisdictions has become sort of a dumping ground for various public-policy mandates that otherwise would be funded through the tax base.  It's going to be harder and harder to do that as choice increases for customers.

Now, finally, there is this issue of the regulatory compact, right?  Does the obligation to serve really mean that every customer has the right to install a charger in their garage?  That's an open question.  Certainly if I am in the business of selling electric vehicles and chargers I am going to take that position.

Or does the regulatory compact involve a certain minimum level of service beyond which customers should provide for it themselves?  Should all customers, if they leave the system, have the right at any time to return without notice and without a re-entry charge?

How do we think about the potential for variable reliability for customers to choose their own levels of reliability?

As we begin to think about what constitutes obligation to serve and just and reasonable rates, all of these assumptions are going to need to be re-examined.

So why did we choose the various case studies?  Well, first of all, we focused on places where something is happening, and so while the U.K., New York, and California are not the only jurisdictions that are exploring how to respond to DERs, we just spent -- which was actually more work than it sounds -- we just spent two years working in the state of Hawaii on the regulatory framework and ownership framework in response to DER penetration.  But each of these jurisdictions has a unique approach that has some potential insights for Ontario.

So all have moved away from traditional cost-of-service regulation.  Most of these jurisdictions, New York and California, have independent system operators.  As an aside, both New York and California are single-state independent system operators, which changes the dynamics of how they interact with the planning at the state level.  And all of them are unbundled.

So what do we see?  Well, the U.K. has among the longest histories of formal performance-based ratemaking.  The Ontario system was modelled on the U.K.

New York has been aggressive in thinking about how the electricity system can be remade, and we will get into some thoughts on New York later.  And then California has the intersection of a number of developments that in some ways are similar to Ontario.

You had a roll-out of a competitive market that was truncated.  You see California being on the leading edge with regards to EVs and with seeing the effects of climate change.

You also have a large geographic jurisdiction, which is quite diverse, you know.  California is not just San Francisco, Los Angeles, and Silicon Valley.  And all of these provide some lessons for Ontario.

So a quick overview.  What we see is that, you know, in many ways in terms of its size and obviously in terms of climate Ontario is similar to New York.  With regard to load growth, this graphic is perhaps a bit distorted, because when you look at it what you see is that none of these jurisdictions is growing very much, and, you know, we have seen -- demand destruction is a loaded term, but we have certainly seen declines in demand recently in the U.K. and New York.

So let's talk a little bit about the U.K.  Now, the U.K., you know, tends to enjoy some catchy acronyms here.  So we have the RIIO framework, revenue equals incentives plus innovation plus outputs.  Total nonsense, you know.  Essentially what we have is a cost-of-service regime that's modified to provide better incentive characteristics.

But the objectives of RIIO were to broaden participation of stakeholders, to continue to invest efficiently, focus on lower network costs, and to support environmental objectives.

So in the U.K. they deploy a buildings-blocks approach; in other words, looking forward and trying to examine each cost component and build it up and determine what an efficient outcome would be, a hypothetical efficient outcome.

And a key feature of the more recent regimes is this idea of totex, that instead of saying, okay, your transformer, that is clearly capex, and it is, you know, depreciated over a period of time, and your customer service, that is clearly opex, mostly opex, and so not depreciated at all. Instead of being specific and prescriptive, to instead say, okay, in general we expect that you are going to be spending a certain amount each year, we going to divide that up into what they refer to as "fast and slow money"; but that is not going to necessarily match what you actually do.

So the idea is to try and delink decisions about the equipment purchases that you make, the way that you make them, how you staff, from the way in which you are remunerated.  It is not perfect, but as a concept it is certainly something that is worth exploring.

Now, I am not going to go through a flow chart with lots of pretty colours here, but what you see is that we still have the cost of service basis.  We still built up to an expectation of efficient expenditures over time, but we have given the utility greater flexibility in how it spends those pounds.

So when we think about what totex actually means, Ofgem, the U.K. regulator, says that totex includes all economical and efficiently incurred expenditure related to a utility's regulated distribution business.  And so it is a big pot that is being spread over time in different ways.

So how has it worked?  So in the most recent period, Ofgem has said that customer interruptions fell and the duration of those interruptions decreased, that the environmental outcomes were mixed, strong focus on carbon footprint reductions, not so good on some of the other emissions and effluents.  And from a financial perspective, savings did occur and these were shared between customers and shareholders.

Now, the next iteration of RIIO has made some changes.  So the term has been reduced somewhat back to the more traditional 5-year terms in the U.K.. Additional provisions have been made for further customer engagement.  There is continued focus on innovation, and a desire to automate some of the features of the price controls.

So one characteristic of the U.K. system is that it has continued to evolve from generation to generation.  I think one concern is that it tends to evolve in one way with regards to complexity, and that may not always be a good thing.

Now, depending on how the government evolves in the U.K., this all may be a moot point, since certainly U.K. utilities are actively looking at what it would mean to be nationalized again. But until that happens, these provisions remain in place.

Now, let's move to New York, right.  Well, New York is a very different environment.  New York uses multi-year rate plans, which can be a form of PBR, and New York has started to think about additional ways of incentivizing utilities.

Now, one of the challenges with PBR is it tends to be a term that everybody thinks they understand.  But in reality, it is a very, very broad umbrella, and if you are designing a performance-based ratemaking regime, you first and foremost have to define performance.  What is it that you are incentivizing people to do?

So as New York has considered renewing the energy vision, they have looked at two categories, platform service revenues and earnings adjustment mechanisms.

Now, platform service revenues, admittedly more hypothetical than real at this point in time, are the types of revenues that a utility can achieve by charging to operate a network, rather than serving as a delivery agent.

So we're thinking about the operation and facilitation of distribution-level markets rather than delivery as being the function of these entities.

Earnings adjustment mechanisms, which are essentially bonuses, focus on system efficiency, on energy efficiency, customer engagement and DER interconnection, with utilities themselves proposing the metrics and targets.

Now, one of the major challenges with New York is that there are multiple overlapping proceedings, and so we have the overarching REV proceeding.  We have the value of distributed energy resources, and we have heard over the last two days about the value stack and trying to figure out exactly what it is that we should pay a distributed energy resource, what is the value they provide to the system.

We also then have state-directed procurement initiatives that focus on specific technologies, on storage, on/off shore wind, solar.

And so merely keeping track of all of these proceedings can be challenging for stakeholders, and the overlap and potential for conflict between them is challenging.  That said, the proceedings have forced the utilities to start thinking differently.

We have heard examples over the last two days about some of the innovations that have been deployed in New York City; others include demonstrations of solar power for street lighting, other battery storage innovations. Interestingly you know, one of the challenges with battery storage in New York City is interacting with the fire department and building codes.

So you also have challenges with regards to the intersection between state policy and municipal policies.

So we have REV as an overarching policy.  We have the VDER proceedings that are helping to fill in some of the details.  But one of the challenges with VDER is that it remains somewhat static, and it is always going to be difficult to balance between providing program clarity and calibrating it so that all of the locational aspects are consistent with the true configuration of the system.

Nonetheless, this proceeding continues, and is being built into compensation mechanisms.

So let's talk about California.  California takes a different approach.  California also has multi-year rate plans set through traditional general case proceedings.  But it also has a DER action plan.  And that action plan was intended to align approaches across multiple proceedings, and it focuses on three areas:  rates and tariffs, distribution planning infrastructure, interconnection procurement, and wholesale DER market integration.


And as with other jurisdictions, and as we see here, you have activity both at the regulator and at the IESO.  And sometimes coordinated, sometimes not.  California is complicated, because you have both the California Energy Commission and the CPUC, plus you have got the IESO, but nonetheless, their approach to DERs has tended to be a little bit more clear and more straightforward to navigate than New York's.


So California came up with an incentive pilot mechanism that involved the utilities focusing on project identification.  Then over a period of a little more than a year engaging in solicitations, but then also receiving an incentive set at 4 percent of the pre-tax basis applied to the annual payment for the DERs that allows the utility not -- in some ways to be held harmless, but also to not be indifferent, right?


I mean, this is something where the utilities can say to themselves, yes, there is something in it for me, and they proceed accordingly.


Now, as was mentioned, there were both successful and unsuccessful solicitations.  We have heard from other participants that program design matters.  You know, when you put out that solicitation, your specifications are going to drive your responses and who responds.


So we have seen success at PG&E and at SOCAL Edison, but not at SDG&E.  So -- but to a certain extent it is not -- the fact that the solicitation was unsuccessful I would not regard as a failure, because what it did was it again forced a new way of thinking that began to consider alternatives to wires.


Now, as we start drawing this together, right, what might we think about trying to explore in Ontario?  And again, the fact that we're exploring something doesn't necessarily mean that we or others think that a change is necessary.  But conceptually we've developed four different categories.  These are not intended to be exclusive.  There may well be other approaches.  But the first would be to say, okay, there's a lot in today's regulatory framework that works or can be made to work, so let's build on that.  Let's think about, how do we use current structures to balance between providing customer choice and maintaining utility stability and helping utilities mitigate risk.


So what do we think about how do we evolve the ICM?  What do we think about various kinds of off-ramps?  How do we look at capital planning?  So starting from the status quo and making enhancements.


Now, another approach is to try and look at what California did.  We have called this "margin targeting", saying, look, you the utility should evolve your function from simply being a collection of assets to being an orchestrator of activities on those assets and that ultimately if we can provide you with a financially viable approach you should then be technology- and ownership-neutral going forward.


Totex, we have described a little bit about how that works in the U.K.  Can we, should we deploy it here in Ontario?


And then finally, the services platform model, where you could imagine the LDCs evolving into networks that facilitate distributed markets and that perhaps have a -- just as we think about in some competitive retail environments a default supply function, you have a default distributor function for those that don't wish to deploy the block chain to buy solar from their neighbour three doors down.


Now, we have said that these solutions aren't exclusive and that there are others, but they're also not mutually exclusive, right?  You can imagine building on the status quo, having a degree of margin targeting, thinking about some pilots for a distribution system platform approach, or grafting totex on top of the status quo.  But presently these are intended as conversation starters, not enders.  We are not trying to shut the door.  We are trying to open it.


So we are greatly looking forward to reviewing all of the comments, and I know that the OEB, in particular, has emphasized to us repeatedly the importance of keeping an open mind.


So with that, I will open it to questions.

Questions and Discussion

MR. MATHESON:  Thank you very much for that presentation.  So, yes, the floor is open for questions.


Sir.  Please remind us for the purpose of the transcript your name and organization.


MR. VAN DUSEN:  Yes.  Good morning, my name is Greg Van Dusen.  I'm the director of regulatory affairs at Hydro Ottawa.  Thank you very much.  Very interesting.


I have a couple of items that I think are perhaps other considerations, and then a question at the end that you may want to react to my other considerations and to my question, Mr. Goulding.


A couple of other considerations, in terms of remuneration -- I'm looking at changes to remuneration is keeping in mind that utilities need to borrow money, and to be able to borrow money they need to have some sort of credit rating, I will call it.  It may not necessarily be a formal credit rating.  And obviously the ability to service debt is very important for LDCs as well.  So just two other considerations to keep in mind.


Something else that I think needs to be kept in mind, and it does seem to be embedded specifically in the U.K. example. is the ability to stimulate innovation.


In this one I am a little bit confused myself.  I say that, but I am still a bit confused.  I think it was Mr. Mondrow yesterday raised the idea that in Ontario we have a section 71 of the OEB Act which in theory allows utilities to bring forward any type of different type of proposal, be it innovation or anything else.  In addition, the Ontario Energy Board itself has set up an innovation sandbox which provides some ability for utilities to bring forward innovative projects as well, so I do understand that those things exist, but I think stimulating innovation on the larger scale is something in the back of my mind I think needs to be kept in mind.


In terms of Ontario's situation and whether we are over-capitalized or not, I know there are discussions, ongoing discussions, in the accounting world about cloud-based investments and whether they're capital or OM&A, and there are different jurisdictions which have gone different -- to different lengths in terms of allowing more capitalization than others.  So there is -- part of that discussion is in the realm of the accounting world.


And I will end my commentary with, I think this is a naive question, and you can tell me why it is a naive question.  I'm happy for that.  Would it be possible to do an analysis -- I will say with Hydro Ottawa as an example
-- and take a look at what the rates would be to customers if we, you know, on the traditional path we’ve gone, which has been cost of service and then custom applications versus a RIIO approach, versus a U.K. approach versus some other approach, and just sort of model it at some high level and say rates for customers would have been better, you know, customers would have been better off under methodology A versus B and C?  Has anything like that been done in any jurisdiction?

MR. GOULDING:  So in response to your question, certainly a part of our engagement with the OEB is to actually look at rate impacts.

Now, as you know, all such models are assumptions-driven.  You can assume a particular return on innovation or a success rate, and that may be very wrong.

But I don't think it is naive -- in fact, part of the engagement that we had with Hawaii was to build high-level rate models and compare PBR to cost of service, to compare various arrangements, you know, an independent system operator.  And I would argue that the models are best thought of not as predictive exercises, but as frameworks for better understanding the implications of varying assumptions, right.

So for example, the trade-off between moving a competition in item X may be that the bidders have a higher cost of capital, but you great a greater diversity of outcomes and maybe you get lower cost.

Or if you take a different perspective and you say, well, we have a greater cost from desegregation and planning is more difficult, what number do we put on that?

So the model allows you to play around with those numbers and to think about the implications.  It will not provide guidance as to what rates will be in year 7, but it does provide a tool for understanding the implications of each.

MR. MATHESON:  Yes.

MR. HARPER:  Bill Harper with VECC.  I was intrigued by -- going back to your slide number 7 and you were talking there about the preference between opex and capex, and I was intrigued because your premise was, to some extent, and I agree to some extent the preference was for capital because there were concerns about reliability.  If I own it, I control it; I can guarantee it is there, and therefore, I can be more assured reliability is going to be maintained, which is somewhat different than the arguments we have heard elsewhere.  And to some extent, you mention later on in your presentation which is the preference is for capital because people earn return on capital, if I can be blunt about it, because they don't earn return on opex.

I guess to some extent, a lot of the solutions that we were talking about seem to be focussed more on the issue of trying to ensure there was some return on opex as well as capex, or you were giving them equal weight, which didn't seem to me to be getting to the nub of the original issue which you identified, which was the whole reliability sort of I-own-it-I-control-it and therefore I can guarantee supply.

I was wondering to what extent that came in, that aspect, which you seem to suggest was the initial issue between opex and capex, sort of came into play or came into consideration in the various models that you were looking at.  There seems to still be that dichotomy there between the two reasons why it is done.

MR. GOULDING:  Sure.  I appreciate your comment.  I think that, look, you know, we always start from an economist's perspective, right, and economists say, well, incentives matter, and so what is the monetary implication of the decision.

But the reality and, you know, I don't think this has been fully captured in ratemaking, is that people take their incentives not solely from monetary considerations, but also from the beliefs that are embedded in their profession.

You know, coming to Canada and learning about the ring, right, that engineers wear, that they must have run out of metal by now from the bridge that collapsed.  But the fact that engineers wear a ring that was, you know, made out of metal from a bridge that collapsed to understand the implications of their decisions, that is going to change how you perceive risk, right.

And so two different people with different risk appetites will make different decisions. You can't necessarily say that either one is being irrational.  But ultimately, I think that if you are only stuck in one paradigm, you are not going to perceive the alternatives.

And so I think, yes, there are challenges with cost of service.  I mean, it is quite clear that, you know, if you have to give back savings every year that you are not going to be very incentivized to go out and find those savings, it doesn't mean you're necessarily incentivized to do a bad job, but it does impact what you do.

But also, if your profession has an implicit bias towards physical capital, that's what you are going to build, right.

Even if a probabilistic analysis of demand response says, look, if we procure 120 percent of what we really think we need with demand response, we can get pretty close to an expectation that it will respond in the same way as a simple cycle gas turbine, right.  We still might never get comfortable with that.

So I think all I am trying to say is that those of us on the economist side that say it is just all about that the money, I think are under estimating other sources of inputs to decisions that have to be considered.

So if we can say to people, look, you have to at least consider these other alternatives, then we can move the system along.

MR. MATHESON:  I am going to go to an online question, and then I have a bit of a speaker's list going and I will get to you in the room.  But Stacy -- and thanks for those of you who are online, because you are very welcome to participate in this way.

MS. HUSHION:  Given the increased opportunity for DER, isn't the idea of load serving entities overdue?

MR. GOULDING:  So I think load serving entities are another one of those terms that we all think we understand, but actually come in a variety of flavours.

So I think that the -- a load serving entity could be both a means to better integrate DERs, but it could also end up being a barrier to DERs.

So while there may be benefits in the Ontario context to deploying a LSC model, we would need to be very careful about what that means. We would need to make sure that if we are providing entities with this responsibility, that they have the tools to undertake it.  And also that if we are giving them a reward for engaging in that activity, they also take the risk if they fail.

So while I think that some of the benefits of a load serving entity approach in Ontario would be to further create a buffer between the government and the industry, the transition would take time and the details would need to be worked out.

So I think that in order for it to be both a facilitator for DERs and to help utilities fully integrate them, you would really have to look carefully at the details.

MR. MATHESON:  I have Mr. Brescia.

MR. BRESCIA: Thanks, John, and thanks, A.J., for your presentation this morning.

A question for you:  In your research on the U.K., presumably they went to this model to totex to address this capital bias people referred to, this perception of a capital bias.

So after their experience has there been any formal research and documentation about the success, failure or otherwise, regarding a change in capital bias, given that it being a primary driver of the reform?

MR. GOULDING:  Well, I think that the focus has really been on the results to the consumer, and, you know, there is certainly a question as to whether those results of the consumer are because of totex or are simply a function of all of the incentives within the regime.

So if we were to look at the entire history across -- you know, all the way back to the first generation of PBR in the U.K., we would see that in each generation they tinker a little bit with the capital incentive, right, and so you try something, you say, hmm, I think that what we're seeing is the utilities reclassifying opex into capex.  We don't like that, so we are going to change the approach.

So each time there's some tweak that occurs to try and get it right.  And I think that what we see with regards to PBR is that it is a process, not a destination.  You are never actually done.  Each time you're evaluating what worked in the previous generation and trying to tweak it going forward.

So in terms of going through and, say, doing a statistical analysis with regards to specific capital allocations, no, I don't believe that work has been done, but as I noted in the presentation, what they have done is to look at the actual impact on rates to final consumers and drawn conclusions from that.

So -- but disaggregating that out and saying, well, these rate impacts occurred because we deployed totex, no,  I don't believe there is any research that draws a direct correlation.

MR. MATHESON:  Okay.  Microphone number 1.

MR. SASSO:  Andrew Sasso, Toronto Hydro.  I will say first I take it from your comment that nobody gets in trouble for putting in too many transformers you don't know many of the people in this room.

[Laughter]

MR. SASSO:  The question is -- price is obviously a key consideration for the customer and therefore for the regulator.  Increasingly the IESO is very active in influencing the price.  What is the space for the OEB to occupy as compared to the IESO and, perhaps secondly, the OEB in regulating IESO activity?

MR. GOULDING:  So first of all, I want to emphasize that I speak solely for myself and that regulation of the IESO is outside of this specific mandate.

I would note that in the U.S. ISOs are under FERC jurisdiction.  Their tariffs are reviewed, and there is, I think, an appropriate balance between oversight and intrusion.  And so I think that there are aspects of that model that should be considered here in Ontario.

MR. MATHESON:  Okay.  Tom.

MR. LADANYI:  Tom Ladanyi, Energy Probe.  Good morning, A.J., great to see you again.

When you were discussing Ontario's defining aspects -- I think it is on slide five -- you mentioned relatively large number of distributors, and then you said that, but Ontario is not unique in this.  Texas has 90 distributors.

So when I look at a situation where there are many distributors, and in Ontario we know we have some very large ones and maybe very small ones, is that similar to what has happened in Texas, and how is Texas handling this, and my comment is particularly in terms of regulation.  In Ontario we have fourth-generation IRM which is in effect now.

And the effect of this has been that many small distributors actually don't get as high rate increases as larger distributors.  Large distributors typically file custom IR and they managed to talk the OEB into giving them large rate increases, so there is a level of unfairness in the business as it exists in Ontario.

How does Texas deal with this?

MR. GOULDING:  So one of the things that I mentioned was a challenge in the U.S. system is a lack of uniformity.  Some would argue that maybe that's a strength, but with regards to the treatment of these entities.

So on the one hand you have the large investor-owned utilities that are subject to PUCT regulation, and then on the other you have the co-ops.  Co-ops are fiercely defensive of their right to self-regulate.  Effectively the only form of external regulation comes from their financers, which are, you know, generally co-op-focused entities.

And so when we look at that, you have -- I am generalizing, not necessarily saying this is specific to Texas -- but you will have entities that are regulated at the state level.  You will have co-ops that are member-owned and claim to be self-regulated in the interests of their members, and then you have the municipal utilities, you know, ranging from San Antonio to Austin to -- in California you have LADWP, one of the largest utilities in -- actually in the U.S., which are largely regulated by the city council.

And the outcomes vary.  And so in the U.S. the smaller entities have tended to stay small because they have got a different ownership structure.

So I would argue that the IOUs have greater scrutiny.  Sometimes an ability to, you know, if you are cynical, right, you would say, well, you know, whatever your capex plan is today, right, if the word of the day is green then your cap ex is green, if the word of the day is resiliency, then your capex plan is going to be resiliency, but it is the same kit, right?

And I think the IOUs -- it is their job to figure that out, right?  And so -- but I wouldn't say that you can generalize and say that the larger the utility the larger the rate increase they're able to get out of the regulator, but clearly the larger the utility, the more resources you can put into regulatory affairs.  So...

MR. LADANYI:  The three examples, if I could have a follow-up question.  You gave us our U.K., New York, and California, and all three examples were dealing with a small number of very large distributors.

MR. GOULDING:  Yes.

MR. LADANYI:  And it is much easier to have a system, let's say one size fits all, if you have three distributors, than you have if -- compared to a system in Ontario, where you have distributors of various sizes.

So it is going to be very difficult to adopt any of those three in Ontario.  Would you agree with that?

MR. GOULDING:  Well, I think there is a couple of things.  I would argue as a general regulatory principle, speaking solely for myself, that a regulator generally shouldn't give a break to a utility that chooses to stay small.

So if you choose to be less efficient by staying small because you value community influence, that's fine, but that doesn't mean that, you know, we're going to approve an inefficient rate for you.

Likewise, when we think about rolling out additional initiatives, I am not convinced that you allow a whole bunch of exceptions for smaller utilities.

I think instead you provide pathways for them to band together.  They don't need to merge, but we can imagine a world in which you have commonality of interest among some small distributors, and they get together to respond to DERs or, you know, enter into a data co-operative so they kind of share data, consistent with privacy and anti-trust rules.

So I think the fact that a utility is small doesn't in and of itself give them an excuse for saying, well, I should be exempt, and I am not convinced the regulator necessarily should give them an out, but it should also provide pathways.  So...

MR. MATHESON:  So we have another online question.

MS. HUSHION:  Why do utilities often talk about demand destruction as opposed to demand improvement?

MR. GOULDING:  So first of all, I wasn't necessarily attributing that term to utilities, and so I will take responsibility for using that term.

Now, I think that what we should be looking at in the industry is thinking about load as a resource, thinking about the extent to which we're able to provide customers with a level of service that they need priced efficiently, so that they can make consumption decisions that are efficient, and also to assure viability for efficiently run utilities at varying levels of demand.

So I think that regulators have struggled in terms of thinking about what proportion of the revenue requirement should be volumetric.  There's been a movement, obviously particularly here in Ontario, towards a higher reliance on fixed billing determinants to make the utilities more indifferent to levels of load and begin thinking about load as a resource.  But that does have implications for the efficiency of pricing.

So again, I don't think that utilities necessarily are using that term.  It was just something that I was using to describe the situation.

MR. MATHESON:  So I have a question for you, which is you really set out four very interesting kind of broad approaches, and for the last couple of days we have really been talking about some of the things that are unique or special about either the orientations of regulators in the province or customers in the province or the like.

I am just wondering if you, at a very high level in the sense of right track/wrong track, can you give us sort of the highest most important attributes that would make you think each of these four things are either right track or wrong track for us to be considering, because really we are going to be kicking around these ideas for the rest of the day.

MR. GOULDING:  Sure.  So what I am going to give is not a prioritized list and it is not an exhaustive list, but I think that some of the elements that I would put forth is materiality and transition costs.

In other words, are we going to get a return on our investment in making a change?  Because if we're not, we shouldn't do it.  We shouldn't wish away transitional costs, and we need to have a firm understanding of the return that we're getting from any transition. So that is number one.

Now, we have heard just this morning about financing Implications.  So I wrote down no sudden movements, right, that, you know, I think that -- and this has been not, I would say, on the part of the regulator.  But in the past, directive power in Ontario has resulted in some very sudden movements and generally speaking, those that are making large capital decisions don't benefit from sudden movements in regulation.

So we want to be measured.  We do want to be customer-focussed.  Now, that term tends to become a touchstone that is used so much that it doesn’t mean very much.  And so we need to be specific; are we talking about today's customers, or tomorrow's customers.

But the issue, when we talk about customer impact, to me, that means rate impact and somewhat less -- in fact, I would weight that more towards rate impact and less towards customer choice, but not to the exclusion of customer choice.

So we have talked a little bit here, you know -- so we want to maintain financial viability for the utilities.  We want to make sure that if we make a transition that we understand what the returns are.  We need to have an understanding of rate impact.  And we want to make sure that we have prepared an appropriate foundation for the changes that are facing the industry.

So those are kind of among the key considerations that we think should be taken into account, and I am sure that all of you will suggest others.

MR. MATHESON:  Are there any of the four that sort of stand out as, on the surface at least, seeming like they're more on the right track or the wrong track for being able to deliver on some of those attributes you were just describing, or is it premature to conclude that?

MR. GOULDING:  Well, I think that what we're trying to do is, as I said earlier, to start a conversation rather than to end it.

And I think that our view is that each of these four has potential.  We may well think about a five or ten-year time frame in which we would say, well, today we will focus on changes to the status quo, with the understanding that five years from now or ten years from now, we might have distribution system services platforms here in the province.

So I think that part of this is a listening exercise, because I can make any one of these work.  But we also need to have stakeholder buy-in.

MR. MATHESON:  Okay.  So we are just about out of time, but it’s great to see the stimulation coming along here.  So we are going first to you, and then we will see how many we can get in.

MS. GIRVAN:  Julie Girvan, Consumers Council of Canada.  In light of all of this, A.J., I think it has been since 2009; that was the last review of cost of capital for utilities in Ontario.

Do you think it is time for an update, a review, especially in light of things like the move to fully fixed charge, some of the issues we have been talking about the last few days, because we have a system in place that really hasn't been considered since 2009.

MR. GOULDING:  So I want to speak very hypothetically, given that we are also engaged on that topic.  But I do think that over time, if we believe that the risk profile of utilities, by which I mean the monopoly functions, are changing, then that should be taken into account as we look at the cost of capital for utilities.

And I don't want to put words into your mouth, but some folks might say, well, you know what?  The fact that you have moved away from volumetric reduces risk and that should be taken into account in the cost of capital.  Other folks would say, yeah, but there is a more credible risk of grid defection -- maybe small now, but increasing -- and that should also be taken into account in the cost of capital.

So how do we balance changes in rate design against changes in the operating environment to come up with a reasonable cost of capital?

MR. MATHESON:  Because of some tight scheduling for our next presenter, we need to wind-up this session right now. But I am sure we can come back to the things that you want to keep asking questions about over the rest of the course of the day.

I would like you to join me, please, in thanking our colleagues here for this excellent presentation.

[Applause.]


MR. MATHESON:  Thank you for getting us off to such a good start.  We now have Mike Fletcher from the city of Ottawa, who is going to talk to us about DER and community energy planning, and after that we will take our first break.

Good morning, Mike, and thank you for joining us.
DER and Community Energy Planning, Mr. Fletcher:


MR. FLETCHER:  Thank you.  So I am in a new section of the City of Ottawa that has responded to a city council motion to reduce greenhouse gas emissions by 80 percent by 2050.  A lot of municipalities in Ontario have similar motions, and our work is mostly based in the planning department.  It is a bit diffuse also.  There is other departments picking it up, like transportation and environmental services that have an interest.

We chose to come today because we do see importance in distributed electricity resources in terms of keeping electricity as a green resource, as opposed to other energy resources we have for us.

In terms of the overall plan, it is actually not a big thing.  If -- you know, we have been working on an integrated plan.  The first numbers coming out of it suggest that only perhaps two-and-a-half percent of the GHG reductions we need to get will come from the electricity system.  Nevertheless, we would like things to go right, and I will just talk about that a little today.

We are lucky.  We are in a unique position that at the same time as we are working on a final draft of our renewable energy strategy, Ottawa is also doing its first official plan in 18 years.  And a lot of the work is being integrated, and that includes our local distribution company.  So compared to other times when an official plan was done, we are actually inviting Hydro Ottawa in and saying, well, you know, here is what we're thinking.

It is consultative.  It is not as if Hydro Ottawa have a veto on what we're doing, but nevertheless we will consider what they have to say.

And I think there is scope for cost savings, both for the rate base that is relying on Hydro Ottawa and for the tax base, and just, I will get into that in the next slide.

Land use came up in a meeting we had recently, actually, with the IESO.  In one part of the city there was an option to, perhaps -- and I hope I am not speaking out of school -- but free-up a sub-transmission corridor, and for a city that is interested in intensification that is very interesting to us.

So although I understand, you know, that a group like the Energy Board has defined and specific scope, and considering the cost to operate a city generally might fall outside of that, it is interesting to note it, and, I mean, I am just here to put out some perhaps new ideas along that line.

Costs to the rate base.  I bring this up because we don't want to see electricity pricing itself higher and higher relative to other energy.  It has low GHG profile.  I have been in some of the IRP sessions, and we have actually had members of the public from other communities come and stay around and say, you know, be careful.  If you put in a 230 kV line going out somewhere, make sure it gets paid for, otherwise it is going to be a bit of a burden on the rate base.

So that makes us think a little bit and makes us think about distributed energy resources and what role they would have in keeping costs low.

We note that there is, you know, a bit of a difference in the schedule for cost recovery currently if we're putting in a DER resource like some solar versus if we are doing something to the wires solution, and we just throw that out there.

We are not experienced enough, I am not experienced enough, to start discussing what the solutions are, but again want to point that out.

And just relating back to what I said a little bit earlier, that, you know, we were warned by a member of the public from another community to watch out for investments and wires becoming perhaps partially stranded or not utilized to the extent anticipated.  We note that distributed energy resources have more potential to be implemented incrementally and perhaps can defray some of that risk, and that is perhaps some of the innate value of them.  We wonder if their implementation could be triggered a little bit before we get into looking at wires, so that, you know, we are not kind of under the gun to find a solution.

That was the case in south Nepean.  Basically we ran out of time to look at non-wire solutions.  Nobody's fault, really, but it would be nice not to have that reoccur in, you know, in everybody's interest.

Then finally I will mention although several years ago council had us set a mandate for GHG reduction, like over 400 municipalities in Canada now, Ottawa has declared a climate emergency.

What is coming out of that is kind of redoing this model I referred to earlier and looking at the one-and-a-half degree intergovernmental panel on climate change scenario and what that means.

And we're just working through that.  I think a lot of that would be kind of beyond the scope of what we are talking about here today, but I think it is notable it is happening in the background, and I think, again, it will put more pressure on the electricity system as it is, you know, currently our greenest energy source.

And that is what I have to say.  Thanks a lot for hearing me out.

MR. MATHESON:  Questions?

MR. ACCHIONE:  Yeah, Paul Acchione from the Ontario Society of Professional Engineers.

Mike, you mentioned that Ottawa's CO2 emission -- you mentioned CO2 emission reduction goals that Ottawa is trying to achieve.  CO2 reduction requires electrification.  Volumetric electricity energy rates are currently artificially high to keep the demand charges artificially low.

MR. FLETCHER:  Right.

MR. ACCHIONE:  Has Ottawa Hydro looked at lowering the energy rates and raising the demand rates to facilitate electrification?

MR. FLETCHER:  I don't know if we have, and we haven't got really to having that conversation with them.

Opportunities, you know, we have kind of a hierarchy of things we have to get done.  Something like that would be, hmm, might be in the middle somewhere, you know.  The first lever is always conservation.  We realize we can't fuel-substitute our way out of this huge mess, but it is an interesting idea.  I mean, I think it is something for us to think about, for sure.

MR. ACCHIONE:  80 percent of your energy is non-electricity.

MR. FLETCHER:  Yes, that is right, yes.  I mean, our big one is natural gas.

MR. ACCHIONE:  Unless you electrify you will never get there.

MR. FLETCHER:  That's true, yeah, yeah.

MR. MATHESON:  Sarah.

MS. SIMMONS:  Thank you, so Sarah Simmons representing the Canadian Solar Industry Association.  I am with Power Advisory.

So I just wanted to let you -- just state that, you know, my client would be very enthusiastic about the information that you provided in terms of the City of Ottawa's plans, and I am just asking a question about, how do you feel about the current sort of planning framework and your ability to get, you know, your community municipal interests incorporated into regional plans or distribution system plans or supply plans?

MR. FLETCHER:  There is different aspects to, you know, as an answer to the one question you are asking.

I think a few things are unfortunate.  I was a little surprised when third-party ownership of net metering was disallowed.  I thought that one was unfortunate, and in 2018 net metering was -- ended up being less than megawatt, you probably know, in Ottawa, and that is a pretty low number, and it is not what is, you know, it's not what's in our plans.

And I would -- I mean, the first suggestion, if I were to get a little more into the weeds, I would start suggesting that where we do have, you know, some parts of the distribution system getting pushed a little harder, could we look at defraying some of the costs?  Or could funds that are used for capacity be worked into how people who want to put in a distributed resource are compensated?  That might be a very market-savvy way to approach it without knowing all of the details, but I can see some logic into that.

MR. MATHESON:  And...

MR. BROPHY:  Hi, Mike.  Mike Brophy from Pollution Probe.  Thank you for the presentation, and it is clear to me from what City of Ottawa is doing that you are all-in on this issue, and I just want to kind of compliment that approach, even using a large chunk of the dividend from, say, an Ottawa Hydro to put in towards these investments and a lot of other things.

So this is really a great case study of where a difference can be made, given what you have stated.

So I think you are aware that the last IESO regional plan, IRP, was published in 2015.  All the work has been done for the new one, basically.  I think it is imminent; it is going to come out any day now for 2019.

So just from your perspective, I know probably 2015 doesn't link up really with what you are trying to do; hopefully, the new one does more.  What do you see as those gaps and ways to kind of bridge the gap between what you are trying to do on community energy planning and local solutions to what is being done on the regional planning side?

MR. FLETCHER:  Yeah, I see some -- you know, it is good you are linking it back, Mike, to 2015 because I see some differences.

IESO, and Hydro One for that matter, are assuring us they're considering non-wire solutions, which is good, because I mean, like I said, in the case that’s out in Nepean, they ran out of time.

The other thing that came out of it was the point in one of my slides, that a land use component came out of it.  So going into Orleans, one option would involve decommissioning a 130 kV line, and again that’s a municipality that likes intensification, we put our hand up for that option and when I made comments to the IESO, I said, well, that is a big vote in favour of that.  I don't know how we are going to go on to weigh the factors, but you know, as a municipality, costs of running a municipality go do if we can intensify.

The particular land in that case is very good.  I mean, that is just, you know, kind of what we would want to order almost.

MR. BROPHY:  Using the hydro assets is a strategic opportunity to maybe de-carbonize, that is kind of one of the cards in the deck, it sounds like.

MR. FLETCHER:  Yes, for sure, absolutely.

MR. BROPHY:  Thank you.

MR. MATHESON:  Any other questions from Mike?  Yes.

MR. MONDROW:  Mike, I have lost track, Mike --


MR. MATHESON:  Can you just for the record?

MR. MONDROW:  I'm sorry.  Ian Mondrow, external counsel for the Industrial Gas Users; Association.

Lebreton Flats, which I had understood at one time there was a proposal, a development proposal to have a micro-grid or a stand-alone electricity system.

First of all, am I correct on that?  And secondly, is there any update you can provide on the status of that project?

MR. FLETCHER:  I hadn't heard there was going to be a micro grid.  The area is served off quite a bit of local generation from Chaudiere Falls.  So there has been a bit of talk within the city for climate resiliency reasons about whether that area could island.  And by sheer coincidence an emergency -- one of the cities main emergency command centres is in that area.

So when we have had meetings about resiliency, I have said, you know, if there were a province-wide power failure near Chaudiere, if that area could island, there would be an opportunity there to have more resiliency.  But I don't know about a micro grid specifically.

The development of course fell through.  Everybody -- I think I am not speaking out of school saying everybody is going away to lick their wounds a little bit.

What I am hearing is that the development will be a little bit more parcelled, whereas before it was, you know, one big winner, one big developer was kind of the development model.  I think it possibly could be a little bit more parcelled.

And the other thing that is forgotten a little bit about Lebreton is there is actually more land next to Lebreton, so I think that will have to be integrated in as well.

Previously, under the previous development, the Lebreton schedule and the adjacent land schedule for redevelopment didn't coincide, and now it looks more like they do.

So discussions about what to do to all of the parcels involved are all coming up at the same time.

MR. MONDROW:  Thanks.

MR. MATHESON:  So we have a very ambitious schedule today, so we will really have to adhere to the time here.

Please join me in thanking Mike for joining us with his presentation here today.

[Applause.]


MR. MATHESON:  There will now be a 15-minute break.  I work off of that clock.  I am advised and do verily believe that it might be three minutes late.  So we will start in fifteen minutes from now, and you can figure that out based on your own timepiece.  We will start at what appears to be 11:15 based on this room.
--- Recess taken at 11:00 a.m.
--- On resuming at 11:16 a.m.

MR. MATHESON:  Okay, folks.  If you could take your seats.

Again, I apologize for the heavy hand of time management, but we have got a very ambitious agenda, which as we have all learned has to allow for the extensive commuting time, as we use the elevators to get down and get lunch, which was not something that I anticipated initially.  In a direct reference to demand management, we decided to take our break at 12:30 today, which should be at least off-cycle for people having peak people elevator usage, but in any event, we will call the room back to order, please.

We are now pleased to welcome Andrew Sasso from Toronto Hydro-Electric System, who will be talking about DERs and utility remuneration, and then Kent Elson from Environmental Defence, who will be talking about incentivizing innovation.  So over to you two gents, and we will have questions and discussion after.
DERs and Utility Remuneration:  Parameters for an Outcomes-Focused Regulatory Process, Mr. Sasso:


MR. SASSO:  Great.  Thank you very much.  While I am doing a brief into here, I am not sure if this is the PDF or the PowerPoint.  Yeah, do you have the PowerPoint?  Can you use that one instead?  If not, that's fine.  There were just some timing differences between putting different things up on the screen through the power of animation.  That's all right.

So my name is Andrew Sasso.  I am the director of energy policy and government relations and a senior member of the regulatory team at Toronto Hydro.

Don't worry about the slides.  We will be fine.

So where we are in the world and who we serve must be central to any policy-making.  We absolutely should look to other practices elsewhere.  We should incorporate jurisdictional analysis.  But it is easy to brush past the Ontario ethic, and we do that at our own peril and the peril of those we serve if we do that.

We should build on the past, not reinvent it.  We should take prudent steps forward.  Ontario is a socially progressive, fiscally conservative jurisdiction.  That differentiates us from some of the other jurisdictions that have been highlighted.

And in Ontario we believe in both our own success and the success of our neighbours.  We will see how important that is as we move through the deck.

Regulation in Ontario has grown up with Ontario.  We have been regulated in one form or another for over 115 years in the electricity sector.  And that has been done through various forms of regulation, be it public ownership, public procurement, or public-interest regulation.

And ensuring that this Ontario ethic remains central to how we regulate, well, it is just as important today as it ever was.

So we've got this great visual of a cliff that was in one of the reports, and it is important we not go off the cliff.  There have been some situations in the past where some might say we have gone off the cliff.  Maybe people in this room, certainly members of the public, be concerned that we have walk, jogged, and run our way into slipping, tripping, and falling right off the cliff, to significant consequences.  Good process reduces the risk of that happening.

I am actually reminded of the Dr. Seuss quote:  Step with care and great tact and remember that life is a balancing act.

So where we're headed needs to remain front of mind.  Once the regulator chooses to accept jurisdiction, the choice is not whether to create a market, it is whether to regulate or to forbear.

That choice may be made by the regulator.  It may be made by government.  But through either action or inaction, that choice is effectively made, and the effects of that choice affect a great many people.  You will see a picture of customers in the centre of this slide.  You will see four other customers on the sides.

I point out there the Green Energy Act.  That was the last major DER policy initiative.  And I think we need to be careful as we go through this DER policy initiative that this doesn't turn into our new Green Deal.

Let's also remember where we're starting from.  Where we are starting from is dramatically different than many other jurisdictions.  I think that point has been made, but it is worth underlining it.

Many jurisdictions are turning to DERs as a way to offset the effects of coal.  It is not a matter of good fortune that we don't have that issue.  It is a matter of good policy, and it is a policy which every major political party agrees with today.  Imagine that.  Conservatives, Liberals, New Democrats, and Greens all believe it is in the public interest that we not be on coal.

And we have also got a strong start not just in the province as a whole, but within our sector we have a lot to build on here.  DERs, this isn't new, right?  I think we can all recognize that DERs are already part of the four major types of planning that goes on in Ontario.  Whether we have something called a long-term energy plan or something else, we consider it there.

The regional planning activities by the IESO, by the transmitters, by the distributors, by their communities, through local advisory committees, consider DERs there.

Distribution system planning and the rate application processes that lead up to them consider DERs and the views of customers there.

And project planning, this, is you know, very important.  Specific projects in specific communities, well, it happens there too, with specific customers and other interested parties.

We have identified a few notations of projects in the Toronto Hydro service area, including the Cecil TS, local demand response program, a battery storage project we have with Metrolinx to support the Eglinton Crosstown.

But we have also got thousands of distributed energy resources behind the meter in Toronto.  If you look out these windows you will see a lot of high-rises.  You will be hard-pressed to find one that doesn't have some type of backup support, and that requires coordination with the utility as part of the connection process, and many of them have ongoing interfaces through operating agreements and so on.

They're already there.  They're already operating.  They're already providing value.  The question is, what comes next?

Whatever the new policies or revised policies or updates to policies are going to be, for this statutory body it is obviously going to have to fall within the parameters of its statutory mandate.

It isn't just a blank sheet of paper.  It isn't a whiteboard.  And there is a function that this regulator is meant to perform.

So we have offered up a few questions.  We don't need to dwell on them in too much detail right now.  But you will see it comes back to price, adequacy, reliability and quality of service, both for the customers who adopt DERs and those who do not.

It also matters that the grid be economically efficient and cost-effective throughout this deployment process.  If we don't do that, customers will be harmed and there will be a reaction to that.  We don't need to flip back a few slides to see what that reaction is.  We have all lived through many reactions; let's try to live through a few less going forward.

And in the end, the policies need to lead to stable, sustainable outcomes for customers.  Just because a single project works really well for one site, that is not enough.  It is important, but that's not enough for policy making.

On remuneration, this is really more a helpful slide for your own files.  It is the Supreme Court's definition of the regulatory compact.  So we should probably start there when we're talking about remuneration and ensuring we meet that test.

And as with DERs, remuneration policies must serve the people.  In the end, utility remuneration is very much about value for customers, because it is the utility that serves all comers.  That is a great expression, an obligation to serve all comers.

And so those customers, they appear again at the bottom of this slide, and they're asking questions about what will I pay.  But they're also asking the questions of what will my neighbour pay, what will be the impact on others, because that is the Ontario ethic.

Will I have near perfect service?  Well, if your refrigerator stops working for a few hours or a few days, that’s one thing, to bring up an example from a previous presentation.

If your electric service stops working for a few hours or a few days, what does that mean for your FIT bit, or your cell phone?  And you don't have a land line, so how does it affect your WiFi?, and how does it affect your EV?

The standard that we are hearing from customers continues to grow.  So we need to be mindful of how that is going to work in any future policy paradigm.

And really important, the question is:  Will you be there when I need you for years to come?  The utility's been there for 115 years.  Who will be there next year?  Who will be there the year after that?

Toronto Hydro's view is we will be there.  It is important that someone be there.  If things go wrong, to whom will be the recourse?  Who will be regulated by the OEB to respond to those issues of price, or reliability, or service?

And so the final slide here -- other than our very important disclaimer, that I know you all want to read in detail -- is that there are some prerequisite decisions to be made, and they cover really what we have talked about in the presentation.

As the question I asked to Mr. Goulding, which regulator will lead?  The IESO is coming, running into the fore.  Will the OEB take the lead?  Will they co-lead?  How does that work?

And really, a big thank you to the OEB in their response to this fourth question.  This consultation has been the first big consultation in a very long time, and I think the OEB needs a tremendous amount of credit for having engaged the right stakeholders, and we encourage the OEB to continue to keep those stakeholders engaged, to keep us all engaged as we go forward.

There is of course the question: Do we have all of the right stakeholders at the table?

And then finally the criteria, and again this ties back to the slides.  Let's ensure that our policies and our policy-making process reflects the Ontario ethic.

Let's ensure that we are evidence-driven.  Some might argue that some of those other examples on previous slides were less based on evidence, and maybe more based on a general aspiration.

We need to respect the risk tolerance of Ontarians, not just utilities, not just start-ups, not various interest groups.  Real people, the people who are, at the end of the day, paying for these investments one way or another.

And finally, let's ensure that what we create is a sustainable solution.  Solutions are necessarily sustainable and we look forward to working with all sorts of stakeholders.  All of our projects involving DERs involve working with other companies and we look forward to continuing to do that.

Thank you.
Incentivize Innovation, Mr. Elson:


MR. ELSON:  Thanks, Andrew.  Is this mic working?

My name is Kent Elson, as a lot of you know, representing Environmental Defence.

And while I am waiting for the presentation to come up, just to provide a general overview, what we are going to be talking about today are ways to lower electricity bills and we see some opportunities that are being missed.  We see some value that is not being captured and that is really the focus of these points that we will be making today, focussing on lowest cost solutions, which will benefit everybody.

So we have talked about this problem a good number of times already, but one of the barriers to lowest cost solutions is that utilities earn a return on capital, wires and pipes.  They generally don’t earn a return on DER alternatives, and what that means is that there are opportunities that are being left on the table to do things cheaper, which would be lowering bills, and that is going to be more the case going forward.

So we see this as being one of the very big problems that this process needs to fix.

So one of the areas, of course, is the electricity sector.  In our mind, this is only one of the two sectors and in a very straightforward way, DER can address distribution needs in a more cost-effective way from a total system perspective.

That doesn't mean that they're going to solve everything and every problem and we are going to never build another wire or another pipe, but every time that a wire and a pipe is going to be built, we need to be considering whether there is a more cost-effective way to do that.

The benefits are relating to avoided costs, distribution costs, transmission costs, ancillary services, generation, and the point was raised yesterday:  Are these benefits real?  And the answer is, yes, they are absolutely real.

If you turn back to the ICF presentation at page 6, it has a table detailing all of these benefits and the last column are a list of studies that support them and, in many cases, it is upwards of 15 studies that have been done.  This is not speculative.  This is proven and established.

We have examples of this happening in other jurisdictions, California for one.  And another example is gas DSM, an area that I have worked on a lot.

In the gas sector, customers have saved, net, $5 billion because of gas energy efficiency programs, and that is a lot of money.  And that is after paying for all of the costs, the net benefits have been $5 billion.  That means people's bills have been $5 billion lower than they otherwise than they would have been.  That is a major, major benefit, and that is one of the examples, but DER is a much broader conversation.

So we have had some discussions about what should be included in this process, how should we define DERs for the purposes of this process, and I don't think this is a definitional question.  It is more of a functional question.  And in our view energy efficiency should be included in the discussion.  That doesn't mean it needs to be included in all parts of the discussion, but there are some important reasons to include energy efficiency in the process.

One is that energy efficiency can avoid distribution investments, as can demand response, as can other kinds of distributed energy resources.

A second reason is that at least in the electricity context energy efficiency raises the same issues about the need to incentivize non-wires solutions and what the role of the utility should be.

In addition, there is some pretty smart people who do include energy efficiency when they're dealing with DERs, and there's a quote on this slide here from the National Association of Regulatory Utility Commissioners and a link to their report where they address this issue, and their view energy efficiency should be included because it does effectively shift or shave load, which fits within this idea of acting as a resource.

But to put a nub on it, you know, we want electricity utilities to see a distribution need and to be able to implement a non-wires solution that could be just energy efficiency, or it could be energy efficiency in combination with demand response, in combination with other kinds of DERs, and having them as part of the same process will ensure that utilities are required and incented to look at all of the cost-effective potential alternatives, including a suite of alternatives, not just one or the other.

So the Board's letter asked us to identify what some of the issues are, and I think the issue is pretty straightforward.  How do you provide that incentive?  And maybe to put it in a more stark way:  How do you remove the disincentive to invest in capital when there is a more cost-effective non-capital alternative?

So this also gets into the question of the proper role of the utilities.  We have talked about that a fair bit over the last two days, and there have been differing views.

But I think at this stage it is too soon to decide on that, and what you need to do is, first, say here are our options for solving this problem.  Here are our ways of removing that disincentive.  And when you look at your different options they're going to have different roles.

And so the process to look at the roles shouldn't be ideological and it shouldn't be -- it shouldn't be the first question you ask.  It comes when you are looking at different options and assessing the different options.  Some of those options will have a greater or lesser role for utilities, and what the role of utilities is will only be one factor on which you are assessing those different options.  There may be options where utilities can be a proponent in addition to some competition, depending on how developed a market is there, and that may be an important way to develop a market, so on and so forth.

So we see that as being a question you don't answer today.  You answer it as part of your options analysis.

Gas sector.  Gas is getting a bit of a lesser discussion, but so far but we think it should be treated as important as electricity.

Like I said yesterday in response to another presentation, there are unique opportunities for distributed energy in the gas sector.  And the gas sector raises some of the same fundamental issues related to incentives and the roles.

In terms of energy efficiency, gas has, I think it is about a quarter of the funding of electricity, conservation spending.  It is more cost-effective.  And there is a much greater opportunity in the gas sector to be reducing carbon emissions.

There is also much greater risk-reduction benefits from energy efficiency in the gas sector, because you are diversifying away from fossil fuels.

So if you are in a situation where instead of a community expansion project you can do something else that isn't fossil-fuel-based, you are diversifying away from an over-reliance on a fossil fuel that is subject to a lot of risks going forward over the next five years, ten years, 20 years, where will carbon prices be, where will environmental regulation be, and where will the market be?

So in the gas sector what are we talking about?  Energy efficiency is one area, and for those who are involved in gas proceedings, there has been a lot of discussion about implementing energy efficiency in lieu of pipes.

So that is something that has been pushed, and it hasn't really been very successful, frankly, and more of a push is needed.  And that is something that is currently being addressed, I would say, and will be addressed at the upcoming Enbridge proceeding.

But there is another area in terms of gas that isn't being discussed as much, and that is using heat pumps in lieu of expansion projects.

When Enbridge is building a new pipe to a new community that is a big investment, and that is a point at which you are deciding that the fuel you are going to use for the next 40 years is natural gas.  And that is a point at which you should be deciding, taking all these costs together, is gas actually the best solution?  Or would it be some sort of heat-pump-related solution or a third option?

And in the community expansion project the Ontario Geothermal Association provided evidence that in a lot of scenarios -- not all scenarios, but in a lot of scenarios it is actually more cost-effective to switch over to geothermal than it is to provide new gas service to a new community, because building a pipe is expensive, and instead of building a pipe to a new community you build pipes in the ground to implement geothermal.

So how do we incentivize that option where it is more cost-effective?  Because right now Enbridge's incentives are to put a gas pipe in the ground, and that is what they're going to do, and that is what they're doing right now.  And the question is, how do you open that up for other opportunities?

So the issue again is, how do you incentivize this?  We support incentives.  We think that is important, but we also believe there have to be requirements, and I guess you could say it is a carrot-and-stick approach.  We think there need to be carrots and there need to be sticks.

Some examples of what I guess you could call sticks, although it is not a clear dichotomy, is requiring utilities to be looking at options early enough in the process so that they don't come to the Board with a leave-to-construct application saying, the only thing we can do is wires and pipes, because an energy efficiency project would take five years and we need this in two years.  Or, you know, to develop a suite of options involving different kinds of distributed energy we would need a decade, and we only have five years.

So requiring utilities to look at the options early enough.  Requiring them to comprehensively examine alternatives -- you know, we have seen examples before where you look at each alternative in a silo, and not one of them could solve the problem, but maybe a combination of them could.

Explicitly requiring in leave-to-construct applications and even if you are below that threshold before construction projects that you be looking at alternatives, non-wires, non-pipes alternatives.

And penalties.  Penalties is the hard one, because the Board is always going to be reluctant to have some sort of a penalty when there is no other option by the time the hearing comes around and it is hard to prove that another option would be sufficient.

So some sort of penalty worked into the model can provide a bit of certainty, so at least the utilities know, well, if I don't do this, this is what is going to happen, otherwise it is actually a pretty big question.

Potentially a mandatory process to notify the market of distribution needs and seek bids for solutions so that the utilities have a bit of -- they know there is other people who will come in if they don't.

So I talked about this a little bit yesterday in response to another presentation, which is that you need both carrots and sticks.

In the gas sector, we have had sticks for a long time.  Utilities have been directed numerous times to look at non-pipe solutions, and that hasn't happened.

Incentives alone probably are going to be insufficient, because it is more than just a financial issue, and A.J. talked about this a little bit.  It is not just earning a return.  It is also that innovation is hard.  There is also institutional inertia and on an individual level, you do what you know.  And if you have been doing something for 10, 20, 50 years, that is what you are going to continue doing, unless there is something that is encouraging change.

So there is some pretty obvious issues relating to that, that we are suggesting this process look at.

In addition to incentivizing and requiring the lowest cost solutions specifically relating to distributed energy resources, it is important that all of the benefits be accounted for.

Again, this goes back to making sure that bills are as low as they can be, because if you ignore benefits, you are not compensating for those benefits, it will rule out projects that could be more cost-effective and you will have a sub optimal solution that is costing people more.

So some of those benefits are hard to calculate.  But as Tim Woolf says of Synapse Energy:
"DER impacts should not be excluded or ignored on the grounds that they are difficult to quantify or monetize.  Approximating hard-to-quantify impacts is preferable to assuming that those costs and benefits do not exist, or have no value."


So this is from that study from Synapse Energy.  You can take a look at it at your leisure.

This is another important table, which is that there are benefits of DERs to all customers.  An example of this is the price suppression impact of DERs and basically by providing energy at a lower cost, DER participation in the wholesale market flattens the supply curve, which results in lower market clearing price and that is a benefit that accrues to all ratepayers.

That is one of the benefits.  The other benefits are listed here.  These are benefits that accrue to all ratepayers.

So in terms of a process request, we think it would make sense for the Board to be retaining somebody to value those benefits in the Ontario context to make sure they're all included.

One of the hardest to monetize benefits, and maybe the most important one, is diversification and risk. And that is just one of the examples.  I don't even want to talk about it, because you can just read Tim Woolf's study and he will do a much better job.

But there is complex work that needs to happen there, it is quite technical.  And as a process piece, why not get started on there soon.

Tim Woolf, by the way, was the OEB's expert for the last DSM proceeding, and has done some good work in this area.

There have also been some discussions about rate design.  In our view, rate design is a really cost-effective way to address some of these needs.  You can design rates in a way that ensure that there are matched incentives, and I won't get into this, but we think that is an important piece.

Generally speaking, we support rate design, particularly for the commercial and industrial sector that has less fixed, more variable, and in terms of variable coincident peak charges.  And if that is what is driving your costs, that is what you should be charging your customers.

That is a broader discussion, but once you have made that change, it does solve some of the issues and is a pretty effective way to do that.

So just moving to some comments on the draft Principles.  The current draft talks about economic efficiency and performance and in many ways, would he think this is, you know, maybe the most important principle.  And we are very much supportive of it and we would suggest some tweaks.

So this talks about promoting economic efficiency, and we think that could be strengthened and, either in this principle or in another principle, saying that we should be incentivizing and requiring economic efficiency.

It's not something that is encouraged.  It is not something that is just promoted.  Like this is a requirement, and we're going to make sure it is in your interest as well.

So that is probably the biggest change.  We have also suggested noting that the framework should appropriately account for all externalities.  And what I am referring to there is when you have a distributed energy resource that, for example, is going to be reducing your distribution costs, or reducing your transmission costs, or causing commodity price suppression, if you don't account for those in your regulatory framework, you are not achieving the most economically efficient solution, and that is an externality. You have an action and the consequences of your action aren't priced into what your action is.

There's other ways to phrase that, saying in effect that your regulatory framework needs to account for all relevant cost and benefits, but something to capture the more specific directive to say when you are looking at energy efficiency, it is from a system-wide perspective, it is looking at all relevant costs and benefits.

Another comment on the stable yet evolving sector principle.  It talks about not precluding alternative business models that may be desirable.

I mean, we would strengthen that and say we should be encouraging innovation that is cost-effective, because we are not starting from a neutral, you know, a neutral standpoint.  We are starting from a standpoint where there are disincentives to a lot of innovative approaches, and there is inertia.

So we think it isn't a question just of removing barriers; it is a question of encouraging the most cost-effective solution, which isn't just including DER in all situations.  It is encouraging desirable alternative businesses, innovation, and so on.

So just some process comments.  Like I mentioned before, we think it would be beneficial to start the work on valuing DERs soon, and that is a technical background work that can go on as other issues are being considered.

We actually think there is some merit in having the DER connections proceeding being separate, so that it can proceed faster than perhaps this will.  I think there is an overlap when you are talking about allocating the cost of connections.  But aside from that, there is a lot of technical requirements that could be resolved on, I guess you could say a fast track, whereas it looks like we're getting into some bigger picture issues here.

I guess the last comment is that I know that Board Staff is going to be taking away everything that they have heard here and putting together a draft report, and seeking comments on that.

There have been a lot of discussions in this room and, you know, our thoughts have changed through this process.  We would appreciate the opportunity to provide additional comments and the thing that would be helpful for us would be to know what topics you want to address in that draft report, so that we can say, well, here is our evolved view on those, after having had these discussions.

So that is just a thought to consider.  If we know what you want to talk about in that draft report, then we can address it.

So that's it for this presentation.  Again, the focus is on lowering bills through steps to make sure that the most cost-effective solution is going to be the one that is adopted.  Thank you.
Questions and Discussion


MR. MATHESON:  Thank you very much to Kent and to Andrew.  The floor is open to questions.

MR. ACCHIONE:  Paul Acchione again.  Kent, you made a couple of statements that I think need to be a little bit more nuanced.  You said you wanted higher volumetric rates.  That is true for fossil fuels or natural gas.

But the natural price of electricity with clean DER is zero.  So what you want, if you want to encourage electrification, you want a low volumetric price for energy in the electricity sector.  You want a high volumetric price for fossil fuels.  And that encourages electrification.

So your statement I think applies to gas but not to electricity.  Just the opposite for electricity.

MR. ELSON:  I think you want a low electricity price overall and a high gas price overall if you are trying to encourage electrification.  But if you are trying to encourage usage that will reduce the overall cost in the electricity market, you want to charge people at the times where it is most expensive to provide them with electricity which is on the peak.

So our view is that the long-term or even the medium-term and in some cases the short-term cost structure starts to go down if you are able to shift behaviour, and, you know, of course not everybody's behaviour shifts.  There is lots of people who just pay the bill and that is it, but if you can shift, I don't know, 10 percent, 20 percent, 50 percent of the behaviour, then over time that is going to reduce your electricity costs.

If you are talking about the trade-off between gas and electricity, I don't think that is a question as much between fixed and variable.  It is more a question of the total magnitude of the cost.  So anything you can do to bring the total magnitude of electricity costs down is good.

MR. ACCHIONE:  But your assumptions are flawed. Electricity costs three to five times more than fossil fuels to provide energy.  What you want to do is take advantage of the electricity system ability to generate zero-cost energy off-peak.  You want to avoid the peak with high demand charges.  You want very low volumetric costs on energy for electricity so you can use the surplus off-peak to displace your fossil fuels.

If you just do electrification blindly you are going to triple your energy costs, because it costs money to put a generating station in.  But if you use the off-peak surplus in the electricity system that is being dumped right now, then you can displace fossil fuels essentially at zero cost.

MR. ELSON:  Yeah, if you are talking about energy storage I think energy storage is great, and that is a way to move from off-peak to on-peak.

But another way to move and be using more of your off-peak power is to make it more expensive to consume on-peak.  I mean, that is how we understand it.

MR. ACCHIONE:  Okay.  But anyways, it is important when you set your rates that you understand the math that drives the investment and the energy-use decisions.

Your biggest bang for a buck is when you reduce fossil-fuel use.  And if you displace fossil fuels you make money.  If you displace electricity you lose money, because you still need the capacity to run your TVs and your lights and your motors.

MR. ELSON:  I will leave it with what OEB staff said about it back in their 2016 report, and it makes a lot of sense to us, which is that you link the rate to the cost drivers, but that is a whole other discussion and a whole other proceeding --


MR. ACCHIONE:  That is true, that is true.  But the cost drivers is capacity, demand, and energy.  And DERs are zero energy costs, and that is what you want the market to reflect, that electric energy is free when it is clean.

MR. MATHESON:  I think we can see the contours of the conversation.  Sarah.

MS. SIMMONS:  Sarah Simmons with Power Advisory, representing CanSIA.

And the question to either of the panelists or anybody who wants to answer, building on A.J.'s presentation from this morning and thinking as well about some of the comments made about sort of more evolutionary change rather than massive revolution and thinking about our own performance-based regulation, and the question is, you know, do you think or feel that we're measuring the right things in today's performance-based regulation and should that be an area of future discussion for these proceedings?

MR. ELSON:  Do you want to comment on that?

MR. SASSO:  Brilliant question as always, Sarah, thank you.

Part of the question is -- that we were raising in our presentation is, who is doing the regulating?  Right?  So if we are talking about an IESO-led paradigm of DER adoption, then performance becomes very much a market-driven determination.  And if the OEB is going to lead or play some role, it has different tools, but it can only performance-regulate regulated entities.

So what we were trying to do with our presentation -- hopefully we succeeded a little bit -- is to introduce or go back to some of those first principles, because they inform all of these elements.  They determine whether or not performance regulation is even a topic that gets addressed.

There's certainly a tremendous potential for conflict between OEB regulation and IESO regulation in the space.  And I think we already see that emerging.

So it is not to totally deflect your question, but I guess the short answer is, yes, it needs to be revisited.  But it goes back to who is actually assessing performance in the first place and whose performance are we assessing?

MR. ELSON:  I can comment just at a more granular level.  When you are looking at the scorecard cost-effectiveness may or may not be properly reflected there.  But one thing that isn't, in our view, reflected enough would be the DER connections and making those connections.  So I think there is definitely room for improvement.

MR. MATHESON:  Okay.  Sarah.

MS. GRIFFITHS:  Hi, Sarah Griffiths, Enel X.

Just, thank you, Andrew, for that presentation of walking us through some history and back to first principles.

The last comment you just made is that it needs to be revisited, you know, on who we actually -- whose performance we are assessing.  Can you expand on that a bit?  Do you mean beyond just the utility?

MR. SASSO:  Well, that's sort of the question, isn't it?  That if the service is being provided by non-utilities, then how are we looking at that performance or are we looking at that performance?  Is that -- in this DER future that we are enabling, if the OEB is executing on its mandate to ensure adequacy and reliability and service, who is responsible for delivering on that?

So to the extent that we have micro-grids that are discrete from utility grids, then will the OEB be in the space of regulating the outcomes for customers in relation to that electricity service?  Does that answer your question?

MS. GRIFFITHS:  So you are implying if there was a market and competitive services, those should be regulated beyond just the monopoly?  Because I would assume, you know, if markets for services were introduced, wouldn't that -- you would actually begin to decrease the amount of regulation actually needed as choices expanded and, you know, move towards, you know, going back to I think the first day, where if you are not doing a good job you are not going to get the contract again or you are going to lose the franchise, going back to what Jay -- that initial lob that he threw out there as a starting point.

Isn't that how it should work versus doubling down on more regulation?

MR. SASSO:  I don't know if you mind putting my deck back up.

So I guess this is the question, or maybe this slide is even better.  But we've taken the journey you are talking about before.  I think you are familiar with the retailing market.  And -- as one example.

And so the question is, how much tolerance is there?  We get to the question at the end of what is the risk tolerance.

So take the point there can be a -- in the event that there was a micro-grid operating outside of OEB regulation, then customers in some way would have a choice over whether that was a good thing or a bad thing, or somebody would make that decision, right?

We have seen with sub-meters today that the developer makes the decision and then customers live with the consequences of that.

They weren't the ones to choose it.  The developer chose it; the customers live with it.

So the question becomes when you are living with it and if you don't like it, what do you then do?

So if you have a micro-grid that is unregulated and you are unhappy, our question is just:  Will the OEB exert jurisdiction over that?  That is the only question.

MS. GRIFFITHS:  I want to tread lightly here because this is a difference between residential consumers and those just -- you know, versus a commercial industrial, first of all.

So I will speak from the C&I perspective.  Obviously, not everybody has the ability to make a choice on where they live, or that choice to be able to move.  So just put that there.

But from a business decision that private investment is making choice on where they want to be located, on what services they want to have, and they go to the market for that, if someone decides to build a micro-grid and a company moves into that location, that is their choice.  And they can move out of that.

So that is the competitive forces are dealing with that.

Now, I won't -- I mean, feel free to respond, but I don't think we have to belabour the point on an on.  I just think we have to be careful when we talk about what should be regulated and what commercial industrial customers, the ability for them to choose and make decisions based on their business risk.  Markets should decide that and not regulators.

MR. SASSO:  The last thing I will say is they already choose today.  They have lots of choice today.  Utilities do not get in the way of choices that they make.

Their main concerns that we hear relate to the global adjustment and the ICI program, and they're not about their distribution service.

So to the extent that they're choosing actions today, it is about the operation of global adjustment and ICI which, as you know, is a very active part of IESO evaluation and market renewal evaluation, and pricing options through that process.

We need to be careful not to co-mingle concerns that are within IESO jurisdiction with concerns that are within OEB jurisdiction, and suggest that because distributors are required to offer commodity prices that reflect global adjustment and reflect the ICI as it is, that somehow those customers have a concern with their distribution service.

I am not saying you are suggesting that, but I think we need to be clear in the conversation that there is a difference, and get to the heart of that problem.  It isn't volume solved by a micro-grid.  It is only solved by a micro market and getting off of the IESO market rather than getting off of the distributor grid.

MR. MATHESON:  Vince is next.  Did you want to make one last comment?

MS. GRIFFITHS:  No, thank you. That was very clear, I appreciate that.

MR. BRESCIA: It's Vince Brescia with the Ontario Energy Association, and thanks to both panelists for thoughtful presentations.

I want to perhaps build on Sarah's question on incrementalism, because there is an interesting, I think, contrast in the two presentations.  I will start with Kent, and if Andrew wants to comment.

On slide 4, you said the gap is that there is no mechanism for LDCs to implement, procure, or facilitate DER as a cost-effective alternative, which is, you know, quite an emphatic statement.

And you are sitting next to a panelist who -- LDCs have only recently been asked and are being asked by the regulator to consider these, and you are sitting next to a panelist that actually put up a slide that showed something they had implemented, for the reasons that they were more cost-effective alternatives.

So I am just wondering if you meant to be that emphatic.  Do you really think LDCs have no mechanism whatsoever, none of it is happening, and we need massive wholesale change, or is it that bad?

MR. ELSON:  The answer is no, but we do need very significant change.  So when it is not an incentivized activity and when it is not something that is mandated, you have a very significant problem.  And I think you want to solve it in as simple a way as possible, but that is a significant change.

I think that the incentives go too far for sure, but in some areas, it's true, and it is lesser so for LDCs.  But in the gas context, Enbridge can't, instead of building a pipe through to new development, say we're going to do a heat pump project and have that collected through rates, and there was an application in relation to that.

So there are some scenarios where there is an actual impediment to solving distribution needs with DERs, but that's, you know, I think more at the extreme end.  The bigger issue is the lack of an actual requirement to adopt that if it is more cost-effective, and the requirement or the incentive to do so, so those mismatched incentives.

But I think you are right.  It's not always -- the way this is stated here is not correct.

MR. MATHESON:  Did you want to comment, Andrew?

MR. SASSO:  Just very briefly, Vince.  I think the point that bears considering a lot of the jurisdictional analysis that's been done is with respect to vertically integrated utilities.  And so there are different opportunities within a vertically integrated utility to recognize, reflect, and make decisions based on the generation to end-customer use value proposition that in our disaggregated sector in Ontario are different.

So to the extent that we want to transfer value propositions down the chain or up the chain, it is a different context than some other jurisdictions.

MR. MATHESON:  So I have a bit of a list here going.  I have you all, but we will start here.

MR. ELSON:  Let me just at one more comment.  I think there is a gap and uncertainty right now, aside from the incentive and the requirement piece that I was trying to get at, which is you don't always know if you are going to have your costs covered for something that is outside of the norm in terms of DER projects.

So, yeah, it is incentives, it is requirements.  But in some cases, it is actually -- you don't actually even know who got paid for it.  So I think there is a range of realities.

MR. MATHESON:  Okay.  Go ahead.

MR. ZADE:  Good morning, Ryan Zade, Ministry of Energy, Northern Development and Mines.  First I would hike to begin by thanking the OEB for holding the session.

My question is for Andrew.  Andrew, thank you for your presentation. You did an excellent job reflecting what you deem to be sort of Ontario values, and you have reminded us that DERs are here.

So getting more to the brass tacks, in your mind, what does effective regulation look like that both, you know, draws and drives outcomes for customers in this DER world and, at the same time, reflects these Ontario values you have mentioned?

MR. SASSO:  Thank you, Ryan.  It sounds like the ministry wants me to solve the problem on the spot here, so I will avoid that entirely.  But your question is certainly bang on.

What we are trying to establish through the presentation we gave today, and hopefully it ties into a little bit of my answers to both Vince and Sarah, is that we do have to take a step back.  It is not because we want to go slow.  It is because when we go forward, we don't want to slip, trip, and fall.

So we focussed on regulatory process and we would encourage, as part of the regulatory process, we do it that way.

If OEB, for example, issues a staff paper that tries to solve the problem as the next step, that is running pretty darn fast.  And I think that the nuances and complexities of the past two and a half days illustrate how many different elements need to be aligned.

The key question for us is whose regulatory process are we using?  And I think we need to not skip past that point.

Are we talking about what is going to be the role of government in that solution?  We have had direct government involvement in the past.  We are not advocating it.  We are just noting it has been a historic part of our reality.

What is going to be the role of the OEB?  What is going to be the role of the IESO?  They all have different roles, different authorities under statute.

So let's be clear, yes, on what we are trying to achieve.  I think we all frankly know what that is.  We want lower costs, we want better service.

But what are the right regulatory mechanisms to get us there?  Well, let's go through a good process, and this is just to say, this consultation is a fantastic start to that, but this is probably a 12-, 18-month process, not a 12-, 18-week process.

MR. ELSON:  Can I just make a quick follow-up comment about the role of government?  It's one topic that hasn't come up that much, and, you know, some sort of legislative change in many ways could actually be less government involvement, right?

I mean, part of the issue is red tape that is stopping otherwise cost-effective solutions, and so as part of this process -- I think Jay might have mentioned it -- it is good to keep in mind that if we run up against those legislative barriers, there may be ways in which the government can, you know, more easily enable cost-effective solutions by effectively stepping out of the way, changing regulations in a careful way to allow things to happen that aren't happening right now.

MR. MATHESON:  I have got a list of four, and we have about 15 minutes, so if we could try and keep our questions and answers fairly tight.  Over to you.

MR. LASZLO:  Richard Laszlo with the Quest CHP Consortium.  Thank you very much for your presentations.

So Kent, if you wouldn't mind please going to your excellent slide on the coincident peaks and standby charge or capacity reserve charge, because this is the -- I love this slide.

Our members were extremely concerned with, I guess, the balance or maybe lack of balance that was struck in the OEB staff report, where it seemed like there was a focus on protecting utility revenues without as much of the counterpart impact on customers.  So we provided quite a bit of feedback to the Board on that paper.

My question -- and I am going to tie it back to that comment -- my question was for Andrew, and your comments about, you hear from customers around GA and not so much around service.  And I have no doubt that is true in the main, but I know of many examples where customers have had issues with service, and they've gone to put in, for example, CHP to address voltage regulation, frequency regulation so they can keep their equipment running, and then they get hit by standby charges.  And now there is a spectre of a capacity reserve charge that is going to be imposed on them, and they are terrified.

I guess the question is, you know, what is a customer to do when they are faced with this kind of conundrum about how to keep in business when they may not have the level of service that they need to stay in business here?

MR. SASSO:  So thanks for that question.  The grid is extremely reliable, but it is not perfect.  And we recognize that some customers -- hospitals, for example, also manufacturing and other customers -- place a premium on what we sometimes call perfect power.

That is absolutely a conversation point that we have raised in the context of the OEB's commercial and industrial rate design.  It is a topic that does require a province-wide solution, whether that means -- and we are getting into very fine details here, but whether it is discrete rate classes that ensure that customers who want the best level of service pay for the best level of service, whether it is that we just recognize as a province that the standard for service should be extremely high, and how we best enable utilities to meet those needs -- I have to tread a little bit carefully here; we have an application that is live before the Board -- but I would point you to our proposals within the energy storage system program, where we do talk about different ways that we can look at improving reliability for a feeder and ways to provide targeted support for individual customers.

I am afraid I am just going to have to leave it there.

MR. MATHESON:  I have three more voices I want to get in before lunch.  Tom.

MR. LADANYI:  Tom Ladanyi, Energy Probe.

There seems to be an underlying assumption, particularly in Kent's presentation, that DERs are always a better solution to whatever problem there is compared to wire solution.

What happens if the analysis says that and then DER solution is implemented but then in actual fact in the post mortem, after everything is installed, we find out due to unforeseen circumstances, unintended consequences, that in fact that was the wrong solution, the costs were in fact higher than the wire solutions?  What do we do then?

MR. ELSON:  I think there is two embedded questions there.  One is, do I think and do DER promoters think that DER is always the best solution?  No.  Obviously not, that would be silly.

As to your question relating to risk, there are risks on both sides of the equation, and there is a risk if you do a non-wires, non-pipe solution, a DER solution, that it will turn out that it was not the best option, and there is a risk on the other side that your wires and your pipe solution was not the best option.

And from a risk perspective, one of the main benefits of DER is that it doesn't tie you into that solution for 40 years, whereas when you build infrastructure it is there for a long time.  So you can do incremental investments.  You can have diversification away from the rest of your system, which is always wires and pipes-based, so from an overall risk perspective the risk is lower.  And if you look at that report by Tim Woolf, Synapse Energy, he does a really good analysis of overall DERs having a significant positive benefit when it comes to risk.

But when things go wrong, things go wrong, and that is an issue on both sides of the equation, and things are going wrong now all the time, and what's happening is pipes and wires are being built that don't need to be built and consumers are being charged more than they need to be charged.

So in effect, when you get it wrong, what happens is people end up paying for it.  You know, overall, the way we see it because of the incentive structure, the institutional inertia on an individual level, the doing what you know, we think that the pendulum needs to swing a little bit in a different direction, or how much I don't know.

And, you know, what we're looking for is lower bills.

MR. MATHESON:  Ian.

MR. MONDROW:  Thanks.  Ian Mondrow, counsel for IGUA.

Kent, I want to spend a minute and drill down into one of your examples.  And despite what it might look like I am not actually challenging, I am giving you an opportunity, so there is my caveat.

So the gas expansion decision -- I am going to read this passage from the Board:

"The environmental groups have submitted that the utility should be required to assess sustainable energy technologies for all community expansion projects.  The OEB agrees with the position of OEB staff that utilities are primarily in the business of gas distribution and should not be required to provide detailed assessments of alternative technologies such as solar and geothermal as part of the community expansion applications.  Parties that wish to address alternative technologies can bring forward relevant evidence in the leave-to-construct applications."

And here is the passage I want to ask you about:

"Where practical alternative technologies are more economically feasible than natural gas, including the impact of Cap and Trade on gas prices, it is unlikely that gas expansion will proceed."

So I guess I have two questions arising from that, given your comments.

One is, is that wrong?  And the second is, what did the -- so should that be changed?  And the second is, what did the Board miss?  What is the market failure in respect to geothermal that the hearing panel in this case didn't understand that needs utility intervention or regulatory intervention?

MR. ELSON:  Good question.  A couple of points.

There has been a significant change since that decision.  Part of that decision was based on the fact that Enbridge at the time wasn't looking into geothermal; at this stage, it could do so.  It had put forward a geothermal application since then, so ...

MR. MONDROW:  Which they pulled out.

MR. ELSON:  Which they have pulled out and is somewhere in the depths of Enbridge.

But they have the expertise to do that cost-effective analysis, a cost-benefit analysis.  I don't think that applies any more.

Secondly, when you are looking outside of the box of a specific hearing, looking at a specific leave to construct project, you can envision a process whereby Enbridge would have to put something out to be bid on.

If you are notifying the market that here is an opportunity and we're inviting people to bid, and then you compare those two options when it comes to community expansion.

If you want to give that a name of a market failure, information asymmetry, you could describe it as that is one of the issues.

Another issue arises because you have a regulated utility that is a big behemoth with lots of information about new developments happening, and they get in there first and they are the ones that pitch the infrastructure solution, which is pipes.

Another issue to be addressed is the lack of a fully developed geothermal market in Ontario, right.  So there is a difference between a developer contracting with Enbridge that has a track record and a name, versus some of the smaller providers, which may not be able to provide the same kind of guarantee.

So I think there is, you know, a number of interconnected issues there that I would probably need too much time to talk about.  But when we're looking at a new system you can create a better opportunity to generate that kind of competition, and there are important reasons why, when your market is immature, you could have your utilities stepping in to provide that alternative solution if you don't have anyone coming forward.

MR. MONDROW:  You mean your ratepayers stepping in, right, to be clear?  When you say your utility, the people that bear the cost and the risk are the ratepayers.

MR. ELSON:  It would have to be more cost-effective, right.  So what I am saying is the ratepayers coming forward with a less cost solution.

MR. MATHESON:  Great question.  Last word go to A.J..  Hang on, I think the microphone may not be on.  Can you lean into it?

MR. GOULDING:  For sure.  Since I am standing between us and lunch, I just have two quick factual observations.

First of all, most of the examples that have been presented are actually in unbundled jurisdictions, and so all of those jurisdictions of course are seeking to address the issues of value stacking across wholesale and wires environments.

But it is important to note that actually most of the innovation in regulatory approaches has come in the unbundled jurisdictions.

Secondly, while we are unique here in Ontario, it is important to note that certainly California and New York would dispute the idea that they're not progressive, and most U.S. states actually have balance budget amendments.  I am not going to comment on where Ontario is in that regard.

So I just think it is important, when we think about examples from outside the province, that we characterize them appropriately.  So, thank you.

MR. MATHESON:  Well, with near Teutonic efficiency, we have come to exactly 12:30 and the trains continue to run on time.

We will pause for 45 minutes.  But please, before we go, please join me in thanking our two presenters.

[Applause.]


MR. MATHESON:  The other thing I would encourage you to do over the break is, you know the thought maps are here. I promised that based on your initial input into the first one, we would try to make sure we covered everything before this is done.

If this is something you think is not covered, we still have one more conversation section after.  So please think about how we can make sure that we get your last thoughts and questions included in the day before it ends.

Thank you very much.
--- Luncheon recess taken at 12:30 p.m.
--- On resuming at 1:18 p.m.

MR MATHESON:  So just for fun can I have a show of hands of everyone who has been here since the beginning of the process?  You are winners of the special endurance award for tolerance to DER paper exposure, and you have been part of a test to see what the effects of DER paper exposure are on a constrained audience with limited time to eat lunch.

But thank you very much for your participation, and I am sure there will be a special reward in heaven if not here for your continued commitment to the process.

This is the last of our sessions, so the -- we were very lucky to have with us four presentations that will finally broaden out our perspective and see the last of what it is we have been trying to assemble for the last three days.

Glen Martin from Infrastructure Energy is going to speak about alternative finance procurement for grid modernization in Ontario.  Cara Clairman is here from Distributed Resource Coalition.  And Katherine Sparkes and Brennan Louw are here from the IESO, unlocking value in a changing sector.

We have just -- we have about an hour and ten minutes to hear from you all, and then we will be opening to our last round of questions and discussion.

So over to you, Glen.

MR. MARTIN:  Thank you.  So welcome back from lunch, everyone.  I am Glen Martin from Infrastructure Energy.  We are a California-based developer of community-scale micro-grid projects.  Our first projects were developed here in Ontario.  We are really focusing on proving the concept here and then throughout and moving whatever models we land on here out to the rest of North America.

Is the presentation...

MS. ANDERSON:  Sorry, apologies, some technical difficulties.

MR. MARTIN:  No worries.

And in-service of previous speakers talking about the fact that we're opening some doors over the last three days.  I think we're hopeful that we can get to some solutions within the relatively near-term.

So once again, thanks to the OEB for taking this up for us and inviting us to speak here, so we're very grateful for the opportunity.

It looks like an older deck, honestly.  Sorry.  I do need to work off the newer deck if that is at all possible.

MS. ANDERSON:  Let me just get that cued up for you.

MR. MARTIN:  That's all right.  It would have been the one circulated yesterday.  That's okay, that's okay.  Can we pull it from the e-mail exchange yesterday?

MS. ANDERSON:  Yes.

MR. MARTIN:  Wonderful.  Thank you.  And, yes, we did trim down the presentation substantially to fit into our 20-minute slot.  Now 18.

Perfect.  Thank you.  Thank you.

Okay.  So going back to the origins of the company.  We had been a fairly -- we were working in the area of renewable energy development and working with some of the folks here in Ontario in and around what in 2010 was a Ministerial directive around smart grid and, you know, in identifying what seemed to be a pretty noble challenge of how to adopt smart-grid technologies at the utility scale, so the ideas put forward on this ministerial directive from Minister Brad Duguid at the time was to move forward with plans to implement advanced information and exchange systems, which is the definition of smart grid.

For the purposes of this conversation I will be using smart grid and grid modernization interchangeably.  They're a lot of the technologies involved with both that are the same, and in many ways grid modernization and smart grid are the technologies that will allow for much higher penetrations of DER.

Through the time line that unfolds during the development of our first projects here, a report was commissioned in 2015 to look at some of the barriers that were standing in the way of much broader adoption of smart grid in Ontario.

One of the nine identified, to be fair to the regulator, was the regulatory framework, and insofar that there was no real regulatory construct in Ontario that would allow for assessment of smart-grid projects, something that I believe is being addressed by this session and the strategic blueprint that was published back in 2017.

And in and among other strategies for rolling out complex integrated projects like smart grid, the issue of how to treat traditional capital investments versus non-capital expenditures was addressed, and to look at adoption of innovative least-cost cost solutions by utilities.

And so leading, of course, to the sessions over the last three days which we applaud from the private sector very happily.  And again identifying some of the feedback from the stakeholders early in January was the seeking of the lowest-cost solutions or incenting of lowest-cost solutions for use of or market sources -- or including going to market.

Concurrent to all of this the Province of Ontario, embodied by Infrastructure Ontario in this case, was looking at a model for how to develop and finance complex projects and complex infrastructure projects.  And the IO group pulled together a value-for-money analysis by doing a survey of 57 public and private projects within the province of Ontario to look at efficacy as to cost-effectiveness, value for money.  And they found by surveying these projects that were done here in the province that the alternative finance procurement-based projects were more cost-effective overall in terms of delivering value for money and by way of transferring risks to the private sector appropriately, and then combining that with the AV innovation and around how to measure the performance of each of the projects in terms of, you know, time to delivery and meeting budgetary targets.

Now, the IO does fund a number of projects in the utility sector, and within their own portfolio they have embraced AFP for most of their real-estate portfolio, but it also does fund into transit, transportation, hospitals, et cetera here in the province.

So it is relatively new for the utility sector.  There are other projects and jurisdictions around North America that are using what outside of Ontario's called P3, and particularly if you look at British Columbia Hydro they're doing a number of large-scale projects out in that jurisdiction.

Within the U.S., you know, P3 is now being adapted to the energy sector, and this article from National Law Review does identify the reasoning for that really is to do with the fact that these types of projects are technically complex, but they also have financial and regulatory complexities as well.  They really do lend themselves to use of the AFP P3 model.

So within Ontario our group identified a demonstration project within a northern Ontario community that had been very successful in adapting DER to the point where they in fact had excess generation on distribution-tied projects and transmission-tied projects.

And in working with that community we identified it as a perfect location to prove out how we might upgrade the communities' distribution system to allow for further integration of DER, but also load balancing and increased energy efficiency and reliability.

So our -- within the community scale micro-grid universe -- and again, that is another term for smart-grid technologies -- we looked at voltage optimization, distribution automation, advanced metering, some CHP assets behind and in front of the meter as well as advanced coms networks and other technologies for integration and on a distribution system.

At that time, going back some years now to the 2011-12 time frame we also integrated with the community energy strategy planning work that was being done and, you know, sort of deployment of a micro-grid or smart grid within the community was identified as one of the five key strategies for advancing the communities' role in energy planning, but also at the customer level delivering more value, and creating an energy infrastructure that obviously is cleaner than the existing, but also cost-effective and resilient in the face of serious climatic events.

So we as a company partnered with Black & Veatch as our exclusive EPC partner on smart grid deployments.  We worked with them to do preliminary design within this community, and did a large number of trade studies in terms of which were the best technologies to integrate into a combined smart grid project.

We did note through the analyses that by going to larger scale and integrating more technologies, that there was an increasing returns to scale, in terms of the return on investment, because the technologies shared a lot of common infrastructure.

So if any of these projects were to be done by the utility on a one-off basis, on a silo basis, they would be less cost-effective than doing them all in one integrated fashion.  So that was one insight we stumbled across during the process.

Further to that, we also went pretty deep in terms of finding empirical evidence to support the financial model assumptions, and a more recent study that was done here in Ontario as an example for voltage optimization, the Ministry of Energy commissioned a study by Navigant to look at in front of the meter conservation technologies and calculation of conservation voltage reduction factors across 12 different projects in North America, the U.S., and Canada, including one here at Hydro Ottawa with our partners at Black & Veatch as the EPC contractor.

They found the technology is mature, it is ready for deployment for energy efficiency across Ontario, and for us it was really a key in designing a project that would be more than just cost-effective, but would actually reduce hydro bills within the province.

And so we worked with OPERIS in the U.K. to develop a integrated financial model that looked at all of these factors and, you know, the lights dim when we do run the model, so it is quite an intensive spreadsheet.  But in working with our EPC contractor to input the cost side of the equation, and then calculating the both real cost savings in terms of energy efficiency, avoided capex, and some depreciation benefits based on some tax analyses we had done for us by KPMG and others, as well as the derived or secondary benefits that come from the improved economic performance of the community, if the municipal reliability of the grid is improved substantially -- which these projects do -- as well as a third component, which gets us into the public purpose micro-grid benefit, referred to earlier as perfect power, but if there is a premium power service to be offered to critical loads like hospitals and first responders, there is a layer of benefit that can also be derived from these projects.

So we ran the model to optimize for bill neutrality or slightly better.  So within this particular project, we found that there will be about a 4 percent lowering of the hydro bills for the customers within their service territory.

Then another sort of way to look at these same data was exported by our model as well, deriving from the value for money analysis completed by or qualified for utilization in Ontario by Infrastructure Ontario.

We also noted that because of the way that we're developing these projects and building them in a very short period of time relative to what would be an incremental year by year infrastructure investment model under the traditional procurement methodologies was that the benefits from the voltage optimization and other efficiency gains can be front loaded.

So the present value comparison between doing it under the accelerated design-build finance model that we're putting forward would accelerate benefits faster than to do it under the traditional design-bid-build construct typically used within the sector. So there is a net gain on accelerated benefit.

Because our first project was not a traditional procurement model insofar there was not multiple bids, we're effectively inventing this sector, this idea within, you know, using AFP within the utility sector.

We did seek prudence from independent -- from an independent consulting firm, Navigant, and they reviewed both the business case for the smart grid project we proposed, as well as they did a deep dive into the cost-effectiveness of the components and did confirm that they were in-market.

And then we ran some sensitivity analysis, as you can see on the lower right, to optimize against what exactly would be the best term for the off-take agreement under the construct, and we found -- we landed finely on 25 years as the way to balance between sort of rate impact and cost savings up front.

Now, this is a little busy, but this is the structural -- this is the structure of an AFP model, and it is done under the design-build-finance construct.  There are variations on that, but this was decided upon after looking at the utility sector, how it is structured as the best.

So there is transfer of risk to the private sector on the design side, which is our firm that did the collaboration with the utility. We expended resources to do a full trade study and 30 percent preliminary engineering.

And then the construction risk is transferred to the EPC contractor, as you can see here on the lower left, and then the financing risk is undertaken by a combination of financial resources both on the equity side through pension funds and/or other institutional equity sources, and then the debt lending construct, which also can include Infrastructure Ontario debt.

So there is a special purpose vehicle, which is an asset company formed at the close of construction, and the construction then takes on, for our project, anywhere between 18 to 24 months.  And as the assets are commissioned they're transferred to the utility, so that there is no -- the SPV is not holding distribution assets and does not then require a distribution license.

So the assets are then transferred over to the regulated LDC, which can then depreciate the assets in rate base.

So again, this creates a hybrid remuneration opportunity for the utilities insofar as they can go back and adjust the rates.  And again this is -- the price per kilowatt-hour goes up slightly, but the consumption goes down more.  So there is an adjustment to the rates that needs to be made.

Then on the public purpose side, this can be either on the unregulated affiliate, or this could be behind the meter on a commercial basis, but there is a role to be played here for premium power offerings to critical loads.

Then of course the own/maintain components are held by the utility.  And so they own the assets and then, because of some of the requirements of the agreements with the unions, there is a requirement for utilities to maintain their distribution assets through their own staff.

So in terms of the recommendation from our group and others like us, there is now an emerging industry in and around micro-grid and smart grid development using private financing, and a number of different entities like ours have popped up in the last several years.

We would recommend to the OEB and the Ministry of Energy that a follow-on to this hearing or these hearings would be to convene a specific to AFP and grid modernization working group, which would be facilitating DER integration and also discussing remuneration strategies in and around how to raise capital for these project investments, but also how to have the utilities paid back. And within this room, I think a lot of the players wouldn't necessarily need to be there.  But also what I have noted is that there aren't a lot of EPC construction firms, or private equity, or pension fund players within the room at this time.

But I think with this working group, these stakeholders could be brought to the table.  And our group would be more than glad to contribute the template data, the work that we have done here in Ontario in both the technology, the trade methodology for these projects, in terms of the financial models for optimization of these projects relative to zero or negative bill impact, and then of course within the legal framework we have developed a standard form project agreement with two drop-down and EPC contract and an OPSEU maintenance contract that could be used as templates for any project of this type.

So again, the Canadian Council and public-private partnerships had done a lot of this work within Canada and was so successful that they were actually disbanded several years ago.

So with that I will wrap it and hand it over to my colleague.

MS. ANDERSON:  Sorry, it's just going to take us a second to get the slide cued up for you.
Electric Vehicles as DERs, Mr. Knox and Ms. Clairman:


MR. KNOX:  Thanks, Rachel.

Thanks, Rachel.  Good afternoon, everybody.  My name is Mike Knox.  I am here today representing the Electric Vehicle Society to talk about the role that potentially electric vehicles could offer here.

So just quickly about the Electric Vehicle Society, we are a not-for-profit organization currently representing over 1,000 electric vehicle owners in the province.  All of these owners are of course ratepayers and, you know, the indirect membership is probably a lot more than that, pretty much every electric vehicle owner in the province, you know, we do advocate for.  And you can see our mission there is to accelerate the adoption of electric vehicles and shift the car culture towards a more sustainable future, and there is our website link-up there in case you need any more information.

So just to sort of frame, this is going to be a fairly high-level discussion here, but just to sort of frame what we wanted to talk about today, you know, what objectives should these initiatives aim to achieve, what specific problems or issues are we trying to address, and what are the principles that we should try to move forward on here?

So this is an interesting slide, at least to me, because I can remember when electric vehicle sales made up less than 1 percent of all new car sales, and you can see that the growth of electric vehicle sales in Canada has been skyrocketing.  We are up to 8.3 percent for all of Canada.  Some of the provinces do better than others, and the rates of adoption do go up and down based on incentives and various other factors.

But we really see this trend exploding, especially when we start seeing electric trucks and SUVs that are promised to come to market.  I think we are -- this is really going to take off the growth of electric transportation.  And of course these electric vehicles are really big giant batteries on wheels.

So this is kind of preaching to the choir here, but we know what distributed energy resources are, electricity-producing or controllable loads that are connected to a local distribution system.  And there is a bunch of examples there:  solar panel, combined heat power, you know, everything from conservation, but I've highlighted electric vehicles there because I think sometimes electric vehicles aren't necessarily considered alongside all of these others -- maybe they are, but it seems to me that they're not, and electric vehicles do offer a lot in terms of stabilizing the grid.

So this slide talks a little bit about that.  These EVs can provide benefits in a cost-effective manner in a way that reduces emissions and benefits all customers, whether they're EV owners or not.

If we look at just the sales of electricity as a very, very simple example, with utilities through smart-charging able to sell more power through existing capital infrastructure, the cost for that should drop for all customers.

These EV-related activities and integrations could result in fundamental changes to the distribution grid that will impact many aspects of the system, as the slide points out here, including, you know, customer preferences, the way capital is spent, you know, operations and maintenance, you know, a number of different things.

So utility and non-utility investment in DERs, including EV-related DERs, may produce enhanced system reliability, lower customer costs, and improve overall flexibility.

I am not going to talk about this slide.  This is just a slide that everybody is probably familiar with, but I am just highlighting the fact that electric vehicles are identified as a consumer benefit, in terms of both transportation and mobile storage capacity.

Electric vehicles can be used in some instances as vehicle-to-home and vehicle-to-grid power sources.  Electric vehicles can be managed, through smart charging systems, to help utilities manage, especially the local distribution infrastructure to prevent overloading.  There is a lot of opportunities if we treat these big mobile batteries a little bit more intelligently.

So I am just going to conclude -- as I said, my presentation is fairly short -- just with some recommendations here.  And what we would propose is that any regulatory barriers, including, you know, barriers to EVs, be reduced by providing clear guidelines and streamlining any kind of regulatory review that may be required.

The benefits of EV should be considered in the context of DER integration, and I think as a former utility guy -- I retired a couple of years ago -- we would like to say that we would like to see LDCs free to participate in EV, DER infrastructure where it is efficient and effective for customers, and this could be, as I say, through intelligent charging systems or as vehicle to grid resources that could provide benefits to both utility and the vehicle owner.

So I think we need to reassess and clarify any regulatory restrictions on the utility sector with respect to the regulated versus the unregulated parts of the business.

I think electric vehicle charging is a natural fit in the regulated business.  Currently it is generally not allowed, but I think that is something that needs to be looked at, how electric vehicles are considered in the broader electricity systems.

We can encourage deferred utility capital investment through things like vehicle to grid type of systems where electric vehicles owners could be compensated for their participation, which would effectively help the utility defer any, you know, upgrades, especially at the local levels, and we talk a little bit about developing mechanisms to compensate for these types of activities for these services they provide -- they could provide to the electricity system, and to help facilitate any market-based solutions that come along and that respect customer choices and enable this sort of win-win scenario for electric vehicle owners and for the electric utilities themselves.

So that is my brief presentation, and I am going to pass it over to our coalition partner, Cara, to talk about it a little pit more.

MS. CLAIRMAN:  Good afternoon, thank you very much for giving us this opportunity to talk to you a little bit about EVs as DERs, as we say, and I just want to say that, you know, our coalition of course endorses the views of the EV Society and the recommendations, and my presentation is really meant just to complement that and to build on it a little bit, but certainly very much in support of what Mike has presented.

So just as background, the Distributed Resource Coalition is an intervenor in some other rate proceedings, and we are really looking at, you know, ways, again, that EVs and EV-related DERs can be used both as a benefit to the customer and a benefit to the grid, much as Mike has said, and we have been at some rate cases putting that forward in those proceedings.

Just for your background, you heard about the EV Society, which is an owners' coalition.  Plug 'n Drive is also a not-for-profit, and we are devoted to accelerating EV adoption, primarily through education.  We focus on the environmental and economic benefits of EVs, and we work with all the players in the sector -- auto-makers, utilities, and others -- to do that.  You can learn more about us at plugndrive.ca.

So as Mike said, EV sales are growing, pretty much doubling annually, and so we're actually up -- this is as of last quarter, but we're up to almost 40,000 vehicles in Ontario to date, and all predictions point to exponential growth of EVs over the next few years based on ranges extending, more and more makes and models, battery capacity improving, all of these factors are pointing towards -- it is not if, it is just when, and there is some disagreement about how long it might take.

But I think all analysts would agree that this is happening, and so we can either, you know, acknowledge it is happening and do what we can.  There is no sense in ignoring it as a real force, and actually a real benefit to the electricity grid, potentially.

We also have a huge growth of charging infrastructure and we often hear from people who don't drive EVs, well, you know, we really need a lot more infrastructure.  I mean, how could we possibly drive an electric car.

Well, actually they're everywhere.  And it might be that you are just not looking for it.  We're up to over 2,000 charging stations in Ontario alone.  This is not a barrier to EV adoption that some folks might think it is.  So just so you are aware, it is growing really, really quickly and every day you hear an announcement.  Petrocan is putting chargers at all of the gas stations.  Shell just bought an EV charging network. I mean, even the oil companies are acknowledging this is something they just have to get on board with.

And of course, I would be remiss if I didn't point out that transportation is actually the largest greenhouse gas emitting sector in the province, and we really can't address climate change without tackling transportation, so this is a must-do.

EVs is probably one of the simplest, easiest opportunities to do that, much simpler than many other forms of emission reductions in industry or buildings.  So it will be one of the first, and continues to really grow very quickly.

And of course, you know, I don't have to tell you if you open the newspaper, you will see worldwide initiatives.  This is a global issue; this isn't local.  Auto makers don't make cars for Canada.  They make them for others and we get sort of what comes afterwards. China is leading it, then the U.S., and Norway and others.

EV sales have reached over five million worldwide, and that is doubling and tripling; so it is here.

So finally, just to sort of reiterate, EVs are DERs and we just want to make sure they're included in this discussion as the IESO has pointed out.

And I also just wanted to point out that it is here, right.  This idea of vehicle to grid, or as they say in Japan, V to X, which means vehicle to everything and anything.  This is happening in other countries.  This isn't some pie-in-the-sky thing that might come in 20 years.  This is coming now.

We have people doing this now in Ontario with vehicle to home, vehicle to building.  There's pilot projects taking place in downtown Toronto with vehicles being used at peak times for offsetting, you know, if there's either a shortage or an outage, a local outage, this is all going on today.

We certainly have seen, in Japan in particular, a vehicle to grid is now part of the sales pitch of the EV that they use it in their homes and all of the charming stations actually allow for the two-way flow of power.

So at our peril, we ignore it.  This is here, and certainly these technologies are available.

So we want to remember it’s emission reductions, but also adaptation, resilience, and also cost savings.  As Mike pointed out, the really important benefits that EVs can provide to the grid and just to emphasize in a province like ours that's got base load, nuclear and hydro, and a big surplus on the grid at night.  And of course when is it convenient to charge your car?  At night; that is when we all charge.  Certainly there's a big opportunity for us to help even-off the load with night time charging, whether it is storage or EVs, or both, and then actually level-out the use of those assets to actually reduce electricity prices for everyone.

So this isn't a niche that just benefits the EV owners.  It is actually benefits everyone, just like conservation benefited everyone.

I want to just mention that it is not just about cars.  We have to remember that transit is electrifying.  We have pilots right here going on in Ontario, one in Brampton, one in the City of Toronto.  They're happening all over the country and all over the world.

Certainly this is a huge electrification opportunity for the sector.  I mean, this is important for the sector where you have a sector where demand has been going down and there is always a talk of concerns around the LDC business model.

This is actually a great opportunity for LDCs to boost demand, but actually reduce emissions at the same time.

And so just the point of this slide is just to remember it is not just passenger cars.  We also see GO Transit with a big rail initiative electrified.

So you know, just again to wrap up, we see a lot of benefits, both economic and environmental, to EVs as DERs, as well as night-time storage and other DERs, and certainly want to make sure that those are properly taken into account in LDC rate cases.

But I like the idea of it being taken into account in a process like this, because we all know that an individual rate case that proposes something, there might be something specific to that particular location or that particular LDC.  That means that that might not make sense.  But that doesn’t mean it doesn't make sense as a policy position. I think it is better for us to decide some policy decisions outside of rate cases, to say, okay, how do we want to handle these things, and then all of the LDCs will know how they're going to be handled and it is not going to be decided on a one-off basis in each rate case.  I don't think that is a good way to make policy.

So I am just going to leave it with the same recommendations that Mike has already made.  I don't need to reiterate them.  You have them on your screen, but I would be happy to take any questions that you have after we are done here.
Unlocking Value in a Changing Sector, Mr. Louw and Ms. Sparkes:


MS. SPARKES:  So first of all, I want to thank the OEB for providing this opportunity to bring organizations with an interest in distributed energy resources together to have this open discussion.  I think it is a fantastic initiative, and we definitely appreciate the opportunity to provide our input.

So we are -- my friend and I are with the Independent Electricity System Operator here in Ontario, as everyone knows, and the IESO approaches these discussions from the perspective of our core mandate, as the entity responsible for maintaining the reliability of Ontario's bulk system and for the administration of the wholesale markets.

We're committed to operating those markets efficiently and to providing an affordable, reliable electricity supply for all Ontarians.

So as many of you know, we forecast capacity need here in the province over the coming decade emerging in the mid-2020s, and there are also already localized areas of the province that are experiencing supply constraints.

I as down in Saint Thomas last week and heard firsthand from distributors down there about the impacts of these challenges, including a couple of large greenhouses that have completely disconnected from the grid and are solving their own electricity needs.

So DERs are here.  They have been deployed across the province.  We expect them to increase in the coming years, driven by consumer preference for things like reliability, generation-type consumers responding to price signals.  They're already in our midst, as my friend from the EV coalition described earlier.

We have seen the proliferation of DERs here in Ontario, driven in the past by government policy, things like microFIT, demand-side management, and conservation demand management programs, and more industrial the conservation initiative which, according to some, has driven hundreds of megawatts of behind-the-meter resources in the province, in particular energy storage.

So many of these assets that are providing value to consumers, especially I think of the ones that have gone in for ICI, are sitting unused for significant periods of the year when they're not being used for peak avoidance and they could be contributing to addressing both local and provincial supply needs, if we can find a way to unlock their potential through competitive mechanisms at the wholesale and distribution level.

So we are here today to share the ISO's perspectives on the principles, objectives, and priorities that we would recommend guide the OEB's efforts to enable the realization of unlocking the value of these assets and others that we know are coming to the province in the years ahead.

And so with that I will turn it over to Brennan.

MR. LOUW:  Thanks, Katherine.

So as Katherine expressed, obviously evolution at the distribution level and the proliferation of DERs have the potential to significantly impact the IESO's ability to deliver on its mandate.

So I thought it would be useful to kind of start my portion of this presentation by identifying some of the work that the IESO is undertaking as a result.  We have a wide range of initiatives that are underway that are aimed at understanding potential change within the sector, preparing for that change, and making change today in order to deliver better outcomes for consumers.

So on the one hand we can sort of lump a bunch of these initiatives into a bucket that falls very directly within the ISO's purview.  Our main focus with these initiatives is enhancing competition within the IESO-administered markets and understanding the technical capabilities of distributed energy resources to provide bulk system services.

So with that in mind, you know, there are initiatives that are underway, regular stakeholder engagement forms, focused on special technology types like energy storage advisory group for energy storage and the demand response working group for demand response.

We also have a couple of white papers under development that are focused on distributed energy resources more broadly as a group and understanding and exploring the options that exist for integrating those resources into the IESO-administered market.

We feel that unlocking the potential of those resources to provide services at the bulk system is essential to unlocking the value that they can provide to the system as a whole.

So this is a really important area of exploration for the IESO.  We also have a number of technical demonstration projects underway aimed at understanding the capability of resources, distributed energy resources to provide existing or potentially future services to the bulk system.

On the other hand, there are a whole bunch of initiatives that are underway at the IESO that are -- you know, touch very closely on the work that is going to happen in these consultations.  Again, the questions that are being asked here have a significant potential to impact the IESO's work and our mandate.

And if I were to sort of bucket these up into a couple of high-level areas, first and foremost we're concerned with reliability and the interrelationship between a growing number of resources at the distribution level, the IESO's ability to see those resources, to understand what is out there and how they operate, and, you know, the need to ensure the number of these resources continue to grow.  When the IESO sends a signal to these resources to operate we need to ensure that that is not adversely impacting reliability at the distribution level.

And similarly, if we're relying on these resources to provide bulk services, we need to ensure that we can actually count on those services being provided.

So interoperability and reliability is a huge focus in this work for the IESO.

We are also very focused as a result of our regional planning processes on unlocking potential non-wires alternatives, and we can talk a little bit more about that later in the presentation.

But one of the key observations with all of these initiatives underway and how closely related they are to all of the discussions that has happened over the last three days here, there is a need for effective coordination between the IESO's efforts, the OEB's efforts, and the efforts of stakeholders more broadly on these issues.

Am I going the wrong way?  No, I'm not.

The idea here -- I mean, there is a few ways for this coordination to occur.  First and foremost, IESO staff has been working with OEB staff behind the scenes to ensure that, you know, they're aware of the work that we're doing, the scoping of that work, and making best efforts where appropriate to ensure that we're not duplicating efforts.

But working behind the scenes obviously isn't adequate for everyone in this room.  So from the IESO's perspective we've made our best efforts to be extremely transparent about the work that we're conducting.  We sought stakeholder feedback extensively through our innovation road map on where our focus should be on this work, and as we move forward with this work we continue to engage with the stakeholders through open forums to be clear about what we intend to do with this work and to seek feedback to help shape that work.

And I think that transparency and openness really helps with this question of coordination, and we're really pleased and commend the OEB in the approach that they're taking to these consultations.  They're obviously extremely open.  We have had three days of presentation and excellent conversations.

So in terms of providing transparent coordination we really see this as an effective way of doing this moving forward of the OEB clearly scoping their work, the ISO clearly scoping our work, and providing stakeholders with the opportunity to comment on that work where it may overlap and may not make sense to stakeholders or where there may be gaps that exist, and we can identify those and work together to address them.

So in the OEB's letter of this past summer they asked for feedback in three specific areas, and I am just going to quickly walk through the IESO's comments on each of those areas.

First of all, they asked for feedback on the draft principles published within the letter.  By and large the IESO is extremely supportive of those principles.  There are a number of concepts that are captured within those principles that align very closely with objectives and principles that the IESO has set out through its own initiatives or through initiatives that we have been involved with in the past.

In particular I point out ideas like competition -- sorry, rather, efficiency, cost-effectiveness, customer value, and also customer choice.

But we would like to highlight two additional principles that we think should be included in these proceedings.  The first of those is transparency for all of the reasons that I just mentioned.  Again, we really appreciate the approach that's been taken to these consultations and we think it is worth capturing in the form of principle moving forward.

Secondly, I think the very substantial principle that we wanted to discuss today and throughout this presentation is the idea of competition.  We think it would be from the IESO's perspective and from our experience extremely difficult to deliver on cost-effectiveness, efficiency, customer value, and customer choice without making competition an integral piece of this work moving forward.  So we would encourage the OEB to include competition as a principle within these consultations.

Moving on to some sort of general objectives for this work, we have attempted to kind of bucket these for each of the consultations depending on how this work gets scoped.  Moving forward, obviously they could move between the two different consultations or apply to both.

But I will highlight a few sort of key areas that the IESO would like to see addressed and hopefully where progress can be made.

First of all, when it comes to distributed energy resources, the IESO brings a view of the importance of clearly defining the services that these resources can provide, of clearly providing value signals for the value of those services and allowing resources to the extent possible to compete to provide multiple services and earn revenue from the provision of those services.  So we would like to see through these proceedings the development of signals for investment and operation, or at least good progress made on those, that can drive efficient operational investment decisions in distributed energy resources.

This may go without saying, and certainly has happened over the last few days, but we also see these proceedings as an excellent opportunity for the community as a whole to identify the broad set of issues that they see from a variety of different stakeholder perspectives and understand where conversation needs to be had, where questions need to be answered, and ideally at the end of this process or going into this process we're going to have a shared list of objectives and discussions that we're all working from and a shared understanding of the challenges that we need to address, so we think that can be a really great outcome of this process as well.

Whether those questions are necessarily answered through these consultations or through other discussions at the Board or the ISO or other venues having an agreed-upon list of what needs to be discussed can provide a lot of value.

The ISO would also encourage these consultations to drive towards improved use of data in relation to distributed energy resources where that is possible.

So, you know, from an ISO perspective certainly the idea of visibility, understanding where resources are and how they're operating on the distribution level is important.

We also hear from our stakeholders that access to data in order to drive new business models and competition within our markets and potentially in distribution level markets in the future has a potential to provide value, so we think that is an important area to make progress on through these consultations.

Moving on, I will just touch on these briefly.  I know we are sort of already well beyond our time.

But we -- oh, we're good?  Okay.

[Laughter]

MR. LOUW:  Then I will touch on them at length.

[Laughter]

MR. LOUW:  So moving on to sort of the next bucket.  An extremely important conversation that we see is falling within these consultations is the idea of the roles that may emerge in the future for distributors and in the sector as a whole.  As more and more distributed energy resources come on to the system, as potentially new services arise at the distribution level, there will be increased functionality required in terms of planning, operations, and procurement of DERs to meet system needs.  As those new roles evolve, we need to have a really good discussion at this point in time in terms of where it is we think we should be heading and why; so establishing some objectives for where it is we might head as a sector.

Through our regional planning processes, the IESO hears almost always from communities that there's a preference for non-wires alternatives.

And currently, there is an initiative underway at the IESO to review the regional planning process.  Part of that is identifying barriers that exist on non-wires alternatives in Ontario, and a number of those barriers for questions that need to be answered are regulatory in nature.  So we would encourage the OEB to begin to address those questions through these consultations.

So building on the principles we set out previously, the idea of competition, enabling fair competition, the provision of enabling distribution level services, the IESO thinks it is important to drive value for customers.

Then finally we think the idea of acting on sort of the low-hanging fruit, or the easy wins makes sense.  When there is a lot of these very large questions, we don't want to get sort of paralyzed by those big questions where it makes sense to move forward with addressing issues in the near term.  We would also encourage the OEB to do that.

MS. SPARKES:  Maybe just two points.  So one, I think one of the great things about a forum like this for an open dialogue is that you see a lot of non -- what might be considered non-traditional participants in the electricity sector coming to the table.

There are, you know, there are a number of incumbents and a lot of experience in the sector, and there are also a lot of -- there's a convergence of different industries, automotive and electricity, tech and electricity, city building and electricity.  And one of the things that we have heard from -- for example, we had a number of homeowners who talked with us about some of the regulatory and policy challenges that they face in distributed energy resource development in communities they're building, and there is a link between -- or they see a link between bringing affordable housing to market and some of those challenges.

So we are not -- in terms of identifying and addressing regulations that may not necessarily limit the ability of DERs, when we think of those issues, you know, we're not saying there are answers to whether or not an existing regulation is right or wrong.  But I think hearing from those innovative -- some of those innovative newcomers to the sector is so important to taking a fresh set of eyes and looking at the status quo, and figuring out whether or not it makes sense in this environment of very new technologies and new competitors in the space.

The other thing I would add is under utility remuneration, the last point about enabling fair competition in the provision of distribution level services.  This point has very real implications for us as wholesale market administrators.

Those who would compete to provide local solutions for local energy, local capacity, other electricity products, would also, in many cases, want to compete in our markets.

So the rules that govern them locally could have potential implications for the efficiency of the markets that we administer.  So that is really the thrust of our interest.

MR. LOUW:  Thanks, Katherine.  And then the final area the OEB asked for some feedback on was sort of topics for discussion or focus area for these consultations.

I think these flow sort of very obviously from the objectives that we just set out, so I am just going to highlight a few of these.

Through a number of past initiatives at the IESO, we've identified areas for discussion with the OEB in regards to distributed energy resources.

For example, through the energy storage advisory group’s recent report, a number of barriers were identified for energy storage resources, and a number of those kind of fall within the OEB's purview.

And whether exploration of those barriers happens within these consultations or somewhere else at the OEB, we sort of want to add it to that list of important topics of discussion and important areas to address.

Similarly, in our 2019 operability assessment, the IESO identified the need for frequency and voltage ride through for distributed energy resources. So when frequency and voltage goes outside of sort of accepted band, these resources can trip off and as a result, a contingency that would cause an issue on the system can be that much worse if you’ve got thousands of megawatts of distributed energy resources also tripping off.

And so this is another area that the IESO has identified as there being a need for discussion and progress with the OEB, and we look forward to working with them and stakeholders on this topic.

The idea of interconnection, I think, is one of those quick wins.  And again, we would just commend the OEB on moving forward with the DER connections review in parallel with these initiatives that we are here to discuss today.  This is certainly an area we hear regularly on from our stakeholders, and we are happy to see that conversation moving forward.

There are a few items here, like value stacking, energy payments for distributed energy resources, and rate design that all kind of wrap up into that idea of providing appropriate incentives for resources, so that they're providing services where that is cost-effective, clearly defined services with clear price signals for those services.

And I think we talked about the idea of identifying sort of a set of questions that we want to answer as a community, and also the need for improved use of data.

Again, I want to highlight we're looking forward to discussion on roles and responsibilities within the sector as more and more DERs come on line, and as new services arise at the distribution sector.  I think one important conversation we need to have is what those new services are likely to be.

From the IESO's perspective, we certainly see non-wires alternatives as one clear area where this might emerge, but we are really interested in hearing the perspectives of utilities in terms of where else they see potential value from distributed energy resources and what that means for this conversation, in terms of the roles and responsibilities that emerge at the distribution level.

Again, kind of moving back to this idea of competition, I think another really important area for discussion is DER ownership.

Our perspective at the bulk level is that enabling competition and third parties to compete and have access to the transmission system has really driven benefits for consumers.  That competition has helped to drive deficiency and we would encourage a similar conversation at the distribution level, including how do we enable third parties to compete to provide distribution level services.

Of course, stemming from what those services are we identify as important to discuss. And in order to enable that competition, we think we also likely need to discuss things like open access at the distribution level and consider the Affiliate Relationship Code in the context of an evolving sector.

Finally, just again on this non-wires alternative discussion, the IESO, I believe by the end of this year, is going to publish a straw document identifying a range of barriers that exist in Ontario for non-wires alternatives.  We sort of listed a bunch of questions that have come up to date.

But building on that document, we would hope to bring questions that are relevant to these forums to these forums for continued discussion.

And finally, again we just want to thank the OEB and all of you for the opportunity to be here and present some of our perspectives.  We're really excited that these consultations are moving forward on some really important discussions within the sector, and we look forward to continued discussion.  Thanks.

MR. MATHESON:  Great.  The floor is open for questions.
Questions and Discussion:


MR. ACCHIONE:  Paul Acchione again.  The Engineering Society believes rate design is critical to the cost-effective DER deployment.

So a question, Katherine and Brennan:  Has the IESO asked the government to change regulations to allow IESO to apply the global adjustment as a peak demand charge rather than the energy charge?

Secondly, Michael and Cara, have you asked the OEB for a special rate plan for EV owners, so they could get clean, off-peak electricity at its marketplace, which is currently about one-fifth the price of off-peak TOU price?

MS. SPARKES:  So the answer to the first question is no, we haven't asked the government to do anything in terms of making changes to global adjustment.

MR. ACCHIONE:  Would you?  We’ve asked.

[Laughter]

MS. SPARKES:  I think that is a question we would need to talk about and talk about internally.

MR. ACCHIONE:  Good.

MS. CLAIRMAN:  I don't know if you can hear me without a mic -- apparently this doesn't work.

MR. MATHESON:  We will need to get you a mic.

MS. CLAIRMAN:  Thanks.  I will do some musical chairs. Actually, yes.  We have asked the government.  So the prior government had put out -- I can't remember if it was just a policy document, or they had put out that they were looking at either super low or some sort of special rate at night for EVs.

We actually did go to meet with Ministry of Energy and proposed something like the Alectra pilot rate, the advanced power pricing I think it was called, to say make that available to everyone.  We have the results.  We know that Alectra saved money, the customer saved money, and for those who don't know, it was a super-low nighttime rate and a super-high peak price, and we proposed to the government that they make it an opt-in rate so that people who don't want to have a rate structure like that don't have to have it but there would be lots of folks, EV owners and not, who might be interested in a rate structure like that.


I said make it available to everyone.  Not just EV owners, anyone wants to shift some of their load into the night, why not?  Good for -- you know, we're ditching power at negative prices, so why wouldn't we want to do that.


So we have.  Right now I don't know if that will happen, but certainly they were receptive, I would say, to that.


MR. KNOX:  I will just add to that, Cara.  EV owners are very enthusiastic about that kind of pricing.  The Alectra pilot was, I think, a huge success with the EV owners in the area, and I am constantly asked, when am I going to see those kind of rates available in -- offered at my LDC, so we would encourage that.


MS. CLAIRMAN:  Exactly.  And I would just add that also when you think about this province is it right that if you just happen to live in Markham you can take advantage of these prices, but if you happen to live in a different municipality you cannot?


So once you have a successful pilot like that, I think the idea of doing those pilots was to say if it works let's make it available to everyone, so we are just pushing for that.


MR. ACCHIONE:  Agreed.


MR. MATHESON:  Okay.  We have got an online question.


MS. HUSHION:  This is for Glen.  Please confirm that PUC Distribution has withdrawn its application to the Ontario Energy Board to go ahead with your project in Sault Ste. Marie because they have determined that the costs and risks are too high for their ratepayers to accept.


MR. MARTIN:  Good question.  I can say from the -- you know, we really can't speak to a live application.  We are not the proponent, PUC Distribution is.  They have actually not withdrawn the application, you know, and having worked with this utility for over five years now, we did analyze the distinct approaches to procurement and looked very carefully at the costs and risks, specific to how a traditional design-build or design-bid-build procurement would be undertaken. They analyzed that internally and did very careful comparison to this design-build-finance-construct.


We discovered that the retained risks were substantially higher under the traditional procurement model and were only quantified and managed through the DBF model.


So I think in terms of risks in costs to consumers, I think in quantifying them upfront and not leaving it to the roll of the dice as to execution of the project later, I think there is a way to minimize costs and risks but also maximize the benefit to the customers.


And further, on this particular project, the PUC was awarded by NRCan's -- from their smart grid deployment and demonstration fund, $11.8 million for that particular project.  So again, I find it unlikely that they would have withdrawn their application.


MR. MATHESON:  Okay.  Travis.


MR. LUSNEY:  So Travis Lusney with Power Advisory.


We heard on the previous panel talk about coordination and potential for this consultation to be dealing with stuff that is not just within the regulatory oversight but also legislative market roles.


We also talked, and the IESO presentation talked about shared purview, coordination and the ability to properly value-stack and achieve the cost savings for activities that are beneficial to customers, distributors.


So my question is actually towards the OEB to start.  How or what ideas or options might be available to work on this coordination of some of these broader concerns?


I think if you have been at some of the SAC meetings with the IESO, stakeholders in general have expressed some frustration in siloing of activities that need to be coordinated and addressed.


So, I mean, if you have an answer now, great.  If not, something to go, but just how some of these changes that are outside of your existing framework might be coordinated for change, whether it is legislative or market design changes.


MR. MATHESON:  Did you want to comment on that at all?


MR. BISHOP:  Maybe later.


MR. MATHESON:  So, yeah, there is going to be some closing remarks.  They're going to talk about next steps that I think will probably start to get at your question.


Okay.  Ian.


MR. MONDROW:  Thanks, Ian Mondrow, external counsel to the Industrial Gas Users Association.


My question is for Michael.  So Cara talked about Shell, Sunoco, and Petro Canada doing EV charging facilities, infrastructure I think maybe you call it.


And Michael, you posited a utility role for, if I have got your slide right -- my engineering solution -- implementing EV DER infrastructure.


So given that this is already being done competitively, what is the utility role exactly?


MR. KNOX:  So I was thinking along the lines of a two-way connection with the utilities.  So at a person's home when the car is plugged in at night or even at certain public charging infrastructure, there could be an opportunity for a utility to use the car's battery when it is not being driven for things like grid stabilization or even to provide power to the grid to compensate for perhaps a local distribution peak in that area.


Now, the infrastructure that is being put in by Petrocan and some of these other entities -- and there is a number of other entities putting in charging stations throughout the province and throughout the world, in fact.  Those are typically just delivering power to the car on a commercial basis, the same way that you would buy gasoline at a gasoline station.


So, I mean, that is not to say there couldn't be opportunities for those players as well to participate in a DER market, but I think that is the difference that I was alluding to.


MR. MONDROW:  So you are talking about a piece of equipment that facilitates the withdrawal of power by the LDC from the EV's battery.


MR. KNOX:  That's correct.  The technology exists and there is cars on the market here in Canada right now.  They're not currently enabled because our market doesn't support it, but cars are on the market here that could conceivably do that with the proper equipment installed at the home or wherever it is connected to the grid, and it will allow two-way power flow between the grid and the car or the home and the car.


MR. MONDROW:  And is that equipment just the charging unit itself?  Or is there something behind that on the utility side?


MR. KNOX:  It is a more sophisticated piece of charging equipment.  It would be akin to how a solar panel is attached to the local distribution grid.  There would have to be, you know, equipment, safety equipment, interlock equipment, you know, inverters to convert DC to AC, that kind of thing, you know, payment processing mechanisms, so it is a complicated piece of equipment.  It is not just, you know, I'll say a dumb charger.


And the thing to remember with what we commonly refer to as EV chargers, they're not really chargers, they're just fancy ground-fault-protected outlets, really.  The chargers are actually in the car.  They are just outlets that the cars plug into.  This type of equipment would be more sophisticated to allow the power to go both ways, unlike, you know, the typical outlet on your wall.


MR. MONDROW:  Thank you.


MR. MATHESON:  Okay.  Please.  Hang on, Tom.  I've got a couple more.


MS. VISWANATHAN:  It is Samir Viswanathan from Power Consumer, to the IESO.


So I heard from the efficiency standpoint you are promoting -- or I guess you would want if there's any markets happening in the distribution level that they should be able to be somewhat able to participate up into the IESO market, that there's some sort of interoperability there from the competition and market side.  And then -- but from the reliability side I am not quite clear on, like, what jurisdictionally or how it works.  Like, what mechanisms do you have to actually reach down into the distribution system level and say, like, you must tell me this, or do you have a proposed -- maybe you already talked about that, maybe there are ongoing discussions, I'm not sure.  But that's the piece that I don't quite get.  Maybe electrically it is very obvious, but can you comment on that?


MR. LOUW:  Can you hear me on this?  Not really?  Yeah?  Okay.  Great.


I mean, those are ongoing discussions for sure, Samira.  Part of that discussion is happening at the IESO currently through our grid LDC interoperability committee, where we are exploring those interoperability challenges that exist today.


But there are a few different ways that resources can respond essentially to IESO needs.  I mean, they could participate directly in our IESO-administered markets, right?  It's -- there are obviously barriers for that to happen, and we're working on those barriers, and that is not direct control.  You know, if it is energy it is a dispatch signal.


So, like, that direction can happen in different ways.  But I think what we're talking about, I mean, what you are getting at is essentially the heart of the matter, is if a resource is providing something to the IESO then -- and participating within our markets, we will see that resource and be able to have some sort of direction or control of that resource.

If it is participating in a distribution level market or providing a service there, we need to have that sort of visibility and coordination, and that is exactly that inter-operability discussion we need to have moving forward.  It is already an important discussion, but, you know, as we look at that future state, it is going to become increasingly important.

MS. VISWANATHAN:  And then if it is not part of a market, but it’s still there and still impacting, how do you see it?  We don't know how it is going to go, right.  We don’t know how it’s going to shake out.

MR. LOUW:  I don't see it currently, right.  But we would like to.

MR. MATHESON:  I just want to check in on process.  We have until about 3 o'clock, and what I want to do is make sure you get a chance to ask questions of the panel that you want to ask, so we will do that.

But when we’re going to bridge to as soon as we have done that, and I’d like to keep, if we can, at least the last 15 or 20 minutes to do a bit of a summary conversation.  Because you’ve spent three days thinking about this, and it would be nice to check back in with where you started.

So if you want to think about any kind of summative comments, get the wheels turning on that.  I have Sarah.

MS. SIMMONS:  I will be real quick.  Sarah Simmons.  I wanted to sort of thank the IESO for putting on the table one of the issues that I know will be impacting distributed connected generation with respect to market renewal, and pointing out requirements to understand the impacts of market renewal on non-market participant generators.  So those generators that might be connecting to the distribution system that might not be market participants.

I just want to put out a thanks for tabling that and I wanted to -- yes, thanks.

MR. MATHESON:  Any comment back?

MR. LOUW:  You're welcome.

[Laughter]

MR. MATHESON:  Okay.  Ryan.

MR. ZADE:  Ryan Zade, Ministry of Energy, Northern Development and Mines.  My question is for Cara and for Mike.  Great presentation, of course.

Cara, you mentioned that V to X is here.  I would respectfully submit it is very much here in a pilot phase.

So my question to both of you is when do you see the technology being up to par, the car manufacturers, the batteries being ready, are we talking about 5 years from now or 10 years from now, where it can make a meaningful impact to the grid operations?

MS. CLAIRMAN:  That is a hard one because there are a lot of different predictions, but certainly like the Nissan Leaf now is -- the version being sold in Canada right now, and here in Ontario, is enabled for two-way power flow and in Japan, they're using it that way.

The other manufacturers are all saying in the next year or two their cars will be enabled.  Some more than two, but certainly the more consumer key demand for that that there is, the more the auto makers will meet that demand.  So we're going to see the cars change all to be, you know, enabled like the Leaf, probably in the next -- I would say two to four years; that would be my guess.

And then in terms of, you know, what's happening on the ground here, you are right.  It is piloting, it is being piloted here in Ontario.  I know of a couple of projects that are going on.  I participated in one with my vehicle. So it exists.

When it will be offered by a utility, well, a lot of that depends on some of these decisions. I think it is possible, actually within a year or two, that it could be.  It has to be enabled.  There has to be LDC ability to do it, because I mean in the home really realistically, it is hard to imagine any other entity that could do it.  So I will leave that.

MR. KNOX:  I will add to that.  It became very popular in Japan after the tsunami a few years ago, where a lot of the Japanese cars use a connecter called a CHAdeMO,  that supports the two way power flows.  They were utilizing it there mostly for vehicle to home, for kind of emergency backup.

But it is the same sort of equipment that would be used for vehicle to grid, just in the way solar could be used just within the home, or to charge batteries within the home, or be grid connected.

There are other vehicles as well.  The Mitsubishi Outlander also supports two way, and they're running some pilots, vehicle to grid pilots in Europe with that vehicle right now.

So the technology is there but I think we are a ways off from some sort of universal standard for it, and there will probably be some manufacturers that may decide not to support it and have other solutions that they might offer, in terms of home batteries or what have you.

But, you know, if a vehicle manufacturer decides not to support two way from their car, but does support in-home battery technologies that facilitate the same thing, it is kind of the same thing.  It just wouldn't be coming from a car, but it would be a DER.

UNIDENTIFIED MALE SPEAKER: Fifteen seconds supplemental, if I may.

When we say the cars are already, do you mean the car or, do you also mean the car and the battery inside the car. I am thinking about warranties and what not.

MR. KNOX:  You are absolutely right.  In the case of the cars, like I say with Mitsubishi and Nissan, I am not sure actually how that affects battery warranty.  But you are absolutely right that the batteries do have a finite number of charge-discharge cycles.

So for a consumer to want to give you cycles to provide services to the grid, or even for back up for their home, there’s going to have be some sort of compensation for that, you know, to compensate for the loss of life in the battery.

Having said that, these vehicle batteries are proving to be quite robust and last for many, many years I think much longer than people originally anticipated.

MR. MATHESON:  Okay, Tom.

MR. LADANYI:  Am I allowed to ask three questions one for each group?

MR. MATHESON:  As long as they're very quick and equally quick answers.

MR. LADANYI:  The first one is for Glen.  In your presentation, you mentioned an EPC contract -- which is engineer, procure, construct -- and that contract generally is considered generally is considered to be more expensive than other forms, because the contractor assumes greater risk, isn't that right?

So are you actually also considering other forms of contract, or is this -- you are only doing it with EPCs?

MR. MARTIN:  For the purposes of the micro grid projects that we are undertaking, we are only considering EPC.  It was chosen very specifically because it does contain schedule and budget LDs that the EPC contractor assumes, so that the projects are delivered on time and on budget.  And the risks are assigned to that EPC contractor under the umbrella of the project agreement.  So yes, it is a drop down under the project agreement.

MR. MATHESON:  Number two.

MR. LADANYI:  Number two, quick question for the EV people.  When you talk about EVs, that does not include subways; that includes actually only battery-powered vehicles, is that right, when you use that term EV.

MS. CLAIRMAN:  That's right.  Typically, subways aren't considered electric, even though they are electrified already.

MR. MATHESON:  Number three.

MR. LADANYI:  That was just a clarification question.  I want to know about disposal of batteries; batteries, I understand, don't last forever.  Is there a system in Ontario for disposal of EV batteries?

MS. CLAIRMAN:  Actually, that’s being -- because it is so new, you can imagine there aren't too many batteries coming out of the cars yet. So we're still in those early days where that is not sort of a live issue.

But there are systems being set up both to reuse those batteries as backup storage, or to be refurbished in some way for a secondary market, and then recycling.  And really they're not that dissimilar to cell phone batteries, laptop batteries.  There is already a move here in Ontario, there is some discussions going on now about the recycling of those batteries and waste operators who can take them.

So certainly there is -- apparently, they're 90 plus percent recyclable.

MR. KNOX:  They're far too valuable to throw away that resource.

MR. LADANYI:  I didn’t introduce myself.  I am Tom Ladanyi, Energy Probe.

The last one is this, that my client is concerned about potential duplication, that we might end up with sixty ISOs in Ontario.

And what are you doing to ensure there is not duplication between what the distributors do and what you do?

MS. SPARKES:  As Brennan mentioned earlier, last year we worked with stakeholders across Ontario to develop an innovation road map, to set out the priorities for preparing for the change that we're seeing in the sector.

We put forward a three-year work plan that included a number of white papers and demonstration projects and some capital projects that we are working on as well.

I would say a major thrust of several of -- exactly what you are asking about.  What are the roles and responsibilities that are required in a higher DER future, and how should those roles and responsibilities be allocated?

One of the papers that we will come out with in just a few weeks will talk about the various approaches to unlocking the value of distributed energy resources at the local level.  Anything from you know, a model in which there's an expanded role for transmission system operator down to the distribution level, to another end of the spectrum, this independent distribution system operator to hybrid models in the middle, where there's a role for the transmission system operator and the distribution system operator and an approach to coordination.

We're going to put these different models -- and different models have been deployed throughout the world.  One of these models subject to stakeholder input and discussion to sort of the test in a project that we're doing in York region, so there is an emerging capacity need through 2030 in part of York, we secured some funding from NRCan and some funding from our grid innovation fund to test an interoperability model and figure out what makes sense in terms of the division of those roles and responsibilities between ourselves for DERs that would participate in our market and the local utility, in this case Alectra, and the products and services that they would procure from those same solution providers.

MR. MATHESON:  Okay.  Do you need a question or -- very quick.

MR. BROPHY:  Hi, it is Mike Brophy.  I am here on behalf of Pollution Probe.

Brennan had a slide DER initiatives, and you can either pull it up or I can just speak to it, but it talked about all of the things IESO is doing related to DER, and I noticed just a few things, and it is probably a dated slide, so it might be a new update in the next week or month or whatever, but, you know, how these things then tie over into, say, the OEB initiatives going on.

So I know that very recently the IESO just sent a letter in for the DER connections which was very helpful.  It laid out real-time thinking about IESO is thinking about and the issues, so that kind of thing is important.

So, you know, the kind of the issue that I am thinking about is this timeliness, and not just the barriers to non-wires but also wires.

So there is a lot of stakeholders, including, you know, 60-plus utilities in Ontario using information from IESO to come to the OEB to ask for funding for projects and wire solutions and that.

So I think there is an element maybe missing here around that impact, not just the non-wires but the actual wires.  And an example would be, you know, there's --


MR. MATHESON:  We need to wind-up the question.

MR. BROPHY:  So there is a cycle to the --


MR. MATHESON:  I think we have got the question.

MR. BROPHY:  How do you tighten that up so your current thinking, you know, can feed more into, like, real-time initiatives like this at the OEB?  Because some of it is like four or five years old, right, that is on the planning side for regional planning, and you are heading in different directions now with like capacity auctions and things like that.

But how do you -- what is the best way to bring that into these forums and leverage that?

MR. MATHESON:  Can we go to the answer?

MS. SPARKES:  Could you put a point on it maybe with providing a specific example?  I think that might help us better answer your question.

MR. BROPHY:  Sure, yes.  Ottawa example, right?  So you had an IRP in 2015.  The new one I think is being published very soon, 2019 at some point.  And so there is going to be new information and thinking based on things that were prior to the 2015 one that will come into there.  You know, if decisions are going to be made today how do you use the new material that you have integrated but maybe haven't published in a way that could be submitted or -- so, you know, that is an example.  Ottawa would be a good example.

MR. LOUW:  Sure.  I mean, from the perspective of the scope of these initiatives, like from our regional planning process, I think where we see that closest linkage between distributed energy resources and the regional planning process today, I think, relates to the question of non-wires alternatives as being captured within the regional planning process.

It sounds like maybe what you are discussing is something that is a bit broader than that scope.  Like the regional planning process --


MR. BROPHY:  It is just a lag in kind of today's thinking versus, you know, what had been published in the last version --


MR. LOUW:  Yeah, I mean we have a cycle of doing these regional planning processes, and there's sort of a laid-out process for doing this, and we are currently reviewing that regional planning process to make sure that it kind of continues to work.

And so maybe there is an opportunity to advance that cycle or to update the information more frequently, but I think we have sort of set out that process in a way that we think makes sense, but I think we would be definitely interested in that regional planning review process to understand how we can improve upon the way the IESO goes about that business.
Closing Remarks


MR. MATHESON:  Okay, thanks.

So that really represents the sort of the winding up of the new contents to three days of really hard work on all of your parts.

So it falls to me very quickly, like in about two minutes, to summarize where you have been today.  So obviously you started off with a conversation about -- that included such things like the pace of change, again, we have covered that each of the days, a recognition that Ontario's starting point isn't coal, that -- and reinforcement this afternoon that among other things electrical vehicle adoption is going to have a significant impact on load.

There was an interesting conversation that encouraged us to think about the basic policy mandates that drive the whole system, whether it be notions of the fundamental Ontario ethic that was talked about by Toronto Hydro or the regulatory compact or the notion that ideas about risk have got certain cultural aspects that we need to be thinking about and how these wind up informing our changing public-policy choices.

It led to asking some very direct questions about what are the objectives of the system, what are we trying to incent, whether it is the alignment of capex and opex incentives, whether it is greater consumer choice, as we discussed several times over the last couple of days.

And we got into other things that we might need to be thinking about too, whether it's LDC creditworthiness or energy efficiency or innovation that is cost-effective, making sure that it applies not just to electricity but to the gas sector, fundamental recognition that price matters, and we have talked about that several times, a three-legged stool, and this notion of consumer focus and the diversity of customers that we have to be thinking about when we think about what consumer focus means.

We got a bit of a course in rate-making and how fundamentally while there is different trappings to it it all comes down to the cost of service, plus the bucket of incentives, which of course are going to inevitably be informed by the founding public-policy mandates.

And so we talked about things like the need to be evidence-driven and build in this explicit notion of what the risk tolerance is and sustainability.

And we heard rather directly this morning that there is several different models, whether it is the enhanced status quo, or total expenses, or the services platform model, or the margin targeting, and that each could be made to work, each has potential over time, but it may be a bit early to pick which one might be there.

We also have heard that different structures that may be premature to think what might be the ideal one too soon to define some of these roles, but we got a high degree of conversation around the various approaches, assertion that the regulatory process itself matters and that you have to make choices about whether to regulate or forbear, certainly conversation about no sudden change and materiality has to be borne in mind when you are thinking about transition costs and how -- that need to get the incentives correct, whatever -- you know, in various forms, what -- not to actually, you know, accidentally discourage, what to encourage, and with an overall view towards maintaining viability and such.

So that is pretty much where you were today.  And so the question that I would have for you is, having regard to where you were when you started, is there anything you would want to make by way of kind of a summation comment?  We have got sort of, you know, if I squint at the clock it might be 20 minutes.  There is about twenty folks who habitually chime in.  So if you think in terms of 60, 70, 75, 80 seconds, I can write fast and you can talk fast.

So who would like to chime in -- yes.

MR. ACCHIONE:  Paul Acchione again.  Just a comment that physics trumps policy, which we were told yesterday.  Not the other way around.  And when policy trumps physics we get into all kinds of problems.

And rate design is critical for DER deployment.  If you want the DER industry to be healthy, the rates have to align with their underlying actual costs.

MR. MATHESON:  Okay.  Travis.

MR. LUSNEY:  So Travis Lusney with Power Advisory.

I think broadly this has been a great discussion over the last few days, and we have covered a range of topics, but participants have done clear links.

In my mind, in terms of what we have heard, is there has not been a strong advocacy for the status quo.  Generally most stakeholders accept that there is change happening and that that change could be significant, but the pace and priority is of course what is up to debate.

And the general agreement, at least coming back to one -- focusing in on cost-effectiveness, is that you are doing this because it's going to be cheaper than sticking with the status quo, but how to appropriately adapt regulations for changes in distribution system, infrastructure, spending, and new options is really the core of the issue.

Then back to my previous comment on coordination.  This isn't just the OEB's purview, and this isn't just a decision by one of its decision-makers.  They have to coordinate together and work with all participants.

So my recommendation as a next step would be to have all parties take a step away, think about what has happened over the last few days, and submit a written submission to the OEB outlining what they believe the priority items should be and therefore next steps. What is the timeline in completing those next steps.

We have just heard discussions on working groups.  If that is something they would advocate for, putting what should be the working groups, what should be the members, what should be their objectives.

Is there any low-hanging fruit or changes that can be accomplished immediately or quite in the near term that would help support the foundation to where we go, whether it is as part of the discussion, or actual changes to the regulatory structure?


If there is examples of jurisdiction -- we had two great presentations by consultants that the Board grabbed.  Is there any jurisdictions that were missed for stakeholders to bring forward?  Or even more importantly, how those jurisdictions apply directly to the Ontario context?

Then finally, to my question, but really to all stakeholders, how should we coordinate different decision makers into this process?  We can't remain siloed.

When we looked at the last big major change to this market, which was through the Green Energy act, we had a renewable energy supply integration team with a direct mandate to the OEB, to the IESO, to the OPA that existed at the time, along with other stakeholders, you figure out how to get this done and you get it done with timelines.

I would very much recommend if the OEB does take this path through this comment, you should be looking for written submissions within the next four to six weeks.

I come back to the comment I made when I was on the panel, what exists today is driving investment decisions for the distributor and for customers, and the longer we leave it where it is, the more we get the outcomes that we don't think we want, and that can drive costs into the system.

MR. MATHESON:  Okay.

Mr. LASZLO:   Richard Lazlo, with Quest Ontario CHP Consortium.  Thank you very much to the OEB and everyone.  This has been great and I have learned a lot.

Katherine and Brennan, I really enjoyed your presentation, and what you were saying about using industry resources to provide value to the grid was really kind of music to my ears.

The CHP Consortium really endorses a lot of the work that's been done in the US, the Department of Energy on flexible CHP supporting grids, and they have done a lot of model being in California.  If you are not aware of that work, I would love to speak to you about that.

In terms of wrap-up, I think I have made some of these points already, but the idea that the OEB really needs to consider how DERs can support the grid and provide value to the grid, and ensuring that costs on DERs and those with DERs, or proponents of future -- to install future DERs, that those costs are not overstated.  And looking at coincident peaks is a way to drive down long-term system costs.

That is really -- that is all I've got.

MR. MATHESON:  Oh, thanks.

MR. VAN DUSEN: Greg Van Dusen, Hydro Ottawa.  I just want to re-emphasize one of the key points I made from yesterday, is that this has to be all about the customer.  The customer has to be the consideration in everything going forward.

And the second point I would emphasize is that managed is better than unmanaged.  So having some policy platform in place that makes sense is going to be very helpful.  Thank you.

MR. MATHESON:  Sam.

MS. VISWANATHAN:  Hi, it’s Samira from Power Consumers.  If we were to take Travis's recommendation -- like I’m thinking about processes now and how we move forward.  In my head, everything is kind of floating around; it is not really bucketed or categorized yet.

So maybe it is coming back saying, as we talked about on the first day, what is the what and why?  Then the how and maybe if people could frame their thoughts in that way.

I think of the words customer choice, that we have heard a lot over the past three days, and I still don't -- it is very unclear to me what specifically you mean by that.

We heard from some that if it is a utility, they want to give the customers a choice to have a battery.  But if it is means energy decisions are going more local, maybe it means more choice to the customer.

So if we could be a bit more specific, it might help to move the discussion forward.  But I recognize you don't want to be too specific, that you lessen the scope.

This is a bit of a free-for-all from my mouth, but that is what I am thinking.

MR. MATHESON:  Other thoughts?  We may finally have exhausted you.

[Laughter]

MR. MATHESON:  As an outside -- oh, actually there is one online, too.  No, there is not.  So go ahead.

MR. MONDROW:  Thanks, John.  There are a lot of smart, passionate people in the room, which is very invigorating and encouraging.

I guess I would maybe offer a thought or two as a moderating influence.  So I think it was Richard who said, how DERs with supply value to the grid, which is a lofty goal and an admirable goal and lots of people in this room work on it.

The question in my mind is what is the OEB's role. I fear there is a perception that the OEB's role is to go out and solve this problem, and push the policy forward and put their arms around DERs and get DERs kind of bubbling up to the surface.

I would suggest, and I think IGUA's position is that that is not the case.

I think the staff paper, according to the letter from the Board convening this stakeholder process, indicated that there will be a staff paper that will try to distil all of this input into a discussion of objectives, principles and issues, which is what we were all asked to consider.

And perhaps staff might consider thinking about recommendations for near term work by the Board and to me, the work that the Board might want to engage on is to drill down a little bit and consider what are the regulatory barriers to the most efficient distribution service solutions, because they regulate the distributors.  They don't regulate or promote, for that matter, DERs.

So what are the barriers to the most efficient distribution service solutions?  A lot of people in this room are saying those solutions are DERs solutions, and maybe this is the case, and maybe that will be the case.

So I think the Board needs to think about, is there anything we do or don't do that prevents that?

And two immediate thoughts -- and this is not an epiphany particularly, I guess, difficult, but it is how utilities are remunerated and how electricity is priced.

I am not sure how much control the Board has over the latter.  It certainly has a lot of control over the former.

And related to what, I think, is what activities should the distributors be permitted to engage?  And I referenced yesterday section 71, sub 4 of the OEB Act, which essentially gives the Board a mandate to make that determination in certain circumstances, if it is in the public interest and subject to a Board order.

So it has the authority to do that and maybe should consider how to exercise that authority, and what kind of standards or criteria it might apply to determine how far a distributor should be able to go at this juncture into DERs or non-wires solutions to providing regulated distribution services.

And I think it might also be useful, from what we have heard today, for staff to give some thought to articulating its view of the Board's work versus the IESO’s work and there have been calls for coordination, which I guess is a shared responsibility in a way.

But certainly some mapping of that or some -- I'm searching for a word, but kind of a listing of that might be helpful.

So all of which is to say the enthusiasm is wonderful.  I think the Board needs to think about what its role is in all of this fantastic energy and I don't think it is pushing everyone forward.  I think it is determining what it has to do when it regulates regulated entities.  Thanks, John.

MR. MATHESON:  There’s a Slido comment?

MS. HUSHION:  We are ending largely as we started.  This is for Jay.  It may be worthwhile for OEB staff to set out a proposal for a thorough process going forward, including organizing the components of the problem and seek comments from stakeholders on that process proposal.

MR. MATHESON:  And thanks, Jay, both for that comment and for all of your active participation throughout.

MS. GIRVAN:  Julie Girvan, Consumers Council of Canada.  I just want to echo Greg in that I think we should be completely focussed on the customers.

The other thing I think came out today, which I think is an improvement, I think given what Ian was saying about the OEB and the IESO, just continued coordination is essential.

I think that that is going to be really, really important going forward.  I think it hasn't been the case in the past as much on this particular set of issues, so I think that is really important going forward.

I like Jay's idea about potentially staff just setting out how do they think this should all moved forward and let people comment on that before we set in stone some sort of process.  Thanks.

MR. MATHESON:  Yes?

MR. MONDROW:  Sorry.  Something else I should say just to make it clear, certainly from IGUA's perspective.  As we said off the top, this process has been fantastic.

I wouldn't want to be taken as suggesting that it's been overbroad.  Not at all.  I think the context and the learning and the ideas are all very important as a kind of overall milieu within which -- that is my word for the day, milieu -- within which -- I had to get it in -- the Board Staff should now consider the Board's role.

So completely endorse the process and its breadth, and I think the challenge staff's now going to have is, so how does that relate to or work and our future work as the regulator of those entities over whom we are charged with regulation.

Thanks.

MR. MATHESON:  It is always a relief to find out one does not have bad breadth (sic).

But for the creation of an epiphanous co-active milieu, we thank you as well for your ongoing participation and excellence in vocabulary enhancement.

Any other comments?  Yes.

MR. ACCHIONE:  Just a cautionary note to everybody.  I have heard a lot of people say they're looking for cost reductions, cost reductions, cost reductions through this process.  Remember about 90 percent of the cost of the electricity system is fixed and determined by power purchase agreements.

Unless you are willing to abrogate those contracts, even if the facilities are non-productive, somebody is going to have to pay for it.  So either the government, the owner of the system, has to swallow it in the tax base, or you are going to have to abrogate contracts, or you are going to have to pass it on to consumers.

The law of conservation of energy also applies to money.

[Laughter]

MR. LUSNEY:  Can I just respond to that?  And again I pointed out yesterday in terms of the IESO's outlook.  That is true.  We have a lot of contracting.  I wouldn't just say contracted.  Rate-regulated also falls in there and makes up almost half if not more of our wholesale costs.

The coordination comes when you look at a total bill, you have about 30 to 40 percent is wires.  The other main portion is commodity plus contract and regulated plus then regulatory costs, and everyone has to pay their taxes.

The key issue going forward -- and again this is a reflection of five years ago it wasn't like this.  Now we are looking at the future.  Those contracts and some of the regulated assets are reaching the end of life or end of their contract.

And if we did nothing and just let them fall away we move towards a 10 to 14,000 megawatt difficulty.  We did a lot of signing in the late 2000s -- or nots, I should say.  That is part of the opportunity here.

And I think to Ian's point, which I think is really correct, we can't just all rely as stakeholders on pushing it off.  Opportunity comes with timing and also addressing how do we actually meet these challenges, and it is not lower cost.  I think it always comes back to how to be most cost-effective, because there's certain things you can't change, and the argument's always been, so you paid $5,000 for a car in 1980.  You are not going to get the same car now.  You're not even going to be able to keep that car running for a cheaper cost.  Things just get more expensive.  But we need to be very smart.

So there is an opportunity coming, but if we take too long that opportunity could be missed.

MR. ACCHIONE:  That's true.  The other opportunity you didn't mention is that 15 percent of our power production is dumped.  If we could make better use of the system, that 15 percent comes back into your pocket by not having to pay for fossil fuels.

MR. LUSNEY:  But again, that is not the reality going forward as we refurb 10 nuclear units.  We're taking a lot of stuff off.  That is -- again, dumping is dumping, and I agree, SPG was a big problem and not probably handled as well as it could be, and this is personal opinion, but I do think going forward that shouldn't be the key driver for it.
 MR. MATHESON:  Go ahead.

MS. SPARKES:  So I just want to reiterate with certain part of what Travis said about going forward we do know we have capacity needs in this province that we will need to address, and enabling as many resources as possible, including existing assets owned by Ontarians to compete to help us solve those resource needs, can help get us away from a future cycle of being stuck with a largely fixed-cost system.

So really, it is about enabling as many solution providers as we can to help us solve the problems of tomorrow.

MR. MATHESON:  So just a couple of observations from, you know, learning from you all.  I mean, this is by definition a cross-functional problem, and when you think about the disciplines in the room and, you know, the depth of learning and expertise crossing from engineering, you know, through to law and economics, and then into -- and so many different types of engineering even, into the, you know, the world of LDC management and all of those various structures, it is -- one of the things that this session has demonstrated is the challenge of finding common definitions and common vocabularies.

I mean, I don't think there is a single person who hasn't said we have to put the customer first, but I don't think there is a single person who wouldn't acknowledge the challenge of just from a theory of knowledge point of view how we know what the customer wants, and that is not because we don't accept the different inputs that people have had that we want the lowest price except when we don't.  It is just there is such a wealth in terms of what different people could rationally want.

But there is also a real challenge in actually knowing, and then not just knowing but projecting forward.  You know, as somebody said on the very first day, you are making choices or investments that have to go forward 40 to 60 years and, you know, as Tom has reminded us so many times, we have got to be thinking not just about the benefits that may accrue in 40 to 60 years if we could calculate them.  We have got to be thinking about the immediate-term costs.

So even if you are prejudicing in your narrative of trying to understand something long-term versus short-term or short-term versus long-term, you are making a choice that's as much as likely as not driven by politics as it is driven by science, and as we have been reminded many times, both have an equal and important part at the table.

But as some of you said on the very first day, process matters.  And starting with an evaluation of the existing system and then figuring out how to measure in a way that you can see and use for your planning and rate-planning and long-term capital planning what the benefits of these things are, that is going to be a real important step forward, and I think people -- lots of different folks and lots of different ways have acknowledged that, you know, we all want to get to this point where we neither underinvest nor overinvest nor invest in the wrong things nor invest unfairly, as I sort of summarized it yesterday.

But having the knowledge to be able to make those wise choices is going to very much be the task of the next few years as you develop what these remarkable things are and make sure that you are achieving their upside, as opposed to having the worst fears of anyone who has represented the consumer voice here, and really, that is all of you to one degree or another, the concerns that, well, what if the promise of it doesn't work out, and we have all lived in Ontario to know that that can happen even with the best of intentions with everyone involved.

I just wanted to say thank you, because I have loved learning so much from all of you the last couple of days, and I know Stacy and I have had a ball working with you, so thank you very much for that, and I am going to turn it over to Ceiran.

MR. BISHOP:  So thank you, John.  You have certainly give us a lot to consider.  Looking back over the past couple of days, it is something to try to pull together a summary, but one that will be inevitably flawed, particularly when everything is being transcribed, and -- but perhaps maybe there are a few themes we can draw out.

One of them I think has to do with the fact that if you cast your minds back to Tuesday, the discussion started with the idea that we need to focus on the services, and the services of distributors, and as Ian recently pointed out, this is really the core of the OEB's mandate.  And it is also at the same time to protect the interests of customers with respect to prices and reliability and quality of service.  We need to think about the public interest.

We also heard that when we were trying to think about different regulatory principles, that while there are some that are good and informative and can help us identify criteria by which we might decide or make certain decisions or select among options, we also heard some of those principles themselves may be not suspect, but may not be quite as helpful in the future as they have been in the past, and we need to perhaps be able to prepare to reconsider them.

But we also discussed, in addition to principles, some real practicalities.  One of the things that came through was the fact that when we think about distribution activities, planning is one of those things that we expect with the proliferation of choices through DERs, planning may have to change in order to both convey information to the market to make solutions available, but also to understand how planning might be able to change to make sure it considers the solutions that the market can bring.

There is also -- we also heard through several presentations the importance of making sure that if you do have alternative solutions make sure they can be compared on a fair basis, make sure they can be put on the same -- on a level playing field, making sure that market has the opportunity to bring solutions to bear.

Another really important theme that came about quite a bit was the idea of roles.  What role should be defined for utilities, for their affiliates, and other service providers?

And when we start to think about roles and how certain activities might be apportioned between groups, or be identified for certain groups, we also have to think about what are the right incentives that are commensurate with the risks that come with those roles.

At the same time, we've also heard about how do you get a price to a consumer to make sure the consumer can respond appropriately, that if they have DER that LCSA willing to provide, that they can get compensated for it.  That is another element we had coming through when it comes down to roles and responsibilities.

Importantly, we also heard a lot of notes of caution, make sure we maintain focus on the customer, be aware or be open to the idea that DERs won't necessarily reduce costs.  By themselves, they won't necessarily bring efficiencies.

We also heard we shouldn't sacrifice the focus on costs for a drive toward innovation, certainly not for the sake of innovation.

And then another thing, another key caution was the idea we need to maintain a notion and can't ignore Ontario specific circumstances, both its achievements, particularly in delivering a clean supply mix, but also in its shortcomings.  And we need to think about Ontario specifics when contemplating solutions.  Those are some of the main themes.

The upshot I think for that is to echo back to the presentation on Tuesday, make sure we define the problem.  And as we heard yesterday, make sure we've defined even the terms, like what DER is.

We also need to keep in mind the idea of make sure we focus first, because it is a very complex problem with lots of different stages and we need to understand the what and the why before the how and who.

But finally, there is also there is this question of strategic posture.  What stance should we take while facing change?  How we pace the regulatory response in a way that supports and enables it, and also doesn't unduly protect incumbents from change at the same time.

I think overall the core of all of these discussions point out that there is a very broad range of regulatory issues on the table, and we certainly have a lot to contemplate.

It also means, as we have been discussing, that we can't undertake these things in isolation.  The OEB needs to work together with other groups, we also need to work together to make sure we hear and understand stakeholders and understand the priorities of the sector.  We also need to work with the IESO and with other entities to make sure that we can work productively together.

I think on the front of coordination, today is a good start.  We have been bringing groups together to make sure we understand different priorities.  I think that is an important achievement and I think we are very grateful to everyone who has participated, both online and here in the room, over the past couple of days to bring these ideas forward.

In terms of our next steps, which are quite key now, we have -- it is our job now to review, compile, consider and distil all of the discussions over the last few days.  For those of you who have further comments, we would be happy to receive them.

But our next task really is to prepare a report.  We described this in the letter we issued in July when we announced this consultation.

We will describe in detail the input we heard from stakeholders.  We will set out a proposal outlining objectives, issues, and guiding principles for each initiative.   And then we will also provide that report for stakeholder comment, so we can hear from you whether some of the things we brought together -- whether the distillation rings true for you.

After that, then we will have another opportunity to consider subsequent steps.  So in order to make sure that we all have access to the same material that we have discussed today, all of our materials, including transcripts, will be posted on the website.  Many of them have already been posted already.

If you have any questions on further initiatives, if you have any further input, we would be happy to hear it.  Even if you have feedback on the event itself, we would welcome it very much.  Please get in touch with me or with Rachel.

So thank you very much from me, and for having such a productive discussion, and I would like to turn the floor over to Mary Anne for closing remarks.

MS. ALDRED:   I will be very brief.  I had to move the mic way down, as you see.

Good afternoon.  For those of you who don't know me, I am Mary Anne Aldred and I am the COO and general counsel here at the OEB.  It has been said by Karen and John, but I wanted to take a moment from my own perspective personally to thank everyone who came here for your thoughtful presentations, your comments, your questions, your participation over the last three days.  Not only people in this room, but people listening online and people who used our Slido tool.

I think it's been a really rich discussion.  We have had a thorough canvassing of the issues that we need to think about going forward, and this is all going to inform our next steps.

It was a big time commitment from all of you.  I am actually shocked that there are so many people still in the room on the third day of a consultation.  I think it is just fantastic.

And finally, I would like to thank a few people who really made this possible.

I would like to thank our facilitators, John and Stacy, for their help.  I think they really moved things along.  I think they had very thoughtful ways of posing questions, so I would really like to thank them for that.

[Applause.]


I would really like to thank our two consultants.  We had two very, very, good thoughtful, down-to-earth presentations from both ICF and London Economics.  I personally enjoyed those both, and found them really valuable.

I would like to thank our IT people, who enabled the technology that be enabled us all the to be together in one virtual place.

Finally, I'd really like to acknowledge the very hard work of Ceiran Bishop, Lenore Robson, and Rachel Anderson, who are fantastic organizers and did an amazing job on this. I am really proud of them and I thank them very much.

[Applause.]


Ms. Aldred:   So thanks all, and I will turn you loose now.  Thanks.
--- Whereupon hearing concluded at 3:16 p.m.
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