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Thursday, March 24, 2022
--- On commencing at 9:33 a.m.

MR. JANIGAN:  Good morning.  We will commence this proceeding with a land acknowledgement on behalf of the Ontario Energy Board, which will be delivered by Ms. Cherida Walter.
Land Acknowledgement


MS. WALTER:  The Ontario Energy Board acknowledges that our headquarters in Toronto is located on the traditional territory of many nations, including the Mississaugas of the Credit, the Anishnaabeg, the Chippewa, the Haudenosaunee, and the Wendat peoples.  This area is now home to many diverse First Nations, Inuit, and Metis peoples.  We also acknowledge that Toronto is covered by Treaty 13 with the Mississaugas of the Credit.

We are grateful for the opportunity to gather and work on this land and recognize our shared responsibility to support and be good stewards of it.

MR. JANIGAN:  Thank you very much, Cherida.

My name is Michael Janigan.  I will be the presiding commissioner in this proceeding.  With me on the panel are my fellow commissioners, Anthony Zlahtic and Pat Moran.

Today's presentation day follows the filing of, by Enbridge Gas, of an application to the OEB for approval of a multi-year demand-side management program in May of 2021.

This program was initially to run from 2022 to 2027, but with the extension of the existing programs through 2022 the term now sought for approval is 2023 to 2027.

There has been a process for discovery of the evidence, including interrogatories and a technical conference, as well as the filing of expert evidence by OEB Staff and intervenors to assist the panel.

Today's presentation day is an opportunity for the applicant and all participating parties to briefly highlight the positions they hope to advance in this proceeding.  There may be questions from the panel, but there will be no questioning by a party of another party today.

May I please have appearances, please, starting with OEB Staff.  Mr. Murray will also give some instructions concerning protocol during this oral component of the application.
Appearances:


MR. MURRAY:  Thank you very much, Commissioner Janigan.  Good morning to everyone.  My name is Lawren Murray, and I am counsel to Board Staff.  Here today with me from Board Staff are Cherida Walter and Josh Wasylyk.

Also, as Commissioner Janigan mentioned, I have a few technical reminders for parties during this virtual event today.

First, this event is being transcribed, and as a result people cannot talk over one another.  You have to speak clearly into your microphone.

Second, parties should turn off their video and audio when they are not speaking or presenting.  If you need to address the panel, please turn on your camera.  That will give an indication that you wish to address them, and if you think they haven't noticed you please feel free to interject, as you would in a normal hearing room.

Third, I would remind people that, while the chat function is available, nothing said in the chat function will be recorded or appear in the transcript of today's event.

Fourth, this event is being audiostreamed on the OEB's website.  It is being recorded -- also being recorded by the OEB to assist with transcription services only, and today's event should not be video-recorded by any other party.

Finally, Zoom allows you to join this event via landline or cell phone.  Therefore, please make sure to write down the Zoom phone numbers which are included in the invitation for today's event.  If you experience any technical difficulties during your presentation, we will try and resolve the issue quickly.  If we aren't able to resolve it quickly we will move on to the next presenter in the schedule and reschedule the affected party to later in the day.  As such, all parties are expected to be ready at any point during today's event.

Finally, in case you drop off this call and are unable to rejoin the event, please immediately inform Cherida Walter at cherida.walter@oeb.ca.

With that I will now pass it over to Enbridge for their list of appearances.

MR. O'LEARY:  Thank you, Mr. Murray.  Good morning, Commissioners Janigan, Moran, and Zlahtic.  My name is Dennis O'Leary.  I am external counsel for Enbridge Gas, and I am assisted for the purposes of this proceeding by Asha Patel, who is with Enbridge Gas, the regulatory group.

MR. FERNANDES:  Good morning, Commissioners.  My name is Craig Fernandes.  I am with Enbridge Gas, and I will be presenting this morning.  And I think we have Ms. Adams with presentation material, if you are ready to get underway.

I did want to note that there is a lot to cover, so I am going to be going quite fast through the material, but before I started into that, I thought I should ask if there is any questions about the compendium that was provided.  It was intended to be helpful to all parties and the panel, but I do not plan to pull it up on the screen unless there is a question, and then...

MR. JANIGAN:  Mr. Fernandes, I don't like to interrupt, but actually, we go through all of the appearances first before we come back to you.

MR. FERNANDES:  Oh, I'm sorry.

MR. JANIGAN:  That's okay.  If we could go through the appearances in the order, if you have a presentation day schedule, if we can go through them in that order I think that would be helpful.

MS. WALTER:  So next on the schedule I believe is Environmental Defence.

MR. ELSON:  Good morning.  Kent Elson for Environmental Defence, and here as well is the witness for Environmental Defence, Dr. Heather McDiarmid.

MR. POCH:  I think I am up next.  It's David Poch for the Green Energy Coalition, GEC, and presenting today will be Mr. Chris Neme of the Energy Futures Group.

DR. HIGGIN:  Good morning, Commissioners.  It is Roger Higgin for Energy Probe.  Thank you.

MR. O'LEARY:  Sorry, I believe if we're going in the order of appearances, I believe that Mr. Ted Weaver, who is the expert retained by Enbridge Gas, is -- from his firm, First Tracks, will be appearing to give a presentation today as well.

MS. WALTER:  Next we have SBUA and then BOMA and then Anwaatin.  So some parties may not be here until the afternoon, so Anwaatin, you may go ahead.

MR. JARVIS:  Yeah, this is for BOMA.  Good morning, Commissioners.  It is Ian Jarvis representing the Building Owners and Managers Association.  I will be presenting this afternoon.

MR. JANIGAN:  Mr. Vollmer, you are on mute.

MR. VOLLMER:  Sorry.  It's Daniel Vollmer for Anwaatin, and when we're presenting later today with Dr. Don Richardson and Elder Larry Sault.  Thank you.

MS. WALTER:  Next we have Pollution Probe and then VECC.

MR. SHEPHERD:  I don't know whether Mike is here yet.  But Jay Shepherd, counsel for School Energy Coalition.

MR. BROPHY:  Good morning, panel, stakeholders.  My name is [audio dropout]


MR. SHEPHERD:  Okay.

MR. JANIGAN:  I'm sorry, I didn't get the last appearance.  Can we get that again, please, for Pollution Probe, I believe.

MR. BROPHY:  Good morning, panel.  Can you hear me?

MR. JANIGAN:  Yes, we can.

MR. BROPHY:  Okay, great.  Thank you.

MR. JANIGAN:  You're [audio dropout]


MS. WALTER:  Okay.  So that was Michael Brophy from Pollution Probe.

MR. JANIGAN:  Okay, that's fine.  Go ahead, Mr. Shepherd.

MR. SHEPHERD:  Jay Shepherd, counsel for the School Energy Coalition, and I will be presenting on their behalf this afternoon.

MR. JANIGAN:  Thank you.

MS. WALTER:  Great.  So that is all of the presenters for today.

MR. JANIGAN:  Okay.  Mr. Fernandes, we can -- you can now commence your presentation once again.  Thank you.

MR. O'LEARY:  Well, just before you do, Mr. Fernandes, I would like to reintroduce you.  Mr. Craig Fernandes is the presenter for Enbridge Gas today.  He is the manager of energy conservation policy and strategy with the company.

I turn it over to Mr. Fernandes.
ENBRIDGE GAS INC.
Presentation by Mr. Fernandes:

MR. FERNANDES:  Thank you, Mr. O'Leary.  As I had started off, before we get underway, I did want to note that there is a lot of information to cover.  So I am going to be going quite fast through the material and if there were any questions on the compendium, there is no plan presently to pull up any of the material on the screen unless there is an actual question that you would like to go through, because the amount of material would make it difficult.  But it is intended for assistance in following along with some of the items that wouldn't necessarily show on the presentation.

Then I also thought, given the length of the presentation, I should ask up front on how you would like to handle questions, whether you would wait to the end or maybe stop periodically through the material.

MR. JANIGAN:  I think the panel would prefer to leave the questions to following your presentation.

MR. FERNANDES:  Okay, thank you for that.  I guess I should begin.  

So good morning.  Thank you for providing us the opportunity to present our plan to you today.  The team has worked really hard on the development of the DSM plan, and is excited about implementing a fully integrated conservation plan for all of our gas customers.

There was a lot of effort put into this plan from a large number of dedicate the professionals that have been delivering conservation programming in Ontario for quite some time.

They are eager to implement the integrated and improved existing programs, the substantially revamped programs, and the brand new programming to the benefit of both gas customers and the policy goals of the province of Ontario.

The presentation is intended to walk through the central elements of the proposed plan.  We should remind everyone that the application itself is over 800 pages, and there have been several thousand additional pages of interrogatory responses and undertakings the company has responded to.  So this presentation will necessarily hit the major elements only.

A compendium has been provided for reference.  None of the materials provided in the compendium are new.  This was only intended for easy reference during the presentation as several items would be difficult to read in presentation format.

References to the evidence are provided throughout in case you want to review the materials being referenced in more detail.

Next slide, Ms. Adams.  Now, a quick reminder of the historical context.  Enbridge Gas has run successful DSM programs since 1995, so gas conservation programming in Ontario is very mature compared to some other jurisdictions, and Ontario has some of the highest codes and standards in North America, both for construction and appliances.

The current DSM plans are being operated as separate and distinct legacy plans with diverting accounting practices and scorecards.   Both operate under an incentive mechanism approved by the OEB.

There's a lengthy history of the OEB approving DSM programming under an incentive mechanism for the gas utilities, and this is common in other jurisdictions as well.

I would like to refer you to the compendium page 23.  This table notes the applications that are directly related to this proceeding, specifically the post-2020 DSM framework consultation which commenced in early 2019, the 2021 DSM plan or roll over application, which was filed due to timing concerns and continuity of programming for customers and approved in July 2020.  And then we also have this proceeding which to date has been extensive.

The OEB-led post 2020 DSM framework consultation wound up as outlined in the OEB letter dated December 1st, 2020, which we'll refer to here after as the DSM letter.

The compendium includes a copy of the DSM letter at page 26, and highlights a few areas that we may refer to for ease of location.

Included as a link within the DSM letter was a joint letter from the Ministry of Energy and the Ministry of Environment, which we will hereafter refer to as the joint letter.

This is included in the compendium at page 24 and has some items highlighted for ease of location as well.

Before moving on, we want to highlight that the company received specific policy guidance from the government of Ontario and specific direction from the OEB which clearly state that the gas utility should file a multi-year DSM plan that benefits natural gas customers.

The intent of the remainder of the presentation is to demonstrate how Enbridge Gas has responded to the guidance and direction provided, and how the DSM plan holistically integrates a number of items in order to address the complex policy environment that we operate in.

Next slide, please.  Looking at the DSM letter objectives, we have added some emphasis intended to highlight how the company interpreted the direction provided.  Specifically in terms of the primary objective, it is noted that DSM programs are ratepayer funded and should help customers who fund DSM programs manage their energy bills.  We believe the reference to customers is explicit and therefore there needs to be a specific customer view across the portfolio and in the scorecard structure and metrics, which we will review shortly.

We recommend the panel consider this view in contrast with interpretations from other interested parties.

Looking at the secondary objectives of lowering average annual gas usage and helping to meet GHG reduction goals, we will demonstrate how the scorecard structure and metrics are consistent with these objectives.

With respect to the third secondary objective on IRP, we note that the IRP framework decision issued in the middle of 2021 supersedes the DSM letter where it states that merging DSM and IRP is premature.  We have included the reference portion of the IRP framework decision in the compendium at page 32.

So we won't be addressing IRP in the remainder of the presentation.  However, we should note that we have not asked for any funding, approvals or anything to do with any IRP plan within this application.

Next slide, please.  The intention here is to quickly highlight some of the direction provided to Enbridge Gas in the DSM letter.  The OEB asked for modest budget increases and if you go to the compendium, we have highlighted in yellow the entire section on this guidance which notes how budgets have doubled from the previous term and then stated in the expectation for modest increases from current budgetary levels.

Next in the compendium we have highlighted in green the section where the company was directed to consider the current portfolio and make modifications and consider new programming in order to optimize and make the best use of funds.  We will speak to how we have approached that guidance through the remainder of the presentation.

And we have highlighted in blue the section where the OEB directed that additional metrics should be proposed to ensure all segments of the market are reached.  We will demonstrate how the company has been responsive to this as well.

The OEB also noted that where possible, coordination of DSM and CDM programs is appropriate, which we will speak specifically to a little later as well. The main point is that the company has carefully considered the direction provided.

Next slide, please.  Now, to summarize the DSM plan application, the company has responded to the policy guidance and the OEB direction provided through the development of a comprehensive DSM plan application that has a five-year term, with a mid point assessment that would allow for necessary adjustments focussed on emerging policies and the newest elements of programming, modest budget increases from the existing budget levels, formulaically increasing over time to assist provincial policy goals, a fully integrated program portfolio with a broad range of programming that has enhanced successful existing programming and introduced new or updated programming specifically to address longer term GHG policy goals, and finally includes a strong governance structure for the OEB through an innovative incentive model.

Next slide, please.  It was important for the company to detail a new framework, as the policy framework is the basis for the DSM plan that is being proposed.  The proposed framework is in large part an extension of the current framework with adjustments to reflect feedback received from the mid term review, the DSM consultation and also subsequent decisions from the OEB.

The company has created a single consolidated document, whereas the existing framework spanned multiple documents such as the framework, OEB decision on the framework, and the report on the Board from the mid term review.

The company is asking for approval of the proposed framework from the OEB.  However, since this is the fifth DSM framework, the policies are well developed and understood by all parties.

There are a few notable items being proposed that differ from the current framework.  First, the company proposes no end date for the DSM framework, prompted by a suggestion made during the framework consultation process.  Previously OEB guidance on budgets were included as part of the framework, which made an end date reasonable to ensure periodic review of that budgetary guidance.

With the budgetary guidance removed, defined sunset for the framework is not required.  Having no sunset on the policy framework will assist with the optimization of the regulatory process, as was noted in the mandate letter to the OEB and highlighted in blue in the compendium.  You can reference the mandate letter on page 33.

The company has proposed adding a guiding principle to encourage collaboration with any other entity with funding that has a significant policy objective overlap with DSM, effectively extending the principles for CDM.  This inclusion is consistent with the subsequent government of Ontario request for Enbridge Gas to work with NRCan on the Canada Greener Homes Grant Program offering.  Similar language is also included in the latest mandate letter to the OEB, highlighted in yellow in the compendium.

Next slide, please.  Looking at the DSM plan budgets, we want to highlight how the company has responded to the direction received.  Both the policy guidance and the OEB direction speaks similarly and clearly to gradual or modest increases in DSM budgets.  They all explicitly point out that increases need to be balanced with impacts on bills, both in the short and long term.  The emphasis was on benefiting gas customers while balancing bill impacts.  The company took this qualitative direction and proposed a quantitative approach of formulaic increases.  The focus is on having the program budgets increase above inflation with a 3 percent policy growth factor, as these are the expenditures that directly benefit gas customers.  Overhead requirements to administer the portfolio are increasing less with inflation only.

Finally, the maximum shareholder incentive, or DSMI, as it is commonly referred to, has a portion that is held flat and a portion that is increasing with inflation.  So the total DSMI increase will be less than inflation over the term.

So the company has proposed a structure that is responsive to what the OEB would expect in a model with modest increases.  Customers have the largest increase, administration is lower, and shareholder incentives are even lower.

Inflation plus 3 percent policy growth was the company's interpretation of the qualitative direction.  Using a quantitative formula was thought to simplify adjudication, feedback from a very large number of parties, and intended to increase regulatory efficiency.

Finally, please note the company has used a 2 percent as a proxy throughout the application, but proposes to use CPI index for actual inflation and have that updated annually.

Next we're going to discuss the budget allocations.  Next slide, please.

So reviewing how the budget was allocated to the scorecards, please note the table on the slide is cropped so as to make it legible in a slide format.  There is a reference to the full table in the pre-filed evidence on the bottom of the slide, and we have also included a full view in the compendium on page 40 in case you would like to reference it.

There were several competing factors that went into the proposed budget allocation, so I will necessarily speak to the most material ones.

The budget allocation needed to address several items.  First was the sector-based scorecards, which is new, and we will discuss more later in the presentation.

The next was the new programming that was being introduced which requires some ramp-up to introduce to Ontario market.

There is also several policy and market-related unknowns that will emerge over the planned term in specific areas of the portfolio which will necessitate interim changes to the plan for a small portion of the portfolio.

Finally, and most importantly, the policy guidance and OEB direction had clearly indicated a desire for gradual or modest increases that balanced gas savings with customer's bill impacts.

In summary, budgetary allocation needed to balance a number of items.  The approach the company used was to take residential and low-income as a largely representative ratepayer group and also take commercial and industrial together as another largely representative ratepayer group and allocate modest budget increases to the groupings.

These groupings are the closest way to approximate rate impacts, as it should be noted that due to the legacy utilities have very different rate structures.  It is a real challenge to address rate impacts across all rate zones.

This approach was found to be the most equitable, and we note that the bill impacts are reasonable, given the overall budget increase proposed.

When we reviewed the market support type programs, which are substantially revamped or new and therefore required ramp-up in Ontario, the company targeted a comparable proportion to the similar legacy programming over the first half of the term in the original filing, which included 2022.

So the 3 percent policy growth was allocated to market support programs in order to accomplish the required market ramp-up.  These programs would start with an underweighting and grow rapidly until the mid-point assessment, with the average allocation being comparable with previously approved levels.

The company has proposed a mid-point assessment where it expects to file an application to reassess the budget allocation in this limited area.

Some parties have suggested that the starting basis for the DSM plan should be setting a target and then having the company work up a budget requirement to meet that target.  However, the direction provided in the DSM letter is clear:  Modest budget increases from current levels to manage bill impacts.

The company notes in March 2014 the OEB was given a directive to enable the achievement of all cost-effective DSM.  The OEB as an economic regulator directed a budgetary constraint for the utilities.  The OEB limited the budget increase to the doubling that was noted in the DSM letter.

The company has specifically interpreted the modest increase in the DSM letter as direction to gradually relax the budget constraint over time.

At this point parties suggesting changing the specific budget-based direction from the OEB should explicitly be asked to justify their requests.  There's been significant time, effort, and resources expended in both the planned development and the regulatory process.  The OEB mandate letter stressed the importance of increasing efficiency and regulatory processes, and any suggestion of a restart after these significant expenditures should be plainly substantiated.

Before moving on to discuss the targets associated with the proposed budgets, I would like to point you to Issue 6, Staff 13, part (c), included in the compendium at page 52.  The company provided a sensitivity analysis, demonstrating what an increase in targets could be accomplished with a 10 percent and a 20 percent increase in budget for each of the four largest sectors.

This analysis demonstrates that targets are strongly non-linear with budget increases.  In other words, there is a marginal cost curve for conservation, with incremental budget expenditures yielding lower average savings, and this holds across all sectors.

Next slide, please.  Next we would like to talk about the annual scorecard targets.  The table shown on the slide is abridged from the evidence, as it is too much for a slide presentation.  We're going to quickly talk about the annual scorecards and highlight changes from the current scorecards and how they address the guidance received.

So looking at table 2, some of the noteworthy items are, the first five programs have metrics that are measured exclusively in annual gas reductions, and they make up 91 percent of the total annual scorecard weighting.  This large weighting directionally addresses the primary objective of DSM and also directly addresses the first secondary objective.

The focus on gas savings metrics contrasts with the legacy resource acquisitions scorecards, which currently include both cumulative gas savings and participation metrics.

Now, if you refer to the metric weighting column, third from the left, some programs will have multiple weightings within the scorecard, which are intended to ensure that important components of the overall program are measured and therefore provided focus.

Looking at one example, being commercial, it has a 50/50 split between large customers and small customers.  This is intended to ensure focus on a broad spectrum of customers within the sector.

Next I want to quickly point out the three columns to the right.  These correspond to the 50, 100 percent, and 150 percent bands.

So looking at the residential program, the company would have to achieve 6.819 million cubic metres of gas reduction before reaching the minimum 50 percent threshold.  At or below this threshold, there is no incentive.  

Also as mentioned, the proposed budgets are designed to meet the 100 percent target level.  There is not enough budget or funding to approach the upper band across the portfolio, even with the 15 percent overspend allowance.

Finally, the company is proposing to continue the target adjustment mechanism, or TAM.  The OEB previously directed the use of this mechanism due to challenges in forecasting and setting longer term targets.

Next slide, please.  We feel it is important to focus on the governance structure, which is an incentive mechanism, as this is intended to clearly demonstrate how the company has reflected the OEB's objectives and priorities in the application.

Please do not interpret this attention on incentives as the company focussing on its own potential reward.  It is an incentive model; we are not shying away from that fact.  This is also not new.  Rather, please carefully consider how the incentive mechanism and structure as this needs to reflect what the OEB would like the company to focus on.  The company spent considerable time and effort on trying to ensure the governance structure was responsive to the OEB direction, and it is an area the panel should focus on.

The company is operating over the -- the company, in operating over the next term, should be incented to do what is important to the OEB.  We viewed the scorecards as embodying the OEB's direction, and the scorecard should provide guidance to the company over the planned term.

The company has proposed four different DSMI strains.  The reference will take you to an infographic that explains each of the items in more detail.  The image shown is intended to visualize when the various components can pay out based on performance.  So annually, which is most consistent with the current approach, there are two items; annual scorecards and an annual net benefits mechanism.  Both of these have been used in the past for DSM programming in Ontario.

There is a long term scorecard for programming that has metrics that span more than one year, so can only pay out based on performance at specific points within the multi-year term.  There is also a long term GHG reduction target, which covers the entire term and can pay out based on performance at the end of the term only.

Before talking about the two annual incentive mechanisms, I want to quickly reference Exhibit D, tab 1, schedule 2, table 1, which is included in the compendium and which shows the maximum annual incentives.  The maximum annual incentive, the split between the two annual mechanisms, two-thirds going to the annual scorecard and one-third going to the annual net benefits.  Both of these will be discussed next.

The weighting between the annual scorecards and the annual net benefits is another important factor the OEB panel should carefully consider, as it is an important part of the governance structure that signals where the OEB believes the focus should be placed.

Next slide, please.  Looking at the annual scorecard design, the differentiation of programs is new.  Currently the programs differ by legacy utility, but both have a large weighted scorecard for resource acquisition program.  Both utilities also had a separate low income scorecard.  The company is proposing to no longer define a resource acquisition program, but to define the programs primarily by sector as the low income scorecard had been in the current DSM plans.

The company has also proposed a fixed scorecard weighting throughout the term.  The fixed weightings are intended to reflect the relative importance of the programs within the governance structure, and the OEB panel should pay close attention to these fixed weightings.  With the scorecards defined at the sector level and the fixed weightings, we can see that the major sectors -- residential, low income, commercial and industrial -- have each been assigned a 22 percent weighting, ensuring these important sectors have equal and continued focus throughout the term.

I should clarify that although we are removing the Resource Acquisition Program, we are not removing resource acquisition programming as the residential, low income, commercial, industrial, and large volume programs shown all contain resource acquisition type programming and make up a collective 91 percent of the annual scorecard weightings.

Next I would like to point you to Issue 8, EGI Staff 18, which is in the compendium at page 68.  The interrogatory has several parts, but there are two main points I want to impress upon the panel from the response.

First, there are several parameters that can be adjusted within the governance structure.  The question asked about a number of these scenarios.  One thing you will likely hear from other parties is about changing one parameter or tweaking a different parameter, all attempting to make targets more difficult.

It should be noted that making multiple modifications, each intended to make achieving targets more difficult, eventually provides no incentive at all.  The incentives are there for a reason and they are intended to guide the company's behavior rather than having the OEB or other parties micromanage program administration over the term.

Second, in the response to A, part I, it should be carefully reviewed.  This is essentially a back-cast of the historical utility results in the proposed annual DSMI incentive mechanisms.

When you look at that, it shows that the performance achievement in the current incentive mechanism -- sorry.  It also shows what historical performance was in the current DSMI incentive mechanism.  The totality of that response clearly demonstrates that the proposed structure and targets are reasonable.  The back-cast results in a lower annual achievement than the currently approved structure.  There is no adjustment for increased baselines that the company will face on a go-forward basis, meaning that expected achievement will be even lower. This clearly demonstrates that the proposed targets are reasonable.

Next slide, please.  The annual net benefits is a shared savings mechanism which are common in the industry.  This structure was specifically modelled after feedback provided in the presentation during the mid term review by Energy Futures Group.  The slides from Energy Futures Group are included in the compendium at page 73, and also at issue 8 EGI, Staff 18, attachment 1.

We note the DSM letter specifically requested incorporating feedback from the mid term review.  Looking at the net benefits, we can note the planned budgets and targets place expected achievement at the middle of the range.  Also, the shared savings mechanism is not symmetrical.  Each step in the net benefits range has an increasing shared savings amount.  So the shared savings are zero on the first 100 million, 1 percent on the next 100 million or part thereof, and so on down the table.

The maximum for 2023 is 6.63 million, shown at the top of the table.  With the planned forecast of $364 million in net benefits, the forecast achievement calculation yields 3.2 million -- which, if you are interested, is 0.88 percent sharing of the net benefits that accrue to ratepayers.

The shared savings mechanism on net benefits ensures focus on the customer lens or perspective, as this portion of the incentive structure is specifically intended to be done from a customer point of view.  This is consistent with the policy direction received.  Some parties have suggested changing to a PAC or PAC-net benefits mechanism, which is from a program administrator or the utility's point of view.  This change would exclude some customer costs with the rationale that this makes the measurement of the results simpler or easier.

However, the customer perspective is then lost, and this is inconsistent with the direction provided.  Just because the appropriate measurement is somewhat more challenging does not mean you should settle for an inferior measure, especially when the customer perspective is an integral part of your primary objective.

Another point to note is the calculation includes not just the program spending, but also the portfolio overhead.  So this provides the company with an incentive to optimize all spending.

The net benefits mechanism works in conjunction with the annual scorecards in a holistic fashion.  This mechanism incents the company to focus on the most cost-effective measures, including long-lived measures, which is specifically encouraged in the DSM letter.

Some parties have advocated increasing this weight substantially.  The issue with that, if taken to an extreme, is that some important sectors are clearly less cost-effective than others.

So as an example only, although there would be a strong incentive to focus as much as possible on large industrial customers in order to maximize the net benefits, the sector-based scorecards provide an important counterbalance, as any shift in spending away from one sector would result in lower achievement in that sector's scorecard.

As noted previously, the company proposes to weight the annual DSMI mechanisms two-thirds, and one-third for the annual net benefits.  And again, I will highlight, that is an important factor for your consideration.

Next slide, please.  I am going to try to move quickly here, only highlighting the structure of the scorecard.  This will talk about the program a little bit later.

The long-term scorecard looks and acts the same as the annual scorecards in terms of all of the mechanics, with the only real difference is that the program is longer-term in nature and is therefore proposed to be measured over a longer period than a single calendar year.  Currently the scorecard is measured over the first two years of the DSM plan term.

As with other scorecards, the metrics and metric weightings are based on the program offering design details and the purpose or objective of the program offering.

Next slide, please.  The long-term GHG scorecard is a direct response to the OEB encouragement in the DSM letter to develop a longer-term natural gas savings reduction target separate from the annual targets that will work to achieve by the end of the next multi-year DSM term.

This target is structured as a stretch goal.  The target is measured on a gross measurement basis and is the base year growth savings multiplied by the years in the term, with a 15 percent stretch factor applied.

The payout is binary, being all or none.  If we don't hit the target there is no performance incentive.

A couple of quick comments on the details are warranted.  The choice for gross measurement was intended to remove some of the expected challenges with measurement over a long period, one example being changes to the net to gross ratios.  Gross measurement avoids most of these challenges.

Also, as previously noted, the targets are not linear with budgets.  So the 15 percent maximum overspend allowance included in the framework which is also carried over from the current framework, hitting this target is a stretch.

Lastly, the metric is expressed in terms of GHG reductions.  This seemed appropriate, given the emphasis on GHG reductions from a policy perspective and within the secondary goals for DSM.

The company does recognize the equivalence between gas reductions and GHG reductions, but having a simple metric expressed in terms of GHG fits with the policy environment.

Next slide, please.  The company has proposed a comprehensive program portfolio that will continue to address a broad and diverse customer set and play an essential role in supporting the province's energy conservation objectives.

It can be noted that the company as directed in the DSM letter continued the successful program offerings that make up the majority of the portfolio.  This should not be interpreted as standing still.  The company has sought to enhance and optimize the portfolio.

Some specific examples include, the portfolio is now fully integrated, including program requirements, processes, and accounting standards.  This simplifies engagement for customers that span more than one legacy rate zone.

The company has introduced new participation options for customers, with one example being the single measure offer in our residential program, which targets influencing customers that may be interested in pursuing a single energy efficiency upgrade or who may not feel the need to perform a pre- and post-audit.  Additional options for gas customers allow for broader participation and support the DSM objectives.

Increased incentives in the commercial and industrial program are intended to prompt greater levels of participation and influence deeper savings.  The company has done some enhancements on the direct install and midstream offers to actively engage smaller, harder-to-reach customers, providing more opportunities to new participants.

There is an increased focus on more formal engagements with industry contractors and market actors, intended to broaden the reach of DSM programming and with the expectation of growing awareness and participation.

And finally, we have expanded core capabilities and resources, focused in areas that either increase participation or expand the most cost-effective program areas in order to balance the priorities within the DSM letter.

Looking at the new or substantially revamped programs, the company has developed an updated set of new construction offerings and a notable new program that focuses on market supports for adoption of low carbon technologies.  We will talk about these two areas with newer programming next.

To summarize, the DSM plan portfolio is consistent with the direction provided, which asked the company to seek out elements of the current program that can be modified and also consider new programs in order to make the best use of funds.  The company has been responsive to this direction.

Next slide, please.  New construction policy is evolving, with the pan-Canadian framework at the federal level, suggesting the advancement of a national model building code to achieve future GHG emission reductions.  The code is referred to as a step code, where there are efficiency levels or steps that can be adopted, with each higher step having a higher level of energy efficiency performance.  Since building codes are under the jurisdiction of each province, the national model code requires adoption by the individual provinces.

While there remains some uncertainty as to the timing of when Ontario will be ready to adopt and enforce and move to each of the various steps, the company believes there will be adoption of a higher step within the planned term, likely close to the mid-point.

DSM plans have a very long history of supporting increased conservation measures and new construction, as this is a key point to influence very long-lived upgrades that are much more difficult and costly to address post-design and construction.

Program being proposed uses the current Ontario building code as a base line and covers the residential affordable housing and commercial sectors, with market support for builders, designers, and contractors.  The program offerings not only provide educational elements for the participants but focus on capacity building in Ontario, avoiding lost opportunities and currently under-performing markets and working with builders to break down barriers and concerns with design and construction to net zero energy ready standards.

The benefits of these programs -- program offerings go beyond allowing customers to buy and live in more efficient housing.  The company has designed this program to continue to support improving building efficiency through the advanced design and construction, which is an important -- which is important for the province to be able to adopt higher steps in the code of the future.

Next slide, please.  The low carbon transition program is also in support of the pan-Canadian framework, which calls for very aggressive reductions in energy usage for space and water heating appliances.  Utilities are specifically called out as a market actor that needs to support several activities, including field testing, demonstrations, market awareness, training, and incentives.

The low carbon transition program includes market support for both electric and gas appliances, with the electric appliances being hybrid systems that utilize gas as a backup fuel to minimize costs and strain on the electric grid.

Offering options for both gas and electric as the primary heating fuel is consistent with the latest OEB mandate letter, which stated four priorities, one of which was consumer choice.

The low-carbon transition program also includes market support for both residential and commercial sectors and, as noted previously, is a new program with a significant ramp-up required during the planned term.

Enbridge Gas plans to support market adoption of these technologies in Ontario by increasing product availability by demonstrating market interest to distributors and manufacturers, reducing accessibility barriers for low-carbon technologies by providing significant incentives, and providing training to design engineers and contractors to ensure proper design specification and quality installation of equipment.

Next slide, please.  Next, we would like to provide an update on the negotiations between NRCan and the company regarding the Canada Greener Homes Program.

The Greener Homes Program offering is a federally funded offering by NRCan that provides Canadians rebates for a wide variety of energy savings, emission reduction, and climate change mitigation measures for their homes.

The program has significant overlap with the Enbridge Gas home energy retrofit offering, that is a large component of both the current legacy DSM plans and the residential program and the DSM plan application.

Both the Greener Homes offering and the legacy home energy retrofit offering are in market today.  Recognizing the market situation, the Ontario Ministry of Energy sent a letter to NRCan and requested that Enbridge Gas be engaged to consider co-delivery as a collaborative effort that would benefit all parties, customers and constituents.  The company has been engaged in negotiations based on this policy direction.

The company provided an update prior to the technical conference regarding the status of the negotiations.  To summarize, we have agreed in principle that there should be a single program with common rebid levels for customers constituents in Ontario, Enbridge Gas should be the program administrator, with both parties co-funding the offering.

There should be an attribution agreement, as this is required under both the current and proposed DSM frameworks.

As you are likely aware, some interested parties questioned being able to proceed with the OEB approval of the residential program based on concerns with the status of negotiations and potential impacts on residential program budgets, targets, and other items in the DSM plan.

This position is untenable and unfounded.  The company cannot, on the one hand, be expected in the policy framework to proceed with collaborative efforts and, on the other hand, have no approvals for the very program it is expected to collaborate on.

Enbridge Gas has engaged as requested with NRCan and is proceeding as diligently as possible.  There is a clear need to move forward even with some uncertainty, as this is not in fact a situation that is uncontemplated or unprecedented.

We can look at the guiding principles of the existing and proposed frameworks, the historical precedents, and policy direction we currently have today.  The current DSM framework has a guiding principle around collaboration with CDM to drive efficiencies not just for program costs, but also efficiency for customers who benefit through lower program application effort and/or costs.  In the proposed DSM framework, the guiding principle is maintained and broadened to any other entity with complementary policy objectives.  So these situations have clearly been contemplated.

During the current DSM term, the company had an agreement with the Green Investment Fund or GIF with the province of Ontario, where additional funding was added to extend the historical version of this very same program offering.  Existing policies and practices were used to incorporate this funding and extend the reach to the benefit of more Ontarians, so there is a clear precedent for this type of situation.

Finally, from a policy direction point of view, we have a clear request from the government of Ontario to seek a co-delivery arrangement with NRCan, which was reiterated in the latest OEB mandate letter this fall.  This very same mandate letter has a clear expectation for the gas utility to establish a multi-year DSM plan.  So it is clear we need to move forward with a multi-year plan -- which brings us to the next slide to talk about the impact of the remainder of the proceeding.

The company wants to be clear.  Enbridge Gas is working to complete an agreement and believes this can be in place for some time in 2022.  When there is an agreement with NRCan, the company does not expect changes to be required for the budget or budget flexibility that has been proposed.

The company does not believe there would be any need to adjust the scorecard or the metrics on the scorecard.  Gas savings is still expected to be the measured outcome.

The only thing that may change is the appropriate residential target which is dependent on the Attribution Agreement and the final forecast participation and savings with customers attributed to the company, which are both unknown at this point in time.

So to emphasize, no change to the budget, no change to the scorecard or metrics, a possible change to revisit the residential target.

This does not warrant any delay.  The company fully expects to reach an agreement.  But in this rare circumstance where it does not, the company still believes the proposed program is valid and would not propose any changes to the DSM plan.

The company does expect and can commit to filing some form of an update with the OEB once an agreement is finalized, which would include an assessment of any required changes to the residential target.  This pragmatic approach to what is essentially just coincidental timing.  If the negotiations had taken place either a year earlier or a year in the future, and therefore were in the middle of a planned term, it is clear the company would proceed and file updates as required.  Today's situation is no different.

Next slide, please.  So in summary, the company has developed a comprehensive plan that directly addresses policy guidance and OEB direction provided.  This plan includes a governance model for the OEB, which is a critical item for both meeting DSM objectives and balancing bill impacts for gas customers.  The company has proposed a five-year term within the three- to six-year range directed in the DSP letter.  The company notes the five-year term would align with the funding period for the Canada Greener Homes grant program offering as well.

A longer term is critical to ensure regulatory processes are optimized to increase efficiency.  As noted, this proceeding has been extensive and there are other directly related proceedings that started in early 2019.  The company has many dedicated professionals that are looking forward to moving past the regulatory process and the uncertainty created.

The team is eager to have clear direction so they can move into planning and implementing conservation programming, as this is what actually contributes to the policy objectives we are considering in this proceeding.

Customers also require time to plan and implement capital projects that contribute to policy goals.  So providing clear policy for longer terms with a broad range of consumers' choices is the best path for supporting policy.

The Enbridge Gas team looks forward to your decision and having the opportunity to continue to serve our customers in a thoughtful way.  The company is seeking approval by August to ensure continuity of programming and continued access for Ontarians to gas conservation programs.  Specifically, the company is seeking approval of the DSM plan application including the proposed DSM framework, formulaically increasing budget envelope for the entire five-year term, and a limited mid-point assessment with a company application for required adjustments, the comprehensive program portfolio serving Ontario gas customers, and the OEB governance structure based on innovative incentive mechanism.

Thank you kindly for allowing us to speak with you this morning.

Next slide, Ms. Adams.  Appreciate the time.

MR. JANIGAN:  Thank you very much.  Do you have any questions, Mr. Moran?
OEB Commissioner Questions:


MR. MORAN:  Just a couple of follow-up questions, if I could.

At one point, you indicated that one of the things that you were looking for is an approval for the framework,  but without any sunset for it.  What would you propose as a mechanism for reviewing the appropriateness of that framework over time?

MR. FERNANDES:  Thank you.  That is a good question.  We're viewing the policy framework as being a document that the OEB would own and maintain.  So there could be periodic reviews of the framework, but they wouldn't necessarily need to be coupled to a budgetary term, if you think of it that way.   So they could be done well in advance and depending on the degree of change in the framework, it could be implemented for the start of the next budgetary term.

What we have had historically is we normally had gone through a framework proceeding, immediately followed by a plan -- DSM plan application proceeding.

You could decouple them with respect to timing and I think it's been noted that in the previous framework, there was a rollover or transition year, and in this case we've had two of those already.  So we're looking to try and decouple the length of time in the regulatory process.

MR. MORAN:  Thank you.  Could you just pull up slide 18 from your presentation, please.  Just a question around the third bullet point:  New programming entering a market should not displace existing programming for the same or similar policy goals.

Could you just explain what you mean by that and perhaps with an example?

MR. FERNANDES:  Okay.  So that actually came from the Ministry of Energy letter to NRCan, but it is something that we've been pushing on the policy side.

So our home energy retrofit offering has been in market, I believe, for more than a decade, and, you know, it's been funded through gas rates.  The federal program is coming in and trying to do a, you know, a Canada-wide program that has significant overlap.

The intention is that when new funding comes into this market it shouldn't displace the existing funding, you know.  It won't have any real impact that way.

So we've been trying to work with the other parties that may have funding to make sure that it's not duplicative and it doesn't displace, it should be additive from a customer-facing point of view or constituent, and that is what we're looking to do with Greener Homes.

And they have agreed on that in principle.  I think their basic challenge is trying to portray a Canada-wide program.  They have made certain commitments, so we kind of have to fit within some of their umbrella, even though they recognize the need to be conscious of what is actually already in place in the various jurisdictions.

Does that address your question?

MR. MORAN:  Sorry, if the federal program had an incentive for something that you also have an incentive for but the federal incentive was higher, what would this mean in that context?

MR. FERNANDES:  We're looking towards that to say that from a customer or constituent-facing point of view we don't want to have anyone seen as having something that would be reduced or at least have that minimized.

So the basis that we're working under is to try and bring the funding together, have a single program facing the market so there is less confusion for customers or their constituents.  And the funding would try and extend either -- you know, encourage deeper savings per participant or increase the number of participants.

So all of the funding and attributions on the back end and facing, you know, facing the market, the customers would see it as a single program, but there should be more options and availability for them, because it would expand beyond some of the measures that we would offer as a gas utility.

The federal program has substantial other ones for non-gas primary fuel, but also for other items.  So their funding would have to cover those items.

MR. MORAN:  Thank you.

MR. JANIGAN:  Commissioner Zlahtic, do you have any questions?

MR. ZLAHTIC:  No, I do not.

MR. JANIGAN:  Okay.  I have just a couple of areas to deal with.  I note the Minister's mandate letter stressed the importance of implementing a DSM framework in a way that enables customers to lower energy bills.

And I note that Enbridge's application was filed in May of 2021.  And I believe since that time the commodity gas price has gone up by almost 50 percent.  And this would seem to -- I realize that we have tried all kinds of smoothing mechanisms to try to deal with it, but it would seem to place more importance on the ability to implement savings for customers that participate in the program.

My question is, given this increase, is your program robust enough to meet that demand or meet the importance of lowering energy or lowering the energy bills particularly with the increase in commodity?

MR. FERNANDES:  Excellent question.  If -- what was mentioned when we look at the program portfolio, we have continued the existing legacy programs for, you know, fully consolidated form, and we mentioned that 91 percent of the annual scorecard weighting was for programs that are resource acquisition-type programming.

They are all measured directly in gas reductions.  So the bulk of our programming does address all the different, you know, broad-reach across all the sectors for Ontario, and the bulk of the program budget is going towards areas which are incenting customers to lower their gas consumption.

The other item is that we have carried over the existing 15 percent overspend allowance, so that is in the current framework, and we proposed it here as well.  So if there were to be incremental demand from customers, we have proposed continuing that, what the OEB has approved in the past.  So there is an allowance to go further, or that flexibility is important if there is increased demand.

The gas increases is relatively short-term in nature.  It would take some time for the customer set to plan and implement a number of their projects, depending on which sector you're talking about as well, though.

Some of our largest customers would, you know, potentially have a very long-term capital plan.  So they may not -- you know, they may not be able to do it on their side as quickly as the company would be able to respond.

MR. JANIGAN:  The second area of my questions deals with another part of the mandate letter that stressed the continuing need to foster integration and alignment between natural gas and electricity conservation programs.

I note in your presentation that this -- this particular part of the mandate is primarily being met by Enbridge Gas in terms of fostering awareness among the different players in the system, the contractors, the customers, et cetera.

Have I got that right?  I don't mean to denigrate what you are doing.  It just, it seems like it is primarily a situation where awareness is being fostered rather than any particular program.

MR. FERNANDES:  There's quite a bit underneath that.  So with the amount of time allotted I couldn't go into very much detail on the program side, and some of my panelists next week would be better able to cover this, but right now, if we compare to CDM, where IESO's tasked with doing the electric side of CDM, they don't have a residential program to speak of.  So we are collaborating with NRCan as noted.  So that is one area where we are doing things.

We are collaborating on low-income, which the IESO does have in market and will be able to speak in more depth to that.  But we are actually giving collaboration efforts across our low-income portfolio.

We have also introduced a moderate-income offering, you know, try and go to one tier or above what the traditional participants are, and that is in direct collaboration with IESO as well.

There is also a number of items where there is the appropriate amount of overlap within our commercial industrial sets of our programming.

So the way I would respond to that is, we actually frequently deal with IESO, and we are engaging where we do have areas of overlap in order to try and get that, you know, delivery efficiency, but also face to the customer.  It makes it better for both parties to come as a common front to the market.

MR. JANIGAN:  Okay.  Thank you very much for those answers and your presentation, Mr. Fernandes.

I now would call upon the OEB Staff presentation, and at the same time, my fellow commissioners have reminded me that we intended to institute a no-acronym rule for this proceeding.

This is an area which seems to be rife with them and, notwithstanding the excellent glossary that was provided to us by Enbridge Gas, it still is much easier in a normal proceeding if parties would use the whole phrase rather than compress it to letters, which can be sometimes confusing.

So with that in mind, I will continue and call upon OEB Staff for the presentation.
ONTARIO ENERGY BOARD STAFF

Presentation by Mr. Wasylyk:


MR. WASYLYK:  Thank you.  Mr. Janigan, Commissioners, good morning.  Thank you for the opportunity to present.  My name is Josh Wasylyk and I am a Staff member of the Ontario Energy Board, and I will be providing an overview of OEB Staff's perspective in relation to Enbridge Gas's application, which Mr. Fernandes just walked you through.  So Staff's presentation will primarily focus on the key issues it has identified related to Enbridge's proposed plan.

Throughout the presentation, I will highlight important considerations that Staff feels should be front of mind as mind as we proceed through the hearing and final stages of this proceeding.

I will also provide a general overview of the expert evidence produced in this proceeding by Optimal Energy Inc.

To start, provided here is a snapshot of the core components of Enbridge's plan; many of these Mr. Fernandes just walked you through.  I have also highlighted some key considerations that I will discuss in more detail throughout this presentation.

As can be seen here, there are several important components to Enbridge's plan.  Many of these components are directly linked to one another.  Therefore, making changes to one aspect -- for example, savings levels --changes to other elements such as budgets, program size and targets will also need to be considered.

Generally, as was just discussed, Enbridge has proposed a plan that is largely the same which it has delivered over the last decade, including many of the same programs, and similar program and savings levels.

The OEB is tasked with determining the most appropriate path forward for ratepayer-funded natural gas conservation, both in the short and long term.

Staff has identified the following key considerations which I will touch on here and expand on further throughout the presentation.

The first is related to policy.  Policy guidance is typically the initial and often the primary input required to establish conservation and energy efficiency plans.  A key decision point will be if Enbridge's plan as proposed effectively responds to existing policy and objectives, and will continue to appropriately respond to policy as well as economic impacts such as federal carbon price throughout the term of the plan.

Next, is Enbridge's requested term appropriate?  Enbridge sought approval of its proposed plan to the end of 2027.  As hinted to above, policy direction related to the future of natural gas is likely to continue to develop at a rapid pace, whether Enbridge's plan will achieve the objectives of ratepayer funded DSM is the main decision point.

Next, the panel will need to consider the appropriateness of the requested level of ratepayer funding and if the corresponding bill impacts are reasonable.  At issue in this proceeding will be if ratepayers are receiving enough value to justify the proposed expenditures or conversely, if and how increased budgets are operationalized including how costs are recovered.

An equally important component will be the proposed natural gas savings levels.  Enbridge has suggested that due to its mature programming, low cost savings have largely been exhausted.  The panel will need to consider whether Enbridge's proposed reasonable natural gas savings levels over the term of the plan and if Enbridge has appropriately relied on key inputs including analysis of potential savings that exist in Ontario.

Now in order to understand if the desired outcomes are attainable, consideration of the proposed programs is necessary.

Enbridge has proposed a portfolio that continues previously approved programs which attempts to satisfy a number of policy objectives and reach both small and large customers alike.

The panel will need to determine if the programs provide value both in the near and long term, and if and how changes should be made to increase the value to customers both now at the outset of the proceeding and the plan and throughout the term.

Effective performance targets and metrics are key elements that act as a motivator for the utility to help ensure ratepayer funding is used effectively.  Enbridge has proposed a complex target structure.  The panel will hear many perspectives on effective incentive regulation.  Finding a balance between an incentive that motivates the utility to reduce a significant amount of natural gas consumption but also mitigates additional ratepayer costs will be key.

Then finally, I will briefly discuss key considerations related to Enbridge's proposals to the OEB's evaluation and verification process that happens after a program year is complete.


I will now walk through each of these areas in a little more depth.

There have been several key policy documents that have informed the application which Enbridge noted in its presentation.  As you will likely hear from some parties,  natural gas conservation was a key element of the government's 2018 environment plan.  The environment plan outlined a path towards Ontario's 2030 GHG reduction goals.  Natural gas conservation accounted for 18 percent of the total GHG emissions reductions.

In November 2020, as discussed by Mr. Fernandes, as part of a joint letter from the associate Ministry of Energy and Minister of the Environment clarity was provided in that a portion of the overall natural gas reductions was not expected to come entirely from ratepayer funded DSM, nor were the goals meant to be a prescriptive target.
That clarity was helpful.

Shortly after the joint ministers' letter, the OEB then released its direction and guidance to Enbridge on its next multi-year DSM plan in December 2020, some 16 months ago.  As part of the OEB's letter, it noted that Enbridge should propose modest budget increases in the near term in order to increase natural gas savings, a key excerpt.



Then in May of 2021, Enbridge filed the application in front of us today.  More recently, this past November the Minister of Energy issued a mandate letter, which both Commissioner Janigan and Commissioner Moran noted on.  The Minister expressed an interest in a number of areas, including a natural gas DSM framework that delivers increased natural gas conservation savings and reduces GHG emissions, optimize regulatory processes, a framework that enables customers to lower energy bills in a most cost effective way possible, a framework that helps customers make the right efficiency choices whether it be through gas or electric equipment, and the need for integration answer alignment between gas and electricity conservation programs.

All of these items, as well as the ability of Enbridge's proposed plan to continue to effectively respond to policy, will be factors in the panel's ultimate decision.

As part of its December 2020 letter, the OEB provided the guidance and outlined the primary and secondary objectives of ratepayer funded DSM.  These were discussed in detail by Mr. Fernandes and I will just highlight a couple of notes here.

Through its broad suite of programs, it is clear Enbridge's plan focuses on the primary objective, that being multiple program options for all customer segments.

However, it is somewhat less clear if Enbridge's core programs and new proposals sufficiently address the secondary objectives of lowering overall average annual natural gas consumption and supporting GHG reductions.  In particular, core programs continue to provide incentives for gas-fired equipment which may lead to lost opportunities for electrification.

The proposed low carbon transition program that incentivizes heat pump installation to bring significant attention to gas and hybrid heat pump systems prolonging the reliance on natural gas usage.

Considerations of the extent to which the main objectives of DSM are being met, including the merit and value of the new proposals, will be a main factor in deciding on the overall value and, in turn, the appropriateness of long term approvals under this plan.

That brings us to discuss the term.  As I have noted, the term of the plan is likely to be a central consideration and you will likely hear arguments about an appropriate term from all parties.

As part of its December 2020 letter, the OEB indicated that Enbridge should file a plan that is at least three years and at most six years long.  Enbridge responded to that and filed a plan in front of us today that spans six years.

For practical purposes, the OEB has already addressed the 2022 program year which was addressed earlier.  Now the OEB will need to determine if the proposed plan merits long term approval.  This will largely depend on how effective Enbridge's proposals respond to the objectives of DSM and even more importantly, if the plan will remain responsive to the changing natural gas and climate landscape or whether more work is required.

Next we will discuss the two central components of Enbridge's plan, that being overall budgets and savings levels.

Enbridge's plan, as noted by Mr. Fernandes, has been built starting with the total budget maximum, then assessing the scale of it's existing programs and determining the savings targets based on its own experience and analysis.

Under this approach, there is an inherent and likely unintended bias to establish goals and performance metrics that are perhaps more easily attainable than would otherwise be establish by an independent party.  The natural gas savings proposed by Enbridge are lower than the potential savings shown in the OEB's Achievable Potential Study, and also lower than a subsequent potential analysis conducted by a consultant retained by Enbridge.

As noted earlier by Mr. Fernandes, a policy framework has also been discussed as part of this application.  Therefore it will be appropriate for the panel to consider and determine whether savings are appropriate as proposed, or if and how they should be adjusted.  Although likely impractical to ask Enbridge to completely redesign its plan based on certain desired outcomes in the short term, as the OEB is also tasked with approving its policy frameworks, consideration of future DSM plan development will be important.

An alternative approach is to establish savings goals at the outset and then develop a plan to meet the savings goals with a budget being the byproduct of that analysis.  

If after reviewing the evidence and arguments of parties the OEB finds that ratepayer DSM should be achieving greater outcomes, including more natural gas reductions, possible options could include approval of a shorter term for the current plan, direction that independently developed natural gas savings levels be determined and used as the primary input to inform future DSM plans, and from there considerations to process can then happen, including a pre-application stakeholder process to establish a review, discussion, and revision towards Enbridge's future plan development, which could allow for greater collaboration and direct contributions from interested parties.

A possible outcome of this approach may be an optimized regulatory process that includes a future plan that is accompanied by the support of all parties.

As mentioned throughout this presentation, Enbridge has proposed a broad portfolio of programming, allowing for opportunities for many customers.  The core programs aimed at the residential, low-income, commercial, and industrial sector accounts for the majority of the portfolio.  Costs are largely assigned to these four segments in a generally even proportion.  

Savings, however, as one would expect, are weighted heavily towards larger customers.  Conversely, participation levels are weighted in favour of smaller customers.  This is just to give you a sense of the scale of the plan.

The key considerations facing the panel likely include whether Enbridge has proposed the proper mix and allocation of available budget across its portfolio, if the programs as proposed and considering the enhancement suggested by expert witnesses will provide value to customers, if this suite of programs sufficiently addresses the OEB's primary and secondary objectives, and if the scale of the programs will allow for the continued responsiveness to emerging policy goals and the merits and usefulness of the new proposals; namely, the program aimed at advancing heat pump installations and transforming the new construction market.

Additionally, the OEB will likely be asked to consider what role DSM should play in electrification of space and water heating and if ratepayer-funded DSM should continue to provide incentives for gas-fired equipment or instead be solely focused on fuel agnostic measures, such as insulation.

Next I will highlight certain aspects of Enbridge's proposed performance incentive structure.  Although there are similarities to past OEB approvals, Enbridge has added a number of new components.  Legacy items include the annual maximum shareholder incentive amount, an annual scorecard approach, and the annual target adjustment mechanism.  Although these elements are consistent with past approvals, key considerations should still be given to how the annual target adjustment mechanism operates.

As proposed, Enbridge will only have fixed targets for the initial year of the plan.  Then in each subsequent year targets will be adjusted based on the performance and costs of the prior year.  Over the course of the current term from 2016 to 2020 targets have generally stayed flat.

Enbridge has also introduced some key changes to the performance incentive structure, including a proposal to lower the incentive earnings threshold down from 75 percent of a target to starting at 50 percent of a target, and measuring performance relative to annual savings goals, as opposed to lifetime savings goals.

Enbridge has also proposed three new targets:  An annual net benefits incentive, a long-term GHG target, and a scorecard related to its proposed low-carbon transition program.  Mr. Fernandes walked you through the details of each of those.

In the end, the OEB will need to determine if the right balance between motivating excellent performance, utility versus ratepayer risk, and simplicity versus complexity has been achieved and adds value and motivates the company to achieve the objectives of ratepayer-funded DSM.

The last core component of the plan I am going to touch on is what happens after the program year finishes.  The OEB's responsible for evaluating and verifying the program results.  The current process is managed by OEB Staff with independent third-party evaluation contractors retained to undertake various evaluation and verification activities to confirm the accuracy of Enbridge's program results.

Throughout the evaluation process OEB Staff and the OEB's evaluation contractors involved the OEB's evaluation advisory committee.  The committee is made up of Enbridge representatives, as well as independent expert stakeholders.  This collaborative approach ensures each work activity is thoroughly considered and is undertaken in an independent and objective manner consistent with energy best practice.  Generally, the final program results have been supported by the committee and ultimately accepted by the OEB.

Enbridge has not proposed material changes to this process, but it has requested some key approvals, including the development of DSM-specific evaluation protocols, approval of the proposed evaluation advisory committee terms of reference document, and approval of the methodologies Enbridge will use to measure program results during in-year program delivery, and the requirement that the OEB's evaluators also be bound to these same methodologies.

Considerations of these proposals will be important.  Equally important but for different reasons, as noted in the follow-up questions to Mr. Fernandes's presentation, is the lack of a joint final program details between Enbridge and Natural Resources Canada.

The two entities have been negotiating these final terms for the large-scale residential home retrofit program for some time now.  Unfortunately, final program details are not yet available.

When considering Enbridge's proposal it will be important to assess the following:  Will the OEB's evaluation process remain independent and objective?  Is there a confidence that Enbridge will only be credited with natural gas savings that its programs have influenced?  And third, will the OEB's evaluation -- expert independent evaluation contractors maintain the ability to continually use industry best practice evaluation techniques and methodologies?

Next I am going to shift gears slightly and provide a general summary of the analysis completed by Optimal Energy Inc.  As a bit of background, Optimal was retained in response to guidance from past OEB decisions and comments from stakeholders retained related primarily to exploring an alternative cost recovery structure to efficiency costs.

DSM costs in Ontario are expensed on an annual basis.  The OEB approves annual budgets, Enbridge incorporates those amounts into rates, and they are collected from customers throughout the year.  This is the general practice in many other jurisdictions as well.

The OEB and some stakeholders have shown an interest in understanding the benefits and limitations of an alternative approach, one that is similar to the manner in which costs are recovered from capital projects.

Optimal undertook a jurisdictional review of several U.S. states that have amortized efficiency costs.  The conclusions that Optimal reached were qualified, noting that, although there are benefits to amortizing efficiency costs, including smoothing bill impacts in the near-term due to significant budget increases, the considerations to key parameters, including the amortization term, interest rate applied, and what rate of return is reasonable, need to be thoroughly reviewed.

Also, as part of this report Optimal reviewed Enbridge's performance incentive proposal and considered incentive designs in other jurisdictions.  Optimal made several conclusions, including observing that Enbridge's incentive structure is highly complex, including numerous target categories and various metrics.

Optimal also noted that Enbridge's proposed scorecard approach, which includes its annual target adjustment mechanism, has some limitations due to the caps on overall performance relative to any single metric.

Optimal suggested that, as opposed to relying on net annual savings as a key barometer for measuring success and driving performance, that either net lifetime savings or overall net benefits would be a better metric in order to motivate the utility to pursue incremental long-lasting benefits.

Optimal's second report took a more focused look at Enbridge's proposed programs and compared them with those in other similar jurisdictions.

Generally, Optimal found that Enbridge's programs have been reasonably well-designed to do an adequate job in addressing a number of different policy objectives.

Optimal did, however, have several discrete recommendations for enhancements or revisions to Enbridge's programs.  A highlight of these include eliminating furnaces and boilers entirely, suggesting Enbridge consider options to help more effectively in rural, hard-to-reach, low-income families and key revisions to the commercial and industrial and new construction programs to increase their effectiveness and reach.

However, more broadly, Optimal's overarching observation and recommendation related to the need for increased integration of natural gas conservation with the IESO and electricity conservation in Ontario.  Optimal recommended greater integration across the portfolio.

These considerations will be a key component to the success and value of Enbridge's plan and an area the panel is likely to hear about during the hearing and as part of submissions.

In closing, Enbridge has proposed a broad plan.  It is a plan that is consistent with traditional DSM efforts of the past.  It will allow a number of customers to take advantage of helpful financial incentives and educational and technical support to make their homes and businesses more efficient.

However, it is not clear that it is a plan that will deliver the level of natural gas savings required to be a meaningful contributor to the province's GHG reduction efforts.  Additionally, it is a plan that proposes to continue to incentivize the use of gas-fired equipment, many of which will remain in place for well more than a decade.

Further, it is not clear that if given approval for the term requested, this plan will remain consistent with the policy related to the changing natural gas industry and interest or increased levels of energy efficiency.

Enbridge has requested approval of close to $800 million of ratepayer funding to support its natural gas conservation business between 2023 and 2027.  The OEB will need to assess the value this plan provides relative to the costs to ratepayers, the level of shareholder incentives available, and the risk mitigation protections that have been proposed by Enbridge.

Thank you for providing me the opportunity to give you Staff's high level perspective at the outset of this important hearing, and I am happy to take any questions the panel may have.
OEB Commissioner Questions:

MR. JANIGAN:  Thank you, Mr. Wasylyk.  Commissioner Moran, do you have any questions?

MR. MORAN:  No, I don't, thanks.

MR. JANIGAN:  Commissioner Zlahtic?  Mr. Zlahtic, you're on mute.

MR. ZLAHTIC:  Yes.  Commissioner Janigan, my apologies.  I have so many screens open.  It is finding the right icon to unmute.  Knowing me as you do, you should probably appreciate that.  I have no questions.

[Laughter]

MR. ZLAHTIC:  Thank you.

MR. JANIGAN:  I don't have any questions either.  Thank you very much for that presentation and what do we have for the time?

I think -- at this juncture, I think we will take a 15-minute break.  We're at 11:06.  We will be back at 11:20.
--- Recess taken at 11:06 a.m.  
--- On resuming at 11:22 a.m.

MR. JANIGAN:  Okay.  Next on the list is Environmental Defence, and Mr. Elson and Ms. McDiarmid.
ENVIRONMENTAL DEFENCE

Presentation by Mr. Elson:


MR. ELSON:  Thank you, Commissioner Janigan, and thank you for the opportunity to make a presentation today.

Dr. McDiarmid is going to take the lead on the presentation and is going to share it, and I am just going to address the first slide, explaining why we asked Dr. McDiarmid to do this report in the first place.

So in terms of background, Enbridge is proposing to spend $12 million on gas heat pumps and hybrid systems over 2022 to 2024, and then beyond 2024, this is part of the market transformation funding, which is where all of the 3 percent escalation goes to, so it is the fastest or, frankly, really the only growing program area are the market transformation programs, and that includes zero dollars on all-electric cold-climate heat pumps.

So we asked Dr. McDiarmid to assess the relative cost-effectiveness of gas hybrid and all-electric heat pumps for residential buildings and also to assess the role of gas hybrid and electric heat pumps in a net zero transition.

The report touches briefly on the commercial setting, but we're focusing in this presentation on residential buildings just to keep things a little bit cleaner.

So I will turn it over to Dr. McDiarmid to provide the outcome of her report, and I might have a comment or two at the end.  Thank you.

I think you might be muted, Dr. McDiarmid.  Probably you are facing the same issue, which is when you share your screen your unmute button hides, but -- for the moment you are still muted.
Presentation by Dr. McDiarmid:


DR. McDIARMID:  I will go back to sharing screen.  My apologies.

Okay.  So thank you, Mr. Elson.  My name is Dr. Heather McDiarmid, and I thought I would start just by outlining the four systems that I looked at in my analysis.  I will start with the traditional gas furnace, which is sort of our baseline.  This is what a homeowner would normally be replacing their systems with.

And with the traditional gas furnace the system is converting fuel energy to heat energy, and as a consequence the maximum theoretical efficiency is 100 percent.

In our modelling, we tried to use Enbridge Gas values as much as possible, and we were using 95 percent efficiency for the gas furnaces.

Of course, the furnaces provide heating only, so they would have to be paired with an air conditioner if cooling is required, and gas water heaters are currently running at about -- gas water heaters, the efficiency value that we're using is 81 percent.

So the other three systems that we looked at were heat pumps, and unlike the furnace, the heat pumps move energy 

-- move heat energy rather than generating the heat energy, and because of that, they can achieve far greater efficiencies.

The electric heat pumps that we looked at for a whole-home heating are cold-climate air-source heat pumps, and currently on the market there are models that have up to 390 percent efficiency.  We worked with 293 percent efficiency.  So we're below the -- we're not looking at the top models.

Heat pumps are reversible, generally speaking, and so ours provide the -- both heating and cooling.  Efficiencies for cooling are running at just over 400 percent.  Heat-pump water heaters are running at about 350 percent, and I should note that when we're talking about efficiency for heating and cooling we're talking about seasonal efficiency values, which is the average efficiency over the entire season, and it does include energy used for resistance backup heater on those very, very cold days.

So that's the electric heat-pump system that we looked at.  The next step is the hybrid system that Enbridge is proposing.  That uses an electric heat pump, air-source heat pump, with smart controls that switch to a gas backup.  The smart controls are designed to maximize both greenhouse gas emissions reductions and minimize operational cost.

Currently the heat pumps -- they can use the same heat pumps as we modelled in the electric heat-pump scenario, but we were unable to do any modelling ourselves on this hybrid system because those smart controls do add a fair bit of complexity, and the models used by Enbridge Gas were not available to us.

These hybrid systems provide both heating and cooling, and we didn't look specifically at water heaters in that system, but they can be paired with any type of water heater.

Lastly, we have the gas heat pump.  So the gas is used either to power a heat pump or to drive the refrigeration cycle.  These heat pumps are not yet commercially available for the residential sector in Canada.  They are expected to have an efficiency somewhere in the 120 to 140 percent range.  Enbridge Gas was using 120 percent, so that's what we went with, and they are expected to be commercially available in 2024.

The type of gas heat pump that Enbridge is proposing provides heating only, and therefore you would have to install a separate air-conditioning system.  However, their gas heat pump can use the same unit, the same system, to provide hot water at that same 120 to 140 percent efficiency.

As noted earlier, I aim to use Enbridge Gas values for heating, cooling, and water-heating loads and performance as much as possible.

So firstly, from a cost-effective standpoint, looking at avoided costs, I looked at two different sets of avoided cost values for electricity, those provided by Enbridge and those provided by the IESO.

My results show that gas heat pumps are not cost-effective versus any option on an avoided cost basis.  Electric heat pumps are often the most cost-effective option.  So when we're looking using Enbridge Gas values, they were cost-effective versus all other options where gas infrastructure can be avoided.  That includes new residential developments where gas connection is -- costs are greater than $4,100 and gas pipeline expansion communities.

When we're looking at existing homes that already have a gas connection, the outcomes depend on electricity cost assumptions.  Sorry, that cost-effectiveness where gas infrastructure can be avoided, that applies for all avoided cost analyses.

So for existing homes where there is a gas connection, the outcomes depend on electricity cost assumptions.  With the Enbridge electricity avoided costs, the hybrid and conventional gas-only systems are somewhat more cost-effective than all-electric heat pumps, but using the IESO electricity avoided costs, the all-electric heat pump is more cost-effective.  And again, we did not model the hybrid system.

I also looked at cost-effectiveness from a customer perspective.  As you can see here, the upfront cost of both the gas heat pump and the all-electric cold-climate air-source heat-pump systems -- so we're including AC where needed, we're including water heating where needed, with a heat-pump water heater in the case of the all-electric.

And the upfront costs are significantly higher with the gas heat pump and the all-electric.  However, the operational costs for the all-electric are significantly lower.

In addition, an all-electric home is able to save the fixed monthly connection charges, service customer charges, for natural gas connection, and that adds to the customer's savings.

So over a 15-year lifespan, there are significant -- add these up there are significant savings for a cold climate air source heat pump with a heat pump water heater.  The 16,000 is compared to a gas furnace.  The gas heat pump does save some money relative to the gas furnace, but significantly less than what we see in the all-electric scenario.

Those savings are greater than the increased upfront cost and so there are lifetime savings with the all electric scenario, both just straight lifetime savings and on a net present value basis, and that is again relative to the gas furnace scenario.

If we look from a net zero transition standpoint, we do have a net zero target for 2050 in Canada and I put to you that heating equipment promoted now should be consistent with that target, because these heating systems have long life cycles.

Several leading institutions are calling for full electrification of building heating systems, and that includes the International Energy Agency which is recommending a phase-out of fuel based heating systems by 2025.  It also includes the intergovernmental panel on climate change and many, many Ontario municipalities have such recommendations in their climate action plans.

There have been some recommendations that the natural gas could be replaced fully or in part by other low carbon gas options, such as renewable natural gas, RNG, or hydrogen.  Research suggests that these are untenable and that is due to limited availability or feedstock.  The fact that these are all very, very expensive options and the limited resources that we have for -- or are likely to have for renewable natural gas and hydrogen are likely to be needed for other uses that are even more difficult to transition to net zero.

I also found that hybrid and gas heat pumps are likely to be inconsistent with our net zero targets.  Electric heat pumps appear to be the best option for net zero transition.

A few other things to consider.  Heat pump efficiencies have been increasing steadily for electric heat pumps.  The electric heat pump efficiencies are not close to their theoretical maximum, so there is room for improvement.

Equipment costs are expected to decline as economies of scale kick in.  Furthermore, carbon costs are increasing making gas-based systems more expensive.  And although electric heat pumps have been around for quite some time, they would benefit from market transformation programs, because there is very low consumer and installer awareness of the technology.  There are a lot of misconceptions about the technology in terms of how they perform and in terms of their lifetime costs, and there is also currently severe lack of builder installer capacity that we need to build if we're going to achieve our climate targets.

Enbridge has raised a number of issues with the idea of fully electrified systems.  They have asked whether it is appropriate to model seasonal heat pump efficiency at 293 percent.  You may hear that as an HSPF factor, heating systems performance factor of ten in zone five.  That is just another way of expressing the efficiency.  The answer to that is absolutely yes.  As I noted earlier, units with up to 390 percent efficiency are already available.  Many, many units are available with 293 percent efficiency or higher, and these efficiencies are improving with time.

Enbridge has also asked whether it is appropriate to model straight line carbon price increases through 2030.  Again, my answer is yes.  Ultimately there is no political direction on where the carbon price will go after 2030, so we had to make a decision, both Enbridge and I had to make a decision, and I chose to go with a continuation of the current $15 per tonne per year increase.  This is because carbon reductions after 2030 will cost more than the $170 per tonne after the low-hanging fruit is picked.  It is going to become harder and harder to reduce some of those emissions, and we're not the only ones making that assumption. The IESO proposes the same in its pathways modelling draft assumptions and there is a link provided on the slide.

As I alluded to earlier, assuming no increase in the carbon price after 2030 as Enbridge does, is in itself a forecast as well.  But it is inconsistent with the net zero targets.

Furthermore, the all electric heat pumps are still cost effective even at, when we modelled it at lower efficiencies and with no carbon price increase after 2030, when we used the IESO avoided cost values.

Finally, just to wrap up, regardless of the specific modelling assumptions, there is no doubt that the all electric heat pumps are near or over a cost-effectiveness tipping point relative to gas.

All electric heat pumps are getting more cost effective as carbon prices increase and the technologies improve.

All electric heat pumps would benefit from programming to overcome low consumer installer awareness of the technology, to overcome misconceptions about their performance and lifetime costs, and to build installer capacity.

Furthermore, gas heat pumps are expensive and inconsistent with a net zero transition.

Mr. Elson, did you have anything to add?

MR. ELSON:  Yes, thank you, Dr. McDiarmid.  Just two comments to add for consideration by the Commissioners.

One is just to address head-on what is an outdated impression that all electric cold climate heat pumps are more expensive than gas and not feasible in cold climates.

You will hear that from a lot of people, based on the reality of, you know, a decade ago or half a decade ago.  And so, you know, the question is what has changed.  And on the gas side, gas and carbon prices are going up.  I know in stating the obvious.

But in 2030, carbon prices will be over 33 cents a cubic metre.  And so that's about three times the gas commodity prices at the beginning of this proceeding, and then gas prices are going up on their own.  So this has a bill impact on the comparative cost-effectiveness.

And then on the electric heat pump side, you have efficiency levels increasing like Dr. McDiarmid outlined, and feasibility in cold climates.

So this is why we're seeing this tipping point and why, when you talked to us about people who haven't looked into it for a couple of years, they might have, you know, a different impression based on where things were before.  Some of these recent changes -- I mean, those carbon price changes are quite recent for example.

The one other comment I wanted to make relates to this evidence and the OEB's November 2021 mandate letter.  And specifically, I wanted to flag the sentence that I believe, Commissioner Janigan, you were referring to and I will just read it quickly.  It says:  
"It is also important that the DSM framework be implemented in a way that enables customers to lower their energy bills in the most cost effective way possible, and help customers to make the right choices," and this is the key part for these purposes, "regardless of whether it is through more efficient gas or electric equipment."

And so in our view, this isn't happening yet.  And the emphasis on gas heat pumps and the exclusion of high efficiency all electric heat pumps helps to highlight that issue.

There is a variety of solutions, shifting dollars from gas heat pumps to high efficiency all electric heat pumps.  In addition, the IESO or another third party needs to play a much greater role not only in delivery, but designing any ongoing market transformation programs.

But Mr. Neme's presentation speaks to these issues and other issues that are also very important to Environmental Defence, and so I will leave my comments here for now to leave more time for Mr. Neme, because he gets into these and some other very important bigger picture issues.  Thank you.

MR. JANIGAN:  Thank you very much, Dr. McDiarmid and Mr. Elson.  Do you have any questions for them, Commissioner Zlahtic?

MR. ZLAHTIC:  None for me, thank you.

MR. JANIGAN:  Commissioner Moran?
OEB Commissioner Questions:


MR. MORAN:  Yes, just one question.  When we look at how houses are heated, it is either through forced air or through hot water or hydronic systems, and you have looked at the cost-effectiveness of the cold-climate electric heat pumps.

Did you model for those two different scenarios in connecting a cold-climate electric heat pump?

DR. McDIARMID:  We modelled a cold-climate electric air-source heat pump for homes that would be on a boiler system.  It would be an air-to-water heat pump.  And that 

-- those systems might have slightly different costs up front and operational, but there are options available for just about every heating -- for every heating system that is -- that we have in Ontario.

MR. MORAN:  Just to be clear, so the information that you have just presented, was it focussed on air-to-air?  Or air-to-water?  Or a combination of both or...

DR. McDIARMID:  We're assuming -- we're basing our values on Enbridge Gas's values.  I am assuming it is an air-to-air system.

MR. MORAN:  Thank you.

MR. JANIGAN:  I have one question, and more or less it is, how do we get there?  What you would like to see, from here?  We're in the middle of looking at a DSM framework for an actual gas company, and how do we -- how can we achieve these kind of goals within the context of what we are charged with doing?

MR. ELSON:  Thanks, Commissioner Janigan, and I can address that question.

I think there is two sides of it.  One side is, what's our mandate as the OEB to fund electric equipment.  And I think that question is answered in the November 2021 mandate letter, which is specifically saying that DSM should help customers make the right choices regardless of whether it is through gas or electric equipment, and through other regulatory materials that make it clear that fuel-switching is an eligible -- an eligible item to be funded under DSM.

Then I think the second question or second part of that question is a procedural question.  We're in the middle of an existing plan that funds gas heat pumps and doesn't fund all-electric heat pumps.  So there would need to be an additional process step, and Mr. Neme, I think his presentation actually gets into that a little bit on the last step, asking Enbridge Gas to go back and look at it.

Then I will add a third comment, which is, really, the IESO or another third party needs to have a greater role in helping to design this and needs to be involved to really make sure that when this kind of work is done, the electricity side is given its proper consideration and that there isn't a bias towards gas equipment.  But Mr. Neme's presentation will get into that in more detail.

MR. JANIGAN:  Okay.  Thank you very much, Mr. Elson, Dr. McDiarmid, for your presentation, and we can go now to Enbridge Gas, the First Tracks expert, Mr. Weaver, is scheduled to present.

MR. O'LEARY:  That's correct, Mr. Janigan.  And the witness is Mr. Ted Weaver, with the firm of First Tracks, not Fast Tracks.  And Mr. Weaver was engaged by the company in a reply capacity to the reports that were prepared by Optimal, which Mr. Wasylyk referred to this morning, and in response to the report of Mr. Neme on behalf of EFG, and he appeared at the technical conference, and he was dealing with the areas of cost recovery, performance incentives, and jurisdictional benchmarking.

And if I could then turn it over to Mr. Weaver.
ENBRIDGE GAS INC. 

Presentation by Mr. Weaver:


MR. WEAVER:  Excuse me.  Thank you, Dennis.  Thanks for the opportunity to be here today.  I have already broken your first rule, which is to put an acronym on the title page of my slide, so I will try to avoid using acronyms as we go through the presentation.

I have also got a lot of slides here, so I'm going to try to talk not too fast, but I'm going to skip through some of them.  These slides repeat things that are in the report that I provided, so if you want more detail you can read the report or you can just read the slides later, but I am going to skim through some of them so I can stay within my 30 minutes.

Bonnie, can you give the next slide, please.

As you said, I am covering the topics of amortization and performance incentives and then a little piece on benchmark data on savings at other utilities and some context around that.

Again, this is all reply evidence.  So everything I say is really in the context of what Optimal Energy and Energy Futures Group had recommended in their evidence.

Next slide.

So I might talk about a business model.  Really foundationally that is what we're talking about.  As commissions and legislatures ask utilities to shift their focus from simply delivering energy to a more -- a combination of delivering core energy but also helping customers save energy, there are some shifts in the business model that can facilitate that, and the way I think about that is there's three parts to it, and you want to keep these separate, and if they get conflated then I think it gets confusing and harder to deal with.

So the first part is around the amortization.  So amortization allows you to spread out the cost of this investment over time.  So Enbridge has a portfolio that costs around 140 million in the first year.  So instead of recovering $140 million from customers in the first year they would spread it out over time.  So if that was spread over ten years that would be like $14 million a year.

But there is a cost to that.  Enbridge's investors would have to cover that.  So for that again I have an icon of a bank here.  What you are doing is going to the bank and you're saying, please provide us with those funds, if there is a cost to that.  So there is interest paid to Enbridge's bondholders and returns on equity paid to their shareholders.

So that is one piece, is the cost of doing that.  And that's separate from the performance incentive.  Even though there is earnings that flow through to shareholders -- they're on the left -- the performance incentive is separate.

And I think of the performance incentive as having two main parts.  One is a message to senior management.  And that message is, this is important.  This is really important to the province, to the Board, to the OEB, and so prioritize that.  So here I use an icon of a little scale.  We want tip the scale a little bit towards that.

And so if you are -- and what does that mean?  If you are [audio dropout] you get a premium rate of return for those investments.  We say it is important, so we want you to focus on that, and you get a little more money.

If you are not amortizing, we're still going to give you some money.  So typically with expense treatment you don't make money on that.  It doesn't mean it is not important to the operations of the utility, but you are not making money on that.  Instead we have created a structure that allows you to make money on a traditional expense offering.

So here again we want you to prioritize this.  There is other things that are in that bucket of activities.  You know, you've got to manage call centres and IT systems and things like that, so here we're giving you an opportunity to earn some money.  So again, we're showing the importance of this in terms of policy.

Then on the right you have the message to the managers of the portfolio, and here what you're saying is, well, deliver the portfolio with better performance.  The better performance you get, the bigger the premium you will get.  And there what you want to do is say, well, there are outcomes we care about.  So you want to structure the performance incentive mechanism with the right outcomes so when they perform they get more money, you're getting the right kinds of outcomes and the right kinds of benefits out.

So I think it is important to separate those three things, and as I go through the presentation I'm going 
to -- I will refer back to this a couple of times.

Next slide, please.

So I am going to start with amortization.  Again, I am responding to the Optimal Energy recommendations, which wasn't real firm.  It really said, you know, you might consider it as a tool, and then they had specific recommendations on how to implement it if you go down this route.  And the key issues are the term and the cost of capital.

Next slide, please.

So here this just shows the cash flows.  I assume this is familiar to you, so on the left you have expense treatment.  You spend $140 million you get $140 million back in revenue requirement that year.  On the right, you amortize, you spend $142 million, and it is spread out.  So the orange part is the amortization; you spread that out and you get about 14 million a year in a 10-year term.  But there is cost of capital associated with that, so there is interest, return on equity on top of that, then there is a tiny little sliver of tax implications as well.

Next slide.  And then how does that build up over time?  So this shows that set of cashflows, that previous slide was just one year, if you do that year after year after year, that builds up.  So on the lower left, it shows that.  The blue bars are the revenue requirements under amortization; the red line is revenue requirement under expense.  As you can see, there's huge savings in the early years because again, this is a 10-year term.  You are only recovering your ten percent of the costs plus a little bit of interest.

But it builds up over time.  As you add portfolio after portfolio, it builds up and at some point it crosses over because you are paying back all of the costs plus a little bit of interest.  So you have big savings in the early years.  You have slight increases in the late years.

You are also -- at some point, you have to stop the analysis just to get all of the dollars in there.  You know, if you stop funding in 2042 in this case after 20 years, then you still have to pay off that amortized balance.

You are building up an unamortized balance and that might be of issue to investors or ratings agencies.  It is not a physical asset, so that is an issue.

And one other piece of this is the first line in that first set of bullets is -- it does align better the recovery of costs from those customers that are benefiting from those costs.  So, you know, if you insulate a house, that lasts for 20 or, you know, 20 or more years.  If somebody lives in that house today and they move out and somebody else moves in, you know, that person didn't pay for it if you expensed it back in the first year, but if you amortized it, then they're paying for a little bit of it.  Just like we do with supply investments, which does a better job of aligning that and it does a better job of creating intergenerational equity.

Next slide.  So one issue to address is the amortization term and so this slide shows what all of the other jurisdictions in North America that are using amortization cost recovery use for that term.  You can see it is mostly five or ten years.  First of all, you can see those are round numbers.  They're not real precise.

The second is -- in Illinois, they do something more precise.  So they measure something relative to what they call a weighted average measure life, so they actually look at all of the things that were put in through the portfolio, boilers and insulation and steam traps, and they figure out how long those last and they calculate that and amortize it over that term.

So if you did that in Ontario, the weighted average measure life is about 16 years for the Enbridge portfolio.

Next slide.  So what's the impact of that?  I switched up the colours here, but this shows that -- so the bars, there is three sets of bars.  The orange bar was the blue bar in the one before -- sorry to swap the colours on you.  So that is the same.  So here the blue bar is the five years.  So the impact of five years is to lower the head room you get in the early years, increase the revenue requirements in the early years, so therefore it crosses over that red line sooner.  But it actually decreases the revenue requirement in the outer years.

Then you get the opposite with a longer term of 16 years.  You get more head room in the early years and slightly higher revenue requirements in the out years.

And you are also -- the longer the term, you are building up a bigger balance.  So here under a 10-year term the balance over 20 years builds up to $900 million; if you go to a 16 year term, it goes up to $1.2 billion.

Next slide. The second issue to consider is the cost of capital you are paying on the amortization.  Again this shows what the other jurisdictions do.  Basically everybody uses the weighted average cost of capital, the same cost of capital that is used to calculate revenue requirements on the rest of the rate base, all of the physical assets.

There are two jurisdictions that really have entirely different regulatory structures, so they have a more performance based regulatory structure as opposed to just traditional rate base treatment.  So in Illinois, they call it a formulaic rate structure; in New York, they call it a performance-based regulation structure.  I am really using a lot of acronyms here I see.

The key there is that for both Illinois and New York,  the way they treat the regulatory asset associated with demand side management is the same as they treat other assets in the rate base.

Next slide, please.  Here the impacts are simpler.  So here I modelled two scenarios.  The first is the weighted cost of capital.  The second is if you did the cost of long term debt, which is one of Optimal Energy's recommendations.

So basically, the lower the cost of capital, the lower the revenue requirement in all years.

It doesn't affect the size of the balance.  The size of the balance is only driven by the amortization term.  But if you are getting a lower cost of capital on the same balance, it shows up as fewer dollars.

Next slide, please.  So that's the mechanics and that's the dynamic, and I know it went fast.  If you read my whole report, it walks you through it more slowly.  I thought it was important to show you the dynamics of what is going up and what is going down and what the trade-offs are.

But then this is driven towards, well, could you use this to fund larger budgets?

So I showed in the lower left there, well, what if you doubled the budget?  Again there is a ton of headroom in the early years.  So even if you double the budget, there is still a lot of headroom.  You are still having much lower revenue requirements in the early years.  But then it crosses over more quickly and when you get to the out years, instead of being slight slightly higher than the expense treatment, it is now two times slightly higher so it is much higher in...


A more modest increase would be like 20 percent, so how does that look.  And there again I show you the difference depending on the term, you know, that's more reasonable.  There is still plenty of headroom in the early years.  The increase there is now only 20 percent higher than a little bit higher, so maybe that's a level of a rates in revenue requirements in the future years that you could live with.

And again it varies; the specifics vary based on the term.

I want to point out you could also -- if you really want to stick to that red line, that current trajectory that Enbridge has projected, you could also construct another scenario that has even more spending in the early years, a front load more spending and all the good benefits that come out of demand side management and then just lower the spending in the out years.

So you could construct a scenario that exactly reaches that red line and that would have more benefits than the current portfolio that Enbridge has recommended.

Next slide, please.  So how do you proceed?  It is a juggling act and it is a set of trade-offs.  So you have to think about what level of budget increase do you want.  And then the ability for that depends on how you structure in terms of the -- again the keys are the amortization term and the cost of capital and then you have to think about the balancing.  Like, are you willing to absorb slightly higher costs, revenue requirements in the out years?  How do you think about an asset balance that is building up?  

So you have to, you know, even though you could make the math work out, there's still trade-offs that you will have to settle.  And you are commissioners, and you are making trade-offs between economic efficiency and fairness and gradualism and kind of the Bonbright model all the time, so you have to make those trade-offs here as well.

Next slide, please.  There are some tax issues so in my original report, I just ignored taxes which is what the Optimal Energy team had also done.  It just made it simpler.  But it is simpler, but not right.

So there was an interrogatory from Pollution Probe that pointed that out and so we've shown there is a variety of ideas on how you would do the taxes.  Everything I have shown you in this presentation is the one in the lower right, which is how they do it in Illinois and I think how they do it in most other jurisdictions.  But it turns out to be harder than you think to actually track that down.

So if you are going to go forward with this, you're going to have to get the tax approach right.  So I just want to highlight that.

Next slide.  This one I am going to skip because in the Optimal Energy report, they had a bunch of slides that looked like this and their pictures are different than mine.  I was going to explain why they're different.  You can read that in my report because again I am going on in my presentation, so I want to make sure I stay on time.

Next slide, please.  So now responding to Optimal Energy's specific recommendations -- actually considerations, I guess they called them, of which there were five.  The first two I agree with, and they're pretty straightforward, that basically the first one is if you're going to go down the amortization path amortize the whole portfolio.  There is at least one jurisdiction that amortizes some and expenses the rest, and that seems too complicated for what it is worth.

The second was, there is already a lost revenue recovery mechanism.  We both agree that is a good idea, those are real costs, and to keep the current mechanism with that.

Around the performance incentive, Optimal Energy recommended splitting out the performance incentive from the amortization, so that is like my first slide, keeping them separate.  I really agree with that.  Some jurisdictions make the performance incentive a bonus rate of return on the entire regulatory asset, and that creates some unintended consequences and perverse incentives, and so we both agree with that.

How that performance incentive gets required we disagree.  Optimal recommended that you amortize it along with everything else, and if you do the math on that what ends up happening is something that was supposed to flow directly to shareholders entirely as earnings gets diluted, and so instead of getting their full around nine percent after tax return, it dilutes it down to 6 percent, so that is taking money away from shareholders, so I disagree with Optimal's recommendation there.

On the term, Optimal recommended using the weighted average measure life, which again would be about 16 years.  Here, if Enbridge is an electric utility, I totally agree with that.  I think the right policy and economics is that you align -- you align the benefits and the recovery of those benefits, except they're not.  Enbridge is a gas utility.  There is already calls for transition of the gas utility industry.  I don't know if that is going to happen in Ontario, if it even should happen, when it would happen.  But there are calls for it.  There is already issues in this case that you are wrestling with.

And if that is the long-term future of the gas industry, you're going to have to unwind, you know, a whole bunch of assets, and so if that is the case, you know, why would you want another asset to add in there that you want to unwind.  So if you do amortize, if you have a shorter life, the asset that builds up for the demand-side management asset will be smaller over time, and it will just be an easier problem to fix in the long-term.

You can always extend it later if you -- and make it larger.  So here it is really just a practical issue that I would recommend a shorter life.

And the last one is the cost of capital, and here Optimal recommended only applying the cost of debt.  I don't agree with that.  I think the full weighted average cost of capital is right.  It is what everybody else does.  And again, if you do the cost of debt, then shareholders are only getting around 4 percent, which is the cost of debt, rather than their full nine percent after tax return.

It might be Optimal is saying something else.  It was a little confusing to me.  It might be they were saying, well, you could have a dedicated debt issuance around this.  I don't think that makes sense because, you know, you give direction to Enbridge on what their capital structure should be, and you want them to keep it at about 64 percent debt and 36 percent equity.  So if there was a dedicated debt structure here they would have to raise more equity somewhere else.

And then they might have also been saying, well, they get extra money from the performance incentive and that will make it up.  So they get 4 percent guaranteed with the cost of debt and whatever they earn with the performance incentive.  But again, I don't think they did the math.  If you do the math, that is not enough to get them up to the full nine percent.

And then, more importantly, that performance incentive is at risk.  It might be nothing.  So again, back to my first slide, where I think the direction you are trying -- you should give Enbridge or you are trying to give Enbridge is that this is a preferred investment.  This is a preferred management activity.  If you do it that way, you now make that the riskiest thing in the portfolio.  So it gives the opposite message to Enbridge, that this is the hardest earnings to get to, and I think that sends the wrong message.

Next slide, please.

Okay.  That is it on amortization.  I am going to move on to the performance incentives.  Again, I am responding to recommendations from both of the other experts, but also of Enbridge.  So this one was trickier.  On the amortization -- I just gave you a little primer on how amortization works.

Here, Enbridge had a proposal.  I didn't help Enbridge develop that proposal.  Optimal and Energy Futures Group had some recommendations changing that proposal.  If you read the Optimal report, you know, they give examples -- I think they had 13 utilities that had some sort of performance mechanism.  You can see none of them are the same.  There's not like there is no one right way to do this.

And so, you know, I didn't want to put another proposal on the table.  That would make it even more confusing.  I couldn't totally just defend Enbridge, because I didn't help them develop that, and actually, I agreed with Optimal and Energy Futures Group on a few of these items.

And so I thought I could be most helpful to you by saying, well, if I was in your shoes how would I balance the information I had on the table?  So I developed a potential compromise as a starting point for you, that if I were you this is the direction I would go that takes the best parts of all of the recommendations.  So that is what I tried to do here.

Next slide.  If you look in the report, I tried to summarize each of the recommendations in a table, so all of the information fit in one table.  It goes through the five parts that Enbridge has done.  So those are kind of the rows.

The other key issues are what metric you use to measure the performance, these thresholds I'm going to talk more about in a minute, and then how much money gets dedicated to each part.  Then down at the bottom there is also some management process issues, and some of those are important as well.

Next slide, please.

So that table was my compromise proposal.  I have similar tables for the others if you want to look in the report and see how they differ.

So I am going to go through the key changes that are on the table.  The first is around what's the right metric.  And so Enbridge proposed about 30 percent of the bonus pool should go to net benefits, and so you would directly measure the cost-effectiveness, and therefore the idea there is -- well, if that is a performance metric, we will make the portfolio more cost-effective.

Optimal also went that route.  They said more like seventy percent of the pool should be that.  And Energy Futures Group said, no, shift it all into savings.

And what Energy Futures Group stated there is, if you have got a savings metric and the utility is incented to get more savings, and they have a relatively fixed budget, by getting more savings you're going to get more cost-effectiveness, right, that is just, you know, savings over costs or costs over savings.  So you get more cost-effectiveness with the savings metric already, and it is just a lot less complicated.

And I think I agree with them.  I like simpler performance incentives structures.  I think they're easier for portfolio managers and regulators and everybody to understand and to manage.  So I think I agree with Energy Futures Group there.

Click it again, please, Bonnie.

A second issue is this long-term greenhouse gas reduction component, which is about 5 percent of the pool.  There Enbridge had proposed a new metric where you take savings and you multiply by a conversion factor to greenhouse gases and then you have a stretch factor.  Both Optimal and Energy Futures Group pointed out, well, that is just savings.  It is just another metric or another pot of money on the same metric but just getting savings.  And again, I think I agree with that.  I think simpler is better, so it adds complexity.  It doesn't really change the management incentives all that much.

Next slide.

The next is this threshold issue.  So Enbridge, they have done something unique and actually pretty innovative, I think, which is they split up the bonus pool by different program, so they have to hit targets on individual programs.  And that does a number of good things for the structure of it.

Specifically, it forces them to serve residential and low-income markets, which are much more expensive.  So instead of shifting budgets away from them it forces them to focus on them and perform in those areas as well.

So Optimal and -- excuse me.  I have a frog in my throat.

Optimal and Energy Futures Group both -- Enbridge proposed a 50 percent floor, so they get nothing if they don't get 50 percent of the target, and then once they have 50 percent they start getting a little bit, and that grows linearly, and then once they get 150 percent they cap out.  That's the ceiling.

Optimal and Energy Futures Group both said, well, in other jurisdictions it is 75 percent floor and 125 percent ceiling, so that should be here.

But there is a key difference.  In those other jurisdictions they manage the whole portfolio.  So you can hit a 75 percent floor by only getting 50 percent on some programs but, you know, getting 100 percent on some others, and on average it is 75 percent.

Enbridge has constrained itself for good reasons, for reasons that, for example, Optimal and Energy Futures Group both agree with, which is -- and so they're more constrained.  So because they're more constrained, having a 50 percent floor, 150 percent ceiling is appropriate.

Next click.

This one is what is the right metric.  So Enbridge has proposed an annual savings metric, and the others have proposed that should be a life-cycle savings metric.  Well, I agree.  Life-cycle savings, it really -- it's really the right metric in terms of the good things that come out of this, you know, long term cost benefits and long term environmental benefits.  

There's problems with just measuring those and you get controversy over, well, is that the right measurement.  That has already happened to Enbridge.  Mr. Fernandes can describe that more to you.

And so I did an analysis of what would happen if you did annual savings versus life cycle savings, and they're really tied together.  So while life cycle savings is the right metric, if you measure annual savings you're actually getting the same performance.

So it is a lot simpler and a lot less controversy and you get the same management outcomes.  So I agree with Enbridge on that one.

Next slide.  Here on the multi-year, there's a set of programs where Enbridge says to track these market transformation metrics as opposed to savings.  Really participation by market actors.  And Energy Futures Group agreed with that, but Optimal Energy said no, convert to savings and everything should be savings.  I disagree with that.  These are programs where the value to the portfolio is not just in the savings.  It is in the other long term benefits that it is going to provide and a better metric is, you know, are these participation metrics in terms of how important they are. It is also a very small part of the bonus.

Next click.  And then here this target adjustment mechanism, which Enbridge or Union have used going back a decade, I think.  Optimal said no get rid of that, just set the goals now, don't make any adjustments to the goals over time.  I disagree with that.

Most other jurisdictions make adjustments for at least some of the things that Enbridge has proposed, so you see all of the states down there that do similar pieces.  The target adjustment mechanism that Enbridge has proposed also takes into account inflation, which is super important now as inflation has become an issue where it really hasn't been an issue for a long time.  So it would capture that. So I disagree with Optimal on that one.

Next click.  So Enbridge has proposed -- I'm sorry, that is a typo there.  Enbridge proposed budgets and goals for 2023.  They didn't propose five years.

And Optimal said -- and so Optimal said no, set five-year targets and set five-year budgets.  And so on the budget side, that would allow Enbridge to manage the five years of budget.  So if they underspent one year, they would be able to make that up the next year.  So if you have something like a pandemic, or you have something like a huge industrial project that is supposed to come in in December and moves to the next year, the way you structure it now you lose the money and can't make it up.

So I think that is a good idea that Optimal recommended.  And so there is this current 15 percent rule that's in Ontario, and so what I recommended is you blend them both together and you get the best of both worlds.

Next click.  I think this is the final one.  Oh, the maximum incentive pool.  So they both recommended that in this proceeding or in a future proceeding, you expand the portfolio, well, the incentive pool should expand with that and I agree with that.

Next one.  Sorry, I am talking so fast.  And this final piece I am going to try to go through quickly.  It was a small piece of my evidence, but we have had a lot of back and forth in the interrogatories and you're going to hear more in the hearing next week I am sure about this.

It has to do with -- next click, please, Bonnie -- Energy Futures Group pointed out there is other jurisdictions that are saving much more than Enbridge and they pointed to six utilities that save over a percent a year.  So that's a percent of their sales in a year.  Where Enbridge is proposing something like 0.42 percent, so it is a lot more.

I just pointed out that, well, there's differences you have to take into account.  There's programs that are being offered in those jurisdictions that aren't viable in Ontario.  They have different ways they count.  There is just these conventions around counting that are just different.  And some of them at least -- actually, all of them have higher budgets; some of them significantly higher budgets.  And all of that matters in terms of this comparison and I just wanted to point out what some of those are.

Now we are going back and forth on what the numbers actually mean.  I will try to walk you through that quickly and then try to come to what is the important part of this.

Next click please, Bonnie.  So here is some data for five of those utilities; I didn't do Rhode Island.

So as you can see, some of them are above 1 percent.  You can see those two Michigan ones in the middle were actually lower.  Again there is a convention on how they count and they report percent of savings where if you are a direct sales customer, a cubic metre of gas is a cubic metre of gas.  But if you are a huge transportation customer, they do a conversion where a cubic metre of gas is only about 75 percent of a cubic metre of gas.

So if you correct for that and make it apples to apples, those values are actually lower.  I have also broken it up into the parts of the different kind of programs.

So if you click the next one, Bonnie.  Those pieces on the top really aren't viable in Ontario for a variety of reasons we can talk about.  If you splice those off, the numbers come down quite a bit.

Then another piece is there's this net to gross adjustment.  So for everybody who gets a rebate, how much of their savings can be attributed to the utility basically where people have done it anyway without the rebate.  So if you adjust for -- so in these jurisdictions, actually all of these jurisdictions in 2019 weren't really measuring that.

So on the left there, that's Minnesota.  There they only count rows, they don't do any attribution adjustments.  In the middle it is Michigan, Consumers and DTE.  There they measure net savings, but they assign a number.  They say every program is about 90 percent, unless if it is low income it is 100 percent.  Then on the right in Massachusetts what they did in 2019 is they said here is the values we think it is going into the plan.  We will fix those and if anything changes over the plan, we're not going to change it.  We will just measure it at the initial value.

And more importantly, they all have higher numbers, so those are all actually higher than what occurs in Enbridge.  So if you go to the next slide, Bonnie.

If you adjust for the performance Enbridge is actually Getting, they come way down.  And so you can see on the left there they're all between .4 and .5 which is about what Enbridge is getting.  On the right, they're a little higher.

But if you go to the next slide, Bonnie, this shows the budgets and I popped in Enbridge there on the right.

In Massachusetts, they're spending significantly more, like eight times.

You have to do an adjustment, you know, I took out a bunch of programs, so there is money attached to that.  So to adjust for the money spent on those programs, you take out.  Go to the next slide, Bonnie.

Again it comes down -- Massachusetts is still spending significantly more.  Minnesota and Michigan actually slightly less than -- you know, 20 to 25 percent less.  So if you adjust it for that and they spent that money on more programs, they might, you know, be higher than Enbridge.  But it is not two times or three times higher; it is 20 percent or 30 percent higher and then it really comes down to what do your customers like and what is the mix, and things like that.

So I think my overall message to you is that what Enbridge is doing with the resources they have is pretty good and comparable to what is happening in these other jurisdictions.

On the other hand, if what Energy Futures Group is saying is, well, if you gave more money, they would get more savings, well there -- then I guess we're in violent agreement because I also agree if you expand the budget, then you ought to expand the savings and I am sure Enbridge will deliver more savings.

Next slide.  This slide just shows one key difference that in the service territory and the drivers of those net to gross factors which is Enbridge is much more industrial.  They have many more sales from huge industrial customers and that affects the kind of programs you have and the kind of metrics that come out of it.

Next slide.  I think that is it.  I think I have said all of this on this slide, and then one more just to wrap up, which is -- so what should you do with this?  Well, you shouldn't set targets based on numbers that happen in other jurisdictions.  They should be from top down.  You should set them bottom-up from the proposal Enbridge put on the proposal and if there is specific recommendations from other parties that will make that portfolio better, then make those adjustments and do it that way.

Then also this ties back to the performance incentives, set reasonable targets.  The target should not be a stretch target because you have a performance incentive mechanism.  If they exceed the targets, they get rewarded.  But if you set a stretch target from the front, then you've messed up the performance incentive mechanism.  That is what the performance incentive mechanism is for.

And overall, you know, in any kind of performance structure whether you are rewarding employees or frankly working with your kids, you want to set them up for success.  So give them a target that is achievable and then reward them if they exceed that.

I think that is it.  And I am happy to take any questions.

MR. JANIGAN:  Thank you very much, Mr. Weaver.

Do you have any questions for Mr. Weaver, Commissioner Zlahtic?

MR. ZLAHTIC:  No, I do not.

MR. JANIGAN:  Commissioner Moran, do you have any questions for Mr. Weaver?
OEB Commissioner Questions:


MR. MORAN:  Thank you.  On slide 22, the target adjustment mechanism, you identified a number of jurisdictions that have used some kind of mechanism to adjust targets.

What's the experience in those jurisdictions with the direction of those targets?  Have they reduced generally or increased generally?

MR. WEAVER:  Well, let's see.  Well, I think it's really just around -- let's see.  So like in Michigan and Minnesota, what they do is again they fix these net-to-gross ratios, so they just assign.  Like, in Michigan they say, well, everything is going to be 90 percent.  So there I guess it doesn't make it go up our down.

In Massachusetts what they did, like I said, is they said going into the plan we're just going to say that the net to gross is whatever value we had in defining these targets.  So it could really go either way, I guess, and maybe that is my main point to my answer, is that there is risk that when you actually -- so let's say you set the goals, and that goal is a million units.  And you calculate that million on a net to gross for the portfolio that was, say, 80 percent.  And then two years in you measure it, and that number could go up or it could go down.

And so if it goes down to 75 percent then now Enbridge has to go find 5 percent more savings somewhere with the budget that they have.  On the other hand, it could go up, and it could go up to 85 percent.  And in that case Enbridge gets a big bonus, they get free savings, and they're going to earn more money just because the measurement changed, and we can talk about why that measurement changed.

So I think it actually goes -- it can go either way.  So the issue isn't so much, oh, it's going to hurt me, from Enbridge's point of view.  I think it is more a risk, it is an unmanageable risk, that that number's going to bounce around.  It is mostly out of their control.  So it is a risk.

They could get lucky and it does well and they could get unlucky and it goes the other direction.  And so what this does is it takes the luck out of it and it holds them accountable for the things that they can actually manage.

MR. MORAN:  Okay.  You also indicate that the target adjustment mechanism is especially important in the current inflationary economic environment.

How would you describe the basis for that importance?

MR. WEAVER:  Well, so the way that the mechanism is structured is that if there is inflation, then Enbridge rolls that into their calculation, and so, you know, Enbridge set their budgets at least last year -- and some of it might have even been year before, because I know this planning exercise has gone on for quite a long time.  And those budgets are going to have to carry them through 2027, I think, right?  And I think that they did a 2 percent inflation, and for this year at least I think we're up at nine percent or something.  If that continues it erodes their budget in real terms.

And so out in 2027, you know, to hit those targets they have a lot less real money to spend to hit those targets.  So this adjusts for that.  It gives them the resources they need to hit the targets that they can reach.  So I think it is especially important.

MR. MORAN:  And just a last question on -- I guess maybe slide 30 would be a good one to look at.  So you look at a number of jurisdictions and what is being spent on there in those various jurisdictions.

In any of those jurisdictions, are they spending on fuel-switching?  Moving from gas equipment to electric equipment?

MR. WEAVER:  So this is all 2019, and so I think in all of these jurisdictions they were not doing that in 2019, although I am not positive, but I think that is a true statement.

That said, going forward -- and I think all of these jurisdictions there's -- there's fuel-switching baked into these portfolios.  So I think policies have changed either through legislation or commission orders in all of these jurisdictions.

MR. MORAN:  Thank you.

MR. JANIGAN:  Thank you.  Commissioner Zlahtic, you now have a question?

MR. ZLAHTIC:  I think I am unmuted.  Yes, Mr. Weaver, can I take you to slide 12, please.  I am scrolling up myself.  Just for clarity in the margin, BBI, is that meant to be EGI?

MR. WEAVER:  Probably.  Sorry, where am I looking?  I just want to make sure --


MR. ZLAHTIC:  In slide 12, and if you look in the margin, well, you know, it is EDI proposal expense in the first chart, and then the one on the right, it is --


MR. WEAVER:  Yes.  Sorry, yes, that is Enbridge.  Sorry for that.

MR. ZLAHTIC:  Okay.  Okay.  Just --


MR. WEAVER:  No, no, that's -- sorry for that.

MR. ZLAHTIC:  No, no worries.

MR. WEAVER:  I am new to Ontario.  See, that's the problem with using acronyms.  I am new to Ontario and I got it wrong.

MR. ZLAHTIC:  I have one other question.  I just want to get to the slide, and I've got your deck open in front of me.

You know the benchmark background that you started discussing on slide 25?

MR. WEAVER:  Hmm-hmm.

MR. ZLAHTIC:  And, you know, you are responding to Energy Futures Group and the select LDCs in the United States that they selected.

MR. WEAVER:  Yes.

MR. ZLAHTIC:  Then you go on through your analysis to normalize for programs, and as you explained -- I don't want to take you through that again.

MR. WEAVER:  Sure.

MR. ZLAHTIC:  But -- so you were responding to the distributors that Energy Futures Group presented.  Would there be others, if you were doing the work independently, that you would point the panel to, you know, that would be comparable to Enbridge?  Or would there be -- is there normalization required regardless of who you select?

MR. WEAVER:  Well, I think that's a good point.  Again, all of these jurisdictions are spending significantly more than Enbridge, and that's the key driver, is the resources they have available.

When you have a fixed budget, you really have to make decisions around trade-offs, and so if you want to -- you know, it is just much more expensive to serve residential and low-income customers, the costs per cubic metre saved, and so if you want to keep your spending relatively proportional, it drives down the savings.

So because you are managing a portfolio with a fixed budget, that drives down the savings.  So in these jurisdictions, I think -- I would have to remember CentrePoint, but anyways, it is definitely like National Grid.  I mean, they set a budget each time, but it is just so much higher.

So their policy goal is all cost-effective energy efficiency.  And so that just drives you to higher savings.  You're not having to make those trade-offs, because you have enough resources to serve everybody and go out and find more savings, whereas when you have a budget cap you have got to make trade-offs as to who you are going to serve, and that -- I think that depresses savings a little bit.

In terms of specific jurisdictions -- like, Illinois is under a similar rate cap on the gas side.  So they might be a good benchmark.  And, yeah, there's -- I mean, to be fair, I think Energy Futures Group put on the table and I think they indicated that these are -- these are the cream of the crop.  These are the ones that are getting the most.  But there's -- you know, there's dozens of other utilities all across the country that have smaller portfolios and lower savings.

MR. ZLAHTIC:  Thank you.  That was an excellent answer.

MR. JANIGAN:  Okay.  Thank you very much, Mr. Weaver.

Mr. O'Leary, I think we will take the lunch break now and come back at 1:35.

MR. O'LEARY:  Thank you, Mr. Janigan.

MR. WEAVER:  Thank you.

MR. JANIGAN:  You're welcome.
--- Luncheon recess taken at 12:32 p.m.
--- On resuming at 1:36 p.m.

MR. JANIGAN:  Okay.  Thank you very much.  Welcome back.  We're going to be proceeding with Mr. Neme and the Energy Futures Group presentation on behalf of GEC and ED, I believe, is it?
GREEN ENERGY COALITION - ENVIRONMENTAL DEFENCE

Presentation by Mr. Neme:


MR. NEME:  Yes.  Thank you very much for the opportunity to present to you today.  Bonnie, if you could advance the next slide.

So I am going to relatively quickly walk through the four topic areas that we addressed in our report, and then finish with a brief slide with some recommendations moving forward.

Next slide, actually the one after that.

So I am going to start with the topic of savings and budgets and begin by taking a little bit of a step back and explaining, at least at a high level -- or reminding everybody at a high level why the level of ambition in terms of energy savings matters.

There are several reasons, the first of which, consistent with the Board's goal, is that a DSM energy efficiency programs by definition are pursued only when they're cost effective and therefore by definition they lower customers' bills, and it turns out they do it quite substantially.

For example, from just one year of its proposed program portfolio of 2023, Enbridge estimates that its programs will produce over $370 million in economic net benefits, those are bill savings.

That's a benefit cost ratio of almost 3.3 to 1.  And those estimates are probably conservatively low, because they exclude some categories of benefits that the company has not quantified, and they're also estimated using a 4 percent real discount rate, a little bit more than a 6 percent nominal discount rate when you add inflation in.

If one were to use a societal discount rate, which I will talk about later, the benefits estimate -- the net benefits, the cost savings, might be in excess of half a billion dollars, again from just one year of programs.

Secondly, efficiency programs reduce greenhouse gas emissions and not only that, they're by far the cheapest way to reduce greenhouse gas emissions.  In many cases, they pay for themselves even without the benefit of greenhouse emission reductions, so the GHG reductions are gravy.  They're certainly a lot less expensive than some other options like renewable gas.

Third, efficiency programs help customers mitigate risk, including risk associated with exposure to future fuel price volatility like we're seeing these days, and potentially the future environmental regulations as well.

And finally, there are a whole host of other benefits from efficiency programs that accrue to program participants such as improved comfort, improved health and safety, improved business productivity, et cetera, as well as to the local economy.  Numerous studies have shown efficiency programs increase local jobs, often quite substantially.

Next slide, please.  Now, there has already been some discussion today, so I am not going to go over this in excruciating detail with regards to the policy guidance that Enbridge considered and we all should be considering when assessing the reasonableness of their plan.

What I will note is that in each of these three pieces of guidance, the November 2020 Energy Ministry letter, the follow on December 2020 OEB DSM letter, and then the more recent November 2021 energy Ministry letter, in all three cases the key take away is there is an expectation of increased natural gas savings in all three.

Enbridge has put a lot of stock in one aspect of one of these pieces of guidance, namely the guidance from the OEB that it expected "modest budget increases in the near term", but has, I would argue, applied pretty conservative interpretations of what that means.

The company, as Mr. Fernandes noted this morning, has put forward a plan that essentially increases the budget by about 3 percent per year above the rate of inflation.  However, it is not at all clear why modest should be limited to 3 percent.  I could easily see 5 or 10 percent being viewed as modest as well.

And the company has also assumed that that 3 percent per year is appropriate for the entire planning cycle all the way out to 2027.  It is important to remember that this guidance was provided in 2020, so we're looking seven years out from that guidance.  One could reasonably interpret in the near term to have meant only in 2022 and 2023, for example.

Now, another really important point to make about this is that the company talks about a 3 percent increase above inflation for its budget.  However, it's starting point in 2023, that budget in inflation adjusted terms is actually lower than both what was budgeted and what was spent by the company in 2019.

So it's not at all clear that it's even getting modest increases, so to speak, beyond inflation.

Next slide, please.  Now, coming back to savings and the question of whether savings are increased or not, this graph shows both historic savings and the company's planned savings.  And as you can see, the company's proposed savings for its five-year plan from 2023 to 2027 on average would produce actually less annual average savings than it actually achieved in 2017 through 2019.

Now, I focus on 2017-2019 because the guidance, the first two guidance letters were produced in 2020 before we even knew what the 2020 results were.  So when they were referencing increases in savings, it seemed reasonable to assume they meant increases relative to what had been achieved in recent years.  Plus 2020 was significantly adversely affected in 2021 perhaps to a little lesser extent by COVID, and the hope is we're going to be moving out of this into a little bit more normalcy.

But the bottom line is savings have not been increased and arguably they have come down in their plan recent to pre COVID years.

Next slide, please.  This slide depicts the Enbridge forecast savings in the dark blue line at the very bottom here, relative to the different energy savings potential scenarios that were estimated in -- I apologize for the acronym -- the APS, the Achievable Potential Study that the OEB funded along with the IESO.

Now, I have a number of significant concerns about potential studies in general, including this one.  I know the company does as well.  They tend to be very conservative about what's possible and there are definitely jurisdictions that have exceeded what was supposedly the maximum savings possible from potential studies when they actually endeavoured to capture all cost effective savings.

But nevertheless, it is one of the reference points that the Board gave the company so I have included it here.

Next slide, please.   Another really important reference point, because again the OEB guidance told the company to consider the province's environment plan, is that by my estimation the company's planned level of energy savings is actually less than zero percent of what the environment plan was seeking in order to meet its climate obligations.

The climate -- the environment plan said it wanted incremental savings relative to kind of what I call the business as usual scenario and they define that business as usual scenario, that starting point, as the most constrained budget constrained scenario in the 2016 achievable potential study.

Again by my estimates, the company's proposed savings for 2023-2027 are actually 12 percent less than that starting point.  So not only are they not achieving a portion of the increase in savings that the environment plan indicated was necessary for the province, it is actually a step backwards relative to that forecast.

Next slide, please.  This slide is a comparison of Enbridge's planned savings for 2022 to what the leading jurisdictions that we identified and Mr. Weaver just spoke to reported achieving in 2019.

The blue bars are what the unadjusted savings that those jurisdictions reported.  The orange bars are adjustments to those savings to address a number of the issues and concerns that Mr. Weaver addressed.

Now, you might be asking yourself, okay, if Mr. Neme adjusted for Mr. Weaver's concerns, why is he still showing that the adjusted savings are twice, roughly speaking, what Enbridge's proposed savings are?

Well, there's probably a whole host of reasons -- of small differences between what Mr. Weaver has done and what I've done, but there's one really big one that accounts for most of the difference, and that has to do with what Mr. Weaver did with the company's net-to-gross ratio.

Now, net to gross means -- net to gross is a percentage that -- of the savings that are produced by measures that a utility rebates that are attributable to its programs.

So it excludes -- another way of thinking about it is it excludes the savings from all free riders, all of the measures that they rebated that would have been installed by customers even without their programs.

It is a really important factor, and Enbridge's net-to-gross ratio, especially for its commercial and industrial custom programs, are considerably lower than the net-to-gross ratios in the other leading jurisdictions.  But I would argue quite strongly that it is inappropriate to derate the savings when you are making comparisons, the savings in other jurisdictions, because they had higher net-to-gross ratios than Enbridge.

The reason for that is that net-to-gross ratios or the amount of free riders that you have is largely within the utility's control.  It is a function to a great extent of how the programs are designed and delivered.

Enbridge acknowledges this as much -- acknowledges this as much in its own plan, noting for its commercial industrial custom programs it is going to try to -- several things to reduce free ridership.

And maybe one easy way to kind of illustrate this is to give a hypothetical example.  Think of an efficiency measure that costs a thousand dollars and the utility offering a fifty-dollar rebate for it.  In that context, all of the customers who would have bought the measure anyway will take the $50.  Please.  It is free money, right?  But it may not convince many customers who wouldn't have done it anyway to make that investment.

Conversely, if the rebate was $500, you would still have all he customers who would have done it anyway taking the $500, but you would have many more customers who wouldn't have been influenced by a fifty-dollar rebate taking the $500 rebate.  So your percentage of free riders will be substantially reduced and your net-to-gross ratio will be higher.

Now, Enbridge's custom C&I programs -- custom commercial and industrial programs, which are heavily targeted to larger customers, tend to have lower rebate levels than other leading jurisdiction.  Maybe even more importantly, they have rebate caps.  I believe it is a $50,000 cap on the commercial customers and a $100,000 cap for industrial customers.  Those caps, especially for larger customers, will drive free ridership up and therefore net-to-gross ratios down.

Consumers Energy in Michigan, for example, has a cap of a million dollars.  If your cap is really low, large customers will tend to only do the easy stuff because -- that they would have done anyway.

Then finally, Enbridge's programs, commercial custom, industrial custom programs, well, at least on the industrial side, they actually reduce the rebate as the level of savings being achieved by the customer goes up.  Again, really encouraging just the taking of the quick and easy stuff that will lead to high free ridership.

Now, one last point about these comparisons.  Neither Ted Weaver nor I have made any adjustments in the other direction.  There are some advantages Enbridge has over these other jurisdictions.  It is easier to get savings from large commercial and industrial customers, and there are some other advantages Enbridge has as well.

The bottom line is I don't think -- it is hard to see how one could reasonably argue that these jurisdictions aren't getting substantially more savings than Enbridge is.

Now, I will concur with Mr. Weaver's suggestion that we are in violent disagreement that one difference is that at least a number of these jurisdictions are able to spend a lot more money than Enbridge has proposed in this plan, and that is certainly one way that additional savings can be achieved.

Next slide, please.

So big picture, savings can be increased by shifting budgets from program areas with little or no savings to those that have higher savings.  You can improve your program designs or you can increase your budget.  And all three of these ought to be considered.

Next slide, please.

Now, I know there is potentially concerns about spending increases and their impacts on rates.  I just want to offer some context for thinking about those.  Those are legitimate concerns, but it is important to think about first the trade-offs.  If we constrain efficiency program spending to mitigate concerns about rate impacts, we're giving up substantial bill reductions, we're giving up more meaningful contributions to meeting climate goals, we're giving up risk reduction for customers.

Also, rate impacts are really about concerns about non-participants.  Participants even with modest rate increases will see -- typically see their bills go down.  So one way to address concerns about non-participants is to actually expand your portfolio of programs so that there are more customers who have an opportunity to participate and see those bill reductions.

It is also important to note that gas DSM spending in the five-year plan period represents less than 2 percent of total -- would represent less than 2 percent of the total gas bills that Enbridge has estimated for its customers for that year.

And then finally, to the extent that there are concerns about rate impacts, the one option for addressing them which has been discussed a lot in this proceeding thus far is, does amortizing cost, so that the timing of the cost is more closely aligned with the timing of the benefits.

Next slide, please.  And one more.

So I am going to switch tacks and talk a little bit about performance incentives.  I'm not going to go into great detail on this, because it has been discussed already at some length.  Mr. Weaver summarized some of my concerns already.  So I'm just going to highlight a couple of items.  This table is an attempt to summarize them.

First, we have a concern  that the performance incentive category that has the greatest weight, which we believe it should have the greatest weight, annual net gas savings, is based on first-year savings as opposed to lifetime savings, which it has historically been based upon.

In our view, this creates an inappropriate incentive to focus on shorter-lived savings which might be cheaper, and really what we ought to be focused on is the outcome of greatest interest, which is savings over the entire life of a program.

We also have a number of concerns about the economic net benefits test, which Mr. Weaver summarized.  I think that they're largely redundant.  So the metric is largely redundant with the annual savings goals metric or lifetime savings goals metric.

Also, unlike the lifetime savings goals which Enbridge proposes to start being able to earn shareholder incentives when they reach 50 percent of the goal, they could start earning incentives under the economic net benefits one when they hit only 27 percent of planned savings.

The net benefits can also change.  Think about the magnitude of avoided costs for reasons that are beyond the utility's control.  There are a variety of reasons why we think that the -- this -- the focus should be on savings, as long as you've demonstrated your programs are cost-effective, in terms of performance incentives.

We also had some concerns about the low-carbon transition program, particularly inclusion of gas heat pumps, which Dr. McDiarmid talked about earlier and I will talk about more later, and lastly, the long-term greenhouse gas reduction metric seems really problematic.  First, it is based on gross savings, so it has no adjustment for free riders or customers who would have done it anyway.  Secondly, it just adds up the first-year savings over five years, so it's actually not looking at the lifetime impacts of the programs, and then also, it is redundant with the total savings scorecard.

Next slide, please.

This is just a depiction of, if you took all of my recommendations on how to adjust the shareholder incentive mechanism, on what it would look like.  I won't walk you through this.  We  just talked about most of it.

Next slide.

One last thing I did want to say about performance incentives is that from a framework perspective we think it is important that the maximum incentive that a utility could earn be tied to the level of savings that they propose to achieve and that they know that in advance of submitting their plan.

Enbridge's proposed framework assumes that the same fixed maximum incentive they have been able to get in the past just continues into the future.  That provides no incentive for offering a more aggressive plan or higher levels of savings, and creates a perverse incentive to propose modest targets.

We have proposed that you may want to think about tying the current maximum incentive of $21 million to the level of savings equal to 0.6 percent of eligible sales, and then the maximum incentive could scale linearly up or down relative to that number.

Next slide, please -- and one more.  We touched on several program concerns.  We didn't get into the details of all of the aspects of the programs because those were being addressed by other witnesses, but I wanted to touch on a couple of important areas.

The first relates to the concern about the need for fuel neutrality.  Dr. McDiarmid testified or presented earlier on this topic.  The bottom line here is that it's really important for customers to be able to objectively consider which efficiency options make the most sense for them in a fuel neutral way.

And that requires fuel neutral programs when there are choices to be made about which fuel to move for space heating, for example.

To the extent therefore that programs subsidize gas options without doing the same for electric options, you are putting your thumb on the scale of customers' fuel choice decisions and that is problematic.

Next slide, please.  This particularly problematic in the current area of concern about climate change and the need to reduce greenhouse gas emissions.  Every independent study I have seen suggests that significant electrification of gas is needed across the board.

This is not a question of whether gas uses need to be electrified.  It is just a question of how much of them need to be electrified and how fast.

I will just observe that I have been participating for the last year in a process in the state of Massachusetts called the Future of Gas, where there's been a lot of studies that have been performed funded by the gas utilities there.  They have just been filed last week with the Massachusetts regulators.  The file study looked at about eight or nine or ten different scenarios for decarbonizing the gas system concluded that the preferred option was a hybrid electrification scenario.

But that scenario still results in a 73 percent reduction in gas throughput.  National Grid, all of the utilities in Massachusetts have filed proposed plans for beginning to decarbonize, referencing the study that they funded.

National Grid's proposed plan quite clearly specifies it expects a 60 percent reduction in gas throughput by 2050.

Now, those are probably the low end of the range.  Many stakeholders involved in that process believe that there were -- that the economically optimal approach is a much larger reduction in gas.

Again I provide all of this for context by saying, programs in this era really need to be fuel blind.  And then they probably -- gas DSM programs should probably shift in emphasis to measures that reduce loads, like through insulating your home, rather than measures that rebate gas - more efficient gas consuming equipment.

Next slide, please.  Several areas where we think Enbridge's program portfolio is problematic in this regard are the building codes program which is available only to builders who are using gas.  Again putting your thumb on the scale it is problematic and this program we suggest be scrapped.

Secondly, their low carbon transition program includes rebates or efforts to promote gas heat pumps, which I think any reasonable person would conclude doesn't have a chance of a meaningful impact in the market until the 2030s or beyond.  It is not even commercially available today and as Dr. McDiarmid noted, it is not cost effective.

Then thirdly, the company's whole building retrofit program includes a rebate offering as they proposed it currently for gas furnaces and gas water heaters that just don't make sense.  They're either not cost effective or significantly overpaying for very tiny increments in savings.

Next slide, please.  Another recommendation we had in our report was that spending on low income customers as a percent of the total budget is going down a little bit in Enbridge's plan, and is less than in most of the other leading jurisdictions as a percent of total spending and we would suggest that that be increased.

Next slide please.  Lastly, we have been struggling with trying to get our hands and our heads around what to do with what I would call Enbridge's flagship residential program.  It has more than $30 million in budget per year.  It is about three-quarters of the budget for its budget portfolio, and we have -- we still do not really know what the program design is because the company is still negotiating it with the federal government.

And while I am not sure if -- it's difficult to know for sure exactly where this is headed, but if we're interpreting some of the details that the company made available during the technical conference in terms of the direction it is headed, where it appears -- and again lots of caveats here because we haven't seen the details -- that there may not be an increase in rebate levels for different efficiency measures, and it may be that the company's rebates will just be substituting for dollars that otherwise would have been spent by the feds from taxpayers at large.  

Again, I am not sure if that is the case, Mr. Fernandes said some things this morning that made me think that this may or may not be true.  It is just really hard to know.

But if it was true, then it would be hard to see that the savings being produced, if we're just substituting gas ratepayer dollars for federal tax incentive dollars, why all of those savings wouldn't -- why there would be no new incremental savings from the company's efforts.

The bottom line is there's so many unknowns about this program, we don't see how it can be approved.  We have no attribution proposal and we have no basis for knowing whether the savings goals or the performance metrics are appropriate.

Next slide, please.  Lastly, I am going to touch briefly on discount rate.  Enbridge proposed to continue to use a 4 percent real discount rate.  Again that means without including inflationary effects, the nominal discount rate including inflation would be a little over 6 percent.

As the National Standard Practice Manual for distributed energy resources notes, discount rate should reflect policy goals.  Looking at Ontario's policies and interest in climate and other fuels and participant costs in non-energy benefits, it is hard to look at those objectives and not perceive that the policy goals are really bringing a societal perspective to demand side management.

Societal discount rates range between zero and 3 percent, all below the 4 percent that in real terms that the company has proposed.  And so we think the company's proposal is problematic.

Next slide, please.  Now, several jurisdictions when they decide what societal discount rate should we use, zero to 3 percent is the range, so what is the right one?  Several jurisdictions look at long term treasury bond yields and government treasury bond yields.  

This is a graph that just shows the real treasury bond Canadian bond yields over time, over about a six-year period.  And they tend to -- eyeballing it, they're in on average about half a percent.

That seems like a kind of reasonable proxy to be used instead as an appropriate discount rate for assessing the cost-effectiveness for DSM.

Next slide, please -- and one more.  Now to close, I want to offer a couple of procedural recommendations.

The first is that the OEB rejects Enbridge's plan and require them to file a revised one.  We need to understand, as I just noted, what its major retrofit program is actually going to look like.

As suggested earlier as well, the policy guidance is to increase savings.  Enbridge's plan does not increase savings relative to the 2017-2019 historical period.  So we would suggest the Board instruct them to come back with more ambitious levels of savings.

Thirdly, we would suggest that the Board give direction to the utility to eliminate its building code programs, gas heat pumps and residential gas equipment rebates.  Then lastly, that it should come back with greater emphasis on low income customers.

One final point related to the performance incentive.  This would be a good time also to tell the company that the maximum level of performance incentive will be tied to the level of savings they come back with, and again we recommend the -- pegging the current incentive maximum instead of 21 million, to a savings level equal to 0.6 percent of sales.

And with that, I think that is my presentation, and I will turn it to Mr. Poch if he has anything that he wants to add.
Presentation by Mr. Poch:


MR. POCH:  We're running a little long on time, so I will be very brief.  I just wanted to talk briefly about the target adjustment mechanism, a topic that Mr. Neme and his colleague didn't address in their report but GEC is concerned about.

We have a number of problems with it.  I would just mention, I think Mr. Weaver was incorrect earlier today when he referred to the problem of needing a TAM to deal with inflation.

My understanding is that Enbridge is going to ramp up their budget not at 2 percent.  The 2 percent is a proxy for actual inflation.  So that shouldn't be a problem that you need the TAM for.

More importantly, Enbridge, unlike my understanding of most other jurisdictions, is that it uses the TAM to adjust for -- to lower its targets in future years if it got poor participation in the current year.  And to our mind that is completely inappropriate, and indeed, as you saw from Mr. Neme, we have this whole trajectory of proposed goals in this five-year period that have been depressed because they didn't do so well in 2022 or 2020 onwards because of COVID, and that seems, to us, to be simply wrong.

There were factors at play there that shouldn't be at play going forward, and to let the company earn -- still earn its 20 million for achieving much lower going forward simply because they didn't do well in a given year is the wrong incentive.

So I will leave it at that.  I don't know if -- Mr. Elson, you co-sponsored this evidence -- if he has anything to add.

MR. ELSON:  I just thought it would be helpful to have a bit of framework on the question of amortization, because we, you know, heard some discussion of that without as much of the background.

So that issue of amortization came from the DSM midterm review which was conducted a couple of years ago, and on page 27 of the Board decision it asks that that issue be explored in the next review of the framework, which is where we are now, and it highlighted three of the -- sorry, four of the benefits of amortization, the first one being that amortization softens rate impacts, and it does that by spreading the cost over time, enabling participants to pay for the DSM programs with the savings from reduced gas usage.

And this flows from the basic point that energy efficiency lowers overall bills, but if you pay for it up front then there is a cashflow issue.

So amortization means you can pay for it over time so you don't run into that cashflow issue.

The second reason outlined by the Board was consistency with supply-side investments.  And this goes in my mind to some of those charts that you will see in Mr. Weaver's evidence.  Those charts apply to any time you amortize anything.

And in the case of supply-side investments, you have payments that will generate benefits over a period of time, and that's the same for energy efficiency.  And so for the same reason it makes sense for supply-side investments, it makes sense for these kind of demand-side investments.

The third reason was intergenerational fairness, which I think has been explained quite well so far.

And the fourth one was allowing for greater expansion of cost-effective DSM by reducing the upfront costs and allowing for a greater breadth of programming to be implemented, and it does, in fact, allow for a greater expansion of DSM.  It's not just moving costs from one period to another because it addresses that cashflow issue.

And once the overall costs get higher because you are paying back previous program spending, your savings are higher too.  And it all flows through your gas bill.  So it's -- you know, an important part of this piece is the fact that energy efficiency is lowering your overall bills, and as long as you have broad enough programs and support low-income customers, then everyone can participate and benefit from lower bills and pay off the costs as they accrue over time.

So I just wanted to add that piece on amortization so you can have it in the back of your mind as you hear the evidence next week.  Thank you very much.

MR. JANIGAN:  Okay.  Is there anything else that you would like to add, Mr. Neme or Mr. Poch?

MR. POCH:  I think we are good.  Mr. Neme?

MR. NEME:  No.  Happy to take your questions.

MR. JANIGAN:  Okay.  Mr. Moran, do you have any questions?

MR. MORAN:  Yes, thank you.  Mr. Neme, you touched on the need for fuel neutrality.  Have you had an opportunity to review the federal Green Homes program?

MR. NEME:  I am generally familiar with it, yes.

MR. MORAN:  Are you familiar enough to indicate whether you would consider that to be a fuel-neutral program?

MR. NEME:  Most of the measures in that program are about improving building envelope efficiency, but I believe that the program offers rebates for heat pumps and does not offer them for gas-consuming equipment.

And so I guess it depends on how you look at that.  I suppose you could interpret that as not being fuel-neutral because it is rebating one type of equipment over another.

But I think in that case what the government is trying to accomplish is, you know, is recognition that everybody says you have to electrify a significant portion of the load, and very little of that has been happening thus far, and so they are trying to put their thumb on that scale.

MR. MORAN:  Okay.  You also indicate that there needs to be an unbiased approach and multi-fuel expertise, and you make the comment that Enbridge has neither.  So if that's the case, how do you fix that -- how would you fix that problem in the current proposal?

MR. NEME:  Well, for starters, as I have suggested, I think that their program -- their program started in the residential sector, for example, should stop rebating gas-consuming equipment and focus, instead, on measures that reduce the heating load on buildings regardless of what fuel is being used to heat -- well, they can only do that today for homes that are heated with gas.  But if 15 years from now one of those homes was to convert to electricity the benefits will continue to accrue.

If you rebate a gas furnace and it is very clear electrification has to happen, you've kind of locked in a piece of equipment for 20 years in essence or made it very, very expensive to change that down the road.

So that is one part of the answer, is to shift out of rebating gas-consuming equipment and focus instead on measures that reduce -- that also reduce the need for gas but do it in terms of reducing the load rather than the efficiency with which gas is burned.

Removing gas heat pumps is another example.  It is not cost-effective.  There is no chance of it, in my view, ever having a meaningful impact on the market, at least not in the context of the significant needs for greenhouse gas emission reductions.

And then thirdly, the new construction market transformation program I would suggest is just not appropriate for a gas utility to run.

Now, if there were an IESO initiative that -- in new construction, for example, which the company could contribute to and -- but they weren't controlling, you know, maybe, you know, maybe that would be a way to go.  I am just not aware that there is any such thing today.

MR. MORAN:  Thank you.

MR. NEME:  I would also note that there are some jurisdictions -- California and New Jersey come to mind as examples -- where regulators have decided to take responsibility for some types of programs like new construction away from the utilities and administer them or contract out to an independent third party to administer them on their behalf, largely out of -- or at least in part out of concern about the need for kind of more neutral approaches to those kinds of market transforming initiatives.  I suppose that could be an option as well, if the Board was prepared to go down that road.

MR. MORAN:  Thank you, Mr. Neme.

MR. ELSON:  Commissioner Moran, can I respond to the question about a fuel neutrality of the Greener Home brands quickly?

MR. MORAN:  Yes, please.

MR. ELSON:  I think the concept of fuel neutrality as outlined in Mr. Neme's presentation is that you fully consider all of the options from an unbiased fuel neutral perspective, and the outcome of that might be that you only incentivize equipment with one fuel type based on an assessment of the measures.

So the fact that you don't incentivize gas furnaces might be because there's already a 95 percent baseline in the standards and it is just not cost effective to do so.

So I think Mr. Neme said, you know, you could consider it to be not fuel neutral because it doesn't include gas measures, but I think that is not necessarily the case and I think the point being made is that you need to have that consideration of all of the factors from the outset.

MR. MORAN:  Okay, thank you.

MR. JANIGAN:  Commissioner Zlahtic, you don't have any questions?

I have just one question.  It would appear that in relation to the procedural recommendations that looking at the long term electrification goal, you sort of go halfway there, that basically you shouldn't do anything that would harm that from taking place.  But there is no real solution in the context of this framework, in terms of incentivizing electrification itself.  Is that essentially the position of...


MR. NEME:  Yes.  I think that do no harm, the Hippocratic oath for doctors, is the first place to start, right?


You could then get to the next step and say, well, okay, we're doing no harm.  Is there something that we should expect Enbridge to do that actually promotes a bunch of the electrification that needs to happen?

I struggle with that for a couple of reasons.  One is that it is not entirely clear to me that a gas utility will, you know, absent some sort of regulation that forces it to do it, you know, like the concept of a clean heat standard that we're now debating in my home state of Vermont, which would kind of like a renewable portfolio standard force the gas utility and other wholesalers delivering fuel oil and propane to increasingly reduce their emissions by promoting cleaner heating sources.

Absent that, I just get nervous about the idea that a gas utility will embrace promotion of full electrification in a way that would be necessary to actually accelerate the market and not sabotage it, just to be blunt.

Somebody needs to promote this.  I am just not sure that the gas utility would be the most effective vehicle for promoting full electrification of a home or business.

MR. JANIGAN:  Okay.  Thank you very much for that.  Thank you, Mr. Neme, Mr. Poch and once again, Mr. Elson, and we will proceed to hear from the Small Business Utility Alliance.
SMALL BUSINESS UTILITY ALLIANCE

Presentation by Mr. Love:


MS. SEERS:  Good afternoon.  So Mr. Theo Love, I see he is now on the screen.  He will be sharing the slides and making the presentation on behalf of Green Energy Economics Group presented by Small Business Utility Alliance.  Thank you.

MR. JANIGAN:  Okay.

MR. LOVE:  Hello, and thank you for the opportunity to present today.  My name is Theodore Love I am with Green Energy Economics Group.  I am also joined by my colleague, Francis Wyatt.  I am going to be talking about small business and Enbridge Gas's DSM plans for 2023-2027.

For this evidence, we were retained by the Small Business Utility Alliance, which is an unincorporated organization consisting of small businesses across Ontario and has been put together to help -- to help with representation before utility commissions because it has been traditionally an under represented group.

So first off, I want to talk a little bit about what our definition of a small business is for purposes of Enbridge Gas's plan.  There is a working definition of small volume customers that use 100,000 cubic metres of gas or less per year.  We generally agree this is a decent definition of a small business for Enbridge Gas's purposes.

However, SBUA in particular is interested more in micro businesses as well, and those tend to be businesses that have less than ten employees and the working definition that we are proposing here is that a micro business uses 25,000 cubic metres of gas or less per year.  So that is usually what we're talking about when we say micro business or small business in the rest of this presentation.

So I want to emphasize the importance of small business in Canada.  Small businesses make up a major portion of the labour and economic activity in Canada and Ontario.  In fact, small businesses make up 69 percent of the labour force and micro businesses make up 73 percent of all business entities in Canada, and almost 100 percent of First Nation businesses are micro businesses.

Ontario has five policy pillars for small businesses related to lowering costs, increasing exports, accelerating technology adoption, developing talent, encouraging entrepreneurship, success planning and diversity.  We believe that DSM targeted to small and micro businesses addresses all five of these pillars, investment in the green economy and really helps increase diversity, lowers the cost for business operations and helps them adopt to new technology, including electrification technology.

So how can you address small businesses best through DSM and energy efficiency activity?

In our evidence, we include -- we relate to a report from ACEEE that identifies some of the barriers to participation by small businesses and offers some best practices to overcome those barriers.

I am going to highlight a few of those, including the time and money constraints that most small businesses have, especially smaller businesses that have no expertise in terms of energy savings.  They're usually unaware of many program opportunities and from the program delivery perspective, it can be difficult to reach because of relatively small energy bills they might have or the split incentives between landlords and tenants.

Some of the ways you can overcome these barriers are by offering a much wider set of measures, and providing a streamlined installation of these measures in coordination with any electric offerings.

It also encourages the offering of financing to overcome some of the initial cost barriers, as well as additional targeting of communications and program design for specific subsets of small businesses.

So I just want to highlight how small businesses are currently addressed in Enbridge's plan.  So most small businesses will be addressed through the commercial program offerings of which there are four.  There is a commercial custom program, a prescriptive downstream, midstream, and a direct install program.

You can see here almost half of the budget goes to the commercial custom program and seventy percent of the savings for 2023 come from this program.  We believe that most of the small and micro businesses would be participating in the other offerings, these prescriptive downstream, midstream and direct install programs which only have around -- sorry, the other half of the budget, much lower savings.

The other thing is that Enbridge has included an annual target in their target adjustment mechanism for small volume commercial customers here, which we are glad to see they have broken these out here and they appear to be getting about 37 percent of their projected savings from this customer group.

Now I am going to talk a little bit more about the individual programs and how we believe they could be better addressed the small and micro business customers.

First, I want to talk a little bit about the proposed commercial custom offering.  Here you can see we have a graph on the top that shows historical spending.  The dark blue line is for the industrial custom program, while the light blue one is for the commercial custom program.  And then associated annual savings are here on the bottom graph.

You can see that this represents -- this plan represents a significant ramp-up of this commercial custom offering.  We go from approximately around $8 million in 2022 to about $12 million in 2023, with a slight increase going forward, I think, based on this information.

Similarly, you can see there is a corresponding jump in savings as well.  So it seems to me that Enbridge is focusing much of their commercial efforts -- commercial savings efforts on this program, and it is hard not to see why because, as you can see, the TRC plus net benefits for this program are extremely generous, with an 8.5 BCR.  In other words, for every dollar invested there is an 8.5-dollar return on investment.

Another part of the program is the incentive design.  As you can see here, there is around 51 percent of the incremental cost of the measure for the customer being covered by an incentive in this program.

Now, while this program could be very successful and achieve lots of savings, we believe that it is more of a burdensome program for micro businesses in particular.  It is a much more involved application process and probably offers opportunities that are not necessarily targeted towards smaller customers, and probably they're probably too small for interest for this program.

And so for those reasons we believe that most of the participation for these small and micro businesses will be through the prescriptive and direct-install offerings.

So let's talk about the prescriptive offering that is proposed by Enbridge right now.  Here again we can see the spending on the top and the savings on the bottom for 2015 through 2027.  The orange represents the prescriptive midstream portion, while the gray represents the downstream portion.

I believe that the reason that we don't see any midstream spending here is I believe it was combined into this overall dollar spend here.

As pointed out, investment levels in these programs are significantly lower than -- sorry, savings levels are significantly lower than the 2017 to 2019 program periods.  In fact, they go from around 12 million cubic metres down to about 4 million.  So it is almost a third of the savings opportunities for this program here.

Spending itself is also going down from those levels in general, and especially from 2022 levels.  That being said, both the programs are cost-effective, and the prescriptive downstream has got a healthy 2.41 BCR.

The other thing I want to highlight up front here is the percentage of the incremental cost to a customer being covered by the incentives.  Here the weighted average percentage of the -- excuse me, the weighted average incentive covers around eleven percent of the midstream program costs for customers, and we believe that that is a very low number.

As pointed out before, it doesn't only address increased free ridership.  It is also almost nearly impossible for small businesses to overcome that upfront cost barrier, and if 90 percent of that upfront cost is still -- you know, the customer is still responsible for 90 percent of that upfront cost, it is highly unlikely that they will participate in that program.

That being said, we are glad to see that they are doing a midstream program, because that streamlines the delivery of these incentives and does not require the end use customer to put together an application.

Similarly, the downstream program has a very low percentage of the incremental costs being covered by the incentive design.

Another issue we have with the prescriptive offerings is the confusion around access to residential type equipment.  Residential type equipment is what is often used by small and micro businesses in their heating for water heating and space heating, as well as for the different types of buildings that they occupy, as well as simple HVAC control measures like smart thermostats.

Currently we have been unable to figure out how the micro businesses that have a commercial account would have access to the same rebates that a residential customer might have.  The only prescriptive rebate we could find was the tankless water heater rebate.  Otherwise the only way they could have access to some of these same measures that apply to the residential side is through a custom offering, which we have just mentioned before is rather onerous and doesn't really target the small opportunities.

In our evidence we also analyze the different kinds of end uses that were covered by the commercial prescriptive offerings.  I have also provided an appendix to this presentation here that goes through each of these end uses and shows what was in the prescriptive offering from Enbridge and what we have seen in other jurisdictions that is not in Enbridge's jurisdiction, and if you are interested you can take a look at that separately.

So what we did find is that the prescriptive offerings cover ventilation and commercial kitchens quite comprehensively.  However, some of the more common end uses, like heating systems, HVAC controls, building envelope, and water heating, were not covered -- were not well covered by prescriptive offerings.  In fact, there were no HVAC control prescriptive offerings in any of the proposed programs.

So in summary, for the prescriptive offerings we are really happy to see that Enbridge is moving towards a midstream approach and that they're targeting commercial kitchens and ventilation in a couple of different ways.

However, we would really like to see additional marketing towards small business segments, including expanding the list of measures and allowing access to residential type equipment.  We feel that it is imperative to increase incentives to get higher small-business participation.

So let's now talk a little bit about the direct-install offering.  I would like to say that this is also great to see Enbridge proposing such a program, and we feel that it is -- generally, these kinds of programs are designed specifically to reach small businesses.

However, again we can see here the historical spending and historical savings values.  While spending has trended upwards, it has been -- it is now falling back off a cliff, going from $7 million down to $5 million in 2023 onwards, while savings remain pretty much flat.

The program itself is rather cost-effective.  In fact, it is more cost-effective than the prescriptive offerings.  And it also offers a pretty comprehensive incentive, including 100 percent of some measures, with a weighted average of 77 percent of the upfront costs being covered by the incentives.

However, the measures that are included in this program are rather limited.  As you can see here, the current list of measures is only three.  We have air curtains, dock door seals, and demand control kitchen ventilation.

Enbridge has also proposed adding destratification fans, pedestrian door air curtains, and some other add-on ventilation measures.  However, these are all relatively limited applications, and while they are all good measures, the universe of customers that these apply to is relatively small, while, you know, not nothing.

So how do you best address small businesses by a direct-install program such as this?  We highly recommend going to a turnkey approach, similar to what is used in Massachusetts by the Mass Save programs.  The idea is to streamline the decision-making as much as possible, address all cost-effective measures through a single audit, and then hand-hold the customers through and perform all the installations, as well as covering as much of the upfront cost as possible.

We have also provided some suggestions for some more broadly applicable measures that would probably be cost-effective and could be easily offered through such a program, such as adaptive thermostats, boiler tune-ups, and simple water-heating measures like low-flow aerators and pre-rinse spray valves.

So in summary, we feel that it is -- we are happy to see Enbridge provided a direct-install program that covers most of the incremental costs of the measures.  We feel like it is a limited program offering and that there could be additional expansion of the measure list and opportunities to -- and go to a more turnkey approach similar to the Mass Save program to reach more small-business customers.

We also believe that there could be some improvements to reporting requirements for Enbridge.  We don't -- we think that small-volume customer savings and part of the target adjustment mechanism is not enough.  We would like to see additional details on first-year and lifetime savings for this customer segment, as well as the number of participants, allocated spending, and then a similar breakout for micro businesses that we are defining as using 25,000 cubic metres of gas or less.

We would also like Enbridge to notify small business stakeholders in advance of any commercial program changes.  This could be as simple as providing an e-mail serve to sign up for and notify those recipients of any upcoming commercial program changes.

So other recommendations include the coordination with IESO in performing assessments.  We feel it is important to address all energy usage needs at the time of an assessment and that coordinating with electric utilities offers an additional -- sorry, electric program administrator offers additional opportunities to save gas from customers who might not have touched already, and shares the cost of acquiring new customers as well.

We also believe it is important to put out a fuel neutral approach in the low carbon transition program and we would like to cap the performance incentive amount at 8 percent of efficiency budget overall.

Finally, I would like to end up with a little bit of a discussion here, and this is Enbridge's response from undertaking TR 106.  This is just a little bit of the response that Enbridge provided to us on the evidence that we filed, just to get a bit of an idea of Enbridge's perspective on some of these recommendations.

We would like to think that as you can see in the first response that generally our recommendations are in line with what Enbridge would like to accomplish and with their overall program goals.

However, there's been no specific commitments provided by Enbridge to any of these improvements suggested beyond a tentative agreement on the reporting ask that we provided.

So here is a summary of our recommendations and I am happy to take any questions at this time.
OEB Commissioner Questions:

MR. JANIGAN:  Thank you very much, Mr. Love.  Commissioner Moran, do you have any questions?

MR. MORAN:  No, no, thanks.

MR. JANIGAN:  Commissioner Zlahtic, do you have any questions?

MR. ZLAHTIC:  No, I do not.  Thank you.

MR. JANIGAN:  Thank you.  I have no questions, either.  Thank you very much for your presentation, Mr. Love, and I guess Ms. Wyatt, who is with you.  We are now going to take a break.  It is approximately 2:40.  We will resume at three o'clock.
--- Recess taken at 2:40 p.m.
--- On resuming at 3:02 p.m.

MR. JANIGAN:  Okay.  I believe it is the Building Owners and Managers Association presentation, Mr. Jarvis?

MR. JARVIS:  That is correct, Mr. Janigan.

MR. JANIGAN:  You can proceed.
BUILDING OWNERS AND MANAGERS ASSOCIATION

Presentation by Mr. Jarvis:


MR. JARVIS:  Thank you.  Were presenting this afternoon, as mentioned, the Building Owners and Managers Association, BOMA, and we will try to get through all the acronyms up front so we don't have to come back to it later.  So BOMA, the Building Owners and Managers Association, reporting on the research conducted into a relatively new kind of data-driven demand-side management programming called -- in this case we're referring to pay-for-performance programming.  So the acronym is P4P, but we will try to stay with pay-for-performance programming.  

As well as the responses we provided to a number of interrogatories on the original research presentation, and the undertaking made from the technical conference around putting some draft metrics around -- scorecard metrics around what such a program might look like as far as a part of this particular proceeding.

Just to make the connections, again, the Enbridge application refers to a whole building energy performance program.  That's the same thing, pay-for-performance energy performance program, a pilot project.  We try to frame what a full-scale program of this nature might look like, and this relates directly to the IESO's, the Independent Electricity System Operator's, energy performance program, which has been in effect for over a year now.  So we will try to tackle all of those pieces.

This is also really a continuation of the story that's been presented over the past five years to the Ontario Energy Board in a number of different formats around how the analysis of actual energy-use data from buildings is -- is somewhat transforming the view of the magnitude of the achievable potential within commercial, institutional, and multi-residential buildings, the nature of what that energy savings potential looks like, and also how the evaluation of those kind of programs can and perhaps should be taking place.  So it is a continuation of that program.

If you can go to the next slide, please.

And this is sort of the heart of the piece, that over the past more than five years now but under provincial regulations, and the same across North America, in many jurisdictions the availability of publicly reported billing data from commercial or from large buildings, commercial public-sector buildings, commercial office buildings, under the BPS reporting, the broader public sector reporting, in Ontario and the EWRB, the energy and water reduction benchmarking.

So provincial regulation requires public reporting of actual utility data from buildings.  Increasingly, that's being processed and getting a very different view of the whole demand-side management, conservation and demand management kind of world.

So it is like a new lens has been opened up, and we wanted to not just present on the research but perhaps share some of the findings coming out of that ongoing work.  

So really, that volume of data, the volume of new knowledge is growing very rapidly, and with this being quite a momentous time.  This is a key period.  This DSM plan really takes us to -- most of the way to 2030, which is one of the target levels for BOMA members around their emissions reduction programs, their energy efficiency programs.  This is kind of a key proceeding in terms of what that structure is going to look like and how it's going to help building owners move forward.

The big findings from the story so far with again the ongoing analysis of the rapidly growing body of data is first the achievable potential is substantially larger than has been understood previously, and some of this work was also introduced in 2019.  We took part in the Achievable Potential Study in 2019, and I think we managed to negotiate a higher number than was coming out of the traditional TRM modelling, engineering calculations and engineering assumptions kind of math.

So some progress was made there, but increasingly the reality of the data coming out of real buildings is pressing much bigger numbers.  So the achievable savings potential is a lot larger.

The biggest part of the savings, the untapped savings referred to on the cover slide to this, lies in operational maintenance, control improvements, which are relatively low-cost, but very difficult to model under conventional or traditional modelling approaches, and the reality that measuring savings at the meter is -- is absolutely necessary to verify the fact that savings are actually being achieved and that those savings are being sustained over time.  This affects all of the parameters around program design, the effective useful life of measures, and so on.

There is also, if you will allow us, a kind of a side note that as long as we're reporting on five-year and 2030 and 2040 and 2050 targets, we need to get back to annual -- annual targets and achievement and transparency around annual targets and annual results, which are now possible because we have the publicly reported data.  That is what will drive continuous improvement and progress towards goal.

So it is quite a different world that is unfolding as this real data becomes part of supplements in some cases and contradicts in other cases the traditional approaches to doing these key parts of demand-side management.

Next slide, please.

As mentioned, we wanted to share some of what is actually coming out of the field, and hopefully that is interesting and useful for the panel as it considers where to go with this DSM plan application.  

Sustainable Schools is a program that has been reporting now for the past five years using the publicly reported data.  It is a program, as you can see, of climate challenge network, a non-profit, and it looks every year at all 5,000 schools across the province, the 72 different school boards.  It uses benchmarking metrics that you can see an indication of there to establish what should a well -- a reasonably efficient secondary school, elementary school, board administration building look like, and thereby calculates achievable energy savings potential for gas and electricity for all 5,000 buildings.

The aim of Sustainable Schools then is to roll that up by 72 school boards and announce which are the most efficient school boards in the province, and that little listing you can't quite see there has the top 20 boards in the 2021 report, which relates back to the 2018/'19 BPS reporting year, but this now is very much becoming a driver.  School boards are looking to improve their ranking within this by becoming more efficient, and it is entirely data and analytically driven.

The whole methodology is published in a white paper which is available online, so it is very clear how the math is being done and so on.

Next slide, please.

Pulling that out, these are the key kind of extracts from the front page of the report, which again is also available online, and the benchmarking of the 72 boards, you can see there, the green bars within those lines are the natural gas savings potential, which is the piece that is of interest here.  The blue is the electricity.  You get a sense of the relative magnitudes, and you can see how different the top performing boards at the top that have fairly low, between 10 and 20 percent overall energy savings potential across all of their schools, are compared with the others at the bottom of that chart, which have between 30 and 40 percent savings.

So there is key messages coming out of this.  One is that all school boards are not the same, and all schools within the school boards are not the same, and that a small number of schools are responsible for the lion's share of the achievable savings potential across the sector.

And the whole pay-for-performance idea says, let's target those schools, because that's where the best returns are, that is where the biggest savings are on a go-forward basis.

The math very conveniently produces the electrical savings potential, the gas savings potential, the cost savings potential, which is of interest to the ministry and to the school boards, and the emissions reduction potential, and again, this is if all the schools in the province reach a top-quartile level, which is seen to be readily attainable with conventional technology, and the biggest part of that savings is operational maintenance improvements, which are relatively low-cost but sometimes with traditional programming hard to find.

So this is an example of one sector using publicly available data to quantify achievable savings potential and then drill down into which buildings should we focus on and which measures should we focus on.

For reference, these numbers are significantly higher than came out of 2019 achievable savings potential, and the largest part again of that is operations, maintenance which is notoriously underestimated in traditional approaches to determining savings potential in commercial, institutional and multi-residential buildings.

Next slide, please.  Looking at the same thing on commercial office buildings, for the past two or three years we also had access to comparable data for commercial office buildings.  So this now gets into the private sector.  EWRB again is the energy and water reduction benchmarking, again mandated by the province.

This gives -- you will see if we were to spend more time going through sector after sector after sector, the shape of the curve is always the same.  A relatively small number of owners and buildings are responsible for the lion's share of the savings potential and the principle of pay-for-performance is looking to target those buildings which have the best economic and environmental returns.

This again gives the example where the orange in this case is the gas, the thermal energy.  The blue is electrical energy.  And in this case, we have superimposed on here one portfolio of buildings.  This is how one large landlord ranks up their buildings within their buildings, one through eleven and sees where they rank on this, and it is their indication of building number 3 is one of the worst performers, with the biggest savings opportunity and some of the buildings at the top are among the most efficient.

This is a useful starting point in program design for having owners being able to assess themselves against the broad -- against comparable owners and comparable buildings as a starting point for making the business case for investment in energy efficiency.

What's laid on top of this -- and I will touch on this in just a moment -- the green dotted line there is a 20 by 15 target that was set a decade ago by the Real Property Association of Canada as a rational national weather normalized target for all commercial buildings to achieve.  And the red dotted line is a typical representation as to the statistical median and top quartile, the top decile.

So with the data you can do a very good job of targeting individual owners and individual buildings that have real potential.

Could I look at the next chart, please -- the next slide, please?

Sorry for switching the numbers on you -- or the colours, sorry.  Again it's the same group of buildings.  This is just the thermal energy, the so-called TEDI -- we hate acronyms -- this is the thermal energy piece of the overall energy use of the buildings, measured in equivalent kilowatt-hours per square foot.  Once again, we have deciles, quartiles, and medians attached to this.  The green dotted line is the 25-15, the thermal energy piece at that target around 7.5 a decade ago.

These numbers around five equivalent kilowatt-hours per square foot are becoming the norm now, and increasingly BOMA members, commercial office landlords are using this industry target to say how am I doing and how do I compare with my peers.  

Once again, from Enbridge's standpoint, it is that group below building five which have the lion's share of the thermal energy and greenhouse gas emission potential and the aim for pay-for-performance says let's target those folks.  If we can help them, then we can work our way up the chart by bringing those forward as the best economic and environmental return for the owner, for Enbridge, and for the province.

Next slide, please.  We touched on this earlier.  Coming out of this kind of work, the analysis of real buildings, real building data, this was the Real Property Association of Canada along with BOMA and the Canada Green Building Council.  In 2009, they announced this target.  It became widely used and it is verifiably driven performance improvement.  Once that target was set, everybody had a benchmark to aim towards, so the documentation behind there tells them which systems, which components, a bit of a roadmap as to how you get to these improved levels and these kind of target-setting methodology are now in place for most commercial, institutional, and multi-residential, multi-family building types.

Next slide, please.  Same applies to hospitals.  So greening healthcare is again one of the climate challenge network programs.  This is looking at all of the hospitals in Ontario.  There is a few -- there's a little over 200 in fact, but this is 199 of them.  And what the metrics, what the data allow you to do again it is easy to weather normalize -- we will come back to that later, so adjusting for weather differences across the province and in fact around the world is well established through the international protocol for measurement and verification.

But it is now possible with this to take any building type, in this case hospitals, there is a subset of acute care hospitals versus long-term care hospitals, but the 199 buildings reporting 79 million square feet are the target gas savings of 29 percent, which is about 89 million cubic metres of natural gas equivalent and the same with greenhouse gas emission.

So the data allow a very different perspective on achievable potential all the way down to the individual building level that directly supports program design to target those buildings.

Next slide, please.   The same here.  Again, Climate Challenge Network has just launched a program with Ontario colleges and is working with Alberta colleges and universities at the same time.  This is the same kind of data around applying the same methodology of benchmarking rational targets for community colleges, adjusted for whether they've got more research buildings, or more residential buildings, or more recreational buildings.  But this drives a rational estimation of the target for electricity in blue and thermal energy savings.

I can tell you because they have allowed us to, the third college from the top there is Niagara College.  It has always been seen as the leader and now the metrics if you like the data support the fact it really is a leader.  Everybody else there has significant room to improve and now they have a quantification of that area of improvement, which you will see again in the little box there.

From a thermal energy standpoint, this is a rational estimation of 14.9 million cubic metres of gas savings potential through achieving the top quartile.  

So this is not leading edge.  It is not leading edge.  It is not massive investment in profoundly changing.  It is just getting to be as good as most of your -- or as many of your counterparts and your peers already in place.

So sector by sector, the picture is developing and a credit to Enbridge Gas; they have been very supportive and involved in this work all the way along, as has the IESO.  But increasingly the achievable savings potential coming out of real building metrics, real building data rather than out of again assumptions, technical resource manual and so on, the real building data are starting to guide both the magnitude of the savings opportunities and where the savings ought to be found.

Next slide, please.  So this is sort of a summary of everything that I have gone through so far.  Real data are readily available, but we're still a little bit stuck in the old world of assumptions and calculations because there were no real data to work from.

Now we have the data and we're a bit slow catching up with the fact that this is a very effective way of driving demand side management and program design, and scorecards and frameworks and everything else needs to be integrated and we're hoping this is the opportunity.

Most properties have top quartile targets set which are the readily attainable targets and most of those savings are due to relatively low cost operations, maintenance and controls improvement.  These are the savings that are traditionally underestimated by more conventional approaches to savings potential calculations and then again making the case for we're now in a place that we can be reporting annually on actual energy savings, which I will touch on in a moment for the school sector, so that the OEB and Ontario government and every building owner in the province can track, are we actually making real progress across these sectors, not just with individual buildings and projects.  

And again, I mentioned already this approach of establishing savings potential at individual building levels is a powerful foundation for designing programs, because now you can target where the biggest opportunity savings are.

Next slide, please.

I wanted again to give the commissioners and everybody on the call a sense of, what does it look like when we achieve those kind of savings, because they can be coming out of calculations and assumptions.  They're quite an abstract idea.

This is a typical printout from an individual building.  This is a school that only implemented operational improvements.  The blue dots are very simple.  That is your actual monthly bill.  That is how many cubic metres of gas were on your bill every month.  It is that simple.  The red dots are the base line, which in this case was two years prior.  Weather adjusted.  And again, trust me, weather normalization is well-established.  Weather normalized to the current year.  So when the blue dots are right on top of the red dots, the performance is identical to the baseline.  When the blue dots are below the red dots, that is what makes me happy.  That is what makes me happy, that, yes, the blue dots are below the red dots.  That is a good thing.

And this is what this growing number, now hundreds of buildings, are showing, so it is not just in theory we should get these savings because we did the right thing.  It is that the -- those savings are actually showing up on the meter and our conviction is from a lot of evidence that if they don't show up on the meter they never happened.  It didn't matter what the calculation said.

So this shift towards -- that we're advocating towards measured savings at the meter rather than calculations is a fundamental change that we would recommend be incorporated into the next framework and the next program forward.

This is a typical school.  Those savings are real, substantial, and come about through the kind of measures we're talking about.

Next slide, please.

Here's a little portfolio.  It is actually the same portfolio as we were looking at back on the commercial office buildings piece.  And this is what the actual savings looked like in natural gas consumption, the same idea, wherever the blue dots are below the red dots.  And once again, in one case this is purchased steam on the left.  The others are natural gas.  But once again, I can assure you, all of these improvements were operational controls, running the technology, the infrastructure that was already in place more efficiently than before, and that's where the lion's share of this untapped savings potential is to be found.

So this is how everybody can be tracking performance, and all these charts can be rolled up for the province so that we know -- so we can verify the fact which buildings are savings, how much savings are being made.

The next one -- the next slide, please, that I think you will find very interesting again, because this is public data.  This is Humber River Hospital, which is becoming quite celebrated.

Enbridge was significantly involved in helping create what is now the second-most energy efficient acute-care hospital that we can find internationally.  There is one in the U.K. which is doing better.  It is just situated on the 401 just north of Toronto.

So Humber River Hospital.  This was built with all the bells and whistles, with all the technology you could hope for.  And these are the improvements that were made after it started up by running those systems more effectively.

So everything you have heard today about electrification and heat pumps, heat recovery chillers, more efficient fan designs, more efficient smart controls, all of that really came together at Humber River Hospital, and even then, when you put all the technology in place, they've improved by this much, by more than 25 percent, from the day they opened the doors to now become, again, the second -- and you can see the summer gas use is where the big savings were, and if we had more time I could relate to you what does that look like, what did they actually do to achieve those savings.  A lot of that is heat recovery chillers, recycling internal heat rather than using gas boilers to provide that heat.

But these are the kind of dramatic results that are coming, and again, Enbridge takes a -- is directly involved with breeding health care, takes a strong interest in this, and uses this kind of information to inform where they're going with the program.

Next slide, please.

So this again just summarizes what I tried to relay already, that the differences between the buildings at the top and the bottom of the savings charts and the difference between the buildings showing at the meter big savings versus no savings had very little to do with building age, had very little to do with the technology or the building systems, and had everything to do with -- with these areas, which are the target for pay-for-performance, energy performance programming, building systems operation, particularly schedule.

Systems run too long, consumes crazy amounts of electricity and natural gas, disproportionate amounts.  Equipment maintenance, when a control valve fails, in a big hospital it can add 20 percent to the gas use in a heartbeat.  We know these things now from tracking these things.  Building automation and controls, programming.  Most big buildings have building automation systems.  Most of them are not programmed very intelligently.  Pay-for-performance will give technical support to help smarter programming be installed, and the one at the bottom there, number four, is probably the biggest issue, but most systems don't work very well.  The right amount of air is not going to the right places.  The right amount of heating and cooling water is not going to the right places.

This is what this aims to address, and this is again by far the biggest available source of savings, which is largely untapped up to this point.

Next slide, please.

This, I was told by my colleagues, Ms. Henderson and Ms. Ruffo (ph), both on the call right now, told me not to include this because it may add -- it may be just one idea too many.  But there is a reality around the gas -- the energy performance of schools that came out of that 2018/'19 analysis, which is the most recent BPS data.

And the summary of what this is saying is on the right-hand side is the good news.  There is a whole bunch of schools here.  975 schools save between five and 20 percent.  42 schools saved over 50 percent of their gas consumption that one year.

However, on the left-hand side of this chart -- and this gets into some of the evidence presented around strategic energy management where we need to look at whole portfolios, not just individual buildings -- on the left-hand side of this is the bad news.  116 schools are -- in that year the gas consumption went up by over 50 percent.  268, it went up by 20 and 50 percent.

The net effect in that one year, that combined factor, the savings on the right and the increases on the left was the net increase of a substantial net increase.  In other words, from a provincial standpoint we had some successes on the right, but the offsets, the unrecorded, unreported, unpenalized offsets on the left, the province went backwards.

We haven't been able to, yet, do the same analysis for other building types, but we suspect that many of them are going in the same direction.

So even though we've got some successes with individual buildings on the demand-side management side, one, they're not verified at the meter, and two, we've got a whole bunch of other buildings that tend to get worse over time.  They deteriorate.  Things fail, and they don't fix themselves.  They have to be identified and fixed, and that, again, is where pay-for-performance comes into play.

Next slide, please.

I think in the interests of time I might skip this, but there is a whole argument about savings measured at the meter versus the traditional way of savings by calculation by modelling by assumption.  The counter-factual argument says that when you measure at the meter you don't know what changed in the building while this was -- you know, between one year and the next.

So the baseline could have gone anywhere.  So it is deemed to be more reliable, more accurate, to calculate, as we got inputs.  Engineers know how to do that.

Experience from the meter -- looking at meter data, saying there is very little correlation between the calculated savings and what shows up in the meter.  Sometimes it is a lot more.  Sometimes it is a lot less.  And because those calculations simply cannot process these operational changes that happen over time, so our argument very vocally and with a lot of evidence is to say, we need to substantially increase the emphasis on real savings at the meter, measured at the meter, if only to supplement the technical resource manual, if only to supplement and verify the fact that the calculated savings are realistic.

Under interrogatory Enbridge shared that only about 15 percent of the savings reported right now are measured at the meter.  But the rest is assumed to be happening.  The evidence we're finding in the field is that may not be the case and, in fact, we may not be making progress overall at all.

Next slide, please.

Sorry, yes, the pay-for-performance. These are simply the principles of pay-for-performance.  The first is the research that my colleague Gillian Henderson led is where utilities across North America are increasingly adopting pay-for-performance programs.  It is responding to customer demand.  They both want deeper savings.  They want more room for innovation around savings and they want less administrative burden.  It's a pain dealing with individual projects measured at the meter, show the savings were made and you're there.


The focus on high-savings-potential buildings, one of the questions asked was whether the 20 percent target, was the threshold for savings within the Enbridge proposal for their pilot project, was that appropriate?  It absolutely is.  There is a large number of buildings, large number of schools, at least, with greater than 50 percent savings potential.


Savings measured at the meter, it is the whole building performance provides for innovation, provides for site specific solutions, it informs owners on where to look for those savings and the need for multiple year engagement.  You can't get this work done in one year.  So it is a multiple year relationship and ongoing technical support from the utility -- which, by the way, we think also drives down free ridership.


In other words, owners are not yet equipped to do this themselves.  Enbridge has remarkably capable people that can help owners deliver on this kind of programming.  


Next slide, please.


We were asked at the technical conference to put -- to propose some metrics.  So with limited knowledge of what Enbridge's costs are, we -- and how many people they would need to be able to run this kind of programming, we have been looking at this kind of programming for a while.  These are the kind of scorecard metrics that would come out of here, and this is looking at a substantive program in schools, not the pilot program.


So the current pilot within the Enbridge application is 25 schools at 10,000 cubic metres per year each.  So it is looking at 250,000 cubic metres.  It is a pilot.  It is fairly nominal.  We are not sure from those numbers if any net-to-gross allocations have been put there.  We talk about a mid-term review that would adjust it.


So 250,000 cubic metres per year looking at 500 schools, which this model does, and just targeting the ones that can save 50,000 cubic metres per year.  So five times as much is around 24 million cubic metres of annual gas savings.


So this is the -- this is the model, if you like, that we could adopt simply for the K to 12 school segment.  And these numbers obviously are orders of magnitude larger than the pilot, and we understand why Enbridge is proposing to pilot this, but this is a full-scale roll-out that we think the sector is more than ready for.  


And it's not particularly ambitious.  It doesn't go after all the savings, it just goes after the part attached to the relatively small number -- essentially it's 10 percent of the schools that this would look at.


Next slide, please.


And full disclosure, these numbers are somewhat modified from the evidence.  We dug a bit deeper into some of these sectors, but with K to 12 schools where the gas savings potential of 119 million cubic metres per year -- that is the target savings that we showed you back at the beginning from the Sustainable Schools Report -- these are our best estimates for comparables from the other sectors.  Again, data-driven, based on benchmarking.  So overall it is around a billion cubic metres a year.


And the messaging and the recommendation is, the schools program we looked at a moment ago, we would strongly recommend if the Board sees fit to expand that to commercial office buildings, which is much bigger, as you can see here and to hospitals, we think multi-res and colleges and municipal sectors and retail can wait until this is well-established.


But from the numbers we showed you a moment ago, just including commercial and hospitals on the same basis -- which is a small proportion of, I say, potential buildings multiplies that potential by four, which materially increases the targeted savings.


So this is where the savings can be found.  Again, at fear of repetition, primarily through operations maintenance needs a lot of technical hand-holding for the owners but it is not high-cost and it is very, in our view, very high TRC plus returns.


Next slide, please.


So the working together was also part of the evidence we submitted.  So working together with the IESO and we have heard -- we listened carefully to the questions earlier from you gentlemen as to how is that actually going to work.  What is that collaboration, coordination, integration look like?  And it is a problem we need to solve because we're moving into the era of electrification and decarbonization.


But also community partnerships.  BOMA has its race to reduce.  It already has a bunch of our members that are keen to get going.  It can naturally be married into a pay-for-performance program with Enbridge where each party plays its own roles.  The City of Toronto's Green Will Initiative has a lot of building owners across the city involved.  The Toronto's tower renewal office has a benchmarking program with multi-family landlords, private sector that are ready to go.  And I touched a couple of times on Climate Challenge Network has as a number of sectoral programs.


So if you like this community, this community programming, this kind of programming from Enbridge and from the IESO can just blend right in to really scale things up quickly, which is what we're interested in.


Next slide, please.


One last slide or not?  Probably not.  I think the reference is as I say, my contacts and Ms. Henderson's contacts were on the PowerPoint slide.  


So that is our presentation for this afternoon.  I am a little over time, but thank you for the consideration. 


MR. JANIGAN:  Thank you very much, Mr. Jarvis.  Commissioner Moran, do you have any questions?

OEB Commissioner Questions:


MR. MORAN:  Yes.  I just want to make sure I understand.  I might be missing something here, so please bear with me.


You are proposing what you call a pay-for-performance approach as an alternative to an upfront rebate that is based on calculations.  Do I have that -- do I understand that correctly?


MR. JARVIS:  That is correct.  Pay-for-performance pays incentives based on results achieved at the meter on a go-forward basis annually.


MR. MORAN:  Okay.  Let me just understand how this works over time, then.  So year one, I always say I did something to change how my building operates.  Then year one I can show that I am using less gas than I did in year zero.  And so I will get a payment based on that improvement.  How does that work in year two and three?  Like, is this a life-cycle kind of pay-for-performance?  Or...


MR. JARVIS:  So the Enbridge proposal that we're comfortable with for the pilot -- just we would love to see it scaled up to other sectors -- but Enbridge's proposal in year 2, the same analysis would be done and you would get an incentive based on additional savings over what you recorded in year 1.  So the baseline if you like moves up a year.  Then year 3 would be the same.


And what we really like about their proposal for the pilot -- again, on a larger scale, is at the end of year 3 there is a bonus attached to that based on the best you have done.  And we have seen the dynamic, how that really focuses the mind.  


So it comes in three tranches, year 1, year 2, year 3, plus a bonus based on how good you got.


MR. MORAN:  This is kind of a continuous improvement kind of scheme, where every year I do some additional efficiency measures that improve my gas usage and then I get a payment based against that improvement?


MR. JARVIS:  That is correct.  And you learn as you go.  And it very much is continuous improvement because meanwhile you are talking to everybody else doing the same thing -- that's a good idea.  I'm going to do that next year.


MR. MORAN:  Thank you very much.  That was helpful.  Thanks.


MR. JANIGAN:  Commissioner Zlahtic, do you have any questions?


MR. ZLAHTIC:  No, sir, I don't.


MR. JANIGAN:  I don't have any questions, either.  Thank you very much, Mr. Jarvis, for your interesting presentation.  And we will then proceed with the presentation from Anwaatin.

ANWAATIN

Presentation by Mr. Richardson and Elder Sault:


MR. JANIGAN:  Mr. Vollmer.  Oh, Mr. Richardson?


MR. RICHARDSON:  Yes.  I should be joined by Mr. Larry Sault in a second.


ELDER SAULT:  Good afternoon.  Does everyone hear me?


MR. JANIGAN:  Yes, we can.


ELDER SAULT:  Good afternoon to all of the Board members.  I just wanted to first of all welcome everyone to the traditional homeland of the Mississaugas of the Credit First Nation.  I understand clearly that there has been visiting First Nations throughout our treaty lands over the centuries, and I want to recognize them as well.

I say chimeegwich for giving the time on the agenda today and walking through the agenda, just highlighting some of the former presentations to the Ontario Energy Board.

Next slide, please.

So Anwaatin is an Indigenous not-for-profit that advocates with Indigenous communities and linked energy markets.  Our mission is to ensure that Indigenous communities are afforded reliable and affordable energy and have a central role in energy-related climate-change action.

Indigenous members for this proceeding includes Aroland First Nation, the AZA Anishinaabek Nation, and Ginoogaming First Nation is the clients that we represent at the Ontario Energy Board.

Anwaatin First Nations have traditional territory and associated constitutional rights and interests that may be impacted in so many different fronts throughout Ontario.

Next slide, please.

One of the only Indigenous voices at the OEB -- thank everyone for our presentation on May 5th, 2016.  We conducted the first ever smudging ceremony to commence an Ontario Energy Board hearing, and it was very well-received, and we thank the Board for that.  

I am former chief of the Mississaugas of the Credit, spent the last 35 years in politics, First Nation politics, right from the local level to the national and international level.  I am the former Grand Chief of the Association of Iroquois and Allied Indians.

We have, as you probably know, Lisa DeMarco of Resilient LLP is counsel for Anwaatin.  And Lisa has been lead counsel for Anwaatin before the Board on numerous occasions.

Next slide, please.

MR. RICHARDSON:  Our understanding of this proceeding is that Enbridge is seeking Board approval for demand-side management under DSM framework from 2023 to 2027, so a five-year plan.

And the evidence includes a proposed DSM framework effective 2023, and it includes the multi-year DSM plan, and includes specific DSM programming, such as residential heat pumps, a low-carbon transition program, home winterproofing as an offering, and affordable housing multi-residential offering.

And these dates are particularly important, and we will talk about those as we go forward.

I'll pass to Larry, and next slide.

ELDER SAULT:  So in our view from Anwaatin the Board should ensure that impacts to First Nations' rights and interests are considered and addressed, and we do our best, obviously, to represent those First Nations at the Ontario Energy Board on this front.

I am sure you are all aware that the duty to consult and accommodate is of primary importance to ensuring that First Nations' rights and interests are addressed and protected in Crown decision-making.

Enbridge's proposed DSM framework and plan may not include sufficient consideration of the rights for First Nations to be consulted and the realities of DSM programming in remote and near-remote Indigenous communities.

I think it is well-documented that consulting with and engaging First Nations produces win-win outcomes, and for me on a personal level, everything I have ever done right up to 2019 on the political front on behalf of my First Nation has always been from a win-win perspective.  How do we win-win without causing problems within the jurisdictional issues that include our First Nations?

So I have always been a team player trying to -- trying to bring perspective to both parties in creating win-win scenarios for our communities.

Next slide, please.

I think the U.N. Declaration of Rights of Indigenous Peoples, something I have been involved with, I have done presentations to the United Nations, and very familiar with UNDRIP.  UNDRIP, not just aspirational.  It is codification of minimum standards for Indigenous peoples that Canada must address, and I know that we're at the beginning stages for Canada to address that.

UNDRIP to us provides that states shall conduct and cooperate with Indigenous peoples to obtain their free, prior, and informed consent prior to legislative measures or approval of any project.

This has been a stickler for us on many fronts, free, prior, and informed consent, because some have felt that that means veto.  It does not mean veto to us, and for the communities we represent we are trying to create win-win scenarios.

It also states that states shall establish a fair and independent, impartial, and open transparent process to recognize Indigenous rights.

Maybe just a little bit on the next slide, please, on free, prior, and informed consent.  We know that this is a sticky issue because of the veto question, as I said earlier.  Some get nervous about this, but to us it is not about stopping anything.  It is about fairness within a process.

So meaningful relations is a call to action from our side.  Economic reconciliation has always been at the forefront of what we have talked about when we have addressed the Ontario Energy Board and other bodies within government itself.

The duty to consult legal obligations to consult with Indigenous peoples where Crown decisions or actions that may adversely impact asserted or established Aboriginal treaty rights are contemplated.  We look at the positive obligation to reasonably ensure that Indigenous peoples are provided with all necessary information in a timely way so that we have an opportunity to express their interests and concerns and to ensure that their representations are seriously considered and, wherever possible, demonstrably integrated into the proposed plan of action, often results in creative economic reconciliation to address impacts on rights and interests, especially in energy projects and programs.

And I guess that is where we have been involved with Anwaatin in trying to create win-win scenarios from an inclusive perspective, working with the equity stakes in OPG, all of the HONI, Hydro One, all the bodies that the Ontario Energy Board addresses, we have worked with them in the past to create win-win situations.

We are not about vetoing.  We are not about stopping anything.  We are about finding creative solutions to the processes that confront us and how we meaningfully go forward on those fronts.

Next slide, please, Don.

MR. RICHARDSON:  Thanks, Larry.  So I think Larry's statement about creating opportunities is important here.  Right now Enbridge is operating through a policy they call the Enbridge Indigenous Peoples Policy.

This year, however, Enbridge corporately is on the record saying that they will be developing and moving forward in 2022 with what they call a Reconciliation Action Plan.

So a significant refresher upgrade of the current Enbridge Indigenous Peoples Policy, and our feeling is that given the timing of the DSM program starting in 2023 and moving for five years that at a minimum the commitments in the existing Indigenous Peoples Policy and ideally in the forthcoming reconciliation action plan should be reflected in the DSM program.

There is an opportunity here for Enbridge to take advantage of this forthcoming reconciliation action plan and apply that to its work on the DSM framework.

Next slide, and I will pass it back to Larry.

ELDER SAULT:  I think you were going to move forward on that one --

MR. RICHARDSON:  Oh, sorry, my apologies.  Yes, so reconciliation and -- economic reconciliation.  So reconciliation is described as us coming to terms with events of the past in a manner that overcomes conflict and establishes a respectful and healthy relationship among people going forward.

And Canada has accepted all of the recommendations from the Truth and Reconciliation Commission, including the call for federal, provincial, territorial, and municipal governments to fully adopt and implement the U.N. Declaration on the Rights of Indigenous People as the framework for reconciliation, and to develop a national action plan, strategies, and other concrete measures to achieve the goals of UNDRIP.

And as you are probably aware, there was federal legislation passed in July of 2021 that is moving that process forward.

Economic reconciliation, it is a process that can create meaningful partnerships, mutually beneficial opportunities through finding shared value between energy project proponents and Indigenous communities.

An example on the right is work that Enbridge's predecessor, Union Gas, was involved with in helping to establish Six Nations Natural Gas as natural gas service company.

Next slide.  So the demand side management programming and economic reconciliation.  The demand side management programming provides a really important opportunity to address and effect economic reconciliation in Canada and Ontario, with the duty to consult as a primary driver of developing and proposing Indigenous demand side management offerings that also address the very real reality of Indigenous energy poverty.

Some examples.  Addressing some of the long-standing energy reliability issues that First Nations and other Indigenous communities experience where there is reliance on high-greenhouse-gas-generating and fairly expensive diesel generation, and other types of generation to deal with energy reliability issues as they await the natural gas expansion.

Providing important economic opportunities and training for Indigenous service providers at the community level.

Facilitating equitable and fair access for Indigenous communities and First Nations to emissions reduction products such as heat pumps.

Including natural-gas-fuelled heat pumps. Reducing economic barriers and supporting economic reconciliation with Enbridge's Indigenous customers through consultation with Indigenous stakeholders.

Next slide, specific opportunities that we have been looking at.  The residential heat pump program.

So we know that with the expansion of natural gas to First Nations and other Indigenous communities and ratepayers that there are challenges in getting, you know, equitable access to efficient -- existing efficient appliances for homes and for buildings and institutional users.

There's definitely going to be challenges, and there are challenges in providing residential heat pump offerings when there are these existing challenges for existing appliances for communities that are moving through the expansion programs.

So there is difficulties in obtaining those appliances and getting the finance for those appliances.  Also obtaining the services for HVAC contractors who are able to go to the communities which are often, you know, remote or near-remote First Nations.

There is also limited access to preferable financial arrangements on-reserve for ratepayers to be able to secure low-emission and low-cost heating appliances and heat pumps.

We know that these financing challenges exist for existing appliances.  We know that they will continue to exist for DSM program offerings like heat pumps.

The low carbon transition program.  So there is a potential for offering the Low Carbon Transition Program to First Nations and other Indigenous communities that are waiting for natural gas expansion.  This could be a means to assist these communities to reduce their greenhouse gas emissions and provide them with associated greenhouse gas related savings.

With regard to home winter proofing, that offering, there are economic opportunities for Indigenous businesses, potentially Indigenous HVAC providers and other employment opportunities both on reserve and off reserve to be part of the technical service offering for winter proofing.

And there are opportunities for affordable housing in the multi-residential offering.  Potential for specific offerings for Indigenous communities that are looking at existing and future multi-residential buildings and for Indigenous owned and occupied multi-residential buildings today.

Next slide.  So other opportunities for improved service for DSM offerings.  So there are other Indigenous-specific offerings available.  Potential to dovetail with the IESO CDM conservation demand management program for its Indigenous commercial offerings.

The IESO also has programs, I actually helped develop over a decade ago for community energy programs where there could be some dovetailing there.

There is, you know, opportunity here to -- for Enbridge and the Board to look at considering a very specific Indigenous DSM offering, looking at the very specific conditions, challenges that First Nations and other Indigenous communities face to really look at tailoring an Indigenous offering.

The planned natural gas expansions that are underway or could be underway through the province's natural gas expansion program, there are challenges associated with the cost of natural gas, and the limited availability of financial products to assist on-reserve ratepayers in accessing low-emission, low cost infrastructure and heating appliances to really fully benefit from natural gas expansion, as we discussed earlier.

And there are very likely to be offerings that could be of benefit for the significant energy reliability issues that First Nations, because the on-reserve First Nations ratepayers face, the affordability considerations and there are some significant capacity building opportunities through DSM offerings for Indigenous communities, for Indigenous businesses and Indigenous governments as they could be partners in rolling out the Indigenous DSM offerings.

Next slide.  And I will pass it over to you, Larry.

ELDER SAULT:  So again I guess one of the things I really want to drive home to the Board today is, you know, rather than adversarial approaches to issues with utility companies and the like involved in our First Nation communities, it has always been our position that we create win-win scenarios, carrying out the traditions of our ancestors of caring and sharing, and the key word from our ancestors was the caring and sharing of our lands and resources.

So we continue to maintain that with Anwaatin as best we possibly can, and would hope that the Board would take the things under consideration that we present here and will continue to present on a technical level.

I appreciate the opportunity.  From Anwaatin on behalf of Anwaatin and our partners and our legal counsel, we appreciate the opportunity to present to the Board today.
OEB Commissioner Questions:

MR. JANIGAN:  Thank you very much.  Commissioner Moran, do you have any questions?

MR. MORAN:  No, I'm fine.  Thank you.

MR. JANIGAN:  Commissioner Zlahtic, do you have any questions?

MR. ZLAHTIC:  No, sir, I do not.

MR. JANIGAN:  I have a question.  I know where we have facilities projects that have to be considered that there is certainly a protocol concerning what Indigenous groups are consulted, and how they're consulted and approached.

Does a similar sort of avenue exist when you have programs that are -- go right across the franchise, in this case Enbridge?  Is there some kind of mechanism for consultation and obtaining feedback from, I guess, communities all across Ontario when it comes to the design of DSM programs for Indigenous communities?

MR. RICHARDSON:  Good question.  Larry, do you want me to go first?

ELDER SAULT: Go ahead, Don.  I have thoughts on that, but go ahead and address that and then I will chime in if I need to.

MR. RICHARDSON:  Yes.  I think maybe Larry can address the general capacity challenges, but I will talk specifically about, you know, distribution utilities, whether it is Enbridge or on the electricity sector, tend to engage with First Nations communities on an approval by approval basis.

So when there is a Crown approval, there are obligations that the province -- in some cases the federal government, but in this case the province puts forward to ensure that the duty to consult and accommodate where appropriate is being met by a third-party distribution company.

In many cases First Nation will receive a notification from a company about, you know, project X.  The project is typically, you know, out of context in the First Nations' understanding of the wider energy service world and that particular utility's service provisions.  So it could be, you know, a natural gas expansion, distribution project.  It could be a specific natural gas transmission line that is being proposed to further expand opportunities for distribution.  

But the First Nation sees these things on a case-by-case-by-case basis, is offered opportunities to look at archeological matters, to look at environmental matters, and, you know, on a typical First Nation anywhere in the province may see, you know, several of these, if not dozens of these, you know, on a quarterly basis and feel that there is a need to review and respond to all of these -- all of these notifications and opportunities to engage.

But the challenge then is whether the First Nation has the capacity to respond to these, and I will pass it over to Larry, who has a lot more first-hand experience with the capacity side of things.

ELDER SAULT:  So just from an experiential perspective over the last 30 years, if -- for instance, if a notification comes to the band council, the e-mail to the chief, or fax or however we transmit that -- those notifications, because there is not an understanding of the bodies like the Ontario Energy Board, most chiefs discard those and they're left out of the loop.  So it's left to companies like Don and I to encourage the leadership.

These are serious matters that need to be dealt with, because if they're not dealt with up front, we are challenged with the after-the-fact process.

So the understanding -- we have got to find a way within our own ranks to educate our own leadership, in terms of the functions, I suppose, of the Ontario Energy Board, what proponents and how the system works.

Jurisdictional overlap becomes a big question, if I understand the question properly.  Jurisdictional overlap 

-- for instance, the City of Toronto recognizes Six Nations.  I do not in no uncertain terms recognize Six Nations as our traditional treaty land partners in Toronto.  They were from New York State.  If you know your history, the Iroquois communities are from New York State.  Yes, we recognize them as visitors.  Yes, we recognize them as coming through our territories.  But we do not recognize them in terms of jurisdictional issues.

So those are those jurisdictional overlaps that we have, and that gets complicated for you, as well as for us, trying to deal with these jurisdictional overlaps.

On the duty to consult, this becomes an issue as well.  So it appears to us at many times there is a divide-and-conquer process that happens in all of this.

So I am sorry if I am being too frank.  I'm just...

MR. JANIGAN:  That's okay.  I think what I was getting at is most of these programs are franchise-wide for Enbridge and would involve quite a few Indigenous communities.

Is there a possibility that a consultation can take place in some kind of a homogenous way with -- to develop these programs in a way which would be satisfactory throughout their franchise?

ELDER SAULT:  Yes, there is.  We have political territorial organizations.

MR. JANIGAN:  Hmm-hmm.

ELDER SAULT:  And like, for instance, in Ontario we have, let's see, one, two, three -- we have four political territorial organizations, ranging from Manitoba border coming south.  We have a body of 13 independent communities.  They're called the independent nations.  We have -- let's see.  Yeah, so we do, yeah.

In terms of the question, there is ways if you find the right people to help you sort of get that out there on the map.  The Chiefs of Ontario obviously is overall, but the Chiefs of Ontario is not necessarily the player.  They are -- they take the direction of those other regional organizations that I just named.

MR. JANIGAN:  Sure.

ELDER SAULT:  So there is a possibility.  And I think whoever you would get to present, that is going to be the key who understands the dynamics of the politics and First Nations from north to south, east to west.

MR. JANIGAN:  Okay.

ELDER SAULT:  I.e., Anwaatin might be able to do that for you.

MR. JANIGAN:  Okay.  Well, thank you very much.  That is very interesting information, and we appreciate you taking the time to advise us on that.  And with that, I think we will take a short break for -- until 4:20 and then resume with the -- Pollution Probe.

MR. RICHARDSON:  Thank you.

MR. JANIGAN:  Thank you very much.  We appreciate it, Mr. Richardson, Mr. Vollmer, and Mr. Sault.

MR. VOLLMER:  Thank you, gentlemen.

MR. JANIGAN:  Thank you.
--- Recess taken at 4:08 p.m.
--- On resuming at 4:21 p.m.

MR. JANIGAN:  Okay.  We will resume with the presentation from Pollution Probe.  Mr. Brophy, can you proceed?
POLLUTION PROBE

Presentation by Mr. Brophy:


MR. BROPHY:  Yes, great.  The slide came up.  Good afternoon, panel.  My name is Michael Brophy and I am here on behalf of Pollution Probe today.

I just wanted to spend a few minutes before we advance through the slides to give you a bit of background on some of the stakeholders that we're working with, and also the context of what we're going to present today.

The presentation is fairly short.  We don't have a 78-page compendium, and I am sure, given it's been a long day, that everyone will be happy with that.

So just to kind of ground some of the stakeholdering and work we have been doing in this proceeding and even before, I believe that everyone knows that there was no formal consultation or stakeholder engagement that was conducted on the Enbridge plan or proposed framework.

Many of the impacted stakeholders, or stakeholders that will be impacted, were not even aware that the plan was filed with the OEB or how to engage in this proceeding, and I know that goes beyond the DSM proceeding.  It is a challenging for a lot of stakeholders to keep abreast of things and participate, but I just wanted to set that context.

So Pollution Probe is the oldest environmental not-for-profit organization in Canada, and part of their model is collaboration, engagement, and rolling up their sleeves to help bring forward solutions.

So Pollution Probe was asked by stakeholders to help them understand what is happening both from a plan, from an OEB perspective, that kind of thing, and we've been providing some updates to them every month or two on that and plan to continue to do that.

Even once the proceedings are closed, we committed to those stakeholders to go back and tell them what you have decided and how they can then leverage that to achieve what they need in their communities and in their homes, and in Ontario overall.

So we have tried our best with the resources that we have.  We held two workshops that were well attended.  We get regular questions, e-mails and inputs as well from a variety of those stakeholders.

So I would also like to acknowledge all of the partners, consumers and stakeholders that Pollution Probe is working with during this proceeding.  We receive direct input from over 40 -- I believe the list is over 50 now of interested stakeholders and groups of stakeholders that are interested in what is going on and the outcome.

I understand that this week actually over 30 municipalities came together through Clean Air Partnership and sent you a letter.  I understand that the OEB's posted that now, and it is available to read as well for everybody.

So, you know, I guess the backdrop is that, you know, it is no secret that we're counting on this proceeding to get DSM back on track for Ontario consumers and communities as well.

So with that context, maybe we can move on just to the next slide.  Great, thank you.  Okay.  

So instead of going into a lot of detail in the evidence and the reports and material, I think, you know, next week, is what that is about.  So I am happy to do that if there's questions, but I thought I would like to set a context about, you know, why this is important, where we're at and where we need to go.

So I think everybody would know that OEB approved DSM has been going on in Ontario for about three decades now, but recently innovation and progress has stagnated over the last framework.  There was less spending and development on innovation, new programs, the number of partnerships have decreased.  It's not where we're going to need to go in order to achieve the results that Ontario needs.

So now is the time heading into this five-year plan discussion for the innovation programs, the budgets, the partnerships, the results and I could list many more things that you will hear about.  This is the time more than ever that we will need to address this, and it is not just to 2027.  I think, you know, if you look back on other frameworks, usually they set a benchmark going forward.

So if Ontario wants to achieve its reduction in energy costs, it is modernization, innovation, energy transition and reduction in GHG emissions, then you know, this is a critical five years to not waste.

Ontario has been identified over the last three decades as a best practice jurisdiction, but not recently.  Now, if you look at the OEB's 2019 potential study, you know, the DSM programs are struggling even to hit the lowest bar in that and we will cover that a little bit in the presentation.

I won't go into detail on the Made in Ontario environment plan.  I know people have talked about that already in their presentations and that it is incremental DSM that is meant to achieve that.  So you know, currently we're not on track for that.

One thing that you may or may not be aware of is provincial policy.  The province has programs and has had them for decades to help communities develop energy and now energy and emissions plans to -- everyone lives in communities, right, a hundred percent of the consumers, businesses, et cetera.

So the community is the one place where it all comes together, municipalities help to develop those plans and so across Ontario municipalities have been developing those. DSM is a core element in order to meet those energy and emissions reductions in those communities, so it plays in prominently into what we need to do in this proceeding.

So over the proceeding, you are going to be buried in a lot of information, if not already.  It is hard to keep up in these proceedings with so many documents and reports and information, you know, I'm sure you can pick out the biases and that as it is presented, depending on the points of view.  But we will all have a chance to talk about that next week in the proceeding.

But at the base, I wanted just to highlight that we all remember about the consumers and communities across Ontario that are counting on the OEB to deliver strong incremental DSM out to 2027 and beyond.  And it is not just the DSM and the bill savings and all of the other benefits that come from that, but it is also nice to know that a decrease in air emissions and greenhouse gas emissions that would be achieved from significant incremental DSM will you know, help us, our children, future generations and the overall health of the province.

So with that, I will move to the next slide.

Great.  Thank you.  So this is the OEB's 2019 potential study.  This diagram was just extracted from one of the undertakings.  Enbridge undertook to provide as close as they can an apples to apples view of what their plan does in relation to that -- in relation to the OEB's potential study.

So I think the 2019 OEB DSM potential study has been talked about, but I think it is an important reference point.

I suspect you know how much time, effort and attention went in by OEB Staff, IESO staff, and all other stakeholders in order to, you know, have a high-quality report that was developed by those stakeholders.

This potential study was run by some of the best staff at IESO and the OEB and I really, you know, think it shows.  To me this potential study and to others as well that I have heard from, it is one of the most unbiased reference points that you are going to see in this proceeding.  You are going to hear a lot of information in the proceeding, but, you know, the OEB had no vested interest to overestimate, underestimate savings costs.  They did their best job in that report, working with experts and the consultant.

The OEB, IESO and then you heard from experts in this presentation today indicate the potential study.  It is conservative.  There are things not in there.  Certain behavioral savings and other things.  So there is more that can be done than what you are seeing in that potential study but, you know, it is a start, which is good.

So if you look way down at he bottom, the dark-blue line is the Enbridge plan, as filed, out to 2027.  And it doesn't even meet the lowest tier of savings outlined in the potential study.

So, you know, I guess one point is that we would like it ideally to meet the -- all of the cost-effective DSM but, you know, certainly shouldn't be below all three lines in that study as well, and knowing that there is more that can be done.

So the good news is that there's never been a better time than now to get DSM back on track.  There is a lot of low-hanging fruit that can be picked.  I mentioned that communities across Ontario have developed energy emissions plans.  All levels of government -- and you heard about some of the programs discussed earlier today.  They have policies, programs, and support to reduce natural gas use and related GHG emissions.  So, you know, everything is lined up to raise the bar and to get to where we need to be in Ontario.

It is not going to be a simple exercise or paint-by-numbers.  It is going to take collaboration, partnership, increased program spending, and certainly not status quo.  Status quo isn't going to get us there.

Okay.  I will move to the next slide.

Great.  So you have seen a little bit on the OEB's mandate letter.  I am sure you are very familiar with that as well.  You know, I'm not going to go over and read it verbatim, but there are a couple of points that I think you have already heard of that we would like to highlight.  It is the strong interest to increase natural-gas DSM, the related greenhouse gas emissions, and then the benefits -- economic and other benefits that come from doing that.

It is interesting that the province would have specifically quoted the three-to-one ratio, because it means that if you want to reduce energy costs in Ontario, then you should be doing more DSM.  So -- and it comes with ancillary benefits like helping to meet the climate-change goals and other benefits as well.

There's been a lot of water under the bridge over the last three decades on proceedings and DSM programs.  I am not going to go through all of that.  I would just mention that outside of some of the DSM decisions and other proceedings there was the directive to the OEB to achieve all cost-effective DSM, and that we support that goal.  So that is another signpost along the road that helps point us to where we need to be.

Okay.  We will go to the next slide.

So I mentioned that we had done work with a lot of other stakeholders, and some of this includes input from the workshops and others.

It keeps coming.  And our commitment to those stakeholders was that as they bring up ideas and information we will share it through this proceeding with the OEB and help -- have their voices heard, and so I thought I would just go through some of these and certainly get a chance in the proceeding to go through more, and there is other things like the letter this week that was filed from other parties as well.

So requiring all cost-effective partnerships and joint programs with IESO, municipalities, levels of government.  There used to be more partnerships.  I think Enbridge had mentioned the one that used to be between IESO, the province, and Enbridge, Union, and others to do this Whole Home joint program.  That was terrific.  It is not happening anymore.  It doesn't exist, even though it should, and there's the ability to make that happen today.  All it is is getting parties together, getting agreements on, you know, who is going to deliver, who puts the money in, very similar to what is being done on the program that was mentioned this morning with NRCan, you know, that kind of detail.

Also, with municipalities have put up their hand and offered to either deliver directly or help Enbridge or other partners deliver programs.  They're right in their communities.  Either -- they're at the heart of these activities going on every day, so, you know, anything that is done in a silo without cooperation across these parties means that it is not cost-effective, it is not getting the full results that you need.  

So, you know, our goal is 100 percent of the program should be done in partnership across all these partners, not just one or two, and get back not just to where Ontario used to be, but to where it should be, and that's again in the mandates, you know, for IESO and OEB.  I won't go through that.

Required DSM plans to specifically acknowledge alignment with municipal energy and emissions plan objectives.  Reducing energy and, in particular, fossil-fuel use in communities is in direct alignment with DSM, and so these plans exist.  They're being implemented.  

Many municipalities have committed to net zero by 2050.  Some are even earlier, which means that, you know, they won't be using natural gas or to a very limited amount in 2050.  So DSM is a tool to help get there, and leveraging, you know, those partnerships and acknowledging those plans is important as well.

I mentioned the environment plan and the potential study.  Those are tools.  They're right in front of us, in order to leverage.  It sets the road map on a minimum bar of what should be done as well, and if we do what is in the potential study in alignment with the environment plans, in alignment with the community energy and emissions plans across Ontario, then they're all in alignment.  It gets us to where we need too be.

The other thing is you will be aware of the IRP decision from the OEB.  DSM is a piece of that.  It is targeted DSM.  So it is basically the same thing in a more concentrated form, and, you know, there is a lot of synergies that should be happening between DSM and IRP.

When you go out to a community, you should be highlighting all the information, not segmenting it into artificial buckets, because, you know, there's enough on people's plates to get those messages.  If you integrate it then it has the highest impact.

And the OEB did recognize that in the IRP decision.  They mandated Enbridge to build a website to share information with stakeholders and to consult.  That doesn't exist with DSM today, believe it or not.  We believe the same thing should happen, and ideally use the exact same website in a spot, have one place that stakeholders can go to stay informed, provide input.

There used to be consultatives that used to be held for DSM with all, you know, interested stakeholders about, I think maybe four times a year.  It was an opportunity, but I think the OEB's mandate of the website from the IRP proceeding was also a good idea.  Maybe both, to be honest, to drive more collaboration and partnership and results.

And then require meaningful stakeholder consultation and information.  So through the tools we talked about.  But, you know, right now all the consultation is on the OEB's shoulders in this proceeding, because nothing was done before.

So if any party hasn't been engaged, it is -- through this proceeding is the only way that they would have heard about this and have a good ability to engage.

So, you know, we need to flip that on its head.  The proceeding should help with that, but it shouldn't be the only place that drives that consultation and enhancements and partnerships and programs.

Then there is, you know, other specific opportunities that you will hear about in the proceeding as well.

So I think I covered most of the opportunities and partnerships without drilling into specific programs, because I knew we wouldn't have time to do that today.

So, you know, we are behind.  We're starting from behind.  The next five years is an opportunity to catch up, and we've got a lot of work to do in order to do that.

Pollution Probe and I know all of the stakeholders that we deal with, including communities across Ontario, are ready to help, and to the extent there's anything that we can do to help move this forward, we are committed to doing this.

We don't believe it is all on Enbridge's shoulders either.  You know, currently they're the ones that are meant to bring forward the plan and then I heard this morning that the actual framework wouldn't be owned by Enbridge.  It would be Board Staff.  So then, you know, if Board Staff owns that or the OEB owns the framework, then I guess we would work with OEB on getting the framework to where it needs to be as well.

So I will just -- I will end there.  The next slide is just for questions and as I mentioned, it was really meant to be a quick overview of some of the key issues, the stakeholders and the importance of the decision that this panel is going to be making.  Thank you very much.

MR. JANIGAN:  Thank you, Mr. Brophy.  Do you have any questions, Commissioner Moran?

MR. MORAN:  No, I don't, thanks.

MR. JANIGAN:  Do you have any questions, Commissioner Zlahtic?

MR. ZLAHTIC:  No, I do not, thank you.

MR. JANIGAN:  I have no questions either.

Thank you very much, and we will see you next week.

MR. BROPHY:  Great.  Thank you.

MR. JANIGAN:  Next up and last but not least is School Energy Coalition, and Mr. Shepherd.
SCHOOL ENERGY COALITION

Presentation by Mr. Shepherd:


MR. SHEPHERD:  Thank you, Commissioners.  Bonnie, do you have my slides?  Thank you.  


So because I am last, the basic rule is you're supposed to be entertaining.

[Laughter]

MR. SHEPHERD:  I am not going to promise to be entertaining, but I will promise that I will get the award for the shortest presentation.

So next slide, please.  That's sunset in Costa Rica, by the way.

What we did hear -- so Schools are big fans of DSM.  It is one of the key operational issues and you heard from Mr. Jarvis how engaged schools are in conservation efforts.

And there's a lot of issues in this proceeding that matter to us, and of course in this proceeding, like many Board proceedings, the devil is in the details.

But what we did we picked four issues that we think you might benefit from a little bit of context before the hearing.

Two of them are big-picture issues, the first two, and the second two are sort of more detail oriented issues, but still important.

Next slide, please.  

So if you have a DSM program or a series over the years that is successful, what do we as customers expect will be the result?  What do we want?  

Well, what we want is we want to show that gas consumption is going down, we're burning less gas, that GHG emissions are going down, that our bills are lower.  Costs for customers are lower, and that rate base is declining because we're using less gas.

These by the way -- it is sort of accidental, but not really.  These are also the four objectives that are in the Board's DSM letter, and in fact have been the driving force behind DSM for as long as I have been involved, which is a long time.

So we've spent, to date, more than $2.1 billion on DSM programs through Enbridge and its predecessors.  And by 2027, that number will be in the ballpark of $3 billion.  What have we got for that?

Well, throughput hasn't gone down.  We're burning twice as much gas as we were when we started this.  The only category in which there is lower use of gas is in fact the normalized average use per customer for residential.  

And the reason for that is not Enbridge programs.  For a lot of years, it wasn't the Enbridge programs that was driving it; it was government programs, electricity programs, building codes, appliance standards, and all of that sort of stuff that were driving it.

That's the only area in which we're using less gas.  Every other area, we're using more.

GHG emissions are still increasing.  In other sectors they're under control, but not yet in the thermal area.  

Customer bills are still rising.  Now, you sort of can't blame Enbridge for the last year for the increases in gas prices, but we would have expected by now that our bills would be lower.  

And finally, and this is the most telling, rate base additions -- the amount that is being added to rate base every year is currently 1.5 billion.

Now, it wasn't that long ago that we were all exorcised that the number was -- just had gone above one billion.  Now it is at 1.5 billion and expected to continue that way for the next five years.

So from the point of view of schools, we're saying that with all of this money, that's just not good enough.  And so we would like the commissioners, when you are hearing the evidence next week, we want to you to hear it through the lens of:  Why haven't we produced the results that this money should have produced?

All right.  Next slide, please.  And the second overriding issue is the natural conflict of interest, the natural difficulty of independence that happens when a utility is delivering a conservation program.

Mr. Neme touched on this earlier, and it is sort of -- this is not a new problem.  We have known about it all along.  Utilities -- we set up a system where utilities grow their business by building rate base.

We told them if you want to make more money, that's what you do, build your rate base.

Every year they add 1.5 billion, and their net profit -- because they add that, their net profit goes up by $70 million.

Their annual income -- this is Enbridge now, their annual income from their accumulated rate base of about 13.6 billion is $660 million.

So are we going to convince them to have less rate base and less throughput by paying them $10 or $20 million for DSM incentives?  The answer is, you have to ask yourself whether that's realistic.  

Money talks.  There is a lot more money in putting pipe in the ground than there is in saving customers money through efficiency.

So what's the solution?  Well, I mean obviously -- and again Chris Neme talked about this a little bit -- you could require that some or all DSM programs are delivered by independent, fuel-neutral entities, and indeed that is done in a lot of places around North America.

But that -- I don't think that is in scope in this proceeding, even if the Board does have jurisdiction to do that and we could have -- we have a bunch of lawyers here so we could have a long debate about that.  But even if the jurisdiction is there, I don't think it is in scope in this proceeding.

And so while that may be the best solution at some point, it is not a solution that I think we can push for now.

However, there are two lesser solutions that the Board might want to keep in the back of their minds when you are hearing the evidence and reading the arguments.

The first is, the utilities natural conflict of interest can be ameliorated a little bit if you say to the utility, you don't get any incentive for DSM.  You must deliver the programs.  You don't get any incentive unless you really produce the results that customers want, that is you really reduce throughput.  You really reduce your rate base.  You really lower bills.

Not, well, it would have been higher.  No.  Real reductions.  Real savings.  What the customers actually want.  That's the first thing you could do.

And the second thing -- and so if the utility understands that even this 10 or 20 million dollars a year is not available unless they produce real measured results, then maybe they're more likely to do it.  I don't know.

Then the second thing is that the Board did something very smart a few years ago, in replacing the evaluation and audit system with one that was more independent.  And we all complained bitterly that it was a bad idea and the Board was wrong.  Well, no, they were right.

And the evaluation and audit process, because it is independent, is way more effective today than it was five or six years ago.

You could do the same thing with program design and delivery:  Establish a oversight body like the EAC, the current Evaluation Audit Committee -- not the same people, just like that, that same concept -- that is responsible for overseeing what -- how Enbridge designs and implements their programs.

It doesn't mean that we take over the decision-making from Enbridge, because Enbridge is given the responsibility to deliver them.  They have to have the final call.  But if they have to be transparent, if they have to come talk to an -- to a body and receive input, it is likely that their programs will be better and will be done in a more independent way.

Next slide, please.

So the third -- now, so those are the big-picture things.  Now, here is a couple of more specific things.  You have heard some discussion about amortization of DSM spending, which -- it is not really a complicated exercise.  We see all the charts and graphs in the experts' reports, but it is just, do you pay now or do you pay later, right?  Do I pay for this with cash or do I put it on my credit card?

And from an accounting point of view, it actually makes a lot of sense to amortize DSM costs, the amount we're spending, over the period that people -- that we're getting benefits from.  That is the matching principle in accounting.  It is a pretty basic thing.

So you start from a principle that's pretty smart.  The other side of that, however, is that it's expensive money.  Utility-weighted average cost of capital is pretty high.

So if you amortize over 15 years -- you can use any number, but I use 15 -- then the average annual cost is 10.3 percent.  But what that means is that over those 15 years a million dollars that you spend today costs you 1.55 million.

Now, that is not going to surprise you.  You have seen your own credit-card bills.  You know what the interest adds.  But it does allow greater spending today while controlling rate impacts, and you can't ignore that.

The difficulty is that nine years later -- on a 15-year "am", nine years later you're paying the same amount every year, but you owe a whole pile of money.

So for example, in the break-even year nine, right, you are now up to your million dollars a year.  If you have a million-dollar-a-year program, you are back up to spending a million dollars a year, but you owe 6.33 million on the stuff you have already done.

So the senior business officials at schools, most of them are accountants or economists, MBAs, a number of people.  That's why they have those jobs.  So one of them immediately said to me, well, then we want amortization.  Absolutely for sure schools want amortization, because who is going to be first off the gas grid?  We're trying to get off it right now.

So if you amortize the costs, it means the programs will be funded today, but we'll never have to pay for them, because we won't be using gas.

Now, that's -- we're not going to argue in favour of amortization, but I think the point is well-taken, that, yes, it is true that matching the cost to the benefits is a good thing.  However, it also means that there is an intergenerational equity issue, because there are a lot of customers that are going to exit or reduce their gas use.

Next slide, please.

The last issue I want to raise is an issue that may actually end up being resolved in the rebasing application, but if it doesn't we are very concerned that in the Enbridge franchise area, schools -- most schools are in Rate 6, which is a separate rate class for non-residential customers.  And as a result, we don't pay for residential programs.

In the Union area, the legacy Union area, we're in rates M1 and 01, which are residential rate classes, primarily residential rate classes, but it also includes small businesses and schools, and the result is that if there is a lot of residential programs, we pay for them, but we don't qualify.

In the past that's been okay, because there have been programs for schools and for small businesses and for other small commercial customers also charged to those classes.  So everybody ends up paying something.  The business customers tend to pay a little bit too much, but generally it's been okay.

Recently, however, there's been a shift to a lot more budget in the residential programs in -- for Enbridge, and during the last framework they actually moved more over into the residential program.  So now you see there is big numbers, and because it is charged on a volumetric basis, the funding of those programs, those residential programs in the Union area, is actually mostly the responsibility of non-residential customers that don't qualify for them.

Now, the solution to that, the temporary solution -- the permanent solution is harmonization of rates so that we don't have that sort of problem -- but until then the temporary solution is, fund the residential programs at least in the Union area, but you could do it in either area, through a fixed monthly allocation per customer charge.

If you do that, it will still be fair to the residential customers, but the non-residential customers in the Union area will not be saddled with a big cost.

And of course, if you end up implementing something like an independent supervisory entity like a committee, then that entity would probably be reviewing budget transfers and their impacts in any case, which would help solve the problem of transferring a bunch of money into a program where the allocation doesn't match the benefits.

I'm sorry if I went so fast, but I was -- I promised myself I would be the shortest presentation.  Questions?

MR. JANIGAN:  Commissioner Moran, any questions?

MR. MORAN:  No, not from me, thanks.

MR. JANIGAN:  Mr. Zlahtic, any questions?

MR. ZLAHTIC:  No.  None from me, thank you.

MR. JANIGAN:  And I have no questions as well.  But we thank you very much for your presentation and the brevity, and the points that have been raised.

MR. SHEPHERD:  Thank you.
Preliminary Matters:


MR. JANIGAN:  So thank you.  Before I -- we adjourn for the day, I would like to note that because we've had this presentation hearing and have heard a synopsis of the evidence that's going to be offered in this proceeding, the panel would expect that examination in-chief would be very brief and would likely consist of the qualification of the witnesses, any corrections that have to be made or any particular response that has arisen in the proceeding, so that we don't receive another summary of what the evidence is in the form of the examination in-chief.

I hope you can -- the parties that are offering evidence will adhere as much as possible to that.

That being said, I thank everybody for their cooperation today, and we will see you on Monday.
--- Whereupon the hearing concluded at 5:00 p.m.
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