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Friday, May 12, 2006


‑‑‑ Upon commencing at 9:00 a.m.

     MR. MILLAR:  Okay.  Let's get started.  Welcome,

everyone, to day two of the generic gas DSM Technical

Conference.  Please welcome Union Gas, our second 

contestant.  


I think we're going to start again with Board

Staff's questions, and then I understand the intervenors are planning to go more or less in reverse order to yesterday, in order to be fair.  So, unless there are any preliminary matters from anyone?


PRELIMINARY MATTERS:
     MR. SMITH:  Well, thank you, Mr. Millar.  There are two preliminary matters, I suppose the first being that I should introduce myself and the members of the panel.  

My name is Crawford Smith, counsel to Union Gas.  With me, to my right, is Bryan Goulden, from Union Gas, and to my left, Charles Farmer and Tracy Lynch, who, to those who work in the DSM world, will need no introduction.
     We have handed out this morning two handouts, labelled Exhibit A and C.  A third one will be coming this morning.  No prizes for guessing what it will be labelled.  Exhibit B.
     The first, Exhibit A, sets out a number of tables

which I believe answers substantially all -- not all,

but substantially all of the requests that certain

information be put in table format.
     And Exhibit C is information relating to Union Gas's

approved shared savings mechanism in 2006 and 2005.  I

believe Exhibit B relates to the programs, specific 

programs Union is undertaking in its 2006 DSM plan.
     So, subject to those comments, Mr. Millar, we are

prepared to answer questions.

     MR. MILLAR:  Thank you, Mr. Smith.  And I think we'll

give those exhibit numbers for these proceeding.  Union Gas

Exhibit A, we will call KT2.1.


EXHIBIT NO. KT2.1:  UNION GAS EXHIBIT A – SERIES OF 
TABLES
     MR. MANNING:  Thank you.

     MR. MILLAR:  And Exhibit C we'll call KT2.2.


EXHIBIT  NO. KT2.2:  UNION GAS EXHIBIT C - UNION GAS


APPROVED SHARED SAVINGS MECHANISM
     MR. MANNING:  Thank you.

     MR. MILLAR:  And I'm sorry for not asking for

appearances first, Mr. Smith.   I forgot that Union, of course, hadn't been here yesterday.  I believe that all the participants had been here yesterday, so is there anyone who wasn't here yesterday who would like to register an appearance?


APPEARANCES:
     MR. MANNING:  Sorry, Paul Manning from Willms & Shire, Environmental Lawyers, LLP.  My colleague, Juli

Abouchar, was here yesterday.

     MR. MILLAR:   Thank you.

     MR. SMITH:  Okay, are there any other preliminary

matters?

     MR. SMITH:  I gather that the aforementioned Exhibit B

has arrived and will be distributed.  I gather we can give

that Exhibit KT2.3, Mr. Millar?

     MR. MILLAR:  Yes, thank you, Mr. Smith.


EXHIBIT NO. KT2.3:  UNION GAS EXHIBIT B - UNION GAS 
DSM PROGRAMS
     MR. MILLAR:  Okay, any further preliminary matters?  If not, we will get started.

     Once again, Mr. Comb will be asking the questions on

behalf of Board Staff.

     MR. McCOMB:  Thanks, Mike.

     MR. BELL:  And before we get started I'll attach an

exhibit number, KT2.4 to Board questions.


EXHIBIT NO. KT2.4:  BOARD’S QUESTIONS TO UNION GAS
     MR. MILLAR:  And just for clarity, these are the

pre-filed written questions that we'll be attaching the

exhibit to.


UNION GAS LIMITED – PANEL 1:


Bryan Goulden


Charles Farmer


Tracy Lynch


CROSS-EXAMINATION BY MR. McCOMB:

     MR. McCOMB:  Okay.  The first question I have on that

list of questions is number 3.  And it's if Union Gas could

discuss the last market potential study that was

performed and how it did or should have influenced savings

targets in their DSM plan.

     MR. FARMER:  We had conducted a study in 2004 on market potential.  The study was somewhat problematic in that it didn't give us a lot of information related to specific actions that we could take.  The study informed us of potential savings levels by sector and informed us that the amount of DSM that was potentially available was greater than that we were undertaking.

     MR. McCOMB:  Thank you.  Next question is number 4. 

And in your evidence it says that you would like to have a

DSM plan that would exist for a minimum of three years. 

What would the maximum amount of time be that you could see

a plan being set for?

     MS. LYNCH:  The maximum would be the length of an

incentive rate-making time frame.

     MR. McCOMB:  Okay.  So it would line up.

     MS. LYNCH:  Yes.

     MR. McCOMB:  Thanks.

     Skipping to number 6, in regards to process, Union

stated that annual updates would only be required for the

issues and inputs that significantly change on a

year-to-year basis.  If you could just describe what the

significant change is?

     MS. LYNCH:  Those would be changes that wouldn't occur

on a regular basis, and it would be a circumstance that

would substantially shift to either the economics or the

viability of a measure, or a program.

     An example would be a Building Code change that

results in a higher efficiency standard that would change

the savings level that we could claim for a measure.

     MR. McCOMB:  And how would those be incorporated within your LRAM and SSM?  


MS. LYNCH:  The changes would be completed through a Board-approved update process, and then in the time frame that when they are improved they would be incorporated into the SSM and LRAM for that year forward.

     MR. McCOMB:  Okay.  Thank you.

     Number 7 is on the joint submission.  What is your view of the Board taking ownership of a DSM Handbook?  


MS. LYNCH:  Union supports the notion that the Board would take ownership or the Handbook.

     MR. McCOMB:  Including the assumptions, input assumptions?

     MS. LYNCH:  That is correct.

     MR. McCOMB:  Thank you.

     I think number 8 has substantially been answered in your answer to number 6, so I'll skip it.

     Number 9 has to do with what threshold or measure

would be used to determine if public and ratepayer interests to be significantly affected in determining if avoided costs specifically should be updated?

     MR. FARMER:  There isn't a specific threshold or

measure during the plan.  I think it's up to the proponent

proposing the update to prove that the ratepayer interests

would be significantly affected if an update to avoid a cost were not completed.

     MR. McCOMB:  Just the proponent or any stakeholder in

that process?

     MR. FARMER:  Whoever had proposed that there be an

update.

     MR. McCOMB:  All right.  Thank you.

     In regards to creating assumptions and inputs on that

measures list, how would you see stakeholder participation

and full buy-in in that?

     MS. LYNCH:  Updating of the measures would be completed through to the Board-approved process, which could involve stakeholder participation and consultation during the process.

     MR. McCOMB:  And do you think you could get buy-in on

issues such as free-ridership on a pre-approved basis?

     MS. LYNCH:  I think it would be important that all

input assumptions be established up front.

     MR. McCOMB:  Including free riders?

     MS. LYNCH:  Yes.

     MR. McCOMB:  Okay.  Number 11 deals with two different

time lines that were proposed for approvals of incentives,

and if you could just please confirm your time line.  I

believe that you've proposed to have it done by June of the

following year?

     MS. LYNCH:  Yes.  Under the rules-based approach that

would be the outcome of this proceeding, Union's compliance

with the Board's natural gas reporting and record-keeping

requirements will be required, and to file an auditor report by June 30th of the year following is what we would propose.

     The financial accounts such as the LRAM or the SSM

would then be cleared on the next available opportunity with the deferral accounts.

     MR. McCOMB:  Sure.  And you recognize that's different

than what Enbridge is proposing?

     MS. LYNCH:  Yes.

     MR. McCOMB:  Okay.  Thank you.
     The next question I have is number 13.  And I don't

know, is this in the table that you guys have provided?

     MR. FARMER:  No, it's not.

     MR. McCOMB:  It's not.  Okay.  Maybe it's best to

provide a table, or, since it would be a really small table, you could read the answers if you have it.

     MR. FARMER:  We don't have the answers.  I'd just like

to confirm that you would like the comparison to Union's

pre-tax?

     MR. McCOMB:  Yeah, for Union; that would be Union.  I

asked the same question for Enbridge yesterday morning, so we could take an undertaking to do that.  We don't have that today.

     MR. McCOMB:  Perfect.  Thank you.

     MR. MILLAR:  That will be Undertaking JT2.1.

     MR. McCOMB:  It's number 13.


UNDERTAKING NO. JT2.1:  TO PROVIDE AN ANSWER FOR BOARD
QUESTION 13
     MR. McCOMB:  Next question is number 14.  Since Union

is proposing a budget with an upper limit, how would the

Board and stakeholders know what the cost of the DSM plan

would be in any given year? 
     MR. FARMER:  Because distribution revenue is stable and the cap is meant to provide certainty on the maximum budget amount to be spent, and the amount would be built into rates, any variance below what is below the maximum that is actually spent would be returned to ratepayers so the ratepayers would have the assurance that only DSM monies were spent.

     In filing the multi-year plan, Union would build a

budget of volume savings estimate based on historical

performance and market potential, and this budget would be

filed with the multi-year plan.

     MR. McCOMB:  Okay.  Thank you.  If you could discuss

number 15.  It's:  


“Please specify the situations where Union would 


seek input and guidance from stakeholders.”   

MS. LYNCH:  It's never been a requirement to engage a

formal consultative process.   Union will continue to

consult and has had success in consulting with specific

groups on issues related to program design.  A consultative process that engages all parties regardless of interest in all processes has not provided significant value.

   MR. McCOMB:  So would you not continue to consult on

program design or you would?

     MS. LYNCH:  We would.

     MR. McCOMB:  You would.  Despite that, it hasn't 

provided value?  Maybe I misunderstood your answer.

     MS. LYNCH:  No, sorry.  Consulting with specific groups has provided value on program design.

     MR. McCOMB:  Okay.

     MS. LYNCH:  Consulting on an overall basis with an

entire group on specific issues hasn't provided the value.

     MR. McCOMB:  That's helpful.  Thank you. 

      Number 16:  

“To avoid duplication, what system should

be put in place to ensure that the sharing of research efforts will be explored where possible?”

     MR. FARMER:  We don't have a formal system that we're

proposing at this time.  I think we would want to establish

a process with Enbridge that would include an annual review

of research identified and planned to ensure that research

is shared where appropriate.

     MR. McCOMB:  Okay.  Number 17:

“Union states that a market potential study should only be completed at the expiration of the existing study.” 


You’ve possibly given your comments earlier about this.  



“How is the expiration of an existing study 



determined and what period should these studies 


cover?”

     MR. FARMER:  I don't believe that there's a fixed

period that the studies can cover.  They look into the

future and can have different time frames.  And I don't

believe that there's a rule as to when the existing study

has expired.  The expiration of the existing study probably

has occurred when it is generally believed that a

significant market shift has occurred that expands or

limits potential.

     MR. McCOMB:  Right.  And you’re thinking five years, ten years or just depending on the technology, depending on…

     MR. FARMER:  I really would have no basis to provide a

numerical answer.

     MR. McCOMB:  Okay.  Thank you.   I think

18 is -- if you could look at that, it has again to do with

market potential study, and how should and how do these get

incorporated into budgets, savings targets.
     MR. FARMER:  The market potential study is an input

into the iterative process for establishing the budget and

volume savings estimates.  For example, in our last market

potential study, we knew that there was more market

potential than we were currently capturing, so that's an

input that encourages us to expand.  It is not the only

input into those programs.  It also helps identify the

sectors with the largest opportunities to pursue DSM as we

get into the implementation plans 

MR. McCOMB:  Do you allocate your budget or would you allocate your budget on that basis?

     MR. FARMER:  No.

     MR. McCOMB:  No.  Thank you.

     Next question is number 21.  And I think that's

already been covered, so I'll skip it.  

Finally, number 22: 

“In the determination of base case for custom projects, please clarify why Union believes it is appropriate to review each base case on a 

project-by-project basis.”  

And I think more generally is, could you group different base cases?

     MS. LYNCH:  Custom projects, by definition, are very

unique.  You can have similar applications that would have

similar technologies or processes that they're being applied to.  But base case inputs such as schedule of operation, existing energy savings practices, et cetera, will differ and could differ significantly, customer to customer.        

And that really makes it necessary to develop the base

case on a case-by-case basis.

     MR. McCOMB:  Okay.  Those are all our questions.  Thank you.

     MR. SMITH:  Thank you, Mr. McComb.

     MR. MILLAR:  Okay.  Is it Mr. Dingwall?  Are you next?

     MR. DINGWALL:  I believe that in the interests of

fairness we had --

     MR. MILLAR:  Sorry, Pollution Probe brought up the rear yesterday, and gets to go first today.  

Do you need a moment, Mr. Smith?

     MR. SMITH:  I need to, in my stash of goodies, identify Pollution Probe here.

     MS. McLAUGHLIN:  Could I have an exhibit number, 

please?

     MR. BELL:  The that will be Exhibit No. KT2.5,

Pollution Probe questions.

EXHIBIT NO. KT2.5:  POLLUTION PROBE QUESTIONS TO UNION 
GAS LIMITED
CROSS-EXAMINATION BY MS. McLAUGHLIN:
     MS. McLAUGHLIN:  I briefly skimmed through the Exhibit

A that you provided, and I believe that question 1, the total DSM expenses is answered in that exhibit.  I just want to clarify, that goes back to 1998 in Exhibit A.  Was that first year you're able to provide information for?

     MS. LYNCH:  Yeah.  1988 is the first year we have

complete data for.

     MR. SMITH:  Sorry, 1998?

     MS. LYNCH:  1998, sorry.

     MR. FARMER:  We did conduct DSM in 1997.  The data is

not as useful or accurate 

MS. McLAUGHLIN:  Okay.  Thank you.  And now, because I just flipped through quickly, could you just tell me, is the total TRC benefits are they listed in Exhibit A from 1998 to 2005 inclusive?

     MS. LYNCH:  Yes, they are.

     MS. McLAUGHLIN:  Could you please point me to that?

     MS. LYNCH:  Table 1.

     MS. McLAUGHLIN:  Table 1.  Thank you.

     Moving on to question 3, then:  

“Could you please state the total number of hearing days devoted to DSM in each of your rate hearing cases, beginning with fiscal year

2003 to the present time, as a percentage of the total number of hearing days?”

     MR. FARMER:  For the 2003 customer review process, the

single DSM-related issue on the LRAM balance was settled

and was not heard.
     For the 2004 cost-of-service proceeding, the 

DSM issues were partially settled and less than two hours of hearing time was devoted to the issue during the 24-day period.

      There were no rate hearings for 2005 and 2006.

      I do not have a percentage calculation; I would

believe that to be quite small.

     MS. McLAUGHLIN:  Thank you.

     Part B of question 3:  

“Could you please state the DSM-related regulatory costs for each of those annual rate hearings, beginning, again, with 2003.”

     MR. FARMER:  The information requested is not 

available, as Union does not track regulatory costs by 

issue.

     MS. McLAUGHLIN:  Okay.  Do you have the total

regulatory costs available for those years?

     MR. FARMER:  We can undertake...

     MR. SMITH:  I understand it's in Union Gas's most

recent cost-of-service filing, which is, I believe, 

2005-0520.  We can point you to the place in that evidence.

     MS. McLAUGHLIN:  Thank you.

     MR. MILLAR:  Is that an undertaking, Mr. Smith?
     MR. SMITH:  Yes.


MR. BELL:  All right.  That will be Undertaking JT2.2.

UNDERTAKING NO. JT2.2:  TO PROVIDE TOTAL REGULATORY 
COSTS AVAILABLE FOR YEARS 2003 TO PRESENT

     MS. McLAUGHLIN:  Question 4, making reference to your

Exhibit A, tab B, page 28.  You mention that a maximum budget of 2 percent of distribution revenue should be established for the duration of the fuel-switching plan.  Would you please explain why that you believe it would be in the public interest to cap the fuel-switching budget at 2 percent of the distribution revenues?

     MR. FARMER:  Union, I believe, set a cap on budget and is required to provide reassurance that the budget spent will not be excessive.  And this provides rate reassurance while allowing the Board to give direction on amount of activity that it desires.

     MS. McLAUGHLIN:  Are you able to provide the dollar

value of 2 percent of the distribution revenue?

     MR. FARMER:  That would be $11.7 million.

     MS. McLAUGHLIN:  Thank you.  And do you know the annual reduction in electricity demand in megawatts that would be achieved if the fuel switching budget equalled this 2 percent?

     MR. FARMER:  There is not a specific target to Union's

expenditure of 2 percent.  I could expand.

     A budget of 2 percent of distribution revenue would

actually be Union's contribution to a bigger pool of money

that we believe should be provided by partners such as the OPA, electric LDCs, and other gas utilities during directive fuel switching.

     Union requires an approved budget to be able to

participate in fuel-switching programs.  An analysis 

conducted indicates that over the next five years 2,000 MW of electricity demand could be reduced at a total cost in the province of $765 million through fuel-switching programs targeted at residential and commercial customers.

     MS. McLAUGHLIN:  And what tests do you believe should

be used to measure the cost-effectiveness of your fuel-switching programs?

     MR. FARMER:  Union believes that a TRC test should be

used to measure the cost-effectiveness of fuel-switching

programs and Union believe the cost-effectiveness of its

fuel-switching programs should be evaluated at a portfolio

level, not an individual measure level.

      And a list of measures that we are currently

considering –- it should not be considered complete, but a preliminary list of measures is contained in Exhibit A, table 11, and has the corresponding TRC benefits.

     MS. McLAUGHLIN:  Thank you.  And again, for question 

4A, I did quickly skim through Exhibit B and I notice

you list a number of strategies and initiatives, but would you have anything else to add about the market sectors that would be priority targets for your fuel-switching programs?

     MR. FARMER:  Yes, we should clarify that Exhibit B,

which I think is listed here as KT2.3 is program

descriptions for demand-side programs and not for fuel-switching programs.  For fuel-switching programs, initially, the focus of Union would be on low-income customers and lost opportunities in the residential market.

     MS. McLAUGHLIN:  Thank you.  So question number 5: 

“Could you please state your forecasts for infranchise natural gas distribution volumes for 2007, 2008 and 2009.”

     MS. LYNCH:  For 2007, it would be 14,526,151 103M3s.  For 2008, that would be $15,622,248 103M3s.  We do not have a current forecast for 2009.

     MS. McLAUGHLIN:  Do you have the total infranchise

revenue requirements forecasted, which we have to include

distribution revenues and commodity costs for those same

years, 2007, 2008, and 2009, potentially?

     MS. LYNCH:  For 2007 it would be $1.9 billion. 

We do not have the equivalent number for 2008 or 2009.

     MS. McLAUGHLIN:  Okay.  And question 6 a):

“Could you please state your forecasts of your rate base for 2007, 2008…”


And for the record, that should read “2009.”

     MS. LYNCH:  For 2007, it would be 3.4 billion; for 

2008, it would be 3.6 billion; and for 2009, it would be 

3.8.

     MS. McLAUGHLIN:  Now, 6(b):

“Could you please state the OEB-approved debt-to- equity ratio?”

     MS. LYNCH:  The current capital structure approved by

the Board in its RP-2003-0063 decision is based on a 35

percent common equity component.  The remaining 65 percent

is financed by short-term and long-term debt and preferred

shares.

     MS. McLAUGHLIN:  My final question:  Could you please

state your marginal corporate income tax rate?

     MS. LYNCH:  36.12 percent.

     MS. McLAUGHLIN:  Thank you.

     MR. MILLAR:  Thank you, Ms. McLaughlin.  

Mr. Dingwall, are you next now?  You need just a moment?

     MR. DINGWALL:  I am.  Thank you, Mr. Millar.


CROSS-EXAMINATION BY MR. DINGWALL:
     MR. DINGWALL:  First of all, just in order to keep the record clear --

     MR. SMITH:  Sorry, Mr. Dingwall, if you could just give me two minutes, I will --

     MR. DINGWALL:  Well, the two minutes that you take,

Mr. Smith, will likely be to find the CME questions, and

perhaps Mr. Bell can in those two minutes give us an exhibit number.

     MR. BELL:  All right.  That will be Exhibit No. KT2.6. 

CME questions.


EXHIBIT NO. KT2.6:  CME’S QUESTIONS TO UNION 

GAS LIMITED
     MR. DINGWALL:  While Mr. Smith is turning that up, just following up on a question from Pollution Probe, they had asked what the total regulatory budget was, and also they had asked what the DSM portion of that budget was.

     To respond to that, your answer was that you don't

track regulatory budgets by issues.  It might be, though, of some benefit if you were to perhaps give us the historical consultative costs, because I believe that you track those separately.  Is that possible, Mr. Farmer?

     MR. FARMER:  The request was made.  I don't recall in

which set of questions, and we will undertake to provide

that.

     MR. DINGWALL:  Thank you.  

Mr. Bell?
     MR. BELL:  All right, that will be Undertaking JT2.3.


UNDERTAKING NO. JT2.3:  TO PROVIDE THE HISTORICAL 
CONSULTATIVE COSTS OF THE TOTAL REGULATORY BUDGET AND 
DSM PORTION OF THE BUDGET
     MR. DINGWALL:  Okay.  Moving on to the compendium of

CME questions.

     With respect to question number 1, does Union Gas

employ generally accepted accounting principles in the

preparation and administration of its core utility?

Basically a motherhood question.

     MR. SMITH:  Mr. Dingwall, we took a look at the

questions, obviously, before today's attendance and have

reviewed -- the questions 1 through 7 are outside the scope of the proceeding.  We will not be answering them.  

     MR. DINGWALL:  Perhaps, Mr. Smith, you could elaborate

on your objection, and specifically with respect to question number 3.

     MR. SMITH:  Well, I believe, although I wasn't here, I

believe you had a full and frank discussion with Mr. O'Leary about this issue yesterday.  I don't want to belabour the point, but my understanding that this proceeding on the issues list is not to engage in a discussion about GAAP accounting.  These seven questions seem to be directed at that issue, and you have our position on it.

     MR. DINGWALL:  I guess in our technical phrasing in

this industry, we will call that a refusal?  And we will

move on.

     MR. SMITH:  Yes.

     MR. DINGWALL:  That takes us to question number 8: 

“Does Union Gas consider LRAM, SSM, and DSMVA costs as legitimate components of a DSM budget?”

     MR. FARMER:  LRAM and SSM are considered separate from

the DSM budget.  DSMVA is a clearance of the difference

between the budget built into rates and the actual spending.

     MR. DINGWALL:  So can I take it from that comment,

Mr. Farmer, that you do consider DSMVA to be part of budget, but you do not consider SSM and LRAM to be part of budget?

     MR. FARMER:  I think that's correct.

     MR. DINGWALL:  Okay.  Now, the follow-up question on

that is, is there not a cost causality connection between

LRAM and SSM and the DSM programs?

     MR. SMITH:  I think the intent of your question,

Mr. Dingwall, must be to get through the back door what

you're trying to get in through the front door in

questions 1 to 7, which we have objected to.  So I think you can take that as a refusal as well.

     MR. DINGWALL:  Moving on to question number 9.  You've

produced a volume of information that I've had the

opportunity to glean briefly.  I take it that this volume of information was intended on replying to a number of 

questions, including the IGUA questions and the CME 

question number 9.

     In looking through this, were there any portions of

number 9 that you specifically chose not to reply to?

     MS. LYNCH:  No.  Just one point on... 

     Just one point for D of question 9 regarding the 

claimed and allowed.  Union does not actually claim an LRAM

until we submit it to the Board.  Prior to that, what we

have is an estimate based on when a draft of an evaluation

is done as to audit, and then we have a claimed LRAM result, which is reported in table 1 of Exhibit A.

     MR. DINGWALL:  Now, with respect to the number 

or the numbers in table 1 of Exhibit A, you have a column that's entitled "Claimed LRAM", and there's a footnote to that -- very interesting choice of visual devices for the footnotes.  I don't know what on earth to call that.  That suggests that the figure for the claimed LRAM that you've depicted is for the first half-year LRAM.

     Can you explain that?  Is this half-year LRAM being

portrayed here?

     MR. FARMER:  It's meant to show that we're complying

with the decision in the 029 case, where in the first year

of savings you claim 50 percent of the volume savings.

     MR. DINGWALL:  So for the figures from 1999 to 2005,

are these all half-year figures or full-year figures?

     MR. FARMER:  These would be the half-year figures, as

outlined in the LRAM statements.

     MR. DINGWALL:  Now, to understand this, Enbridge 

appears to portray its LRAM numbers as the variance between

the budgeted lost revenue and the actual lost revenue.  The

numbers that you're putting forward here, are these the

variance between budget and actual, or are they the total

inclusive of budget and true-up.

     MR. FARMER:  Yes.  I can't speak to the Enbridge

process.  What I can tell you is that the LRAM amount

portrayed here is the total lost revenue.

     There is a process as we go to clear where we true-up

against amounts that may have been included in rates.

     MR. DINGWALL:  So, moving back to 9(d) of the CME

questions, if we were looking for the total of the LRAM for

each year, I take it since you've got half-year portrayed in table 1, it would be twice that amount?

     MR. FARMER:  I'm not entirely sure I understood your

question.

     MR. DINGWALL:  In order to understand what the total

LRAM would be in terms of actual lost revenue for the years

1998 to 2005, since your earlier answer was that the figures on Exhibit A, table 1, were half-year figures, would the total lost revenue through those years be twice those amounts?

     MR. FARMER:  I do.  Yes.  The difficulty in doing that

is that the LRAM calculation is volumetrically done, and then uses the current rates in the year that it's be being 

applied to.  So it would not be correct to tell you to just

double those amounts for subsequent years; you would have to go back to the volume and double the volume, and then apply the rates in the year that the lost revenue is being 

accounted for.

     And the second part to that is that the LRAM account,

in my understanding, functions only in the years between the resetting of rates, at which time LRAM doesn't calculate prior to the resetting of rates.

     MR. DINGWALL:  So, then, in order to populate the graph on 9(d), what we would need to do would be to then have you look at just the annual numbers, not the carry-forwards, calculating the annual amounts based on the volumes and the rates in place at that time?  Is that how that would be done, Mr. Farmer?

     MR. FARMER:  If I could understand the difficulty that

I'm having with the question.  As I look at the table, which has the years '98 through '06, and then '98 through '06 on both axes, what I think I'm being asked - if you could help me out here - is to insert the volumes.  So in '98, for example, I would insert the half-year volume.  And then for each subsequent year I would insert the full-year 

volume, because they would be assumed to be lost for all of

those years.  And then you go down table.

     I think to label that as an LRAM is not accurate. 

It's a lost volume.  And at the time that you rebase, LRAM

mechanisms no longer apply, because the lost volumes are

implicitly built into rates.

     MR. DINGWALL:  What we're trying to find, Mr. Farmer, is what the dollars associated with the lost revenue are on an annual basis.  Now, what you've provided only gives us 

half-year numbers for the first year of those programs.

     Is it possible to give us the total lost revenue on a

year-by-year basis?

     MR. FARMER:  The difficulty.


[Witness panel confer]

     MR. FARMER:  Again, the question is to provide the lost revenues, and what I point out is at the time that the rates are rebased, there are no lost revenues anymore from DSM impacts prior to that rebasing.

     So I can populate the volumes so that you would have a total volume in each year to which the rates could then be applied, and you could see the impact in each of the years.

     Or I could possibly provide all of the LRAM statements back to when we started filing them.  I'm not -- what I'm saying is, I do not know how to populate this table.

     MR. DINGWALL:  Well, LRAM is a combination, I guess,

from regulatory accounting, of two separate things.  There's, first, the predictive element, which is the amount

that you build into rates.  And that's a definable number

that you can come up with.  And then there's the true-up number, which is then cleared on -- or which is then identified on clearance of the variance accounts; correct?

     MR. FARMER:  I disagree.  LRAM is the lost revenue

associated with the DSM volumes of the year.  I don't

believe that true-up is a component of LRAM at all, it's a

way to treat the recovery of the dollars.

     MR. DINGWALL:  Well, correct me if I am wrong, 

Mr. Farmer, and I'm sure you will - and I'm certainly awake

to the possibility that I might be wrong; it's happened

before - in putting forward Union's revenue requirement, you do predict a certain amount of lost revenue associated with DSM volumes, do you not?

     MR. FARMER:  Yes.

     MR. DINGWALL:  And from your portrayal of Exhibit A,

table 1, on KT2.1, should I gather that you do that on the

basis of predicting half-year savings of a program in the

rate year?

     MR. FARMER:  The dollar value associated with the year

is the half-year savings.  So it's the half-year volumes in

each rate class applied to the rates.

     MR. DINGWALL:  And if there's a variance between what

you predict in rates and what is actually saved in that 

year, you claim that subsequently through the variance

account associated with LRAM, do you not?

     MR. FARMER:  That is correct.

     MR. DINGWALL:  What I'm trying to ask you to portray,

and we can disagree on what it means - that's why we're here - is what the total is, going back from '98 to 2005, of the predicted amount of lost revenue plus the variance account true-up for that particular year which you would claim subsequently.

     MR. FARMER:  If I might suggest a solution so that

others get to ask questions.

      What I could do, and I believe we did in a rate case, a recent rate case, is assess the total number of cubic metres that have been lost since the start of Union Gas DSM programs and that are assumed to be missing from the demand forecast, so the amount we would have delivered without DSM, and try to apply some value to that for you.

     MR. DINGWALL:  In each year?

     MR. FARMER:  No, I don't believe I could do that.

     MR. DINGWALL:  If I could ask you to do that,

Mr. Farmer, which would be to -- if you can capture that

statement again for the phrasing of the undertaking, that

would be appreciated.

     MR. FARMER:  Yes, we will assess the accumulated loss

of volume as a result of DSM programs since the start of

Union Gas DSM programs.

     MR. BELL:  Right.  That will be Undertaking JT2.4.


UNDERTAKING NO. JT2.4:  TO ASSESS THE ACCUMULATED LOSS


OF VOLUME AS A RESULT OF DSM PROGRAMS SINCE THE START 
OF UNION GAS DSM PROGRAMS
     MR. DINGWALL:  And, Mr. Farmer, I'm also going to ask

you to indicate what the annual LRAM amounts, dollar values

being claimed, have been since 1998.

     MR. FARMER:  I believe it's in Exhibit A, table 1.

     MR. DINGWALL:  Sorry, are these the amounts that were

predicted in rates or are these the amounts that were

claimed through variance?

     MR. FARMER:  They are the lost revenue adjustment

amounts.  We didn't start including in rates a DSM amount,

and I'm afraid I don't remember which year, I believe it was three or four, but we don't express the LRAM

as a true-up, we express it as a lost revenue.  The true-up

is merely a way to clear an account.  An LRAM statement

would have the difference but it's not the lost revenue.

     MR. DINGWALL:  So for a period of time, lost revenue

was not predicted in your revenue forecast?

     MR. FARMER:  That's my understanding.

     MR. DINGWALL:  And do you know when that changed?

     MR. FARMER:  No, as I mentioned, I'm not sure of the

year that we first included a DSM forecast in our demand

forecast.

     MR. DINGWALL:  If you could let me know that year,

Mr. Farmer, that would be appreciated.

     MR. FARMER:  I'll do that on a best-efforts basis.

     MR. BELL:  All right.  That will be Undertaking JT2.5.


UNDERTAKING NO. JT2.5:  TO PROVIDE THE YEAR UNION GAS 
FIRST INCLUDED ITS DSM FORECAST IN ITS DEMAND FORECAST
     MR. POCH:  Just for the sake of the record, and I know a lot of us wanted that clarified, do we understand correctly that –- we’re not sure what year it changed, but for the first few years the numbers on table A and the

second-last column of table A, table 1, would be

the full impact of the volumes that DSM displaced times the

rates, and in the latter years where you were forecasting

some DSM volumes in your regular load-forecasting exercise

and rate-saving exercise, this would just be the variance between what was forecasting rates and what was achieved, and you're just not sure what year it crosses over.

     MR. FARMER:  No, that's not correct.  The numbers in

the table are the full impacts.  What I'm saying, at a

certain point, in terms of the clearance of the account, we would be including a certain rate, and so the clearances were much less.

     MR. POCH:  Thank you, that's helpful.  Thank you for letting me interject there.

     MR. DINGWALL:  Thank you, Mr. Poch.  

Moving on to question number 10:

“Please describe the process Union Gas

uses to calculate the lost distribution revenue attributable to a DSM program.”

     MS. LYNCH:  The lost revenues are calculated for each

rate class impacted by DSM, and for the calculation, it's

the rate class volume reduction times the delivery rate is

the LRAM claimed in each class.

     MR. DINGWALL:  Okay.  Moving on to question number 11. 

“For how long into the future does Union Gas expect to claim lost distribution revenue for the first DSM program for which it claimed LRAM, and which year was that?” 

     MS. LYNCH:  1999 was the first year that we claimed

LRAM.  The LRAM is not claimed after the rates are rebased. 

The actual volumes which include the DSM impact are built

into the calculation of rates when they're rebased.

     MR. DINGWALL:  Now, I take it that there is some

element within the forecasting of consumption and revenue

requirement of the lost revenue associated with DSM 

programs; is that correct?

     MR. FARMER:  While we are not experts on the DSM --

sorry, the demand forecasting process, there is an element of DSM built in as the forecasting process relies on the

observation of actual volumes.  So implicitly the DSM

volumes are included. 

     MR. DINGWALL:  Question number 12:

“Please identify the implication, financial and otherwise, to Union Gas, its shareholders and to ratepayers should the OEB discontinue allowing Union Gas to claim lost revenue.”

     MR. FARMER:  For Union Gas and the shareholder, I

believe the revenue would decrease, and for the ratepayers I believe they would experience reduced DSM, as Union would be less motivated to perform.

     MR. DINGWALL:  The next section is with respect to

avoided costs.  Question 13:

“Would Union agree that the volatility of natural gas prices makes it difficult to determine accurate avoided costs, which in turn makes the

calculation of TRC benefits equally difficult?”

     MR. FARMER:  I do not agree with the statement, as

avoided costs are by their nature an estimate.

     MR. DINGWALL:  For the purpose of ongoing TRC

calculations, at what point in time do you use -- or do you

select a natural gas price to calculate TRC?

     MR. FARMER:  We use a forecast of the natural gas prices at the time the avoided costs are calculated.  And that includes an inflator.  So in the calculation -- I don't fully think that I can answer the question, because the calculation of the TRC is done at the time the plan is developed, and then to reconcile the results of the plan, but it is based on the forecast that was created at the time the avoided costs were created.

     MR. DINGWALL:  I think Enbridge uses August as its

month for selecting forward gas prices.  Is that roughly

the same time that you would do so?

     MR. FARMER:  I'm not sure about Enbridge --

     MR. DINGWALL:  I'm not asking you to comment about

Enbridge.

     MR. FARMER:  I appreciate that too.  What we have to acknowledge, and what was discussed at great length in the discussions around our DSM 2006 plan, is that Union had not updated avoided costs since about 1998/’99, and that we did attempt to do so in preparation for 2006, but with the nature of the decision we adopted Enbridge's avoided costs.

     So the reality is, I don't have an answer as to when

we'd do it.  It is our intent and stated in evidence that we think it should be done in a similar fashion between the two utilities.

     MR. DINGWALL:  And you mentioned earlier that you use

an inflation factor or an inflator factor to address future

gas costs; is that correct?

     MS. LYNCH:  The avoided costs are forecasts of future

prices.

     MR. DINGWALL:  Is there an inflated aspect to

that forecast, or do you simply take what the market price

is or future contracts as of a certain age here?  I'm trying to reconcile your previous answer.

     MR. FARMER:  Your patience is appreciated.  I may have

misled you because I don't actually know what inflation

factor, if any, was applied.  An inflation factor is applied to certain elements of the avoided costs where the forecasts do not go out as long as the avoided costs need to.  We could undertake to provide the methodology used in our 2006 submission going forward.  So we have endorsed that we would use a process that is similar to Enbridge's.  

     MR. DINGWALL:  If you could do that, that would

probably save us some time, Mr. Farmer.  

Mr. Bell.

     MR. BELL:  That would be Undertaking JT2.6.

UNDERTAKING NO. JT2.6:  TO provide the methodology 
used in 2006 submission going forward   

     MR. DINGWALL:  Moving on, I think, to number 15.  Could you please provide Union's 2005 distribution revenue and what it expects to receive in 2006 and 2007.

     MR. SMITH:  I think that information...

     MS. LYNCH:  Union's delivery revenue for 2005 is 602

million; for 2006, 583 million; for 2007, 585 million.

     MR. DINGWALL:  And does Union's definition of

distribution revenue include storage revenue for these

periods?
MS. LYNCH:  No, it does not.

     MR. DINGWALL:  Moving on to number 17.  


“Please identify and quantify all to have risks, 


financial and other, that Union Gas incurs in 


undertaking a DSM program,” using 2005, perhaps, 


as an example year.

     MR. FARMER:  I cannot quantify, so I apologize in

advance.  I can comment only on DSM-related risks, and I

believe those risks to have been reduced volumes that raise distribution rates, resulting in lower cost competitiveness.

     There is lost opportunity from activities that could

have been undertaken instead of demand-side management. 

There is the risk of dedicating effort to DSM and not achieving the threshold, and therefore not achieving a

return.

     There are market forces outside of Union's control,

such as interest rates and economic growth, causing results

that may or may not emerge.

     And there's risk allowed with not realizing the

revenues that were claimed due to disallowances.

     MR. DINGWALL:  Number 18.  


“Does Union Gas believe a DSM incentive system 


should relate to the risk that it runs?”
     MR. FARMER:  No.  The incentive mechanism should not

add risk to DSM activity as it is compensation for delivery

of societal benefits, using resources we might not dedicate

to those activities otherwise.

     MR. DINGWALL:  What other factors does Union Gas believe should factor into the size of the incentive the utility could earn from its DSM efforts? 

     MR. FARMER:  I believe I answered the question with my

statement around the incentive mechanism.

     MR. DINGWALL:  So, nothing to add?

     MR. FARMER:  Nothing to add.

     MR. DINGWALL:  Does Union Gas believe it is currently

being compensated for the risks you've identified with the

current SSM incentive scheme?  And if not, why not?

     MR. FARMER:  We do not.  Union takes risks in that it

has to reach a level of TRC benefits, and I refer back to

2006 in this situation, but also to 2005.  We take risk in

that we have to receive a level of TRC benefits that are

greater than any previous achievements in order to achieve

our first dollar of SSM.  We have significant risk in 2006,

in that the effort we will put forward is the greatest that we have ever put forward, and with a significant chance that we will not achieve an incentive.     

MR. DINGWALL:  Is Union Gas's proposal for a new SSM

incentive linked in any way to the risks that it will incur

when undertaking a DSM program.

     MR. FARMER:  No, we just state that the incentive

program should not add risk to DSM activity as it is compensation for delivery of societal benefits using resources we might not dedicate to those activities.

     MR. DINGWALL:  That sounds dispositive of the second

part of the question number 20.  Moving on to 21.

     
“Please explain and justify why Union Gas 



believes that a DSM incentive should be linked to 

a sharing of societal benefits?”
     MR. FARMER:  It is compensation for delivery of

societal benefits using resources we might not dedicate to

those activities otherwise.

     MR. DINGWALL:  It's an interesting comment, and I

believe Enbridge made very similar comments.  One of the

questions that has always come up in my mind, though, is, if it were an obligation, either through an undertaking,

through a regulation, or a statute, that you undertake these activities as a function of having a distribution franchise, would that change your focus?

     MR. SMITH:  Well, Mr. Dingwall, that's obviously an

interesting hypothetical, but it is a hypothetical, it's not reality, so I'm not sure that we're going to embark on that line of questioning.     

MR. DINGWALL:  Does Union Gas agree that TRC benefits

are a projection of the present value of assumed net

savings over a period of time?

     MR. FARMER:  Yes.

     MR. DINGWALL:  Does Union Gas agree that by linking a

DSM incentive to future benefits, current ratepayers are being asked to pay the utility an incentive, a portion of the benefits of which may accrue to future ratepayers?  

     MR. FARMER:  No.

     MR. DINGWALL:  For which years has Union Gas received an SSM incentive?
     MR. FARMER:  Union has not yet received an SSM

incentive.  We anticipate receiving one for activities in

2005.

     MR. DINGWALL:  And that's reflected in Exhibit A,

table 1?

     MR. SMITH:  Yes.

     MR. FARMER:  Yes.       

MR. DINGWALL:  Would Union Gas agree that basing

a DSM incentive on net TRC benefits is a form of

intergenerational transfer?

     MR. FARMER:  No.

     MR. DINGWALL:  Doesn't the netting of future benefits

impose a burden on current ratepayers for benefits that

future ratepayers will receive, may receive?

     MR. FARMER:  Could you repeat the question?  It wasn't in the list.

     MR. DINGWALL:  Effectively, I was restating question 

28.

     MR. FARMER:  I see.

     MR. DINGWALL:  Let me read question 28, or if you've

got a prepared answer.

     MR. FARMER:  I have a response.  TRC is a present value which costs and benefits are into the future.  Of that there is no question.  However, the SSM is an incentive to reward Union Gas for effort that it must incur now, and the terms of the SSM are negotiated for this generation of ratepayers and TRC is the arch that has been chosen for that calculation.  It is no different to purchase decisions that customers may make for energy-efficiency products which are based on lifecycle savings but the costs of the product are paid up front, where the benefits are direct down the road.       

MR. DINGWALL:  Question number 29:  

“In its evidence Union states that DSM competes for attention with other utility activities and as such requires an incentive to provide a positive return to the utility for DSM at a time.  

Union also proposes a sliding scale SSM based on variant percentages for TRC benefits.  Given this, please explain why an incentive higher than Union Gas's rate of return is needed to capture management's attention.”

     MR. FARMER:  The answer to the question is difficult. 

We seek an SSM as an incentive for the activities that we

undertake on DSM.  We have not compared to a rate of return. 

     MR. DINGWALL:  Well, effectively, if you look at all

the various compensation mechanisms, you're pretty far above the rate of return for your DSM activities, are you not?

     MR. FARMER:  I apologize in that I wouldn't know how to calculate the rate of return on an SSM.

     MR. DINGWALL:  Well, in trying to put this in context, how much higher must a DSM incentive be than Union Gas's

rate of return in order to capture management's attention?

     MR. FARMER:  The size of the incentive is outlined in

Exhibit A, tab 2, page 42, and we did compare it to an

equivalent number of basis points of return.  So I believe

the question is answered.

     MR. DINGWALL:  I have yet to digest that particular

exhibit or indigest, whatever the -- that's 2.2?

     MR. FARMER:  Exhibit A, tab 2, page 42.  My apologies,

of our evidence submitted in the case.

     MR. SMITH:  There's too many Exhibit As going around,

but that's in Union Gas's pre-filed evidence.

     MR. DINGWALL:  Okay.  Moving on to question 30:  

“Union's evidence states that DSM competes for other resources with other utility activities and as such requires an incentive to require a positive return to the utility for DSM activity.  Given this statement, please identify and quantify the kinds of resources for which Union's DSM plan competed within the utility that was not already provided in the DSM budget for each year from 1997 through 2006.”

     MR. FARMER:  For all years, the precise amounts are not known, as they were not tracked.  The resources would include sales and marketing attention, regulatory resources, administrative and management resources, and IT support.

     MR. DINGWALL:  Interestingly, that moves us on to

question 31:

“Does Union agree that it has an inherent

conflict of interest in the delivery of DSM services and the delivery of distribution services?”

     MR. FARMER:  By its very nature, yes, DSM reduces

Union's business.

     MR. DINGWALL:  




“Does Union agree that” - this is question 32 -
“a utility's permitted additional DSMVA and if

additional program funding is spent over and above the agreed upon amount, the volumetric budget should be proportionately increased?”  

     MS. LYNCH:  As answered in our pre-filed evidence at

Exhibit A, tab 2, page 43, Union does not propose a

DSMVA for going overspending.

     MR. DINGWALL:  The question was phrased on the basis of if a DSMVA is permitted.

     MR. FARMER:  We don't propose a volumetric target

Either, so we're still not sure about the question.

     MR. DINGWALL:  Well, I think what we're trying to

figure out is the rules of the road for DSM going forward. 

And there's certainly a potential, given submissions of some parties and past position before the Board, that a DSMVA might end up on the table at some point.  And the question is, would Union in that environment accept the premise that a DSMVA should be linked to an increase in any volumetric target?  I realize you're suggesting that there should be no target.  But given this potential regulatory construct, what would be your response?

     MR. FARMER:  Well, again, I go back to the original response, that we don't propose a DSMVA for the purpose of 

recovering overspending under any criteria, whether it be

the exceeding of a target, which I point out we don't

advocate.  If the Board finds rules that are different to

those that we propose, we would adhere to those rules.

     MR. DINGWALL:  Moving on to question 34, as I believe

your answer is dispositive of 33:

“Does Union Gas agree that higher and volatile natural gas prices influences consumer

behaviour and causes them to undertake

conservation measures?”

     MR. FARMER:  Union does not agree.

     MR. DINGWALL:  Now, there are two elements to the

natural gas price contained within the question.  One is

higher prices and the other is volatile prices.  Does your

answer change when you address each factor individually?

     MR. FARMER:  No.

     MR. DINGWALL:  Why do you not think that customer

behaviour is affected by either higher prices or volatile

prices?

     MR. FARMER:  I have actually no evidence to support the statement, so I would be theorizing, and I'm not an

economist, and not qualified to do so.

     I would point out that actually our observation, which was discussed in our rate case, is that price elasticity is very low, and so it does not support the notion -- our observation does not characterize what the demand response is of the customer.  So if you look at price elasticity, the price rises and there is a subsequent usage response, we don't know whether those are conservation measures or behavioural adjustments such as taking shorter showers.

     MR. DINGWALL:  Okay.  That moves us to question 37. 

I'm going to ask this in its individual elements, just to

see what information we can derive.  And I think some of

this is on your website somewhere.

      What I'm looking for, firstly, is the historical

system-gas prices associated with -- well, system-gas

consumption.  Are you able to provide that?

     MR. SMITH:  Just a minute, Mr. Dingwall. 

     Mr. Dingwall, maybe you can just get us the question

again?

     MR. DINGWALL:  Looking for historical system-gas rates

from '98 to 2006.  General service.

     MR. FARMER:  We can undertake to provide the QRAM

quantity prices for that period.

     MR. DINGWALL:  Thank you.

     MR. BELL:  That will be Undertaking JT2.7.


UNDERTAKING NO. JT2.7:  TO PROVIDE THE QRAM QUANTITY 
PRICES FOR THE YEARS 1998 TO 2006
     MR. DINGWALL:  The second element of this question is

trying to derive historical free-ridership rates.  You may

or may not agree if there's a correlation, but frankly we're looking to find the base information so that we can

understand if there might be.  Are you able to provide the

historical free-ridership rates?

     MR. FARMER:  If I could ask a clarifying question of

you.  Would you be asking for free-rider rates by each

individual measure, as I don't have a balanced free-rider

rate for the entire DSM portfolio?

     MR. DINGWALL:  I'm just trying to understand, Mr. Farmer, what the best way of deriving that information in the least onerous fashion would be.  And I'm presuming that if we went program by program, that might take up a bit more of your time that might be appropriate.

     MR. FARMER:  I can pull free-rider rates as reported

each year in our evaluation report.  What I want to point

out, and I believe your question seeks a correlation between the gas prices and the free-rider rates, is that in my limited statistical knowledge, the correlation will likely be extremely low for a number of reasons, the first being that free-rider rates are not measured every year on every program, and they're certainly not measured on the frequency of the data of the gas prices.

     And so, unfortunately, while I could undertake to

provide the free-rider rates, I advise you that there will

be no correlation between the two that I would be aware of.

     MR. SMITH:  Well, given Mr. Farmer's answer with

respect to the lack of a correlation, I think, Mr. Dingwall, what we'll do is, rather than undertake to provide that, we'll let you know our position after considering how much work it might be.       

MR. DINGWALL:  Maybe that's a discussion we can take

offline and, Mr. Farmer, perhaps you could provide a sample of that, and then we can determine between us what's doable and what's not doable.  And then take it from there.

     So perhaps if you take the undertaking under

advisement, we can then respond on that basis.

     MR. SMITH:  And I'm happy to have an ongoing discussion.  I just don't want it to be understood to be agreeing to anything other than to consider our position.

     I just simply don't know how much work it is, and it seems to be of little or no utility, so we'll consider it and get back to you.

     MR. DINGWALL:  Okay.  Thank you, Mr. Smith.  

And I'm just clarifying that, Mr. Farmer, I take it that from your previous statement, one of the reasons that you're concerned about the request for the information is that you don't see, from your experience, a correlation between higher natural gas price and free-ridership rates.

     MR. SMITH:  Well, you have his answer and you have our

position on the request.

     MR. DINGWALL:  Thank you.  

Now, I take it that that then disposes of number 38; your position, Mr. Farmer, being that there is no change in free-ridership rates associated with commodity price changes.

     MR. FARMER:  If you could repeat the question?

     MR. DINGWALL:  Well, let's just look at number 38,

Mr. Farmer, and perhaps you can respond to that.

     MR. FARMER:  There are just too many factors that

impact free-rider rates to draw any concrete conclusions.

     MR. DINGWALL:  Okay.  Moving on to 39.  


“Why is it in ratepayers' interest to pay Union 


Gas a DSM sharing savings mechanism that is 



higher than Union Gas's allowed rate of return?”
     MR. SMITH:  Just returning to Mr. Farmer's earlier

answer, Mr. Dingwall, I don’t believe he accepted the premise underlying your question regarding rate of return. 

     MR. DINGWALL:  Thank you, Mr. Smith.  You're always

helpful.

     Does Union Gas agree that the variables on which it

has been most difficult to get agreement with respect to

determining a shared savings mechanism incentive include the categories listed in subheadings to question 40.

     MS. LYNCH:  I just want to point out that we haven't

received an SSM to this point.  Looking at point A, avoided

costs, no, I wouldn't say there difficulty in agreement.  We haven't updated the avoided cost since 1999.  We'd attempt to do that in 2006 so that's something we would do going forward.

     TRC values.  No, in the sense that they are an output

of the input assumptions.  So it's really -- the difficulty is around agreement with respect to the input assumptions,

particularly free-rider rates and measured savings.

     As far as attribution of benefits, no, that hasn't

been an issue.

     MR. DINGWALL:  Moving on to question 41.

     
“Union asserts that its proposed incentive 



mechanism would serve to incent and encourage 


exemplary performance while not introducing the 


possibility of demotivation and reduced effort.”
     Could you explain what you mean by “demotivation”?

     MR. FARMER:  Yes, demotivation is intended to mean that if targets for the purpose of setting pivot points in the calculation of SSM are not achievable, then Union will not be motivated to pursue DSM.

     MR. DINGWALL:  Well, you have a dedicated department

for DSM, do you not?

     MR. FARMER:  Yes.

MR. DINGWALL:  You're happy, aren't you?  You're motivated?

     MR. FARMER:  I should clarify that the dedicated

department for DSM primarily deals with planning,

evaluation, and regulatory issues, and that the

implementation and delivery of DSM is done within our

marketing groups.

     MR. DINGWALL:  Can you identify and justify the level

of incentive Union Gas believes is the minimum level 

required to ensure that it is not demotivated or likely to

reduce its DSM effort?

     MR. FARMER:  Yes, an SSM that provides incentive on

each unit of TRC, starting on the 1st, would achieve that.

     MR. DINGWALL:  Moving on to question 42:  

“Union Gas suggests that a threshold target, if set too high, could cause Union to abandon its DSM efforts in favour of other activity where the return is more predictable.”

      Given this, could you identify the more predictable

return to which Union is referring?  Is that the rate of 

return?  

     MR. FARMER:  No, that would be the financial return for the activity.

     MR. DINGWALL:  Well, it seems to me you've got a

limited number of parameters for financial return, and the

kind of a key guiding one is revenue.  And then the rate of

return that derives from that, what the shareholder gets at

the end of the day.  Is that not the alternative to focussing DSM efforts?

     MR. FARMER:  I'll give you my answer, actually, to the

question, and hopefully that answers any activity that has a positive return to Union in terms of a financial return on each unit of success.  So examples could include attaching customers, pursuing higher penetration of gas appliances.

     MR. DINGWALL:  So, effectively, building load.

     MR. FARMER:  That would be one example.

     MR. DINGWALL:  Which comes back to the whole concept of activities that contribute to the rate of return.

     And what confuses me is, if that's the alternative, the DSM activities, why is Union not advocating the use of

its utility rate of return as the mechanism to determine the DSM incentives?

     MR. SMITH:  Sorry, Mr. Dingwall, where are you looking

now?

     MR. DINGWALL:  42(b).  And I put the words in a

different order.  I hope that doesn't upset the universe.

     MR. FARMER:  No, I must be honest and say that I'm not

sure how you would include DSM in the calculation of a rate

of return.

     MR. DINGWALL:  I think pursuing that road would

probably take us into the line of argument, so I'll move on.

     If an incentive is defined as a payment or concession

to stimulate greater output or investment, why does Union

believe an incentive should be based on a sharing of TRC

benefits?

     MR. FARMER:  TRC is the yardstick, it is the measure of achievement, basing the SSM on a share of the TRC meets the criteria and the definition that you provided.

     MR. DINGWALL:  The term "incentive," and I believe that the description in question 43 comes out of one of our more popular dictionaries, given that given that

definition, can you explain why Union is proposing an

incentive which does not include the establishment of a

minimum level of performance agreed upon in advance?

     MR. FARMER:  The alternative to Union's proposal would

be some form of threshold under which the incentive to the

utility would be zero.

     We do not define SSM entirely as an incentive, it is a shared savings mechanism, and we see no sharing in the rate of zero.  

    MR. DINGWALL:  Moving on to question 45.  Does Union

Gas --

     MR. SMITH:  Well, sorry, Mr. Dingwall, I think you can

take it that we object to questions 45 and 46.  These were

issues that the Board specifically decided not to include in the issues list.

     MR. ROWAN:  Mr. Smith, at the Issues Day conference

there was, I think, wide scope given to the interpretation of particular issues, one of which is the structure of a DSM budget.

     In order to identify an appropriate DSM budget, the

cost or price of providing DSM services is an integral part

of the development of a budget, and whether that cost or

price is determined by market, market-based prices, or

market power is, it seems to us, to be a fundamental issue

before the Board.

     Otherwise, how is it going to make a determination as

to what is an appropriate DSM budget?

     MR. SMITH:  Mr. Rowan, I'd answer the question this 

way.

     This question, the question 45, in almost its precise

phraseology or something comparable to it, was put forward by CME at the Issues Day.  There was a full discussion on the appropriateness of including this issue and a comparable issue advanced by the School Energy Coalition as part of the issues to be decided in this generic conference.

     The Board rendered its decision.  This issue was

excluded.  No appeal, as I understand it, was taken from

the Board's decision.  I think it's fair to say that the

Board has determined that it does not want to explore

this particular avenue, and I'd simply say you had your

opportunity to make whatever arguments you wanted to make

and the Board disagreed.

     MR. DINGWALL:  Moving right along.  That takes us to

question number 47.

“Union states that to plan and implement DSM 

effectively and to reduce the need for regulatory process, it is necessary to fix assumptions.”

     Given this statement, can you please advise why Union

does not give at least equal weight to accuracy and fairness as variables that would also help reduce the need for regulatory process?  


MS. LUNCH:  The premise of your question seems

to be that accuracy and fairness would not be attained.  I don't agree that that's the case.  

     MR. DINGWALL:  Would you agree that there's certainly a history of better information coming forward and changing

assumptions after the fact?

     MS. LYNCH:  No.  And we are engaged in a regulatory

process that we like to fix the assumptions that were

based on the best available information, and therefore will

be accurate.

     MR. DINGWALL:  But that accuracy is linked to a point

in time, is it not?

     MS. LYNCH:  Yes, it is.

     MR. DINGWALL:

“Can you explain why more accurate assumptions, which would be identified after DSM planning and implementation, would impact negatively on the utility's ability to develop programs and evaluate the results as opposed to the calculation of an SSM incentive?:


This is question 48.

     MS. LYNCH:  The results of the current process are

often producing negotiated numbers, not necessarily more accurate numbers.

     MR. DINGWALL:  Can you identify any examples of that? 

     MS. LYNCH:  Could you restate the question, please?

     MR. DINGWALL:  You made the comment that the results of audit process are negotiated results.  I'm just asking you if you can give me some examples of that having taken place.

     MR. FARMER:  We would undertake to provide a summary of the values from the 2004 audit process that were negotiated versus those that were the same as originally stated, versus those that were derived as a result of better available information from the audit process.

     MR. DINGWALL:  Would that identification of what was

negotiated versus what was originally stated -- would that

provide an indication of the -- well, first of all, stopping right there.

     Is that analogous to you giving information from a

confidential ADR?

     MR. SMITH:  Well, I think all we can do, Mr. Dingwall,

is, we'll look at a way -- I mean, that's obvious a concern, and a valid one, that you phrased.  We'll see if we can present the undertaking Mr. Farmer has offered to provide in a way which is helpful and responsive but yet which doesn't disclose information or positions which were obviously taken without prejudice and which were intended to be confidential.

     MR. DINGWALL:  What might also add a bit more value to

the undertaking would be for you to indicate what the 

original assumption values would have been, and then what

the results of the audit process would have been.  And I

don't think that will identify any particular individual

position.  But it's the variance that would be captured.

     MR. SMITH:  Again, not having gone down the road of

preparing the undertaking, I'm not in a position to say one

way or another what it will include or not include.  But

what I can say is, I think we understand your question, and

we'll see what we can do.

     MR. DINGWALL:  Well, let's try to capture the

undertaking in words that we can all live with.

     Mr. Farmer, I believe you offered to provide the

results of the 2004 audit process, which I believe is a

public document, and to indicate which results from that

audit were negotiated.  Is that correct?

     MR. FARMER:  No, I believe what I offered to do was to

provide an analysis of all of the measures that were

considered which results changed as a result of negotiation, and which ones changed as a result of better available information that became apparent in the audit process.

     MR. DINGWALL:  Okay.  And if you could capture within

that, then, what the original assumptions were just so that

we have an understanding of where the change took place,

that would be helpful.

     MR. SMITH:  Okay.  That's fine.

     MR. BELL:  That will be Undertaking JT2.8.


UNDERTAKING NO. JT2.8:  IN REFERENCE TO CME QUESTION 
48:  TO PROVIDE AN ANALYSIS OF ALL OF THE MEASURES 
THAT WERE CONSIDERED WHICH RESULTS CHANGED AS A RESULT 
OF NEGOTIATION, AND WHICH ONES CHANGED AS A RESULT OF 
BETTER AVAILABLE INFORMATION THAT BECAME APPARENT IN 
THE AUDIT PROCESS

     MR. DINGWALL:  Thank you, Mr. Bell.

     I come equipped with a watch, and I'm noticing that

it's 10:30, which is the customary point for a morning 

break.  Mr. Millar, do you want me --

     MR. MILLAR:  Well, Mr. Dingwall, I don't know how much

more time you have.  I was hoping to finish yours, but if

you were going to be more than another 10 or 15 minutes, I think you’re right, we should probably take our break.

     MR. DINGWALL:  It might be 15, might be 20.  If I get a good coffee, might be less.

     MR. MILLAR:  Okay.  Then we'll be back for 10:45. 


--- Recess taken at 10:31 a.m.

--- On resuming at 10:57 a.m.

     MR. MILLAR:  Okay, everyone.  If we could get started

again. 

Unless there are any matters to deal with before, I just propose we just continue with Mr. Dingwall.

     MR. DINGWALL:  Thank you, Mr. Millar.

     I believe when we left off, we had yet to get to

question 49, which is where we will move to.  This question is with respect to market transformation.

“Union states that the utility should participate in market transformation programs where there is a demonstrated energy customer need.  Given this, please advise the criteria firstly, that Union would propose be used to establish a demonstrated customer need.”

     MR. FARMER:  Yes, criteria could include research that

shows that higher levels of market share are possible and

that would have a positive societal benefit to do so; or

input from special interest groups such as low income or

commercial associations, identifying a need for improved

energy efficiency.

     MR. DINGWALL:  Who should responsible for demonstrating need, and what process would Union suggest be followed in verifying that there is, in fact, a need?

     MR. FARMER:  Yes.  The utility should demonstrate the

need as part of its proposal, and certainly the Board and

interested parties can assess the need as part of the review process of DSM multi-year plans. 

MR. DINGWALL:  So it's your intention that the question of need be run through the consultative and then addressed in advance under the structure that you propose?

     MR. FARMER:  No, that was not my intention.  My

intention was to include the proposals for market

transformation, and, if necessary, a demonstration of need

with the filing of the multi-year plan, and that that review occur in a Board-approved process.

     MR. DINGWALL:  So in a Board-approved process but not a consultative.

     MR. FARMER:  That's correct.

     MR. DINGWALL:  Am I understanding that distinction?

     MR. FARMER:  That is correct.  We do not endorse a

mandate consultative.

     MR. DINGWALL:  Moving to question 50:



“With respect to the audit subcommittee, Union 


asserts that an audit subcommittee would not be 


required.  Given this assertion, can you provide 


a table showing the amounts claimed by Union for 


each year when its DSM program has been audited 


showing the amount claimed and the results to 


have audit?” 

And there's a suggestion within this question for the format of how that might be portrayed.  Is that something you can do?

     MS. LYNCH:  I just want to be clear that Union doesn’t claim results until the audit is complete.

     Estimates of savings are completed in the initial

evaluation report and finalized through the audit before

being submitted.

     If you could reference Exhibit A, table 5, we have

provided pre- and post-audit savings.

     MR. DINGWALL:  And you've got that broken out by

customer segment, I can see.

     MR. SMITH:  Just for the clarification of the 

record, that should be KT2.1 that Ms. Lynch is referring to.

     MR. DINGWALL:  Okay.  So, in terms of looking at that,

and then what was requested through CME 50, what's missing

are the variance and the percent change.  Is that something we could ask you to put forward?

     MR. SMITH:  I think you have the data necessary at

table 5 to do that.

     MR. DINGWALL:  That's fine.  Thank you, Mr. Smith.

     Moving to question 51.  


“Can you please explain and justify why 



discussions on the development of low-income



programs do not need to be conducted with 



representatives of industrial ratepayers?” 

     MS. LYNCH:  Discussions to inform on program

development should be conducted with industry participants

and parties that have a knowledge of the target market and

can add value to program design.

     It is unlikely that market participants would have --

industrial market participants would have experience with

program delivery for low-income customers.

     MR. DINGWALL:  Would such discussions likely include

the number of programs, their cost, and programs'

assumption, such as free-rider rates?  

MS. LYNCH:  Discussions would likely include factors that would contribute to the determination of those values, yes.

     MR. DINGWALL:  And from your earlier answer, I take it

that you would look at targeted programs within the context of dealing with the receiving segments but not in a broader consultation.  Am I correct in that? 

     MR. SMITH:  Sorry, what do you mean by targeted 

programs?  There's a specific...

     MR. DINGWALL:  Well, question 51 asks with respect to

the level of consultation that would take place with respect to low-income programs.  Low income is a sector of the population that is not represented by a rate class.  It is a subset of a rate class, and therefore a targeted program.

     MR. FARMER:  It's important to note that we're not

talking about targeted programs, which is an issue in terms

of how much effort.  But I would answer the question this

way.  We do not propose or endorse mandated consultatives

with broad bodies.  We would consult with participants

who, in our opinion, could add value to the questions at hand.  That may or may not include but is unlikely to include industrial representatives.

     MR. DINGWALL:  Moving on to question 53.  

“Union states that intervenors motivated to reduce rates argue for high DSM targets.  Can you explain how a high DSM target leads to a lower rate?”

     MR. FARMER:  Yes, higher targets that are formed for

the purpose of creating pivot points for SSM mechanisms

decrease the ability to earn an incentive.

     MR. DINGWALL:  And is there any evidence that you can

point us to that would demonstrate the premise that DSM has

ever reduced distribution rates?

     MR. FARMER:  I cannot provide conclusive proof nor

evidence to support that.

     MR. DINGWALL:  Thank you.  Number 55.  

“Union states that history has proven that targets are imprecise.  Given this, please explain how targets are imprecise when a target, by definition, is very precise.”

     MR. FARMER:  The reference is intended to deal with the process of establishing the target, and with the definition as we understand it or definition of what a target should be.

     A target should be specific, measurable, actionable,

reasonable, and achievable.  And I believe there's a “T” on

there that I left off, which is targeted.  Smart, sorry, yes.

     So if I may go back to your question, in the element

of specific, yes.  Measurable, yes.  But actionable,

reasonable, and achievable, not if the target is set too

high or the budget to achieve that target is insufficient.

     MR. DINGWALL:  Please explain - this is question

56 – Union's logic behind and the compatibility of the

following statements:

“If the SSM and budget are correctly established a target is not needed.” 

And the second statement:  

“LRAM is calculated on a volumetric basis; therefore it is logical to prevent savings estimates as a volume.”

     MR. FARMER:  The first statement refers to the need to

design the SSM and the budget in a way that they complement

each other to achieve the goals of DSM.

     The second statement refers to the way to establish

lost revenue adjustment mechanisms to retain

revenue-neutrality.  I see no compatibility or relationship

between the two.

     MR. DINGWALL:  Question 57: 

“Please explain why, if the calculation of LRAM require a target, a volumetric target

is not needed as part of a DSM budget.”

     MR. FARMER:  The calculation of LRAM does not require a target.  It requires a result so that we could calculate the lost volume.  The volume savings estimate allows a forecast of LRAM to be established if rates and reduces the size of the true-up once the true result is known.  I don't

understand link between LRAM and budget.

     MR. DINGWALL:  Question 58:  

“Please explain and provide evidence to support the statement that if targets are set correctly, this can lead to less DSM than would otherwise occur,”  -- incorrectly.  I'm sorry.

     MR. FARMER:  Incorrectly.  Thank you.  In our 

pre-filed evidence, Exhibit A, tab 2, page 40, in our response to issue 5.1, that will be Board question 5.1: 

“With the emphasis on targets combined with the threshold for the incentive, a target can be set too high and cause the utility to abandon its DSM efforts in favour of another activity where the return is more predictable.  This would result in lost benefits for energy customers and a failure to advance the culture of conservation in Ontario.”

     MR. DINGWALL:  Question 59, which is in respect of

attribution benefits.

“Can you explain and justify why the attribution should apply on a prospective basis and not on the basis to of the latest information available?”

     MS. LYNCH:  Maybe you can clarify.  I'm not sure how

this applies to attribution.

     MR. DINGWALL:  It seems that the latest information

available with respect to attribution would be demonstrative of what each party contributing to a measure would have actually put forward, whereas if you set an

attribution up in advance, you're predicting a behaviour

that you can't verify in advance because it hasn't happened

yet.  

     MS. LYNCH:  The rules of attribution are outlined in

the DSM Handbook, and there's no allowance in that for needing to update for best available information.

     MR. DINGWALL:  I'm not sure if your sidebar

conversation is about the weather or about the answer that

you've just given.

     MR. SMITH:  I’m not sure that we're going to tell you.

     MR. LAFORET:  It’s nice out there.

     MR. DINGWALL:  I'm starting to feel like Ed McMahon. 

Well, here we are in a generic hearing.  And in your

previous answer you've pointed me back to the Handbook that

you're proposing be adopted.  But what my question was,

would attribution not be better measured from looking at the actual program after it's been conducted just to make sure that the parties actually behave the way they're supposed to?

     MR. FARMER:  The proposal is to not revisit input

assumptions, including attribution, that are established in

the Handbook on a prospective basis after the fact.  And so

there is no -- I can't speculate on the answer to your

question.

     The rules of attribution were initially established, in my understanding, in the CDM hearings, where a TRC guide was established, and had been mirrored in the DSM Handbook with, I believe, the addition of an agreement between parties which would supersede those basic rules.

     MR. DINGWALL:  You have the pleasure and distinction of now having reached the last page of questions.

     The final series of questions is with respect to

emission reductions: 

“Does Union, in its current contracts

with various entities that assist in the provision of DSM services, use any language that retains any emission reduction credits or rights?”

     MR. FARMER:  No, we do not.

     MR. DINGWALL:  Are you in a position whereby you can

identify which emission or -- what volumes of emission

reductions have been achieved through Union DSM programs

since 1999?  This is question 62.  I believe Enbridge

undertook to indicate its volumes.

     MR. FARMER:  We can undertake -- we know we have a

table reference that we can't quickly get to, so we can

undertake to provide a reference or the numbers, or Tracy

could point out that at figure 1, Exhibit A, tab 2, page 3

of 52 in our pre-filed evidence, there is a table, and we

could provide the numerical values behind that.

     MR. DINGWALL:  Thank you.  

Mr. Bell?

     MR. BELL:  That will be Undertaking JT2.9.


UNDERTAKING NO. JT2.9:  TO PROVIDE NUMERICAL VALUES 
BEHIND FIGURE 1 OF EXHIBIT A, TAB 2, PAGE 3/52
     MR. DINGWALL:  Okay.  Now, has Union, in consideration

of the various emissions-trading regimes that are

under consideration at different levels of government, thought of a way in which to flow-back the financial benefits from identified emissions to ratepayers?

     MR. SMITH:  This is question 64?

     MR. DINGWALL:  Essentially.

     MR. FARMER:  We have no position currently on how we

would treat funds that may or may not result in this 

fashion.

     The market just has not emerged.  The rules are 

uncertain, and the cost and revenues from the activity just

can't be predicted.

     MR. DINGWALL:  But I take it there's no question that

any emissions credits which result from DSM programs will

flow back to ratepayers?

     MR. SMITH:  I'm sorry, Mr. Dingwall, I missed that. 

What was the question?

     MR. DINGWALL:  I take it, then, that there -- let me

ask this in a different way, now that Mr. Smith is back with us.

     Is there any question in Union Gas's mind that any

financial benefits that flow from emissions credits resulting from DSM programs will be flowed back to ratepayers?

     MR. SMITH:  Well, I think you can take it that the

answer to that question is, yes, there's a question in Union Gas's mind as to the appropriateness of that at all. 

Mr. Farmer's said that Union just hasn't formulated a

position on it, but I think you can take it that the

position could be that the benefits flow to the shareholder

as opposed to the ratepayer.  Could be the converse.  We

don't have a position as yet.

     MR. DINGWALL:  Well, it's on the issues list.  I'm

wondering when you're going develop one.

     MR. SMITH:  Perhaps when there's a market.

     MR. DINGWALL:  Well, if the Board is going to determine in this proceeding what happens with those, are you not going to be making submissions?

     MR. SMITH:  Well, Mr. Dingwall, I think you have

Mr. Farmer's answer, and I think there's not much we can add to it at this point.

     MR. DINGWALL:  Thank you.  Those are my questions.

     MR. MILLAR:  Thank you, Mr. Dingwall.  

Who is next?

     MR. HIGGIN:  I'm next.  

     MR. MILLAR:  Go ahead.


CROSS-EXAMINATION BY MR. HIGGIN:
     MR. HIGGIN:  We've already put our exhibit on the

record.  It's a common one that has questions to both

utilities.  So I don't know whether we need to give that

another exhibit for the purpose of Union or we just keep the one we have.

     MR. MILLAR:  I think we'll just keep the one we have.


MR. HIGGIN:  Now, Union may not know what that exhibit is, and perhaps you could tell them.

     MR. BELL:  That was Exhibit KT1.6, those questions.

     MR. SMITH:  KT1.6.

     MR. BELL:  Correct.

     MR. SMITH:  Thank you.

     MR. HIGGIN:  So I'll be going through that exhibit for

the common questions and the ones to Union.

     Okay.  So, as you see, we start with issue 13, targeted programs, and a segue into this is that you have a small amount of evidence, in your pre-filed evidence, and we can look at that.  That's on page 52 of 52.  Perhaps you could turn that up. 
     MR. HIGGIN:  So you've expressed the position on that

point.  My first question is:  Are you going to add to your

evidence on this issue, given, particularly, that Issues Day did expand scope of issue 13 to include the two other

sub-issues, eligibility criteria and target levels?  So

that's the first question.

     MR. FARMER:  We do not intend to provide additional

evidence on the issue.

     MR. HIGGIN:  Okay.  So you will rely - and this is the second question - only on that evidence which is on page 52?

     MR. SMITH:  Well, I think that's Union's present

intention.  If VECC or someone else leads evidence on this

issue, I believe as we indicated at the Issues Day, we may

reply to that evidence.

     MR. HIGGIN:  How do you get right of reply, Mr. Smith,

in this proceeding?  I don't see it in the Procedural Order.

     MR. SMITH:  Well, Mr. Higgin, if you object to the

filing of reply evidence at the time it's filed, we'll have

to deal with it at that time.  I don't propose to argue that issue with you now.

     MR. HIGGIN:  But your assumption is that you do

have that right?

     MR. SMITH:  Well, my only assumption at this stage is

that the only evidence on the issue is that filed by Union,

and I don't see a need to reply to Union's evidence.  If you put evidence forward, we may consider replying to it if we feel that we need to, and if we feel that the Procedural Order doesn't accommodate it now.  I'm not saying one way or the other.  We may bring a motion.  I just don't know, because there's nothing to respond to yet.

     MR. HIGGIN:  So in respect of issue, the B part of this, are you willing to provide us with any references to specific evidence that you have on the record already in prior proceedings, such as any descriptions of your 

low-income programs and eligibility criteria of those programs?

     MR. SMITH:  What we'll do is this:  If there is

additional -- my understanding is, at present, it's not our

intention to rely on any additional evidence subject to

replying to whatever you might file.

     If there is additional evidence on further reflection, we'll identify it for you.

     MR. HIGGIN:  Thank you.  That would be an undertaking,

if there is additional evidence on -- particularly on low

income and on eligibility for low-income programs, that you

would provide the references and/or descriptions.

     MR. BELL:  That's agreed to by Union?

     MR. SMITH:  Yes, that's fine.

     MR. BELL:  Okay.  That will be Undertaking JT2.10.

UNDERTAKING NO. JT2.10:  TO PROVIDE REFERENCES FOR ANY 
ADDITIONAL EVIDENCE ON ELIGIBILITY FOR LOW-INCOME 
PROGRAMS

     MR. HIGGIN:  Thank you.  So if we could now take a look at the DSM Handbook proposed.  And what I would have in my second question is, and I think you probably followed what went on with Enbridge, the basic premise is, is this Handbook designed, and are the way in which the parameters or the input assumptions are set, based on cost-of-service and/or incentive regulation?  And if it's both, what parameters have to be modified?

     For example, this comes back, then, to the fundamental

formula for incentive regulation.  Does Union think that

under, say, a price cap or revenue cap, DSM will be part of

that in the determination of the revenue requirement, or

will it be a Z-factor?  What's your assumption in putting

this Handbook together?

     MS. LYNCH:  At this point, as noted in our evidence,

Exhibit A, tab 1, page 34, the issue of the alignment

between DSM plans and a multi-year rate-making process is

better answered in the context of that proceeding, to set

the rules.

     MR. HIGGIN:  But this Handbook is being asked for,

approval of the Handbook is being sought now.  And I'm just asking a simple question.  What assumption is your

assumption regarding this -- the approval you're seeking? Is it for cost-of-service regime or for incentive regulation or both, this Handbook, that you are proposing?  

     MR. SMITH:  I think, Mr. Higgin, the Handbook has been

proposed in the context of a generic DSM proceeding, and as

Ms. Lynch indicated, how that might fit into an incentive

rate-making process, if one is ultimately to develop - as I'm sure you are aware, there is no one currently in place - that that will have to be determined at that time.       

MR. HIGGIN:  Okay.  So you would follow from the

discussion, then, yesterday with Enbridge that there will be a subsequent step, then, that may be required in both the approval and implementation of the Handbook?

     MR. SMITH:  I suppose the answer to that is I’m actually am not aware of the discussion you may have had yesterday with Enbridge on this issue.  I must admit I tried to read the transcript but did not read all of it.

    And so I'm not sure I can add to my earlier question. 

I just don't know what discussion you had with Enbridge.

     MR. HIGGIN:  Okay.  Well, let's go to it, then.

     Basically all I was trying to do was shortcut.  So look at the Handbook and then look at table 1.  Let's look at that particular one in the Handbook.  And tell me what parameters will have to be set on a multi-year basis or an annual basis based on your assumptions about an incentive regulation scheme.  Look at table 1.

     So you see there, you see some as being multi-year and

some as being annual.  Would those have to change if it's an incentive regulation plan?

     MR. SMITH:  I guess, Mr. Higgin, the question is 

entirely theoretical, because there's not an incentive

mechanism at present, nor do we know the framework, so it's

difficult to answer the question.  I think all we can tell

you is that we're seeking approval of the Handbook in this

proceeding, and the various elements of the DSM proposal put forward in Union's evidence in this case, and how, if at all, that may need to be modified or factored into an

incentive rate-making process down the road is something

that will have to be determined when that process, if it

ever takes place, takes place.

     I just don't know what the rules are going to be, nor do we know the timing.

     MR. HIGGIN:  So right now we can assume, by default,

that this Handbook applies to a cost-of-service regime?

     MR. SMITH:  Well, I'm not sure you should make any

assumptions at all.  The Handbook is being put forward in

this proceeding for approval.  That's all we can say at this point.

     MR. HIGGIN:  So let's ask about table 2, then.  And

we'll probably get a similar answer there.

     This deals with input assumptions for the calculation

of those key parameters, and therefore how would these have

to be modified?  How would this table modify?  Do you have

an opinion, in the event that incentive regulation was in

play?  Again, same answer?

     MR. SMITH:  Sorry, Mr. Higgin, you're asking question

2(c).

     MR. HIGGIN:  Correct.

     MR. SMITH:  Okay.

     MS. LYNCH:  No changes would be required to that table.

     MR. HIGGIN:  If there was incentive regulation.

     MS. LYNCH:  Regardless of the -- whether it's a

cost-of-service or incentive regulation.

     MR. HIGGIN:  Okay.  Thank you.  

Can we go to (d).  Can you tell us, either by descriptive or how the links between DSM savings, target or volumes - we won't use the word “target” - will operate under an incentive regulation scheme on the assumption that there is no volume forecast, for example, as most schemes do not have a volume forecast? 


So how will it work?  Just anecdotally, or if you would like to take an undertaking and expand on how it would be done.

     MS. LYNCH:  The LRAM has always been an annual deferral clearance after year-end, and regardless of if we're under an incentive regulation or not, it would be made to stay that way.

     MR. HIGGIN:  So the fact that there is no volume

forecast then means what happens to that LRAM amount that

has been just approved or calculated for the prior year?

     MR. FARMER:  It would be recovered through a deferral

account, as we do now.

     MR. HIGGIN:  But it wouldn't -- but the volume forecast wouldn't be reset to reflect that; correct?

     MR. FARMER:  That's correct.

     MR. HIGGIN:  Under a multi-year plan.

     MR. SMITH:  I don't know what's going to happen under the multi-year plan, but our current intention is that –-the current understanding is that this is something that wouldn't need to be changed.

     MR. HIGGIN:  Wouldn't be need --

     MR. SMITH:  Would not.

     MR. HIGGIN:  Okay.  Shall we go to question 3, market

transformation.  The first part of this is quite

straightforward.  You've offered in support of your evidence -- so, first of all, let's go to the Handbook and the definition on page 13.  Do you have page 13?

     And then you offered the C-line report, which

has at page 1, which is A, tab 2, appendix B, another

definition of market transformation.  And I'm just asking

you, first of all, whether these two are totally in line

with one another, and why you didn't adopt the C-line

definition.

     MR. FARMER:  I'm afraid I can't give a reason as to why we didn't adopt, nor can I actually confirm that they're different without some time -- we adopt the definition in the Handbook, which says there's a reduction in market barriers due to a market intervention as evidenced by a set of market effects that last after the intervention has been withdrawn, reduced or changed.

     MR. HIGGIN:  I can read that.  Just take it that 

there's a certain difference between that definition and the C-line definition.

     So then can I ask you, the second part is resource

acquisition.  Do you have a definition that perhaps could be put in the Handbook, if we wanted to distinguish market

transformation from resource acquisition?

     MR. FARMER:  The Handbook is a joint submission, so to

insert a definition of the Handbook would require

consultation on the definition.

     I define it as a starting point for such a

consultation as resource acquisition treats efficiency

measures and actions as a form of asset and attempts to gain as much of a asset as possible.

     MR. HIGGIN:  Okay, well, Enbridge offered a definition

themselves yesterday.  I know you haven't had chance to read the record.


MR. FARMER:  No, unfortunately we were...

     MR. HIGGIN:  So the question, then -- I think we better have an undertaking because I think that's an important thing.  That is, if you would review the Enbridge

definition and between you confirm a definition that you

would use for resource acquisition.

     MR. SMITH:  I guess, Mr. Higgin, I'll take it under

advisement.  I'm not really sure of the utility of what

you're asking for in the context of this proceeding, so

I'll have to think about it.

     MR. HIGGIN:  Mr. Smith, we're just trying to say,

you've offered a definition of market transformation.  You

rely on that in terms of offering programs and an incentive. 


I'm just asking to provide what is the existing definition for the other types of programs and that you rely on, and then you use that in terms of designing your programs and your incentive.  It's a simple thing.  If you look at many utilities, they have both types of programs, they are separately defined, they are separately offered and approved, and they have different incentives.

     That's it.

     MR. SMITH:  I guess I just don't see the basis for the

question, and I'm not trying to be obtuse, so I'll review

the transcript and I'll give you our position.

     MR. HIGGIN:  So you won't even take an undertaking to

do that?

     MR. SMITH:  No.

     MR. HIGGIN:  Okay.  That's not very helpful, I'll say.

     Okay.  Provide, now, the references for your proposed

MT incentive, which is set out on page 10 of the Handbook. 

We'd like to know, will you have a consultant's report?  Do

you have a review of models of MT incentives in other

jurisdictions, for example, Massachusetts and so on?  What is the basis of that incentive that you are offering on page 10?  What is the basis of that?

     MR. FARMER:  I have no references to that effect, and I know of know additional utilities other than ours -- well, we don't have one currently.  We're proposing one.  I know of no utilities with this incentive.  It was created in a discussion between Enbridge and Union.

     MR. HIGGIN:  Okay.  That's the first part.

     Now, which other utilities have a similar MT 

incentive?

     MR. FARMER:  I know of no additional utilities.

     MR. HIGGIN:  I would suggest to you that Navigant, in

looking at incentives, must have looked at other utilities and noted whether they had or not an MT incentive, as distinct from an SSM type thing.  So would you inquire of Navigant to see whether indeed they did?

     MR. SMITH:  We'll make that inquiry.

     MR. HIGGIN:  Thank you.

     MR. BELL:  That would be Undertaking JT2.11.


UNDERTAKING NO. JT2.11:  TO INQUIRE OF NAVIGANT IF 
THEY LOOKED WHETHER OTHER UTILITIES HAD AN MT 
INCENTIVE
     MR. HIGGIN:  Thank you.  Now, could I go number 4. 

Basically just to confirm in (a) that you don't suggest

there be a performance-based threshold in order for

eligibility for the SSM?

     MR. FARMER:  That is correct.

     MR. HIGGIN:  And then I point you to the Navigant

report at page 24.  And if you would like to turn that up. 

You have page 24?

     MR. FARMER:  Yes.

     MR. HIGGIN:  And the third bullet there.  Would you

like to comment, then, regarding what is the finding of

Navigant relative to that?  

     MR. FARMER:  The Navigant report is an assessment in

other jurisdictions, so in this situation the assessment

that you refer to is that utilities have a minimum

performance level that they must exceed in order to be

eligible for an incentive.

     Our current experience and our proposal in this

project is such a threshold demotivates and could result in

less DSM; therefore, it is not appropriate here in Ontario.

     MR. HIGGIN:  Okay.  We had a discussion with Enbridge

on (c) so I'm going drop that, 4(c).  Now, you got both the Navigant and Vernon, B. Vernon, IndEco, reports, I believe you only sponsored the Navigant; correct?

     MR. FARMER:  Correct.

     MR. HIGGIN:  So in the Navigant study, would you please undertake to show which utilities, not only -- picking up on page 24, which utilities do have a threshold of those that are subject to the Navigant report, please. 

     MR. SMITH:  We'll make that inquiry.

     MR. HIGGIN:  Thank you.  Undertaking?

     MR. BELL:  That will be Undertaking JT2.12.


UNDERTAKING NO. JT2.12:  WITH REFERENCE TO THE


NAVIGANT STUDY, TO SHOW WHICH UTILITIES DO HAVE A
THRESHOLD OF THOSE THAT ARE SUBJECT TO THE NAVIGANT
REPORT
     MR. HIGGIN:  Thank you.  Now I'd like to go to the 

questions to Union starting with number 8, please. Thank you.  

I just was trying to understand exactly the calculations for the budget cap of 3 percent.  First of 

all -- well, you provide your construct of that.  Does it

include gas cost?  Does it include total distribution,

delivery -- delivery, distribution, you know, et cetera,

et cetera?  What is the parameter that you're relying on here, please?  If you could just give us that understanding, because there's a bit of confusion around the table, and maybe it's our confusion.

     MR. FARMER:  Yes, infranchise delivery distribution

revenue.

     MR. HIGGIN:  Okay.  Delivery, distribution, same word?

     MR. FARMER:  Our understanding is the two are 

essentially the same.

     MR. HIGGIN:  Infranchise, but excluding -- now, what would be excluded?  Just help us with that in terms of your total revenue requirement.  Maybe it would be better to have an undertaking, just to say, Here's the revenue requirement, infranchise.  


Just, sorry, to help.  I'm trying to understand.  If you look at table 2, it's just trying to understand, if we were to do it in this context of table 2 in your evidence.      

MR. FARMER:  In the pre-filed evidence?

     MR. HIGGIN:  Yes.  Yes, please.  And that would be

helpful, just to make sure we have a common understanding of your proposal, not that necessarily we'll agree but at least we'll have a common understanding.

     You've got total sales revenue, and then you've got

total delivery revenue, then you've thrown in this

infranchise other piece of it here.  Can we try to

understand?  Or you could do an undertaking.  I don't mind.

     MR. SMITH:  Yes, we'll provide that by way of

undertaking.

     MR. HIGGIN:  Thank you very much.  That would be

helpful.

     MR. BELL:  That will be Undertaking JT2.13.
UNDERTAKING NO. JT2.13:  TO PROVIDE A DETAILED 
EXPLANATION OF TABLE 2 IN UNION’S EVIDENCE
     MR. HIGGIN:  And that should cover off, I believe, (b)

as well.  Thank you.

     Now, the question of the proposed cap, you are not

proposing a DSMVA or variance at all to budget.  Just

confirm that, because then (c) wouldn't apply.  Is that

correct?

     MR. FARMER:  Well, we are not proposing a variance for

the purpose of overspending.  There would be one for the

purpose where the expenditures were not as great as the cap.

     MR. HIGGIN:  Okay.  So since that would be under the

cap, it wouldn't matter.

     So, okay.  Now, will your calculations show the budget cap for just -- for 2 percent of distribution-only revenues?  That was the question.  Will you be willing to provide that within the undertaking?  Is that okay?

     MR. SMITH:  I think we can just tell you the answer

right now.

     MR. FARMER:  The question asked is 2 percent of

distribution revenues is $11.7 million.  Actually, in

answer to your question, I think it's very similar to the

previous undertaking.

     MR. HIGGIN:  Good.  Okay.  So I have that on the 

record.

     And then the other part, (c), is, do you have a view

on what we would call indirect expense, that's the

administration -- the O&M, the O&M component of the program.

     And should there be a cap; if so, how should that

be related to -- what should that cap be?

     MS. LYNCH:  The indirect expenses would be included in

the overall budget cap.

     MR. HIGGIN:  Right.  And you wouldn't have a specific,

so the split between direct and indirect is up to the

utility, is your position?  Or would you have a separate cap or percentage set for the indirect expenses versus the

direct?

     MS. LYNCH:  There would not be a separate cap.

     MR. HIGGIN:  Okay.  Thank you.  Go to the next 

question, please.  This is to say, have you thought, again,

in the event that there's a multi-year DSM plan, what would

be the involvement of stakeholders, ratepayers, OEB Staff,

in the annual results reporting and approval of the next

year's input and other assumptions?  What do you see as

being the process and the engagement of these groups during

a multi-year plan?

     MS. LYNCH:  During a multi-year plan, all of the input

assumptions would be fixed, under our proposal.  We would

provide an annual report of results to the Board which would be reviewed in a Board-approved process.

     MR. HIGGIN:  And what would be the engagement, then, of stakeholders, ratepayers, in that process, as you see it? 

     MS. LYNCH:  That would be determined by the Board.

     MR. HIGGIN:  At the moment your proposal proposes that there's no audit committee required.

     MR. SMITH:  Correct.

     MR. HIGGIN:  Am I correct?

     MS. LYNCH:  That is correct.

     MR. HIGGIN:  You would file your results with the 

Board, and therefore it would with be up to the Board as to

what process to use for those results.  Is that how you see

it?

     MS. LYNCH:  We would file audited results with the

Board, and they would determine the process.

     MR. HIGGIN:  Right.  Thank you.  I just wanted to have that clarified.

     We dealt with 9, unless Mr. Smith is going to tell me

whether or not he will provide information on how LRAMs will work in a multi-year plan.

     Fuel switching is the last question, number 10.  Do you have information on how much Union spent on fuel switching in prior years, including the current year? 

Because we're trying to establish a baseline for fuel-
switching expenditures prior to the going in, if a 

fuel-switching program is approved, which is your proposal.

     MR. FARMER:  Yes, I understand.  We have not maintained separate budget records for fuel-switching activities.  It is a part of the overall marketing budget.

     MR. HIGGIN:  Okay.  So there's no baseline, then, that we can judge by your proposed fuel switching initiatives?

     MR. FARMER:  No.  I believe the baseline would be zero

at this time.

     MR. HIGGIN:  Okay.

     MR. FARMER:  By “baseline” - let me clarify - you were

looking for a current level of results.

     MR. HIGGIN:  No, I'm looking at expenditure and/or

results, if you have them.  In other words, how much O&M

and/or capital is now part of the group cost-of-service for

fuel switching.

     MR. FARMER:  The answer to your question is,
unfortunately, I don't have the data to provide a baseline.

     MR. HIGGIN:  Okay.  Then, (b) is, do you have a proposal at this point for a global amount for fuel 

switching going forward or O&M and capital under the program?  Perhaps it's not going to be 2007, you know, whatever year, the three-year horizon for fuel switching, do you have global budgets either in percent of throughput or...?  You have global budgets?

     MR. FARMER:  Let me clarify, when you say global 

budget, because in this proceeding we have proposed a

specific budget for fuel switching, are you referring to

that budget?

     MR. HIGGIN:  Yes.  Yes.

     MR. FARMER:  Which is 2 percent of the

distribution revenue, or about 11.7 million?


MR. SMITH:  Per year.

     MR. HIGGIN:  Okay.  Per year for three years?

     MR. FARMER:  The term of the duration of the fuel-switching plan.

     MR. HIGGIN:  Right.

     MR. FARMER:  Yeah, it's outlined at Exhibit A, at tab 

2, page 28 of 52 of the pre-filed evidence.

     MR. HIGGIN:  And I'm just look -- can you tell me, does that include the specific metrics for volumes, customers, et cetera?  Is that also in there?

     MR. FARMER:  No.  A specific implementation plan has not currently been developed.


MR. HIGGIN:  The budget, but not the actual expected results?

     MR. FARMER:  A specific implementation plan for 2007 has not been developed for fuel switching.

     MR. HIGGIN:  Okay.  Thank you.  

     MR. HIGGIN:  Those are my questions, thank you,

Mr. Millar.

     MR. MILLAR:  Thank you, Mr. Higgin.  

Ms. Girvan, are you next?

     MS. GIRVAN:  I think I am.

     MR. MILLAR:  That's fine with me.  Do you have a time

estimate?  It's about a quarter to 12.

     MS. GIRVAN:  You know what I think, I think it's been

really cut down to a large extent because I'm looking at Union’s tables, and I think they’ve provided a lot.  So I think I can cut it down to about 15 to 20 minutes.

     MR. MILLAR:  Oh, that would be great.

     MS. GIRVAN:  If that's okay.

     MR. MILLAR:  Great.  Thank you.


CROSS-EXAMINATION BY MS. GIRVAN ON BEHALF OF IGUA:
     MS. GIRVAN:  Just to be clear today, I'm asking some

questions first on behalf of IGUA.  Mr. DeRose couldn't be

here today.

     MR. BELL:  I'll attach an exhibit number to that?

     MS. GIRVAN:  Pardon me?

     MR. BELL:  I'll attach an exhibit number as well.  

KT2.7, IGUA's questions.


EXHIBIT NO. KT2.7:  IGUA’S QUESTIONS TO UNION GAS 
LIMITED
     MS. GIRVAN:  So I see in question 1, which is a table

that sets out the number of statistics, that you've provided that as table 1 in your Exhibit A.

     MS. LYNCH:  In response to question 1, yes.

     MS. GIRVAN:  Yes.  Okay.  Thank you very much.

     Now, I'm just not clear, you can point me in the right

direction.  I've gone through these tables, and at least on

my questions I've covered some things off or crossed them

off, but in question number 2, I'm not clear if you've

provided that, which is, for each of the years 2000 to

present, the allocation of both the DSM budget and the SSM

payout by rate class.

     MS. LYNCH:  That has not been completed in the tables

that you have, but we will undertake to provide that

information.

     MS. GIRVAN:  Thank you.

     MR. BELL:  That will be Undertaking JT2.14.


UNDERTAKING NO. JT2.14:  TO PROVIDE ALLOCATION OF DSM 
BUDGET AND SSM PAYOUT BY RATE CLASS

     MS. GIRVAN:  Okay.  The next question is if you would

provide a detailed explanation of all the inquiries made to

your shareholders and/or senior management that relate to

the level of incentive required by the shareholder to

continue DSM programs.  Were these requests made in writing?  Please provide those requests; and where they were made orally, please provide a summary.

     MR. SMITH:  What we'll do, Ms. Girvan, is we'll

consider our position with respect to the appropriateness of the question and get back to you.

     MS. GIRVAN:  Okay, so is that for number 4 as well?  

     MR. SMITH:  Yes.

     MS. GIRVAN:  Okay.  Okay.  Question number 5 is:

“Please provide copies of any or all planning or business case documents pertaining to the proposed changes to the SSM, the DSM Handbook, and the impact the Handbook will have on the payout to shareholders.”


I'm assuming you'll get back to us on that one as well?

     MR. SMITH:  Yes.

     MS. GIRVAN:  Okay.  So, Mr. Bell, did you want to do

three undertakings for that?  

     MR. BELL:  Yes, actually, for question number 3, that

will be JT2.15.


UNDERTAKING NO. JT2.15:  TO PROVIDE A DETAILED 
EXPLANATION OF INQUIRIES MADE TO SHAREHOLDERS AND/OR 
SENIOR MANAGEMENT RELATING TO LEVEL OF INCENTIVE

     MR. BELL:  Question number 4 will be JT2.16 and

question number 5 will be JT2.17.


UNDERTAKING NO. JT2.16:  TO PROVIDE AN ANSWER TO IGUA 
QUESTION 4

UNDERTAKING NO. JT2.17:  TO PROVIDE AN ANSWER TO IGUA 
QUESTION 5
     MS. GIRVAN:  Okay.  Thank you.  Number 6:

“It is IGUA's understanding that any and all payouts made pursuant to the SSM will flow directly to Union's respective shareholders. 

Please confirm that this is correct.”

     MR. FARMER:  Union's shareholders receive a portion of

the net societal benefits achieved through DSM programs. The SSM payment does go directly to the shareholder.

     MS. GIRVAN:  Thank you.  


“Please confirm that the operation of the DSM, 


O&M budget, the DSMVA, and the LRAM in 




combination ensure that Union is held whole for 


its respective DSM costs and do not suffer 



financial losses as a result of its DSM 



activities.”
     MR. FARMER:  The answer is that it is true.  However, it does not compensate Union for opportunity costs of efforts that have to be diverted to the activity of DSM 
MS. GIRVAN:  Okay.  Thank you.  Question number 8's been covered off.  Question number 9:  

“Please provide complete particulars of any a

reviews or studies, including internal/external studies, reviews, addressing attribution of benefits.”

     MS. LYNCH:  Union does not have reviews or studies

related to the attribution of benefits.  The TRC guide for

electric utilities was reviewed.

     MS. GIRVAN:  Okay.  Thank you.  And I'm assuming

question 10 that you have the same answer?

     MS. LYNCH:  That's correct.  There are none.

     MS. GIRVAN:  Okay.  Those are IGUA's questions.  I'll

just move to mine.  I think I can try to race through these

fairly quickly.


MR. BELL:  All right.  Before we start, it would be

Exhibit KT2.8, CCC questions.


EXHIBIT NO. KT2.8:  CCC’S QUESTIONS TO UNION GAS 
LIMITED

CROSS-EXAMINATION BY MS. GIRVAN ON BEHALF OF CCC:
     MS. GIRVAN:  Thank you.  Question 1 is looking for your existing DSM programs.  I see you filed a schedule.  Is it Exhibit B?

     MS. LYNCH:  The program descriptions are in Exhibit B.

     MS. GIRVAN:  Okay.  Is it possible for you to list the

volumetric savings achieved for each program?

     MR. FARMER:  It is possible.  And there has been some

change of programs, so there may not be some continuity in

results, but it could be a summary of the results by the,

for example, new build construction and the existing

residential customer.

     MS. GIRVAN:  That would be helpful.

     MR. BELL:  Okay, that will be undertaking 2-18.


UNDERTAKING NO. JT2.18:  TO PROVIDE SUMMARY OF RESULTS 
FOR NEW BUILD AND EXISTING RESIDENTIAL CUSTOMERS
     MS. GIRVAN:  I'm just assuming that we can sort of run

through these quickly, that in our question number 2, that's been covered off in table 9 and table 3.

     It's a breakdown by sector, and you've done it by rate class, which is, I think, from our perspective, good enough.  So I'm just trying to make sure that we've covered that all.

     And the TRC benefits, have you provided those by rate

class?

     MS. LYNCH:  No, we haven't provided them by rate class.

     MS. GIRVAN:  Is that possible?

     MR. SMITH:  We don't think it is.

     MS. GIRVAN:  Okay.  Thanks.

     Moving on to question 3, about the two programs that

were discontinued, and you've provided that information to

me in table 6?

     MS. LYNCH:  That is correct.

     MS. GIRVAN:  Thank you.  And question 4, about the

overall program budgets and the amount that represents

incentives, you've provided that in table 7?

     MS. LYNCH:  That is correct.

     MS. GIRVAN:  And if I read that table correctly, is it

true that the majority of the program costs are incentives? 

If I look at table 7 and I look at market and program

support, it seems to me that the first two columns, do

those represent program budgets?

     MR. FARMER:  Yes, they do.

     MS. GIRVAN:  Okay.  So it's fair to say that the

majority of program costs are incentives paid to customers?

     MR. FARMER:  Yes.

     MS. GIRVAN:  Okay.  Thank you.

     Question number 5:

“Please provide a list of all research projects that have been undertaken to determine or

assess DSM input assumptions.”

     MS. LYNCH:  The list is currently being compiled so we

would provide that as an undertaking.

     MS. GIRVAN:  Thank you.

     MR. BELL:  That will be Undertaking JT2.19.


UNDERTAKING NO. JT2.19:  TO PROVIDE LIST OF RESEARCH 
PROJECTS TO DETERMINE OR ASSESS DSM INPUT ASSUMPTIONS

     MS. GIRVAN:  Okay, question number 6, you've provided

that in table 3, I believe.

     MS. LYNCH:  That is correct.

     MS. GIRVAN:  Question 7 I'll just skip, because you've

covered that off to some extent through your other answers.

     Question number 8 is covered off in table 8.

     MS. LYNCH:  That is correct.

     MS. GIRVAN:  Thank you.  And this is really just a question I'm sort of struggling with.

     Union's indicated that it supports a DSM term that's

consistent with any multi-year plan.  And you've also

indicated that you believe the assumptions should be fixed.

     I guess what we're looking for is, from Union's

perspective, in the context of an increased emphasis on

conservation and demand management in Ontario, is it

realistic to assume that input assumptions like free-ridership will remain constant?

     MR. SMITH:  I guess your question continues to say,

over the next five years, Ms. Girvan, you omitted that part.

     MS. GIRVAN:  Yeah, sorry.

     MR. SMITH:  I guess what I would say in response to

that is, Union's proposal is for three years or whatever the --

     MS. GIRVAN:  Okay, three years, then.  

It just seems to me that in the context of whatever's going on in the market, that it's not realistic

to assume that free-ridership rates, for instance, won't

change.  And I just wanted your views on that.  

     MS. LYNCH:  Fixing the input assumptions is necessary

to plan and implement effectively, and although better

information may become available over the course of a 

multi-year plan, it's reasonable to assume that changes are

likely to even out on balance, so there wouldn't be any 

harm, if there was a significant change, we have proposed a

process by which an adjustment could be made.  

MS. GIRVAN:  Okay.  That's fine.  Thanks.

     The next question, number 10, I think you've covered

off with how you calculate distribution revenue.  

And I just wanted a clarification.  Explain to me just briefly how you differentiate between direct and indirect costs.  Someone may have covered this off and I may have missed it.

     MS. LYNCH:  Direct costs are those that can be linked

to a specific program, whereas indirect would be all other

costs.

     MS. GIRVAN:  All other costs.  Okay.  Including partial staff costs, do you have anywhere that indirect and direct are defined, or is it sort of a judgment call? 

     MR. FARMER:  I think it can be described as a judgment

call, and there has been some issue over the last number of

years, as we've adapted to higher staffing levels, of having direct labour that is fully dedicated and direct labour that is partially.

     And certainly we're not looking at these as being

issues of a generic hearing, but in our proposal moving

forward, we would clearly lay out what direct costs and what indirect costs are.

     MS. GIRVAN:  Okay.  Thank you.

     And I know that you've proposed a budget determination

mechanism which would translate into a $16.9 million budget

for 2007.  And I just am sort of looking at where you're at

now, in both 2005 and 2006, and really looking as to

whether you think that's a realistic budget in the sense

that you could spend that money in a cost-effective way in

2007.

     MS. LYNCH:  Yes.  We believe that if we have a plan

approved prior to the start of 2007, that the money could be spent in a cost-effective way.

     MS. GIRVAN:  Okay.  Thank you.  I'm going to skip

question 13.  And I think in question 14, just to confirm,

you're proposing there wouldn't be any stakeholder

involvement in any evaluation or audit processes?  

     MS. LYNCH:  We're proposing that we would file an 

audited report with the Board and would be reviewed through

a Board-approved process to the extent that could include

stakeholder --

     MS. GIRVAN:  So, but up to that point it's --

     MS. LYNCH:  That's correct.

     MS. GIRVAN:  Question 15:

“Does Union see value in coordinating its market transformation efforts with OGD, the OPA and others?  If so, how does this coordination fit into the proposed framework, DSM framework?”

     MR. FARMER:  Certainly Union does see benefit in

coordinating with the other parties, and it could include

the parties named.  I don't believe it would be any

different where partnership occurred.  We would set a goal for market transformation and budgets would be established and the SSM calculation would apply.

     MS. GIRVAN:  Okay.  Thank you.  It's not clear to me if you're seeking a separate approval process of your market transformation budget and incentive mechanisms?

     MR. FARMER:  We're not.  The specific proposals would

be part of the multi-year plan and the budget would be

included within our proposed budget cap. 

MS. GIRVAN:  Okay.  So it would be within the 3 percent.

     MR. FARMER:  Yes.

     MS. GIRVAN:  At this stage, have you considered how much you propose to spend on market transformation?

     MR. FARMER:  No, specific budgets have not been

established.

     MS. GIRVAN:  Okay.  With respect to the fuel-switching

program budget of 2 percent of distribution revenue, how was this level determined?

     MR. FARMER:  Well, the level is based on an estimate of Union's contribution to what we hope will be a coordinated effort with the Ontario Power Authority, provincial government, municipal electric utilities and any other parties that have an interest.

     There is an estimate that $765 million over five years would be required on a province-wide basis to avoid

approximately 2,000 megawatts of generation, and Union is proposing through this process that it have access to approximately 60 million of resources if this process were for 5 years, recognizing that it's for three years or the length of a multi-year incentive plan, 11.7 per year with the balance coming from the other utilities and government.  And that's about 8 percent of the provincial initiative.  It coincides with 2 percent of distribution revenue, and was expressed that way so that there was symmetry in the budget methodologies of DSM and fuel-switching programs.  

If other utilities do not gain access to funding,

Union can still engage fuel-switching projects and generate

results which would be scaleable, although not necessarily

on a one-to-one scale.

     MS. GIRVAN:  Okay.  Thank you.  And this is something

that we're struggling with.  How would ratepayers assess the cost-effectiveness of any fuel-switch programs in the sense that if others are going to be involved, how can we assess that -- I'll just read the question.

“If fuel switching is expected to provide 
benefits associated with the demand, supply, and 
balance in the electricity sector, how will Union 
ensure that costs and benefits are appropriately 
allocated?”

     MR. FARMER:  Union will screen the programs on a TRC

basis with a portfolio of greater than one, which assures

that ratepayers of the programs will have a positive

societal benefit, and Union has actually screened a number

of commercial, residential, and industrial technologies and

assessed the TRC value of each.  They are included at table

10 of Exhibit KT2.1.

     MS. GIRVAN:  So you're relying largely on the TRC to

demonstrate cost-effectiveness.

     MR. FARMER:  We are relying on the TRC to demonstrate

that it is cost-effective.

     MS. GIRVAN:  Number 20:  

“Please provide a list of all reports and analysis that Union has done, either internally

or through external consultants, regarding fuel switching.  Please provide copies of the reports.”

     MR. SMITH:  We'll consider our position and get back to you.

     MS. GIRVAN:  Pardon?

     MR. SMITH:  We'll consider our position and get back to you.

     MS. GIRVAN:  Okay.  I think I need an undertaking for

that.

     MR. BELL:  That will be Undertaking 2.20.

UNDERTAKING NO. JT2.20: TO provide a list of all 
reports and analysis that Union has done, either 
internally or through external consultants, regarding 
fuel switching; To provide copies of the reports
     MS. GIRVAN:  Okay.  Question 21:  

“Union's proposing to report on its fuel switching effort on an annual basis in a similar fashion to the DSM reporting.  If Union's 

fuel-switching efforts are successful, why wouldn't there be a need to adjust revenue on an annual basis in a similar fashion to

an LRAM?”

     MR. FARMER:  As with DSM, Union requires an incentive

to conduct a fuel-switch program on a large scale.  Now, the question is why is it not regular marketing?  And if I can answer that question, Union would actually not direct will the resources necessary to use technologies as part of a regular marketing program.  

If you consider the example of a gas range, the incremental cost of a gas range versus an electric range would be $400, which yields a payback for the customer of some where around 12 years. 
What this means is that in order for the customer to make this an economic decision, there needs to be a significant incentive, bringing it somewhere to the two- to three-year range.  So that incentive could be considerable if you consider that Union get a delivery margin of less than $7 per year from a gas range, we wouldn't in the normal course of business bring the money to bear that would cause the action to happen on a scale required.  Therefore we require access to a budget.

     Now, if some form of a gained revenue adjustment were

applied, Union would become revenue-neutral, and would

therefore have no incentive.  What we're saying in this

situation is that, if we have access to the budget, the

incremental incentive comes from the incremental volume,

which, when it's rebased, would result in lower rates because of higher throughput.

     MS. GIRVAN:  Okay.  Thank you.  I think -- I'm not sure if this has been asked before, but number 22 is:

“Based on its current view of the market, what volumetric targets would Union consider to be achievable over the next three years, assuming a $16.9 million annual budget?”

     MS. LYNCH:  Union does not currently have a plan for the next three years and we're not advocating the use of a

target.

     With our current plan for 2006, which has a TRC target of $217 million, which within our plan equates to a

stretch volume estimate of approximately 93 million M3s, the level of budget here is required to reach and sustain the savings level.

     MS. GIRVAN:  Okay.  Thank you.

     I found this confusing in your evidence, but I think

it's been cleared up.  But, just to clarify, at one point in the evidence, on page 37 you say that "all input assumptions will be reviewed during the multi-year planning cycle"; and then "the onus will be on the utilities to review and renew the input assumptions for use in a test year.”  And those renewed assumptions will be tested in a regulatory forum at that time.  And then you've also advocated a position that you want to fix those input assumptions.

     I wasn't clear what you meant in the first

statement, given your proposal to fix the assumptions.

     MS. LYNCH:  Over the course of the multi-year plan, we

would review the input assumptions and renew any as

required.  But those would be applied going forward in the

next multi-year plan.

     MS. GIRVAN:  Okay.  Thank you.

     I think I'm going to leave number 24, because it's

similar to what IGUA's already asked.  It goes to how

your shareholders determine the appropriate level of

incentive.  So I'll leave that.

“With respect to the role of the consultative, please provide the following, the cost of the consultative for each year since 1997, breaking out stakeholder costs by organization and the cost of the audit for those years.”

     MS. LYNCH:  We're currently working to provide this

information.  We'll undertake to do so.  We're not sure if

we can go back that far in the level of detail being

requested.

     MS. GIRVAN:  Okay.  Best efforts would be helpful.

     MR. BELL:  That will be Undertaking 2.21.


UNDERTAKING NO. JT2.21:  TO PROVIDE COST OF THE 
CONSULTATTIVE FOR EACH YEAR SINCE 1997

     MS. GIRVAN:  Okay.  Just a question.  I'm not clear --

well, I'll just read the question.

“Please explain how Union would determine the

appropriate level of expenditures for research in any given year.”

     MS. LYNCH:  It would be determined during the planning

process when we look at what areas we'd like to focus on.

     MS. GIRVAN:  Okay.  So there's no sort of set

percentage or anything like that?

     MS. LYNCH:  No.

     MS. GIRVAN:  Okay.  And I'm assuming those

expenditures are expected to be undertaken within the

proposed cap?

     MS. LYNCH:  That is correct.

     MS. GIRVAN:  Okay.  Okay.  We've got -- I think 27 has

been covered off in one of the schedules.

     Savings per rate class.  Yes, thank you.

     And with respect to attribution, you talk about

partnership agreements between Union and OEB-regulated LDCs.  How would this process work, subject -- sorry.

     With respect to attribution, would any partnership

agreements between Union and OEB-regulated LDCs be subject

to Board approval?  How would that process work?

     MS. LYNCH:  The rules -- no, the rules of attribution

will be established in the DSM Handbook, and then Board

approval would not be required.

     MS. GIRVAN:  Okay.  And just one more question on

attribution.  


Would Union be opposed to determining up front

DSM attribution levels on a case-by-case basis?  So the

process that I envision, if you come forward with your plan

at the end of this year or later this year, and you've got,

say, three programs that you're delivering jointly, I know

what the Handbook says, but I'm just trying to understand

why you wouldn't be open to considering the arrangement on a case-by-case basis.

     MS. LYNCH:  We're advocating the rules-based approach

in what's outlined in the DSM Handbook, and that's our --

and that we would follow those rules of attribution.

     MS. GIRVAN:  Okay.  Thank you.  Those are my questions.

     MR. MILLAR:  Thank you, Ms. Girvan.  I think it makes

sense to break for lunch now, but before we do, could I just get an indication of who's left and perhaps some time

estimates?

     MR. POCH:  We're still to go, and judging from how

quickly it's gone today, I'm saying probably under an hour.

     MR. MILLAR:  Mr. Poch, I know you have a flight to

catch.  Do you want to go next or had you discussed that with the other parties?

     MR. POCH:  I haven't.  I would appreciate it just so

there's no stress for me and my other colleagues.  We all

have to catch flights, if that's not an inconvenience.

     MR. MILLAR:  Okay.  Anyone have a problem with that? 

Mr. Akins, do you have some questions?

     MR. AIKEN:  No, I'm happy to report that all my

questions have been covered by other parties this morning.

     MR. MILLAR:  Is there anyone else who's going to be asking questions?  Mr. Shepherd, I assume he's going to be attending this afternoon.  I e-mailed him this morning and haven’t heard from him.  Has anyone heard from Mr. Shepherd?

Okay.  Mr. Adams as well I know has questions for

Union, and I don't see him, nor have I heard from him.  Maybe I'll try him over lunch.

     MR. SMITH:  Well, you don't need to be too helpful.

     I don't know if Mr. Manning has any questions.

     MR. MANNING:  I have one or two questions arising from

Exhibit B produced today.

     MR. MILLAR:  So that will be just a few minutes?

     MR. MANNING:  Yeah.

     MR. MILLAR:  So why don't we break and try and come

back for 1:15, and we'll try and finish this as quickly as

possible.  Thank you.

     MR. SMITH:  Sorry, Mr. Millar.  I understand Mr.

Manning may have some questions.  Of course, the Board's

Procedural Order provided that those questions be provided

in advance.  So, while normally I would perhaps object more

vigorously, if we're just talking about a couple of

questions, perhaps if I could be provided with those now,

that would be appreciate appreciated.

     MR. MILLAR:  Maybe I'll let Mr. Manning tell you offline, and then you can -- they may just be by way of

clarification, but you can tell us your position on answering then when we get back from the break.

     MR. SMITH:  Thank you.

     MR. MILLAR:  Thank you.


--- Luncheon recess taken 12:14 p.m.

--- On resuming at 1:20 p.m.


PRELIMINARY MATTERS:
     MR. MILLAR:  Okay, Mr. Poch.  I think you're next.  

Mr. Shepherd will be attending, sorry, Mr. Smith, but he's

on his way.

     MR. SMITH:  Absolutely no reason to apologize.  I look

forward to his participation.

     MR. MILLAR:  And I also left messages for Mr. Adams and Mr. MacIntosh, so I assume we'll be seeing them as well.  So the next step is Mr. Poch, unless there are any preliminary matters?


MR. SMITH:  There is one preliminary matter, Mr. Millar, which I believe we'll need an exhibit number for.  Mr. Shepherd, I believe it was, had asked for the curriculum vitae of the authors for the reports found at appendix A and B of Union's evidence, and those are being distributed by Mr. Goulden right now.

     MR. MILLAR:  Thank you, Mr. Smith.  That will be KT2.9.

EXHIBIT NO. KT2.9:  CURRICULUM VITAE OF AUTHORS OF 
REPORTS FOUND AT APPENDIX A & B OF UNION’S EVIDENCE

     MR. MILLAR:  Unless there are any more preliminary

matters?


Mr. Poch?

CROSS-EXAMINATION BY MR. POCH:
     MR. POCH:  Just on that, has there been any

determination yet which of these folks will be witnesses

before the Board?

     MR. SMITH:  There has not.

     MR. POCH:  Okay.  Turning to the Green Energy Coalition questions for Union Gas, I guess we should get an exhibit number for that.

     MR. McCOMB:  That's going to be 2.22.

     MR. POCH:  No, it's going to be KT2.10; is that 

correct?

     MR. MILLAR:  That's right.  KT2.10.

EXHIBIT NO. KT2.10:  GEC’S QUESTIONS TO UNION GAS

CROSS-EXAMINATION BY MR. POCH:

     MR. POCH:  Okay, I think we have answers for the first

two questions, already, thank you for doing all that work

and for providing these tables.

     And I believe we have an answer to the part A of

question 3 already.  And I'm wondering if we can just get a

little more information with respect to part B.

      What we're interested in, and our question 3, part B,

asks for LRAM payments which Union initially claimed in each year, and I appreciate the language.  We're using it

differently.

      What we're interested in is the initial estimate of

either lost revenues or, in the later years, it would have

been any adjustment you would be seeking, prior to the

stakeholder, the consultation and audit stage.  And then in

the end what was applied for formally with the Board, and

then what was awarded.

     MR. FARMER:  Table 5 provides the volumes -- are you

asking for something different?

     MR. POCH:  Yes.  Okay.  So let's be clear, then.

     Table 5 provides volumes.  So I guess all that's

left is the dollar value of the LRAM adjustment that changed as a result of the move from pre to post, if that's 

possible?

     Given that there was a change -- whenever there was a

change between pre and post, you would have been using the

adjustment mechanism, the variance mechanism, as opposed to

the initial.  So it would just be in those years where there was such a change, what that dollar amount would have been.

     MS. LYNCH:  We can provide that in an undertaking.

     MR. POCH:  Thank you.

     MR. McCOMB:  Okay.  That one will be 2.22.  And it will be pre- and post-audit LRAM values?  Is that correct,

Mr. Poch?

     MR. POCH:  I think that will be clear.

     UNDERTAKING NO. JT2.22:  TO PROVIDE PRE- AND POST-
AUDIT LRAM VALUES 

     MR. POCH:  And if you could, perhaps we could extend

that interrogatory, if it's convenient, for you to answer

our part E, which was just to indicate whether the final

amounts were contested before the Board or whether they were cleared by agreement among the parties and did not need to be litigated.

     MS. LYNCH:  I can answer that right now.

     MR. POCH:  Good.

     MS. LYNCH:  For 1999, 2000, and 2001, the amounts were

contested before the Board.  For 2002, the amounts were cleared by agreement.  For 2003 and 2004, the amounts are currently in deferral account disposition but they're expected to be cleared by agreement.

     MR. POCH:  Great.  Thank you.

     Question 4.  


“You indicate the input assumptions in the



DSM Handbook should be updated and reviewed in 


preparation for the first year of the multi-year 


DSM plan under a Board approval process.”
      I guess I should just ask, first of all, the question

that I was surprised to get an answer to yesterday from

Enbridge.  Do I take it -- do you concur with Enbridge's

position at this point that you are seeking approval of the

assumptions that you filed in your draft Handbook in this

proceeding at this time?

     MR. SMITH:  We are, Mr. Poch, and I guess I did see

that comment, or your question, I should say, on the draft

transcript.  And I suppose the rejoinder is I was

surprised by your surprise --

     MR. POCH:  Terrific.

     MR. SMITH:  -- having articulated our position at Issues

Day.

     MR. POCH:  Good.  We try to make it as exciting as we

can.

     All right.  Pending whatever clarification any of us

might get from the Board on that, without giving up the point on the -- given the potential that you might prevail, I'm going to ask you if you could cooperate with Enbridge, presumably, in answering the interrogatory or the  undertaking they committed to, which was to go to the table of assumptions and, for each assumption, either

reference where that assumption has already been approved by the Board or where it has not already been approved by the Board, provide the evidentiary basis for your proposal of that assumption.

     MR. SMITH:  Sorry.  I take it this is a new question

that's not on your --

     MR. POCH:  That's correct.

     MR. SMITH:  -- sheet.  And you would say the

reason it's not there is because you didn't anticipate this

position, is that it?

     MR. POCH:  I think you've got it.

     MR. SMITH:  That's why I -- okay.  Yes, we'll provide

that undertaking.

     MR. POCH:  Thank you.  I appreciate that.  And I should just advise you, I do intend to write to the Board simply asking for a clarification as to what the Board's intention was with respect to that issue in its ruling.

     And I'll simply refer them to the discussion that

occurred on the day of, so we don't have to, presumably we

don't have to deal with this as a motion with argument. 

We can just ask the Board to --

     MR. MILLAR:  Mr. Poch, sorry to interrupt.  I just 

wanted to give an undertaking number.

     MR. POCH:  Yes.

     MR. MILLAR:  So JT2.23.  No?

     MR. SMITH:  Mr. Millar, sorry, I gather that there was

an undertaking -- well, maybe what you can do is just to

cross-reference it.  Can we cross-reference it to whatever

Enbridge has agreed to do?

     MR. POCH:  I apologize, I don't have that handy.  Hang

on one minute.  I think that will keep the record cleaner if we can find it.

     Yeah.  Perhaps we could make JT2.23, that Union will

assist Enbridge in responding to JT1.16.  Is that --

     MR. SMITH:  Actually, having heard it, I don't think we actually need to assist Enbridge.  I think we can actually just provide the answer independently.

     MR. POCH:  All right.


UNDERTAKING NO. JT2.23:  to go to the table of 
assumptions and, for each assumption, either reference 
where that assumption has already been approved by the 
Board or where it has not already been approved by the 
Board, provide the evidentiary basis for your proposal 
of that assumption
     MR. SMITH:  I think that's within our ability.

     Just before we get off this topic.  You had indicated that you intend to write to the Board on this point, and this point being whether or not the Board ought to be approving, as Union and Enbridge would like it to do, the Handbook which they have put forward --

     MR. POCH:  Let me stop you there and say, just so we

don't spend more time than we need to on this, my assumption is that the Board, in leaving issue, I think it is, 3.2 as originally worded on the issues list, the Board in its mind addressed this question.  There was argument heard by the Board from all of us as to what the purpose of the scope of 3.2 was.

      Now, unfortunately the Board didn't give any reasons

for decision, and, in fact, my concern is that, in the end,

the Board having not changed that wording.  I'm putting one interpretation on that and the company is taking another –- I presume the Board has already made up its mind so all I would propose to do is ask the Board, if it's possible, to obtain a clarification whether 3.2 was intended to cover the question of whether the assumptions are to be approved in this proceeding.

     MR. SMITH:  And I understood entirely what you were

seeking to obtain from the Board.  I suppose we could have a discussion about this offline, but my own view is that that sort of clarification can only be obtained by motion, and of necessity would involve, if hat's what you were seeking, GEC bringing a formal motion for that sort of relief, which we would obviously take a position on.

     MR. POCH:  That's fine.  Perhaps in my letter, then,

I'll indicate that you seek the Board's direction as to

whether they wish to – this is to be done by formal motion 

or --

     MR. SMITH:  I think we should have this discussion off-line.

     MR. POCH:  That's fine.

     MR. SMITH:  But I don't think you should be saying

anything about what position we're going to take.

     MR. POCH:  That's fine.  Well, we can take this

off-line.  Really, I'm just mentioning it now as a courtesy so that we can do this in a way that facilitates this hearing moving forward.

      So, then, turning back to the questions, and we're at

question 4, and we're dealing with the first year in a

multi-year DSM plan approval.  And I wanted to get, if we

could, some further elaboration from Union on its  preference for how the process will operate.  This is at the front end of the multi-year process, for inclusion and approval in the Handbook.

     MS. LYNCH:  Our preference is that it's completed under a Board-approved process.

     MR. POCH:  Right.  And at this time you don't have any

further preference in terms of how that should be conducted?

     MR. SMITH:  Do you mean other than -- you must mean in

a future application?

     MR. POCH:  Well, I guess that's true.

     MR. SMITH:  Because in this application we seek that

relief, so --

     MR. POCH:  Fair enough.

     MR. SMITH:  This is a Board-approved process, we --
     MR. POCH:  Let's then turn to a future -- in a future

plan cycle, or if I should be successful in keeping you out

of this phase, would you have any preference to how that

might be managed?

     MR. FARMER:  We would make an application for the

multi-year plan, which would include an updated Handbook. 

The Board would decide on a Procedural Order.

     My preference would be that it be an expedited process, but I can't say anything beyond that.

     MR. POCH:  And what information, at that point, would

the utilities plan to make available to support that review?

     MR. FARMER:  When you ask about what information, is

that in support of the Handbook itself?

     MR. POCH:  I'm thinking just the assumptions portion of the Handbook.

     MR. FARMER:  All relevant research required to back up

the input assumptions.

     MR. POCH:  All right.  And may I take it from your

earlier response, then, that the participants in any review

would be up to the Board, then?

     MR. FARMER:  Anyone who can prove an interest and is a

stakeholder in that process at the Board.

     MR. POCH:  All right.  And I take it the question of

costs would simply be a question of whatever process the

Board proposes.

     MR. FARMER:  Correct.

     MR. POCH:  And similarly, disputes would be a matter of whether the Board chooses to hear this in an oral hearing or otherwise.

     MR. FARMER:  Yes.  


MR. POCH:  All right.  Thank you.  Now, let me

just ask, for completeness, you've indicated that it would be an exceptional case where assumptions would change mid-stream, in the middle of, let's say for the sake of argument, a three-year cycle.  And you've indicated that there would be some hurdle or burden or proof.  Could you just, in a similar fashion as you just have, outline how you think the process would work in that situation where a significant change or need to change arises?  How would it be managed, whether instituted by the company or by an intervenor.

     MR. FARMER:  I believe the process is similar in that

the proponent now becomes the party that thinks a

significant change has occurred, and at that point we get

into some form of Board-approved process.

     MR. POCH:  Would you imagine this, assumptions  changing immediately, or would this be on the anniversary of the plan, or do you have any pre-conceived notion of how that would work.

     MR. FARMER:  When you say “anniversary”, do you mean

annually or on the renewal of the multi-year plan?

     MR. POCH:  And I was thinking of the former.  Let's say, for example, halfway through the second year of the plan of a three-year plan there's a significant change, which suggests revisitation of an assumption.  And either the company or an intervenor feels it achieves that, whatever the threshold is.

     MR. FARMER:  I'm not sure I can recommend a time line

or frequency.  It should occur when it is determined to have actually occurred I think is the answer.

The caution, and what we haven't thought through as much, would be, we are definitely of a mind that any changes in input assumptions should always be

applied prospectively, so in that situation from that moment forward, as opposed to retroactively.

     MR. POCH:  I assumed so.  Thank you.

     Now, turning to the situation where measures or

programs are introduced in the middle of a multi-year plan by the company, ones that have not been foreseen

in the DSM Handbook, you've said that evaluation would be

required to establish the correct input assumptions,

evaluation would be submitted for review by the Board as

part of the evaluation process.

     Assuming you're moving ahead mid-term, because there's an opportunity you wish to seize, what process, then, are you referring to there?  What would be the timing of that process; how would it work?

     MS. LYNCH:  It would, again, be a Board-approved

process to update the Handbook.  We would put these new

measures forward for update.

     And then, once they're approved and put into the

Handbook, then those would be applied to the results of that program.

     MR. POCH:  May I assume, then, that you would use a

similar process as you envisage for a changed assumption

that meets this, whatever the threshold test is?

     MS. LYNCH:  Yes.

     MR. POCH:  All right.

     MS. LYNCH:  Just as a point of clarification, for a new measure that would be something that would be applied in a retroactive fashion to whenever that program started, so we would accept the approved input assumptions for the duration that that program's been in place.

     MR. POCH:  Right.  And you would have no choice but to

use it retroactively, there being no pre-approved, your

point?

     MS. LYNCH:  Yes.

     MR. POCH:  All right.  Thank you. 

     And we have some questions, in question 6, about the

evaluation process.  And I'm wondering if you can provide us with information from '99, if possible, for, first of all, the date on which Union completed its DSM evaluation report.

     MR. SMITH:  Sorry, Mr. Poch.  I'm advised that with

respect to this that it's a considerable amount of work to

compile this information, if, in fact, it's actually

available.

     So I don't know that there's a way we can see through

this thicket or not.

     MR. POCH:  Well, may I suggest -- I would presume, and

let me see if this helps, that at least more recent years

would be easier to do.  I'm not sure if that helps.

     MR. SMITH:  I think what we can do, because I think I

understand what you're asking for in the questions -- I think maybe the best I can do today is take it under advisement and we'll see what we have available, and what we can produce with some reasonable degree of effort.

     It just -- what I am told, in the limited amount of time that's been available so far, we haven't been able to get the answer, and going forward it will actually involve a considerable amount of work.

     MR. POCH:  Let me get an undertaking, then, which I take to be that Union will -- I don't want to use “make

best-efforts” because this is kind of an empty phrase here,

you'll consider what kind of information can be made without undue effort.  Is that...

     MR. SMITH:  Sorry.  I agree with that.  I'm just trying to get further...

     MR. McCOMB:  Okay, so that will be JT2.24.

     UNDERTAKING NO. JT2.24:  TO PROVIDE AN ANSWER TO GEC’S 
QUESTION 6
     MR. SMITH:  I guess what I understand to be the case is that, certainly going back as far as 1999 is not possible.  Perhaps for more recent years we can be a bit more helpful.  But I gather that, at least, for example, C, D, and perhaps even E, leap off the page as things that are -- would be quite cumbersome, and extremely difficult to produce in a meaningful way, certainly going back as far as 1999, but we'll see what we can do within a reasonable scope of work.

     MR. POCH:  I assume some of these might be easy and

some might be hard, where the auditors put a date on

their report, for example, one assumes that might be a little easier.  But I'll deal with you and what you're able to provide us.

     MR. SMITH:  Thank you.

     MR. POCH:  Turning to question 23, this is with respect to the audit process.  Question 7, I'm sorry,

from page 23, dealing with the audit process.  

     In the bullet points there, we've listed tasks that

have, at different years, been included in the RFPs by you or Enbridge to -- when the auditors are hired.  And I'm wondering if we could just run down the list and make sure we understand what you are now envisioning the tasks of the auditor to be from that list.

    And I think when I did this with Enbridge, I suggested

it could be a yes, no, or maybe answer for each, if that's helpful.

     MR. FARMER:  The audit would relate to the verification of financial results.  To be honest, I have not considered each of these tasks in the scope, so I can't necessarily be helpful as we run through the list.

     MR. POCH:  Mm.

     MR. SMITH:  We can do it by way of undertaking.

     MR. POCH:  I think that would be best, yeah.

     MR. McCOMB:  It will be JT2.25.

     UNDERTAKING NO. JT2.25:  TO ADVISE WHAT THE TASKS OF 
THE AUDITORS WOULD BE DURING THE AUDIT PROCESS

     MR. POCH:  Thank you.  And you may or may not, then, be able to answer question 8, but it's again what your view of the process will be should the auditor find that there is inadequate information to support a savings claim.  How do you see the process moving forward?  Obviously, I imagine that you may then be able to satisfy the auditor in a further iteration, but if you ultimately are not able to, what happens then?

     MS. LYNCH:  The discrepancies would then be identified

in the auditor's report, and that report would be filed with the Board when we go to file our final results for the year.

     MR. POCH:  And I take it from there, it’s in the Board's hands?

     MS. LYNCH:  Yes.

     MR. POCH:  All right.  And we've asked for your

evaluation but I see you did provide, in table 7 of your

Exhibit KT2.1, research and evaluation costs.

     I'm wondering if it's possible for the years listed

there to isolate what was spent, and it may be an estimation would have to be sufficient for our purposes on the actual -- any actual third-party evaluation of existing

programs.  

And you see from our question what we're trying

to get at is the evaluation of existing programs by third parties, not the additional costs for the audit process or the consultants involved in the audit process, or 

forward-looking research studies.

     Is it possible to get a scenes sense of that from you?

     MS. LYNCH:  We can provide that in an undertaking.

     MR. POCH:  Thank you.

     MR. McCOMB:  It will be JT2.26.

     UNDERTAKING NO. JT2.26:  TO PROVIDE AN EVALUATION OF 
EXISTING PROGRAMS BY THIRD PARTIES FOR THE YEARS 
LISTED IN TABLE 7 OF EXHIBIT KT2.1

     MR. SMITH:  Just for clarity, what number was that?

     MR. POCH:  That was question 9.

     MR. SMITH:  Thank you.

     MR. POCH:  And it will now, of course, read, 2000 to

2005, and I think if it's possible, to correspond to the

table 7.

     We noted your use of the phrase "energy customers,"

and we just wanted to make sure we understood the meaning of that particular choice of words.

     MR. FARMER:  It's meant to reference customers who

consume energy and not limit energy to one fuel.  

     MR. POCH:  Ah, I see.  Okay.  So this is just to

capture those situations where, for example, you're 

delivering -- co-delivering electricity, saving along with

the gas saving or what have you?

     MR. FARMER:  Or generating electricity benefits or

water benefits through our programs.

     MR. POCH:  Thank you.

     MR. POCH:  Now, turning to question 11, this is with

respect to the burden to initiate or to obtain a change partway through the plan.  And I wonder if you could respond to question A, where we ask how ratepayer interests will be in a position to learn of and evaluate the acceptability of assumptions or programs in a changing environment mid-plan. 

As I put it yesterday, how will we learn what you know?

     MS. LYNCH:  Ratepayers have access to all of the

information that Union files and the results that we file,

as well as all external market data that's available.

     MR. POCH:  And I appreciate that, and presumably that's particularly applicable at the beginning of a three-year cycle if we're talking three years.  But the question here was to deal with the situation where there is a changing circumstance in the middle of a multi-year plan and if the company has information in that regard, how will -- if the company does not choose to come forward and seek a change in front of the Board, how would any other party learn of what that information from the company, and then be able to evaluate whether it wishes to seek a change?

     MR. FARMER:  It's difficult to answer your question,

because I would be speculating on how ratepayers and

associations learn.  I'm assuming they have access to all of the external market information that we do as well.

     MR. POCH:  All right.  So you're not proposing any

mechanism whereby the company will have some obligation in that regard to stakeholder interests?

     MR. FARMER:  We're not advocating mandatory

consultation.  But that shouldn't be read to say that we would not consult.

     MR. POCH:  No, I appreciate that, but I'm just

wondering if there's any obligation on the company to be

disclosing information it has or learns of to the Board

and to the stakeholders mid-term.  And do I take it that you have no proposal in that -- no such proposal in that regard?

     MR. FARMER:  No.

     MR. POCH:  All right.  Thank you.  The test you propose or the hurdle that you propose is that the change considered be material to the revenue requirement.  And I'm wondering if you could help us there with maybe a dollar and cents or a percentage expression of what you would view as material.

     MR. SMITH:  Sorry, I'm just going to the evidence

reference.

      Yeah, I guess, Mr. Poch, it was just the reference to

the -- Union's proposal relating to the revenue requirement 

linkage, and I guess that's actually a reference that was made by the Board establishing a guideline.  The Union’s language is not so linked.  I'm not sure that necessarily changes things, but I wanted to make sure that we were on the same page.

     MR. POCH:  Just that you're not necessarily buying into that phrasing.  Point taken.

     Can you give us any further elaboration in any language you so choose as to what the threshold would be?

     MR. FARMER:  We don't have a recommendation for

absolute dollar values or percentages, however measured.  It would be the determination by the Board of whether it is

significant in the proponent's application.

     MR. POCH:  I'm sorry, I apologize.  I was 

distracted here.  You're just simply saying it will be up to the Board to decide that?

     MR. FARMER:  Yes.

     MR. POCH:  Turning to question 12.  Are you able to

provide -- I know Enbridge got hung up on the term

“discretionary retrofit”, but to simplify the question, are you able to provide a list of the programs or measures you're currently operating or are able to identify from the list you currently provided which of those you would consider lost opportunity efforts?  

     MS. LYNCH:  We don't identify the programs or measures

as lost opportunity or discretionary retrofit.

     MR. POCH:  Is it a difficult task for you to go through your list and exercise your judgement on that at this time? 

     I guess the background here is the Board, in its issues list, has made a distinction at the outset between lost opportunity, market transformation, and other programs.

     MR. FARMER:  The difficulty I have with the question,

and I'm happy to describe it, is that we primarily target

lost opportunity programs.  The difficulty is that, although a particular measure is targeted as a lost opportunity, it can be undertaken as a discretionary retrofit, and that we can't necessarily identify that occurrence.  I think it's safe to say that the majority of our programs are designed as lost opportunity programs.

     MR. POCH:  All right.  Let's leave it there.  Turning

to question 13, this is with respect to the attribution 

rule.  And I think, our understanding is, Union is in

agreement with the central role phrasing that's arisen in

the context of Enbridge cases.

     Did I gather from earlier discussions today that you

see that occurring in advance as part of the three -- at the start of the three-year cycle?

     MR. FARMER:  Preferably it should be determined in

advance.  The rules of attribution are relatively clear in

the DSM Handbook.  And where they can be fixed in advance,

that is the preferred way.  I think that if there were an

occurrence where someone wished to challenge that central

role, they could do it in the review of the clearances of

the review of their accounts.

     MR. POCH:  All right.  And in the situation where an

opportunity arises for you to partner with somebody that

hadn't been anticipated, I take it this would be treated in

the same way you're proposing that new assumptions or

programs be treated generally, that you would, as we spoke

of earlier?

     MR. FARMER:  No, we would use the rules of attribution

as laid out in the DSM Handbook.

     MR. POCH:  Right.  So you would not, mid-stream, for a

new partnership, a new program -- your proposal is you don't need to obtain the Board's blessing on your interpretation of whether you have a central role or not in advance?

     MR. FARMER:  That is correct.  Yes.

     MR. POCH:  And in that scenario, is the company at 

risk, then, in your proposal at the end of the day for the

determination of whether or not you've played a central 

role?

     MR. FARMER:  In our proposal the rules are either fixed in advance -- there is the instance you described of 

introducing new measures which is where we see there being a retroactive component, and they're either fixed in advance or they're covered by the rules.  So the rules of

attribution are laid out in the Handbook.  So any new

partnership that may occur within the frame we would

demonstrate and the auditor would verify that we had acted

in accordance with the rules of attribution as laid out in

the Handbook.

     MR. POCH:  So, for the sake of simplicity, let's

paraphrase those rules as saying central role is the rule. 

Let's say the Board blesses the Handbook, and the Handbook

spells out, you have a central role or an initiating role 

-- I forget the test you specifically --

     MR. FARMER:  I disagree that central role is the only

test.  I believe the Handbook lays out the rules that, where it's with a regulated entity, there is a splitting to of the electric and gas and water and...

     MR. POCH:  Well, let's talk about the non-regulated

entity for the moment so we don't have to introduce that

complexity.  Where the second, the partnering party is

not regulated -- I'm reading from section 13 of the draft Handbook that you've provided, under "Partnerships, Attribution of Benefits, Partnerships with Non-regulated Utilities," and you quote the phrasing from EB-2005-0001, where that's where the central role phrasing comes from.

And there's an elaboration of it.

     I take it that's the test you're providing; that's

what you're saying is the rule?

     MR. FARMER:  That is the rule, yes.

     MR. POCH:  Okay.  So are you telling me now, then, that for any given partnership arising at the outset or partway through a plan period, it's then a role you are investing with the auditor to decide whether you've met the test in that rule?  Or to make a recommendation to the Board as to whether or not –- give an opinion as to whether you've met that test.

     MR. FARMER:  Previously I answered, I believe, that I

hadn't thought through the scope of the audit to that 

degree.  I think, in answer of this question, though, that role of the auditor is to ensure that the rules of DSM have been complied with.

     I do believe it would be fair for the auditor to

render an opinion if qualified to do so.

     I just want to address the other thing you did ask

earlier on, is, is the company at risk if it assumes a

central role that could then be challenged?

     The company is at risk on anything that is challenged,

and as long as we have our rules adhered to and our

documentation in place, it's an acceptable risk.

     MR. POCH:  Okay.  That's helpful.  Thank you.

     MR. SMITH:  Mr. Poch, I don't want to be difficult, and I didn't interject, but a number of the questions you asked were not on the list of questions you'd put forward.  And I took those to be fairly innocuous in this instance, natural follow-up questions to which Union, of course, is here to answer perfectly proper questions and is prepared to do so.

     I would simply say on a going-forward basis that our understanding and the purpose of this process was to replace the interrogatory process and not by way of

cross-examination.  And so, you know, I absolutely do not

want to stand in your way between asking proper questions. 

But just as you wouldn't be entitled to ask supplementary

written interrogatories in the normal course, I would expect you to follow the list of questions that's been provided.

MR. POCH:  That's certainly agreeable.

     Question 14.  This is with respect to the basis for

setting the budget cap at 3 percent of distribution revenues.  Have you done any analysis to support the selection of that as an appropriate level?

     MR. FARMER:  Union's recommendation was based on a few

things.  Our objective as stated in our evidence, to be a

leader to our customers, Ontario's desire for a culture of

conservation, and our perception that the Board wants more, not less, DSM.  And also we considered information in the Navigant report that we have included as evidence.

     MR. POCH:  And have you analyzed the rate impacts of

that particular level?

     MR. FARMER:  We have not.

     MR. POCH:  All right.  The phrase in question 15, you're used the phrase "willingness to fund," can you give us some sense of what is that level?  What your definition of that is?  What is that level?  What it’s based on?

     MR. FARMER:  We have no studies that indicate what a

ratepayer's willingness to fund is.  The level of the cap

was based on Union's assessment of a reasonable maximum

within the conditions that we understand.  And we believe

that this forum is the appropriate place to test that.

     MR. POCH:  Do we yet have the 2004 auditor report,

which I think is hot off the press, if I'm not mistaken; is

that right?

     MS. LYNCH:  The work on the 2004 audit is complete, and we'll provide that as an undertaking.

     MR. POCH:  Terrific.  And are the audit subcommittee

recommendations for the LRAM as part of that report or an accompanying document?

     MS. LYNCH:  They're in an accompanying document 

MR. POCH:  And can we include that in that undertaking?     

MS. LYNCH:  Yes, we can.

MR. POCH:  Thank you.  Question 16.

     MR. McCOMB:  Question 16.  That's 2.27. 

     UNDERTAKING NO. JT2.27:  TO PROVIDE AN ANSWER FOR GEC 
QUESTION 16
     MR. POCH:  And turning to question 17, perhaps we can

preface this question just by asking what stage the 2005

evaluation report is at.

     MS. LYNCH:  We are close to having a draft version of

the 2005 report, and it will be available in the next couple of weeks.

     MR. POCH:  Right, can I get an undertaking that it be

be provided as soon as it's available?

     MS. LYNCH:  Yes.

     MR. POCH:  Thank you.

     MR. McCOMB:  2.28.

     UNDERTAKING NO. JT2.28:  TO PROVIDE 2005 EVALUATION 
REPORT

     MR. POCH:  Turning to question 18, with respect to

volume savings estimates, is it possible for you to provide

for, preferably for the last five years, the percent of each customer class that has participated in at least one Union program?  And here we're interested in, as it's spelled out there, you need customers, not measures.  And some customers, you know, might have more than one measure, and we don't want to double-count.

     MR. SMITH:  Well, my understanding is we actually

don't have the data necessary to do this.

     MR. POCH:  Okay.  There has been -- I gather there's a

proposal that, at least with respect to gas commodity costs, you're proposing that the two utilities use a common

set of avoided costs?

     MR. FARMER:  A similar methodology for calculating

commodity.  There may be a different mix in each utility. 

We're not sure.

     MR. POCH:  Okay.  And our question follows from that: 

Might it also, with similar logic, might it be appropriate

to also use common numbers for avoided electric and water costs?

     MS. LYNCH:  Yes, we think that we should --

     MR. POCH:  Is that indeed the proposal?  We didn't see

it elaborated but it seemed consistent to us.

     MR. FARMER:  I don't believe we put an expanded

position on that, but it should be in the proposal.

     MR. POCH:  All right.  Question 20, we ask for agendas

and minutes for the consultative meetings that have taken

place since 2000.  Can that be provided?

     MR. SMITH:  I think this is another one of those areas

where we may have considerable difficulty compiling the

information, but what we'll do is we'll take a look at what

we have available and then what we can produce within a

reasonable amount of time and with reasonable effort.

     MR. POCH:  All right. 

MR. McCOMB:  I take it that's an undertaking?

     MR. POCH:  Yes.

     MR. McCOMB:  2.29.

     UNDERTAKING NO. JT2.29:  TO provide agendas and 
minutes for the consultative meetings that have taken 
place since 2000

     MR. SMITH:  I just don't think there should be an

expectation that we have dates, copies of agendas, copies of all meetings, minutes, back to 2000.  I just don't know that that's the case for sure.

     MR. POCH:  Right.   We don’t need -- the dates are on the agendas or minutes, obviously, so it's just the -- and presumably the minutes will include the agenda so really, it's just a question of whether we have the minutes in a file somewhere.

     MR. SMITH:  And I just don't know that that's the case.

     MR. POCH:  All right.  Turning to question 21, the company states: 

“Budgets devoted to DSM must be consistent with customer and business needs.”

And we wanted to get an elaboration of what you meant by that phrase.

     MR. FARMER:  I have detailed some needs that refer to

DSM activity for both parties.  I'm afraid I'm unable to do

relative importance, perhaps they're all equally important. 

The customer needs that I identified, energy efficiency at the time of purchase, information, competitive business

environment, qualified equipment sales and installation

infrastructure, and environmental benefits.

      From a business needs, referring to ourselves,

predictable financial return for the activity and customer

satisfaction.

     MR. POCH:  Okay.  Thank you very much.  Question 22, I

think you've already provided answers to A and B.  And I'm

wondering if we could just press you a little further, in

answer to C, to express the calculated incentive -- you have already calculated as a fraction of total Union 

after-tax profits in the relevant fiscal year.

     MS. LYNCH:  Yes, we will undertake to provide that

information.

     MR. POCH:  All right.

     MR. McCOMB:  That will be JT2.30.

     UNDERTAKING NO. JT2.30:  TO express the calculated 
incentive as a fraction of total Union after-tax 
profits in the relevant fiscal year

     MR. POCH:  And question D asks if Union is aware of any gas utility in North America that receives a DSM shareholder incentive as large, either as a percent of DSM spending, a percent of total revenues, or a percent of total profits, as Union would be eligible for in -- would have been eligible for in 2006 if the currently proposed mechanism were in place today.

     MR. FARMER:  No, we are not aware of any utility that

has that.  Union has not conducted research on the relative

size of incentive mechanisms when compared to the factors

you list in the question.  We don't choose to link the

mechanism to those factors, we link it to the results

generated for the customers.

     MR. POCH:  Okay.  Turning to question 23.  Does

Union consider low-income programs to be 

market-transformation programs either as a matter of approach or in terms of how you propose they be treated from the perspective of shareholder incentives?

     MR. FARMER:  No, it draws too clean a line.  Programs

are targeted at low-income customers, there may be 

market-transformation programs that apply specifically to 

low-income customers, although currently I don't have a

proposal for that.  There are lost opportunity programs that can be targeted to low-income customers, which is more consistent with our current approach.

     And so my answer, I think, in terms of the incentive

would be, where it is a market-transformation program targeted at low-income customers, the incentive calculation would apply.

     MR. POCH:  Thank you.  I think we have the answer to

question 24 already.  Question 25, with respect to LRAM.

     I'll paraphrase the question.  You're now proposing

that we use a fixed assumption up-front approach for LRAM in addition to SSM.  And can you just explain why -- the

rationale for moving away from the policy of using most

recent or best available information for the clearance of

that variance account?

     MS. LYNCH:  We're proposing to fix the input assumptions for LRAM to improve the administrative

efficiency.

     MR. POCH:  All right.  And do you recognize that this

is likely to -- I guess our concern, just to follow up, is

that this could lead to a sort of systemic unfairness at the expense of the customers, that whenever -- if we

deviate from the existing policy.  I wonder if you have a

response to that concern.

     MR. SMITH:  Sorry, just one second, Mr. Poch.


I guess where I was getting hung up is that I suppose the concern that you are articulating, which I don't think the company accepts, but the --

     MR. POCH:  No, that's fine.

     MR. SMITH: -- but the articulation of it, has been

put at least twice now, I think once by Mr. Dingwall and

once by Ms. Girvan, and I don't want to state inaccurately

the earlier answers, but I think our view is that that's already been asked and answered, and we're prepared to --

     MR. POCH:  All right.  Just so that I'm clear, is this the answer earlier where I think you suggested that it would balance out, the ups and downs would balance out; is that correct?

     MR. SMITH:  Yes.

     MR. POCH:  All right.  Then I do have a follow-up, if I can try.  And that is, could you provide any examples where the pre-audit savings estimates went up as a result of the process that ensued from your experience thus far?

     MR. SMITH:  I think maybe that the way we can answer

that is in the context of answering Mr. Dingwall's question

relating to the pre and post audit figures we'll try and

address what you're asking for.

     MR. POCH:  Thank you.  I can't recall offhand what

Mr. Dingwall got as an undertaking out of you.  So perhaps

if I might just ask, this is just for the sake of our 

tracking, if we can just give this a number and indicate

that the company will seek to respond to that follow-up

question in answer to CME's questions.  Is that good enough?  Then I can have a cross-reference.

     MR. SMITH:  Mr. Goulden has that down as JT2.8 as the earlier question from Mr. Dingwall.

     MR. POCH:  That's fine.  And we have it on the record

now that you'll try to include this in that.

Question 26, with respect to lost opportunities.  Do you have a position on whether lost opportunities markets or programs should receive prioritization relative to other programs and markets?

     MR. FARMER:  It is our opinion that lost opportunity

programs should receive a higher priority.

     MR. POCH:  All right.  And turning to question B, would you translate that into an allocation of DSM

budgets?

     MR. FARMER:  At this time we do focus primarily on lost opportunity programs.  However, we do not specifically apply this prioritization in the allocation of the budget.

     MR. POCH:  All right.  All right.  I think I can leave

the rest, then.

      Question 27:  

“Does Union know of any utilities that

have both shareholder incentives for performance and no specific performance targets?”

And I'm thinking of other than the electric LDCs in Ontario.

     MR. SMITH:  They would seem the most comparable.

     MR. FARMER:  To be honest, in a brain cramp, I hadn't come up with that one, so thank you.  The answer is, beyond the example you gave us, no.  We're proposing the approach now as being best now for Ontario.  Other jurisdictions may not be relevant.

     MR. POCH:  All right.  Question 28, with respect to

planned evaluation activities.  Are you proposing to file an evaluation plan; that is, a plan that sets out what evaluation you intend do in the coming period as part of your three-year filing; your implementation of a

three-year filing?

     MS. LYNCH:  Yes, we would.

     MR. POCH:  All right.  And are you able to assist any

further -- we say:

“What material does Union believe should

be included in evaluation plans at the outset?  What form would that take?”

 
Can you provide us with any clarification?

     MS. LYNCH:  We would provide a schedule of anticipated

evaluation activities in the multi-year plan.

     MR. POCH:  And I take it that would describe, as best

you could at the time, the particular studies envisioned?

     MS. LYNCH:  Yes.

     MR. POCH:  All right.  Thank you.

     Turning to question 29, you have indicated that you wish the company to have discretion to determine the need for a more detailed evaluation to inform program design.  Can you give us a sense of the criteria Union will use to make such a determination?

     MS. LYNCH:  Some of the criteria that we might use,

although it wouldn't be limited to these, would be looking

at programs that have under or overperformed relative to

what we expected, programs where we've changed the delivery

method or programs targeted at customers where Union 

requires more information.

     MR. POCH:  Okay.  Thank you.

     Turning to question 30:

“Does Union believe that per-unit savings, per-unit incremental costs and/or per-unit free-rider rates can be affected by program design?”

     MS. LYNCH:  Just to clarify on the free rider, there's

not a per-unit free-rider rate.

     MR. POCH:  Fair enough.

     MS. LYNCH:  But for per-unit savings, per-unit

incremental, and free-rider rates, they can be impacted by

program design.

     MR. POCH:  That's an affirmative, I take it.  All

right.  And we go through a couple of examples just to make

sure we're on the same wavelength here.  

Is it possible, if not likely, that per-unit savings from a condensing furnace promotion would be different under a program in which the utility targeted marketing to high users than under a program which was marketed more broadly?

     MR. SMITH:  What do you mean by "high users"?

     MR. POCH:  Customers who have a higher average gas

heating load.

     MR. FARMER:  It is a difficult question.  Where you

knew that -- where you could target a program to a so-called high user, it's reasonable to believe that the savings would be higher than a prescriptive average.

      We accept that, for the purpose of administrative

simplicity that the furnace is a relatively homogenous

appliance and that an average is acceptable for the running of programs like this.

    MR. POCH:  Okay.  Let's turn to the example we ask in

question 3.  

“Is it possible, if not likely, that free-rider

rates for an efficient water heater would be different under two programs that were identical, except that one provided very small incentives and the other provided very large?”  

     MS. LYNCH:  It's theoretically conceivable that a

program with a very small incentive may have a different

free-rider rate than a program with a very large incentive. 

But it supposes that free-rider rates are directly 

correlated with the incentive size.

     MR. POCH:  We're not asking you to agree that there's a direct correlation.  I'm just asking you to agree that you might expect a difference.

     MS. LYNCH:  Yes.

     MR. POCH:  Thank you.  

     Question 31 asks, “Given the…” --

     MR. FARMER:  I'm sorry.  We need to correct.  You had

mentioned that we had said we expect a difference.  We did

say it was theoretically possible.  We don't necessarily

expect a difference.

     MR. POCH:  All right.  And question 31 asks:

“Given the information you have, what would you deem an appropriate DSM budget?”


I recognize you're proposing a cap, which you've indicated is higher than -- will be more than sufficient, I think is probably a fairer representation of what you are suggesting.

     MR. FARMER:  Our best estimate today is $16.9 million.

     MR. POCH:  Okay.  Thank you.  Turning to evaluation

reports, does Union believe that evaluations of specific

measures and programs should be included in their totality,

summarized, or not addressed at all in the evaluation 

report?

     MS. LYNCH:  A summary of the reports would be included

in the evaluation reports.

     MR. POCH:  All right.  And will the evaluation reports

otherwise be made available to stakeholders?

     MS. LYNCH:  Some elements of the evaluation reports

will contain proprietary information, and to that extent

they would not be provided publicly. 

MR. POCH:  And by that, do you mean proprietary information that is proprietary to your, for example, commercial customer, or do you mean market information that Union wishes to keep private because of its competitive interests?

     MR. FARMER:  The answer is both.

     MR. POCH:  Turning back to the attribution question,

and central role...

     MR. SMITH:  You're on 33, Mr. Poch?

     MR. POCH:  33, question 33, on the situation where

you've provided partial funding to a program to -- and it's

your contention that that meets the test of central role,

does it matter how much, to what extent you've provided

partial funding?  Would 10 percent be sufficient, for

example?

     MR. FARMER:  Funding is one possible test.  It is

certainly not the only test.  There would be other methods,
such as program facilitation, that could show a central 

role.

     MR. POCH:  Yeah,  We were reading the phrasing, again,

turning to page 14 of the Handbook, in this second

italicized, indented section.  We were noting the "or," the

disjunctive.  You initiated, funded or implemented.  And we

presume by that that you're taking -- we read this rule as

proposed as, you could meet, if you had done any one of

these things, it would be your position -- let me ask:  Is

it the company's position, if you've done any one of these

things, that meets the test, central role?

     MR. FARMER:  That is correct.

     MR. POCH:  All right.  Then, in a situation where the

thing you have done, the only thing you have done, is

provide partial funding, if you provide a small proportion

of partial funding, does that satisfy the rule?  Is there

some further guidance you can give us there?

     MR. FARMER:  The answer is it may.  I can't give an

absolute percentage of the funding that would, as a rule, be constituting --

     MR. POCH:  Okay.  And turning to question (b), then,

your rule includes initiating a partnership as one means

through which you can obtain this, discharge this -- the

test, meet the burden of central role.

      And the question asks: 

“If the company initiated a partnership several years ago but no longer provides any significant support to the program, is that sufficient to continue to claim 100 percent of the benefits,

and, if so, for how long?”  

     MS. LYNCH:  Yes, although I can't say in an absolute

number of years how long we think that that would apply for.

     MR. POCH:  All right.  Turning to question 34, can you

tell us how many FTEs are currently in your DSM crew?  And I appreciate you might have to define what that means.

     MR. FARMER:  When you say FTEs, do you mean employees

that are dedicated to the pursuit of DSM in one department

or another, as opposed to employees that have partial accountability.

     MR. POCH:  Well, we wanted -- it's going to include both. I appreciate you may have a widespread marketing -- set of marketing employees that have only a small

proportion of their time dedicated to DSM.  Whatever

information you can give us we appreciate.  It might be

approximate, and perhaps it would be most helpful to the

Board if you were able to distinguish between those two

categories, because I can imagine they are different kinds

of fish.

     MS. LYNCH:  We have 16 roles that are dedicated to DSM

within the company.

     MR. POCH:  And let me just stop you there.  Those are

full-time positions or…

     MS. LYNCH:  Yes, they are.

     MR. POCH:  Okay.

     MS. LYNCH:  In addition to the positions who have sole

responsibility, there are a number of roles that have

partial responsibility for carrying out DSM activities. 

These are roles in distribution, sales and marketing,

industrial sales and marketing our market knowledge area, fulfillment support services, and information services.  In EB-2005-0211, Union estimated that these roles would be approximately 21 full-time equivalents.

     MR. POCH:  Okay.  That's very helpful.  Thank you.

     And just looking at the 16 full-time, is it possible to get a list of what their tasks are, titles and tasks?

     MR. FARMER:  You did say "title and task"?

     MR. POCH:  Title and -- whatever's convenient, a list

of tasks, or job description, whatever form is convenient for you, as we want to know what these people are doing or what the jobs they're assigned to do are.  And just the 16, we don't need it for the 21.  And I assume, when I say 21, it's FTE, which I assume is a great number more.

     MR. SMITH:  I think we have the individual titles of

those people, which I think in the majority of instances,

will be self-explanatory of what they do.  Beyond that, I'm

not sure the utility of engaging in a job description type

exercise, so why don't we just give you the titles.

     MR. POCH:  All right.  Perhaps if I can be a little

more specific, and maybe we can find some way of making this task easier for you and a little more helpful to us.  That would be great if we could get the titles.  It sounds to me from what you're saying that they're relatively descriptive.  And if you could just indicate the -– who, and the extent to which, proportion of time is of these people are dedicated to regulatory tasks.

     And the genesis of this question is there's this -- I

think what's driving a lot of the proposals of those

companies is this concern for streamlining the 

regulatory-related tasks, so that's why we wanted to get a

sense of how many people in your team are involved in that,

and what proportion, very roughly, of their work that is.

     MR. FARMER:  Yeah, and I understand and appreciate that concern.  

In terms of the -- our experience is perhaps a little different in that we are in a gearing-up phase.  Had

you asked these questions two years ago, it would have been

two of us, and now we're talking about 16 of us, and we're

currently filling those roles.

     And so we see the regulatory task of this year -- we

haven't geared these roles to fulfill the regulatory tasks. 

We've geared these roles to design and deliver in the longer term of DSM.  So while this year there's some proportion of regulatory work, it would be reduced under the proposed approach.

     I think we can read into the record, if you wish, the

titles of 16 that are 100 percent dedicated to DSM.

     MR. POCH:  Whatever's easier for you.  I'm happy to

wait for a list.

     MR. FARMER:  Okay.

     MR. POCH:  I think, let's save a little time and do it

as a list.

     So just to clarify, then, on the question of the

regulatory aspect, I think what I heard you say is, up

to two years ago, two of you were doing that as part of your responsibilities; is that fair?  And that now it's more uncertain, depending on what the -- it's been more of late, and it's more uncertain in future.  Is that a fair

paraphrasing?

     MR. FARMER:  Yes, I'm not sure it's more uncertain in

the future.  It's certainly more of late, but frankly, the

generic process is a necessary step.  We are geared up for program design and delivery, and a core administrative unit to make it function.

     MR. POCH:  That's sufficient with respect to the

information I'm seeking on the regulatory roles.  So if we

just get the list of job descriptions -- or job titles, that will be enough.

     MR. McCOMB:  Is that an undertaking?

     MR. SMITH:  Yes.

     MR. McCOMB:  That will be JT2.31.

     MR. POCH:  Thank you.

     UNDERTAKING NO. JT2.31:  TO PROVIDE THE JOB 
DESCRIPTIONS OF THE 16 PEOPLE WORKING ON DSM 
ACTIVITIES

     MR. POCH:  Now, we do in question 35, go on and ask you to estimate the time, full-time equivalents or dollar as savings that you anticipate from streamlining various 

aspects of the process, and just let me emphasize, we've

tried to phrase this by also saying saved or reassigned

because we appreciate these heads may not roll.  You may

productively, or hopefully productively, will be using these people to pursue even more benefits for your customers.

     And I'm wondering if it's possible to do that for the

various -- streamlining initiatives that we've list there,

(a) through (f).

     MR. FARMER:  What I would say is that we're in a gearing up mode, and everything that we're doing is designed in the longer term to deliver results.  So I really can't say today, given that I don't really know what it all looks like on the other side of the generic hearing, whether we would streamline at all.

     We would try to design our organization to the task at hand.  And to be successful, if that involved either not hiring some of these roles or cutting back, then that would be returned through the DSMVA in terms of budget savings.

     MR. POCH:  Well, first of all let me say that I'm

delighted you're maintaining an open mind in not seeing the

generic process as a fait accompli.  But assuming the

company's model, to the extent it's been elaborated in your

evidence, is adopted by the Board, are you able to indicate

for the listings we've provided the extent of labour

efficiencies that you would envisage flowing?

     MR. FARMER:  I really can't evaluate.   I haven't staffed my unit for the purpose of the regulatory task.  We've taken this on as a necessary thing to do, and in some cases it's delaying the work we want to do.

     Once again, my organization is designed to implement and deliver the results, and sustain this activity for a number of years.

     MR. POCH:  Okay.  So your answer is it's simply not

possible to do that at this time.

     MR. FARMER:  Yes.

     MR. POCH:  All right.  Now, question 36 in your

Handbook states:

“For measures that are introduced during the multi-year plan and are not included in the DSM

Handbook, evaluation would be required to establish the correct input assumptions.  The evaluation would be submitted for review by the Board as part of the evaluation process.”

      Can we just ask, and I may have covered this off earlier, but if you could just expand a little, what the role of intervenors, Board Staff, and the Board will be in that process.

     MS. LYNCH:  That would be determined through the 

Board's approved process.

     MR. POCH:  All right.  And question 37, lost opportunities for the utility's 2006 plan.  I think I've already asked you this.  I apologize.

     MR. FARMER:  Yes, you have.

     MR. POCH:  It's repeating itself.

     I did have two follow-up questions that arose from

questions earlier, and I'll let your counsel decide if

you're going to entertain these.

     In answer, when you were discussing with Ms. Girvan

her CCC question 16 and 17, you used the phrase "would set a goal for market transformation."  And I don't know if that was a slip of the tongue or I've misinterpreted the

proposal and the evidence.  I'm wondering if you could just

expand on that.  Do you anticipate goals for market

transformation?

     MR. FARMER:  Yes, certainly.  I don't know what form

those goals take, and I think we have to be sure that I use

the word "goal," just as DSM plans to have goals.

     Yeah, certainly a market transformation program should have some outcome that it wishes to influence.

     MR. POCH:  All right.  Okay.  But I take it you're not

proposing that -- you're not suggesting, or are you suggesting that the incentive be tied to attainment of that goal?

     MR. FARMER:  No, we're not.

     MR. POCH:  All right.

     MR. SMITH:  That's two.

     MR. POCH:  There you go.  All right.  Then I'm going to push even further.  And this is my last one.

     MR. SHEPHERD:  I'll hold you to that.

     MR. POCH:  A few times today, when discussing fuel

switching, you've specifically modified the phrase -- you suggested you would screen it by TRC and you would do that on a portfolio level.  I think you were very  careful to do that.  And I'm wondering if you could just elaborate why you feel it necessary to add that caveat. 

     MR. FARMER:  Yes, I do.  Our current understanding of

fuel switching is not complete enough to advocate that we

could run something that maximizes TRC value, unless it's

like minimizing losses.  The portfolio value is designed to

generate the maximum amount of fuel switching activity away

from electricity that can be done without causing a negative rate impact, and if you will, a societal impactment.  So, by doing that we think that's more consistent with the goals to have province and the needs of the province in the short term.

     MR. POCH:  Forgive me.  Let me just make sure I

understand.

     I had assumed when you say portfolio bases that you

had anticipated that there might be fuel-switching programs

that you might wish to run where a program or measure would

be -- would fail TRC but you're suggesting it would

nevertheless be appropriate for the company to have a

program doing that?

     MR. FARMER:  Provided that it will run with the mix of

other programs in such a way that, on balance, the total

portfolio was positive.

     MR. POCH:  All right.  That's clear.  Thank you.  Thank you very much.

     MR. SMITH:  Thank you, Mr. Poch.

     MR. MILLAR:  Thank you, Mr. Poch.  

Who's next?

     MR. SHEPHERD:  I'll go if you want.

     MR. MILLAR:  Okay.  Mr. Shepherd.  It's about 2:35 now.  I was thinking we should time break at 10 to 3 or something like that, so if we could try to find a convenient spot around them.

     MR. SHEPHERD:  Like they say, I'm in your hands.

     MR. MILLAR:  So if you could finish by 10 to 3, all the better.

     MR. SHEPHERD:  Yes, that’s possible.

     MR. McCOMB:  I think -- did we give an Exhibit 2.10 for you, Mr. Poch?

     MR. POCH:  Yes.

     MR. McCOMB:  Okay.  And this will be 2.11, for School’s questions.


EXHIBIT NO. KT2.11:  SCHOOL ENERGY COALITION’S 
QUESTIONS TO UNION GAS LIMITED

CROSS-EXAMINATION BY MR. SHEPHERD:
     MR. SHEPHERD:  So the first question is if you could

turn to page 5 of your evidence.  You had some basic

principles that you'd set out.  And you took one out.  And

I'm wondering what one made the first list and didn't make

the second list.  Page 5 of your evidence.

     MS. LYNCH:  Nothing.  There wasn't anything deleted

there.

     MR. SHEPHERD:  Our question 0.2, I think you've

answered at least for 2000 through 2005 in your table 4,

right?  Is that --

     MS. LYNCH:  That is correct.

     MR. SHEPHERD:  And the reason you didn't go back to

1997 is you didn't have the data? 

     MR. FARMER:  That's correct.

     MR. SHEPHERD:  And just as a follow-up question to 

that, I look to your table 4.  And somebody may have asked

this today, but I'll ask it again.

     This appears to be cumulative.  And I'm wondering what methodology you use to arrive at these numbers.

     MR. FARMER:  When you say cumulative, you mean that the DSM impacts are accumulating over the years?

     MR. SHEPHERD:  Yes.

     MR. FARMER:  Yes, it works on the assumption that all

the measures are in place for that duration.

     MR. SHEPHERD:  So you assume, for example, that your 

16,106 M3 in 2000 continued for all those years

and then in 2001 you had an additional 40 that continued for all those years.  All right.

     MR. FARMER:  That is correct.

     MR. SHEPHERD:  So if we track these back to your

evaluation reports for those years, we'd see your first-year volume savings in each case would be the increment?  So, for example, from your first year volume saving in 2005 would be 211.

     MR. FARMER:  Yeah, when you're calculating that

increment, so if we looked at 2005 as the example.

     MR. SHEPHERD:  Yeah.

     MR. FARMER:  It would have the full year lost volumes

for 2000 through 2004, and one half of the lost volumes of

2005, and that's how you would sum that total.

     MR. SHEPHERD:  So I just want to make sure I understand this, because there's a funny anomaly here, unless I've got my math wrong.  And that is, 2004, your cumulative, is  190,106 M3, and in 2005, it's 401106 M3.  So that would imply this your first-year savings in 2005 were 422,106 M3.

     MR. SMITH:  Sorry, Mr. Shepherd, I’m not following your numbers.  Where are you looking?

     MR. SHEPHERD:  2004, the difference between actual and

estimated is 190,106 M3.  You see that, 14,082 estimated

minus 13,892 actual.

     MR. SMITH:  Yes, I see that.

     MR. SHEPHERD:  So then, in 2005 the difference between

those two numbers is 401, which would mean that half a 

year's savings for those new measures would be 211.

     That just seems unusual to me and I'm wondering how

you got it. 

     MR. FARMER:  It is possible that there is a

mathematical error, which we will check and provide an

updated table or an explanation.

     MR. SHEPHERD:  Okay.  Do we need to give an undertaking to that?

     MR. McCOMB:  Yeah.  That will be JT2.32.

     UNDERTAKING NO. JT2.32:  TO REVIEW FOR MATHEMATICAL 
ERROR IN TABLE 4
     MR. SHEPHERD:  Thanks.  Question 0.3 asks about some

individuals.  Now, you've tabled some CVs, and

unfortunately I wasn't able to be here this morning, so you may have given this explanation.

     Do I take it that Mr. Williams and Mr. Rothman are the

individuals who did this first study?  

     MS. LYNCH:  That is correct, for 0.3.

     MR. SHEPHERD:  And just as a follow-up to that, 

Mr. Williams has given evidence on conservation at the OEB,

but I wonder, do you know whether he's ever been accepted as a DSM expert at the OEB?

     MR. SMITH:  Just a second.

     MR. SHEPHERD:  If you don't know, that's fine.  We can

ask him when he arrives on the stand, but...

     MR. SMITH:  Yeah, I don't think we know, sitting here

today.

     MR. SHEPHERD:  Okay.  And the other follow-up to that

is, he has a list of publications.  Would you be agreeable

to give us dates of those?  The reason I ask is because

Mr. Williams, a long time ago did conservation work, but for a long time he didn't do any, ask and I think may have done very little recently.  And that's why I'm asking the

question.

     MR. SMITH:  We'll ask Mr. Williams.

     MR. SHEPHERD:  Okay.  Thanks.  And that's...

     MR. McCOMB:  That will be 2.33.

     UNDERTAKING NO. JT2.33:  TO ADVISE WHETHER MR. 
WILLIAMS HAS EVER BEEN ACCEPTED AS A DSM EXPERT AT THE 
OEB

     MR. SHEPHERD:  And just one question with respect to

Mr. Rothman.  It's correct, isn't it, that he's never given

evidence as a conservation expert or been accepted as a

conservation expert, as far as you know?

     MR. SMITH:  Mr. Farmer doesn't know the answer to that

question.

     MR. SHEPHERD:  Don't know?  Okay.  Then, 0.4, this is

the C line study, right, market transformation?

     MS. LYNCH:  Correct.

     MR. SHEPHERD:  And that's Mr. Singleton.

     MS. LYNCH:  And Mr. Bach.

     MR. SHEPHERD:  Oh, sorry, and Mr. Bach.  Of course. 

     And then the independent review was back to Mr. Williams and Mr. Rothman.

     MS. LYNCH:  That was just Mr. Williams.

     MR. SHEPHERD:  Excellent.  Can you please confirm that

Union Gas agrees with the answers EGD has provided to all of the Board's initial questions in their pre-filed evidence, and if you don't agree, can you please identify which ones you don't agree with and what the nature is of your disagreement?

     MR. SMITH:  I think you can take that as a refusal.

     MR. SHEPHERD:  Happy to see there's consistency.

     MR. SMITH:  Oh?

     MR. SHEPHERD:  Yes, there was a refusal yesterday. 

Surprise, surprise.

     Question 1.1:  

“Please provide a chart showing the DSM

budget that was approved for each of the years 1997 to 2006 inclusive.”  

And I think we have that.

      
“And for each such year, also indicate the amount

actually spent,” I think we have that, “and the figure that represents 3 percent,” of what would be -- I guess, “delivery revenue,” is your proposal, “as set forth in your proposal.”

     Now, the 3 percent, we don't have, do we?  

     MS. LYNCH:  No, we will provide that.

     MR. SHEPHERD:  Have you given that undertaking already?

     MS. LYNCH:  No, we haven't.

     MR. SHEPHERD:  Okay.

     MR. McCOMB:  So that will be JT2.34.  

     UNDERTAKING NO. JT2.34:  TO provide figure that 
represents the 3 percent delivery revenue as set forth 
in Union’s proposal 
     MR. SHEPHERD:  Okay.  That's fine.  Now, just as a

follow-up to that question, and you saw my confusion with

distribution and delivery, which I know are somewhat

technical terms, but we were confused yesterday about what

each one meant.  Have you answered this already, the

distinction between the two?

     MR. SMITH:  We've given an undertaking already today to provide a description of what's being -- well, give a

definition of what the 3 percent is of.  Let's put it that

way, and what the components of it are.

     MR. SHEPHERD:  Thank you.  

On page 3 of your evidence, figure 1, can you provide us with the numerical data for that?

     MS. LYNCH:  Yes, we'll provide that information.

     MR. McCOMB:  And that will be 2.35.

     MR. SMITH:  Actually, sorry, that doesn't need a

separate undertaking.  If I recall correctly, we've actually undertaken to give that to CCC already, so that's

an existing undertaking.

     MR. SHEPHERD:  Do you know which one that is?

     MR. SMITH:  No, but Ms. Girvan asked this question.

     MR. SHEPHERD:  Bryan was the keeper of the undertakings.

     MR. SMITH:  I'm not sure I could identify it that

easily.  I believe it's JT2.18.

     MR. SHEPHERD:  Thank you.  Question 1.3:  

“Does Union Gas agree that it would have more flexibility if its budget were set for the full period of the plan, for example, three years, and it had the freedom to move funds back and forth between years with the DSMVA” -- with -- oh, you don't have a DSMVA -- “so the freedom to move funds back and forth between years.”  Period.

     MR. FARMER:  I would correct.  There is a DSMVA for the purpose of returning funds that are not spent farther back, so we shouldn't say there's not a DSMVA, there's not one for the purpose of overspending.

     I do agree that there would be more flexibility.  I do not agree that it would be better or ideal, and the reason I say that is, it adds a level of complication in that DSMVA balances may become quite large through the three years, as opposed to clearing them annually, against annually caps and budgets.

     MR. SHEPHERD:  Of course in your case it's only going

back to ratepayers, right.

     MR. FARMER:  That's correct.

     MR. SHEPHERD:  So your desire to clear it each year is

so you don't owe the ratepayers too much money.

     MR. FARMER:  Correct.

     MR. SHEPHERD:  Understood.  Okay.  1.4, and please let

me know if you've already answered this question, because I

know you've had some discussions about this.

     You propose that you'll file a plan this year on

September 1, and it will be approved for rates in time for

January 1st.  And I guess, can you tell us how that would

happen,, how the Board would do that?

     MR. FARMER:  We have answered this question, and I

can't give the specific reference.  I can actually answer it again, in that essentially Union would make an application which would include a multi-year plan, and that the Board would issue a Procedural Order as to how it wished to deal with said plan.

     MR. SHEPHERD:  What I'm wondering is, see, you've

contemplated that it would be done in a four-month period,

and I'm wondering how you contemplate that the Board

would achieve that goal.

     MR. FARMER:  Hopefully through an expedited process.

     MR. SHEPHERD:  Are you contemplating a hearing

process?

     MR. FARMER:  I really am not in a position to speculate as to what process the Board would engage.  September 1st is typically a date that coincides, from my point of view, for planning, and that's when we try to have a good handle on plans for coming periods.

      And so that would be the position that we would be

ready to put in a detailed implementation plan in front of the Board.

     MR. SHEPHERD:  Okay.  Question 2.1.  Now, you've

provided us -- this is about thresholds -- and you've

provided details on all of your current programs in Exhibit

B, for which I thank you.

     So the first part:  “Please provide a list of current

programs.”  You've done.

     But I'd also like to know, and I don't see it in there, the anticipated TRC threshold that you're planning to achieve for each, plus the overall threshold for the

residential, commercial, and industrial segments each, and

the overall portfolio TRC threshold that you're currently

anticipating in your planning.

     MS. LYNCH:  Just to be clear, for '06?  2006?

     MR. SHEPHERD:  '06 is fine.

     MS. LYNCH:  We can compile that information and provide it as an undertaking.

     MR. McCOMB:  Okay.  That will be 2.35.

     UNDERTAKING NO. JT2.35:  TO PROVIDE ANTICIPATED TRC 
THRESHOLD PLANNED, PLUS OVERALL THRESHOLD FOR 
RESIDENTIAL, COMMERCIAL, AND INDUSTRIAL SEGMENTS AND 
OVERALL PORTFOLIO TRC THRESHOLD FOR 2006

     MR. SHEPHERD:  Question 2.2, and of course you're no

longer EGD, so I guess this should read Union.

     MR. SMITH:  That merger didn't go through.

     MR. SHEPHERD:  That's right.  Does Union have any

internal guidelines to screen DSM programs on the basis of a TRC threshold of greater than or less than 1.0?  That is,

when you make your own judgment calls internally, do you

have guidelines as to how you -- what sort of threshold you

should use?

     MR. FARMER:  We do have a guideline.  We do not have a

formal written policy in this regard.  The guideline does

not limit programs to having a threshold of 1.  We try to

run programs that are positive, but there are situations

where we may run programs that have a TRC value of less than 1.

     MR. SHEPHERD:  So you don't have a guideline per se?

     MR. FARMER:  It is a guideline that encourages people

to look at programs that have a TRC value of greater than 1, but the Guideline is to run a portfolio.

     MR. SHEPHERD:  Well, what's the number in the 

guideline?   Is it one or is it some other number?  


MR. FARMER:  It's 1.

     MR. SHEPHERD:  Okay.  The reason I'm asking, and I'll

just ask you to tell me whether I'm missing something here,

is -- of course there's some uncertainty in programs, right?  It's future planning and so normally you try to build in some sort of buffer so that you make sure that you have successful programs, and so that's why I'm wondering whether you would have a guideline that would try to get a 1.5 or a 2 or something like that so that you make sure that you always end up ahead of the game.  I mean, do you do that as a matter of course?

     MR. FARMER:  When you describe a program, you're

describing a collection of measures and perhaps market

support or education activities.  In looking at something

that is new, and I'm probably beyond what we've communicated as guidelines to markets personnel, we would ask that that collection of measures and the market support that underpin them would have a guideline of greater than 1, right.  We don't have this number that's beyond that sum or that it has a TRC value of greater than 1, so that it is 

contributing positively to the portfolio.  


There is risk in that your results may not emerge, and your underlying market support by its nature would bring your bring your result below 1.  And what I'm trying to say, and perhaps not as effectively as I could, is that because a program does not meet a 1 does not mean we throw it out.  So in that regard our guideline is not applied that says we reject automatically programs that are less than 1.

     MR. SHEPHERD:  Okay.  Thanks.

     3.1:

“What actions, if any, should a utility take in

its programs or their implementation during a plan period” -- that's after the plan's approved and you're in the middle of the plan – “to react to new information about assumptions and inputs?”

     And we have given an example of a situation in which,

for example, you're in the middle of a program and you

realize you have information that you get that shows that

the free-ridership rate is a lot higher than you expected. 

What should you do in terms of your implementation of the

program design to react to that?

     MS. LYNCH:  The input assumptions would be fixed for

the duration of the plan.  So there would be no action

required.

     MR. SHEPHERD:  If the input assumptions were not fixed, of course, you would have to adjust the program, right?

     MR. FARMER:  Well, we're not proposing that, okay.

     MR. SHEPHERD:  Okay.  Question 3.2:  

“Please confirm Union's intent that" - this is from your own material – “’research data that is applicable to the Ontario market’ may

include data from other jurisdictions if the circumstances of the measure are comparable to Ontario.”

     MR. FARMER:  We can confirm that.  We believe that in

the absence of research specific to Ontario, and more

specifically to our service area, it is acceptable to use

data from other markets provided it can be proven to be

relevant to Ontario and to the specific circumstances that

are being researched.

     MR. SHEPHERD:  Now, could I just follow up on something related to that that you answered Mr. Poch just a little while ago?  Where is it?  And he asked you about

shareholders' incentives in other jurisdictions, and whether anybody had performance incentive with no target.  And you said other jurisdiction aren't relevant.  And I guess I was struck by that.  And I'm trying to figure out what  you -- that sounded very categorical.  I'm sure that's not what you meant, because you have a study that indeed its whole point is to look at other jurisdictions.  
So can you tell us what you mean by other jurisdictions are not relevant?

     MR. FARMER:  There is a difference, and perhaps I

misinterpreted your question.  In addressing Mr. Poch's question, I was acknowledging is that there is plenty of data as to what is done in other jurisdictions.  But the purpose here is to explore what's right for Ontario.  And therefore, just because it's done elsewhere doesn't mean it should be done here.

     If I can clarify how I interpreted your question, and

if I'm wrong I can certainly readdress the question.

      I was interpreting it as research data that

contributes to the determining of specifics such as input

assumptions, which I don't think are for the purpose of 

setting policy at all.  They're for determining in the front end of the process what is the right values to use.

     MR. SHEPHERD:  So this sort of technical research, you

can look and see whether the other jurisdiction information

is applicable, whereas policy staff is not likely to be  a priori applicable?

     MR. FARMER:  In my answer to this question, I said

where the circumstances, where it can be proven to be

relevant to Ontario and to the specific circumstances being

researched.  In my other answer, I said just because it 

occurs elsewhere does not mean that it's relevant to the

question we're addressing here today.

     MR. SHEPHERD:  All right.  Question 3.3.  I'm sort of

heading towards a break in a couple minutes, Michael.


MR. MILLAR:  Okay.

     MR. SHEPHERD:  Question 3.3.  We looked at your answer

to question 3.4 in the materials, and we were a little bit

confused.  Now, I know you've talked about this earlier, so

just help me to clarify this.

     What you said in your answer could either have meant

that input assumptions should simply be kept constant,

period, or they can be changed during a multi-year plan but

only at your request.  Only at your instance.

     MR. FARMER:  You mean that when you say 3.4, our answer to the Board question --

     MR. SHEPHERD:  Yeah, that's right.

     MR. FARMER:  What is the mechanism to determine --

     MR. SHEPHERD:  On page 37 of your material.  

     MR. SMITH:  This question was actually asked by

Ms. Girvan.  In fact, I think she identified this precise

potential confusion in the language, but I'll let Ms. Lynch

restate it.

     MS. LYNCH:  Our proposal is that the assumptions be

kept constant for the duration of the multi-year plan.

     MR. SHEPHERD:  Okay.  So do you want to take a break

now?

     MR. MILLAR:  Yes, thank you, Mr. Shepherd.  It is now 3 o'clock, or a couple of minutes before 3.  Let's come back for 3:15.  I think we're making good progress, and the 

sooner we can all finish on a Friday afternoon, I'm sure the happier we will be.  Thank you.


--- Recess taken at 2:58 p.m.  

--- On resuming at 3:20 p.m.

     MR. MILLAR:  Okay.  Why don't we get going again. 

Mr. Shepherd.

MR. SMITH:  Sorry, just one minute, Mr. Millar.     MR. MILLAR:  Sure.

     MR. SHEPHERD:  Okay.  So I see we've lost some of our

audience, which I assume is not a comment on either the

scintillating questions or the scintillating answers.

     Question 4.1, and you started to talk about this with

somebody else just a few minutes ago, and I'm going to

pursue it because I wasn't sure I was clear on the answer.

“Please provide the rationale behind reimbursing the utility for lost revenues if evidence shows that the lost revenue figure is not, in fact, correct,” either it’s higher or lower than the input assumptions would provide, “rather than adjusting the reimbursement to be a reimbursement of actual revenues lost.”

     MS. LYNCH:  The current process that we use has been

cumbersome and has resulted in delays.  And we've only just

completed the 2004 results.

     From Union's customers' perspective, the delay in

finalizing the results is unnecessary and unproductive.  We

believe comparative results can be obtain by fixing the

assumptions in advance.

     MR. SHEPHERD:  You provided, in your table 5, a

comparison of pre- and post-audit numbers.  And it just shows that before you had an audit they were the same, of course, and after you had an audit the post-audit numbers were substantially lower than the pre-audit numbers.

    Can I just ask you, those differences between pre- and

Post-audit, are they primarily because the auditor

said you counted things wrong or primarily because the

auditor challenged or questioned input assumptions and they

had to change?

     MR. SMITH:  Mr. Shepherd, this morning there was a

question which sought precisely that piece of information,

although I don't believe it was phrased precisely that way. 

And we gave an undertaking in respect of it.

     MR. SHEPHERD:  So you'll ensure that the undertaking

response includes that question?

     MR. McCOMB:  Was it 2.22 or 2.28?

     MR. SMITH:  Well, it's going to be one of them.  

     MR. SHEPHERD:  That's fine.  All I'm asking you to do is you heard the question that I just asked, and if you could just make sure that that is answered as part of that

undertaking.

     MR. SMITH:  Yes.  That's fine.

     MR. FARMER:  We should just clarify.  The undertaking,

as I recall, referred to specifically the 2004 audit as

being the best one to analyze.  Your question is 2004, okay, because I don't know that we could do the previous ones, to be honest.

     MR. SHEPHERD:  Well, it should be relatively simple for you to identify the reasons why you're audit numbers are lower than your pre-audit numbers, right?  I mean, the audit report will say right in it...

     MR. FARMER:  Well, no, that's not actually true.  So

perhaps there's an element to the question that isn't

answered.  The post audit numbers are the result of a few

things.  One is that the auditor identifies that the auditor believes that the number is not correct and has a better number to provide.  That would be one form of an adjustment.

     The other and more frequent form of adjustment is that

the auditor may call that he or she believes the number is incorrect but cannot provide better data under any mechanism and then a negotiation occurs.

     The undertaking was in reference of what number of

measures from the 2004 were the result of negotiation as

opposed to having better available data.

     MR. SHEPHERD:  Yeah, that's not my question.  I'm

actually looking for quite a different thing, and that is,

the auditor looks at two things, he looks at the underlying

assumptions that drive the numbers, and at how you 

counted stuff.

     And so, you know, did you count -- did you conclude

that too many projects in this particular category or too

many participants, let's say.

     MR. FARMER:  Yes.

     MR. SHEPHERD:  And so I'm asking you to distinguish

between the counting changes and the assumption changes.

     MR. FARMER:  To the best of my knowledge, there has not been a counting change in a Union Gas audit.

     MR. SHEPHERD:  So all these differences are about

changes in assumptions.

     MR. FARMER:  Changes in assumptions.

     MR. SHEPHERD:  Thanks a lot.  

Now, question 5.1 I think you've answered in table 8, K2.1, with the exception of the first one, that is 50 million TRC.  So can you confirm that for 50 million of TRC, it's your proposal that your incentive would be three-quarters of a million dollars?

     MS. LYNCH:  That's confirmed.

     MR. SHEPHERD:  Okay.  And then 5.1.2, you've also

provided that in table 1, I believe.  I think table 1

doesn't have as many years but it's the same thing, so it's

fine.

     5.1.3, we provided you with a graph and with a

spreadsheet that drove those numbers, and I wonder if you

could confirm that those numbers and the graph are correct?

     MS. LYNCH:  We did confirm that.

     MR. SHEPHERD:  And similarly, in 5.1.4, that same

spreadsheet takes the sort of sweet spot between 80 percent

and 120 percent of TRC and does a comparison.  And it's

correct that your SSM would increase to about 150 percent of

current, on average, over that range; isn't that right?

     MS. LYNCH:  Confirmed.

     MR. SHEPHERD:  5.2, and I'll read it:               

"Please confirm that the SSM proposed by the

          utilities is predicated on to the assumption

          that 'an increase in DSM activity is 

          desired'."

And so the intent of this is, and I'm continuing:

          "Does Union Gas believe that higher TRC

          results, higher than the $217 million

          target currently in force for 2006, are an

          appropriate objective?"

And I'm using the word "objective" on purpose.  I'm not talking about a target, I'm just talking about where you're aiming for.

     MR. FARMER:  I understand.  I think I made the same

distinction.  Higher TRC results are desirable.  However, we do not define our activity as a TRC result.  It can also

include research, program development, market support, and

education and other things that, in fact, draw down TRCs,

but are essential for the sustainability of DSM.

     So establishing a TRC goal, whether higher or lower

than that in place, is not always appropriate and should not constitute the sole goal of DSM.

     MR. SHEPHERD:  So when you say "an increase in DSM

activity," you mean you should be doing more, but not

necessarily achieving more immediate results, just doing

more to benefit your customers?  Is that fair?

     MR. FARMER:  Certainly we should be doing more, and we

define sustainability of DSM as requiring that.

     MR. SHEPHERD:  All right.  We quoted here from your

material, in question 5.3.1, and we quote here in your

material that you had -- you said there were programs that:

“Focus too heavily 'on short-term results

          because of the existence of targets and the

          rapid escalation of those targets.’"


Can you give us some examples of programs that fit in that category?

     MR. FARMER:  Well, rapid escalation of targets is a

recent phenomena for Union, and unfortunately I can think of no examples where that has specifically happened to date.  We meant to raise it as a possibility.

     MR. SHEPHERD:  And similarly, you said that the need to focus on the short term means that good programs aren't

implemented.  Can you give us some examples of programs that you would have implemented if you weren't focussing on the short term but were focussing on the long term?

     MR. FARMER:  We believe we should have done more in the areas of technology development and research.  Certainly research on long-term market trends, and support for technologies that fail the TRC but that is as they are new, they're increasingly likely to pass the TRC as they

commercialize and need to be supported in their infant stages.

     MR. SHEPHERD:  Okay.  Just as a follow-up to that, and

also to the previous question on TRC thresholds, do you

think it's appropriate to have two separate tests, as it were, one for long-term things that are money-losers at the beginning, they produce less benefit than they cost, but in the long term will be good; as opposed to conventional programs that meet your TRC threshold right off the bat?  Are there two different types of things you should be doing?

     MR. FARMER:  I believe both activities are certainly

extremely relevant in the delivery of DSM, and I believe

that when you look at the mechanisms together, where you

provide adequate budget and SSM on every unit of TRC that is predictable over time, that you achieve both objectives, because the utility then is balancing short-term with long-term objectives.  


We don't strive to achieve all revenue in

one year, then all the standards perhaps raise and we have

to start from zero.  We strive to achieve results over many

years, because it takes many years to achieve significant

results in most areas.

      I don't know of a test that would meet the description you gave on the longer term.

     MR. SHEPHERD:  Okay.  You mention that some of your

targets were set in settlement agreements that weren't

appropriate, in your evidence.  You can confirm, can't you,

that all those settlement agreements that establish targets

were ones that you agreed to?

     MR. FARMER:  Yes, we can.

     MR. SHEPHERD:  You also talk about gamesmanship in

target-setting.  Can you give examples of gamesmanship that

led to inappropriate targets in the past?

     MR. FARMER:  Well, our example of the possibility of

gamesmanship was linked to the establishing of thresholds

or pivot points that are set on targets, and what this 

brings about is desires to raise or lower, depending on

which party is trying to do those things.

     It's important to note that at Union we actually have

very little experience with SSMs that we have yet to have

claimed one.  We believe we have earned one in 2005, but

that's subject to an evaluation and audit process.

     And so we really have no examples that we can present.  We wish to raise the possibility that it could occur.

     MR. SHEPHERD:  Okay.  You also talked about the fact

that if targets are set too high, you would have to "abandon your SSM efforts in favour of other activities where the return is more predictable."  Can you give us examples of situations in which you've done that?

     MR. FARMER:  This has not yet occurred.

     MR. SHEPHERD:  On page 32 of your material, figure 6,

can you provide us with the numerical data behind that?

     MS. LYNCH:  It's actually included in table 1.

     MR. SHEPHERD:  It's in table 1?

     MS. LYNCH:  Yes.

     MR. SHEPHERD:  Excellent.  Question 5.8:  

“Please confirm that Union Gas establishes internal targets” -- that's Union Gas as a company, not just the DSM group – “establishes internal targets to form the basis of incentive

compensation for employees.”

     First of all, can you confirm that?

     MR. SMITH:  Mr. Shepherd, in my view, this question is

actually beyond the scope of the proceeding and it's not a

proper one.  But --

     MR. SHEPHERD:  Let me just tell you why I'm --

     MR. SMITH:  Sorry, I'm going to answer the question. 

But in the interest of moving matters along, I can point you to the Union Gas stip program and it's recent rates

filing can be found at D1, tab 3.  It's EB-200-0520, and I

believe your office has a copy of the materials.


MR. SHEPHERD:  Okay.  That's good.  Question 5.9 -- actually, let me back up a stage.  You do have targets for incentive compensation.  Internally how do you

set those targets?  You've expressed a concern in DSM that

setting targets is very hard to be precise.  But you do

it in your incentive compensation.

     How do you get around the difficulty of precision in

your incentive compensation targets?

     MR. SMITH:  I think the extent to which we're prepared

to answer the question is the information I've provided you

with.

     MR. SHEPHERD:  That has nothing in it about how you set targets.

     MR. SMITH:  You have our position.  

     MR. SHEPHERD:  So that's a refusal position.  

     Do any of the people who work on DSM have incentive

compensation targets?

     MR. FARMER:  Yes.

     MR. SHEPHERD:  How do you set those targets?  Sorry,

you can't argue relevance on this one, Mr. Smith.

     MR. SMITH:  Well, I can, because I don't think there's

any relationship between the setting to have target or DSM

writ large for the company, and a particular employee's

particular incentive.  I don't see any connection between

the two.  But having said that I may still answer the

question.  

     Okay.  We'll take it under advisement. 

     MR. SHEPHERD:  That's an undertaking?

     MR. SMITH:  Well, we'll let Mr. Shepherd know our position.  I'm not sure whether we will provide the information or not.

     MR. SHEPHERD:  So we should probably record something, then, as an undertaking whether you're going to answer it.

     MR. McCOMB:  That will be JT2.36.


UNDERTAKING NO. JT2.36:  TO PRODUCE INFORMATION 
RELATING TO INCENTIVE COMPENSATION TARGETS

     MR. SHEPHERD:  Thank you.  Question 5.9.  I'm not going to read it.  It's a lengthy question that does a calculation that basically, as you can see, makes the assumption that DSM is treated as rate base and tries to determine, then, what amount it would throw off each year if it were rate-based.

     Have you been able to do that calculation, or are you

willing to undertake to do it?

     MR. SMITH:  We have not been able to do it.  And

similarly, we'll have to advise you whether or not we're

prepared to.  Certainly Mr. Farmer and Ms. Lynch are not

in a position to do that calculation.  It would involve

engaging other resources, possibly at Union Gas, and I'll

have to consider the amount of work and the relative merits

of that.

     MR. SHEPHERD:  I understand that it could be a

complicated calculation.  And so I'll ask you the same

follow-up as I asked of Enbridge, because we're aware that,

you know, there are limits as to how much you can be asked to do.

     If it's not possible to do the full calculation, a

rigorous calculation, can you, as part of this looking at

it, can you see if there's some way that you can approximate the impact through a simpler calculation, because there may be ways that you can find a shortcut that will get us close enough to get a good idea.

     MR. SMITH:  You may be correct, and certainly we'll

raise that with the people in Chatham.

     MR. SHEPHERD:  Thank you.

     MR. McCOMB:  So you'll take that as JT2.37?  

     MR. SMITH:  Yes, thank you.


UNDERTAKING NO. JT2.37:  TO PRODUCE DSM CALCULATION

     MR. SHEPHERD:  Question 6.1:

“Please confirm the utility's intent that market transformation and research budgets and spending should be included in the calculation

of the DSMVA.”

     MS. LYNCH:  Just to the point before.  We're only

proposing to use the DSMVA to return money, not for -- to

return money.  Spending for research and market

transformation would be included in the budget.

     MR. SHEPHERD:  And so therefore if you underspent on

those things, that money would also be returned to the

ratepayers.

     MS. LYNCH:  That is correct.

     MR. FARMER:  Sorry, there was a correction.  If the

DSMVA is designed to deal with the budget in totality, not

on underspending of specific budgeted items within the

budget.

     MR. SHEPHERD:  Right.  But my question really was, it's not intended to deal only with your program budget or only program and O&M, but the whole DSM budget.

     MR. FARMER:  Correct.

     MR. SHEPHERD:  And your 3 percent also includes that,

right?

     MR. FARMER:  Correct.

     MR. SHEPHERD:  Question 7.1:

“Does Union Gas agree that utility best practices include regular and thorough consultation with stockholders with respect to all material

changes in your regulated activity?”

     MR. SMITH:  I take it this is just actually related to

DSM.

     MR. SHEPHERD:  No, I'm asking the general question

about how you run your company.  Is consulting with your stakeholders what Union Gas considers to be a best

practice for material changes in what you're doing?

     MR. SMITH:  Well, I think we'll limit it to DSM.

     MR. SHEPHERD:  I think I'm allowed to ask you’re your corporate principles are as they apply here.

     MR. SMITH:  I think I'm allowed to disagree until someone tells me I'm wrong.

     MR. SHEPHERD:  Then, limited to DSM, the answer is?  

     MR. FARMER:  The position is that there shouldn't be

mandated consultation.  We certainly would undertake consultation as it would improve elements of program design

and understanding of the market but there should not be

mandated consultation is our position.

     MR. SHEPHERD:  Okay, Mr. Farmer, I'm not asking the

question about mandating.  All I'm asking is:  Do you 

internally think that it is a best practice to do this sort

of thing?

     MR. FARMER:  Yes.

     MR. SHEPHERD:  Does Union Gas agree that utilities that don't have effective stakeholder consultation for their DSM plans and activities should be subject to a higher degree of scrutiny by the Ontario Energy Board?

     MR. FARMER:  No.

     MR. SHEPHERD:  What role, if any, should the regulator

have in commenting on after the fact, or prescribing in

advance, the stakeholder consultation activities to have

utilities relative to DSM?

     MR. FARMER:  Union is not advocating any required

consultation regardless of whether we choose to do it, and

therefore we do not believe that the regulator has any

formalized role in this regard.

     MR. SHEPHERD:  Do you think it's appropriate -- so you

don't think -- as you said, you don't think they should

mandate anything.  Is it appropriate for the Board after the fact to look at how you've run your DSM program and say:  We like your consultation approach; or, we

think you should do it differently?  Is that something that

the Board can help you with by giving you input?

     MR. FARMER:  I don't believe so, no.

     MR. SHEPHERD:  Thank you.  Question 8.1:  

“Does Union Gas agree that it should bring forward to the Board an up-to-date market potential study each time it seeks approval of a multi-year plan?”

     MR. SMITH:  Sorry, Mr. Shepherd, this question was

asked, I believe, and answered by -- was asked by Board

Staff, and answered.

     MR. SHEPHERD:  And the answer is?

     MR. SMITH:  I can't remember.  It's been a long day.  I always remember questions.

     MR. SHEPHERD:  So I have a second part to my question,

so at least if you can tell me what the first part answer 

is, that would help.

     MR. FARMER:  I believe our answer -- our answer is that there shouldn't be a prescribed schedule of delivering

market potential studies.  They should be done when the

previous market potential study has expired, and we did

discuss some indicators of when a market study has expired.

     MR. SHEPHERD:  Okay.  Does Union Gas agree that the

appropriateness and effectiveness of the utility's research

activities, that is, how well you've done your homework,

should be considered by the Board when it determines the

prudence of amounts to be expended by the utility on DSM

programs?

     MR. FARMER:  I believe that the Board should consider

the alignment of the research activities with DSM 

guidelines, and I think that is the prudence that you

describe.

     It is possible that research that is undertaken with

the right intentions does not yield effective outcomes.  And I believe that it would not be wise to introduce this level of risk into budget clearance as it would discourage the active pursuit of research.

     MR. SHEPHERD:  I'm actually not asking -- I understand

what you're saying; I actually agree with you, Mr. Farmer. 

The question I'm really asking is, if you come forward with

a program, and say, this is what we want to do, Board, is it legitimate for the Board to say:  We don't like the research you've got that's backing it up; we think you should have done more; we think you should have done it differently?  Is that appropriate?

     MR. FARMER:  I don't actually understand how that

particular element would fit in the rules based approach

that we are advocating.  So I don't necessarily agree that

the Board has a role in this regard.

      Union is interested in comment and feedback on the

effectiveness of its efforts, however that might be

received.

     MR. SHEPHERD:  Question 9.1, and there's a preamble

to this one, which is:  


“When the books of a corporation are audited, the auditors report not to management but to the

shareholder whose interest are being protected.” 


Therefore the question is:  

“In the proposal of the utilities, who would the auditor or the SSM, LRAM, and DSMVA report to if it is not to the ratepayers?  Please provide the rationale for having an independent auditor report to anyone other than those whose interests are being protected.”

     MS. LYNCH:  The auditor would be contracted by the

company and report to the company.  A copy of that report

would be filed with the Board to ensure that the interests

of ratepayers are protected.

     MR. SHEPHERD:  Okay.  So my question was:  If you're

not having them report to those whose interests are being

protected, which is the normal thing that an auditor would

do, why is that?  Normally, auditors report to whoever's

interest they're protecting.  So why -- are you making an

exception here?

     MR. FARMER:  I'm honestly not sure that that is true in the instance of a financial report.  I understand that 

audits are just to the shareholders, and that to the auditor is contracted by the company and technically, I think, reports to the company.      

But the rationale is that the ratepayers' interests are protected and that the report, which is independent, is

filed with the clearance of values and that everyone would

have comment on the appropriateness of those values at that

time.

     MR. SHEPHERD:  Question 9.2.  You've suggested that 10

percent of custom projects should be selected for evaluation and audit.  Where did that figure come from?

     MS. LYNCH:  That figure is based on the Guidelines in

the TRC Handbook for electric CDM. 

    MR. SHEPHERD:  Now, question 10.1:  

“Please confirm that under your proposal, the incentive for market transformation

would not be based on results but would be payable, whether or not any results or benefits were achieved.”

     MR. FARMER:  Yes, the mechanism pays based on the

results of the DSM portfolio applied to the budget.

     MR. SHEPHERD:  So, as long as you spend the money, you

would get the full incentive?

     MR. FARMER:  I apologize.  Could you repeat?

     MR. SHEPHERD:  As long as you spend the money, you

would get the full incentive?

     MR. FARMER:  Yes.

     MR. SHEPHERD:  Thank you.  You've said that, in your

evidence at page 27, that you have activities within the

utility that must compete for utility resources with DSM. 

Can you tell us which of those have a specific

incentive associated with them?  Those other activities, the non-DSM activities you're competing with for money.

     MR. FARMER:  We did deal with a question of this nature earlier, and I can't direct you specifically to it.  I did give some examples of activities that we would compete with in a DSM realm, and those were activities like attaching new customers and influencing higher levels of penetration and retaining load.

     They were primarily market-based activities.  I can't

speak for activities beyond those areas.

     And when you say "incentive," each of those activities

carries a return to the utility, a predictable return to the utility, for each unit that is gained.

     MR. SHEPHERD:  So the decision is you do those other

things because they increase your throughput -- and therefore -- actually, increasing your throughput doesn't get you any money; right?  They increase your rate base, and that increases your return.      

MR. FARMER:  Those activities actually don't 

necessarily increase a rate base if there's no capital, as I understand it.  We would have the benefit of increased

throughput until such time as it is rebased.  So in that

regard, they have a return to the company.

     MR. SHEPHERD:  Uh-huh.

     Question 11.1, and this deals with climate change

offsets.  And I understand that your proposal is that since

we don't know enough about climate change offsets and what

the rules are going to be, that you can't propose anything

right now.  So these are all questions dealing with until

you are ready to propose something, until we know enough to

propose something, what if you earn offsets in the meantime?  What do we do?  What should the rules be?

     So there are three questions.  The first is in designing and implementing your DSM plans, what should you be doing to make sure that your clients get the benefit of climate change offsets?

     MR. FARMER:  Well, you're correct in that there are not clear rules and procedures.  I actually do chair a task

force at the Canadian Gas Association on DSM, which is

attempting to deal with how offsets would work under an

Environment Canada proposal for allowing DSM.  But there are no rules.  There are some loose directions that have a lot of work to do.

     MR. SHEPHERD:  There have been some proposals?

     MR. FARMER:  There has been discussion, and there

certainly hasn't been a set of rules determined.  And my

understanding is that in the current situation politically the whole thing is currently on hold, pending review.  So it makes it extremely uncertain.  So I appreciate that your

question is asking me to speculate on if, and I'm really not in a position to speculate on if.

     MR. SHEPHERD:  No, it's actually a much more practical

question.  There is still a significant possibility that

there will be climate change offsets at some point, right?

     MR. FARMER:  Yes.

     MR. SHEPHERD:  And so, if you're going into a customer and talking about -- let's say a custom project, you

presumably have some sort of guideline or approach, or

thinking about how you make sure that they maximize the

benefit of climate change offsets in the DSM program they're implementing at your request.

     MR. FARMER:  From Union's experience, and our current

practice, we actually do not discuss currently with

customers the possibility of climate change offsets; nor do

we include any language in the contracts that say we would

own those offsets, because everything is too unclear at this time.

     MR. SHEPHERD:  Now, then, the second question, 

11.1.2, deals with, for example, if offsets are implemented

in 2008, let's say, one of the things that's been discussed, as you would be aware from the committee you're on, is a reachback so that they would apply from 2006 or 2005 or whatever.

     If that's the case, if that happens, what should

happen to those offsets that you've earned in the meantime,

that you're earning right now?

     MR. SMITH:  This question was asked earlier by CME and

the answer that was given is that Union hasn't formulated a

position on this, and certainly hasn't formed a position as

between shareholder and ratepayer.  Could be the 

shareholder.  Could be the ratepayer.  We just simply

haven't formulated a position yet.

     MR. SHEPHERD:  Okay.  So would it be appropriate, then, in the meantime, to have a deferral account for any offsets that are earned until there's a policy in place.

     MR. SMITH:  I'm not sure that that's appropriate,

particularly given the very speculative nature of what we're talking about.

     MR. SHEPHERD:  I'm sorry, Mr. Smith, I --

     MR. SMITH:  I'm not sure that we would just set up a

deferral account just because in the hypothetical world

"something might happen."  And I understand what you're 

saying.  But I'm not -- thinking it through, I'm just not

sure that that would be a proper basis for a deferral

account.

     MR. SHEPHERD:  Yes, actually, my hesitation wasn't so

much about your answer as about the fact that you gave it. 

And maybe just -- and I'm not try trying to be difficult,

but normally you're very careful to make sure that the

company's answers come from the witnesses as opposed to

yourself.

     MR. SMITH:  And I would not answer the question, had I

not been sitting here at 9:30 and listening to the answer

earlier in the day.

     MR. SHEPHERD:  Okay.  All right.  And so that deals

with, what about climate change offsets earned in your DSM

programs?

     I take it that the same answers would be true with respect to climate change offsets earned from your internal operations.  If you increase your own internal efficiency.

     And am I right in saying that you haven't formed a

policy yet as to whether the shareholder or the ratepayers

should get those benefits?

     MR. FARMER:  There is not a position formulated on that yet.

     MR. SHEPHERD:  Question 11.2, and I recognize that you

may not be able to answer this with the sort of precision

that it's been asked, but you are familiar with the sorts

of proposals that have been made regarding climate change

offsets in Canada.  Can you give us sort of an order of

magnitude of how much money it could be for a utility like

Union Gas, given the sort of DSM activities you have?

     MR. FARMER:  In my capacity on the committee, I do know that there have been proposals and values.  And I just want to confirm that the proposal that I'm thinking of the same one.

     And a proposal was made by Environment Canada that

large final emitters would not be required to pay more than 

$15 per ton for purchasing of an offset credit.

     MR. SHEPHERD:  Yes.

     MR. FARMER:  And that is the proposal.  The difficulty

with the question -- so the answer is still, from Union's

point of view, as the seller of the credit, because the

proposal refers to the buyer of the credit, is that the

market price will still determine the value to the seller,

so that the market price can be anywhere from zero to more

than $15.  And so --

     MR. SHEPHERD:  But the 15 is the cap for one category?

     MR. FARMER:  15 is the cap for what the large final

emitter would have to pay.  It's not the cap for what it

could be sold for if a market emerged that required a higher price.

     So the difficulty is that it's from zero to some

phenomenal number that I couldn't begin to estimate.  And

one doesn't even know if the market price of these credits 

will, in fact, be higher than the cost of accumulating the credits.

     MR. SHEPHERD:  In the CGA committee, for example, as I understand it, you did do some estimating as to what

you thought this might mean economically to various

participants in the industry, right?

     MR. FARMER:  Well, no.  The committee, and I should

stress it's a task force that advises another committee,

and there's a level of complication, unfortunately -- but the committee did not do estimates of the value to the member utilities.  The member utilities may have done their own estimate, and I'll caution you can't just use the total DSM savings, because what happens is, under the rules that were last proposed in the last exchange with Environment Canada, DSM, in credits that are earned from companies that are considered to be large final emitters are not eligible.

      So it's some sub of the DSM-earned volumes.

      So you can see the difficulty I have in providing an

answer to the question.

     MR. SHEPHERD:  Is it reasonable, and all I'm trying to

do is trying to give a sort of a metric so the Board

considering this issue can assess whether it's big enough to pay attention to or not.

     It could be tens of millions of dollars; right?  


MR. FARMER:  Theoretically, it could.

     MR. SHEPHERD:  Thanks. 

     MR. SHEPHERD:  Question 11.3.  And this is now dealing

with more classic attribution.  And it is this:

“What role, if any, does Union believe the Board should play in determining how much of the cost of an and incentives for programs delivered jointly by regulated entities should be borne by the respective ratepayers of those regulated entities?”

     And let me just clarify what this means.

     Your proposal is that a gas utility and an electric

utility could enter into an agreement for how they split up

the benefits, whatever they are, and the costs for that

matter.

     In your view, what role should the Board play in

determining whether that allocation between gas ratepayers

and electricity ratepayers is appropriate?

     MR. FARMER:  I believe the guidelines deal with the question, and I'm not sure that the Board has a need to approve the agreements as long as they're adhering to said guidelines.  It would be important, I suppose, to ensure that there is not double-counting of the benefits, nor double-counting of the costs.  However, the ratepayers are similar.  Where you partner with another regulated entity, you have the same ratepayer paying an electric utility and paying a gas utility.  


So I personally am not sure to what extent it is necessary to ensure there's an allocation of costs.

     MR. SHEPHERD:  If you partner with London Hydro, let's

Say -- that's in your area.

     MR. FARMER:  Yes, it is.

     MR. SHEPHERD:  Then a ratepayer in Chatham, one of your ratepayers in Chatham would be happier if attribution goes to London Hydro rather than to you, right?  Save the money?  All I'm asking is should the Board look at those questions?

     MR. FARMER:  I don't see why the Board wouldn't look at the questions.  I believe the rules can be delivered in such a way that the Board doesn't have to approve agreements. 

And we don't typically look at geographic location beyond our sort of traditional north/south when it comes to

allocating our own costs.  We run targeted programs in

areas where there is need and it's believed that all

ratepayers benefit.

     MR. SHEPHERD:  Okay.  Question 12.1:  

“Please confirm that Union Gas proposals to be credited with volumes saved for custom projects even if changes in production, measure

performance or utilization or other such factors

mean that significantly lower volumes or even no volumes are actually saved.”

This is your "use the engineering numbers; don't look at what really happened."

     MS. LYNCH:  Union Gas intends to claim the forecast

efficiencies generated by the projects.  Other effects are

beyond our control, and similarly, we are not looking to

claim increased savings that may result from changes in

production, measure performance, or utilization that happen

after the fact.

     MR. SHEPHERD:  Now, yesterday we asked the same

question of Enbridge.  And they said -- we used the example

of a company that you implement a million dollars of new

measures, and they go bankrupt the next day, they're gone,

they're closed, never going to save one cubic metre.  And

what they said is if they knew that at the end of the year,

they have, in the past, backed that out of their savings

numbers.

     What's your feeling about that?

     MR. FARMER:  I want to stress I haven't read the

transcript so I don't actually know that that is the example that Enbridge has given, and I don't know that they they'd do that.

     With regard to the question, our position is that we

delivered the DSM service on the basis of a net present

value of benefits, and that we should receive the incentive

for that service regardless of factors that happened after.

     MR. SHEPHERD:  Question 14.1.  This is on fuel 

switching.

“Please confirm that under your proposal Union Gas would have a fuel switching budget in 2007 of $11.2 million.”  

That's the first part.

MR. FARMER:  We've been asked this a number of times

and suddenly I can't remember whether it's 11.2 or 11.7. 

It's 11.7, I believe.

     MR. SMITH:  11.7.

     MR. SHEPHERD:  Okay.  And have you provided us

somewhere with the amount spent on fuel switching activities for each of the years 1997 through 2005 or 2006?

     MR. FARMER:  We were asked this also.  The answer is we haven't tracked fuel switching expenditures over that 

period.  We don't separate that as an item in our marketing

budgets.  And so we have no baseline, which was question

earlier today, on which to work from.

     MR. SHEPHERD:  So, then, why do you think that 11.7

million is appropriate if you don't know what you spent in

the past?

     MR. FARMER:  Well, I have given extensive answers to

the goals of fuel switching.

     MR. SHEPHERD:  Okay.  I don't mean to go over the same

ground again.  Let's leave it.

     Question 15.1.  You propose to carry out CDM on behalf

of electric LDCs as Enbridge does, or not?

     MR. FARMER:  No, currently we have no plans to conduct

CDM on behalf of electric LDCs.

     MR. SHEPHERD:  Then, from your point of view, if the

rules provide for a specific provisions dealing with

Enbridge's activities in that area, you don't need those to

apply to you?

     MR. FARMER:  It is a generic framework, and my answer

was that we have no current plans.

     Should there be rules that allow for the provision of

CDM and electric LDCs, we'd have to look at -- in fact, we

want to look at whether that is something we could do.  We

certainly don't want to enter into a competition for CDM with those utilities, we just want to explore every possibility to be more effective.

     MR. SHEPHERD:  Okay.  And last question -- well, no, I guess I don't have to ask the last question because

you're not planning to do any of this.  

Okay.  Those are my questions.  Thank you.

     MR. MILLAR:  Thank you, Mr. Shepherd.  

We have Mr. MacIntosh.  And, Mr. Manning, did you still have a couple of questions as well? 

     MR. MANNING:  Yes, I do.

     MR. MILLAR:  Okay.  I don't care who goes first,

Mr. Manning, if you just have a couple, maybe you should --

     MR. MANNING:  It's relatively short, and it's late in

the day on a Friday.  So I guess I'll go.  Thank you.

     MR. McCOMB:  Mr. Manning, do you want to mark your

questions as an exhibit?

     MR. MANNING:  They're not written questions, they're

just questions -- they're just questions which arise from

Union Gas Exhibit B, produced today.

CROSS-EXAMINATION BY Mr. Manning:
     MR. MANNING:  In particular, I'm interested in

section 1.4 relating to low-income residential existing

customers.  And I'm just seek some clarification on some of

the terminology in what is proposed here.

      Firstly, you say in this, Union says in this that:

"To overcome barriers in pursuing efficiency

          in the low income sector, Union Gas will

          implement, " et cetera. 

And I'd just like some clarification of what is meant by that.  What are the barriers?  What is the efficiency that is sought in these programs?  

     MS. LYNCH:  The barrier is the capital cost that would

be involved in low income customers implementing energy

efficiency measures.

     MR. MANNING:  Right.  And do you have a ballpark

figure for anticipated costs that is causing concern?  Have

there been some projections where people have said that's

clearly an issue?  

MR. FARMER:  We dealt with these questions specific to the programs we're currently planning to run for

low-income customers in the 2006 transitional case, where

the measures that we were looking to move to the market,

which were in our energy savings kits and programmable thermostats, we did discuss the installed capital cost of those measures, and in fact the Board, in my understanding,

directed that we pay the full cost in order to move those

into the markets on a trial basis.

     Beyond that, it would depend on the measure, and I

suppose that the incremental as listed would be the capital

cost that a low-income customer would face.

     MR. MANNING:  And do you have a recollection, as we

speak now, of what was --

     MR. FARMER:  The specific numbers know.  They were

dealt with in that case.

     MR. MANNING:  Okay.  Thank you.  

     And so that's the barrier.  And the efficiency being

sought, is that just to reduce the cost, is that -- or is

there an efficiency beyond that that is being sought?  You

say here to overcome barriers to pursuing efficiency.

     MR. FARMER:  Yes, the barriers are to the customers,

the low-income customers adopting the energy efficiency

measures.  The efficiency being pursued is the lower fuel

bills for those customers who do that.

     MR. MANNING:  Right.  Thank you.  It then goes on to

say:

“Union will implement a strategy that targets

          residential customers."

So is there an established strategy or is there one to be formulated?

     MS. LYNCH:  We are currently developing that strategy.

     MR. MANNING:  Right.  And what is the process for

developing it?  Is there a consultation?  Is there a...

     MS. LYNCH:  We are currently looking at partners to

help us with identifying and delivering -- identifying

customers, low-income customers, and delivering the 

programs.

     MR. MANNING:  Right.  May I ask which partners they

would be?  It mentions my client, LIEN, and VECC here.

     MR. FARMER:  Those are parties that we have or will

consult with in terms of the program design.

     MR. MANNING:  Right.

     MR. FARMER:  One of the difficulties, and what we're

trying to overcome now, is identifying agencies that can

actually pinpoint the customer and ensure that the measure

gets delivered.  

To this strategy, just it's important to note that our commitment for 2006 is an amount of money of $700,000, I believe, to targeted programs to low-income customers.

     MR. MANNING:  All right.  And I'll come back to that in just a moment.

     I think you've also hinted towards my next question. 

I've asked about the process.  Now, I was also going to ask

about what parameters will be used to develop the strategy,

in other words, how do you identify what is a low-income

sector?  Are there parameters which are already the subject of discussion, or is that also part of the process of developing the strategy?

     MS. LYNCH:  It's part of the process of developing the

strategy.  We had initially looked at customers who had

self-identified by saying that they were having difficulty

paying their bills, but we're looking at how we could

identify them on a broader level.

     MR. MANNING:  And are there any other ways of doing

that that are already in play, that are already in your

corporate mind, or is it really at the very early stages?

     MS. LYNCH:  It's at the early stages.

     MR. MANNING:  Okay.  Thank you.

     You've mentioned the 2006 programs that you're going

to commit $700,000 to?  You just mentioned?

     MR. FARMER:  That's correct.

     MR. MANNING:  Will that represent all of the DSM 

low-income assistance programs that Union will have in play

in the current year, or are there others?

     MR. FARMER:  Well, it would depend on how low income

was defined.  And as we've established, we have difficulty.

     MR. MANNING:  Yes.

     MR. FARMER:  Specifically defining low income.  Within

our commercial programs we do also offer programs that go to social housing agencies that are operators of high-rise buildings, which we define as commercial-type customers.

      So there are other dollar amounts.  I couldn't isolate those dollar amounts for you.

     MR. MANNING:  Is it possible that you could give an

undertaking to supply the information of what programs that

you consider low-income assistance in that general and 

undefined way that you have or will have in play in the

current year?

     MR. FARMER:  I believe it's described in the commercial section of the exhibit.

     MR. MANNING:  Right.  

     MR. FARMER:  And it's a water savings program.

     MR. MANNING:  And just so I understand this clearly,

the commercial exhibit, the water savings program, is

in addition to the $700,000 set of proposals.

     MR. FARMER:  Yes, it is.

     MR. MANNING:  And where will I find a list of those

proposals?

     MR. FARMER:  There is not a specific budget that I can

give you for that at this time.

     MR. MANNING:  You mean there's a capital sum, but no

specific list to which it will be applied at present?

     MR. FARMER:  There's a total budget allocation to the

commercial market.

     MR. MANNING:  Right.

     MR. FARMER:  There's not a specific allocation to this particular program at this time.

     MR. MANNING:  And the final question, it's just picking up on -- if I can find it, something that was said in response to a question by Mr. Higgin earlier on.  I think it was you, Mr. Smith, said that you would respond with evidence on issue 13 if Mr. Higgin's client or anyone else, produced evidence on low-income programs.

      I just really wanted to understand that a little

bit better.

      Are you saying that you do have evidence but you're

not going to disclose it except in response, or that you're

just going turn your find that the issue if and when

evidence is produced?

     MR. SMITH:  No, well, it's the latter, because Union's

proposal as set out in its pre-filed evidence did not

include any amount specifically -- or, sorry, did not

provide for amounts to be specifically targeted to sectors

of the public low-income schools, what have you, First

Nation groups, et cetera.

     The matter, the issues list was decided subsequent to

the formulation and filing of Union's evidence.  Mr. Higgin

asked whether, in light of the Board's decision with respect to the issues list, Union intended to file further evidence.  And what I indicated was, no, our proposal was unchanged and we don't intend to file any further evidence.

     I simply meant to indicate that if your client,

perhaps, or VECC, filed evidence on this issue, then at that point we might reconsider our position and determine whether or not, at that time, it would be appropriate to put in reply evidence.

     MR. MANNING:  Thank you.  And just -- and maybe I'm

being unnecessarily foggy about this, but perhaps you would

bear with me, and it is late on a Friday.  Just to

understand the position about the low income schemes that

you have in play or will have in play.  There is the

commercial program, and also a potential program to which

you've allocated $700,000, but the budget for that and the

precise programs have not yet been ascertained.  Is that a

correct understanding of what you said?

     MR. FARMER:  The budget and -- yes, the programs have

been determined.  What I said was the budget for the

commercial programs is not allocated specifically.

     MR. MANNING:  All right.

     MR. FARMER:  It is $700,000 for what we would term the

residential, low-income program, which is to customers

living in individually metered residences.

     MR. MANNING:  Right.  And for the residential programs, again, please bear with me, where will I find that list?

     MS. LYNCH:  In Exhibit B, in 1.4, where we have the low-income residential existing customers, the second paragraph notes that they are focussing on water savings measures through our energy savings kit and also on incentives for programmable thermostats.

     MR. MANNING:  Right.  That's a general comment.  Is it

possible, just to get back to my earlier question, that I

could have your undertaking to provide me with some more

detail on that to provide the Board with some more detail on what those...

     MR. FARMER:  I'm not sure what "more detail" would 

mean.  Would you like to know the specific measures and the

input assumptions?  At this time --    


MR. MANNING:  Yes.

     MR. FARMER:  -- a target hasn't been determined because we're not sure of the program support versus the --

     MR. MANNING:  Yes, I appreciate that some of that

detail has to be fleshed out.  But that's what I want, yes. 

Can you do that?  

     MR. FARMER:  Yes, we'll do that.

     MR. MANNING:  Thank you.  I'm grateful.

     MR. BELL:  2.38.


UNDERTAKING NO. JT2.38:  TO PRODUCE SPECIFIC WATER 
SAVINGS MEASURES AND INCOME ASSUMPTIONS

     MR. MANNING:  And those are all of my questions.  Thank you for bearing with me.

 MR. MILLAR:  And last but not least, Mr. MacIntosh.
     CROSS-EXAMINATION BY MR. MacINTOSH:


MR. MacINTOSH:  I have possibly 20 minutes.  I’m sure that some of my questions have been asked, perhaps not exactly in the same way, earlier in the day, and you can draw that to my attention as I go through them.  And maybe the Board staff could assist in whether or not they have been answered in the way that I'm putting them, should Union put that forward.  

So, David MacIntosh for Energy Probe Research Foundation.  Question 1 --

     MR. SMITH:  Sorry, Mr. MacIntosh.  Perhaps we should

give this an exhibit number, as we've been doing.

     MR. McCOMB:  Sorry.  Should have done that.  It's 2.12.


EXHIBIT NO. KT2.12:  ENERGY PROBE’S QUESTIONS TO UNION 
GAS LIMITED
     MR. MacINTOSH:  Thank you.  The evidence in the first

paragraph, page 1 of 5, states that DSM incentives are often volatile.  Please provide the meaning of volatile being used by Union in this context.

     MR. FARMER:  Yes.  The incentives under a pivot point

methodology for the setting of SSM, where there is annual

target-setting, are not predictable in that the targets vary annually, and therefore the incentive varies even when the results are the same between years.

     MR. MacINTOSH:  So, volatile, meaning in different

years?

     MR. FARMER:  Yes.

     MR. MacINTOSH:  Thank you.  Question 2.  The evidence

at tab 1 on page 3 of 5, in point number 2, states:  

“DSM incentives must be meaningful and adequately compensate the gas utility for diverting attention from and eroding its

core business."


Then at tab 2, page 5 of 52, in the first paragraph, Union's mission statement includes the following mission:

"Our market leadership will also be used to

facilitate participation in programs offered

by governments and electricity utilities for

the benefit of our customers."


Please advise in your opinion why residential gas ratepayers would be willing to support their gas utility in diverting its attention from its core business of delivering gas to them in order to pursue opportunities with electricity utilities.

     And I wanted to know where the logic was in that. 

     MR. FARMER:  Firstly, Union is not diverting attention

from its core business of delivering gas.  However, I would

point out that gas ratepayers are typically also electric

ratepayers, and that in our work as described, we seek

partnerships with electric utilities and for our part, we seek those partnerships where greater savings can be realized, so gas is the driver for the programs.  There is electric and water benefits, where those exist we seek partnerships because partnerships generate greater results.

MR. MACINTOSH:  So you would say that, then, even with

DSM incentives, you're not going to divert your attention from your core business despite what was stated at tab 1, page 3 of 5?  Am I correct in that?

     MR. FARMER:  The reference at tab 1, page 3 of 5, I

believe, is meant to -- and in fact, we intended it to mean

that in order to conduct DSM in general, that it is counter

to our core business, which is to deliver gas through pipes, in essence, so to deliver more gas through pipes.  DSM erodes that.

     So it would be incorrect for me to say, although I did

make the statement very deliberately, that we're diverting

our attention from our core business.  DSM does, I suppose,

divert the attention from the core business, and that's why

we require incentive.

     MR. MACINTOSH:  Your attention as opposed to the

corporation's, I guess, then.  Thank you.

     Number 3.  The evidence on page 6 of 52, under the

heading "Process", provides a compelling rationale for

conducting DSM under multi-year plans.  However, the last

paragraph on page 7 of 52 appears to suggest that once framework issues are established for the duration of the plan, Union is requesting annual incentives for a multi-year plan.

     Is it the position of Union that dealing with an

annual true-up of LRAM, SSM, and DSMVA, will lead to a

reduced regulatory burden, increased results, and allow for

more effective planning and implementation?

     MR. FARMER:  No, that is not Union's position. 

Union advocates that there be annual clearances of the

balances in order to reduce the size of balances to be

cleared, which would occur otherwise if it were left for

multiple years.

     Union's position is that a rules-based approach will

lead to reduced regulatory burden, increased results, and

allow for more effective planning and implementation.

     MR. MACINTOSH:  So the answer being, then, that the

true-up would be mechanical in nature?

     MR. FARMER:  Correct.

     MR. MACINTOSH:  Thank you.  Number 4.  The evidence on

page 10 of 52, under the heading "Budget," provides a

compelling rationale for a cap on budget expressed as a

function of distribution revenue rather than total revenue.

     Is it the position of Union that, in addition to the

DSM budget, the estimated LRAM flowing from that budget and

the estimated SSM flowing from that budget should be 

reflected in rates during a multi-year rate-making 

framework?

     MR. FARMER:  It's important to note that we're not

necessarily able to comment on what a multi-year 

rate-making framework would look like.  That's best determined in a hearing -- in a proceeding to deal with multi-year frameworks.  Those balances will indeed be reflected this the rates inasmuch as they are cleared annually through deferral accounts.

     It would be possible to build forecasts of LRAM and

SSM into rates, and therefore reduce the size of the

deferral account clearances.

     MR. MACINTOSH:  I guess that part of that is those

amounts would be within the 3 percent cap?

     MR. FARMER:  No.  It's important to stress that the 3

percent cap is on the budget, and does not include any

amounts for LRAM or SSM.

     MR. MACINTOSH:  Thank you.  Number 5.  In the evidence

in the second paragraph on page 13 of 52, under the heading, "Budget," Union comments on its experience, indicating that the cost of obtaining savings is rising.

     Is the point being made that less savings will be

generated by each budget dollar in the future, or that Union feels the 3 percent budget cap will need to be increased in the future?

     MR. FARMER:  It certainly is our experience that the

cost of generating savings is increasing.  To the question,

the actual amount of the budget cap should be subject to

review by the Board upon the renewal of each multi-year 

plan, and that level could raise or be reduced depending on

the market conditions and intent at the time.

     MR. MACINTOSH:  Number 6.  When Union refers in the

evidence at tab 2 to a cap on budget of 3 percent of

distribution revenue, does the 3 percent include program

spending, indirect costs, research costs, LRAM, and SSM?  If not, what does the 3 percent cap include?  And I think

you've already, perhaps, answered that, but I'll go ahead.

     MR. FARMER:  I can clarify, the 3 percent budget cap

includes program costs, incentive, education, research,

evaluation, salaries, and expenses.  The 3 percent budget

cap does not include LRAM or SSM.

     MR. MACINTOSH:  Thank you.  Number 7.  The evidence on

page 15 of 15, under the heading demand-side management

variance account, DSMVA, discusses an annual true-up of

DSMVA.  If the plan is multi-year within a PBR period, would it not be more efficient to do a true-up at the end of the plan period?

     MS. LYNCH:  As noted in our evidence, Exhibit A --

pre-filed evidence, Exhibit A, tab 1, page 34, the issue of

alignment between DSM plans and a multi-year rate-making

process is better answered in the context of the incentive

proceeding.

     Waiting until the end of a multi-year plan could lead

to excessive deferral account balances so it is better to

clear them on an annual basis.

     MR. MACINTOSH:  Number 8.  The evidence in the last

paragraph on page 20 of 52, under the heading, "DSM

Handbook," discusses an annual evaluation process.  

Please provide Union's rationale for annual reviews within a multi-year DSM plan during a PBR period.”

     MS. LYNCH:  Union proposes an annual reporting process

to verify and clear the financial results in a given year.

     MR. MACINTOSH:  But not an evaluation process?  Is that correct?  Annually?

     MR. FARMER:  In an earlier discussion, the term

"evaluation process" was used somewhat interchangeably with

"reporting."  The intent of this would be to provide an

evaluation of the results audited as they conform with the

rules of DSM for the purpose of clearing the accounts.

     MR. MACINTOSH:  So you're referring to a reporting

process of the evaluation done by the auditor, as opposed to an intervenor involvement in evaluation?

     MR. FARMER:  That is correct.

     MR. MACINTOSH:  Yeah.  Thank you.

     Number 9.  The evidence in the first paragraph on page 25 of 52, under the heading: "Market transformation," states that:

       
"Market transformation projects should be

 completed in addition to existing DSM 

 programs."


Does Union foresee any particular reason that budgets for market transformation programs could not fit within the 3 percent budget cap discussed earlier in tab 2?

     MS. LYNCH:  Union is including in the cost of market

transformation in the budget cap.

     MR. MacINTOSH:  Thank you.  And number 10, I'm not

quite sure if this was answered in regard to the same

type of question, but I know you discussed it earlier.

 “The evidence on pages 39 and 40 of 52, under the general heading ‘Shared Savings Mechanism (SSM)’ provides a strongly worded rationale for not including targets which form pivot points for incentive programs.”

     MR. SMITH:  Sorry, go ahead.

     MR. MacINTOSH:



“Does Union follow this principle in

designing financial incentives for its own management, paying a notional reward for initial benefits generated with an increasing scale of rewards without a targeted threshold?”

     MR. SMITH:  Mr. MacIntosh, as I indicated to Mr. Shepherd, I didn't necessarily agree that the question

was proper, and I told him I would take it under advisement, and I'll do the same with respect to your question.

     MR. MacINTOSH:  Thank you.

      Turning to number 11: 

“The evidence on page 43 of 52, under the general heading ‘Shared Savings Mechanism (SSM)’

in response to question 5.2, illustrates

an attempt to define significant, using the financial metric of rate of return. Please provide the result of the equation using Union's common equity of 35 percent.”

      I think I just won't ask you to answer that, since

there's a --

     MR. SMITH:  Since it may not be --

     MR. MacINTOSH:  A settlement proposed.

     MR. SMITH:  It may not be 5 percent.

     MR. MacINTOSH:  That's right.  So we'll just let that

one go.

     MR. SMITH:  Okay.

     MR. MacINTOSH:  Number 12:  

“On page 47 of 52, under the general heading: ‘Research Commitments,’ in answer to 

question 8.4, states that a market potential study should only be completed on expiration of the existing study.  Would it not be more reasonable to do a market potential study just prior to the expiration of each multi-year plan, as part of the planning cycle?”

     MR. SMITH:  Third time lucky, Tracy.

     MR. MacINTOSH:  So you've obviously has some discussion of this which I missed.  But I guess the reason for this question was our confusion with what expiration of the study meant, as opposed to expiration of the plan would 

mean.

     MR. FARMER:  Our discussion earlier with Board Staff

was around whether -- how you would know that a plan had

expired, and we said that there isn't really a fixed rule in time.  It would be when parties agree that there is indeed a change in the market that has limited or expanded the market potential and warrants the need for a study.

     The additional item is, the cost of these studies is

quite high, and therefore just doing one on a regular basis when there's no demonstrated need is not appropriate.

     MR. MacINTOSH:  I think we were using the term "plan"

to mean, for instance, if the Board gave you a three-year

plan.

     MR. FARMER:  We were using it the same way.

     MR. MacINTOSH:  Okay.  Fine.  Thank you.

“The evidence on page 47 of 52, under the general

Heading ‘Research Commitments’ answers four questions from the Board.  What is the commitment and timing to share research results with intervenors?”

     MS. LYNCH:  There should be no required commitment to

share research results with intervenors.  It may be of value to share the research completed to renew the input

assumptions as needed and filed in the approval process of

the Board.

     MR. MacINTOSH:  So, just to make this clear to me,

research that's being paid for under your 3 percent cap, you feel there should be no requirement to share that research with the intervenors?  Is that correct?

     MR. FARMER:  That is correct.

     MR. MacINTOSH:  Thank you.  And the last question, 14: 

“The evidence on page 52 of 52, under the general heading ‘Fuel Switching’ answers two questions from the Board, with question 14.2 addressing switching away from natural gas.  Please describe any experience that Union has acquired in fuel switching away from natural gas.”

     MR. FARMER:  I am not actually aware of any fuel 

switching away from natural gas that has been supported by

Union.


MR. MacINTOSH:  Thank you.  That completes my questions, Mr. Millar.

     MR. MILLAR:  Okay.  And I think that's everything.  So

thank you very much, everyone.  We've done very well here

today, I think, and that concludes the Technical Conference in this matter.  Have a good weekend.

     MR. SMITH:  Thank you very much. 


--- Whereupon the Technical Conference concluded at 
4:37 p.m.
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