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Thursday, June 22, 2006

‑‑‑ Upon commencing at 9:35 a.m. 


MR. KAISER:  Please be seated. 


The Board is sitting today pursuant to a procedural order that was issued on June 20th with respect to an application by Toronto Hydro‑Electric System Limited dated June is 15th, with respect to the implementation of a new 2006 Conservation and Demand Management program called the 10/10 program.   


It is requesting as part of that application orders and authorizations to reallocate some $3 million of funding that is currently part of its third tranche spending, approved by the Board in the decision of December 10th last year, and a further $2.6 million which will be required to fund this program.  They ask that the Board establish a deferral account and that those matters would be collectible starting in May of '07. 


The Board issued a notice of application in connection with this matter, and, on June 16th, the applicant requested that this matter be considered a motion to vary the Board's previous decision that I referred to earlier with respect to its CDM plan, and the Board indicated that it would, in fact, conduct a motion to review that decision and indicated in the procedural order that the scope of the review would be limited to the proposed 10/10 plan alone. 
Could we have the appearances, please? 


APPEARANCES: 


MR. MILLAR:  Good morning, Mr. Chair, Michael Millar, counsel for Board Staff.  With me to my right is Mr. Stephen McComb, and to my left Mr. David Richmond. 


MR. KAISER:  Mr. Millar. 


MR. RODGER:  Good morning, Mr. Chairman, Mark Rodger appearing as counsel to Toronto Hydro‑Electric System Limited, and with me today to my right is Mr. Rick Zebrowski, and beside Mr. Zebrowski, Mr. James Sidlofsky. 
MR. KAISER:  Thank you. 


MR. WARREN:  Mr. Chairman, Robert Warren for the Consumers Council of Canada.  Since everybody else appears to be retiring and modest. 


MR. KAISER:  Mr. Warren. 


MR. SHEPHERD:  Jay Shepherd for the Schools Energy Coalition.  


MR. KAISER:  Mr. Shepherd. 


MR. POCH:  Good morning.  David Poch for Green Energy Coalition. 


MR. KAISER:  Mr. Poch. 


MR. BUONAGURO:  Michael Buonaguro for the Vulnerable Energy Consumers Coalition. 


MR. KAISER:  Thank you. 


MR. ADAMS:  Tom Adams on behalf of Energy Probe; with me, David MacIntosh. 


MR. KAISER:  Mr. Adams. 


MR. GIBBONS:  Jack Gibbons, Pollution Probe. 


MR. KAISER:  Mr. Gibbons.  

Anyone else?  

Mr. Millar, how do you wish to proceed? 


MR. MILLAR:  Well, Mr. Chair, perhaps we should see if there are any preliminary matters before we begin.  As I understand, Mr. Rodger had intended to make a brief opening statement, and then we would start with his witnesses.  However, perhaps we should see if there are any preliminary matters. 


MR. KAISER:  Any preliminary matters? 


MR. WARREN:  Mr. Chairman, when would be the appropriate time to speak to the, what I regard as, jurisdictional threshold, jurisdictional questions about how we regard the application that is before the Board?  I am in your hands as to when you want to hear submissions on that matter. 


MR. KAISER:  Go ahead. 


SUBMISSIONS BY MR. WARREN:

MR. WARREN:  Mr. Chairman, you have before you an application which seeks really, in essence, two forms of relief.  The first form of relief arises under the approval of the CDM program, and that is to seek the Board's approval to vary the spending patterns where it exceeds 20 percent of the approved amount. 


The second form of relief is approval of the spending in an indeterminate amount, for which there is a deminimus estimate of $2.6 million, but it is really an open‑ended amount.  I don't know how much it will be.  It is simply a deferral account.  In addition, the prayer for relief seeks to constrain the Board's jurisdiction with respect to the review of that deferral account. 


In my respectful submission, Mr. Chairman, the first prayer for relief - that is, the 20 percent variance - is well constituted under the original ground of approval for the CDM program.  However, in my respectful submission, there is a problem with respect to the accurate characterization of the second form of relief.  The Board has in its procedural order characterized this as a motion to vary, but this application does not meet the Board's minimum standards or rules for what a motion to vary requires. 


There is no indication in the material that the first order was in error, and there is no indication that there is new information before the Board which was not available at that time. 
In my respectful submission, this really, in essence, is an application under section 36 of the Board's Act for the approval of the recovery and rates of certain expenditures, albeit ones on a CDM program.   


My concern in raising this, Mr. Chairman and Members of the Panel, is that this application constitutes, in my respectful submission and in our client's concern, a dangerous precedent.  The precedent is that the Board approved the first ‑- sorry, the third tranche spending in circumstances where it was acknowledged that that spending would be, in some measure, experimental in nature; that the electricity LDCs would be spending money on programs and there would be a certain latitude because they did not know, in the circumstances, whether they would be successful or not. 
We're still within that third tranche period.  If the Board says, Well, you're now at liberty to apply to vary that to increase the spending, then it is an implicit or explicit invitation to other utilities to apply to vary it.   


In my respectful submission, Mr. Chairman, this really should be regarded as a fresh application under section 36, which raises issues of the appropriate notice.  But, more importantly, the question before the Board is whether or not it should consider the application at all, since it really doesn't fall squarely within any of the Board's prescribed rules. 
In my respectful submission, the Board should determine that it ‑‑ should decide that it shouldn't hear that portion of the application which deals with the excess, which is the minimum $2.6 million and should consider only the motion to vary the way the money is spending under the 20 percent rule.   


Those are my submissions. 


MR. KAISER:  Well, I think there are a number of matters you raised.  I guess we should deal with them all in some kind of order. 
The first, which I will ask the applicant to consider, was your concern, as I heard it, that this 2.6 was an open‑ended amount.  That was not my understanding, so I will ask the applicant to clarify that matter.  I thought it was a fixed amount and that is all they were seeking authorization for. 


Now, with respect to the procedural aspect, the applicant has asked this to be considered a motion to vary and the Board, in the procedural order, indicated it would consider it as such. 


Now, it is true that they are out of time.  There is a 20‑day time limit, I believe, for a motion to vary.  Is that how you are challenging the motion?   


MR. WARREN:  Partly that, sir; partly that they don't meet the criteria in the Board's rules. 


MR. KAISER:  We'll come to the threshold question.  Let's deal first whether you're challenging this because it is out of time.  If you agree we can hear it, then we will go on and deal with the threshold question, which is the second question. 


MR. WARREN:  Well, part of my concern is that it is very substantially out of time, by more than a year out of time. 


MR. KAISER:  All right. 


MR. KAISER:  Let's deal with the time issue first.  They have asked it to be dealt with, the motion to vary.  They can bring a motion to vary, but there is a time limit.  Mr. Millar, anything to say on this? 


MR. MILLAR:  Well, Mr. Chair, Mr. Warren is quite right there is a 20-day time limit for filing motions to review.  I would point out it is within the Board's power to waive that requirement.  Rule 1.03 does allow the Board to pretty much change any rule it sees fit in the appropriate circumstances. 
I won't comment if this is such a circumstance or not, but you do have that power to waive the 20‑day requirement. 


MR. KAISER:  Any other parties enjoining Mr. Warren in opposing the hearing of the motion on the grounds it is out of time? 


MR. BUONAGURO:  VECC supports the motion without further comment. 


MR. KAISER:  You support?  You are supporting Mr. Warren? 


MR. BUONAGURO:  Yes, sorry. 


MR. KAISER:  All right.  I think the first thing we will have to do, Mr. Millar, is decide that issue. 


MR. MILLAR:  I think that is right, Mr. Chair.  If you decide you're not going to waive the 20 days, then there is no point in going any forward.

MR. KAISER:  All right.  We will take a five-minute break.

MR. GIBBONS:  Can we make submissions?

MR. KAISER:  I thought you didn’t have any submissions.  Do you have submissions on the time limit issue?

MR. GIBBONS:  Yes, Mr. Chair.  I thought you were asking for merely submissions in support of Mr. Warren's position.

MR. KAISER:  Oh, I'm sorry.  Please go ahead.

SUBMISSIONS BY MR. GIBBONS:

MR. GIBBONS:  Yes.  Mr. Kaiser, members of the Board, we are strongly opposed to Mr. Warren's submission.

The Board has a broad public interest mandate.  We submit that you have to focus on the public interest, not pedantic legal procedures.   Mr. Millar has pointed out you have the right to waive your 20-day rule, and I would strongly submit, on behalf of Pollution Probe, to ask you to do that, to focus on your broad public interest mandate.
     The IESO told us a few weeks ago they underestimated our electricity needs by 2500 to 3000 megawatts.  It is not inconceivable, if we don't take appropriate action, the lights will go out in this province this summer.  This is the real issue.  There is a serious peak day problem.  We've got to do everything possible to address that problem.  To not address that problem because of some pedantic 20-day rule would be totally, totally irresponsible, in our submission.

We believe the utility's program is an innovative approach to this solution.  It is a very minor amount of money.  If it goes over budget, that is success.  And quite frankly, to be micromanaging a big company like Toronto Hydro on such a serious issue, we think is totally irresponsible.

Why they should have to come in for approval for such a minor variance is just ridiculous.  We would think it would be much more appropriate if the OEB had a rule that a utility like Toronto Hydro could spend up to one percent of its total revenues on conservation programs, blanket approval as long as it passes the TRC test, and they shouldn't have to be micromanaged like this and to come down every time they want to make a few million dollars of extra expenditures on a very, very innovative program  that clearly passes the TRC test and is needed to address the serious peak day problem we have.   

MR. KAISER:  Thank you.   

SUBMISSIONS BY MR. POCH: 

MR. POCH:  Mr. Chairman, if I could also speak in support or in opposition to Mr. Warren's objection.   

First of all, I would urge the Board, I believe it would be appropriate for the Board, if the Board is not comfortable or satisfied with the use of technique of the motion to vary here, I think it would be, if the -- assuming the applicant is content, that it would be open to the Board to treat it as an application.  In either case, of course, there are concerns about notice and there are concerns about the evidence, but in the end, Mr. Chairman, you will hear my submissions later if we get into the evidence phase of this matter today, we fully support, in short, the submissions you have just heard from Mr. Gibbons.

This is a crisis situation.  We have a situation where the OPA, from our view, has dropped the ball in terms of demand response for the next month or two.  And here we have a utility that has picked up the ball and is running with it and being innovative.

I think it is as Mr. Warren pointed out; we're in the early days of DSM.  There are lots of uncertainties, difficult to predict.  Virtually everything is a pilot.  I think we have to proceed in that context.   The other point is this, and not to delve too far into the evidence.  But we have the IESO telling the government they have to postpone the phase-out of the coal plants.  The Board will have heard in other proceedings how the only science available tells us there are thousands of deaths, premature deaths every year in Ontario from the smog, perhaps 600 or more attributable to the coal generation in Ontario.

Driving that phase-out is the concern about meeting peaks.  I think you can take judicial notice of this.  I don't think this is controversial evidence.

If we can have innovative action like this encouraged, it's quite possible we can keep the coal phase-out more on schedule.  And every time we can avoid delaying that a year, we're probably saving 600 lives.  So I think it is beyond doubt that there is a very important critical public policy issue here and so the Board, in looking at the procedural aspects, should bear that -- it is quite appropriate to bear that in mind.

I think this is not a situation where the argument is you have no jurisdiction or you do have jurisdiction.  I think clearly in a situation where the Board can seize jurisdiction, if it feels that the difficulties of doing so are outweighed by the potential benefits, and I think that is the situation we're in.   

Thank you, Mr. Chairman.

MR. KAISER:  Mr. Shepherd.

SUBMISSIONS BY MR. SHEPHERD:

MR. SHEPHERD:  Thank you Mr. Chairman I will be brief.   These remarks, I think apply to any of a number of challenges of whether the Board should hear this motion as opposed to the substance.  I won't talk about the substance.

The problem is this, we have an applicant here who asked the Board to authorize spending some amount of money, 5.6 million or who knows what.  And said, by the way you need to do everything in two weeks.  And that is not a good idea.  

We will say -- we will argue later, assuming we get to it in our final argument, that the Board needs to impose some discipline on Toronto Hydro, get Toronto Hydro to understand that the Board's processes need to be given a greater weight, in respect.

That having been said, that problem is not enough to derail a program that could have substantial benefits.  We have to distinguish process and substance.  Process can be dealt with by discipline.  Substance should still be dealt with whatever way you can.

We believe that this is an appropriate circumstance, for the reasons Mr. Poch and Mr. Gibbons have talked about, for you to waive the procedural requirements and get on with the job.   

Those are our submissions.

MR. KAISER:  Thank you.  

Any other parties wish to make submissions with respect to this?

SUBMISSIONS BY MR. RODGER:

MR. RODGER:  Yes, Mr. Chairman.  

We also believe that Mr. Warren's request should be rejected.  Essentially, what he is asking you for is inconsistent with this Board's practice.

Mr. Warren is suggesting that this Board must be a slave to the rules, and this is a practical, policy-oriented board that has the flexibility to do the right thing.  The issue always with notice is the question of, is there any prejudice?  And in this case there is none and Mr. Warren has shown no prejudice.

In this case, Toronto Hydro actually filed with all of the intervenors of record, not only in the original CDM application in 2004 but also in the 2006 rate case that concluded last February, a notice of an intention to file before we actually filed the application.  Since that time, all of those same parties of record have received the application itself, the program and the details, and as of yesterday, the additional package of materials.

The notices went in the English and French newspapers.  We have had no new letters of intervention whatsoever, and all of those original parties have been copied on everything.

So we think that, from a practical point of view, the people that are interested in being here are here.  They have been notified, and there is no prejudice.  We think that the notice period should be waived.

As you will hear from both me and the witnesses as the morning goes on, is that, yes, this is a unique situation and time is of the essence.  That's driving this whole initiative.  That's why we have been working with the Board in terms of how we could try and get this thing put forward.  So we are in a unique situation and, in our view, the public policy considerations are paramount to have this matter heard in this situation.   

So we would submit, Mr. Chairman, that Mr. Warren's submissions be rejected.  Thank you.

MR. KAISER:  Mr. Rodger, I know I said we were going to break this down in pieces, but the issues are really related.  I wonder if we might have your comments on Mr. Warren's suggestion that there are no new circumstances or facts that would warrant the Board hearing a motion to vary.

MR. RODGER:  Yes.  I intend to expand on these on the main submissions, but I see, Mr. Chairman, that you have two issues before you today.

The first is, why the Board should hear this application to vary the original decision; then secondly the merits of the 10/10 program itself.  

Now, in terms of the grounds - and we have alluded to these in our earlier correspondence - we are going to expand upon them today, and if you like, I can provide you ‑‑ 


MR. KAISER:  This is your letter of June 16th?


MR. RODGER:  That's correct, the one that attached the program details.


MR. KAISER:  Is that in the record, Mr. Millar?


MR. MILLAR:  Yes, it is, Mr. Chair.


MR. RODGER:  Perhaps I could give you the headings of the grounds, and then if you want me to elaborate at this time, sir, I am happy to.  If you want to wait until later, that's fine.


The three grounds really relate to the same theme, that there have been new facts and changed circumstances since the 2004 hearing.  Firstly, there is new information as we head into the summer of 2006.  We have increased conservation targets that have been announced, first, by the former Minister of Energy, Donna Cansfield, in February of this year.  She directed the OPA to find an additional 300 megawatts of conservation within Toronto in the next four years, and this is to deal with part of the supply crisis that we're facing in this city in the next short period.  


We have also had the Minister of Energy's directive to the OPA on the 13th of June, where he will deliver a directive to the OPA to double conservation efforts to reduce electricity demand by 6,300 megawatts by 2025.  Our view is that clearly the former minister and the current minister certainly believe there is more that can be done urgently regarding conservation.


We also had the revised IESO estimates of available supply earlier this month, when they have indicated that they had overestimated the province's supply of electricity and underestimated demand for the coming summer months.  So that electricity supply is now expected to be higher than anticipated, and in the June 2006 Ontario Reliability Outlook, the IESO stated, and I quote:   

"Based on a thorough analysis of summer hydro-electric operation over the past ten years, the IESO has reduced its forecast for the amount of hydro-electric resources reliably available over the summer months' peak periods.  This summer experience has now been better factored into the outlook, resulting in a significant reduction in the capacity of hydro-electric resources which can be counted on to supply the summer peak." 


So their view is that we now have a shortfall of between 2,500 to 3,000 megawatts in resource requirements, their forecast to be needed over the earlier forecast.


 On top of that, we have the outlook this summer from Environment Canada, which the witnesses will speak to, where they're anticipating another hot and dry summer, which will exacerbate immediate needs.  


Secondly, Toronto Hydro itself has new information, in terms of what it's learned to date from its CDM programs that are in place, and the witnesses will speak to that.


One of the lessons is that there is just simply a need to generate greater public awareness of conservation issues this summer.  As others have said, the first generation CDM plans that were approved in December of 2004, they were and are correctly characterized as pilot programs.  They're pilot in the sense that they were new to the experience of Toronto Hydro.  There really was no quantitative or qualitative experience to draw from, in terms of Toronto Hydro's service area and the experience with this type of thing, and they were really being implemented to be tested for their efficacy and efficiency in the Ontario market. 


I think the theme that underscores this morning and this application is that when it comes to conservation, we are still in very early days in Ontario.  We're still experimenting.  We're learning.  The essential task that has been put to utilities like Toronto Hydro is to come up with programs and ideas that will basically influence and modify an entire society.  That's not going to happen overnight.  There is no magic bullet.  It is going to be a series of steps.  It's going to be a long campaign. 


Toronto Hydro had started with the 2004 plan, and they think that the 10/10 program is a critical step to move that agenda further.  So we have started.


Now, the witnesses will also talk about what that new information is and what they have learned from customers from their programs.  There are three areas the witnesses will talk about.


Firstly, the three golden rules are:  Communication, communication and communication.  Delivering the conservation message loud and clear and often is critical to successful take-up.


You are going to hear about a very ambitious media blitz for the 10/10 program.  That's why it also goes back to the notice issue.  It is why we're here before you so quickly.  The reality is that the sooner that Toronto Hydro can start promoting this particular plan, the greater chance they're going to have of a successful initiative.  Toronto Hydro believes that that is really going to be the way that customers can be empowered in this process, is to get the message out early and often before that July 15th start date that is contemplated.  That is why we're here in the forum we are.


Secondly, Toronto Hydro has learned about why customers participate in their CDM programs, and the customer surveys have been very interesting.  I will give you one example, the peak saver program, where people get a small refund if they allow Toronto Hydro to interrupt their air‑conditioning supply.


They did a survey about that and they found that what really motivates those customers were things like to achieve fewer rolling blackouts and to help the environment.  Those are the reasons they gave why they selected the program, as opposed to a strictly financial incentive.


So they have taken that and they have incorporated it into this design that you will hear.  So the conclusion was that you have to give a real financial incentive, but it doesn't necessarily have to be really large to attract people to join up in this program.  Well, that isn't information they had back in December 2004.  That is information that they have learned in the course of applying these programs.


Another example, the Toronto Hydro Air‑Conditioning Buy Pack Program, it is only a $25 incentive to bring back your old air conditioner, your old window air conditioner.  They expected 1,500 units would be returned.  They got over 6,000.


The other thing they have learned is that CDM programs have to be dead simple.  They have to be easily understandable for the public.  They have to be easy to participate in.  Again, you will hear from the witnesses later today how they have taken this into account in putting forward their 10/10 program.  They also think that this program will facilitate greater penetration in their existing other programs.


Also, the other new information that they have and the changed circumstances is they want to better use the remaining original third tranche funding.  They want to reallocate to get the better use out of the money.  I say that because, as of today's date, Toronto Hydro has spent roughly $20 million of the $39.8 million that was approved.


And it appears now that they likely will not spend the balance by the fall of ‑‑ in 2007 without taking decisive action now.  So it wants to use its experience and utilize the remaining funding so it can do the best that it can to implement provincial policy.  


Now, why can't all of this money be spent by the fall of 2007?  Again, the witnesses will speak to this, but I will give you a couple of examples.  Toronto Hydro has a distributed generation initiative.  As it has turned out, the environmental permitting is taking a lot longer than anticipated and that has caused delay.  Also, there seems to be a certain degree of confusion out there, in the public, in terms of the roles of who is offering CDM programs, with the OPA now being charged with that task, as well.


One example, which the witnesses can speak to, is there was a social housing initiative which now has two competing programs, one from Toronto Hydro and one from the OPA.  So now there is ‑‑ so what the social housing agency has done is deferred that decision for some time until they can sort through the offers. 


So it is those kinds of unexpected things that have arisen, and Toronto Hydro believes there is now $3 million that can be reallocated to this new initiative.  Again, that is new.  We couldn't have anticipated that back in December of 2004.


So, in essence, Mr. Chairman, we think the grounds all point to the same thing.  There is new information and recent developments that underscore and enhance the need for greater conservation.  It has highlighted the importance of conservation, and what Toronto Hydro submits that it is doing is exercising prudence and due diligence to come before you now with an exciting program that it wants to implement as soon as it can.


MR. KAISER:  Thank you, Mr. Rodger.


MR. WARREN:  I wonder, Mr. Chairman, if I might have an opportunity to respond to two of the points that have been made.


MR. KAISER:  Yes, sir.


REPLY SUBMISSIONS BY MR. WARREN:  

MR. WARREN:  Try to parse out the emotional end of this and look at what the real issue is.  There are Board's rules that have been established, and they are rules that are there for a reason.


We're all obligated, as officers of the court, to respect them.  There is not, in the pre-filed evidence, a single word about the criteria that the Board establish under its rules.  Let me, if I can, ask you to turn to the application itself in paragraph 8 of the application on page 3 of 6.  

The argument in favour of this application is the following:   

“THESL submits the application before the Board represents an important springboard to inspire and enhance awareness of electricity conservation; to deliver an opportunity for 

customers to achieve real savings in their electricity costs resulting from conservation; and to facilitate increased take-up and success of other THESL CDM programs.”  

No urgency.  No new information that wasn't available originally.  

So if we're not going to simply disregard those rules and say, well they don't apply in some circumstances, and this goes to Mr. Millar's point:  What is the basis on which you should exercise your discretion?  In our respectful submission, in the material that's been filed before you, there is no basis for exercising that discretion.  

The second and more important point, and there is precision required in our analysis, is that Toronto Hydro has $20 million to spend within the approved third tranche.

The astonishing submission by my friend Mr. Rodger is it looks like they won't be able to spend all of the money by the fall of 2007.  The original order that's now being challenged, they say they need to vary, did not contemplate applications for additional spending.  What it did contemplate were applications to vary the allocation.  If that application comes before the Board I suspect -- I know my client wouldn't challenge just the application to vary.  

     So they have the discretion to spend the money.  And if this program is deemed to be so significant and is going to achieve real benefits then they should be directed to do what the original order told them to do:  Spend the money, the generous amount of money you have been given in any way you feel is appropriate, and don't come back unless you want to vary it by 20 percent.  

     This isn't a pedantic exercise.  The Board's rules have to be respected and we cannot embark upon a variation of those rules without opening the floodgates for a bunch of applications seeking to do something which is fundamentally at odds what the original CDM approval was, which is to say, Here is a generous amount of money, spend it in the way you think is appropriate.  

Those are my reply submissions 

     MR. KAISER:  Thank you.  Any other parties wish to make comments. 


FUTHER SUBMISSIONS BY MR. POCH:

     MR. POCH:  Mr. Chairman, I was only going to say, Mr. 

Warren seems to have raised an additional matter, I won’t address it at length, where he is concerned because -- about my friend's comments about what hasn't been spent, that you should simply -- there is no harm done if you simply restrict this motion to the question of reallocation.  

     Well, with respect, I don't think we're in a position to make that decision yet.  That is surely a matter to be discussed based on the evidence you may hear later today, as to whether or not that is a reasonable trade-off.  

     I think for the purposes of deciding whether to hear the motion, you have to take the applicant's case at its highest.  

Thank you, Mr. Chairman.  

MR. KAISER:  Thank you.  

Any other comments?  

     MR. VLAHOS:  Mr. Rodger, just on Mr. Shepherd's point about imposing some discipline, I think that is his words.  Can I ask again what are the reasons for Toronto Hydro not being able to come forward with an application earlier on?  

     MR. RODGER:  I think, sir, that Toronto Hydro -- let me just clarify one point that will be part of the answer.  

     Mr. Warren - perhaps I wasn't clear - left the impression that I said that $20 million would not be spent.  I didn't say that.  I said that as of today, they have spent roughly $20 million.  The balance of the $20 million may be committed.  It has not yet been spent.  But in any event, there is $3 million from that remaining 20 that they believe they can reallocate.  It is not like they're sitting on $20 million and they don't know what to do with it.  They’re saying part of the money is committed that is not spent yet, but there is $3 million that they can shift out into other programs.  

     In terms of the discipline on the utility and why this couldn't come forward.  They have been reviewing options to deal with the changing circumstances as quickly as they can, sir.  

     There is, as you are aware from the earlier proceeding, a large full-time staff devoted to conservation in Toronto.  They're trying to work on as many programs as they have.  It's been a matter of matching these delays that have been unfolding with what can be done quickly.  That will be a theme you will hear.  The opportunity is upon us with the summer months and it was a matter of:  What can be done that we think will be effective and that will advance the agenda, very quickly?  And this has just been reality of the time that it has taken.  

I would stress again that this really is kind of a unique situation.  These announcements, what we have referred to from the Minister and from the IESO revision to forecast, these have all come down very quickly.  All of this has taken within two months to bring forward.  We would have liked to have done it sooner, but the utility has done the best it can in the circumstances.  

     MR. KAISER:  Thank you.  

     MR. VLAHOS:  Thank you, Mr. Rodger.  

Mr. Warren.

     MR. WARREN:  Sir. 

     MR. VLAHOS:  You didn't mention any prejudice or harm to your client in terms of filing evidence.  That wasn't the intent of CCC to file evidence in this regard?  

     MR. WARREN:  No, sir.  It would have been impossible in that short period of time.  The answer to your question is, No, that is not a component of my argument.  

     MR. VLAHOS:  All right.  Thank you.  

     [The Board confers]  


RULING:

     MR. KAISER:  With respect to Mr. Warren's objection to the proceeding being brought by way of motion and, in particular, the question of it being out of time, the Board has agreed to bridge the time requirements, as is permitted in the Rules, section 7 of the Rules.  

     With respect to the other issue, which is the question of whether there are new circumstances or facts that warrant a variance - this is having reference to Rule 44 - the Board of course is aware that the courts have said in courts of appeal in both Ontario and Alberta that that is not a necessary requirement.  Having said that, the general practice of this Board is to entertain these motions to vary, while it is not a strict legal requirement, where there appears to be new circumstances that would warrant that exercise.  

     It is very hard as a practical matter in terms of separating out the evidence on that issue from the main evidence.  And of course you saw in Mr. Rodger's argument how easily you can get into it.  

     So what this Panel wishes to do is reserve on the threshold question and decide that as part of the ultimate decision.  In other words, we want to hear the evidence, and that will allow us the fullest body of evidence and we are content that that is not going to put any of the parties to any undue length.  They're here.  They're ready to proceed and we think we should hear all of the evidence and we can decide the threshold question as parts ever the main question.  Or decide the threshold question and not deal with the main question as the case may turn out to be.  

     Mr. Millar, if that is satisfactory, we would like to hear the evidence, unless there are any other procedural matters?  


PROCEDURAL MATTERS:     

MR. SHEPHERD:  Mr. Chairman, I don't mean to derail things, but the question was raised:  Is it 2.6 million or an unlimited amount?

     MR. KAISER:  Yes. 

     MR. SHEPHERD:  I'm not sure I heard Mr. Rodger's answer.      

MR. KAISER:  Thank you for reminding me on that.  I was confused as well.  

Can we have a response to that, Mr. Rodger?

     MR. RODGER:  Yes, sir.  As we stated in our application, the 2.6 million is not a fixed amount.  It is the same type of relief that we asked for in the first round of hearings.  The $2.6 million represents Toronto Hydro's best estimate of what the additional costs would be, assuming a 33 percent take-up rate on this program. 

If the take-up rate is less, the amount will be less.  For example, on a 15 percent take-up rate, there would be no additional funding required.  If it is beyond 33 percent, it will be a higher number.  What we are asking for, with respect to that part of the relief that is in our application, is unconditional and final approval to establish the deferral account to track whatever the number may be, and the $2.6 million is the best estimate of the utility at this time.


MR. KAISER:  If I can just rephrase that, the 600,000, which is essentially the administrative expense of the program, that is fixed?


MR. RODGER:  Yes.


MR. KAISER:  Then the variable amount, of course, varies depending on how many people take up the program?


MR. RODGER:  Exactly.


MR. KAISER:  It will just be pure arithmetic what that will be?


MR. RODGER:  That's correct.


MR. KAISER:  It will be 10 percent times their ‑‑ you have the estimates in there.  It would vary depending on the take-up rates, so I guess we can deal with that in the evidence as to how much variance there is in this take-up rate.  I guess that is one of the issues we can deal with as part of the main case.  

Does that suit you, Mr. Shepherd?


MR. SHEPHERD:  There is still one part I am unclear on.  Is the final approval Mr. Rodger is asking for, is it that whatever the number is, 5 million, 50 million, 500,000, can be recovered in rates, or is it ‑‑ that is, that nobody can come later and say, Well, this is a lot of money?  Is that the final approval he is looking for today?


MR. RODGER:  That's correct.  So any subsequent review, for example, the proposed hearing on the reports on the CDM initiatives, the review then would be restricted and limited to:  Did Toronto Hydro do what it said it was going to do with respect to 10/10, but it doesn't get into the quantum of the amount, in terms of prudence.  That is being ‑‑ we're going to ask that that issue be settled here today unconditionally and finally.


MR. KAISER:  One question in that connection.  You have put in evidence, and we will no doubt hear about it, the TRC, the cost benefit analysis.  Does that vary depending upon the take-up rate?


MR. RODGER:  It shouldn't, sir.


MR. KAISER:  So when you present evidence, as you have, of this four-dollar return for every dollar invested - I forget the exact number - what would cause that to vary?


MR. SARDANA:  Sorry, Mr. Chairman, it does vary.  I haven't been sworn in, so I don't know if I can say anything yet, but, yes, it does vary with the take-up.


MR. KAISER:  We will deal with it through the witnesses, perhaps.


I was just trying to answer Mr. Shepherd's question, because, I mean, that is really the question, of what could this amount ultimately become as an expense to ratepayers.


MR. RODGER:  Yes.


MR. KAISER:  So we have to get into ‑‑ I think, Mr. Shepherd, the best thing is to let you go at it in cross‑examination, and then we can deal with it in argument.


MR. SHEPHERD:  Thank you.


MR. KAISER:  All right, Mr. Millar, can we proceed?


MR. MILLAR:  Yes, unless there are any further matters?  I am not aware of any.  Perhaps Mr. Rodger -- I understand he has a brief opening statement, although he may have dealt with much of that already, but, after that, we could hear from his witnesses.


OPENING STATEMENT BY MR. RODGER:  


MR. RODGER:  Thank you, Mr. Chairman.


Yes, I won't repeat the grounds in detail that I have just gone through, but I thought it was important, given the particularities of this application, that I spend a little bit of time laying out the context for the Board and for the ‑‑ for my friends before we turn it over to our witnesses.


As I said at the outset, sir, the two fundamental issues before the Board today is why the Board should hear the application to vary the original CDM plan, and, secondly, look into the merits of the plan, whether the plan itself should be approved.


Again, we would reiterate that Toronto Hydro really is very excised about this 10/10 initiative.  It is the first of its kind anywhere in Canada that we are aware of, and it may be that in the future that this could not only be expanded to other groups within Toronto Hydro's franchise area, but also possibly to other LDCs in Ontario.  And the hope is that the successful implementation of the 10/10 program will have a ripple effect in delivering awareness of conservation and the associated benefits to consumers across Ontario.  So the context of this proceeding is important.


I want to mention briefly why we're here again at this time, an overview of the program that the witnesses will speak to, a brief description of what their evidence will be, and then identify the specific relief that we are seeking.


On the last point, and, in summary, what we are seeking is final and unconditional approval, firstly, varying Toronto Hydro's original CDM plan to add a new pilot conservation initiative, the 10/10 program; secondly, to reallocate 3 million from the $39 million in CDM funding already approved by the Board; thirdly, to establish a deferral account to allow for all additional funding required for the new program; and for any additional funding of this plan beyond third tranche MARR, which, as I have said, is estimated at 2.6 million based on a 33 take-up rate that the new deferral account would attract this sum.


Now, a synopsis of the plan itself really, Mr. Chairman, in essence, it is a program for residential and small commercial - that's less than 50-kilowatt customers - who can reduce their respective total kilowatt‑hour energy consumption during the period July 15th to September 15th, 2006 compared to the weather-adjusted consumption over that same period last summer.  If they can do that, then they will receive a 10 percent rebate of their overall bill later this fall.


The background of the application really has its roots in the province's conservation policy for the electricity sector over the past couple of years.  You will recall, sir, that at the end of May in 2004, the Minister of Energy granted approval to all LDCs in Ontario to apply for ‑‑ to apply to the Board for an increase in their 2005 rates by the third instalment of their incremental market-adjusted revenue requirement, or what we refer to as MARR.  This approval was conditional on the commitment by the LDCs to reinvest an equivalent amount in CDM initiatives.


On October 5th, 2004 the Board issued a procedural order that addressed the process for applying for a CDM plan approval, amongst other matters.  On November 4th, 2004 Toronto Hydro filed an application for its $39.8 million in CDM spending over 2005, 2006, and 2007.  And I have referred to this as Toronto Hydro's First Generation CDM Plan.  An oral hearing was heard in December of 2004, and the Board approved the plan in February of 2005.  


I just wanted to remind the Board of one particular component of your decision in February of 2005, and that did allow Toronto‑Hydro to transfer funds amongst approved programs without additional Board approval to the extent that these earmarked funds did not exceed 20 percent of the approved budget.  This was referred to at the time as a flexibility provision in the decision.


Thus far, Toronto Hydro has made program modifications in the amount of $7.6 million, and this was reported in Toronto Hydro's 2005 annual report for CDM.


The additional 3 million that we're seeking reallocation of today would move that number to approximately 26 percent, thus the need to come back to you for a new approval today.  Also, the 10/10 type of program was not in that original application, so while we're seeking a variance of the original approval, it is for a new pilot project.


Now, in terms of the materials that are before you today, as I mentioned, we did send out a letter to all parties of record in the original CDM proceeding, which is file number RP-2004‑0203, and to all parties of record in Toronto Hydro's 2006 rate case, file number EB-2005‑0421.


Thereafter we filed the application.  A day later we filed the program details, and yesterday we sent out another package of material which included, among other things, CVs for the witnesses here today.


We would also add, sir, that Toronto Hydro has also advised other key stakeholders about this initiative.  You will recall that in the first hearing, Toronto Hydro was part of the coalition of large distributors that came in as a group.  Toronto Hydro has shared this pilot initiative with them.  There was considerable interest, but the issue was of timing and implementation.  So, regrettably, those other utilities aren't here with us today, but they're certainly interested and they're going to be watching this program.


Also, Toronto Hydro has contacted the Electricity Distributors Association; also expressed great interest.  They are circulating this application to all their member LDCs across Ontario.  And, also, we have had a discussion with the Ontario Power Authority, again to see whether they wanted to participate in this project at this time.  Again, the timing was such that we couldn't partner with them, but, again, great interest and they will be watching to see what the market reaction is, if it's approved by the Board.


So I think it is fair to say that, and from the media that has been generated to date, there will be a lot of interest in this program from across the sector.  

I won't repeat in detail the grounds that I have talked about, but summarize to say that we do believe that there is new information and changed circumstances not only in terms of provincial policy being articulated around conservation with the Minister’s announcements and the IESO estimates, but also critically the information that Toronto Hydro has learned since these plans have been put in place and you will hear more about this from the witnesses themselves.
     The key elements of the plan that have been filed really go to three issues.  We talk about a description of the plan and identify the affected customer classes and the details of the program; secondly, we describe the program budget, including total amount and schedule of expenses for 2006; and we talk about anticipated program benefits which are both qualitative, customer and utility education, and quantitative, energy savings.  And in that regard, you will hear about the process we went through to use the Board's total resource cost test, as applied to this program.  

The witnesses will also speak to how they developed these initiatives in terms of program design in the absence of time-of-use interval metres.  Will you hear about how Toronto Hydro has weather normalized and prorationed the periods that comprise the base case.
     In terms of costs and benefits of this initiative, sir.  The application shows that the benefits far outweigh the costs of the 10/10 program.  The OEB's total resource cost test shows that there is a four and a half times benefit to the cost.  If a program take-up rate of 33 percent is achieved, the average total bill impact for the affected classes, that is for residential and small commercial, will be one quarter of one percent of the average total bill.  If only 15 percent or roughly half of the target take-up is achieved, then there is no bill impact.  In this scenario, the costs are already within the third tranche MARR, which has already been approved by the Board.
     Another critical program feature which the witnesses will tell you about is Toronto Hydro's commitment to measurement and evaluation of this program after it has been concluded.  The witnesses will describe what is anticipated in this review, such as program take-up, costs, market penetration, the impact of the communications plan, home surveys and so on.  And as it has indicated in its materials already filed with the Board and intervenors, it intends to share these results with the Board and with intervenors.
     So in terms of the specific relief requested, before I turn it over to the witnesses, again, we're seeking final unconditional approval.  This is critical for Toronto Hydro just as it was in the first round of CDM applications.  They want to have that regulatory certainty before they go spending any money.  They want to make sure they can recover the investment.  So we are seeking final approval of the program; final approval to reallocate the three million of the previously Board-approved third tranche CDM funding; final approval to grant the deferral account; and confirming any subsequent review of the 10/10 program will be limited to a review of planned versus actual 10/10 program spending.  And that is to show that Toronto Hydro has done what it has represented and said it will do to the Board at this hearing today.
     We have also requested that the Board render its decision in this matter as soon as possible and, in any event, no later than June 30th.  As you will hear, the sooner we can get a decision, the sooner we can start the advertising and communications campaign and we believe the higher the rate of success will be.
     Those are my preliminary comments, sir.  And with that, I would like to have the witnesses present evidence in-chief.
     MR. KAISER:  Thank you, Mr. Rodger.  

The witnesses can be sworn, please.
     TORONTO HYDRO-ELECTRIC SYSTEMS LIMITED - PANEL 1:  


Richard Lü; Affirmed.
     Pankaj Sardana; Sworn.
     EXAMINATION BY Mr. Rodger:
     MR. RODGER:  Witnesses, I wonder if you could first please state and spell your names for the record.
     DR. LÜ:  I am Richard Lü, R-I-C-H-A-R-D, last name, 

L-Ü.
     MR. SARDANA:  P-A-N-K-A-J, last name S-A-R-D-A-N-A.
     MR. RODGER:  Mr. Chairman, I wonder if I could have three items marked as exhibit, all of which we have pre-filed.  

The first is the application itself, which was filed June 15th, 2006.
     MR. MILLAR:  Mr. Chair, Exhibit K1.1.
     EXHIBIT NO. K1.1:  TORONTO HYDRO-ELECTRIC SYSTEMS

LIMITED APPLICATION
     MR. KAISER:  Thank you.
     MR. RODGER:  The second is the 10/10 program description filed June 16th, 2006.
     MR. MILLAR:  K1.2.
     EXHIBIT NO. K1.2:  10/10 PROGRAM DESCRIPTION
     MR. RODGER:  Finally, a nine-page package of materials filed yesterday, June 21st, which includes the CVs of the witnesses and also other materials that will be referred to.
     MR. MILLAR:  K1.3.
     EXHIBIT NO. K1.3:  TORONTO HYDRO-ELECTRIC SYSTEMS

LIMITED PACKAGE OF MATERIALS
     MR. RODGER:  Thank you, Mr. Millar.
     Panel, I wonder if you could please provide an overview of your roles in relation to Toronto Hydro's 10/10 program and the matters that you wish to address at the hearing this morning.
     DR. LÜ:  I am Richard Lü, and I am the Chief Conservation Officer for Toronto Hydro and also the Vice President of Environment, Health and Safety for the corporation.
     I have held this position since 2002 and I have a Masters of Business Administration, a Masters of Health Science, a Masters of Science and a doctorate degree in occupational medicine.  

I am on this panel to address questions related to the design and benefits of Toronto Hydro's 10/10 CDM program.
     MR. RODGER:  Mr. Sardana.
     MR. SARDANA:  I am the Treasurer of Toronto Hydro Corporation.  I joined Toronto Hydro in 2002.  Prior to that, from 1998 to 2002, I was the Assistant Treasurer at the Independent Electricity System Operator.  I am a Chartered Financial Analyst and hold a Masters of Arts in applied economics.  

I am on this panel to address questions related to the costs of Toronto Hydro's 10/10 plan.
     MR. RODGER:  I wonder, gentlemen, if you could bring the microphone a bit closer.  

Was the pre-filed Toronto Hydro evidence prepared under your supervision and control?  
     DR. LÜ:  Yes.
     MR. SARDANA:  Yes.
     MR. RODGER:  Is the pre-filed evidence accurate, to the best of your knowledge?  
     DR. LÜ:  Yes.
     MR. SARDANA:  Yes.
     MR. RODGER:  Do you both adopt the pre-filed evidence as your evidence in this hearing today?
     DR. LÜ:  Yes.
     MR. SARDANA:  Yes.
     MR. RODGER:  Thank you.  

I would like to ask each of you a number of questions about the area you have indicated that you are responsible for.
     Dr. Lü, did you design the 10/10 program?
     DR. LÜ:  Yes, the plan was designed by Toronto Hydro management and staff.
     MR. RODGER:  What were your key considerations, in designing the 10/10 program?
     DR. LÜ:  There are a few key concerns in designing the program.  There is always a learning process.  As you know, we are in the process of implementing our first CDM plans.  However, always of concern to us is how to influence the behaviour change in this market, the City of Toronto that is.
     So in designing this program we considered the following factors.  First of all, it has to be simple.  Customers are inundated with a lot of information and for them to take action, this has to be simple.  

The second one, it has to be easy for people to participate so it is quick to market so we can beat the summer period.
     Thirdly, it has to provide a tangible benefit so the customers can realize the result of their activities.  We would also like this program to be a springboard for other CDM programs as currently Toronto Hydro is offering in the market place.
     In consideration of the future activities, such as smart meters and the time-of-use rate, we would also like this program to act as a bridge to prepare our society ready for those new initiatives in the future.
     But it must be a pilot, because a good idea has to be tested for us to understand and to master its power so it can deliver a true benefit to the marketplace.
     MR. RODGER:  Dr. Lü, why do you need to implement this program now?
     DR. LÜ:  The urgent needs for this program actually are influenced by four factors.  The first one is the 300 megawatts specific requirement for the City of Toronto.  We are the only utility in the city, and obviously we view that that it is our obligation for us to come up with new innovative ways to address that 300 megawatt specific directive.

The second influence to this one is the IESO's new forecast for the summer's hydro supply; certainly the Minister's announcement doubling the conservation target; and, most importantly, is the management of Toronto Hydro, that we always ask our self:  What can we do?  What can we do now?  What can we do now to address the summer peak that is coming every moment?


We felt that to do a program such as this would influence the culture shift, and also we can take action immediately to address the summer of 2006 peak demand needs.


MR. RODGER:  Dr. Lü, would you please describe what, in your view, are the key elements of this program?


DR. LÜ:  Yes, I will.  The program starts from July 15th to September 15th, so it is two months' summer seasonal program.


The people in the residential class and also the small commercial, which has 15 kilowatt -- 50 kilowatt demand or less, are eligible for this program.


We will provide individual kilowatt savings targets for those customers, and if they, through their own activities, reach a 10 percent reduction or reach their target, then we will provide a 10 percent discount or credit on their bill, on their whole electricity bill, except GST.


The customers can take advantage of other CDM programs we currently offer in the city, and also we considered people who have tried but could not reach the 10 percent target, even though they are ‑‑ if they are not ‑‑ even if they are not eligible for those discounts, but they still benefit, because a lower bill of the efforts are being achieved.


We anticipate there is 33 percent of the customers from the two classes that will participate and achieve the 10 percent target.  So the cost of the program will be only allocated to those two customer classes.


Important key element of this program design is communication, as Mr. Rodger mentioned, that key learnings from Toronto Hydro's past two years' experience in the implementation of our first generation of CDM is really of communication and customer engagement; that we view it as a key success factor for our current practice, and we would like to make it a key component of this program and which I would refer to also the exhibit on page 6, which is filed yesterday, I believe.


MR. RODGER:  This is Exhibit K1.3, the June 21st letter and attachments?  


DR. LÜ:  Yes.


MR. RODGER:  You're referring to page 6 of that exhibit?  Maybe you could just, doctor, take the Panel through the highlights of the communication strategy.


DR. LÜ:  Okay.  On page 6 of the exhibit, we filed a Toronto Hydro‑Electric System Limited CDM 10/10 program communication outline.  The objective of this campaign is really to encourage all customers in the residential and the general service classes to reduce their electricity consumption by at least 10 percent during the critical 2006 summer period.


The target of this campaign is to reach 92 percent of the target customers who will see or hear the message an average of 19 times, total impression for the Toronto area.  That should be close to about 80 million, and based upon the 2001 censor population of 4.6 million residents and 722,000 units.  The cost for this impression is about $7.48.


In terms of strategy, we are interested in two phases.  One, phase 1 is the before July 15th; that the program launch, and we will have events, high impact advertising and direct consumer and media relations and other tools that we can use.


In advertising, we'll be using radios, televisions, the TTC stations, newspapers and Internet advertising to direct customers to our web site or our calls centres using -- and other means so we can get in touch with the customers on an individual basis.


In terms of media relations, the kick-off launch of the program was immediately advanced to highlight the program prior to the launch date and encourage customers to participate.  So after the launch date, that we will maintain the momentum by providing reminders and maintain mention through pulse and layered continuity to sustain customer interest.


The advertising will provide customers with ongoing tips on how to reduce their electricity and focus on individual actions and benefits to keep customers motivated.


In terms of media relations, that we will publish our report cards and establish the program web site.  The timing is very critical.  The earlier the date of the start date, the better.  Advertising two weeks prior to the program start date is a minimum requirement for us to be successful, and the launch event prior to program start date will be planned and the media outreach on event day and day following will also be organized. 


MR. RODGER:  Thank you, Dr. Lü.  

Now, have you considered any similar programs either in Ontario or in other jurisdictions?


DR. LÜ:  Let me just see.  Okay, this will be the first in Toronto, in Ontario, even in Canada, as we are aware of.  So that's why we positioned this program as a pilot program.


However, there are experiences in other jurisdictions.  The one we looked at the most is the California 20/20 program, which started in 2001 during their own energy crisis.  That, basically, is 20 percent credit if their monthly reduction of consumption reaches 20 percent, compared to the same period the year before.


So those are the cases that we looked at.


MR. RODGER:  Now, why have you chosen a 10 percent target in rebate?


DR. LÜ:  Well, you all know that the Minister has called for a 10 percent consumption reduction in all the government properties.  I think even though our first generation of CDM target is 5 percent of peak demand reduction, there is also an announcement by the OPA, by the Conservation Bureau, about a 10 percent reduction in consumption.  And because this is to drive a reduction in kilowatt hours, we felt that is a number that we could align our self to.


Based on our own experience that we feel that for our customers to take action, it is not necessarily to take ‑‑ have to take a large percentage of rebates, such as the 20/20, so we did not go for the 20/20.  We believe that 10 percent is achievable if our customer is putting in reasonable efforts, and also we find that 10/10 is a catchy marketing slant that is easier for our people to relate to, such as the ten conservation tips, the 10/10, and other things.  We think of the way how to get people easier to relate to.


MR. RODGER:  Now, why is the 10/10 program just for residential and general service, less than 50-kilowatt customers?      

DR. LÜ:  For two main reasons.  First of all, as I mentioned, this is designed as a pilot.  Obviously, we would not want to pilot a program for all your customers.  Second one, the purpose of this program is really about, to engage the largest member of customers as possible so we can create a culture shift in the city.


In those two classes that ‑‑ we have five in total in the THESL rate class.  The residential class and small commercial class has the largest number of customers and we feel, if we took this pilot with those two classes, that it will give us the largest number of customers so we can, in turn, create a culture shift, if we are to successfully implement this program.  


Of course, in the future, if it is successful, we will expand it to other rate classes.


MR. RODGER:  Would you also describe the due diligence that you and your colleagues went through in determining the prudence of this particular project?


DR. LÜ:  It is a very important consideration that:  How do we ensure that we spend money in a manner that is very prudent?   As we mentioned already, we did consider the experience that -- the California 20/20 program.  We also have positioned this program as a pilot.  We limit the plan period for two summer months only, and we also do this only to two rate classes.


Later on, you will hear Mr. Sardana talk about the normalization in terms of the weather, and also address free-ridership issues.  Those are the considerations that we have took in terms of the prudence.


MR. RODGER:  Dr. Lü, what benefits do you see the program providing?


DR. LÜ:  There are a few benefits.  Of course, everyone is interested, and we are also interested, in load reduction.  With a proven take-up level of 33 percent, the estimated load reduction will be approximately 32 million kilowatt-hours from residential customers and about 40 million kilowatt-hours from the general service classes.
     Secondly we have performed the TRC.  You will hear later on from Mr. Sardana that it is positive, and it was a 4.5 of benefits there.  Our customers benefit.  Our customers benefit because the incentive will serve as a catalyst.  So our customers will achieve more or less towards the energy conservation.
     But most importantly, we consider the benefit of this program, such program -- that's why I'm asking as a new program -- because in the first-generation programs we did not include a program in nature like this.  We considered the benefit of this program as in education.  Toronto Hydro will learn such an incentive based of programs effectiveness, it will effect a cultural change.  Our customers will also learn how they can be empowered in taking action.  You may also still remember the last summer, the hot weather, produced a high bill for our customers and that caused a great concern.
     At that time we did not have many answers for them, because we weren't necessarily empowering them to the greatest extent that we can.  But this summer, with the anticipated hot season coming, we think we have an answer to our customers:  Take action, participate, do your part, together that we can get a lower bill and also influence a cultural shift in this province.
     Lastly as a benefit, we believe the 10/10 program can help to increase our customers' awareness, to the existing CDM programs that Toronto Hydro offers in the city.  Because customers would like to reach the 10 percent, they will seek out to participate in those programs.  So we have a higher uptake of the existing programs.
     Because of the higher awareness, our customers may decide to take on other conservation initiatives not necessarily offered by the local utilities.  So those are the benefits we considered that this program can put into this marketplace.
     MR. RODGER:  Now, does Toronto Hydro plan to do any analysis of the program after its completion?
     DR. LÜ:  Yes, we are.  I would refer you to the exhibit on page 8.
     MR. RODGER:  This is also Exhibit K 1.3?
     DR. LÜ:  Yes.  

MR. RODGER:  You said page 8, Dr. LÜ?
     DR. LÜ:  Yes, yes.  The title for this is “THESL’s CDM 10/10 Program Post-Implementation Review Outline.”  A post-implementation review will be completed in order to validate the program assumptions.  It will examine how the program influenced our customers' behaviours and to consider if the program should be repeated or expanded to other customer classes and be considered in conjunction with future CDM programs.
     We will conduct market research that may be used to determine the customers' awareness of the program, and examine the steps that the customer took to reach the target and also determine the extent to which the measures have any permanent or sustainable measures.  Currently, we view the benefit as only one year only, and we would like to know if this program can produce lasting sustainable results.  

Finally, a report will be filed together with our 2006 annual report, CDM annual report, and we will prepare specific sections for this program that captures the review results.  The report will include lessons learned as well as recommendations on further use of the program.
     MR. RODGER:  Now, Dr. LÜ, did you consider seeking Ontario Power Authority funding for this project?
     DR. LÜ:  Yes, we did.  We have discussed this initiative with the Ontario Power Authority.  I should let the Panel know here that we are working with the OPA on future CDM funding.  The successful room air-conditioning exchange program is currently running, and all of the Home Depot stores are joint already participated by OPA and Toronto Hydro.
     We understand that OPA, through the discussions, that they wish to share in learning the market's reaction towards Toronto Hydro's CDM 10/10 pilot.  Our understanding is also that if the customer reaction is favourable, the OPA will consider funding for future expansion of the CDM program.
     And because the timing of the 2006 CDM 10/10 program is critical in order to address the 2006 summer peak demand, we need to take decisive action now if we are to be successful in addressing the summer needs.
     MR. RODGER:  Thank you, Dr. LÜ.  

Now turning to you, Mr. Sardana.  I understand that you will be speaking to the TRC analysis of the 10/10 program and weather normalization.
     MR. SARDANA:  That's correct.  Let me begin with the TRC analysis.
     Essentially, the TRC analysis quantifies the program benefits and then compares that to the program costs and the results for this program are quite positive, as Dr. LÜ has already pointed out.
     We have assumed a 33 percent take-up rate on the program for both residential and the small industrial class, per the OEB's TRC guide.  We have assumed a 10 percent free-ridership rate.
     MR. RODGER:  How did you arrive at the 33 take-up assumption?
     MR. SARDANA:  As Dr. LÜ has pointed out, there is limited experience with this program in Ontario, but we use the 33 percent figure from the California 20/20 program.  Obviously, this will be one of the items that we will take into consideration when we do the post-program analysis to get a more localized view of the popularity of this kind of program and, you know, related to this, we recognize that the program is not perfect.  That's one of the reasons we're offering it as a pilot and that the free-ridership rate could be a lot higher than 10 percent.  

But we feel implementing this on a seasonal basis as opposed to the California 20/20 which is done on a monthly basis will get at limiting the free-ridership effect, particularly for those customers that are on vacation for a portion of the program period.  It is highly unlikely they will be away for the whole summer period.
     So even with free-ridership taken into consideration and based on the positive TRC, we have concluded this program should proceed.
     MR. RODGER:  Could you also address the cost side of the TRC calculation.
     MR. SARDANA:  Right.  So the costs of this program can essentially be broken down into two categories:  there are marketing costs and rebate costs.  Marketing costs have been estimated at $600,000, and these costs relate largely to media, advertising, to raise awareness of the program.  That has been filed as well as part of the package.
     The rebate costs have been estimated at about $5 million.  I should point out that the rebate costs of 5 million are not factored into the TRC analysis because, again, section 1.3.2 of the OEB's TRC guide specifically states that incentive payments from the LDC to a customer for participation in a program are not a component of the TRC analysis.
     So the total marketing costs of $600,000 have been allocated on the basis of 70 percent to the residential class and 30 percent to the small general service class, and that was derived on a proportionate share of their class loads, of the average class loads.  

Based on our calculations, just for precision, the TRC benefit cost ratio is 4.68 for residential customers and 4.75 for the small general-service customers.  It gives total benefit cost ratio of 4.7.  

Toronto Hydro believes that these are very favourable ratios and that it is then reasonable to conclude that the 10/10 program should be implemented.
     MR. RODGER:  Mr. Sardana, what can you tell the Board about the weather normalization issues that you addressed in this program?
     MR. SARDANA:  The weather normalization is something we have actually discussed at length internally as to what is the right way of doing this, and we continued to grapple with this.  But essentially, the program has to compare consumption in a base period for these two customer classes  to the period at hand, which is the July 15th to September 15th period in '06.  

The base has been established as energy consumption over the same period in ’05.  Obviously, as we all know, we had an unusually hot summer in 2005 and Toronto Hydro found it appropriate to adjust this base energy consumption to reflect weather normal consumption levels for 2005.
     What we did was, we used Environment Canada's 30-year 1971 to 2000 normal weather average series and normalized the average kilowatt on consumption by 92 percent for the base period by removing these abnormal weather effects.
     We have described this further -- I will refer to counsel for the exhibit for the weather normalization.
     MR. RODGER:  That's again, I believe it is page 9 of Exhibit K1.3.  

Thank you, panel.  

Mr. Chair, the panel is now available for cross-examination.
     MR. KAISER:  Thank you.  What order will we follow?
     MR. MILLAR:  I was going to go first, Mr. Chair.
     MR. KAISER:  All right. 

CROSS‑EXAMINATION BY MR. MILLAR:  

MR. MILLAR:  Good morning, Mr. Sardana and Dr. Lü.  A couple of my questions have been already dealt with in your examination in‑chief.  Let me start with some of the matters we discussed prior to your examination in‑chief.


If I heard Mr. Rodger correctly and if I read his letter dated June 16th correctly, the grounds for this review are two‑fold, essentially.  They're a change in circumstances and new facts.  And to get to the gist of it, I think the main point was that the IESO forecast has been revised and it seems there is going to be less power available than we had initially anticipated.  Is that your understanding, as well?


DR. LÜ:  Yes.


MR. MILLAR:  Am I right in saying that you have developed this program, at least partially, in response to that?


DR. LÜ:  Yes.


MR. MILLAR:  Would you agree with me that there is nothing special about the 10/10 program to deal with this?  For example, another option might be simply to put more money into other existing programs.  Would that be a possibility, as well?


DR. LÜ:  It is possibility.  However, to better use the available money, we feel this program, because of the nature, is different from all the other programs we have in the market.  We considered this is an innovative, new way of doing things.


MR. MILLAR:  Is that because the TRC benefit-to-cost ratio is relatively high for this program?  At least it is anticipated to be relatively high?


DR. LÜ:  Not necessarily.  TRC gives us a great level of comfort to proceed with it.  However, from a learning perspective, we are looking for an overarching incentive program to maintain ongoing customer interest.


MR. MILLAR:  You spoke about, as a precedent for this program, the California 20/20 program.  Mr. Lü and perhaps Mr. ‑‑ pardon me, Dr. Lü and Mr. Sardana, I assume you have studied the California program?


DR. LÜ:  We took it as a reference in designing this program.


MR. MILLAR:  When was this program implemented or when it was created?


DR. LÜ:  California initiated this program in 2001 and a governor's executive order because of that state's energy crisis.      

MR. MILLAR:  Is it an ongoing program or has it been wrapped up?


DR. LÜ:  It is, even though there are many times that the program was modified to address different issues arising from the communication.


MR. MILLAR:  When did you become aware of the California program?


DR. LÜ:  I personally became aware of this program about six weeks ago.


MR. MILLAR:  So you weren't familiar with the California program prior to six weeks ago?


DR. LÜ:  That's correct.


MR. MILLAR:  Mr. Sardana, what about you?


MR. SARDANA:  About two-and-a-half weeks ago when Dr. Lü walked in my office and said, I need your help.


MR. MILLAR:  I assume -- I shouldn't assume.  I will ask you the question.  Do you know if anyone else at Toronto Hydro was aware of this program previously?


DR. LÜ:  Not to my knowledge.


MR. MILLAR:  Thank you.  Just a question occurred to me I hadn't written down before, prior to hearing your evidence in‑chief.  But if I read the program correctly, enrolment in the program is automatic; is that correct?


DR. LÜ:  That's correct.


MR. MILLAR:  I assume receiving the benefit, the incentive, is automatic, as well?


DR. LÜ:  If you reach the target, which is 10 percent reduction, yes.


MR. MILLAR:  You don't have to apply to get the ‑‑


DR. LÜ:  No, you do not need to apply.


MR. MILLAR:  I assume that it would be possible for someone who had never even heard of the program to get the incentive, assuming they had cut their consumption by 10 percent?


DR. LÜ:  That's correct.


MR. MILLAR:  Similarly, there might be any number of factors why a person's load increases or decreases, not even including the weather.  For example, they might be on vacation for three weeks this year when they weren't last year, or perhaps an adult child who had lived out of the home last year had moved back in this year.  I assume you recognize those are all possibilities that might affect an individual user's consumption?


DR. LÜ:  That's correct.


MR. MILLAR:  Would it be fair to say that you have sort of ‑‑ you've decided to live with that, for simplicity's sake, in order to make the program simple?


DR. LÜ:  We did make a balanced review of the precision of this program versus the magnitude of participation in this program.


MR. MILLAR:  Okay, thank you.  I would like to move, now, to a request for a deferral account.  I have in front of me the original -- I guess it is the application letter dated June 15th.  2006 written by your counsel, Mr. Rodger, to the Board.  Do you have a copy of that letter?


MR. SARDANA:  The June 13 letter?


MR. MILLAR:  My copy says June 15th.


MR. SARDANA:  Yes.


DR. LÜ:  Yes, I do.


MR. MILLAR:  If you turn to page 2 of that document, you will see there is a number of lettered points at the bottom of the page.


DR. LÜ:  Yes, I do.


MR. MILLAR:  Point C and D deal with the deferral account.  First, let me confirm what I think we heard earlier today, and that is that whereas $2.6 million is your estimate of what this deferral account will eventually contain, it is nothing more than an estimate; is that correct?


DR. LÜ:  It is, yes.


MR. MILLAR:  Depending on the take-up rates, it could be significantly higher or significantly lower?


MR. SARDANA:  That's correct.


MR. MILLAR:  I take it that Toronto Hydro is not proposing any cap on this deferral account?


MR. SARDANA:  Not at this time, no.


MR. MILLAR:  I haven't done the math here.  I guess we could do the math to theoretically give us the maximum amount of that deferral account, could we not?  If we assumed a 100 percent take-up rate, we could do the math and get to what the maximum amount ‑‑


MR. SARDANA:  That's right.  We could do the math, yes.


MR. MILLAR:  I assume that would be fairly simple to do.  Would that be something you could do over the break, for example?


MR. SARDANA:  We could do that, yes.


MR. MILLAR:  Could I get an undertaking for you to do that over our morning break?


MR. VLAHOS:  Isn't that three times -- 


MR. KAISER:  You just multiply by three.


MR. MILLAR:  Is that all there is to it?


MR. SARDANA:  That's all there is to it. 


MR. MILLAR:  I'm not going to go into math.  If I go there, feel free to pull me back.  Okay, thank you for that.


Now, if we look at paragraph -- or, pardon me, point D, I will read it out.


MS. NOWINA:  Mr. Millar, sorry, could I ‑‑ it's not really three times 2.6, right, because the program actually costs 5.6, 5 of which is the rebate to customers.  So it would be three times 5, which is 15, minus the 3 that you already have in your plans; is that correct?


MR. SARDANA:  That is correct.


MS. NOWINA:  So it would be 12 million?


MR. SARDANA:  Yes, that's right.  That would be more precise, that's right.


MR. MILLAR:  Thank you, Ms. Nowina.


DR. LÜ:  $12 million.


MR. MILLAR:  Okay, thank you.  Again, point D, if I could just read it, what Mr. Rodger is ‑‑ or what Toronto Hydro is requesting, it says:

"Confirmation that any subsequent review by the Board regarding the 10/10 program shall be limited to a review of plan versus actual 10/10 program spending.  In this regard, THESL shall file a report with the Board and all intervenors of record following the conclusion of the 10/10 program that reconciles plan versus actual expenditures."


So I just wanted to be clear what you are asking for here, and it seems to me, correct me if I'm wrong, is that what you're suggesting is when it comes time to review this deferral account, essentially the Board and the intervenors, I suppose, will be checking your math, essentially, seeing if you have done what you said you would do; is that correct?


DR. LÜ:  That's correct.


MR. MILLAR:  And there would be no after-the-fact prudency review for any of these expenditures?


DR. LÜ:  That is what we understand.


MR. MILLAR:  So we would get to a ‑‑ we talked about a theoretical maximum, which I take we wouldn't get to, but the maximum amount, we could have a $12 million deferral account here.  And in your proposal, the Board could only look at whether or not you had done your math right and had properly added up the number of successful participants in this program.


DR. LÜ:  I suppose the review is not just a mathematical review.  I think, as we received the order from the Board on our first generation CDM, I think the test is that:  Did we do what we said we are going to do?  In other words, it is a review of this application as it is stated in front of you.  Did we do all of the things as we have submitted.  If that is the case, it should be granted for the expenditures that accrued in that variance account.  


So it is not only a mathematical calculation.


MR. MILLAR:  I take your point.  It is a little bit more than just adding up the numbers, but in terms of a prudency review, there would be no after-the-fact review of whether or not it was a good idea to spend this money in your proposal?


DR. LÜ:  That's correct.


MR. MILLAR:  This may be a question for your counsel and he may choose to address it in final argument, but I will put it to you so it is on the record.  Do you have any thoughts on whether this panel of the Board actually has the power to place this type of limit on a review of this deferral account in the future?


I understand this is sort of a legal question, really.  I am putting it to you so perhaps your counsel may address it, but please feel free to attempt to address it yourself, if you would like to.


MR. RODGER:  I think we will address that in final argument. 


MR. MILLAR:  Okay.  Well, thank you.  I guess as a follow-up question to that, I was going to ask if you or your counsel, Mr. Rodger, is aware of any other circumstances in which the Board has essentially pre-approved the prudency of a deferral account and left the mathematical calculation, and those other things you described, to the period in time when you actually dispose of the account?


DR. LÜ:  Not necessarily to a variance account.  The only reference that I will bring to the Board's attention is the approval, the final unconditional approve of first generation CDM.
     MR. MILLAR:  Thank you for that.  

One follow-up question on the deferral account.  You indicate in the application that you will be seeking to recover the money from this account starting from May 1st, 2007; is that correct?
     DR. LÜ:  That's correct.
     MR. MILLAR:  Again, this may be a question for your counsel, but I am assuming this will be brought forward as a stand-alone matter, rather than -- often, for example, deferral accounts are dealt with in a rates application or something like that.
     I'm not aware of any other proceedings that would coincide with that timeline.  So I am assuming that Toronto Hydro would be bringing forth some type of stand-alone application to deal with the deferral account.
     MR. RODGER:  Or it could just be part of the overall adjustment for 2007 rates.  But you are quite right, we see the issue of recouping as part of a rates case, not this case.
     MR. MILLAR:  Thank you.  

If I could turn to page 3 of -- I guess I am calling this the report.  This is the actual 10/10 program that has been filed with the Board.  You indicate in one of the bulleted points, and in fact you discussed this in your examination in-chief, that you are anticipating a 33 percent take-up rate for this program.
     DR. LÜ:  Hm-hm.
     MR. MILLAR:  I think Mr. Rodger asked you about the basis of this assumption and you responded, at least in part, that you had looked at the California model as an example.  Is that correct?
     DR. LÜ:  That's correct.
     MR. MILLAR:  Now the California program is a 20/20 program, not a 10/10 program; is that correct?
     DR. LÜ:  That's correct.
     MR. MILLAR:  What was the take-up rate in California?
     DR. LÜ:  32 in commercial, 33 in residential.
     MR. MILLAR:  Okay.  So pretty much right on 33?
     DR. LÜ:  Yes.
     MR. MILLAR:  It would seem to me that since the target is lower in Ontario, in fact, it is half of what it is in California, would it seem to make sense the take-up rate would in fact be higher since it is an easier target to hit?
     DR. LÜ:  Not necessarily.  It could be argued because of the lower level of incentives, that the drive for people to participate may be smaller too.
     MR. MILLAR:  Okay.  Are you aware of any other jurisdictions that have attempted a similar program, whether it be 10/10, 20/20, 15/20?
     DR. LÜ:  Not in great detail, no.
     MR. MILLAR:  You are not aware of take-up rates in any other jurisdiction?
     DR. LÜ:  That's correct.
     MR. MILLAR:  Is it fair to say that the 33 percent take-up rate is an educated guess?
     DR. LÜ:  It is an educated guess.
     MR. MILLAR:  Okay, thank you.  

I think you have already agreed with me the overall costs of this program will largely be determined by the take-up rate?
     DR. LÜ:  That's correct, because there is only 600,000 allocated to overall admin and marketing.
     MR. MILLAR:  Again on page 3, in one of the bulleted points, you indicate that the costs of the program will be allocated only to the two eligible customer classes.
     DR. LÜ:  That's correct.
     MR. MILLAR:  That, of course, is residential and --
     DR. LÜ:  Small commercial, less than 50 kilowatts.
     MR. MILLAR:  Okay, thank you.  

Now, I understand, however, that the total estimated cost of this program is $5.6 million.
     DR. LÜ:  That's correct.
     MR. MILLAR:  Now, $3 million of that has already been recovered from ratepayers; is that correct?
     DR. LÜ:  That's correct.
     MR. MILLAR:  And is it fair to say that that was not recovered simply from the two eligible customer classes, that was recovered from all ratepayers?
     DR. LÜ:  That's correct.
     MR. MILLAR:  So would it be more accurate to state that the $2.6 million in incremental spending will be recovered only from the two customer classes?
     MR. SARDANA:  That's right.
     MR. MILLAR:  But the $3 million, as I have said, it has already been recovered and that has not been allocated?
     MR. SARDANA:  Yes.  But now we're reallocating it, right.  The $3 million is proposed to be reallocated to this program.
     MR. MILLAR:  That's right.  But that $3 million was recovered from all ratepayers?
     MR. SARDANA:  Right, agreed.
     MR. MILLAR:  Okay, thank you.  

I didn't see this in the program and maybe I just missed it.  But you state that at least this 2.6 million will be allocated between the two customer groups.  Is that to be split 50/50, or in proportion with the incentives?  Or how will that be done?
     MR. SARDANA:  In proportion of load.  So the residentials account for about 70 percent of load for the two classes, and the general service 30 percent.
     MR. MILLAR:  So 70/30 will be split.
     MR. SARDANA:  70/30 is the split.
     MR. MILLAR:  Thank you.  

If we can turn to page 4.  Under key assumptions, there is a chart at the top of the page that says:  “Customer class,” then, “2005 average class load before losses for the plan.”
     Why have you used 2005 data here instead of the projection for 2006?
     MR. SARDANA:  Because 2005 is the base year.
     MR. MILLAR:  Right.
     MR. SARDANA:  So you know that's the base year that we are starting off this plan with.  It just forms a starting point for the whole plan.
     MR. MILLAR:  I notice you say in the sentence above that, you say “normalized consumption.”  Does that mean weather normalized?
     MR. SARDANA:  Weather normalized, yes.
     MR. MILLAR:  So the numbers we have in the chart are not actuals?
     MR. SARDANA:  That's right.
     MR. MILLAR:  When you say weather normalized, do you mean weather normalized on the same basis as the rest of the 10/10 program, i.e., you're assuming 92 percent adjustment factor or whatever it is called?
     MR. SARDANA:  That's right, correct.
     MR. MILLAR:  Again on page 4, if we move a little further down the page, talking about the budget consisting of $600,000 of program costs.
     There is still a little bit of confusion in my mind.  I may have -- I'm not sure I heard everything clearly.  Is this $600,000 fixed?
     MR. SARDANA:  It is, yes.  That's right.
     MR. MILLAR:  So it won't be more than that and it won't be less than that?
     MR. SARDANA:  I shouldn't say it won't be more than that.  The current budget for the program is $600,000 for marketing and communication-related costs.  There might be other sundry costs that arise, that we had not anticipated, that would fall within that bucket.
     DR. LÜ:  Sorry.  But we do intend to keep the administrative part of the program as we stated here.
     MR. MILLAR:  So is the $600,000 fixed or is it not?
     DR. LÜ:  It is a target, it's a budget.
     MR. MILLAR:  It's a budget.
     DR. LÜ:  Yes.
     MR. MILLAR:  Mr. Sardana, you mentioned some things that might affect that budget, that there might be some unanticipated costs.  To the extent you can anticipate them, what type of costs will we be talking about here?
     DR. LÜ:  We actually divided the $600,000 into two parts.  $100,000 will be for internal set-up, such as the call centres, such as the website, such as the other mechanisms to mobilize the administrative staff, that is $100,000 for internal set-up.  The 500,000 will be spent on a variety of different ways of communicating this program with the customers.
     MR. SARDANA:  If I can just add to that.  To get to your question, if our call centres are inundated with call volumes that are far in excess of what we had anticipated, that could be one of the things that we did not anticipate in that budget number.
     MR. MILLAR:  Okay.  Now to the extent that the costs for this exceeds $600,000, I assume they would -- I guess they would find their way into the deferral account; is that correct?
     MR. SARDANA:  That's the current thinking, yes.
     MR. MILLAR:  So there could be -- I guess it doesn't sound like it could be that much, but there could be additional costs to the incentive payments that work their way into the deferral account?
     MR. SARDANA:  I think that is fair.
     MR. MILLAR:  Are you seeking pre-approval of recovery of those amounts as well?  Or would there be a prudency review dealing with monies spent in excess of $600,000 on program costs?
     DR. LÜ:  We are looking for a final order approval for the whole program as submitted.
     MR. MILLAR:  Thank you.  

You spoke of the break-out of the $600,000 in costs, $100,000 for set up, $500,000 for communications.  Does this include -- are there administrative costs in terms of actually running the calculations at the end of the program, to see who met their target?
     DR. LÜ:  Yes.
     MR. MILLAR:  Are they included in that $100,000?
     DR. LÜ:  Yes.
     MR. MILLAR:  Okay.  And the other $500,000, as you said, is for advertising or communications.
     DR. LÜ:  Yes.
     MR. MILLAR:  You mentioned a number of possible avenues of communication and advertising and you referred to, I guess it is Exhibit K1.3.
     What I didn't see there is bill inserts.  Is there any thought of doing advertising through bill inserts?
     DR. LÜ:  That list I provided is only for example.  It is not exclusive.  Bill inserts is another way for us to communicate with our customers.
     MR. MILLAR:  So are you planning on doing that?
     DR. LÜ:  We are evaluating this option, because there are studies to see the bill insert effectiveness.  The majority of us do not read the bill inserts.  So we want to spend the 500,000 prudently to get the best return on that investment.
     MR. MILLAR:  Okay.  So is it fair to say the actual form of the advertising program is not set yet?
     DR. LÜ:  No, we are in the conceptual design stage.  We did not want to go to full-scale design, because we want to make sure we have the permission from the Board to proceed first.
     MR. MILLAR:  Would you agree with me that the time is getting a bit short here, that assuming, you know, approval could come, if it does come, could come as early as today, but it could come a few days later or a week later or something like that?  Do you have any concerns that you won't have time to get the message out?


DR. LÜ:  We need a minimum of two weeks to actually get customers to understand and excited about this.  So the latest that we have to start communication, if we are going to proceed, is no later than July the 1st.  Of course if we get an order today, then we could have it start as soon as possible.


MR. MILLAR:  Are you confident that you will have time to finalize your advertising and communications plan in time?  Even if, say, you got approval today, will you have time to get ‑‑


DR. LÜ:  We believe so, yes.


MR. MILLAR:  Okay, thank you.  If I look at page 5, you talk about the free-ridership rates.  As I understand it, you simply took the free-ridership figure of 10 percent from the OEB's TRC guide?


MR. SARDANA:  That's right.


MR. MILLAR:  Did you apply any independent evaluation to determine if that number is the right one, or if it is reasonable?


MR. SARDANA:  We did not apply any independent evaluation of that.  However, I should add that we did run the free-ridership at a 70 percent level and the program still passes.


MR. MILLAR:  Thank you.  Do you know what free-ridership rates were used in California?


DR. LÜ:  I do not.  I cannot recall.


MR. MILLAR:  Do you have access to the ‑‑ would you have access to that data?


DR. LÜ:  I could review the report again during the break.  I have the report here.


MR. MILLAR:  Maybe what I will do is ask for a best-efforts undertaking to find out what the free-ridership rate is for the California program, with the hope that you will be able to find it over the morning break or by the end of the day.


DR. LÜ:  Sure.


MR. MILLAR:  I guess -- I believe this is the first undertaking.  So J1.1 will be the undertaking number.

UNDERTAKING NO. J1.1:  TO PROVIDE FREE-RIDERSHIP RATE FOR CALIFORNIA 20/20 PROGRAM

MR. MILLAR:  I would like to move to weather normalization.  Mr. Sardana, as we have already mentioned, you are proposing a seasonal adjustment factor of 92 percent; is that correct?


MR. SARDANA:  That's correct.


MR. MILLAR:  Just so I understand what that means, I guess that means you're assuming there will be -- on average, there were 8 percent more degree cooling days in 2005?


MR. SARDANA:  That's right, on average.


MR. MILLAR:  And the average you are looking at is 1971 to 2000?


MR. SARDANA:  That's right, the 30‑year weather series for that time period.


MR. MILLAR:  Is that average that you look at, is it weighted towards the ‑‑ again, I know that you would not know an awful lot more about weather normalization than I do, but I understand some weather normalization models give more weight to the recent years as opposed to the earlier years.


MR. SARDANA:  That's right.  This is the "official series" we have been using lately from Environment Canada.  We have discovered that there are some issues with a ten-year series, which would be a closer series, admittedly, but Environment Canada is having some problems with that data set.


So to get a more robust or rigorous analysis done, we use the 30‑year series, which is purer.


MR. MILLAR:  Now, why haven't you included any data from 2000 to 2005 in this calculation?


MR. SARDANA:  You mean cooling and heating degree days?


MR. MILLAR:  Yes.


MR. SARDANA:  That is the data set Environment Canada is having some issues with.  Perhaps a longer series would have included those, as well, but we went with the data set that we felt comfortable with.


MR. MILLAR:  So what is the nature of the Environment Canada problems with that data set?


MR. SARDANA:  There is missing data points that they are not, I guess, happy about.


MR. MILLAR:  I see.  Now, if I think back to your rates application, you did take into account, and when you were doing your load forecast, you did take into account at least 2004; is that correct?


MR. SARDANA:  Subject to check, I agree with you, yes.


MR. MILLAR:  So why was it appropriate to do it for your load forecast, but not for this program?


MR. SARDANA:  Well, I think, as had been pointed out during that proceeding, some of the criticisms we had got were, you know, Why don't you use a longer data set?


Following that, when I sat down with staff and chatted about that, they also pointed out to me that Environment Canada had also pointed out that there were issues with the shorter data set.  So we chose, for this exercise, a longer data set.


MR. MILLAR:  A longer data set, but not including the most recent data?


MR. SARDANA:  That's right.


MR. MILLAR:  Would you agree with me - and maybe you won't - but my understanding, it has been hotter on average between 2000 and 2005 than it was in the 30 years previous to that; would you agree with that?


MR. SARDANA:  No, I wouldn't agree with that out of hand.  I would have to check that, because we have had cool summers in that period, as well.


MR. MILLAR:  We have had some hot summers.


MR. SARDANA:  We have had some hot summers, no doubt.


MR. MILLAR:  Including last summer?


MR. SARDANA:  That's right.


MR. MILLAR:  In fact, if I heard Mr. Lü -- or Dr. Lü, pardon me, correctly, and maybe I didn't, but I thought I heard you say we're expecting a hot summer this year; is that correct?


DR. LÜ:  That is based on the media from Environment Canada assessment analysis, et cetera.


MR. MILLAR:  So Environment Canada is expecting a hotter-than-average summer this year?


DR. LÜ:  That is my understanding.


MR. MILLAR:  That is not taken into account in your weather normalization formula?


MR. SARDANA:  No.


MR. MILLAR:  It appears to me you are not proposing ‑- I guess the 92 percent for weather normalization, that is the end of the story here, isn't it?  You won't be looking at actual 2006 degree cooling days and trying to reconcile that with 2005?


MR. SARDANA:  I think I mentioned this earlier.  This is one of the issues that we're open to some discussion on.


I think, as Dr. Lü has pointed out, the program has a lot of merit because of its simplicity.  If we then start to complicate matters by normalizing those data, we introduce an element of uncertainty, at least for customers, in that if we give them a target, but then tell them, Well, actually, the target has moved, I think that takes away a bit from the program, as well.


So the thinking right now is we will go with the normalization for '05, and then let's see what the kilowatt‑hours come out to be in '06, and let's keep the program simple.  That also gets to the pilot nature of the program.


MR. MILLAR:  Now, since we're only normalizing, I guess, at one end of the program, would you agree with me that the weather could play a very significant role in how many people actually hit the target?


MR. SARDANA:  No question.


MR. MILLAR:  So, for example, if we have a particularly cool summer, I imagine -‑ would you anticipate we would get much more than a 33 percent take-up rate?


MR. SARDANA:  That is possible, yes.


MR. MILLAR:  And if it is as hot as last year or hotter, even, I would expect we would have very few people hit the 10 percent target. 


MR. SARDANA:  That is exactly what our thinking is, as well.


MR. MILLAR:  Do you have any concern ‑‑ I mean, I guess the point of weather normalization is to take out weather as a factor in these calculations.  It seems to me we don't have that here.  Would you agree with that assessment?


MR. SARDANA:  We have taken out weather as a factor for the base period.  In other words, we have made it a bit tougher, depending on ‑‑ under the assumption that 2006 comes out to be a normal type of year, leaving aside for the moment Environment Canada's forecast, we have tried to mitigate some of the free-ridership by doing that, and also to make it a fair target.


MR. MILLAR:  I think I have already heard this answer, but I will put it to you again.  Am I right in saying you don't propose to conduct a similar normalization after the 2006 data is in, because you want to keep the program as simple as possible and you are worried that will complicate it unduly?


MR. SARDANA:  That is the thinking right now, yes.


MR. MILLAR:  You think that is a fair balance?  You're willing to sacrifice a little bit on the fact that some people may get ‑‑ you might have a much higher or lower take-up rate depending on whether you think that is a fair trade-off for the simplicity of the program?


MR. SARDANA:  That's the thinking right now, yes.


MR. MILLAR:  Thank you.  Now, I would like to look at the actual power reduction ‑‑ power usage reduction a customer would have to achieve to actually hit the target and get their incentive.


Just let me walk through a hypothetical with you.  Let's say a customer used 100 kilowatt hours of power over the planned period last summer.  Am I right in saying that once we take the proposed weather normalization into account, you would actually be acting on the assumption that the power usage was 92 kilowatt‑hours?


MR. SARDANA:  That's right.


MR. MILLAR:  So that if a customer made an actual 10 percent reduction in usage and got to 90 kilowatt‑hours, they would not be entitled to an incentive payment; is that correct?


MR. SARDANA:  That's right.


MR. MILLAR:  So they would have to, in fact, reduce their consumption by 10 percent of 92, which, by my math ‑‑ again, Ms. Nowina, if I am wrong, please don't hesitate to interject ‑‑ I get that to bring you ‑‑ you would have to get down to 82.8 kilowatt‑hours in order to hit your target?


MR. SARDANA:  I will accept your number.


MR. MILLAR:  So the actual reduction that a customer is required to hit is not 10 percent.  It is 17.2 percent; is that correct?


MR. SARDANA:  That's roughly right, yes.


MR. MILLAR:  Now, I know we talked about simplicity in the program.  Do you have any concern that a customer is going to come forward at the end of this program and say, I reduced my usage by 10 percent over last year you're not giving me my incentive here.
     MR. SARDANA:  Right.  But as parts of our media plan, we will -- customers will be able to have their target.  So they will know what to shoot for.  So that will be known upfront.       

But, there is a possibility that customers will come forward, who have not taken advantage of that or who haven't looked at what their target consumption is, and have that issue with us, yes.
     MR. KAISER:  Does California use weather normalization in the same fashion that you are?
     DR. LÜ:  To start with, not to my knowledge.  The first year, 2001, was not.  
     MR. KAISER:  Thank you.
     MR. MILLAR:  Mr. Sardana, just following up on what you said.  I want to make sure I'm clear.  You said as part of the advertising campaign, you are going to let people know the target they have to hit.  Are you actually sending out to individual consumers the kilowatt-hours target they will have for the year?
     DR. LÜ:  That is our design currently, that we will issue individual targets to each of the customers so they know absolutely clear at the beginning what the megawatt -- -- kilowatt hours they should target for.
     MR. MILLAR:  That is interesting.  Would it be a bill insert or would it be printed right on the bill?
     DR. LÜ:  We have contemplated a few options, such as specific 1-800 number, a website, an insert or even just printing on the bill.  But those are the options we are in the process to nail down which one is the best one as soon as we receive approval from the Board.
     MR. MILLAR:  Now, you will agree with me that isn't described in the program, as you filed with the Board.
     DR. LÜ:  That's correct.  Because, as Mr. Sardana just illustrated, we actually had greater difficulty to balance this issue of normalize one end and not other, normalize both.  At the end of the day how do we expect the customers to react?
     We want to empower them.  They have last year’s bill at hand.  They have the new bill.  If they do the comparison themselves, there will be a lot of argument if we do this and that, technically this and that.  So how do we make a decision that is balanced, that we will minimize the confusion, but in the meantime also minimize the free-ridership and others.
     So actually, it is an evolution of what we're thinking.  Currently, we are saying we might as well do our best, give them a target at the beginning, so at the end date there will be no argument.
     MR. MILLAR:  Okay.  So Toronto Hydro is committed to giving each individual consumer who is subject to this program an actual kilowatt-hour target?
     DR. LÜ:  That is the current consideration.
     MR. MILLAR:  Okay.  That is contemplated in your budget for program costs?
     DR. LÜ:  Yes.
     MR. MILLAR:  Thank you.  

Mr. Chair I'm not sure when you wish to take a break.  I see it is about 11:30.  I have about a page, page and a half left of cross.  I will probably be another half hour or 20 minutes to half an hour.
     MR. KAISER:  In that event, we will take the morning break now.
     MR. RODGER:  Mr. Chairman, if I could add one thing before we break.  My colleague advises me that on Mr. Millar's question, the undertaking about the free-ridership level in California, the number is 25 percent.
     MR. KAISER:  Thank you.
     MR. MILLAR:  Thank you.
     MR. KAISER:  15 minutes.
     --- Recess taken at 11:30 a.m.

‑‑‑ On resuming at 11:50 a.m.

MR. KAISER:  Please be seated.  

Mr. Millar.


MR. MILLAR:  Yes, thank you, Mr. Chair.  I just wanted to follow up very briefly on the line of questioning I had before the break, and that dealt with informing customers of what their target would be, their kilowatt‑hour target would be.


I realized I have been asking Dr. Lü when perhaps I should put it to the money man, Mr. Sardana, as well.  Mr. Sardana, is it also your understanding that the costs for ‑- that any costs for advising each customer what their target savings would be is already incorporated into that $600,000 budget?


MR. SARDANA:  That's my understanding, yes, from our CIS folks, that they can build that into the program design.


MR. MILLAR:  They can do all of that for ‑‑ well, $500,000, or would that be part of the 100,000?


MR. SARDANA:  That would be part of the 100,000, yes.


MR. MILLAR:  There is no problem with doing that for $100,000? 


MR. SARDANA:  I haven't heard of any problems.


MR. MILLAR:  They understand that is an expectation of the program, that they advise each customer personally?


MR. SARDANA:  The folks that we have engaged in the billing side do absolutely understand that.


MR. MILLAR:  Okay.  They have told you $100,000 should cover that?


MR. SARDANA:  No, I think what they have told me is that we can provide a kilowatt‑hour target number for them.  I mean, this is their job.  That is what they will incorporate into their daily lives, I guess.


MR. MILLAR:  Right.  But did you enquire into what the costs for that would be?


MR. SARDANA:  I have not, no.


MR. MILLAR:  So is it fair to say you are not sure if that is part of the $100,000?


DR. LÜ:  Our understanding is that it is part of the overall cost of the program and we do not have any other means to allocate that cost.


MR. MILLAR:  Okay.  I hope I am not beating a dead horse here, but if I heard Mr. Sardana, he hadn't specifically put that question to them.


So what is your basis for stating that the costs of this will be incorporated in the $100,000?


DR. LÜ:  Because the overall administrative budget is designed in consultation with the billing people.


MR. MILLAR:  So they have considered at least an estimate of what that cost will be?


DR. LÜ:  That's correct.


MR. MILLAR:  And they have given you $100,000, all in?


DR. LÜ:  Yes.


MR. MILLAR:  Okay, thank you.  If I could turn to page 5 of the program, the 10/10 program, there is a chart on the top of the page.  It goes through the TRC calculations.


I see -- under total costs of the program we see $600,000.


MR. SARDANA:  That's right.


MR. MILLAR:  You already explained why the incentive payments are not included as a cost.  If I heard you correctly, it's because our own TRC guide tells you not to include those costs?


MR. SARDANA:  That's right.


MR. MILLAR:  Now, what about the costs of adopted technologies?  Should they be included in the total costs?


MR. SARDANA:  Can you elaborate on that?  What do you mean by adopted technologies?


MR. MILLAR:  If you look down to the second bullet point on the same page, page 5, it says:  

"Program benefits are in 2006 only and there are no benefits beyond 2006.  It is likely that some customers will adopt technologies that will provide sustainable savings.  These have not been included as benefits."


MR. SARDANA:  Right.


MR. MILLAR:  By "adopted technologies", what I assume is some people may buy a new fridge, an energy efficient fridge, or get some new energy efficient light bulbs or air conditioner.


MR. SARDANA:  Yes.


DR. LÜ:  If I may address this one to start with?


MR. MILLAR:  Yes.


DR. LÜ:  What we meant there is that in our calculation of the TRC, we only considered the benefit for the one year.  Inevitably certain activities took by the customers will produce sustained technology ‑‑ return on the kilowatt‑hour savings.  However, for this program, in the consideration of designing it and for TRC, we only considered the one-year benefit.  We did not include any sustained benefits, due to the technology, they may take during this planned period.


MR. MILLAR:  Well, thank you for that, Dr. Lü.  But my question is a little bit more specific, and that is:  It is my understanding that one is supposed to include the costs of adopted technologies as part of the total costs of a TRC calculation.  Do you agree with that?


DR. LÜ:  That's correct, if the technology can be defined.


MR. MILLAR:  But I think you have said in your own evidence that it is likely, at least, that some customers will adopt technologies?


DR. LÜ:  Yes.  I would like to answer this question by bringing to your attention that the definition or the nature of this program is different from other programs currently offered by Toronto Hydro, which are technology‑dependant.  This one is dependent on the behavioural change of customers.  And to do a behavioural change program, there are many, many factors can be involved and cannot be defined upfront.


In other words, we look at the overall results of the participants in this program, rather than to look at what did they do every minute or every step.  But we will review what they have done after the program implementation so we can have a better understanding.


I think to address your concern, are those technologies -- that cost has been considered?  At this moment, we did not, and we would not have any way to actually estimate.


However, post implementation in the review report, we will learn more about what the customer actually did, and in future generations, if we should decide to go forward with it, we will take it into consideration.


MR. MILLAR:  I see.  So what you have said is this program is designed to change behaviour.  But I think you would agree with me, and I think your report agrees with me, that one of the changes in behaviour presumably is to buy more efficient technologies?


DR. LÜ:  That's correct.


MR. MILLAR:  You are saying that it is impossible to know right now to what extent that will happen; is that fair?


DR. LÜ:  From a quantitative perspective, that is correct.


MR. MILLAR:  But is it at least fair to say that some of it will happen, that at least some people, in response to this program, will adopt new technologies?


DR. LÜ:  That's correct.


MR. MILLAR:  So would it not be fair to ‑‑ you have got the total costs of $600,000.  Would you agree with me that properly the total costs will be something more than $600,000?


MR. SARDANA:  If I may, that may be true under your assumptions, but then so would be the benefits.  The benefits would change, as well.  You can't just change the cost side and not the benefit side.


MR. MILLAR:  But we're only looking for 2006; right?


MR. SARDANA:  Right.


MR. MILLAR:  And you're not seeking any benefits out of 2006?


MR. SARDANA:  That's right, but that's why we haven't included any additional costs of things that we can't defend, either.  


MR. MILLAR:  That's right, but the cost of these adopted technologies will go into the benefit for 2006; is that not correct?


MR. SARDANA:  Well, right now these benefits ‑‑ the benefit side of the equation doesn't include those adopted technologies, either.


MR. MILLAR:  Well, it does to the extent that they will help in 2006, does it not?


MR. SARDANA:  Sure.  I'll give you that, but, I don't think we're on an apples-to-apples comparison here.


MR. MILLAR:  I guess I will put it to you one more time.  It would seem to me that there are benefits from the adopted technologies in 2006.  Would you agree with that?


MR. SARDANA:  There could be and we have not included them here.


MR. MILLAR:  Right.  When we say "there could be", I guess the only way there would not be any such benefits is if nobody bought even a single energy efficient light bulb in response to this program?


MR. SARDANA:  That's right.


MR. MILLAR:  I think your own report says it is likely that, to at least some extent, they will do that; is that right?


MR. SARDANA:  That's right.


MR. MILLAR:  So would you agree with me that the total costs -- I guess we don't know what they are, but they would be at least a dollar more than $600,000?


DR. LÜ:  Notionally, yes.


MR. MILLAR:  Thank you.


DR. LÜ:  I would like to also add to that the benefit will be also different.


MR. MILLAR:  I guess -- well, the benefits wouldn't be different for 2006, though.


DR. LÜ:  However, in the TRC test, we do look at the life cycle of the technology, where in this calculation we did not include the life cycle of the technology.


MR. MILLAR:  That's right.  You have been very clear about that in the report, so thank you.


Just for a reference, I think you have agreed with me that adopted technologies are properly included as a cost, but where I get this from is the Board's TRC report, Total Resource Cost Guide, dated September 8th, 2005.  It's on page 9, the first paragraph under 1.3.1.  I don't propose to read it, but that is where I got that from.


Okay, thank you.  Moving on, on page 8, when we discuss the LRAM and SSM, if we look, I guess it is the last sentence of the first paragraph, it says:

"While THESL has not requested to recover such lost distribution revenues at this time, THESL requests that the Board provide guidance on this matter in sufficient time for THESL to bring forward a CDM LRAM application in its application for distribution rates that will come into effect on May 1st, 2007."


Could you be a little bit more specific regarding exactly what type of guidance you would like from the Board in this regard?


MR. SARDANA:  Yes.  I don't think the Board has elaborated on the whole LRAM mechanism yet.  Really, I think that is all we were trying to get at, is that when there is more clarity around the LRAM, then I guess we are reserving that we might bring this forward, as well, at that time.  Currently, there is none, so...

     MR. MILLAR:  You are not necessarily seeking guidance through this decision?


MR. SARDANA:  That's right.


MR. MILLAR:  Just sometime before, well -- well in advance of May of 2007?
     MR. SARDANA:  That's right.
     MR. MILLAR:  I just wanted to clarify that.  

If we can move to page 12.  This is appendix B, the TRC calculations.  If we look at - I guess there are three charts on that page - the second chart.  I am curious.  You have broken down kilowatt-hour, I guess, savings between on-peak, mid-peak, and off-peak.
     How did you allocate the kilowatt-hour savings between on-peak, mid-peak and off-peak?
     MR. SARDANA:  I think that is the model that was built for us does that.
     MR. MILLAR:  What model is that?
     MR. SARDANA:  I believe it is one that we purchased from SeeLine.
     MR. MILLAR:  Was it purchased specifically for this program?
     MR. SARDANA:  No.  It's been purchased to do TRC calculations for CDM programs for us.
     MR. MILLAR:  Are you familiar with how this model allocates these savings?
     MR. SARDANA:  Conceptually, yes.  I don't run it on a day-to-day basis.
     MR. MILLAR:  Could you provide me just sort of a big picture view on how this allocation is done?
     MR. SARDANA:  Well, actually if you look at the line under the header line, it breaks out the seasons into hours.
     MR. MILLAR:  Yes.
     MR. SARDANA:  That's really how the allocation is done.  So if you take the total kilowatt-hours of savings off a CDM program and you allocate it across those hours, that is where you come up with the seasonal periods.
     MR. MILLAR:  So let's imagine there are 100 hours in the summer.
     MR. SARDANA:  Right.
     MR. MILLAR:  And 30 of those hours are on-peak hours.
     MR. SARDANA:  Right.
     MR. MILLAR:  Would 30 percent, therefore, of the savings go into on-peak?
     MR. SARDANA:  That's right.
     MR. MILLAR:  So it is a very high-level allocation, would you agree with that?
     MR. SARDANA:  Sure.  Well, subject to check again, Mr. Millar.
     MR. MILLAR:  Okay.  Well, if that is wrong, you can let me know.
     MR. SARDANA:  Yes.
     MR. MILLAR:  Does this model, does it take into account the actual load curves that you would see from a residential customer or the GS under 50?
     MR. SARDANA:  No.
     MR. MILLAR:  Thank you.  If we look at the first chart, I just need a little clarification here actually.  Not surprisingly, I couldn't make the math work.
     If we look at the far right side of the first chart, the peak demand savings.
     MR. SARDANA:  Right.
     MR. MILLAR:  I see for residential it is 42,000, 14,000 for GS under 50 and the total is 56.
     How did you arrive at those numbers?
     MR. SARDANA:  Okay.  This program would I guess fall within the realm of strategic conservation.  So it assumes that there is a reduction in the overall load curve across all hours.
     Within that reduction period, for that reduction period, we are talking about, it is as though you're looking at 100 percent load factor reduction.  If you then -- if you like, I can take you through the math, but if you then work the kilowatt-hours back, you will come up with the kilowatts.  So it is a matter of adjusting the kilowatt-hours for time.
     MR. MILLAR:  So can you do that math with the numbers we have in these charts?
     MR. SARDANA:  Yes.  We would have to add up all of the kilowatt hours.  If you add up all of the kilowatt-hours.
     MR. MILLAR:  That's from the first chart?
     MR. SARDANA:  From the first one.
     MR. MILLAR:  From the first chart, okay.
     MR. SARDANA:  You divide through by the number of days.
     MR. MILLAR:  The number of days or number of hours?
     MR. SARDANA:  Or hours, it doesn't matter.
     MR. MILLAR:  Sure.
     MR. SARDANA:  You divide that through, again, by I guess this is dealing in kilowatt hours.  That is really it.  That will get you there.
     MR. MILLAR:  Okay.  Well I'm going to take your word for it, rather than do it myself.  Thank you for that.
     By your calculations, the benefit cost ratio for the 10/10 program, it is about 4.7 to 1; is that correct?
     MR. SARDANA:  That's right.
     MR. MILLAR:  I sent a document to you and to your counsel yesterday.  In fact I tried to send it to everyone.  I understand there were some problems with the link.  That document is the technology assessment study for TRC analysis that was prepared for the OPA.
     MR. SARDANA:  We've got it.
     MR. MILLAR:  You've got that document?  I think the panel should have copies of that document as well.  Were you familiar with this document before yesterday?
     MR. SARDANA:  Not before yesterday, no.
     MR. MILLAR:  Mr. Lü, had you seen it before?
     DR. LÜ:  Not in detail.
     MR. KAISER:  They're two different documents.
     MR. MILLAR:  Dr. Lü, were you familiar with this document?
     DR. LÜ:  Not particularly in detail.
     MR. MILLAR:  Thank you.  I want to refer you specifically to table -- to appendix A of this document.
     What we have here is, at least according to this study, a complete list of residential measures that goes through the benefit cost ratio for a variety of programs.  Some of them are not even for electricity, I don't think.  Some of them appear to be water and there is a variety of things here.  You can see on the far right column, it gives the benefit cost ratio.
     We see a number of -- from zero to a high of -- I don't know who the highest is, but something like 16 or even, there is one that is 221.18.  That's a fairly significant one.  I think that is for gas, actually.
     But I am wondering, if I understood you correctly this morning and Mr. Rodger's statement, that you wished to implement this program in order to help out with the energy crunch that is coming.  I see, I agree with you if 4.7 to 1 is the actual ratio, that is a fairly good ratio.  But as I look through this list, I see any number of other programs that actually have much higher numbers.
     If you look, for example, under indoor lighting, it appears that all of them are over four.  So I am wondering if you had given any thought to, instead of doing this program, to doing some other, different programs that would in fact have a greater benefit cost ratio?
     DR. LÜ:  We did consider what is the best way to use the anticipated or estimated money which is in the amount of $3 million.
     One choice is that we could reallocate those monies to the existing programs, which covers the majority of those lists, right.
     However, as we mentioned in this process, that we do not have a program in the nature of this peak day 10/10 which is a behavioural based incentive paid for result overarching program.  So we do have a need to develop such a program, so that is number one.
     Number two, we felt that customers would like to be empowered, and it’s a culture then can be sustained.  So instead of stipulating what the customer can do, and I think there are many customers out there, if they are so empowered and give a target they may take more activities and within their own means, that is the way we decided to try something new as a pilot versus reallocate the funding to something we knew is already successful.
     MR. MILLAR:  Okay.  Do you have any reason to dispute these numbers, though, for the benefit cost ratio?  I do want to be fair to you.  I understand free riders are not incorporated in these numbers.  So they would actually be a little bit lower than what you say here.  But generally, do you have any reason to dispute the cost ratios for the items we see in this appendix?
     DR. LÜ:  Not to a large degree but -- but on the other hand, I think this is a report that I am made aware of yesterday.  So I did not look at them in detail.
     MR. MILLAR:  That's fair enough.  I only did provide it to you yesterday.  But in terms of -- I know you are very experienced in CDM matters and Mr. Sardana as well.  Have you ever seen -- I assume you have looked at the benefit cost ratios for individual programs in the past.  Do these more or less match the numbers that you have seen?  Or are you able to answer that?
     DR. LÜ:  It appears so.
     MR. MILLAR:  Okay, thank you for that.  I won't press you any further.  I know you have only seen this today.  I just wanted to know if you thought these numbers were outrageous or completely out of line.
     I would like to, as my final line of questioning, and it follows up on what we’ve just discussed.  If you look at the final page of your report, appendix C, it is entitled, “CDM Original Plan Budget Adjustments due to the 10/10 Program.”
     If I read this correctly, this is the break down of the reallocation you are requesting to get to the first $3 million of the program?
     DR. LÜ:  That's correct.
     MR. MILLAR:  That's correct?  As I see, you have taken money from three programs.  You have taken 1.5 million from the residential load control program.  You have taken $500,000 from the CI load control, and you have taken $1 million from I think it is standby generators, if I follow it across; is that correct?


DR. LÜ:  That's correct.


MR. MILLAR:  It seems the biggest single item is the 1.5 million reduction to the residential load control item?


DR. LÜ:  That's correct.


MR. MILLAR:  Now, if I take you back to the OPA report, and it is the -- it says page 32 at the bottom.  This is still in the appendix.  If you follow down, you see, under a title "Water Heater Load Shifting", and then it says, "Utility controlled relay".  Do you see that?


DR. LÜ:  Yes.


MR. MILLAR:  If we follow that across, we see a benefit cost ratio of 16.77.  Do you see that?


DR. LÜ:  Yes.


MR. MILLAR:  Now, if we look at page -- give me just a moment.


If we look at page 25 of this same report, it gives a definition of what a utility-controlled relay is.  So if you look at page 25 of that report, you see there is a footnote, footnote 10.  Do you see that?  It says:

"Utility-controlled relays are devices that power down specific appliances usually during system peak periods.  They are typically applied to water heaters and air conditioners.  Water heaters are usually powered off during peak periods for up to eight hours.  Air conditioners are usually controlled on a 0.25 hour on/0.25 off cycle."


Would you agree with me that it appears the utility-controlled relay program we're talking about is very similar to your residential load control program?


DR. LÜ:  That's correct.


MR. MILLAR:  Would you agree with me they're essentially the same thing?


DR. LÜ:  Yes.


MR. MILLAR:  Okay.  So it appears to me that what you are proposing to do is take $1.5 million out of perhaps the most successful -- in terms of a benefit/cost ratio --perhaps the most successful program you run, and again, we're looking at, according to the OPA, and I take it these are not your figures, but they have a figure of 16.77, again, without free riders backed out, so it would be a little bit lower than that.


But do you have any concerns that what you are actually doing here is, contrary to the intention, you may actually be increasing load over the summer, because you are taking $1.5 million out of perhaps the most successful CDM initiative that you run for a program that has a benefit cost ratio of approximately a quarter of the one that you are taking the funding from?


Would you care to comment on that?


DR. LÜ:  Yes, I will.  It may appear that we chose a program that only has 4.5 TRC versus a 17.6.  However, the budgets reallocation does not mean that we are cancelling the program.  Why do we have 1.5, even $2 million that we can reallocate to this 10/10 program from our very, very successful peak saver program?  


Two considerations.  First is customer participation.  Currently, we are doing mail drops, for example, to ask people to participate.  I think the best we can hope for perhaps is about 10 to 15 percent of people participate.  Obviously, if people do not offer up their air conditioners, waters heaters, we have no way to install such a thing.  So there is a time delay from marketing to actual installation.  That is the first consideration.


Second consideration, because the peak saver is a new concept to the Ontario market and we are actually the only utility bringing peak saver to this province, and there are a lot of concerns among customers, is that:  Is the utility controlling my appliances?  Are they watching?  You know, there are lots of, I would say, social or psychological considerations that hindering customers' boldness to go forward with it.


In addition to that, there are confusions, also, an argument in the labour market:  Who should be able to do it?  We hear argument between electricians and air‑conditioning technicians.  We even hear the CSA, in terms of the philosophical discussions.  Are there one trades do this, two trades do that, four trades do this?  So in terms of the technical requirements for people to install this, not only experience is not fully there, but also even who should be able to do it is to enter the argument. 


Because of those reasons, those implementation of peak saver, why are we pushing it as fast as we can, but it will not deliver the full scale as we planned in the first generation CDM as of September 2007.


So the $1.5 million is not because we are allocating them out.  It is because they simply would not be able to spend that money.


Do we intend to cut it out, cut it off at September 2007?  From the $40 million first generation project perspective, that answer is yes.  However, we do not intend to stop it.  Rather, we would go forward with second generation CDM, or the other mechanisms, such as OPA funding to continue that exercise.


So the $1.5 million here is simply a time factor, that they will not be delivered to us at September 2007.


MR. MILLAR:  So you are not ‑‑ certainly not proposing to cancel that program?


DR. LÜ:  No, not at all.


MR. MILLAR:  The issue is that you're simply not able to spend that money in the planned period?


DR. LÜ:  Yes, because of the two reasons, participation and installation, yes.  The same is true with the standby generators, because of the environmental concerns, requirements and such and such.


MR. MILLAR:  Again, this is money you wouldn't have been able to spend in any event?


DR. LÜ:  Right.  So that is another million dollars we allocated from the existing budget.


MR. MILLAR:  Okay, thank you very much, gentlemen.  Those are my questions.


DR. LÜ:  Thank you.


MR. KAISER:  Mr. Sardana, just one point of clarification.  Two questions, actually.  On page 12, you were discussing with Mr. Millar this allocation of the reduced consumption between the three time periods on peak, mid peak and off peak.


MR. SARDANA:  Right, yes.


MR. KAISER:  Then at page 5, when you go to value this reduced consumption of $2.8 million, do you use three different prices corresponding to the three different periods?


MR. SARDANA:  Yes, we do.


MR. KAISER:  When you looked at programs, introduced this program and reduced other programs and made this reallocation, were you looking for a program that, in particular, would focus on peak reduction?


MR. SARDANA:  I think, in this case, we were looking for a program that encouraged conservation across the full spectrum of time, so the 24-hour period of the load curve.


MR. KAISER:  My question is a different one.  If, as the government said recently, the Minister's letter to Dr. Carr recently, that we need to focus on peak reduction, is this as good as anything else that you can come up with in the short term, in terms of peak reduction?


MR. SARDANA:  Yes, I think so, particularly because we're dealing with the summer period, which is a critical peak period.


So, you know, if we take one step back from the daily peak that everyone is concerned about, it is also the summer peak some are concerned about, and that is really the urgency and the criticality of this program.


MR. KAISER:  Thank you.  Who is next, Mr. Millar?


MR. MILLAR:  I don't know.


MR. SHEPHERD:  Mr. Chairman, the intervenors have discussed it and I have drawn the short straw.


MR. KAISER:  The short straw.


MR. ADAMS:  Mr. Chairman, procedurally I want to ensure ‑‑ we haven't been party to that discussion.  Perhaps we missed out, but I hope all of the parties that are supportive of the program are asking their questions first?


MR. KAISER:  Any views on that, Mr. Millar?


MR. MILLAR:  Well, I don't necessarily.  I don't think we have to proceed in that manner.  We often have in the past.  So it is really the Panel's call if they wished to adopt that approach.


MR. KAISER:  I was hoping you would decide.


MR. MILLAR:  We can flip a coin.  I don't have a strong view.


MR. KAISER:  That is satisfactory, Mr. Adams.  Is that agreeable to you, Mr. Shepherd?


MR. SHEPHERD:  Mr. Chairman, we are supportive of the program; however, support doesn't mean it is blind.  So we will have lots of questions.


I suspect that is true of all of the people who are supporting the program.


MR. KAISER:  All right.  Please proceed.


MR. SHEPHERD:  Can you advise when you propose to break?


MR. KAISER:  12:30.  What time is it now?


MR. MILLAR:  In about ten minutes, Mr. Chair.


MR. KAISER:  Do you want to start now?


MR. SHEPHERD:  I am happy to start now.


MR. KAISER:  All right.


CROSS-EXAMINATION BY MR. SHEPHERD:

MR. SHEPHERD:  Dr. Lü, Mr. Sardana, we have met before, I think.  We represent the School Energy Coalition.


Dr. Lü, just let me clear up one little thing.  You said in your direct evidence that the population of Toronto was 4.6 million.  That is not right, is it?


DR. LÜ:  I do not remember I said so.  If I did, I don't think that is a fact.


MR. SHEPHERD:  It is 2.5 million.  Did you use the population in any of your calculations? 


DR. LÜ:  No.  The customer base that's the number I would go from.

     MR. SHEPHERD:  That's not 4.6.  That is --
     MR. SARDANA:  Substantially less than 4.6.
     MR. SHEPHERD:  I just want to follow up on these TRC calculations, in particular, the cost benefit ratio.  So I am going to ask you to turn to Page 5 of your -- what is this, the program summary.  Okay.  Do you have that?
     MR. SARDANA:  Yes.
     MR. SHEPHERD:  What you're saying is that your benefit-to-cost ratio is 4.7 to 1.  That compares to, for example, Enbridge has a benefit-to-cost ratio in their total portfolio of about 8 to 1; right?
     MR. SARDANA:  I'm not familiar with Enbridge's program.
     MR. MILLAR:  They have a TRC target of 148 million and they have a budget of 18.9 million, so it’s 7.8 to 1.  It is comparable; right?
     MR. SARDANA:  Again, Mr. Shepherd, I don't mean to be obtuse, but I am not familiar with Enbridge's program so I can't comment on it.
     MR. SHEPHERD:  The reason I ask that is because when we talk about benefit/cost ratios for programs and for portfolios, we don't back-out the incentive payments.  You back it out for your TRC calculation for SSM purposes, but generally speaking, when you look at benefit/cost ratios, you do not back out that $5 million.
     In fact, and this is what I am trying to get to, in fact what you're proposing to do is to spend $5.6 million to chase about $7.8 million of benefits; is that right?
     MR. SARDANA:  Let me take the first part of your question first.  I disagree with you.  The OEB's TRC guide is very specific that you do not include those rebate costs into the TRC calculation.
     MR. SHEPHERD:  I agree.
     MR. SARDANA:  We followed that letter to a T.
     MR. SHEPHERD:  Okay.
     MR. SARDANA:  So on that point, no, I would disagree.  We have done it correctly.
     On the second issue, maybe Dr. Lü has something to say.
     DR. LÜ:  We proceeded with the TRC results being positive.  So we did not consider the scenario you mentioned using $5 million to chase for $7 million, we did not.
     MR. SHEPHERD:  That is, in fact, the case; right?  Your numbers say you are going to spend $5.6 million to chase $7.8 million of benefits; that's right?
     DR. LÜ:  I take your numbers.
     MR. SHEPHERD:  Okay.  Would you accept, subject to check, that Enbridge, for example, calculated the way you have calculated benefit-to-cost ratio, has a 27 to 1 benefit-to-cost ratio for their portfolio?  Will you accept that, subject to check?
     DR. LÜ:  I would like to comment about the difference between electricity conservation program and the gas conservation program.
     As we all know, those have technical and customary differences.  Also, we also would like to illustrate that while Enbridge is wildly successful in their CDM programs, nonetheless they have had more than 10 years experience, where electricity conservation only started in Ontario probably two years ago.  So we are not familiar with the gas experience or results and we have, in designing our program, we did not reference any of their practices.  So for that, I do not see value why we should check and compare with the gas practices.  
     MR. SHEPHERD:  In any case, your TRC calculations do not include a bunch of things; right?  For example, you were just talking to Mr. Millar about the future benefits.
     You expect that there will be benefits after 2006 that are not included; right?
     MR. SARDANA:  That's correct.
     MR. SHEPHERD:  Similarly, you're going to have a bunch of people who try to get the target and miss.
     MR. SARDANA:  That's correct.
     MR. SHEPHERD:  You haven't included those?
     MR. SARDANA:  We haven't included that.
     MR. SHEPHERD:  You're assuming they're all zero even though there are, in fact, some savings from that; right?
     MR. SARDANA:  Exactly.
     MR. SHEPHERD:  Similarly, you're going to be advertising in Toronto, but the broader GTA is going to see the advertising; right?
     MR. SARDANA:  Presumably.
     MR. SHEPHERD:  Are you expecting there will be some free-driver impact from people outside the GTA being influenced by your advertising?
     DR. LÜ:  We do.  The reason that we are taking it in a very, very conservative way is really from –- to put it in perspective, we realize there are free-riderships, we realize there are people who will try their best and nonetheless not meet the target, nonetheless that did produce a benefit.  But for the quantification difficulties, we did not include them.
     MR. SHEPHERD:  It is also true that it is likely that if you achieve the sort of numbers you're talking about, that will have an influence on the hourly Ontario energy price?  Is that right?
     MR. SARDANA:  I don't think we can comment on that.  That is driven by a completely different process.
     MR. SHEPHERD:  You don't think if you influence demand, that will influence price?
     MR. SARDANA:  Mr. Shepherd, I think if a unit falls off, that would have more of an influence on HOEP than any actions we take.  The weather could come in differently, et cetera, so we’re not going to get into that.
     MR. SHEPHERD:  You don't think you will have an influence?
     MR. SARDANA:  I'm not saying we will or we won't.  The program hasn't taken that into account.
     MR. SHEPHERD:  If your program has an influence on HOEP, it will be to reduce it; right?  It can only be to reduce it; right?
     MR. SARDANA:  Other things remaining equal, yes.
     MR. SHEPHERD:  Thank you.  

On the other side, you’ve used the 10 percent free rider.  But you already know the best information you have is the 25 percent is more likely to be correct; right?
     DR. LÜ:  That's correct.
     MR. SHEPHERD:  So I'm just looking at your TRC calculation.  I'm thinking to myself, you have included a few things, but most of the stuff that you probably should include are not included, both on the cost and benefit side.  So am I right in concluding that your TRC calculation isn't very reliable?
     MR. SARDANA:  No.  I think it is exceptionally reliable, based on the TRC guide.  As you have just pointed out, if we include something on the cost side and benefit side, they should cancel out.  So that is exactly what the guide points out as well.  It takes you through a calculation that shows that very clearly.
     So this is, in fact, accurate.  

MR. SHEPHERD:  So, you’re saying if you don't include customer costs and you don't include free drivers that is okay because they cancel each other out?
     MR. SARDANA:  No, I'm not saying that.  I think if you take a look at the OEB’s TRC guide, it lays out exactly what they mean by not including these rebate costs and things like that into the overall calculation.  Having then taken that guide and the provisions of that guide, we feel we have done a very accurate job of this.
     MR. SHEPHERD:  Let me just ask you, can you turn to page 4 of your plan summary.  As you see there, it says that you're planning to spend $5.6 million and you're planning to get 45.5 million kilowatt-hours reduction.  Right?
     MR. SARDANA:  That's right.
     MR. SHEPHERD:  Would you accept, subject to check, that means you're going to acquire those kilowatt-hours at 12 to 13 cents a kilowatt-hour?
     MR. SARDANA:  Subject to check, yes.
     MR. SHEPHERD:  Will you accept, subject to check, your own projections say 55 percent of those will be off-peak?
     MR. SARDANA:  Again, subject to check, sure.
     MR. SHEPHERD:  12 to 13 cents a kilowatt-hour is pretty high for off-peak power, isn't it?
     MR. SARDANA:  It can be.
     MR. SHEPHERD:  Mr. Chairman, this may be a good time to break, if it is convenient for you.
     MR. KAISER:  Thank you.  We’ll come back in an hour.
     --- Luncheon recess taken at 12:30 p.m.  


‑‑‑ On resuming at 1:30 p.m.


MR. KAISER:  Please be seated.  

Mr. Shepherd.


MR. RODGER:  Mr. Chairman, I just wondered, before Mr. Shepherd resumes, I believe Mr. Sardana has one correction to make.  


MR. KAISER:  Yes, please go ahead.


MR. SARDANA:  Mr. Millar, I believe the question was directed from you.  It was to -- I believe the question referred to how we split the estimated kilowatt‑hour savings.


I was close.  I was reading off the number of hours that had been given in the report.  However, because this program has a finite period, we know exactly the number of hours that are involved.  And because the program is assumed to apply 24/7, we were able to use the exact number of hours within each of those periods to do the split.


Now, I think what I can do is I will give you the percentages that we used to split the kilowatt-hours and that might help you ‑‑ that should corroborate with the numbers in the report.


So for the summer peak period, we have used 18.3 percent.


MR. MILLAR:  18.3?


MR. SARDANA:  18.3.  For the mid-peak it is 27.4 percent, and then the off-peak is 54.4 percent.  So if you apply those percentages to the kilowatt‑hours, you will come up with the period kilowatt‑hours.  And that methodology is based on a Navigant report that was done for this modelling exercise.


MR. MILLAR:  Thank you.


MR. RODGER:  Mr. Sardana, which exhibit were you referring to again?


MR. SARDANA:  This is actually appendix B, the TRC calculations in our report, and it is -- it is number 4.  It is tab 4 in the document which everyone has.


MR. KAISER:  Mr. Shepherd.


MR. SHEPHERD:  Mr. Chairman, I have been delegated by the gentlemen in the room to request the Chair's indulgence to remove our jackets.


MR. KAISER:  Yes, fine.


MR. RODGER:  I see the peak saver hasn't applied here yet.


MR. WARREN:  It is also limited to gentlemen, which is --

     MR. SHEPHERD:  Which is why Mr. Warren left his off.


MR. RODGER:  Discriminatory.  


MR. SARDANA:  I'm happy to be a free rider.


MR. KAISER:  I hope Mr. Poch is not going to do it, because he just went out and bought that new jacket.


MR. POCH:  I want a high load factor here.


MR. RODGER:  I will watch the cost claims very carefully, Mr. Chair.


MR. SHEPHERD:  Mr. Sardana, you do the load forecasting for -- or your group is responsible for it?


MR. SARDANA:  That's correct.


MR. SHEPHERD:  The load forecasts you are currently working with projected, for the period involved - that is, the 60-day period - a 4 percent increase from 2005 to 2006 in your forecast?


MR. SARDANA:  Are you referring back to the rate case that we concluded in February?


MR. SHEPHERD:  Yes.


MR. SARDANA:  I would have to check those numbers, Mr. Shepherd.


MR. SHEPHERD:  Will you accept that, subject to check?


MR. SARDANA:  Subject to check.  I think that is a little on the high side, but subject to check.


MR. SHEPHERD:  Okay.  Do you want me to quote you the numbers and we can nail it down?  It doesn't matter.  It is 3 percent, 4 percent, 5 percent, something like that; right?


MR. SARDANA:  Sure.


MR. SHEPHERD:  But your actuals were much higher than you expected last year?


MR. SARDANA:  Last year's actuals were higher than our forecast.  That's correct.


MR. SHEPHERD:  Do you know how much by?


MR. SARDANA:  Again, I don't have those numbers of the top of my head, but about 3 or 4 percent. 


MR. SHEPHERD:  So I'm trying to understand why you are using this 92 percent factor, then.


If you had an increase from one year to the other, but it turns out they're going to be roughly the same according to your current forecast, then why would you be saying, Well, you have to meet a 92 percent level, rather than a 100 percent level?


MR. SARDANA:  Okay, I don't think our load forecast for 2006 is anywhere near the actual forecast for ‑‑ actual numbers for 2005.  And, currently, we are tracking actually a little over 2 percent under last year's ‑‑ actually, 2 percent under the forecast for this year, in actual terms, and quite a bit under last year's actuals.


MR. SHEPHERD:  Will you accept, subject to check, that your load forecast for last year was 4,568,000,000 kilowatt-hours for July and August?


MR. SARDANA:  Well, I would have to check that, yes.


MR. SHEPHERD:  Okay.  And for 2006 was -- is 4,759,000?


MR. SARDANA:  Again, subject to check.


MR. SHEPHERD:  All right.  So that is a 4.2 percent increase?


MR. SARDANA:  Subject to check.


MR. SHEPHERD:  But you're saying that you were about 4 percent high last year, which I take it means that unless you end up ‑‑ you haven't changed your forecast for this year?


MR. SARDANA:  We haven't checked it yet, no.


MR. SHEPHERD:  So that looks like you're projecting that your load in that period, the period we're talking about, is going to be the same as the actual for last year, roughly.


MR. SARDANA:  Roughly, but, again, keep in mind it is a forecast.


MR. SHEPHERD:  I'm coming back to:  Why the 92 percent?  I don't understand.


MR. SARDANA:  Well, the 2005 number was adjusted because 2005 was abnormally hot.  So we don't forecast abnormally hot weather or abnormally cold weather.  The load forecast is always done to a weather-normal number.


So the '06 numbers that you have before you that you have just quoted me is based on weather normalization already, okay, and so you've got ‑‑ that's the first apples-to-apples.


If we're implementing a program like this, you have to adjust the 2005 numbers for weather, because we know now, in hindsight, that it was unusually hot for the period in question.


MR. SHEPHERD:  But I take it the result of this is, because you're expecting growth -- are you expecting growth in use per customer or just growth overall?


MR. SARDANA:  Well, the model is based on growth overall.  We don't have the model modified on a sector basis or a class basis yet.  So we haven't got residential level details and general service less than 50 level details.  We do it on a class basis.


MR. SHEPHERD:  I'm going to leave this alone.


See, you stole Mr. Seal from us, so I don't have anybody to ask what to ask next.  I have advised Mr. Sardana that I am going to remind him continuously about this.  I wonder if you can turn to your post-implementation review outline.  This is you, Dr. Lü?  That's part of K1.3, I think.


MR. RODGER:  Page 8, Exhibit K1.3.


DR. LÜ:  The post-implementation review outline?


MR. SHEPHERD:  Yes.


DR. LÜ:  Yes.


MR. SHEPHERD:  I understand there is a whole lot of stuff that you don't know about how this is going to play out.  So after the fact, you're going to do an analysis and, in effect, find out a bunch of stuff.  You are going to learn from this program; right?  That's the plan?


DR. LÜ:  That's correct.


MR. SHEPHERD:  So, for example, you will be able to derive something approximating your actual free rider rate.  That's one of the things you're going to be looking at; right?


DR. LÜ:  What we intend to do is to find out a few things:  First of all, to validate the design assumptions, which one of them is free-ridership, so we will consider how it comes out, the fact and the assumptions.


MR. SHEPHERD:  What I'm saying is, when you do your market research, one of the things you're going to be trying to find out from the customers is:  Did they change their behavior?  If so, how much; right?


DR. LÜ:  Right.  What did you do?


MR. SHEPHERD:  Another thing you're going to be finding out is things like:  How much money did they spend to achieve this result; right?  Did they buy things?  Did they buy a thermostat, that sort of stuff; right?


DR. LÜ:  Qualitatively, yes, but I assume it will be difficult to ask people for receipts.


MR. SHEPHERD:  No, but in terms of your research, you're going to be able to find out on a general basis how much it costs people to achieve these savings.


DR. LÜ:  That's correct.


MR. SHEPHERD:  Okay.  And so you will have a much better sense of what you actually achieved after the fact than you can project today, because it's new; right?


DR. LÜ:  It is true, yes.


MR. SHEPHERD:  Let me ask you about LRAM.  You don't currently have an approved LRAM; right?


DR. LÜ:  That's correct.


MR. SHEPHERD:  Do I understand that what you're saying to the Board, in this application, is:  We might want to apply after this year, this rate year, for an LRAM for this year.


DR. LÜ:  That's correct.  We have not applied for any loss of revenue adjustment for ‑‑


MR. SHEPHERD:  Normally, you would apply for an LRAM before a test year; right?


DR. LÜ:  No, we have not had any experience being LRAM application, so we have not done anything.  So normally compared to zero, how do I ‑‑


MR. SHEPHERD:  I see.  So you're anticipating that after the fact you can say, Well, we lost this much revenue can we collect it from the ratepayers, please?
     DR. LÜ:  That's correct.
     MR. SHEPHERD:  If you did that, you then have the real information as to how much you actually lost.  Not just going in assumptions but you will actually be able to identify, with some degree of precision, what impact your program had, what your actual free riders were, et cetera, right?
     DR. LÜ:  The lost revenue actually will be much more precise after the fact.
     MR. SHEPHERD:  Am I right in assuming that if you get a 33 percent take-up, we're talking about a loss in the order of $1.2 million, am I in the ballpark?
     DR. LÜ:  I did not do that calculation.
     MR. SARDANA:  That's a bit high.  It is under a million, well under a million.
     MR. SHEPHERD:  Okay.
     MR. SARDANA:  In other words, what I'm quoting to you, the “well under a million” is the revenue impact from load reduction.
     MR. SHEPHERD:  Well, you're going to lose -- you're projecting to lose 45.5 million kilowatt hours; right?
     MR. SARDANA:  That's right.
     MR. SHEPHERD:  Do you have sort of a unit --
     MR. SARDANA:  Well, yes, you break it down, again on a class basis, you look at the class rates and derive the estimate from that side.
     MR. SHEPHERD:  So you have these numbers?
     MR. SARDANA:  Well we have done a preliminary examination of these numbers.  We haven't filed it, because we are not seeking this.
     MR. SHEPHERD:  But I'm just trying to get a sense of how much this program can end up costing.  Can you tell us what those numbers are?
     MR. SARDANA:  What I've got, again, this is preliminary, is 743,916.  743,916 for both classes at the 33 percent take-up, if they all achieve their 10 percent load reduction.
     MR. SHEPHERD:  Now, but you would also presumably include in your lost revenue claim people who didn't get the incentive, but did reduce their load?
     MR. SARDANA:  Well, yes.  So this is the max at the 33 percent level.  If they all achieved -- so it is like, if you'll forgive me for saying this, it's like a binary number.  It's all or nothing.  They either all got it or they didn't get it.  When we go back to do the calculation we look at all of those things as well.
     MR. SHEPHERD:  743,916 is more precise than I ever got.
     MR. SARDANA:  That is just a model number, Mr. Shepherd.
     MR. SHEPHERD:  Am I right in assuming that your SSM on your current projected amount is somewhere in the order of $400,000?  It’s 5 percent; right?
     DR. LÜ:  For this program?
     MR. SHEPHERD:  Yes.
     DR. LÜ:  We have not taken further consideration in the claim of SSM.
     MR. SHEPHERD:  You have an approved SSM; right?
     DR. LÜ:  We have not approved for any SSM.
     MR. SHEPHERD:  No, you haven't.
     DR. LÜ:  No, we have not.
     MR. SHEPHERD:  You're anticipating that you may.
     DR. LÜ:  Correct, we may.
     MR. SHEPHERD:  After the fact.
     DR. LÜ:  That's correct.
     MR. SHEPHERD:  The current SSM other people have five percent; right?
     DR. LÜ:  I am not aware of that number.
     MR. SHEPHERD:  Okay.  Will you accept, subject to check, that a 5 percent SSM would give you another $400,000 on 7.8 million?
     DR. LÜ:  I would not know what to check.  So far, our mind set is how to get the program out to the market rather than --
     MR. SHEPHERD:  The reason I'm asking this is that it sounds like when you add in the lost revenue and you add in the SSM, that the total cost of this program is going to be somewhere in the order of almost $7 million.
     And for the number of kilowatt hours you're getting for it, that is 14 to 15 cents a kilowatt-hour.  Am I in the ballpark at least on this?
     DR. LÜ:  I take your numbers.
     MR. SHEPHERD:  Well, I guess I would normally expect that this would be a sort of number that you would be looking at before you would propose the program.  How much are these saved kilowatt-hours going to cost us?
     DR. LÜ:  Perhaps I should comment on the reason that we have developed this program, again.
     Going in, before the design, I mentioned a few considerations that we want to consider.  I think, first of all, it is really who I to address the immediate summer peak need.  Secondly, how do we engage the large number of people?
     So having that in mind, the economical calculation was really for the best, secondary consideration to the design of this program.  So I would not be able to answer your question at this moment.
     Will we do those mathematical calculations during or after the implementation?  The answer is, yes.  It is just simply, at this point in time, we have not done those calculations:  SSM, LRAM and the like.
     MR. SHEPHERD:  It is not just that.  It is the overall -- like, it sounds to me like you're saying, Well, we decided to buy this thing, and we don't quite know how much it's going to cost, but we want it anyway so we're buying it.  We didn't bother to calculate how much it actually cost.
     DR. LÜ:  We did provide an overall budget of $5.6 million.  That's the cost that we will incur to implement this program.
     MR. SHEPHERD:  But Dr. Lü, I asked you about 14 cents a kilowatt-hour, and that's the first time you ever heard that number; right?
     DR. LÜ:  I did not particularly look into that unit number.
     MR. SHEPHERD:  Okay.  Mr. Sardana, for this 60-day period, am I right in assuming that your revenue from these two classes, for that 60-day period, your overall distribution revenue is in the order of 35 million for those two months?
     MR. SARDANA:  Again, Mr. Shepherd, I would have to check those numbers.  I mean, I don't have --
     MR. SHEPHERD:  Can you give us a ballpark, give us and idea?
     MR. SARDANA:  You know our total revenue requirement is just north of $400 million.  So if you do a pro-ration, sure, you probably come up with something like that.  We can get those numbers for you.
     MR. SHEPHERD:  The reason why I ask that is because we heard Mr. Gibbons talk earlier about how this is a very small amount of money, and that sort of seems to be the assumption that we're talking about, not a big amount of money.  It is true, isn't it, that you're planning to spend somewhere in the order of 20 percent of your distribution revenues from these classes on this program?
     DR. LÜ:  I have no comment on that one.
     MR. SARDANA:  Mr. Shepherd, again, I would have to check that because we didn't approach this exercise in that manner.  I mean, we came at it, you know, in a program design sense.  But not from saying, okay, we're going to spend this much -- this percent of distribution revenue on this project.
     MR. SHEPHERD:  I wonder if you can undertake to give us that number.  It is not a complicated calculation; right?
     MR. SARDANA:  No, it's not.
     MR. MILLAR:  That's undertaking U, I think we're at U1.2 (sic).
     UNDERTAKING NO. J1.2:  TO ADVISE WHETHER TORONTO HYDRO

IS planning to spend somewhere in the order of 20

percent of distribution revenues from THE TARGETTED

classes on THE 10/10 program
     MR. SHEPHERD:  Let me talk about -- let's first talk about the $2.6 million component of this, the new money, all right.
     I'm going to come back to the 3 million in a second.  Let's just talk about the 2.6 million.  What you're proposing is to allocate that from a cost allocation point of view, to the classes that participate in the program; right?
     DR. LÜ:  That's correct.
     MR. SHEPHERD:  So far that $2.6 million, it is essentially a shifting of money between members of a class?
     DR. LÜ:  That's correct.
     MR. SHEPHERD:  Right.  The participants get some money, the non-participants don't get some money.  If you don't want to pay the extra, participate in the program.
     DR. LÜ:  That's correct.
     MR. SHEPHERD:  Okay.  Have you done an analysis as to whether there is going to be an impact on low-income customers?  That they would be more or less able to participate?
     DR. LÜ:  No, we have not done that calculation.
     MR. SHEPHERD:  Okay.
     DR. LÜ:  The assumption is low-income people were less likely to participate is an assumption that we may not agree with.
     MR. SHEPHERD:  That you may not --
     DR. LÜ:  -- agree with. 

     MR. SHEPHERD:  You haven't done any research, so you don't know that, in fact.
     DR. LÜ:  In terms of percentage impact, no.
     MR. SHEPHERD:  You don't know whether the low-income customers are more or less likely to participate.  You have no empirical data on this at all; right? 
     DR. LÜ:  That's correct.
     MR. SHEPHERD:  Let's talk about the 3 million.  I am looking at where it was, what the programs were.  Am I right in assuming that the way that is allocated in rates -- because it is recovered in rates; right?
     MR. SARDANA:  Yes.
     MR. SHEPHERD:  That the GS over 50 kilowatt class probably pays, I don't know, a million of it, of that 3 million?  Am I in the ballpark?
     MR. SARDANA:  It's hard to say, you know just off the top of our heads.  We would have to take a look at the load numbers and --
     MR. SHEPHERD:  It's going to be a substantial amount, isn't it?
     MR. SARDANA:  They're a large share of our class, sure.
     MR. SHEPHERD:  In fact, the old budget, the CDM budget, included that 3 million part of it was being spent on programs directed at GS over 50; right?
     DR. LÜ:  That's correct.
     MR. SHEPHERD:  Now you're allocating it away from GS over 50.
     DR. LÜ:  Not particularly in those $3 million.  Overall as a $39.7 million, there is a spread across different classes.  So if you say, is this $3 million -- a part of the $3 million was allocated to the large customers?  The answer is, no.  But as a $40 million overall, there were amounts allocated.     

MR. SHEPHERD:  You told us where the $3 million was, actually, I thought, so maybe I am just misunderstanding.  Why don't we look at that schedule which is appendix C of the program outline.  This is the last page of the program outline.


You had 1.5 million of the 3 million was the residential load control program; right?  But then you had half-a-million was the CI load control.  That is commercial industrial; right?  That would be -- some of that would be GS over 50; right?


MR. SARDANA:  Some of that, yes.


MR. SHEPHERD:  And standby generators, would some of that be GS over 50?


DR. LÜ:  That's correct.


MR. SHEPHERD:  So you're asking the Board to say, We had some programs for GS over 50, we want to move it to programs for residential and GS under 50; is that right?


DR. LÜ:  From program perspective, we will allocate the money, but not from a rate class perspective.


Yes, granted there are -- certain percentage of those are going to be from a certain rate class, but as a design factor, that was not considered in that fashion.


MR. SHEPHERD:  But the GS over 50 are still paying for their share; right?


DR. LÜ:  As part of the $40 million, yes.


MR. SHEPHERD:  Okay.  Now, you described why GS over 50 isn't included in this program.  You said, first of all, it's a pilot program and you want to learn from it; right?  That's the first reason?


DR. LÜ:  Yes.


MR. SHEPHERD:  You're not going to learn anything about how GS-over-50 customers would respond to this, about their behaviour, from this pilot program, are you?


DR. LÜ:  From this pilot, no.


MR. SHEPHERD:  So that reason, then, that you wanted to learn something so you could then roll it into other classes, that is not correct, is it?  You will learn something about the classes that you're applying it to, but not about the larger classes, will you?


DR. LÜ:  I would like to answer this question this way. 


From the class-specific-benefit perspective, we will not learn anything on the other three classes.


From the mechanism of this program, that will apply to other rate classes.


MR. SHEPHERD:  Such as what?


DR. LÜ:  The marketing effectiveness, the setting a target.


MR. SHEPHERD:  Sorry, the marketing effectiveness, you think that the marketing to residential customers will teach you about marketing to large industrial customers?


DR. LÜ:  The marketing to the small commercial part will have a linkage to the commercial operation.


MR. SHEPHERD:  Okay.  It is true that many of the GS-over-50 customers would, in fact, be good candidates for this; right?


DR. LÜ:  Not necessarily.


MR. SHEPHERD:  Take Schools, for example, because I have a predilection to that.  Schools would be a very good candidate for this, wouldn't they?


DR. LÜ:  Not necessarily.


MR. SARDANA:  Not over this period September 15 -- July 15th to September 15, schools are closed.


MR. SHEPHERD:  Yes.  So they don't use electricity?


MR. SARDANA:  They use probably a baseline load if they have some refrigeration equipment, et cetera, but I would submit that, no, they would not be good candidates.


MR. SHEPHERD:  So if I were to tell you that the schools in Toronto could, if they participated in it, get a rebate of $400,000, you would say that is wrong?


MR. SARDANA:  I wouldn't say it is wrong.  I just said they wouldn't be good candidates in our program design.


MR. SHEPHERD:  It is true that entities like schools or universities or other organizations like that are ones in which, if they adopt something like this, if they say, We want to participate, they can generally be successful, because they can establish procedures and do it quite efficiently; right?


DR. LÜ:  I take your assumption, yes.


MR. SHEPHERD:  So then I'm having some difficulty understanding why you wouldn't have included people like that in the program.  Is it just a matter of cost, just a matter it might cost too much?


DR. LÜ:  No.  The reason why we only chose the two classes are two reasons.  First, it is the pilot.  We wouldn't want to do it in five classes, so we choose the two.  Why we choose the two?  Because we need the largest number of participants from an individual perspective.  Schools will be a good choice if we are not considering the shared number of participants.


MR. SHEPHERD:  Let me just stop you there.  Why is it you need the largest number of participants?  


DR. LÜ:  Because it happens with a majority, not a minority.


MR. SHEPHERD:  So if you are going to use how people think generally, you have to get lots of people to change how they act.


But then ‑‑ are you saying that that will then sort of slough over into the larger classes, that if you change how people think at home, they will change how they act at work, too?


DR. LÜ:  We do go after students for them to influence their parents, so I guess how we behave at home will bring, inevitably, to the workplace.


MR. SHEPHERD:  All right.  One of your goals is sustainability; right?


DR. LÜ:  Yes.


MR. SHEPHERD:  You want to make sure that people do things that then will affect their behaviour next year and the year after, without you prodding them again?


DR. LÜ:  Yes.  We would like to have a sustainable outcome of any program.


MR. SHEPHERD:  Entities like schools, for example, are more likely to do sustainable things than the average residential home owner; correct?


DR. LÜ:  If the school is in normal operation.  In other words, most of the schools are closed during the summertime.  So who are we talking to?


MR. SHEPHERD:  Okay.


You first saw the California program in the ‑‑ six weeks ago?


DR. LÜ:  Yes.


MR. SHEPHERD:  I take it what happened is you did some research to see whether it is something that could apply here?


DR. LÜ:  Yes.


MR. SHEPHERD:  Right?


DR. LÜ:  Yes.


MR. SHEPHERD:  Then having done that research and determined that it could be adopted in a different way here, you then went to Mr. Sardana, as you said, three weeks ago or two-and-a-half weeks ago and said, Let's do this.  Is that right?


DR. LÜ:  That's correct.  Yes.


MR. SHEPHERD:  So the whole thing ‑‑ the reason why the application is a bit sparse is because you just didn't have enough time to do more research, homework, whatever, if you are going to do it this summer; right?


DR. LÜ:  It is a balanced approach between the specificity and the timing.


MR. SHEPHERD:  All right.  So I take it that if you ‑‑ I'm not intending to be critical.  I am just trying to get to what the result was.


I take it that if you had started to plan this in January, you would have done some more research.  You would have some more data like the things we're asking about, because you would have had more time to do it?


DR. LÜ:  That's correct.  We would have done many, many scenario analysis, including those ratio calculations, just as you asked.


MR. SHEPHERD:  Have you done any or have you tried to figure out whether the fact that you are rushing this is going to mean it costs you more than it might otherwise cost or less than it might otherwise cost?


DR. LÜ:  We wouldn't think the difference will be significant to the point that it will make the TRC negative.


MR. SHEPHERD:  Okay.  Just one second.


So you're not anticipating that, for example, your cost of advertising is going to be higher because you're doing it on short notice?


DR. LÜ:  No.


MR. SHEPHERD:  Okay.  I am just looking to see if I have missed anything, Mr. Chairman.


I believe that is all of my questions.  Thank you very much.


MR. KAISER:  Thank you, Mr. Shepherd.


MR. POCH:  Mr. Chairman, I think I am in the friendly but critical camp, if that helps.


MR. KAISER:  All right.  Proceed.


CROSS-EXAMINATION BY MR. POCH:

MR. POCH:  Gentlemen, you will have heard in our comments earlier today I referred to our view that the OPA hasn't been fast on this front and that you were to be applauded for having picked up the ball.


Am I correct, in fact, the OPA isn't offering any such similar broad-scale demand-response program this summer, at least as yet, for this group of customers?


DR. LÜ:  They're trying.


MR. POCH:  They have been unable to announce anything thus far?


DR. LÜ:  That's my understanding.


MR. POCH:  All right.  You also heard me make reference to the fact that we have heard about potential delays, likely, or potential delays in closing the coal plants.  I cited some numbers for the science as the Medical Association has provided us for the health implications of that.  Do you have any reason to disagree with the numbers I threw around this morning?


DR. LÜ:  No.  Actually, the number I heard from the previous medical officer of the province was about 1,000 lives, not 600.


MR. POCH:  Obviously nothing will turn on these differences, but this of course is your understanding in a general sense.


DR. LÜ:  Yes.


MR. POCH:  Now, there was some discussion earlier about the impact on hourly, the HOEP, the commodity pricing market.
     MR. SARDANA:  That's right.
     MR. POCH:  I appreciate you haven't done any detailed analysis of that.  But just as a general concept level, are you familiar with the notion of a hockey stick curve effect, that is that the price tends to peak sharply when it peaks.
     MR. SARDANA:  Yes, yes.
     MR. POCH:  Would you agree, then, that if you can reduce load at peak, quite apart from what your energy avoided cost analysis tells you, that the impact is disproportionate in terms of its effect on system price.
     MR. SARDANA:  It can be, sure.
     MR. POCH:  And that impact is socialized, certainly at least to all of your customers, first of all.
     MR. SARDANA:  Yes.
     MR. POCH:  Indeed, to probably to everybody in the province.
     MR. SARDANA:  Yes.
     MR. POCH:  All right.  There are obviously differences in how well they have shielded themselves from peak with bilateral contracts and what have.  But to the extent that people’s electricity prices, most people’s electricity prices, are affected by the market price, that is correct; correct?
     MR. SARDANA:  That's right.
     MR. POCH:  Thank you.  Your analysis doesn't capture that socialized benefit to the entire province of what you are going to accomplish on peak?
     MR. SARDANA:  No.
     MR. POCH:  It did not.  Indeed, you have used these numbers, I think it was 18 percent.  Roughly, for how much of this will be on peak?  That's a very general number based on -- how was that derived, that general --
     MR. SARDANA:  That was a study done by Navigant for the purposes of this -- in developing this model.
     MR. POCH:  Did it assume anything about what measures people would take?
     MR. SARDANA:  I don't believe so, no.
     MR. POCH:  So it basically made some simplifying assumptions that the effect will be spread evenly in hours, and it really is just reflective of how many summer peak hours there is; is my understanding correct?
     MR. SARDANA:  That's the gist of their assumption of it.
     MR. POCH:  It's quite possible that in the summer, things people will do might well have a disproportionate impact on it, not just relate to the number of hours.
     MR. SARDANA:  That's possible, sure.
     MR. POCH:  That, for example, air conditioners run at a higher load factor during peak hours during they do in the night.

DR. LÜ:  That's correct.
     MR. POCH:  So if someone lowers the temperature setting on their air conditioner for 24 hours a day, it is in fact going to save more during peak hours of electricity than it does the rest of the day.
     MR. SARDANA:  You mean raise it?
     MR. POCH:  Raise the temperature, I'm sorry.  Yes.
     DR. LÜ:  Yes.  Yes.
     MR. POCH:  All right.  Thank you.  So there are two conservatisms in your analysis.
     Now, I will come back to that in a minute, but I am literally going through my pages here, and I apologize for jumping around a bit.  You spoke about this question of how to weather normalize, if to weather normalize.
     You have decided to weather normalize in ‘95 or 2005 as the base year.  Would you agree with me that just doing that is already going to cause a certain number of motivated customers to be giving your call centre a buzz, a call to understand what you have done here?
     DR. LÜ:  Notionally, yes, that's correct.
     MR. POCH:  All right.  Would you agree that if you don't normalize -- either normalize both years to your historic or simply normalize 2006 to 2005 for the difference in weather between them - which is perhaps the easiest method if you were doing both sides of the equation - you run risks on either side.  One risk is if it's a particularly hot summer, nobody is going to get their 10 percent.
     MR. SARDANA:  That's right.  That's a risk, yes.
     MR. POCH:  That would be not just a risk of -- that would be a pretty unhappy result in terms of what it would do for conservation in Toronto and the province and the taste in the mouth it would leave for your customers; correct?
     MR. SARDANA:  That is potentially true, yes.
     MR. POCH:  On the other side, if we have a particularly mild July and August, conceivably you could have every customer qualifying.
     MR. SARDANA:  That's exactly right.
     MR. POCH:  So given those kind of extreme scenarios, which are not incredibly unlikely, I think you would agree, and the fact that your customers may well be -- a number of the customers who are going to dig deep enough to try to crunch the numbers themselves anyway are already going to be faced with trying to reconcile the 2005 numbers, would you agree with me there might be some wisdom in reconciling the 2006 to the 2005 weather?
     MR. SARDANA:  I think there is absolutely some wisdom in that.  I think the tough thing though we struggled with, and perhaps continuing to struggle a bit with, is how do we then give them a target?  Or what do they shoot for?
     Do we do this all in hindsight to say, Here is a program, just do it and we will tell you what it is after.
     MR. POCH:  Most of these customers don't have accumulating meters that they're going to read anyway, do they?
     MR. SARDANA:  That's right.
     MR. POCH:  So -- all right.  Enough said.  

Let me move on.  Do I take it -- I didn't see it, perhaps I skipped over it, but I didn't see in the qualification for how you achieve 10 percent.  Do I take it -- I assume they have to lower their load, is it 10 percent for some of the two months or in each month?
     MR. SARDANA:  Well, I think the way the program is designed is it's the sum of the whole period, the planned period.
     MR. POCH:  All right.  I understood your point that you are asking that, once approved, that any subsequent review at the time of the clearance of the deferral account not be subject to a prudence test so long as you did the program you set out to do or said you would set out to do and, in fact, spent the money.
     Would you agree that the money being spent on administrative costs, though, may be worthy of a somewhat different consideration, in that that's something that you have -- retained some control over, in terms of how efficiently you do that?
     DR. LÜ:  I think the assumption is correct.  That's why we made it 100,000 and in consultation with the people, the billing people actually who are actually going to do this.
     So the planning or, should we say, consideration has been given to how do we spend the money efficiently.
     MR. POCH:  But in fact, the amount at stake there is very small.  And even for you, even if you overspent by 100 percent on the 100,000, we might agree that would be de minimus.  Is that fair?
     DR. LÜ:  Fair.
     MR. POCH:  On the question of adopted technology, that is technology that the customers put in place as a result of your program, can we agree that your TRC analysis -- first of all, it doesn't count any costs the customer puts in in that regard.
     MR. SARDANA:  That's right.
     MR. POCH:  It doesn't count the benefits that will flow from those investments, apart from the benefits that flow in the two-month period.
     MR. SARDANA:  That's right.
     MR. POCH:  It doesn't capture the benefits for the rest of the year, nor does it capture the benefits in subsequent years of any durable measures.
     MR. SARDANA:  That's correct.
     MR. POCH:  Okay.  So would you agree that a valuation that you do should undertake to pin those numbers down as best you can?
     DR. LÜ:  It is part of our design post-implementation, to look at what the customers have done in order to achieve those 10 percent.
     MR. POCH:  All right.  

Now, Mr. Shepherd was bandying some numbers around with you about ratios, and he was trying to contrast you to Enbridge.  I won't do that.  But can we -- just for clarity, the numbers you provided are the TRC ratio, that is the ratio of benefit to costs that are accounted for in the TRC test; is that correct?
     MR. SARDANA:  That's correct.
     MR. POCH:  Mr. Shepherd put to you, in the Enbridge case, the program costs including incentive costs versus net benefits under the TRC.  Those are two different ratios.
     MR. SARDANA:  That's right.
     MR. POCH:  Okay, good.  And Mr. Shepherd also put to you a figure, nothing turns on the precise numbers of 12 to 13, 14 to 15, perhaps 14, 15 cents when you count other costs per kilowatt-hour.
     Can we agree that if we look at the -- those would be gross costs, including incentive costs?
     MR. SARDANA:  I think that is true.  And if I can add something.  

You brought out the point that if programs such as this save lives, how do you quantify those things?
     MR. POCH:  But even leaving aside such 

Difficult to quantify things, or maybe not so difficult, if we just leave aside the transfer payments, the net societal cost of this is more like a tenth of what Mr. Shepherd was talking about.  It is something in the order of, well, it's the ratio of the 600 to the TRC, something like 1.2, or something in that range, cents per kilowatt‑hour.


MR. SARDANA:  That's right.


MR. POCH:  Okay, Thank you.  

Those are my questions.


MR. KAISER:  Thank you, Mr. Poch.


CROSS-EXAMINATION BY MR. GIBBONS:

MR. GIBBONS:  Thank you, Mr. Kaiser.


Panel, I would like to direct you to Exhibit K1.2, page 5, at the top of the page.  Do you have that?


MR. SARDANA:  We have that.


MR. GIBBONS:  At the top of the page, the total program costs are $600,000.  I think one of you said earlier that the total resource cost test, you look at the program cost.  You don't look at the incentive costs, because they're transfer payments.  They're not included in the cost analysis?


MR. SARDANA:  That's correct.


MR. GIBBONS:  That's correct, yes.  That is my understanding.  So that the total program costs are 600,000.


If you look on page 4, we've got how many kilowatt‑hours you plan to save.  In the residential class, it is 31.7 million.  In the general service, it is 13.8 million.  That's about 45 million kilowatt‑hours.


It you divide the $600,000 cost by the 45 million kilowatt‑hours, according to my math, that is a cost of 1.3 cents a kilowatt‑hour for the savings.


MR. SARDANA:  That's right.


MR. GIBBONS:  Yes.  Now, sir, the rest of my cross‑examination is ‑‑ the theme is that your analysis, the TRC analysis, fundamentally underestimated the benefits of your program.


Focussing on page 5, and the fifth bullet point, you say the benefits from demand reductions are not included.


Now, the top of the page, we have quantified the benefits at $2.8 million.  You have done that by multiplying a cost of electricity by the kilowatt-hours saved?


MR. SARDANA:  That's correct.


MR. GIBBONS:  What cost of electricity did you use?


MR. SARDANA:  Again, these cost numbers were provided by the Navigant study.  I don't have those at the top of my mind, but I can get them for you if you would like.  But the peak number was just higher than 11 cents per kilowatt‑hour.


MR. GIBBONS:  Right.


MR. SARDANA:  And I think the off peak was 4.75 and the mid peak was in the 8 cents per kilowatt‑hour range.


MR. GIBBONS:  Right.  Those are Navigant numbers.  Maybe they're estimates of long unavoided costs when the system is in equilibrium.  There is a balance.  There isn't a shortage of supply.


Would you agree with me that last year the IESO paid over 60 cents a kilowatt‑hour for power imports on certain days?


MR. SARDANA:  I would agree with that, yes.


MR. GIBBONS:  Yes.  So 60 cents a kilowatt‑hour is significantly higher than the numbers you have used in your analysis?


MR. SARDANA:  That's right.


MR. GIBBONS:  Thank you.  Sir, in your analysis did you include the benefits of line-loss reductions?


MR. SARDANA:  How do you mean benefits of line-loss reductions?


MR. GIBBONS:  You encourage your customers to save ‑‑ if I save 100 kilowatt‑hours in my home because of your program, the total savings to society will be greater than 100 kilowatt hours, because to give me 100 kilowatt hours of electricity, we have to generate about 108.


MR. SARDANA:  Right.


MR. GIBBONS:  Did you include that?


DR. LÜ:  I believe in the Board's TRC guideline, the losses for transmission distribution are all included in the modelling.


MR. GIBBONS:  Yes.  It's an average number, I believe.  It is relatively low.  And would you agree with me on times of peak demand, hot days when there is peak demand, the basic laws of physics or engineering, line losses at those times of peak demand are way above the provincial average?


DR. LÜ:  From a physics perspective, yes.


MR. GIBBONS:  So, again, the savings because of that physics, the savings are greater than you have estimated?


DR. LÜ:  I agree.


MR. GIBBONS:  Yes, thank you.


Another thing is, when you do this demand reduction and reduce our need to import power from the United States, another benefit is you're keeping Ontario consumers' dollars in Ontario, keeping jobs in Ontario, sir?


DR. LÜ:  Correct.


MR. GIBBONS:  That wasn't included in your analysis?


DR. LÜ:  No, we did not.


MR. GIBBONS:  No.  Sir, I think that the most fundamental benefit that is not included in your analysis, and the most profound, is what your program does is reduce the risk of blackouts or brownouts this summer.


DR. LÜ:  That is a major consideration that we have in design.


MR. GIBBONS:  Yes.  That cost ‑‑ if we suffer a blackout or brownout, that cost to the economy is a major, major sum of money, way in excess of $5.6 million; would you agree with me on that?


DR. LÜ:  Yes, I do.


MR. GIBBONS:  Thank you.  Sir, what is the total revenue requirement of Toronto Hydro?


MR. SARDANA:  Again, it is about 440-odd-million.


MR. GIBBONS:  Including commodity costs, your total revenue requirement?


MR. SARDANA:  It is 2.2., 2.3 billion for THESL.


MR. GIBBONS:  $2.3 billion, and this is a cost of 5.6 million, and in an extreme case goes up to 12 million.  So we've got 5.6 million divided by, you say, 2.3 billion.  It looks to me like your cost is about two-tenths of 1 percent of your revenue requirement.


MR. SARDANA:  I will accept your number.


MR. GIBBONS:  Thank you, sir.  Those are my questions. 


MR. KAISER:  Thank you, Mr. Gibbons.  Mr. Warren.


CROSS-EXAMINATION BY MR. WARREN:

MR. WARREN:  Dr. Lü, I take it you are the person at Toronto Hydro who is responsible for CDM programs; is that right?


DR. LÜ:  Yes, I am.


MR. WARREN:  In that capacity, I assume ‑ correct me if I'm wrong ‑ that you would have been responsible for the preparation of the conservation and demand management 2005 annual report; is that correct?


DR. LÜ:  Yes.


MR. WARREN:  And that was filed with the Board on March 31, 2006; right?


DR. LÜ:  Yes, that's correct.


MR. WARREN:  That's just on -- not quite 90 days ago; correct?


DR. LÜ:  Yes.


MR. WARREN:  You would be familiar with the contents of that report; correct?


DR. LÜ:  Yes.


MR. WARREN:  In the time that we have had, I haven't read it in the level of detail that I should, but am I right, Dr. Lü, in saying that in the report you filed with the Board 90 days ago, you did not identify the fact that there was $3 million of your $40 million that was available for other programs, did you?


DR. LÜ:  No.  The report was based on the activities of 2005; does not contain any forward‑looking matters.


MR. WARREN:  But, for example, Dr. Lü, when you were speaking with Mr. Shepherd a few moments ago about the sources of the ‑‑ rather, it was Mr. Millar, I'm sorry -- with the residential load control programs and you said that you had concluded that $1.5 million could not reasonably be spent before 2007.  You would have been aware of that at the time you filed this report; correct?


DR. LÜ:  Not necessarily true.


The review of our peak saver, which is the residential air conditioner load control program, actually started probably 60 days ago, because we look at the ramp-up of the installation, and we ran into difficulties in terms of the participation rate, people involvement and installation rate.  That is where actually this come to light.


MR. WARREN:  I will come to the other point.  Did you alert the Board, Dr. Lü, in the report that you filed, that your analysis of the residential load control programs hadn't begun yet, or was incomplete, or was in any other respect deficient?


DR. LÜ:  That's not correct.  The program actually started the last November and it is in the process of ramping up.


MR. WARREN:  Now, you filed this report in ‑‑ effective March 31st of this year.  You indicated to Mr. Shepherd that you became aware of the California 20/20 program some six weeks ago; is that correct?


DR. LÜ:  That's correct.


MR. WARREN:  You've forgotten, Dr. Lü, in the last five minutes more than I will ever know about CDM, but I must say that I find it surprising, Dr. Lü, that a program like that would not have come to your attention until six weeks ago.


DR. LÜ:  It is surprise that for such a program that I only made aware of six weeks ago.  However, we were focussed on implementing the first generation CDM programs, which this nature of programs was not part of that plan.


MR. WARREN:  Can you tell me, Dr. Lü, in looking at the California program, and can you tell me, for example, whether or not it had two ‑‑ more than two weeks between its introduction to the public and the beginning of the program?  Do you know?


DR. LÜ:  I am not aware of the time it took them to design the program.


MR. WARREN:  Can you tell me, Dr. Lü, whether or not the 33 percent take-up was accomplished within the first eight weeks of the program?


DR. LÜ:  I do not have an answer to that question.


MR. WARREN:  Well, if you don't know, Dr. Lü, whether or not the 33 percent was accomplished within the first eight weeks of the program, in what sense, then, is it a valid basis for the design of this program, of the program you have before the Board today?


DR. LÜ:  The design is based on comparative results.  If we take the same duration of 2006 compared to the same duration to the 2005, the ratio should be more or less coming out the same, if you do the same seasonal approach versus monthly approach.
     So in other words, if we do it for four months, that should satisfy the seasonal approach to 33 percent because they are in the same season that we anticipate the participation rate will be more or less similar to that experience.
     MR. WARREN:  My question, I guess, is a different one, Dr. Lü, I apologize for being imprecise.  Can you tell us, from the California analogue, which is the basis for this program, whether or not you can conclude reasonably that spending half a million dollars in two weeks will lead to a 33 percent uptake in the first two months of this program?  Can you conclude from your analysis of the California program?
     DR. LÜ:  That is our belief, yes.
     MR. WARREN:  I'm not asking whether it is your belief.  Is it information that you gleaned from the California program?
     DR. LÜ:  Yes.
     MR. WARREN:  I thought you told me a moment ago you couldn't tell from the California program whether or not they had achieved a 33 percent uptake in the first eight weeks.
     DR. LÜ:  Precisely for how much we will not be able to.  But however, we believe that 33 percent is a reasonable number that we can achieve in Ontario in those eight weeks.
     MR. WARREN:  Can you tell me, then, Dr. Lü -- moving to a slightly different topic -- the $100,000 figure.  I want to drill down just for a minute.  You became aware of the California program six weeks ago.
     I think that my friend, Mr. Millar, asked you the question whether or not you were aware of any other programs that were analogous to the 10/10 or 20/20 program.  You said you weren't aware of any; is that correct?
     DR. LÜ:  That's correct.
     MR. WARREN:  Okay.  Is that a question that you hadn't looked for any?  Or that you looked and hadn't found any?
     DR. LÜ:  We had not looked for any.
     MR. WARREN:  Would you not agree with me, sir, it would be a relevant consideration to determine whether or not there had been any other analogous programs in a North American utility that had been tried, for example, and were unsuccessful?  Would that not be a relevant piece of information for you?
     DR. LÜ:  In an ideal situation, given all of the time, we would have looked through the world, yes.
     MR. WARREN:  In a six-week period, sir, I take it, for example, doing a Google search on these programs wouldn't have taken all that much time.  Can we not agree?
     DR. LÜ:  We found the OPA report which is done by Blue Summit are more authoritative than a Google search.
     MR. WARREN:  Now, the $100,000 figure, sir, can you tell me what precisely the $100,000 contains?
     DR. LÜ:  I do not have the details, but in general those are the incremental costs in addition to our normal billing exercises, such as to prepare the target for the customers; such as perhaps the billing system usage, either printed on the bill or bill insert; that nature of activities.
     MR. WARREN:  When you say you don't have the precise numbers, sir, you got a precise number of $100,000 which, under rigorous cross-examination from my friends, you have stuck to with considerable and admirable firmness.  But you tell me now you don't know precisely what the components of the $100,000 are.
     DR. LÜ:  We do not know in terms of how many in bill inserts, how many dollars of printing the bills, how many dollars of particular hours.  For that sense, we do not know.  But overall, as a hope, we estimated that administrative costs will be $100,000.
     MR. WARREN:  You estimated that.  Can you tell me what was the basis for the estimate, sir?
     DR. LÜ:  Both incremental costs in addition to the current billing system.
     MR. WARREN:  Did you -- you went to your CIS people, I take it.
     DR. LÜ:  Yes.  The people are consulted in defining that number.
     MR. WARREN:  Now, the bill inserts.  How much are the bill inserts going to cost?
     DR. LÜ:  I do not have the number myself.
     MR. WARREN:  Do you know whether or not you are going to use bill inserts?
     DR. LÜ:  Yes.  We do not know exactly which one we use.  As I mentioned, there are four ways to deliver the individual results, at that are gets to the customer.  We have not decided which one is the one going to be employed.
     MR. WARREN:  Now, does the $100,000 include the 

end-of-program cost of calculating what peoples’ savings are and issuing the remittance notices?
     DR. LÜ:  The report part is included.
     MR. WARREN:  In the $100,000.
     DR. LÜ:  Yes.
     MR. WARREN:  There are certain regulatory costs associated with the filing and processing of this application; for example, your counsel who is here.  Are the regulatory costs included in the $100,000?
     DR. LÜ:  I do not believe so.
     MR. WARREN:  Okay.  So that would be an add-on to the $100,000?
     DR. LÜ:  It will not be an add-on to the $100,000 in particular, but it is added costs so that overall regulatory costs to the CDM portfolio.
     MR. WARREN:  Do I understand, Dr. Lü or Mr. Sardana, that what you're asking the Board to do is to insulate all of those costs, whether they're in the $100,000 or additional ones, from any prudence review; is that right?
     DR. LÜ:  That's correct.  We are looking for a final and unconditional order for this program.
     MR. WARREN:  Now, Dr. Lü, can you tell me -- I want to imagine, if I can, if such a beast exists, a typical residential family in Toronto.
     Let's assume, for the sake of discussion, that they have an electric stove and they have a washer and dryer and they have and electric water heater.  Would that be a typical family?
     MR. SARDANA:  It could be, yeah, sure.
     DR. LÜ:  Could be.
     MR. WARREN:  For that typical family can you tell me what it is they would have to do in order to achieve a 10 percent savings.
     MR. SARDANA:  I think what they would have to do is become automatically enrolled in the program and do whatever it takes to reduce load.  We're not going to tell them what to do.  We will point them in some directions.  We will give them tips.  There is all kinds of avenues available to them that they can avail themselves off.  

MR. WARREN:  Can you tell me, for that particular family, is this reasonable to expect they can with that cluster of appliances -- I'm leaving aside the availability of air-conditioning -- with that cluster of appliances, that it’s possible to achieve a 10 percent savings two months?
     DR. LÜ:  I would like to illustrate an overall electricity consumption in a typical family.  A typical house has about three kilowatts of demand of the electricity, two to three kilowatts.  In it, about 30 percent of the consumptions are non-critical consumptions, as in cooking or the main fridge in the kitchen are those to be considered critical loads.  Water heater, for example, will not be considered during those off hours.  

For example, any time between 9 a.m. to, I don't know, probably to 9 p.m.  But I think what we have pushing for, take a house as a whole, is to go after those non-critical loads such as lighting, such as heating or cooling.  Those are the places we will go after.  Not necessarily the cooking stove or the fridge in the kitchen.
     MR. WARREN:  Isn't it reasonable, looking at it from the level of boundless ignorance from which I always operate, isn't it reasonable to expect that in the next two months or in that two month period, that someone who is going to achieve a ten percent savings is it going to do it by turning up thermostat on their air-conditioner or turning it off?  Isn't that likely to be the principal if not the sole source of the 10 percent savings?
     DR. LÜ:  They could also go to the basement.  Just lightening up.
     MR. WARREN:  Isn't it fair, then sir -- would it be reasonable for me to conclude that folks who don't have air-conditioning are unlikely to benefit from this program?
     DR. LÜ:  They can benefit from other means such as lighting or water heater, et cetera.
     MR. WARREN:  Thank you for that answer, then.
     Now, if one of your choices for communicating the individual load number is through a web page -- that's one of the possibilities; is that right?
     DR. LÜ:  That's correct.
     MR. WARREN:  Isn't it likely that is -- that is likely to be the choice given as you’ve only got perhaps three weeks to notify people?
     DR. LÜ:  That is not necessarily true.  Because one of the things we considered in the programming is to get most people to participate.
     Given the availability of computers and peoples tendency to go on line to check for something, at this point, I am not convinced actually the web is the best way to deliver the target to individual customers.
     MR. WARREN:  Can we just review your options?   One of them is a bill insert; is that right?
     DR. LÜ:  Yes.
     MR. WARREN:  A bill insert that doesn't get there before the beginning of the two-month period puts people at a disadvantage.  They have fewer than eight weeks in order to accomplish this, is that right, so the bill insert ideally has to get there before the eight-week period begins; correct?
     DR. LÜ:  I disagree.  People get to know this program before the starting date, which the minimum would take two weeks; right?
     So if people are interested to choose to participate, they would have taken activities towards that target.  When the target can deliver as early as possible, I agree if they get the target before the starting date, that is the best.  But it is snot detrimental to the success of the program because nonetheless people would have started activities before the starting date.
     MR. WARREN:  Assuming, Dr. Lü, you and I have agreed it is possible for them to do it and if they don't have an air-conditioner, it is really very difficult for them to do it; correct?  You and I just agreed on that.
     DR. LÜ:  Right.  I agree with that.  
     MR. WARREN:  Can we agree at a high level of generality, sir, that the availability of air-conditioning certainly in sync will family homes is likely to be more common in middle an upper-class rather than low-income residences; is that not fair?
     DR. LÜ:  Central air-conditioning, yes.  
     MR. WARREN:  Is it not reasonable to conclude then, sir, that from the get-go, this program is effectively designed in a way which makes it very difficult for low‑income folks to achieve the 10 percent target; is that not fair?


DR. LÜ:  That's not fair.


MR. WARREN:  Okay.  Can you tell me how it is this program, then, Dr. Lü has been designed to accommodate the particular circumstances of low‑income people who might, for example, not have access to computers and might not have central air‑conditioning in their homes?  What are the features of it that assist low‑income folks, in particular?


DR. LÜ:  I think the biggest incentive here is actually the level of incentive that we would provide to the customers.  If the people taking actions by saving 10 percent of their consumption they effectively lowered their bill by 10 percent, ballpark, in addition to that, their utility is willing to provide another 10 percent discount on the overall bill.


So that amounts to somewhere in the 20 percent range, in an ideal situation.  That level of incentive, we believe, will have much more attractiveness to the low‑income people versus the well‑off people, because the percentage, the dollars we're talking about here, is about eight or nine dollars per month, I think.  From that perspective, compared to the income, the percentage is higher than ‑‑ of those people who have a higher income.  So the level of incentive is a major motivator.  So that is the first one.


The second one, based on our experience, we have been running the CFL give-aways.  We have been running the refrigerator buy-back.  We have been running room air conditioner exchange programs.  We have been visiting the stores and visiting the sites, et cetera.  I have not seen any Benz or Mercedes or BMWs carrying those to the site.  What I do see are the people from low income or middle class people who are taking actions to participate in those programs.  From that perspective, I believe this program is designed fair for all the classes of the customers.


MR. WARREN:  Sorry, Dr. Lü, you and are speaking at cross‑purposes, then, because I thought you and I agreed a moment ago (a) that the principal source of the savings of the 10 percent is likely to be in air conditioning, and (b) that typically in low‑income families they wouldn't have central air conditioning.


I take it - and you can disagree with this, Dr. Lü - that the iron logic of that is that low‑income families are going to have a difficult time achieving a 10-percent savings.  Is there something wrong with my logic, Dr. Lü?


DR. LÜ:  Let me clarify my agreement with you.


The discretionary, non‑critical electricity consumption in a house are lighting and cooling or heating.  So lighting and cooling or heating are the major part.  


So in the cooling part, there are central air conditioning and there are also room air conditioning.  So I agreed with you for the well‑off people, the central air conditioning might be the major way.  However, air‑conditioning is not just the central air conditioning.  There are room air conditioners, too, and we currently run a very successful program exactly to help those people to get even more efficient air conditioners.


MR. WARREN:  Dr. Lü, could you turn up appendix C to Exhibit K1.2, program description?  Appendix C is the CDM original plan budget adjustments.


Now, the first item I see there, have you got that page?


DR. LÜ:  Yes, I do.


MR. WARREN:  For the record, members of the Panel, appendix C is on page 13 of Exhibit K1.2.  The first item is the co‑branded mass market.


I see that the original approval was $2.7 million and you increased that to $5.7 million; is that correct?


DR. LÜ:  That's correct.


MR. WARREN:  Now, if I turn to your approved program, would you, by any chance, Dr. Lü, have in front of you your conservation and demand management program that was before the Board in November of 2004?  


DR. LÜ:  This one?  November 4, 2004?


MR. WARREN:  You are way beyond the limits of my eyesight, sir.


DR. LÜ:  This is the original CDM plan approval.


MR. WARREN:  The original CDM plan approval.  I'm looking at page 5.  I see the co‑branded mass market program.  What I am reading here is that it is a mass market program, multi-faceted approach to fostering the conservation culture in Ontario.


It is the same conservation culture which ‑‑


DR. LÜ:  Sorry.


MR. SARDANA:  My apologies, Mr. Warren.


MR. WARREN:  Am I reading it correctly that it is intended to foster the conservation culture in Ontario?  


DR. LÜ:  That's correct.


MR. WARREN:  You increased the spending on that by $3 million; is that correct?


DR. LÜ:  That's correct.


MR. WARREN:  It is intended to accomplish the same shift in culture which this very program which is before the Board is intended to accomplish; correct?


DR. LÜ:  Yes, but through different mechanism.


MR. WARREN:  Through a different mechanism, but one of them is through mass marketing.  That is what it says.  It is a mass market program; correct?


DR. LÜ:  That's correct.


MR. WARREN:  Can you tell me, sir, what savings have been generated to date by this co‑branded mass program?  I didn't find it separately identified in your annual report.


DR. LÜ:  Let me see if there is any report.  I believe we have a table in annual report where we talked about the overall savings.


If I am looking at the annual report on page 46, which is tab 14.  Tab 14 is the Toronto Hydro‑Electric System Limited CDM 2005 annual report dated March 31st, 2006.


MR. WARREN:  Right.


DR. LÜ:  Page 46 of that report is the conclusion.  We talked about how much money we have spent; how much demand reduction we have delivered.  And so that is basically the ballpark of the results delivered overall from all of the programs.


I would say approximately half of those are from the mass market‑related programs.


MR. WARREN:  Now, just as a segue from that, Mr. Sardana, am I correct in understanding that Toronto Hydro has certain costs and has allowed certain revenue recovery in order to meet its costs over the course of the year; correct?


MR. SARDANA:  I'm sorry, I missed the first part.


MR. WARREN:  Toronto Hydro, generally, under the system of regulation we have in the province, you are allowed to recapture a certain level of costs in your rates over the course of a year; correct?


MR. SARDANA:  Yes.


MR. WARREN:  Over the course of the year, you would have some areas of your costs that would go up and some that would go down, but your mandate is to manage your affairs within the approved rate recovery program; is that right?  


MR. SARDANA:  That's right.


MR. WARREN:  Just in that context, sir, you have a $39 million approval for CDM spending.  Why is it that you can't find, within that $39 million, $2.6 million for this program which you claim is so important?


DR. LÜ:  I can answer that question.


As of today, we have actually spent about $20 million of that $40 million.


As of end of May, we have approved projects that more than $40 million.  To that point ‑‑ let me illustrate the process that in Toronto Hydro, how do we do it.


When a customer or a project proponent bring an idea to us that we sign a non‑disclosure agreement, then the technical people can start sitting down to talk about the merit of that idea and to turn it into a project.


When that project passes the TRC and everything, then we approve that project.  But approving the project does not mean that we're going to go forward.


It does mean we will get entered into a contract discussion.  So it becomes a commitment, in terms of the dollars, that -- when we have a contract in place.  So we have approved those good projects of more than $40 million and we not intend to actually roll back any of those projects.


So what do we do?  So we look at those programs currently in place already and the only place, from a timing perspective, we could find is from the peak saver installation and the distributed energy implementation.  So that is how we found the money.


Can we go back to the mass market contracts, such as the one with OPA, such as the one with Home Depot, to say, Oh, by the way, the contract for $5 million, we can only give you four now?  Technically, yes, but what that will do to the market is an unfavourable situation, from our perspective.  So that is where we ‑‑ instead of roll back some of the good projects, we're looking for some of them which were not delivered in a timely fashion.


MR. WARREN:  Dr. Lü, is it your evidence under oath today that the balance of the $39 million, you're contractually bound to spend that?


DR. LÜ:  No.  It is approved, but not contractually bound.
     MR. WARREN:  It is approved internally; correct?
     DR. LÜ:  Yes, between the parties.
     MR. WARREN:  You're saying that you're legally prohibited from saying, I am going to shift some of that money to a program which has a higher priority.
     DR. LÜ:  No, it is not.  It is only legally prohibited when a contract is in place.  The remaining 20 we do not have a contract in place yet.
     MR. WARREN:  So you could shift them.
     DR. LÜ:  We could.  However we have to consider the impact towards the -- in terms of the signal to the market.
     MR. WARREN:  Those are my questions.  Thank you.
     MR. KAISER:  Thank you, Mr. Warren.  

Mr. Adams.
     CROSS-EXAMINATION BY MR. ADAMS:
     MR. ADAMS:  Thank you.  Panel, I have questions in three main areas.  The first relates to load analysis.  The second relates to the question of who pays.  And the third relates to learning from other jurisdictions.
     So turning to the first area.  Are either of the panellists familiar with the load experience of Toronto Hydro over the last 10 summers, say --
     MR. SARDANA:  Well...
     MR. ADAMS:  -- in general terms.
     MR. SARDANA:  Not over the last 10 summers; since 1998.
     MR. ADAMS:  Okay.  Since modern Toronto Hydro was formed, were there any instances where the peak ever your load occurred outside of the July 15th to September 15th period?
     MR. SARDANA:  I would not know that, Mr. Adams.  I would have to check that.  But it is conceivable that we had a winter peak in that time frame.  It is conceivable.
     MR. ADAMS:  Is it also possible you might have had a summer peak outside of those hours -- that 60-day period?
     MR. SARDANA:  It is conceivable.
     MR. ADAMS:  I guess it is a 61-day period; right?
     MR. SARDANA:  62.
     MR. ADAMS:  62?  I believe there have also been, in that same time period, occasions where the peak electricity demand for the power system in general has fallen outside of the July 15th to September 15th period; isn't that correct?
     MR. SARDANA:  I'm sorry, are you talking about the provincial peak now?
     MR. ADAMS:  Provincial peak.
     MR. SARDANA:  Yes.
     MR. ADAMS:  So do you have any estimate of the probability of the peak falling within the July 15th to September 15th of this year?
     MR. SARDANA:  No.
     MR. ADAMS:  2006?
     MR. SARDANA:  No, I don't.
     MR. ADAMS:  So we're just uncertain about that?
     MR. SARDANA:  We're uncertain about the peak, yes.  As with any customer, if you tell them where the peak is, they won't be on it.
     MR. ADAMS:  What is your long-term trend in usage per customer for the classes that are captured by the 10/10 program, proposed 10/10 program.
     MR. SARDANA:  Well, load growth for all classes has been averaging less than one percent in the last few years.  We don't see that trend, we don't see us moving off that trend.  So that would be, I think, a fairly stable prediction.
     MR. ADAMS:  Your customer numbers are stable?
     MR. SARDANA:  They are stable for now, yes.
     MR. ADAMS:  So we are looking at a long-term trend of increased usage per customer less than 1 percent per year?
     MR. SARDANA:  In general terms, yes.
     MR. ADAMS:  Now, do you have an estimate of the 

year-over-year dispersion of the 60-day usage variability for these customer classes?
     MR. SARDANA:  No, I don't.
     MR. ADAMS:  So you don't have any quantitative view as to the number of customers that would just, without a program, have loads that are 10 percent lower this year than they were the previous year.
     MR. SARDANA:  Well, the assumption here is 10 percent.
     MR. ADAMS:  Okay.  Let me repeat my question.  You don't have an estimate of the number of customers within these classes whose load would be 10 percent less than the previous year in the absence of the program?
     MR. SARDANA:  No, no, we don't.
     MR. ADAMS:  But would you agree with me that is a calculation that could be done by some very simple analysis of your load and billing history.
     DR. LÜ:  I would like to clarify the question.  Are your questions in relation to the free-ridership of the participants?
     MR. ADAMS:  I'm getting there.
     DR. LÜ:  So if that is the case, that we took the 10 percent in the calculation however we did do a scenario analysis we believe the TRC is positive even if the free-ridership is up to 70 percent.
     MR. ADAMS:  But that is a calculation, a TRC analysis.
     MR. SARDANA:  That's correct.
     MR. ADAMS:  I'm just trying to figure out what your natural free-ridership rate is.  You haven't done that analysis?
     MR. SARDANA:  We haven't done that, Mr. Adams, no.
     MR. ADAMS:  Would you agree with me that this is a matter that you have the data to perform; a calculation you have the data to perform?

     DR. LÜ:  I am not aware of calculating TRCs at this moment.
     MR. ADAMS:  I am not asking about TRC.  I am asking about free-ridership.  I am asking whether you have the data to perform a calculation of the number of customers who would, in the absence of a program in an ordinary year, have loads that happen to be 10 percent below what they were the previous year.  That is some fraction of your population of customers within these classes.
     DR. LÜ:  We have not attempted to do that degree.  So we do not know.
     MR. SARDANA:  Mr. Adams, if you are telling us that you've got the database within your CIS system that can look at trends in the past and see which customer accounts reduce load from one year to the next, probably, we could probably carry out a statistical analysis to do that kind of thing and then give you an estimate of, in any given year, X percent of customers have load that just drops off for some reason because maybe they go to Europe or something like that.
     But I think we can do that.  We haven't done that for this program, no.
     MR. ADAMS:  Okay.  Let me work on this a little bit here.  Do you have any reason to believe that the dispersion of usage year over year for these customer classes, for 60-day period over the summer, is anything but normally distributed?  Is it reasonable to expect there is probably a normal distribution of the dispersion of loads?
     MR. SARDANA:  No.  I can't answer that.  I would not agree with that.  In fact, electricity load is shown to be non-normally distributed, if you want to get into it.  
     MR. ADAMS:  Okay.  So what is the pattern that you detect?
     MR. SARDANA:  I don't have that with me, Mr. Adams.  I haven't done that stuff in a while, but I can tell you, loads are not normally distributed.
     MR. ADAMS:  You have made a -- part of the program design here is a commitment to measurement and review.
     Would you agree with me that one of the ways of looking at the free-ridership rate would be to use data that arose or arose from periods prior to the introduction of the program?  And that a free-ridership rate could be estimated with some reasonable accuracy by that measure?
     DR. LÜ:  That is one of the assumptions that we will validate in the post implementation stage.
     MR. ADAMS:  Thank you for that.
     Let me ask this.  You are intending or you have left open the option to come back to the Board for a retroactive LRAM and SSM.
     My question is, if a quantitatively determined 

Free-ridership rate should be used for the purposes of LRAM and SSM, as opposed to an a priori free-ridership rate.


DR. LÜ:  My understanding is that the free-ridership we used in the TRC calculation will be the rate that we'll be using in the subsequent applications towards the same program.


MR. ADAMS:  Irrespective of whether better information becomes available; is that what you're saying?  If you come up with better information, quantitative information, based on a review of dispersion of loads from previous periods prior to the introduction of these programs, and that yields a free-ridership rate that is different than the one that is in the TRC guidelines, you would recommend use of the TRC guidelines?


DR. LÜ:  The new information will be used on a forward basis.


MR. SARDANA:  Mr. Adams, I think this is also what we were getting at in our evidence, our filed evidence, that we're looking for some guidelines on just these kinds of things from the Board.


DR. LÜ:  We have not made affirmative decisions on any of those.  That's why we have not applied for any SSM or LRAM.


MR. ADAMS:  Okay.  Let me turn to the area of who pays for this program.  Do you have ‑‑ have you conducted any studies to identify which of your customers are low income?


DR. LÜ:  We did not specifically look at their income levels among the two classes.


MR. ADAMS:  So do you have any information that would help the Board in understanding what fraction of your customers, the ultimate customers - that is, end‑use customers - that are low income that are living in circumstances where they have no electricity meter?


DR. LÜ:  I do not have this information myself.


MR. ADAMS:  Would you agree with me that in Toronto Hydro's service territory, you serve literally hundreds of thousands of bulk-metered residential suites? 


DR. LÜ:  That could be the case.


MR. ADAMS:  Do you know how many bulk‑metered suites you've got as customers?


DR. LÜ:  I do not have the specific number myself.


MR. ADAMS:  Let's take the example of a person living in rental income ‑‑ or in rental property.  Just before we go there, for a second, you serve a lot of -- a lot of your customers are ‑‑ well, you have some number of customers that are social housing units?


MR. SARDANA:  That's right.


MR. ADAMS:  Do you know whether it is typical for those social housing units to be bulk metered or not?


DR. LÜ:  No.  We do not know the split, in terms of percentage, how many of them are bulk metered or how many individually metered.  No, we do not have the information.


MR. ADAMS:  Do you agree with me that a lot of the social housing is bulk metered, that there are many ‑‑ there are thousands of social housing suites in your service territory that are bulk metered?


DR. LÜ:  It could be.


MR. ADAMS:  For those customers -- for those customers of Toronto Hydro, okay, not talking about end-use customers, but talking about the customers that show up in your CIS for billing purposes, your customers, those bulk-metered social housing buildings which -- would generally show up in the GS-over-50 class; correct?


DR. LÜ:  Yes.


MR. ADAMS:  Now, those end-use customers that find themselves living in bulk-metered buildings that fall within the GS-over-50 class, you would agree with me there is no possibility for them benefiting from this program financially?


DR. LÜ:  From this program alone, that is the case, because those classes are not part of the pilot.


However, we do have specific programs for low‑income and social housing communities.


MR. ADAMS:  I am just trying to look at this program.  You brought an application.  I am looking at your program, okay.


DR. LÜ:  Yes.


MR. ADAMS:  But some the customers that are in those low‑income circumstances are paying electricity bills that ultimately flow through GS over 50, and they are part of the $3 million transfer from other programs; correct?


DR. LÜ:  That's correct.


MR. ADAMS:  Let me see if I can go through some examples of customers that might benefit from the program.  We're trying to brainstorm up a list of people that might benefit from the program.  Let me try some examples on you and see if I can come to a common understanding with you.


Let's take the example ‑‑ I believe we have lost the sound system.  We're back.


MR. KAISER:  Sorry.


MR. ADAMS:  Let's take the example of somebody who is a new cottage owner and had previously spent their summers in Toronto.  Now they're going to be spending their summers at the cottage.  They might be an example of a customer that would experience a decline in their usage locally; would that be fair?


DR. LÜ:  That's correct.


MR. SARDANA:  That would be fair.  I would also add that maybe there are an equal number of customers that have sold their cottages and now spending their summers in Toronto.


MR. ADAMS:  So we have the ‑‑ some new cottage owners and some cottage vendors might be affected one way or the other.  How about -- you gave the example of somebody that goes on vacation in Europe.  They didn't do that last summer.  They did the European vacation this summer.


MR. SARDANA:  That's right.  And some people from Europe come to visit their families this year and load goes up.  You know, you don't know.


MR. ADAMS:  Right.  Well, I mean, all of this falls within the normal dispersion of customer loads over a period of time; right?


MR. SARDANA:  That's right.


MR. ADAMS:  How about people that have a home business that's doing well?  They decide that they can't live within the confines of their -- it's too busy in the household.  They rent an office and they move their home business out.  That would be another example; right?


MR. SARDANA:  Sure.


MR. ADAMS:  Of course it could go the other way.  There could be some people whose home business is doing badly and they come back in; right?


DR. LÜ:  Yes.


MR. ADAMS:  Kids off to summer camp.  Kids that shower a lot, do a lot of laundry, run the dishwasher half full, and leave the lights on half the time, they go off to summer camp.  There might be a reduction in load?


MR. SARDANA:  Were you at my house lately?


[Laughter]


MR. ADAMS:  I have three kids, too.  It's really hard to teach them to turn off the lights sometimes.


MR. KAISER:  Send them to camp.  


[Laughter]


MR. ADAMS:  But in many of the examples that we have been working through here, the actual load on the system may not go down at all.  They just transferred their load to some other utility; isn't that fair?


MR. SARDANA:  It could be, Mr. Adams, but here we have a vehicle that now, perhaps, will make them pay more attention, an incentive that benefits people to reduce load for the whole city.


So I think that is equally true here.


MR. ADAMS:  But for some customers, this is going ‑‑ I suggest that this is going to turn out to be a high -- what might be described as a high-income cut-usage program or hiccup.  Do you disagree with me?


MR. VLAHOS:  Try again.


MR. SARDANA:  I'm not going to agree or disagree with that.  That's your view.


MR. KAISER:  At least agree with the hiccup?


MR. SARDANA:  Fine.


MR. ADAMS:  Mr. Chairman, I would like to introduce a document into evidence.  Now, I know that normally the rules require a 24‑hour notice period.


MR. KAISER:  Maybe in this case, Mr. Adams, we will give them 15 minutes and take the morning break ‑‑ or afternoon break.


MR. ADAMS:  That would be much appreciated.


MR. KAISER:  Thank you, 15 minutes.


‑‑‑ Recess taken at 3:00 p.m.
     --- On resuming at 3:15 p.m.
     MR. KAISER:  Please be seated.  Mr. Adams.
     MR. ADAMS:  Thank you, Mr. Chairman.  At the break, we circulated a document that is called “Quick-hit DR Programs:  A case study of California's 20/20 program.”
     The authors come from a consulting company called Summit Blue.  I wonder if I could get an exhibit number for the document, please.
     MR. KAISER:  Yes, Mr. Millar.
     MR. MILLAR:  Yes it is K1.4.
     EXHIBIT NO. K1.4:  document entitled “Quick-hit DR

programs:  A case study of California's 20/20 program”
     MR. MILLAR:  While we're on this topic, the second undertaking, I gave a number U1.2.  I should have said J1.2, because J is what we have taken for undertaking.  So I would like to make that correction.  
     MR. KAISER:  All right.  Thank you.
     MR. ADAMS:  Panel, do you have copies of the document?
     DR. LÜ:  Yes, we do.  Yes.
     MR. ADAMS: 1.4.
     DR. LÜ:  Yes.
     MR. ADAMS:  Have either of you seen this document before?
     MR. SARDANA:  I have not.
     DR. LÜ:  Yes, I did.
     MR. ADAMS:  You have?
     DR. LÜ:  Yes.
     MR. ADAMS:  Is the document referred to in any of your pre-filed material?
     DR. LÜ:  Not particularly.
     MR. ADAMS:  Was the information contained in the document available to you when you were preparing the pre-filed evidence?
     DR. LÜ:  The California experience is mainly summarized in this report.  From that sense, yes, we took this report as a reference.
     MR. ADAMS:  Right.  I see this document was -- is dated October 3rd, 2005.  Do you know approximately when you got a copy of this?
     DR. LÜ:  About four weeks ago.
     MR. ADAMS:  Right.  I have a couple of questions, but it is very helpful that you have had a chance to have a look at the document.  I should just ask at the outset, the -- have you discussed this document with anybody at the Ontario Power Authority?
     DR. LÜ:  Not particularly, but I understand this report was done for the OPA.
     MR. ADAMS:  It's not actually a question just directly related to the document, but you made some comments in your introduction and your evidence in-chief about the Ontario Power Authority being aware of your proposed 10/10 program.  Do you recall those remarks?
     DR. LÜ:  Yes, we did have a conversation, a discussion with Conservation Bureau regarding our own 10/10.
     MR. ADAMS:  Have they issued any kind of official approval for your program in any sense?  Or is there anything that is official about that correspondence?
     DR. LÜ:  No.  It was a telephone conversation having to be with myself and chief conservation officer.
     MR. ADAMS:  Okay, thank you.  Now, my reading of this document, the Summit Blue document, is that it examines the experience that happened particularly in California, although there are comments about a similar program in. Oregon. 
     And you indicated previously that the California program was a model that you used in the development of your program.  If I could turn you to page 2 of the document.
     It indicates that the California program focussed on hourly interval metered customers.  But that's not the case with your program; right, that's the difference between them?
     DR. LÜ:  That's correct.  We do not have operating smart meters in place at this moment.
     MR. ADAMS:  You have some smart meters out in the field.
     DR. LÜ:  Not in the two classes we choose to pilot this with.
     MR. ADAMS:  So you have no smart meters with those two classes right now?
     DR. LÜ:  Not operating.  The smart meters are being installed but as of now they're still just operating as a regular meter.  
     MR. ADAMS:  Right.  One of the subjects that is discussed at some length in this report is referred to in the middle of the -- of page 2, and that is the free-rider calculation.  This is in a paragraph that has a bolded underlined identifier, right in the middle of the page called "Design Issue.”
     I will just read for the record the first couple of sentences, here.  

“By having the bill credits paid on a monthly basis, customers whose normal year-to-year variation in monthly consumption might result in a 20 percent variation in their monthly bills due to vacations being taken in different months, changes in occupancy patterns (children at home), would receive a bill credit even though they had taken no action to reduce demand (i.e., a 

free-rider factor).”

According to an analysis conducted by Pacific Gas and Electric, approximately 21 percent of all residential customers would be expected to reduce their electricity usage by 20 percent or more during at least one month from June through September, due to normal year-to-year variations in usage under similar weather conditions.
     What strikes me about that is, you had this report.  You reviewed this report a month before you've presented the evidence you've presented today.  This report identifies an issue related to free-ridership, it presents a methodology for quantifying free-ridership, and yet you have not undertaken similar analysis.  Something we covered previously.
     My question is:  Why have you not taken that specific learning from this experience?
     MR. SARDANA:  Before I turn it over to Dr. Lü, Mr. Adams, I think it would also be instructive to go down a bit on that page under the paragraph titled "Implication," where it says:

The use of seasonal reductions rather than monthly reductions would seem to be a clear improvement in the program.”  

And that is something that we had done.   

I will turn it over to Dr. Lü, now.
     DR. LÜ:  Thank you.  It is true that we did not do specific free-ridership calculation based on this paper.  However, we looked at the overall design factors, which is in the same page on the top.  There are four design factors.
     We took two of them into the consideration of the current 10/10 program, and the remaining two are future considerations should we expend this program.  So we took a qualitative approach to address those issues rather than a definitive mathematical calculation.
     MR. ADAMS:  When you decided to make this a two-month program as opposed to the early California experience of a one-month program -- we'll get into later the California experience -- you did that, Mr. Sardana has indicated, for the reason of reducing the free-ridership rate.
     Would you agree with me that a 10 percent hurdle is much more likely to fall within the natural variability for a much larger group of customers than the 20 percent hurdle that they used in California?  This would be a factor that would increase your free-ridership rate relative to the California experience.
     DR. LÜ:  I think in general we would agree with your statement.

MR. ADAMS:  I wonder if I can turn you to page 11.  In the first full paragraph on page 11, a report from Lawrence Berkeley Labs is discussed, which identified the overall free-ridership rate based on the experience they had in California with the one‑month 20/20 program as resulting in a free-ridership rate of 65 percent.


Now, the design of your program has some elements that would tend to reduce the free-ridership relative to the California experience from 2001.  Other elements of the design would tend to increase the free-ridership rate.


Would you agree with me that it's very possible that at the conclusion of the program, that the actual free-ridership rate may be in the range of 65 percent?


DR. LÜ:  We did do a scenario analysis based on different free-ridership.  One of the numbers we used is that free-ridership of 70 percent, and it still turned out a positive TRC that we would like to have.


MR. ADAMS:  I take it the -- your decision to undertake a free-ridership analysis at 70 percent was partly reflective of ‑‑ it was reflective of a view that 70 percent is a possible outcome for this program?


DR. LÜ:  We did ‑‑


MR. SARDANA:  Well, actually, Mr. Adams, it wasn't reflective of a view that 70 percent free-ridership was possible.  I think we were stress-testing some of the scenarios that we were looking at and said, Well, let's take it to 70 percent and see what happens to the TRC.


But it was not with the California free-ridership in mind. 


 DR. LÜ:  Actually, I still could not find the 65 percent on my sheet yet, but it's been slow reading.


MR. ADAMS:  The fourth sentence of paragraph 2 that I ‑‑ the first full paragraph that I referred you to reads as follows:

"Overall the total net saving of those reductions estimated to be due to natural fluctuations in energy use based on a free-ridership of 65 percent in the residential sector and free-ridership in the non‑residential sector of 40 percent."


DR. LÜ:  Page 11?


MS. NOWINA:  What page are you on?


MR. ADAMS:  Page 9. 


MS. NOWINA:  We're all on the same page.


MR. ADAMS:  I'm sorry, did I refer you to page 11?  That's terrible.  I'm sorry.  We will get to page 11.  It's a paragraph that starts:

"However, it may be more appropriate to incorporate 21 percent of residential customers that would have naturally attained a 20 percent reduction into the base line..."


Which the 33 percent of customers that received rebates should be compared.


 DR. LÜ:  I found the free-ridership of 65 percent now.  This is truly the first time I read this number in this context.


MR. ADAMS:  Okay.  Well, let me go back to my original question.  Do you agree that one possible outcome from your program is a free-ridership rate that might equal this found in the Lawrence Berkeley Labs study of 65 percent?


DR. LÜ:  It is possible.


MR. ADAMS:  Okay, thank you.  Let's try page 11 this time.  There were comments and questions back and forth previously from other questioners with regard to the potential persistence of measures that might be associated with this particular program.


In the second full paragraph on the page, second last sentence, there is the following statement:   

"But most research showed that the impacts largely resulted from behavioural changes and therefore not much persistence beyond the crisis year should expected."

     Is that an outcome that might be repeated here in Ontario with your program?


DR. LÜ:  It is possible.  So that's why, when we do the analysis, we're only focussed on this year, which is 2006, and did not take into consideration any of the following years' benefit.


MR. ADAMS:  Page 16 provides some comments on the 20/20 program in its current configuration.  This is for 2005.


The second paragraph on the page indicates that PG and E, Pacific Gas and Electric, one of the major utilities in California and one of the utilities that was originally involved in the 20/20 program, is not currently proposing to continue it beyond 2005, to continue the program beyond 2005.


I observe that for the 2005 TRC ratio that PG and E has calculated for the program, indicates a TRC of only 0.5, which is much below the results that you have calculated.


Do you know what are the major differences between your finding of almost a positive ‑‑ or almost 5 versus the PG and E result of 0.5?


MR. SARDANA:  I don't know what the major differences are in their assumptions.


MR. ADAMS:  One of the criticisms that's discussed in depth through this report of the 20/20 program is that it does not specifically target peak demand.


I take it you would agree with me there is nothing specifically in your program that targets peak demand.  It is just energy over the period; right?


DR. LÜ:  For this year, yes.  It is energy reduction in kilowatt‑hours.  We do intend, if successful -- with the time and use rate introductions, smart meters, et cetera, we would gradually fine-tune the program so we can be -- more specifically address certain time periods.


MR. ADAMS:  Turn to page 18.  I will read the first paragraph:

"The Ontario market is different than the California market in that interval‑metering for small customers is not as advanced in Ontario, and even meter-reading is often performed at less frequent intervals for residential and small customers in many parts of Ontario.  For this practical reason, a program focussed on commercial and industrial customers that have interval metering is probably the only near-term program that has promise in Ontario."

     Now, I take it you had studied this report before you presented your ‑‑ you prepared your pre-filed evidence.  You have obviously come to the opposite conclusion relative to the authors of this report.  I would like you to identify what errors you see in the analysis of this report that leads these authors to the opposite conclusion that you are presenting today.


DR. LÜ:  I would like to address the reason why we are different from the author's conclusion in two aspects.


First of all, the author's analysis is, to my understanding, towards load reduction, of specifically saying is the demand reduction where our design is not only as a benefit the load reduction part.  We also mentioned other aspects such as educational or cultural aspects of things.  So that is one difference.
     Now, secondly, we do have, in our mind, with the interval metering become the best and the meters in the place start to be functional, we could bring this program to a more precise stage.  So for that, we decided to -- not to go after the large C&I customers at this moment, but rather to go to the opposite:  Look at the overall pilot in terms of the mechanism and engaging people in the large number of customers.
     MR. ADAMS:  For the customer classes that are to be captured within your proposed 10/10 program, there are many other programs available for refrigerator discounts, compact fluorescent, even holiday lighting, various things.
     So your program design would allow -- it would provide the incentive payments to customers under the 10/10 program that would be participating in many other -- potentially participating in many other discount programs and various other CDM promotions.
     In the case of Pacific Gas and Electric, identified on page 19, at paragraph 4.1.3, one of the requirements was that customers participating in one of the Pacific Gas and Electric CDM programs, interruptible load program, were required to notify PG and E of that participation as an exclusion from their -- excluding them from participation in the 20/20 program.
     My question is:  Do you have any estimate of the extent to which double counting and multiple participation is going to enter into your program?
     DR. LÜ:  We did take into consideration of the issues you just mentioned.  However, from a balance perspective, we have to be mindful what the purpose of this pilot, and the timing of this pilot.  To us, most importantly is the simplicity of the program, the easiness for our customers and the quick to market, so we do not miss the summer of 2006.  We can’t, on the other hand, achieve the specificity, as you just mentioned.  

However, I would like to lead you to the next page, which is page 20, to look at the comparative design advantages and disadvantages.  To achieve those items that you just mentioned, we could do a lot of things, but those come at the cost of the design parameters of the 10/10 pilot, which is simplicity, easiness, participation and quick to market.  So we do intend to improve over time.  However, at the first generation 10/10 pilot, we choose to keep it simple.
     MR. ADAMS:  I'm just about to leave off on this document, but if I can turn you to page 21, the first paragraph.  Maybe you can just read that paragraph into the record and provide us your comments on it.
     DR. LÜ:  

"The situation in California in 2001 is quite different from that facing Ontario, and it is clear that the original 20/20 programs are probably not a good option for Ontario due to the large number of free-riders as a result of normal variability in energy use and the high cost of the rebates often paid for off-peak energy reductions."     

I think a couple of thoughts come to my mind.  Is the situation we are facing today in Ontario the same as the one in California back in 2001?
     Quantitatively speaking, we aren't, because we have not had a blackout since 2002.  But is it likely for us to have a blackout?  My conclusion is that it is very, very likely.  And last year we already had five calls from brownout for IESO, given the tightened supply and other forecasting.  So we do believe Ontario is moving towards that crisis.
     So we could wait till the crisis happens and then we say, Now we can play.  Or we can take action now so we can prevent it from happening.  So that is the first one.
     In terms of the high -- the large number of free-riders, as we talked about, do you want to do 70 percent?  Do you want to do 5 percent?  It is really a matter of experience.  If we had experience, if we carry this forward for a number of years, we could provide a more accurate number.  At this point, I really could not give you an answer to say which free-ridership number is right.
     Lastly is the high cost of the rebates often paid for off-peak energy reduction.  I agree that the 10/10 pilot for this year is energy reduction only.  As I mentioned, if we only look at the energy reduction as the benefit of this program, that perhaps I would not be as positive; however, energy reduction is only one of the benefits that we expect this program will bring to this marketplace.
     MR. ADAMS:  Let me just turn to another area, just to conclude here.  You're forecasting a budget of, I believe it is, $600,000 to administer the program.
     Have you made any commitments to that budget to date?
     DR. LÜ:  No, we have not.
     MR. ADAMS:  Like, for example, advertising, you have not untaken any commitments in that area?
     DR. LÜ:  No, no commitment.  We have had preliminary discussions with the potential suppliers and internal staff.  But we have not made any contractual commitment to any of those.
     MR. ADAMS:  Okay.  Just to hearken back to a comment you made much earlier in the day.  Did I hear correctly that the payment responsibility for the two respective classes, residential and GS under 50, is, under your proposal, fixed at 70/30 irrespective of the outcome with respect to incentive payments that flow to those classes?
     MR. SARDANA:  No.  That was a model assumption.  We just allocated the split based on load.
     If the actual experience is different from that, the incentives will be paid accordingly.
     MR. ADAMS:  Right.  

Thank you very much.  Those are my questions.
     MR. KAISER:  Thank you, Mr. Adams.  

Yes, sir.
     CROSS-EXAMINATION BY MR. BUONAGURO:
     MR. BUONAGURO:  Thank you.  I would like to start actually with the weather normalization.  My understanding, from Mr. Millar’s questions, was that, as a result of weather normalization of the 2005 base year, the increase 

-- it increases the bill reduction requirement from 10 percent to 17 or 17.2 percent; is that correct?
     MR. SARDANA:  That's roughly right, yes.
     MR. BUONAGURO:  Roughly right?
     MR. SARDANA:  Yes.
     MR. BUONAGURO:  The reason for the normalization, it was a hot summer and that, therefore, there would be increase cooling costs, which raised the load factors, I guess, from last year; is that correct?
     MR. SARDANA:  Not necessarily raised the load factors, but cooling degree-days were higher and consumption was higher, and I guess there is a correlation to load factors.
     MR. BUONAGURO:  Sorry, maybe I misspoke, but it is related to increased use of cooling.
     MR. SARDANA:  That's right.  Sorry, I should say it led to an increase in load.  It may not just have been cooling load.  There could have been other factors, too, you know, refrigeration, et cetera.  Things might have been running harder.


MR. BUONAGURO:  One of the primary reasons, then, would be because of cooling?


MR. SARDANA:  Yes.


MR. BUONAGURO:  Then you had a conversation -- the Panel had a conversation with Mr. Warren about the difference between a household that has an air conditioner, for example, and one that doesn't, or - maybe this wasn't explicit - doesn't have a room conditioner, either.


What my question is, or I guess my comment is that it seems that because of the effect of weather normalization, is that you have taken a 10 percent target and then modified it specifically to account for people who are cooling, or increased cooling needs, and that as a result you are raising the bar for people who don't have those increased needs.  Is that a fair assessment?


MR. SARDANA:  I think we're raising ‑‑ I wouldn't call it raising the bar.  I think we're just trying to make it a fair program by, you know, doing away with abnormal weather effects.


MR. BUONAGURO:  Would you agree with ‑‑ sorry, I didn't mean to interrupt.


MR. SARDANA:  No, that's fine.


MR. BUONAGURO:  Would you agree, then, that your weather normalization factor is 0.92; right?


MR. SARDANA:  Ninety-two percent.


MR. BUONAGURO:  Ninety-two percent, sorry.


MR. SARDANA:  Yes.


MR. BUONAGURO:  If you wanted a fair model in a perfect world, that factor would be higher, closer to 100 percent, for example, for people who didn't have air conditioning and it would be lower for people who did have air conditioning.


MR. SARDANA:  If I had more time and, you know, end-use specific load information at a detailed level, we would do ‑- we would likely to the weather normalization differently -- or the normalization differently.


MR. BUONAGURO:  But you haven't, and I guess you are saying you can't do that for this proposed program; right?


MR. SARDANA:  That's right.  We did it on a class basis.


MR. BUONAGURO:  So, as a result, the necessary result is that people who have ‑‑ the target has been adjusted for people who have air conditioning, primarily, and the people who don't have air conditioning are asked to meet the same target in terms of reduction, even though they have fewer resources, i.e., fewer ways to achieve that goal?


DR. LÜ:  If I could address that question, it seems this is always a concern, which I agree, that the people's economic conditions will be determining people's ability to participate.


However, it has not been our experience for the past two years, in implementing our first generation of CDM programs.  I mentioned as a typical household, whether they have central air conditioning or not, cooling load is only one of the non‑critical loads that a household can arrange.


Also, in terms of participating, if we believe that people are economically driven to participate in the CDM program such as this, that we would presume that the higher level of incentives, that will be the primary driver.


Well, let's look at the percentage of incentives.  Is it higher for the well‑off or is it higher for the less fortunate?


My understanding is that an eight-dollar or $20 rebate is much more significant, percentage wise, to the people in the low‑income category versus those at a high end of the income spectrum.


So from that perspective, I would say, from an attract-people-to-participate perspective, that will be higher for those low‑income people.


On the other hand, in the last point, during the past two years when we were in this program, that our mass market program specifically focussed on the middle of the bell curve, towards the low‑income spectrum.  One of the programs we are running very well now is The Low‑income Family Appliance Exchange and the lighting retrofit, which actually is run very, very successful.


MR. BUONAGURO:  I think Mr. Warren maybe explored this, but I wanted to make it clear.  You talked about eight to ten dollars and that is the incentive for people, even if they don't have air conditioning, to go ahead and try to meet the target.


So let's say I am one of those people.  What do I do to make your eight to ten dollars per month?  What do I have to do to earn ten dollars?


DR. LÜ:  I can give you a list.  It may not be exhaustive.  You could insulate your water heater pipes.


MR. BUONAGURO:  How much would that cost?


DR. LÜ:  It costs nothing to you.  You just need to open the door for the people who are doing the TAPS program, so participate in our TAPS program.


MR. BUONAGURO:  If you don't mind, I would like to interrupt as these come up, as they come to me.


DR. LÜ:  Sure.


MR. BUONAGURO:  How long has the TAPS program been running? 


DR. LÜ:  For us, we have started about a year, less than a year now.


MR. BUONAGURO:  Do you have any idea how pervasive the TAPS program is?  I just had Enbridge come to my house for the TAPS program last weekend, so I've got it.


Do you have an idea of how established the TAPS program is, how long ‑‑ how much of its course has run?


DR. LÜ:  My understanding, the TAPS program has been running for the gas customers for a number of years.  We had a discussion at the beginning with -- Enbridge want to take advantage of the existing program at the electricity component of it.


So as of, I guess, probably last summer, and the program actually officially started to start with electric component in it.  So if you got them last week, I believe your TAPS will be the new improved TAPS program.


MR. BUONAGURO:  All right.  I guess my point is that some people would have already had TAPS last year.


DR. LÜ:  But they would not have had the bulbs and such.


MR. BUONAGURO:  Sorry?


DR. LÜ:  They wouldn't have had the energy efficiency lighting, CFL, et cetera.  That's one you could do.


MR. BUONAGURO:  Okay.


DR. LÜ:  Secondly, you could participate in our room air conditioner exchange program.  That is another program we're running.


MR. BUONAGURO:  If I had a room air conditioner.


DR. LÜ:  That's correct.  Thirdly, there are laundry needs, that instead of running hot water, you could run the cold water.  Instead of running in the daytime, you could do it in off-peak hours.

     MR. BUONAGURO:  If I do my laundry at home.


DR. LÜ:  That's correct.  So if I go through the mass-market program, there are quite a comprehensive list that, you know, people can pick and choose in order to participate.


MR. BUONAGURO:  Even with that picking and choosing, there is 7 percent of the target which has been increased or added onto the base target as a result of cooling?


DR. LÜ:  Weather normalization.


MR. BUONAGURO:  Weather normalization, which my understanding of your earlier answer was primarily because of cooling.


MR. SARDANA:  Yes.


DR. LÜ:  Yes.


MR. BUONAGURO:  Okay, thank you.  I don't want to make it an exhibit, but I am viewing my energy bill online.  I have my last Toronto Hydro‑Electric System Limited bill online.


MR. SARDANA:  Dr. Lü is obviously concerned if you can reduce it.  I am more interested if you have paid it on time.


MR. BUONAGURO:  I paid it.


DR. LÜ:  He looks after the cash flow.


MR. BUONAGURO:  I only mention it because it has ‑‑ I am sure you are familiar with your own bill, but it has a part that says "compare your daily usage" on it, which lets me know based -- compared to my bill from this year for -- dated June 1st to last year dated June 1st.


I presume this is something that's going to continue until further notice?


MR. SARDANA:  Yes, I believe so.


MR. BUONAGURO:  This is a feature of your bill that is ongoing?


MR. SARDANA:  Yes.


MR. BUONAGURO:  I am embarrassed to say that it tells me, on just a rough look at my load for this month, this bill last year has actually gone up about 10 percent.  So, sorry, but it is fairly apparent how much my use has gone up in the last year in the same time period.  That's what it is designed to do; is that correct?


DR. LÜ:  The bill increase actually comes from two parts.  One is the kilowatt‑hours and one is the unit price.


What we are trying to do here is really impact on the number of units, which is kilowatt-hours, and we encourage our customers to reduce that part.


So your increase could be from both.  It could be from one of them, which --

     MR. BUONAGURO:  Sorry, not to interrupt, but actually the comparison is kilowatt usage.  That's all it is.


DR. LÜ:  Okay.


MR. BUONAGURO:  As I understand it, the 10/10 program is based entirely on kilowatt usage.


MR. SARDANA:  Kilowatt‑hour usage, yes.


MR. BUONAGURO:  Sorry, kilowatt‑hour usage.  Now, my problem is that when I get my September bill, which presumably -- or September/October -- I'm not exactly sure what the billing cycle is.  I get it electronically.  I'm going to get the same table, and it's going to show me what my July to September bill looks like -- usage looks like, sorry.


I represent a group at the Energy Board, so I have an idea of the 10/10 program.  I know that it is 10 percent or supposed to be 10 percent, and if I look at this bill, I'm going to see whether my kilowatt usage went down 10 percent.  I understand that because of weather normalization, the target is actually 17.2.


Now, I understand that the 10/17.2 program doesn't have the same ring to it.  But my concern is for the general consumer who’s going to be looking at this bill, is going to be able to do a rough calculation of their percentage, find out it is somewhere between 10 and 20 percent, if they’re successful, if they’ve turned their air conditioner off for significant periods of time, but then not got the benefit of the program that they may have heard of through your advertising.
     Now, I understand –- part of my question was answered when you talked about specific targets for specific people.  But isn't there still a concern that there is going to be this confusion?
     DR. LÜ:  We would love to eliminate all of the confusion or difficulties, as Mr. Sardana and I illustrated.  We had a huge discussion inside our own offices about what's the best way to bring it to our customers so it is easy for them to understand, easy for them to participate in.  Normalize it, not normalize it.  One end, not the other end.  Post mortem or you know -- so as we discussed it ongoingly, we felt that a target to the customer upfront perhaps is the most reasonable assurance that we can have for our customers to be less confused.
     Will they be completely clear about where this target is coming from?  I think for the selective few, perhaps they will.  Mr. Sardana will offer his weekend to coach them, to understand.  But me, as an average consumer, I would probably take the number on my bill for granted and try to get that number in order for me to get the 10 percent rebate.
     MR. BUONAGURO:  As I understand it, you're still working four options for delivery.
     DR. LÜ:  Yes, that's correct.
     MR. BUONAGURO:  But you can't tell us what that’s going to be now, which one of the four it is going to be.
     DR. LÜ:  No, we have not -- as I mentioned, we have not made any commitment, so those discussions, scenario analysis are happening in Toronto Hydro.  But we will make a decisive decision as soon as this decision is -- the Board's decision is made.
     MR. BUONAGURO:  I just have, I guess, a theoretical question to finish off.
     As I understand it, if there are 100 percent take-up, the bill impact -– sorry, the rate impact overall would equal the incentive paid out; is that correct?
     MR. SARDANA:  Not precisely, because it is also the program costs.
     MR. BUONAGURO:  So it would be more than.
     MR. SARDANA:  Right, because we would have recovered those as well.
     MR. BUONAGURO:  So I understand it, if, somehow everybody, everybody meets the target, which I guess would be great for the program in a sense, people would then pay back their incentive in May, when they get the rate; is that correct?
     [Witness panel confers]
     DR. LÜ:  I think notionally I would tend to agree, but I am not sure about impact on the existing $3 million was in the $40 million --
     MR. BUONAGURO:  I understand there is a problem about allocation of that, however it came from, but the theoretical basis.  That was a theoretical question.
     DR. LÜ:  Yes.
     MR. BUONAGURO:  So in a sense the program, in terms of it's economy - maybe that is not the TRC economy but my gut economy - it requires a significant portion of people not to be included in order to sort of make sense in terms of rates, in the sense that, for me, as a consumer, to earn the incentive, the 10 percent reduction on my bill, I'm not going to get nailed back with that rate in May only if the other 70 percent or 50 percent or 60 percent don't meet the target.
     MR. SARDANA:  No, I don't think that is quite accurate.
     If you achieve your target and you are able to get the incentive, you get the bill reduction, the incentive payment.  Yes, you know, if everything works out as per normal, then there will be a rate impact, obviously.  But the net impact on you would be a lot lower than a non-participant.
     MR. BUONAGURO:  I understand that.  That is the point.  The non-participant is paying for my rate -- my incentive.
     MR. SARDANA:  That's the nature of CDM programs or any kind of programs.
     MR. BUONAGURO:  Sorry.  I am new, but I am not that new.  

     My point is -– well, I’ll make my point in argument, but I just wanted to make sure that I understood that correctly.  

Actually, those are my questions, thank you.

PROCEDURAL MATTERS:
     MR. GIBBONS:  Mr. Kaiser, Pollution Probe is a strong proponent of this program.  Can I please be allowed to argue first?
     MR. KAISER:  Certainly.   Any other parties wish to question?
     MR. SARDANA:  Just before we get to that.  Mr. Shepherd and I had a brief conversation on the undertaking that we had been given in the break.
     MR. KAISER:  Yes.
     MR. SARDANA:  I think we have come to a reasonable decision on that undertaking as well and I can elaborate on that.
     I believe the question that Mr. Shepherd had asked us was the -- if we could provide the percentage of distribution revenue from these two classes of residential and small general service under 50 for this plan period or the program period as a percent of overall distribution revenue.
     The number that we derived was 9.5 percent.  Is that accurate?
     MR. SHEPHERD:  No.  That's not what I asked and that's not what we discussed.
     MR. SARDANA:  All right.  

MR. WARREN:  Other than that, you agree.
     MR. SARDANA:  We agreed on something.
     MR. SHEPHERD:  It was the percentage that program costs are --
     MR. SARDANA:  I'm sorry.  That's right.  The percentage of program costs, as a percent of distribution revenue.
     MR. SHEPHERD:  That's right.
     MR. SARDANA:  If I have these numbers stored, the distribution -- the revenue that we agreed from these classes is 39.4 million.  The program cost is 5.7 million; so the percentage in question is 14.45.
     MR. SHEPHERD:  Thank you.
     MR. KAISER:  Thank you.
     MR. RODGER:  Mr. Chairman, I'm just wondering, before we go into final argument, I know we want to get it wrapped up today, but I'm wondering if we can have a brief 15-minute break for me to organize my thoughts around the final argument.
     MR. KAISER:  I think the Panel Members may have some questions before we do.
     MR. KAISER:  Do you have any re-examination?
     MR. RODGER:  No, sir.
     QUESTIONS FROM THE BOARD:
     MR. VLAHOS:  Mr. Chairman, I have a couple of areas to follow up.
     Mr. Sardana or Dr. Lü, have you attempted to quantify the impact of non-normalization, non-weather normalization?  In other words, how much would it cost if you were to not to weather normalize?
     MR. SARDANA:  We haven't done that.  It would not be difficult to do.
     MR. VLAHOS:  I'm not sure I want an undertaking at this stage.  But do you have any more information to provide.
     MR. SARDANA:  The load would be roughly 8 percent higher, it would be 8 percent higher on the class basis.  So the costs would be commensurately higher depending on the rates for the classes, et cetera.
     MR. VLAHOS:  Dr. Lü, you have said - I think this is a direct quote - we would likely have a blackout this summer.  I would like to follow that up.  Is this a personal view, or is this a company view?  Is that what you read in the press or where does that come from?
     DR. LÜ:  Reading from the press.
     MR. VLAHOS:  All right.  Thank you.
     MS. NOWINA:  I just have one question, Dr. Lü.  You mentioned several times that you see this program as a pilot, a large pilot.  You are dealing with all of your small customers, but a pilot nonetheless.
     For this set of customers, if this pilot is successful and you decide to make it an ongoing program or attempt to make it an ongoing program, how does it work in the next year?  So we already have a set of customers who this year have reduced their consumption by 10 percent or some, let's hope, significant portion have done that.
     How do you build on that pilot, in the second year, to make it something that can go on from year to year?
     DR. LÜ:  Three considerations, in terms of going forward.  

First of all, we would have learned what the effectiveness of our communication, engagement with the customers.  So we will be more effective to engage the customers.
     Secondly, we would have learned what the customer actually has done to reach the target for this year.  So there are -- must be good steps and not so good steps.  So we will be in the communication stage, promoting the good activities they have done.  

Thirdly, by that time, we anticipate at least a large portion of the smart meters will be actually turned on, that we would like to turn it into more peak, in terms of the time frame instead of 24/7, then we might say 7 a.m. to 7 p.m., whatever the technology accommodates.  Those are the rough sorts at this point.
     MS. NOWINA:  You would still look at it as an incentive program.  But it might be quite different in terms of what behaviours would earn the incentive?
     DR. LÜ:  Right.  Towards -- more towards the peak and more towards the, you know, lasting sustainable behaviour.
     MS. NOWINA:  Right.  Thank you.  Those are my questions.
     MR. KAISER:  Mr. Sardana, a couple of questions.  First of all, there's been a lot of discussion, and you made it clear that you are seeking a final order --
     MR. SARDANA:  Yes.

MR. KAISER:  -- which has been characterized in different ways, and if you do what you're saying you're going to do, that the Board won't review it.  Now, when we dealt with the initial CDM case, it was a little bit unusual, because you and the others came and you said, We have no cost benefit studies; we can't tell you.  


Here, of course, there is a cost benefit study.  There is a TRC study.


MR. SARDANA:  Right.


MR. KAISER:  So that can be analyzed and has been analyzed, and the Board can make a decision on the prudence of this investment decision based on the evidence, as it would in any case, and presumably wouldn't have any need to review prudence after the fact.  That's the general rule.


With respect to the payout, we understand that's a formula.


MR. SARDANA:  Yes.


MR. KAISER:  If 33 gets paid out, if 33 percent is achieved, there is a $5 million payout.  If it's 66, there would be another 5 million.  So there is a range?


MR. SARDANA:  That's right.


MR. KAISER:  So the Board can deal with that and calculate what the maximum exposure is to a ratepayer.


MR. SARDANA:  Correct.


MR. KAISER:  As it would in any case.  The one piece that is variable, that I don't understand, is the 600,000.  Why is it, as in your previous case, you can't say, Here is our budget; we want this amount approved.  It goes into rates and that's the end of the story.


MR. SARDANA:  I think it is a valid thought.


MR. KAISER:  Would that trouble you?  Would you stay awake at night if we said, We are approving this, but we're approving $600,000 for the administrative costs of this program.  We're approving a payout according to a formula.  It is what it is.  We know what the maximum exposure is to the ratepayers that we're supposed to protect.


MR. SARDANA:  I think, subject to going back and chatting with senior management and saying, Is this something that we can live with, I think it is an absolutely valid argument.


MR. KAISER:  Well, you can deal with that in argument.  The other thing that has come up from a number of counsel that we have to be mindful of, because it could derail what might otherwise be a very effective program, and that is I know 10/10 is catchy, and having read the Summit Blue Report, California thought 20/20 was catchy, but it isn't going to be a 10/10 program.


You ought to consider changing the name of it if you're going to give individuals a specific target, because if your phone lines light up, it can easily derail what you are trying to do, which, in the end, is not just reduce consumption, which we understand, but as you keep saying, Dr. Lü, changes the conservation culture in this province.


So I would just ask you to consider that.  I think some of the concerns that the parties expressed here are not quibbling.  If it becomes confusing in the customer's mind, we will have lost it, and they will lose some considerable trust in this.  

Thank you very much, gentlemen.  The panel is excused.


We will take a ‑‑ did you want 15 minutes, Mr. Rodger?


MR. RODGER:  If you like, Mr. Chairman.  If the other parties want to go ahead and I can respond once at the end, that would be fine, as well, if you want to continue.


MR. KAISER:  Why don't we do that?  You know what they're going to say.  

Mr. Gibbons.


SUBMISSIONS BY MR. GIBBONS:

MR. GIBBONS:  Thank you, Mr. Kaiser.  We think this proceeding today has been sort of like the theatre of the absurd.  There is a real risk the lights are going to go out.  Toronto Hydro has come forward with an innovative, entrepreneurial, cost-effective program, and here we had 26 adults debating today whether or not this program should go ahead.


The Board, when it approved its 2006 Rate Handbook, it said that utilities were allowed to request additional funds for CDM, if it passes the total resource cost test.


Listening to some of the intervenors today, you would think that there also is or should be another rule:  Not only must it pass the total resource cost test, but it must be the absolutely most perfect program imaginable.  That is a prescription for paralysis by analysis.  If that rule is allowed to apply, we're never going to do anything.  


There is never a perfect program, there is never a perfect new power plant, and there is never a perfect conservation program.  The test cannot be:  Is this a perfect program?  Is it the best possible program that man could imagine in a vacuum, in an ivory tower?  But is it a good program?  Does it pass the TRC test?  Does it deal with the real problem, the real risks we're facing this summer?  


It is Pollution Probe's submission that this program does and that Toronto Hydro should be praised for bringing it forward.


 This program passes the TRC test with flying colours.  We believe that their analysis is underestimated, the TRC benefits.  It is reducing the chance of a blackout or brownout this summer, and that risk is real.  No one can guarantee you this moment it will happen, but the risk is real.  We just have to go back to what happened last summer.  


There is the IESO report, which I am sure we have all read.  The 18 Month Outlook, an assessment of the reliability of the Ontario Electricity System, came out on September 27th, 2005.  It talked about the results in last summer.  Quoting from page (iii) of that report, the executive summary, and this is what the IESO said about last summer:

"As a result of the strain on the system, the IESO was required to repeatedly activate emergency control actions.  These included issuing public appeals for customers to reduce their use of electricity on 12 days and implementing sustained 5 percent voltage reductions on August 3rd and 4th in order to reduce the demand and maintain power supplies to Ontario consumers."


Mr. Kaiser, we don't want any voltage reductions this summer.  We don't want any brownouts or blackouts or risks of those.  That isn't a way to encourage investment in job creation in this province.  This program should go ahead.


Now, some people raise the issue, Okay, you know, if this program is really successful, it will cost $12 million and that will push up rates.  Well, you know what?  That is part of the solution.


Selling electricity at less than its full cost is part of why we have an electricity supply shortage problem now.  We need, for economic rationality, to raise rates up to their full costs.  So a program that would actually push up rates is part of the solution.  It is better to push up rates, encourage people to invest in energy efficiency, than build a new power plant.  


Energy efficiency is a lower-cost option than a new power plant.  It is economically rational to push up rates.


Now, what we have had today is a lot of micro management, micro management questions.  The whole day has been spent on one program.  It's Pollution Probe's submission this is not a cost-effective use of the Board's time for a number of reasons.  One, it is very costly to have 26 adults debating one program, one program for one utility, when we have over 80 utilities.  It's very expensive.  It's micro management.  The Board shouldn't be involved in micro management.  


This kind of thing is going to send a signal to utilities:  Why should they bother?  Why should they be entrepreneurial?  Why should they come forward with new programs?


If you were president of Newmarket Hydro, if you were president of Waterloo North Hydro, and you hear about what's gone on today, are you going to bother taking the time to develop a new program and come here and seek Board approval when you have heard what Toronto Hydro had to go through?  I don't think so.


We have to have a better process.  Pollution Probe begs the OEB to take a rules-based approach to the need to approve innovative CDM programs.  We beg you to create a rule that the utilities can spend 1 percent of their total revenues on CDM without blanket approval to do that, as long as it passed the total resource cost test.  Just allow it to go ahead and do it.  Then at the end of the year, they come back and they produce their results.  They're audited by an independent third party.


If they do pass the total resource cost test, they get the 5 percent SSM reward.  That is the most effective.  It's the lowest cost and most powerful tool to motivate these utilities to develop good CDM programs.  There is no better tool.


It reduces regulatory costs and it is the most powerful tool to actually get them to develop the best programs.  Lawyers for intervenors here are not CDM program design experts.  Give the utilities the incentive to develop the most cost-effective CDM programs possible, and then let them do that.


There are going to be errors.  There are going to be failures.  Only with experimentation are we going to develop good programs.  But if we create the right institutional structure, the right rules, then I believe these utilities will develop great programs and provide huge savings for their customers, just like Enbridge Gas and Union Gas have done.  We cannot spend -- every time a utility wants to come forward with a $5 million program, devote a whole day and 26 people, at huge costs, to examining -- to micro manage the utilities.  We have just got to get away from micro management.


I mean, everyone who -- intervenors at OEB hearings seems to like to micro manage CDM, but they don't micro manage ‑‑ Toronto Hydro has much bigger purchases for all their trucks, for all their wires, their transformers.  We never have debates about whether Toronto Hydro should be buying a General Motors truck or it should be a cube van or it should be X tons, or whether it should be from Ford or whether it should be from Volvo or whether it should run on gasoline or bio-diesel.  This is an absurd waste of time and it is totally inappropriate.  Micro management is not appropriate in 21st century Ontario.  

Thank you very much for your attention.  Thank you for letting me go first.


MR. KAISER:  Thank you, Mr. Gibbons.  

Who is next, Mr. Millar? 

MR. MILLAR:  I will go if you don’t mind, Mr. Chair. I'll be very brief.

SUBMISSIONS BY MR. MILLAR:
MR. MILLAR:  I have no additional submissions to make on the issue of should this review be heard, does it get past the thresholds issue.  I have nothing to add to what I said this morning.  I don't have much to say about the ultimate disposition of this program itself on the assumption that the Board does choose to hear the review.
     I do wish to make some brief comments about the proposal for the deferral account.  And I want to raise a concern to the Board's attention, which I telegraphed through my questions to the witnesses earlier.  I am not convinced that you have the jurisdiction to bind a future panel of the Board regarding the disposition of the amounts in the deferral account.  This is an application for a deferral account, but what they're really getting at, and to their credit they have been very forthright about it, is they want Board approval for the amounts that go into this deferral account, presuming they have the math right and they have done what they said they are going to do.
     In my submission, your decision in this case can inform a future panel's disposition, because when we get to the disposition of this account, that is a separate file.  That is a separate matter and it will likely be a different panel of the Board.
     What you say here today can influence that Board and it can have persuasive value, but unless I hear differently, unless I hear something I wasn't aware of from Mr. Rodger, I don't think you have the power to bind them. You will be aware it is the Board's regular practice on deferral accounts, when they're established, prudency is almost -- as far as I am concerned, as far as I am aware, prudency is always considered at the disposition stage and, to my knowledge, it's never been considered when the account itself is set up.
     So I just wish to issue that caution to the Board, that I am not convinced you have the jurisdiction to actually approve amounts that go into the deferral account at this stage.
     MR. KAISER:  Mr. Millar, let me ask you on this:  Would it matter to you -– would it make any difference in your submissions if what the utility was asking is they said, We want you, Board, to amend your order in the original CLD case, at which time you granted us approval to spend over three years some close to $40 million, and we want to amend it in the following fashion:  We want you to add $600,000 in for these additional program costs, and we want to add a variable amount which will vary depending upon the participation in the program.  So it can go from zero to a maximum figure.  I mean that's the range.
     If they had a specific number for that, which they don't because they don't know the participation, we would simply be issuing an order amending that previous decision and increasing or topping up their CLD allowance by X dollars.  The only reason we don't have X is because of this unknown factor, the participation rate.
     So I understand what you're saying about the decision of the Board binding clearance of the deferral account in a subsequent rate case.  You're quite right.  I am asking you a different question, to get around that:  Can we approve an amount, only part of which is fixed but part of which will be determined by a specific formula?  So there will be -- there would be, in such an order, in such a decision, an increase in the amount previously ordered and approved.  It's just that we can't fix the amount exactly, except we can fix it within a range.  Do you have any different view on that?
     MR. MILLAR:  Just to make sure I am clear on what you are proposing, Mr. Chair.  Are you suggesting that we would include in rates right now a portion of this $600,000, then there would be a deferral account for the rest?  Are we still talking --
     MR. KAISER:  The deferral account is simply a mechanism to track the amount, right.  If they had come forward today and said, We want an additional $20 million, they had a fixed number, we would be able to say, Okay, we have already granted you 40; you can have another 20.  It would get dealt with just the way third tranche got dealt with.
     MR. MILLAR:  That's right.
     MR. KAISER:  Which is in rates; right?
     MR. MILLAR:  That's right.
     MR. KAISER:  So that would have been an option if they had a specific amount.  They don't have a specific amount for the reasons we have discussed.
     So I am saying, in your view, would we have the jurisdiction to issue an order where the amount will be buried and determined at a later date in accordance with a fixed formula?
     MR. MILLAR:  Well, Mr. Chair, I guess we have to consider what comes out of this.  Would we be talking about fresh rate order arising directly out of this proceeding?  Because we’re not asking for this.  There is zero rate impact they're asking for right now, as I understand it.
     I think what you're suggesting is some of it would go into rates right now, but the variance would be dealt with at a later time?
     MR. KAISER:  No.  The amount, once determined, would go into rates.  The only thing that is different is if they had come in and asked for a fixed amount, and if the Board granted that fixed amount and amended it and varied its earlier decision, that would be the end of the matter.
     MR. MILLAR:  That's right.
     MR. KAISER:  The only thing that is different in this case is we can't fix the amount in the order because we don't know the amount because we don't know the participation.  But we do know the range; it is going to be between zero and X.
     So the amount can be determined as a matter of arithmetic at some point, and the deferral account simply tracks that.  I'm not sure we need a deferral account either, unless it was with respect to the $600,000, which I have already addressed.  I have a problem with that being variable.  I understand why you need a variable portion of this order, because of the participation rate.
     So all I'm asking you is --
     MR. MILLAR:  Well, Mr. Chair --
     MR. KAISER:  -- as a matter of jurisdiction, could we amend a previous decision, if that was the relief, by adding a certain amount when we were not in a position to fix that amount right now but we were ruling that it would be within a specific range and it would be determinative by a specific formula.
     MR. MILLAR:  Mr. Chair, I'm not sure.  It seems to me they might be getting it both ways if you did it that way.  You would be sort of -- you would be talking your way around a deferral account.
     In my opinion, a utility can either ask -- it is usually a forward test year.  It wasn't always in electrics but it was for Toronto.  So everything is a forecast.  They give you a number and you put that into rates and occasionally there will be a deferral account for the difference, but usually there isn't.  Usually they sort of live with that.  They give you a forecast.  Here we actually do have a forecast; it is 2.6 million.  They could have asked for 2.6 million.  If it is under that, they win.  If it is over that, they take the loss for that.
     So they could have made that application.  I guess we would have got into problems with the notice issue, then, because essentially it would be a fresh application there.
     But I am not certain -- I guess what you're proposing makes me a little bit more comfortable, but hearing it now for the first time, I am not sure that gets around the issue of binding a future panel on what sounds to me an awful lot still like a deferral account.
     MS. NOWINA:  Mr. Millar, can I ask a question.  Is what we're getting at here is that in the way the application has been put forward and the way we have been considering it, the rate impact would be in 2007 rates.
     MR. MILLAR:  That's correct.
     MS. NOWINA:  If I understand what the Chair is talking about, we're talking about a change to 2006 rates?  Would that be the impact of approving this --
     MR. MILLAR:  Well, no.
     MS. NOWINA:  -- now?
     MR. MILLAR:  It still wouldn't be disposed of until 2007.  You would essentially be pre-approving disposition for 2007.
     MS. NOWINA:  But that is your concern, because there is a 2007 panel?
     MR. MILLAR:  That's right.  There will be a fresh panel dealing with that time period.  I'm not saying you can't put your advice to that panel in a decision, obviously, only through a decision.  I think there is precedent for that.  But in terms of binding them and deciding on the disposition of a deferral account, I don't think you can do that.  

MR. KAISER:  Leave aside the deferral account.  You would agree that if they had come forward and asked for a specific amount to amend and vary that CLD decision of December 10th, we could do that.
     MR. MILLAR:  If they weren't asking for a deferral account, absolutely.  There might be notice issues, but aside from that, yes, I think you could do that.
     MS. NOWINA:  How would we do that?  Would that be a change to 2006 rates?
     MR. MILLAR:  Yes, you could issue a fresh rate order.
     MS. NOWINA:  So it would be a 2006 rates case?
     MR. MILLAR:  I guess it would.
     MR. KAISER:  Put it in whatever rates they wanted.  They're seeking to recover it at some point.
     MR. MILLAR:  That's right.
     MR. VLAHOS:  Mr. Millar, this is, this scenario is probably a little easier to follow.  If the company has sought a deferral account, and I presume the powers of the Board are such that we can authorize the establishment of a deferral account for disposition at a later time.
     MR. MILLAR:  Absolutely.
     MR. VLAHOS:  We don't have to advertise this; that's within our power, within our mandate, within our judgment to do so.
     The complication, as I read this, arises from this, if I can call it "guarantee" the company is seeking in terms of rate recovery, which is the concern raised by Mr. Gibbons, what are we doing here, 20-odd people.  I guess that is the reason why we're here, because it was an application for that kind of a guarantee.  If it was simply a request for a deferral account, I don't think we would have to be here in this room, do we?
     If this deferral account --
     MR. MILLAR:  An ordinary deferral account?
     MR. VLAHOS:  Right.  We didn't have to advertise anywhere.  It doesn't have to be a motion or fresh application; simply a request for a deferral.
     MR. MILLAR:  As I understand, there is a protocol for an application for a deferral account, but I doubt we would hold an oral hearing.


MR. VLAHOS:  I understand we issue those things quite frequently in the gas cases.  You only have to tell the people, Here is the deferral account.  If it gives you comfort in terms of you or the auditors, go ahead, and then we will discuss the merits of it later on.


MR. MILLAR:  That is exactly right, because the key stage is the disposition when you actually decide if you're going to allocate the money from the deferral account to ratepayers.


But here we sort of have the allocation and the disposition issue right at the beginning, and that's why it is different from other deferral accounts, in my mind.


MR. VLAHOS:  Right.


MR. KAISER:  I wonder if any of the other parties have any submissions on just this issue, this so‑called jurisdictional issue, and then we will come back to you on your other submissions.  Anyone wish to speak to this?  I know you will, Mr. Rodger, but let me canvas the other people first.  Mr. Adams?


SUBMISSIONS BY MR. ADAMS RE JURISDICTION:

MR. ADAMS:  If I understand your previous order, it was within the limit of the third tranche of MARR as specified in the Minister's directive.  What we are talking about here goes beyond that.  It seems to me that that extends beyond the scope of the previous decision.  


I can't make any submissions on the implications for the Board's mandate, but just in terms of the scope of where the dollars come from, it seems like we're talking about two different pools of funds.


MR. KAISER:  How is the source of funds different?


MR. ADAMS:  Well, 3 million of what they're asking for is identified within the existing ‑‑ within existing rates because of the adjustment under the third tranche of MARR, which gave rise to the previous Board approval.


MR. KAISER:  They could do that without any approval on our part, except they have exceeded the 20 percent rule, as I understand it.


MR. ADAMS:  That's correct.  But there is an element of the application here that is not contained within the previous decision, within the rate implications of the previous decision and the Minister's directive.


Now, I am speaking out of turn, because I can't advise you on the implications with regard to jurisdiction, but just in terms of the financial flows.  There is two different things going on here.


MR. KAISER:  Well, I wonder whether there are.  They are asking for an additional 2.6.  If they knew exactly the additional amount required was 2.6, they would say, Please amend the decision and bump the 39.4 up by 2.6, because three is already in there.  It comes from exactly the same pocket, i.e., the ratepayer.  


Now, over what year it goes into what rates I don't think is a material issue.  So I don't see any difference in the purpose of the money, where the money is coming from.  Their previous order was limited at a specific amount, which was $39.4 million or whatever it was, and this is an application to increase that amount.  


The problem is they can't increase it by a fixed amount, because they've got this variability in this darn program.


Mr. Shepherd, go ahead.


MR. SHEPHERD:  Is Mr. Adams finished?


MR. ADAMS:  Yes.


SUBMISSIONS BY MR. SHEPHERD RE JURISDICTION:

MR. SHEPHERD:  Our view is that it is too late in the day to be thinking about these other options.  If they had, in fact, come in and asked for $2.6 million, you're absolutely right, you could say, We'll give you $2.6 million and you can put it into rates.


The problem is that they didn't ask for that and no one, in this room or outside of this room, had notice that a rate change for 2006 was being proposed.  So, to my mind, you do not have jurisdiction to make that order in this hearing.  You could give notice and do it next week, maybe, but you couldn't do it today.


With respect to the second question that Mr. Vlahos has raised, is this just about the guarantee, I think the practice, in fact, that I have seen, anyway - and, you know, I haven't been around as long as Mr. Vlahos has at this Board ‑ is that when somebody asks for an accounting order with a deferral account, notice is in fact given to all of the people who were involved in the last rate case, and often the decision is made, through a written hearing, if there are objections.


Now, occasionally there is actually an oral hearing, but typically it is a written hearing.  That didn't happen here either.  In fact, this is a motion to review and they have in fact asked for a guarantee.  I think it is open to you to say, We can't give you the guarantee, because it is not the practice of this Board to do that.  We can tell you that we think this is a good idea and that it is likely that you will get recovery, but not everything in life is guaranteed.


On this point, those are our submissions.


SUBMISSIONS BY MR. WARREN RE JURISDICTION:

MR. WARREN:  Mr. Chairman, may I, just on this issue of jurisdiction?  We're back where we started several hours ago when I made that somewhat tedious submission at the beginning of the day.


In my respectful submission, this board does not have the jurisdiction to amend the MARR order.  The minister said you can spend $39 million and it comes from this source, and that is the end of the day.


What this is, the only thing this can be, in my respectful submission, is an application to amend the 2006 rate order.  And if it is an application to amend the 2006 rate order, then there may be procedural questions about that, but then we're in the question of whether or not you ought to amend that 2006 rate order, and that is the way it has to be considered.  It's a change in rates to recover the rates.


If they want a deferral account, then we establish a deferral account and it is treated in the ordinary way.  There has to be some mechanism to protect the interests of ratepayers whereby the prudence of whatever is put into a deferral account is considered at some point.  That's why, in my respectful submission, this should be considered (a) as an application to amend 2006 rates, and (b) establish a deferral account, so that when they come to clear the deferral account, a prudence review takes place in the ordinary course.


MR. VLAHOS:  Sorry, what are the procedural orders issues around that now, Mr. Warren?  Can this form, as constituted, be taken as this is an application to amend something and it could be the 2006 EDR or rates case?


MR. WARREN:  I think it can be, sir.


MR. VLAHOS:  Does this require agreement of all of the parties present, or any objections to it?


MR. WARREN:  I don't think so, sir.  An application to amend, you would serve the people who had been parties to the 2006 rates application.  And I think Mr. Rodger did serve all of the people who had been parties to it.


There is notice of it, but I don't think we can accurately characterize it as an application to amend the MARR order, because there is a limit on what can be spent under that.


MR. VLAHOS:  Mr. Rodger, I thought you served it on the original people in the CDM forum, not the 2006 EDR.  I suspect the same people.


MR. RODGER:  We did both.


MR. VLAHOS:  That's good.


MR. KAISER:  I hadn't appreciated, and I think I have some sympathy with the argument, the MARR order was a unique order that the amount was fixed, in fact.  The question was -- the Board's role in that was really looking at the prudency of the plans that those funds were used for.  We didn't make any determination as to the dollars, the total amount of dollars.


MR. WARREN:  They were calculated according to a formula or fixed.


MR. KAISER:  You're also quite right that we're in a bit of a procedural wrangle here, and they could amend their motion, I suppose, to say, We screwed up and we're not amending the MARR order; we're amending our 2006 rates order, which I guess is what you suggested.


MR. WARREN:  I don't think anything is served by that.  I think, as a practical matter, everybody who was given notice are the people who would have been given notice of the 2006 rate case.  I can't imagine anybody else --


SUBMISSIONS BY MR. POCH RE JURISDICTION:

MR. POCH:  On the notice question, no one can claim prejudice.  We have all had our -- the day would not have unfolded differently, so I don't think anything flows from that.


I think the analogy here, in the DSM world, is in the gas sector, et cetera, we have DSMVAs where the utilities can overspend.  They're told in advance by the Board what they think a reasonable amount will be in that cap before they give further notice.  They're also told that if you do what you ‑‑ if you spend it on the cost-effective programs that's in your portfolio, that's fine.  And there may or may not be a further test attached.


As a technical matter, I think I agree with my friends that it is technically subject to review upon clearance.  As a practical matter, subsequent panels appreciate that the initial panel, having considered the merits of the initial portfolio, should be given some deference.  The matter has been aired.  That it is -- it creates regulatory uncertainty to upset the presumptive decision of the ‑‑ or the guidance of the earlier panel, and I think that should be adequate guarantee for my friends -- if the Board puts on the record today that the extent of the hearing that has occurred and what its views are and if it is so inclined to grant the request, I would think that would be adequate comfort and we don't get into any legal difficulties. 


Those would be my submissions on that, Mr. Chairman.  I am, of course, prepared to proceed if people are finished on that matter.


MR. KAISER:  Any other submissions on the jurisdictional aspect?  

Mr. Rodger. 


SUBMISSIONS BY MR. RODGER RE JURISDICTION:

MR. RODGER:  Yes, Mr. Chairman.  First of all, just a couple of side issues that were raised.  

First, on the issue of the $600,000 amount, Toronto Hydro is certainly prepared to proceed that this is a fixed number, so that gets rid of that issue.
     Our view is that you do have the jurisdiction to make the type of order that you described to Mr. Millar.  I think part of the issue that is holding some of my friends up a bit is whether this is directly or indirectly a change of rates, and part of the purpose of this hearing.
     Now, in this application we were not seeking a change of rates for this year.  While the sum in the deferral account would not be fixed, it would be dealt with, we assume, as of May 1st, 2007.  But we're not looking for a rate change this year.  That's the first thing.
     The second thing is the prudence of the expenditures.  That's the second question that I raised first thing this morning.  We have the first issue about whether you should hear the application to vary.  But then the second question is the merits of the case and that is the prudence issue and that is what you have been hearing evidence about throughout the day.
     The question that Mr. Millar raised is:  What's the precedent for you making this type of decision, in his view, binding the hands of future panels.
     Well, really, that is what was done in the prudence reviews in this first CDM application.  That's exactly what you did.  And this case should be treated in exactly the same way.  It's also a pilot project.
     If you go to -- just to give you an example of this and why Toronto Hydro seeks the same treatment, if you go to the actual oral decision, of which you were the chairman, Mr. Kaiser, on December 10th, 2004, I just want to read you one part, starting at about line 38, when you just started your decision.
     It says: 

“This applicant has come to apply for a final order, and it's the first applicant to come before the Board in this respect.  The reason the applicant, as they have stated in this proceeding, chose to apply for a final order was that they wanted regulatory certainty.  The Board accepts that proposition.  It’s understandable that they don't want to incur expenditures of this order without some certainty they can be recovered.  Mr. O’Brien doesn't want to go back to his board of directors and say he blew $40 million on conservation plans and find he can't recover them in rates.  That is understandable.  That is an understandable objective.”

You go on to say:

“… and the Board in this case is granting relief as set out, as they're requesting it, subject to certain conditions.”  

The conditions were the reporting.  So, in our view, the circumstances were exactly the same.  We're looking for a final and unconditional approval.  And when you think about it, and other parties have reflected on this, MARR was a fixed upper limit.  In Toronto Hydro's case it was $39.8 million.  It is the same situation if you assume 100 percent take-up of this 10/10 initiative; the price rises to 12.6 million.
     So in that respect, it really is the same scenario.  A pilot project, we're trying to advance this public policy.  This gives us the flexibility to move forward.
     Incidentally, at 12.6 million, 100 percent take-up, we would be thrilled, because not only do customers win, but the City of Toronto wins and the province wins.  So in our view, that is a good outcome.  So in our view there really is precedent for what you’ve done around this type of project.  You did it in the first hearing.  Then the review after the fact was as we have talked about:  Did the utility do what it said it was going to do?
     So we think that you can provide the relief that we have requested, which will have no impact, in terms of changing 2006 rates.  And then in 2007, we'll have the final number then, and just like any other consideration and in terms of changes to the rates at that time, those can be factored in.  But at least the utility will have the comfort of knowing that the amount can't be challenged because of the prudence review we've done today.
     MR. KAISER:  Let's just deal with that issue because it comes down to this, I think.
     This Panel has heard all of this evidence and what you are asking, I think, at least I thought you were asking, is for a determination that the Panel would make a finding whether this proposed program and the amount stated was prudent based on the information we have today.
     MR. RODGER:  Yes.
     MR. KAISER:  Now, the law is pretty clear that some other panel can't come along and find it imprudent based on information that occurs after the fact.
     MR. RODGER:  Yes.
     MR. KAISER:  The prudence test has to be made at the time the investment decision is made, the knowledge that is in your head or your client's head at this point in time, which is the knowledge we have heard today.
     MR. RODGER:  Yes.
     MR. KAISER:  So the question I put to you:  If the Panel made such a finding based on the evidence we have heard today, and the evidence and the information that Toronto Hydro has, this is a prudent decision, in our view, if we made that finding, couldn't you rely on that finding?  

I think this is Mr. Poch's point and I guess this is the way it has worked in the gas business.  The Panel, having made that finding, while it can't bind a future panel, it would be very unlikely that a future panel, based on some information that came after the fact, would find -- would reverse the panel that had already made a decision that that very investment was prudent.  

So I am wondering whether you really are at any risk, and whether Mr. Poch isn't right, in the gas business, that this is how it's been dealt with?  Without getting all bent out of shape about where -- amending ‘06 rates.
     MR. RODGER:  I suppose, sir, if the decision from the Board was clear that the prudence review was conducted today, that expenditures to a maximum of our $12.8 million figure, or whatever it was we came up with, were reasonable, that would probably deal with it.
     I would just also add, we do have another piece we can look to in this puzzle and that is your decision in the generic hearing on CDM, which -- the decision was released on March 1st.
     MR. KAISER:  It wasn't one of mine, was it?
     MR. RODGER:  As a matter of fact it was.  

This talked about -- you know, the debate was whether LDCs should be forced to go beyond third tranche.  You talked about certain prudence tests in that decision.
     On page 8, 9 and 10, part of that decision stated that:   

“Utility expenditures are presumed to be prudent, and there is an onus on those challenging them to demonstrate the lack of prudence.”  

You go on to say at the bottom of page 9:   

“It is also important to remember that the Board established the TRC test as the condition of approving expenditures beyond third tranche.
Implicit in that is that if the TRC test is met, those expenditures by an LDC will be deemed to be prudent.” 

And you have heard a lot of evidence today that this 10/10 program passes the TRC test with flying colours.  So even on the test that the Board has put forward in a rates context beyond third tranche, we have met that.
     So we think, given the nature of this program, in light of the first hearing and the commentary that has come subsequently, there is lots of room for you to give us the relief we seek in terms of the final and unconditional approval without changing the rates for 2006, because that was not our intent and that is why we framed the relief as we did.  It was to leave 2006 rates as they are and we will deal with this in 2007.  
     MR. KAISER:  The only issue that leaves us with is this:  If we say we are not varying the decision, whether it is the third MARR decision for the reasons described, or the ‘06 rates, this isn't a motion to vary a decision.  Then it is an application, which is in fact how it started out.  Then the question is whether we have a notice requirement; right?  

I just want to canvas the room to see whether there is a concern with respect to that.
     SUBMISSIONS BY MR. SHEPHERD RE NOTICE:
     MR. SHEPHERD:  I certainly have an opinion on that.  If it is an application for an accounting order or for a deferral account, I don't have a problem with the notice that was given.  I think it was too short, but I think it's reasonable to waive it in this case.
     If it's an application to change 2006 rates, I would have approached this hearing differently and maybe with evidence, for example, and so I think there is a notice problem.  

But I don't think the Toronto Hydro is asking for a change to 2006 rates so I think we are okay here.
     MR. KAISER:  That's correct.  He is not, as I understand it.
     MR. RODGER:  That's correct.
     MR. KAISER:  Mr. Poch.
     SUBMISSIONS BY MR. POCH RE NOTICE:
     MR. POCH:  I take this as an application for a deferral account, and yes, as Mr. Vlahos pointed out, in some instances, these matters are dealt with in an administrative fashion and in the subsequent panel dealing with the clearance will appreciate that, and pay more attention to the prudence test at the end.  

In this case, the record will demonstrate that this panel has delved into the prudence test, if it grants this account.  And that will be the basis that the subsequent panel will deal with it.  So I think that is the technique.
     MR. KAISER:  Do all of the parties agree we at least have the jurisdiction to decide the prudence issue at this point?  I'm just talking about the jurisdiction.  Not whether we should or should not.

MR. SHEPHERD:  Mr. Chairman, I think the Board has the jurisdiction to decide the prudence of the program, but since you don't know the amount being spent, I don't know how you can decide the prudence of the dollars.


However, I think one follows the other.


MR. KAISER:  Yes.  We know the maximum amount.


MR. SHEPHERD:  Yes.


MR. BUONAGURO:  I think there is a slight distinction.  We know the amount maximum amount of the incentive to be paid out.  There is a submission that the actual costs inputted into the program will be $600,000, but some of the evidence suggests that it may be more.


MR. KAISER:  No.  I think Mr. Rodger has addressed that and said he is prepared to stick with the 600,000.  He's not going to vary that.  That's the utility's risk if it goes over that; is that correct, Mr. Rodger?


MR. RODGER:  That's correct, Mr. Chairman.


MR. KAISER:  Does that answer your question?


MR. BUONAGURO:  Yes, because when he said that he wanted a deferral account for $12.6 million ‑‑


MR. KAISER:  He initially did.  He has seen the wisdom of...

     MR. POCH:  Mr. Chairman, do I take it the 600 will be treated as part of the reallocation within the -- what is already permitted in the MARR decision, and, therefore, we are not dealing with that?  Therefore, the only thing we're dealing with is any potential -- I mean, the variable beyond that.  I think that is the distinction here and that, therefore, if they go over $600,000, they're going to have to eat it.  They don't have a mechanism by way of a deferral account.


I think that is the ‑‑ am I appreciating this?


MR. KAISER:  That's a good way of putting it.  I don't think it matters much how we deal with the first 3 million, but we can certainly put that in there.


There is no ‑‑ the maximum exposure, 3 million is already in rates.  The total bill, we know what it is going to come to.  What is it, 12 million, or whatever it is?  So the maximum that could be cleared out of the deferral account is a finite number.


MR. RODGER:  I think it's the 12.6.  That's the range, zero to 12.6 million.


MR. KAISER:  Exactly.  Where are we?  Mr. Millar.


MR. MILLAR:  Unless you want to hear more about deferral accounts, which I doubt you do --


MR. KAISER:  No.


MR. MILLAR:  -- I have nothing more.


MR. KAISER:  You have nothing more.  Who was going after you?


MR. MILLAR:  I don't know.


SUBMISSIONS BY MR. POCH:

MR. POCH:  Mr. Chairman, I think I am probably the next most friendly intervenor to the applicant.  My submissions are brief.


Our submission is don't freeze out innovation.  I think I adopt much of what Mr. Gibbons has said in that regard.  But do insist that this utility and that other utilities learn by evaluation of what ensues.


So I think the Board should be very clear that it is ‑‑ if it approves this program in principle, that the expectation is the utility will do extensive evaluation and make that evaluation available.  It seems to us that technique of insisting on good evaluation is an answer to ‑‑ is an alternative to micro management; that, yes, we can make ‑‑ there can be some mistakes, but we're going to contain them.  We're going to contain them in time and we're going to contain the spread of mistakes, if you will, to other utilities, and we will learn as we go.


I think the Board may also wants to take this opportunity to comment on the need for utilities to consult with knowledgeable stakeholders, so that we don't have the kind of discovery and debate happening in front of the Board in a proceeding like this.  One presumes ‑‑ we appreciate in this instance this is a rushed occasion, and I am not being unduly critical of my friends at Toronto Hydro.  We appreciate it is a special situation.


But I think the Board should put on the record in that regard, too, that this is a special occasion.  Ordinarily, the Board would expect there would be consultation such that we're not getting into debating the niceties of program design in front of the Board.


 I think, Mr. Chairman, I tried to get at this in cross and your questions, I noted, referred to this question of:  What is a quibble and what is not?  The one item that I did examine on in that regard is this design element about the weather normalization and the potential for things to go sour in either direction, and the implications that would have for this program and for DSM, generally.


So I would say that that is the one area where it would be appropriate for the Board to consider directing the utility to ‑‑ and I think implicit, as you heard in my cross, our view is that they should treat the two years consistently, preferably that the 2006 should be normalized to 2005 or vice versa.  In that way, we know that the differences are not from weather and we're not going to see the program wasted by the ‑‑ by having a particularly hot or cold summer.


Anticipating argument from my friends based on their cross‑examinations, some may be worried that we're spending $600,000.  It is fixed, for all intents and purposes, but we may not get 33 percent take-up based on what we saw in California and what the evidence from the analysis of the California experience is.


Our submissions on that are, so what?  If we get 7 percent, it will still pass TRC.  You heard the witnesses say they tested this at 70 percent free ridership and it still broke even.  We're not talking about a major money losing in any realistic scenario here, and we are going to learn a lot.  Even if we only break even on this, it will be an opportunity to learn at a very critical time in Ontario in this regard.


I will not repeat what the evidence ‑‑ I think I would submit -- we would submit that the conservatives -- conservatisms in the counting of benefits that you heard about, simply that they don't look at the forward‑looking benefits, they don't look at the socialized benefits, they don't look at the ‑‑ they don't count those benefits in the analysis, but those conservatives outweigh any of the costs that are not counted costs, such as the participant durable measure investment costs.  


So I think the evidence, on balance, while certainly not of a standard one would expect for a program where there was a long lead time in an ongoing basis, are adequate for the Board to find that, on balance, it is likely to be a cost-effective program and is prudent.


Those are my submissions, Mr. Chairman.  I would ask the Board, if it would be so inclined, to make an order for costs along with any other order it makes today.


MR. KAISER:  Thank you.


MR. VLAHOS:  Mr. Chairman, just some clarification from Mr. Poch.  On this weather normalization, you also ‑‑ are you suggesting that perhaps we should consider normalizing the 2006 data?


MR. POCH:  Yes.  I think what I'm suggesting is that the criteria should be that a customer whose 2006 consumption for the same period is lower by 10 percent than its 2005 consumption, after you adjust for the difference in weather between 2005 and 2006 as actually experienced.


MR. VLAHOS:  Mr. Poch, the beauty of this simple approach would have been that if I had a number that -- you know, my threshold is 100 units.  So on July 15th I go to my meter and I jot down the -- you know, the count and I keep track of it.  Otherwise, how would I know whether ‑‑ how far ‑‑ because I don't know what the weather will do, would look like.  I have no idea.  I am just Joe Blow, number 1.


Number 2, on this, are you concerned at all about the ‑‑ even this 2005 normalization that -- the Toronto Star and other papers are saying, Well, the 10 percent really is 18 percent.  Are you concerned about that at all?


MR. POCH:  Yes.  And I think that approach I recommend ‑‑ answers that second concern, while of course raising your first concern, that if ‑‑ it should be ‑‑ I think it can be explained to the press and to the public that it will be 10 percent weather normalized in both cases.  If you only weather normalize one, then I think we're really asking for it, if you will.


But I think the first concern you raised, sir, is of course very important.  My presumption in this, and I am ‑‑ yes, I have been activist counsel on a lot of these cases, but I am not a DSM expert -- is that most people aren't going to be counting as they go.  They don't have the facility to count as they go.  Giving people a target number is not going to help them.  They don't have the digital, you know, fluorescent display meter on their counter that we might one day in Ontario have where they count the minutes like you do on your cell phone.
     So I think that, you know, the reality is people will 

-- there may be a few people who will be sophisticates about this and go and try and read their meter and mark down the start point and finish point halfway through the month and do the numbers, but I would think that would be a very small proportion of participants.
     MS. NOWINA:  Mr. Poch, that doesn't change the math, does it; we're still talking about 12.6 million?  Or does Toronto Hydro have to go back and recalculate?
     MR. POCH:  No.  I think that is the same math.  If one assumes -- I mean in the course of the analysis that we have heard of, if one assumes we're talking about 10 percent the --
     MS. NOWINA:  2005.
     MR. POCH:  -- a 10 percent rebate on the bill, it should be the same.  It is just determining who qualifies.  In their analysis, if the weather this year turns out to be normal weather, they have given us what they think the --
     MR. SARDANA:  Mr. Poch, I would want to check that.  But I do take your points, though, and to be honest you're highlighting something -- we struggled with this and we are continuing to struggle with this very issue.
     MR. POCH:  It may be we can't solve this today.  But in which case, I think my submission is simply that the Board direct them that this is a very delicate matter and that there is a great concern that we have expressed, and I take that the Board may share, that we don't see a situation arise where, because the weather is particularly hot or particularly cold, no one qualifies or everyone qualifies; that we try to -– that the technique undertaken in the end try to avoid that result.  Because that is the scary scenario that we're concerned about and we think the Board -- is appropriate for the Board to comment upon.
     MR. KAISER:  Thank you. 

Mr. Shepherd.
     SUBMISSIONS BY MR. SHEPHERD:
     MR. SHEPHERD:  Thank you, Mr. Chairman.  I guess Mr. Gibbons and Mr. Poch, after hearing my cross-examination, decided I wasn't as friendly as they were.
     I have four points I want to make.  First, with respect to the quality of the analysis this Board saw; second, problems with the program; third, some advantages of the program; and fourth, a proposal for how this Board should deal with it.
     First, with respect to the quality of the analysis, Dr. Lü admitted in cross-examination that he would have done more analysis if he had more time.  So while Mr. Gibbons complains that we're all sitting around yapping all day, which, believe me, he is not the only one who didn't like it, the fact is that if it had been a better filing, we wouldn't have had to do this.
     Now, I'm not being critical.  I understand that the other side of that is:  Does this Board want utilities to seize opportunities when they're available, even on short notice?  I think the answer generally should be yes.  And although we have to keep in mind that, in the private sector, if you seize an opportunity, you also have some risk; whereas here, in the public sector, the ratepayers take the risk.  But having said that, I think, in general, we would like the utilities to be more nimble and to be more creative, and if they have a good idea, to go for it, particularly in situations like this summer, which I will get to in a second.  

But having said that, I think it is very important to this Board -- we have to keep in mind this is not the first time Toronto Hydro has come in with an application for something that some people, at least, felt was not as full as it should have been.
     So I think it is important for the Board to make sure, in its decision that it says to Toronto Hydro:  We understand why it happened this time.  We understand why we have to make an exception this time.  But don't make a habit of this.  Your basic rule should be:  Do your homework before you come talk to us.  That is what did not happen here.
     So that is our first point, and I think it is a very important thing that this Board has to say.  Otherwise, you're sending the message to all utilities around the province, You want to get things approved?  Don't do a lot of work.  Just come in with a piece of paper and wave it around.
     The second problem is -- the second point I would like to talk about is the problems with this program.  I think it’s clear from the evidence that the TRC numbers you have before you are not reliable numbers.  There are all sorts of things not included in them, many of which could be material.  And we also understand and the witnesses have admitted, that things like weather could drive the assumptions back and forth, up or down randomly, as Mr. Poch has raised in his question about weather normalization.
     It is also true that while the utility is pleased with the 5 to 1 ratio, 4.7 to 1 ratio they came up with, that compares to -- if you calculate it the same way -- 27 to 1 for EGD's entire program.  This is not their first year when they're still doing low-hanging fruit.  This is their 10th year when it is harder to get the benefits.
     We also know, and they admit, that they are planning to chase $7.8 million of benefits by spending $5.6 million.  In fact, it is not even really $5.6 million because you have to add potentially LRAM and SSM; they may in fact be chasing 7.6 million with $7 million of spending.
     That's not necessarily bad, and there are some reasons why it is not necessarily bad, but let's not assume that this program is a slam-dunk.  If you have the cost of buying DSM, being 14 or 15 cents a kilowatt-hour, when at the same time the province's standard offer is 11 cents a kilowatt-hour for renewable energy expected to have all sorts of environmental benefits and, after giving up the -- any greenhouse tax credits and any production tax credits so the real net is about 8 cents, to be acquiring load, in effect, at 14 or 15 cents a kilowatt-hour, is not intuitively a good idea.  It doesn't look right to us.  And especially true when they're assuming it's going to be balanced throughout the day, so 55 percent of it will be off-peak when we don't really need it.  
     Having said all of that, my point really is, this looks nice on the surface.  It's got lots of warts.
     Having said that, I want to turn to the program's advantages because the first point that I think is important that they made is they're not going to spend this $3 million in their budget anyway.  They don't have something to spend it on.  Second -- so the reallocated portion may be wasted.  

Second, it is fairly clear that this is a desperate need for immediate measures this summer.  We don't really have a whole lot of time to get the perfect program, as Mr. Gibbons says.
     Third, 45.5 million kilowatt-hours, which is what their target is, is not nothing.  It is a significant impact and would be very beneficial to the province, especially considering that there are a number of benefits that they haven't counted.
     And any way you slice it, it's almost certain that this project -- program is cost effective.  It may not have the best ratio in the world, but it is not a loser.
     So given those reasons why you have to think positively about the program, we would say the following:  We think you should approve it, but you should approve it with some changes.  The first change, obviously, and you saw where we were going with this, you should add GS over 50 class.  You should do that for a number of reasons.  First of all, that will reduce your average cost per kilowatt-hour to acquire this, because there are lower unit costs for the bigger users. 

Secondly, it will increase your overall savings.  We're trying to react, after all, to a crisis here.  So the company proposes that they are going to target 50 megawatts of capacity, that's what their TRC calculation says, in this program.  Eighty megawatts or 100 megawatts would be better because we already know we need 300 megawatts in Toronto.
     Third, it's going to be less expensive to deliver this to the large industrials because they're easier to contact.  There are fewer of them.  You don't have to do mass marketing.  You pick up the phone.
     Fourth, they are more likely to produce sustainable results because they will set in place structures, ways of doing things, that they can then replicate in subsequent years even without the incentives.  

Fifth, this class is already paying part of the program cost and therefore there is a whole question of fairness as to whether you should leave the cost in their hands while not allowing them to proceed with the program.  Sixth and finally, there are some specific examples, like social housing, like schools, where uptake would have other societal benefits.  If Toronto District School Board and Toronto Catholic District School Board can save $4- or $500,000 this summer just by being smart with their energy use, that is a good thing more than just the energy saving.  That's true of a hospital or a university or a social housing facility.


So for those reasons, it is our submission that you should require the company, if they are going to introduce this, to add that class.


The second change ‑‑ the second comment I think I would make on the approval is let's be clear that they are not asking for an LRAM or SSM.  They have made a bunch of comments about that, but they have also said clearly they're not asking for it.  We don't like after-the-fact requests for things like that.  We think that is the wrong way to do it.  But they haven't asked for it, so to my mind this Board should specifically decide not to do anything about that.  They haven't asked.  You don't need to say anything.


Third, it is clear there is a problem with the cost allocation in this, because the programs were allocated ‑‑ were allocated one way and now they are proposing to allocate it a different way.  That is solved, of course, if you add the GS-over-50 class.  It basically washes out.  If not, we think that you should order them to allocate this money at the end of the day, order that it be allocated based on the uptake, the availability of the program.


Finally, and I think Mr. Rodger has already agreed to this, we believe you should in your order fix the delivery cost at $600,000 so that the deferral account only captures variations in the rebate amount, the formula.


Subject to your comments, those are our submissions.


MR. KAISER:  Thank you, Mr. Shepherd.  

Mr. Warren.


SUBMISSIONS BY MR. WARREN:  

MR. WARREN:  Mr. Chairman, some eight hours after we began this, I am no clearer about where we are, so what I will do is set out where I think we are, subject to whatever frailties it has.


I begin with the submission that we have to precisely characterize what it is we're about.  There are two applications before you.


First is an application which flows from your MARR or CDM approval for the budget amount of $39 million, and that's seeking approval to vary, by more than 20 percent, the program that they can spend the money on.


Second request, in my respectful submission, has to be characterized as an application to amend their 2006 rates, which gives rise, then, to the question of what the standard is, what's the test that has to be applied.  And the test that has to be applied, in my respectful submission, if we leave aside for the moment, leave aside altogether, the question of whether or not they have complied with the standards that are set out in the Board's own rules about an application to vary ‑‑ which I say they haven't, but if the Board considered this as an application to vary, as it should, I say, the 2006 rates case, because they are going to seek to recover these costs in 2006, is whether or not the rates are just and reasonable.


And in considering that, the Board has to have regard to the question of whether -- among other things, the protection of the interests of consumers with respect to prices.


Now, we have heard a submission late in the day from my friend, Mr. Rodger, which is that the just and reasonable test doesn't apply; that for a CDM program, the only test which applies is whether or not it passes the TRC case ‑‑ test.  With the greatest of respect to the panel members who rendered that decision, they cannot bind the jurisdiction of this Panel or any other panel to decide whether or not the proposal results in just and reasonable rates.


Now, from the perspective of the constituency that my client represents, they not only have no objection to CDM programs.  They support them.  They want cost-effective CDM programs.  What they don't want is money, however small the amount may be - and my friends Mr. Poch and Mr. Gibbons habitually trivialize the amount of money that things cost ‑ they don't want it spent on ill-conceived programs.


They also want fairness; that is, they want all consumers to have roughly equal access to the savings opportunities.  In particular, they don't want consumers to have to pay for other people's savings when they didn't have an equal opportunity to get at those savings.


Now, I submit that in determining whether these rates are just and reasonable, that the following should obtain.  The first overarching one is that there is an existing approval for Toronto Hydro to spend up to $40 million on CDM programs.  They said that they have, as things now stand, about $20 million left to spend.  So the first test, which, in my respectful submission, they have to pass, is why it is they can't find the money for this program within the existing $20 million?


You have heard no persuasive evidence on that point at all, beyond Dr. Lü saying, Well, we have some commitments out there and we're a little troubled about those.  But that is a test that, in my respectful submission, is imposed on them, and they have not passed it, as to why they can't find this money within the existing $40 million.  Every other utility, in a cost-of-service regime, is allowed to recover a certain amount in rates and has to live within that amount, and the consideration of this amount should be no different.  Toronto Hydro should be kept to the same standard.  


We then turn to the question of whether or not the program, which has been presented to you, is a reasonable one, and that is:  Is it rationally conceived and does it have evidence in support of it?  The evidence that was given to you was that it is based on the California model.


Now, I asked Dr. Lü two questions about how good an analogue that is.  The first question is:  Will spending $500,000 in about 15 days result in the kind of savings that you say will result?  And he said, "I don't know".


I would have thought that as a test of whether or not that is a prudent expenditure, that is the essential test.


The second issue which I put to Dr. Lü is whether or not, based on the California model, you can achieve a 33 percent uptake; whether or not this is, in other words, a prudent expenditure, cost and benefit, in two months having that short a period to plan, and he said "I don't know".  I didn't get that data from California."


So on the evidence you have, this program doesn't on its face make sense.  Now, I appreciate that we live within a universe in which there is a powerful urge to spend money on CDM programs.  That's why there is $40 million out there to allow it to spend, but we drill down on these individual programs and say, on the evidence, does what they're proposing make sense?


Now, I return to the criteria of fairness.  Fairness is critical, in my respectful submission, because there is a direct inter-class subsidy.  I win; you lose.  If I save, Ms. Girvan doesn't and she has to pay me money.


What we have heard is that, with the greatest of respect to Toronto Hydro, this program has been designed in a way in which low‑income consumers started behind the eight ball.  The chances of their being able to benefit from that program are less than other people's chances, and that isn't fair.  That isn't reasonable.  And the Board, in carrying out its statutory mandate to protect the interests of consumers with respect to prices, has to have regard to that.


We say, Mr. Chairman, that the Board should grant the following relief.  Say, if you wish to proceed with this program, do it within the $40 million umbrella that is already approved.  We don't get into any issues of notice, and that sort of thing.  But do it within your $40 million.


Then when we have the next report from them, we will see whether or not that is a reasonable expenditure.


If the Board is going to, in the alternative, allow them to spend this money, then the $500,000 should be captured in a deferral account so that at the end of the day, the panel of the Board can say, Was that $500,000 spent reasonably?  Could they, for example, have achieved the same bang for fewer bucks?  That's what the Board does in all of these cases.  


So create a deferral account, but ‑‑ and I apologize for being tedious about this, but we have to -- I urge the Board to exercise analytical rigour and discipline on this, because other utilities will look at this as a precedent, to come in with a program which may be ill-conceived and done on a short time, but which has the patina of respectability of the CDM program.  And believe it can get approval by the Board.
     Now, in my respectful submission, if this program is a good idea and should go ahead, it should go ahead within the umbrella of the $40 million that has been approved.

Thank you.  Those are my submissions.
     MR. KAISER:  Thank you, Mr. Warren.  

Mr. Adams.
     SUBMISSIONS BY MR. ADAMS:
     MR. ADAMS:  Thank you, Mr. Chairman.  I am going to argue that you ought to turn down the application and order that Toronto Hydro proceed with the previously approved programs.  In the alternative, I will support the approach that Mr. Warren has urged upon you requiring Toronto Hydro to stay within the previously approved budget.
     And in the third case, if they proceed at all, whether it is within the $40 million approved budget or the expanded budget as applied for, we have some recommended changes to suggest to you for your final order.
     The grounds we see that ought to guide you or the reasons we see that ought to guide you to turning down the application start with an observation that a high participation rate in this program is virtually guaranteed.
     If we have nearly normal -- if weather this summer is approximately normal and they normalize the results from the 2005 year, it is reasonable to expect that a very high fraction of the customers will just happen to have -- whether there is a program or not, they will have usage that is below their usage from last year; almost half the customers will be in that position.
     That result does not indicate any practical impact on the overall load.  Now, you introduce the program and perhaps you get a slight increase in the number of cases where the customers experience a decreased load this year, but most of those cases may well be free-riders.
     Toronto Hydro will be in a position to claim that they have had abundance success from a program creating an impression that these kinds of C&DM programs are effective in reducing electricity demand, but the evidence in front of you suggests that they have not done the research to be able to demonstrate that.
     The proposed program would create very substantial financial transfers within the affected customer classes.  I think it is abundantly clear that many of these transfers would be unfair and regressive in their distributional effects.  It is also clear that many of these financial transfers would be nearly random; that the beneficiaries would be bystanders, as would be the -- those paying the extra fees.
     The application has come before you without proper due diligence.  The lessons from other jurisdictions appear to have not been taken into account.  The analysis specifically on the point of free-ridership that had been undertaken in California has not been repeated here, although Toronto Hydro has the data to undertake it.
     The problem that Ontario's electricity supply has is, as identified by the IESO, primarily related to peak demand.  This program is not focussed on peak demand.  It is focussed on a summer period, but there is a big difference between the summer period and summer peak.
     So our conclusion is that Toronto Hydro has much better ways of spending money on C&DM.  It is one utility in Ontario that continues to offer customers flat-rate water heaters.  It has a very large stock of customers that have bulk meter buildings and no suite meters.  These are areas that should be priorities for conservation, but they're not getting attention.
     So our conclusion is that the previously approved programs are the ones that are the Board should stick with.
     An observation that arises from this case is that the approach to total resource cost.  The total resource cost test that the Board has directed the utilities to use through its guidelines, appear to produce unreliable results.  The transfers of costs are -- the cost-benefit analysis captures the benefit of cost transfers, but not the costs of those cost transfers.  And the free-ridership ratios that are used for this program in the guidelines, I would suggest to you, are grossly out of whack with the findings from the California experience.
     If the Board does not move to turn down the application, we urge the Board to follow the advice of Mr. Warren, who made I think a very compelling case for leaving the utility within the boundaries of the previously approved budget and not allowing expansion.
     Whether or not you approve -- if you are going to allow the -- something like a 10/10 program to proceed, whether or not it is within the $40 million budget, we would recommend the following changes:  

We suggest that the most systematic detailed, analytical evidence that you have in front of you comes from the study undertaken on behalf of the Power Authority that was presented in evidence earlier.  The conclusion of that study is, in part, and I will read it into the record:
     
"For this practical reason, a program focussed on 

commercial and institutional customers that have interval metering is probably the only near-term program that has promise in Ontario."     

We think that conclusion of that study appears to be more reliable than the presentation you received from Toronto Hydro.  There appears to have been greater analytical effort behind it.
     The general service over-50-kilowatt class has a much higher penetration of interval meters.  There is a lower -- from the California experience, they found a lower level of free ridership.  Mr. Shepherd I think has made some powerful arguments to you about administrative simplicity in dealing with that class of customers as opposed to the general service customers.
     Finally, if the Board is at some future point to consider an application for retroactive introduction of LRAM and SSM for this program, we urge the Board to order a detailed quantitative analysis of free ridership so that the Board has information at its disposal on which to make judgments about additional financial claims that Toronto Hydro might present to you.


Subject to any questions, those are my submissions.


MR. KAISER:  Thank you.


MR. VLAHOS:  Mr. Adams, just a question.  That critique regarding the program goes in support of your conclusion that the Board should not ‑‑ the Board should turn down the application.  But let me just stick with the alternative that you also are supporting by Mr. Warren.


If the Board is inclined to go with the alternative, then do we need to worry about this micro management of this program at all?  If we simply say that you got $40 million, you only spent half of it, go ahead.  Do whatever you want with it.  It's a goods program, or it may have some rough edges and, you know, you could be guided by the parties' comments in this proceeding.  But do we have to go beyond that, in terms of mandating as to the parameters of the program and all of its technicalities?


MR. ADAMS:  One of the elements of your previous decision on the C&DM programs was to put in place a review mechanism for annual reporting.  I think that is a powerful instrument that is already in place.  And you could simply rely on that by saying:  Stick within the $40 million.  You have to comply with the reporting requirements, and we'll see how this works out.  The learning will come, and we will be able to inspect the annual reports to see what happens.


MR. VLAHOS:  Right.  So in that scenario, that is as far as the Board may want to take it.


MR. ADAMS:  Yes.


MR. VLAHOS:  All right, thank you.


MR. KAISER:  Thank you, Mr. Adams.  

Mr. Buonaguro.


SUBMISSIONS BY MR. BUONAGURO:

MR. BUONAGURO:  Thank you.  VECC asked the Board that it turn down the application or, in the alternative, provide relief in the manner suggested by Mr. Warren, much in the same way that Energy Probe has.  In general, we would adopt the submissions of Mr. Warren, with the following specific comments with respect to what he called the equal opportunity problems within the program.


I think he used the example of low‑income people being behind the eight ball.  When I think of the program ‑‑ and an analogy I like to think of is a poker game, where there is one pool of money and everybody ostensibly is asked to play, but certain people just don't have any cards.  In our mind, the people that don't have the cards are the people who don't have air conditioning or cooling equipment in their house, because the whole program, by its very nature, is designed to encourage people, in our view, to save electricity during the peak summer months and that means summer cooling, and that is why there is weather normalization problems that they have tried to address in their study.


The simple truth is that there is a sub-class of consumers within the residential and below 50 rates that simply don't have that load and, therefore, are going to have extreme impossible barriers to overcome in order to try to achieve the incentive levels that are set by the program.


I think a blunt way to put it is if that if that is the case, then they shouldn't be asked to play, because they have no chance of winning.  For those reasons, we think that the program should be turned down.


MR. KAISER:  Let's assume that is the case, that 10 percent of the -- pick a number, 10 percent of the residential customers don't have air conditioning and accept your argument that they're not going to have the same ability to participate.  Does that mean we simply ignore it, turn it down and give up on any opportunity for the remaining 90 percent of these customers to cut the air‑conditioning usage and to cut peak demand?


MR. BUONAGURO:  I wouldn't say that.  Part of the problem, I think, that is illustrated by the way the proceeding has occurred and the questions that are raised is the time period ‑‑ the short time period within which it has been brought forward, the problems in the development of the program under such a short period of time.


I asked the question, I believe, if they have any kind of data to differentiate between air-conditioned units and non‑air-conditioned units, and they didn't have that data.  Do I know if that data is available?  Do I know if it is a reasonable way to get it?  No.  Unfortunately, I'm not in the position of suggesting program design for the company.


The reality, from our mind, is that on this day, with this program presented in the way it was before the Board today, it shouldn't be accepted for those reasons.  It doesn't preclude the possibility of bringing forward a different program properly researched, but I'm not in a position to replace a faulty program with a program of my own.


MR. KAISER:  Let's assume, which I think they said they can't identify which of their customers have air conditioners and which don't, but let's suppose, for the sake of argument, they could.  What is your suggestion, then?  If we wanted to proceed with the program, that somehow those customers would be exempt from any of the costs of the program?  Is that a solution?


MR. BUONAGURO:  I think, if I remember correctly, the way that unfolded in the evidence was that I was suggesting that really the normalization, for example, that they proposed, the people without air conditioning would be on one side of the normalization curve, because they would be ‑‑ they would have a reduction that is based on no weather normalization; whereas the air-conditioned people could have a weather normalization effect on their rates.


There could be two different incentive levels based on the ability to ‑‑ the reasonable ability to achieve the target.  Those are just off the top of my head, but that is the kind of thing that you could -- as opposed to simply eliminating the program, you could try to target people based on their ability to actually meet targets, give them a reasonable target.  Give them something they can actually shoot for.


I understand the utility mentioned several programs that could possibly be used to reach the target.  There are problems about which of those are actually already implemented, in which case the basis of the timing, whether or not there is free ridership in terms of the percentage being accounted for already. 


I don't want to go too far down this road, because I haven't proposed any program and I haven't done the research and VECC hasn't done the research to propose an alternate program.  I don't even know if we could, if we had the time to do it.  That doesn't mean that the utility doesn't have an obligation to do that work before it presents a program to the Board.


MR. KAISER:  When we considered the original third tranche decision, this was an issue as to which of these conservation programs and to the extent the portfolio should address low‑income consumers.  The Board tried to do that.  There, of course, is the ability for the utilities to move programs in and out to the extent of 20 percent, which wouldn't require any Board approval.


So if we accepted this argument that's made by Mr. Warren and others, that let them stick to the $40 million, let them move that money around, then they would be able to move it to any program they wanted.


MR. BUONAGURO:  I understand that.  I wasn't around.  Like I said, I am new, but not that new; but still new.  My understanding is that there was some examination of program design in that proceeding, and at least - correct me if I'm wrong - although you can move money back and forth between programs, this is a brand new program, unthought of at the time that that procedure came out.


This is the first time the Board has actually been even asked to consider such a program, and, unfortunately, the way that it's unfolded, the time in which they have chosen as the best time to try it, July to September, is three weeks away, and it's within two weeks of one of the primary panel members having heard of the program and I think six weeks from the other.  


I mean, that is unfortunate.  I don't think it is necessarily anybody's fault, but does that mean you ram through the program in an incomplete, in our mind, condition, or do you spend the proper time to develop a comprehensive program that would address the concerns of us as intervenor or the other intervenors and do it next year or a different time period based on different objectives?


I think the latter is true.


MR. KAISER:  All right, thank you.  

Mr. Rodger.


SUBMISSIONS BY MR. RODGER:

MR. RODGER:  Yes.  My thinking, in light of the hour and my friend's submissions, I will just proceed.  I don't think I will be that long, Mr. Chairman.


A phrase that has come up many times today, as well as in the application, as well as the first CDM application, for that matter, is the phrase "conservation culture".  I think if there was a theme for today, it really is exploring the challenges facing LDCs to actually implement that to achieve government policy, which is to modify behaviour in this province.


There are really three issues before you today.  The first is whether the Board should hear this application to amend the original CDM program; secondly, whether the program itself should be approved, going to the merits; thirdly, the final and unconditional approval for the dollars to go into the deferral account.


I won't repeat my submissions that I made earlier on that third point, Mr. Chairman.
     On the first issue about whether the application to vary should be heard and decided upon, we are seeking a variance to that original order.  We do need to get beyond the 20 percent so-called flexibility provision to reallocate the 3 million.  I think that is clear.
     We do need a deferral account established for the program costs beyond the reallocated 3 million.  And this is the time to determine prudence with respect to the plan.
     Now, in terms of the grounds, in our view, Toronto

Hydro has established, beyond doubt, that the facts have changed, the circumstances have changed since this Board issued its decision in December of 2004.
     I don't think any party here has said that conservation is not more important now than it was in 2004.  The witnesses talked about the increased targets for Toronto specifically of achieving an extra 300 megawatts of conservation in the next four years, to prevent the supply crisis in Toronto.  We have heard of the Minister's directive to the OPA to substantially increase CDM in the province.  We have heard of the IESO changes to its forecasts.  They all point to the same direction, a supply crunch, a need for greater conservation.
     Toronto Hydro's trying to do its part to meet that challenge by getting peoples' attention in an innovative program.
     We have also expressed the grounds of information that has been learned from the programs to date, the importance of communication.  And you have heard the witness talk about its proposal, should the 10/10 program be approved.  And there is to be massive communication leading up to this initiative.
     Toronto Hydro has found out what motivates consumers and they are going to use that information that they have talked about to try and leverage this program.  They have talked about what works, in terms of program simplicity.  It has to be easy to understand, easy to participate.  There has to be a real incentive.  And Toronto Hydro wants to facilitate them being successful with this initiative.
     You have also heard that the reason the application is before you today is to better use the remaining funds.  Again, the witnesses have described how circumstances have evolved that could not have been foreseen when the application was first approved.  The issue, for example, around the peak saver, about uncertainty, about which groups of technicians or trades have authority to do certain things; the environmental permitting delays; the confusion with potentially competing programs now that the OPA has been mandated to do this type of work.  All of those reasons have been new since the first approval.
     One comment I would make with, I think, Mr. Warren's submission is that we be directed to work within the $20 million remaining.  I think you picked up on this, Mr. Chairman.  The indication, implication seems to be, that really the idea of a prudence review is irrelevant; that it wouldn't really matter if it is a new program or not.  This $20 million, whatever remains is left, the utilities can be free to do what they want.  That wasn't the decision.
     Your decision back in 2004 talked about reallocation of existing programs, but for new programs you would come back before the Board.  So I don't quite understand why on the one hand there is an issue about prudence now that it would be irrelevant if we simply used funds from that first tranche.
     So on that first threshold issue, we believe that the grounds have been clearly identified, what has changed, and on that basis you should go ahead and make the decision on the first threshold question.
     On the second issue, the actual merits of the program, again, we take that and have taken that, this is the time for the prudence review on this program.  The same tests and approach that you apply to this pilot should be the same that you apply to the first round of pilots back in 2004.
     The witnesses have taken you through their analysis of how they've approached this particular initiative in the time that they have had, and they have gone through issues, like the design implementation.  They have looked at the California situation, and they have taken what the Summit Blue report has indicated was advantages, things like simplicity, quick implementation, awareness, automatic enrolment and so on.  So they have looked at features and tried to modify it for what they think is going to work for Ontario, again in a context before we get to smart meters, something that we can do now and not two years from now.
     We have also targeted this program to summer consumption.  I think it is a fair comment that ideally it would be better at peak, but we can't do that because of the smart meter issue.  Thus the witnesses have said that, again, in furthering public policy, this could be a bridge to smart meters.  But it is a start to get into the collective consciousness of the City of Toronto and at least these first two classes to start.  If the program is successful, then we could very well be here next year with an amended design, but this is a first step to try and achieve some of these broader goals.
     Again, the focus of this program is now, for the first time, it's really a behavioural program.  With that, there will be qualitative benefits, not only education from the customer, but also education from the utility, and as we have talked about, quantitatively, it clearly passes this Board's CRT test.  While some may argue it is not perfect, that is the challenge that was put before utilities.  That is what we have adopted, and in the generic decision, this Board decided that if you met that test, the expenditures were prudent.  We have done all of that.
     Also, it is worthy to note that – again, I think this goes to the due diligence - Toronto Hydro has been very conservative in its broader estimates of the benefits of this program.  It went through the discussions that others have raised - Mr. Shepherd and others, Mr. Gibbons – that there could very well be other benefits beyond the numbers that are in the TRC calculation, but we have chosen not to include those.  We wanted to be as conservative as possible, and I think you have also seen that in some of the free-rider numbers.
     I think the Board should also take comfort from the fact of the utility's commitment to measurement and evaluation of this pilot program after it has been completed.  The witnesses took you through the list of topics that it intends to survey and review upon later in the fall, and has said that information will all be shared with the Board and with parties.  So we are trying to further, in further steps, build up a databank and experience of what works and what doesn't.  As I say, the hope is that this will be a platform for further programs that will extend well beyond the City of Toronto.
     We would also underscore that time is of the essence.  Is this a perfect world?  Could we have been here earlier with a fuller application?  Of course we could.  But the utility has done its best with the time remaining, that it had, with the announcements that it has to participate in, and, as said, the sooner that a decision can be reached, the sooner we can start the advertising campaign and, in our view, the more successful the program will be.
     I should also say on program design that the issue of normalization right up until preparing for this case, continues to be debated internally.  And that will be a specific issue to be looked at in the review.
     At this time, the utility erred on the side of simplicity in terms of giving the customers a target so they wouldn't be wouldn't be confused about an 

after-the-fact normalization later in the fall.  But it is not -- it was a tough call, and for this initial year, at least, we've decided to go on providing a target.  But it is something we have looked at and certainly something we could consider in the future programs.
     In conclusion, Mr. Chairman, and this was also stated in the rate application, Toronto Hydro takes conservation very seriously.  They're trying to be a leader in this sector.  They don't claim that this program or any program will be a magic bullet, but they do believe there is a potential and a time of great need for this program to be a springboard for greater awareness across the City of Toronto.  

As we said at the outset, conservation is a journey of many steps.  We have the original CDM program, we'll have smart meters, and this will be another tool in the tool kit to try and get to the conservation culture that the province has so clearly articulated.

Finally, Mr. Chairman with respect to the relief requested, and I won't repeat it all, but, again, to underscore that the final unconditional approval is critical for Toronto Hydro.  Again, nothing has changed since that first hearing.  They do need that regulatory certainty before they can proceed.  As we have talked about earlier, in our view, you do have the jurisdiction and discretion to grant the relief that we seek.


Those are my submissions, Mr. Chairman.


MR. KAISER:  Thank you, Mr. Rodger.


MS. NOWINA:  I have a couple of questions, Mr. Rodger.  We have heard ‑ I don't think Toronto Hydro has disputed ‑ that for customers without any form of air conditioning, who are likely to be ‑‑ more likely to be low‑income customers, low‑income customers, that the program doesn't have the advantages for them as they have for others.


The disposition of the costs for this program won't happen until sometime in the future.  Is there any practical way that the company could identify those customers and prevent them from being charged the costs or give them an equivalent rebate, or something to that effect, or is it just impractical to do that?  We do have some time before that disposition.


MR. RODGER:  We would certainly take that away and explore that.  I think the difficulty, the initial reaction is:  How would you actually do that?  Would you go out and actually survey every customer and, you know, assume they're telling the truth?  And I appreciate the sentiment.  I am just not sure how, practically, we would actually effect that, but we certainly will take that back and give it consideration.  


There may be a way I am not aware of, but...

     MS. NOWINA:  Right.  I understand the survey problem, especially if you told them why they are surveying them.


MR. POCH:  Ms. Nowina, if I may, just as a practical suggestion to my friend, if they are considering options, one that we have advocated and I think would be applicable here - and as the Board could consider it as a co‑direction, if you will -- that in the forthcoming period, some special attention be paid to making sure that other programs are specifically designed and available for low income, so they do have an opportunity to have offsetting savings from those other programs.


MS. NOWINA:  Thank you, Mr. Poch.  My second question was related to Mr. Poch's submissions earlier, and that was his submission that he recommended that you look at weather normalizing the 2006 actuals, as well.


I did ask question when he raised it, but let me just confirm.  If you did that, would the maximum amount required in the deferral account be the same amount, even approximately the same amount, or would there be some change?


MR. SARDANA:  It is still 10 percent of the bill, so ‑‑ and as Mr. Poch has pointed out, and if you have 100 kilowatt‑hours over here and 100 kilowatt‑hours over here, both normalized, the bill impacts are still the same.  So the rebate costs should be roughly the same.


MS. NOWINA:  So the estimates should be roughly the same?


MR. SARDANA:  Exactly.


MS. NOWINA:  All right.


MR. RODGER:  It's a take-up rate.


MR. SARDINA:  That's right.


MS. NOWINA:  It would be the take-up rate that might be affected, though.


MR. SARDANA:  That's right.


MS. NOWINA:  That doesn't change the top number.  It just changes the ‑‑


MR. SARDANA:  That's right.


MS. NOWINA:  Fine.  Thank you.  Those are my questions.


MR. KAISER:  Just on that point, the top number is what?


MR. RODGER:  $12.6 million, sir.


MR. KAISER:  And that includes or doesn't include the 3 million that is already in the third tranche?


MR. RODGER:  No, that doesn't include the 3 million.


MR. KAISER:  Twelve million over and above that?


MR. RODGER:  Yes.


MR. SARDANA:  The only thing, though, sir, is that there still could be some confusion in customers' minds if they're looking at their bills from last year, which are not weather normalized, and then we say, Okay, we are going to weather normalize those and 2006.  There may still be that confusion.


MR. KAISER:  I agree.  I mean, I think you have been very fair on this whole issue.  There is no easy answer to it.  


MR. SARDANA:  Yes.  


MR. KAISER:  Did California have any ‑‑ maybe you don't know this, but they obviously had the same issue.  Did it create a problem for them?  Did they have a lot of customer disputes as to why they weren't getting the proper rebate?  I think you told me that initially they didn't weather normalize.


DR. LÜ:  To my knowledge, in 2001 it was not normalized.  Over the past number of years, they gradually increased the complexity for the precision to minimize those concerns.  


However, there are people -- participation rates will be reduced due to the ‑‑ all sort of different things.


MR. KAISER:  What I am going to suggest -- I am not sure exactly what we're going to do.  I hate to say that on the record.  So I would ask your indulgence to let me meet with the Panel for five minutes and come back and tell you what we are going to do.


MR. RODGER:  Thank you.


MR. KAISER:  I meant that in terms of whether we issue a decision today.


MR. RODGER:  Yes.


‑‑‑ Recess taken at 6:00 p.m.
--- On resuming at 6:10 p.m.
     RULING:

MR. KAISER:  Please be seated.
     We have two issues before us; one, of course, is the threshold issue, which we deferred and said we would decide after we had heard all of the evidence; then, of course, there is the actual decision itself.
     With respect to the first matter, the Board has determined that it will hear the motion as, in fact, it has.  I don't think we need to elaborate on that.  There certainly has been evidence of changed circumstances, but I would also point out that, as I did at the outset, that that is not an absolute requirement in any event based upon the decisions of both the Court of Appeal in this province and Alberta, but in any event we are over the threshold issue.
     As to the actual decision itself, the Panel would like to consider the evidence and we just simply don't have an ability to do it this evening.  We do promise, however, to have a written decision to you no later than Tuesday.  

Is that satisfactory time for you, Dr. Lü?
     DR. LÜ:  Thank you very much, yes.
     MR. KAISER:  The Board is very much aware of the time limits here.  We realize, of course, that the longer we delay, the less time that you have to get the message out there, the less chance of success there is to the entire program.  So we are aware of that.  

At the same time, there has been some significant issues raised here and we want to give them due consideration.  We appreciate the assistance of all counsel in this regard.  Thank you.
     --- Whereupon the hearing adjourned at 6:12 p.m.
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