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14

‑‑‑ Upon commencing at 10:00 a.m.

15

MR. KAISER:
Please be seated.

16

Ms. Halladay, do you have a witness?

17

MS. HALLADAY:
Yes, we do. I think Ms. Lea may have some preliminary matters.

18

PRELIMINARY MATTERS:


19

MS. LEA:
Yes, a couple of administrative matters, sir, if it pleases the Board. Two things, first a requested correction to the transcript. We did review the transcript volume number 6 which was a day filled with econometric terminology, so I'm not going to make any significant corrections. However, there is one, I think, that affect comprehensibility and that's at paragraph 187 of volume 6. And several times in that paragraph, the word assessability, spelled a‑s‑s‑e‑s‑s‑a‑b‑i‑l‑i‑t‑y occurs. That is, in fact, supposed to be accessibility, a‑c‑c‑e‑s‑s. And the reason why that is important is that access to the system is what Mr. Camfield was talking about as opposed to the assessment of the system. So the words ‑‑ the word assessability in 187 should be accessibility. Thank you.

20

Secondly, I have some transcript undertaking responses to file. I have the answers to undertakings E.6.1, E.6.2, E.6.3. I'll provide those to the Board and my friends now.

21

MS. LEA:
Thank you, sir, that completes the matters this morning.

22

MR. KAISER:
Thank you.

23

MS. HALLADAY:
Mr. Chair, I'm pleased to present the Canadian Energy Efficiency Alliance panel on this matter. Closest to you is Mr. Peter Love, the executive director of the Alliance, and on his right is Mr. David Heeney, a consultant with IndEco Consulting. I ask that they be sworn in.

24

CANADIAN ENERGY EFFICIENCY ALLIANCE PANEL 1 ‑ HEENEY, LOVE:


25

D.HEENEY; Affirmed.

26

P.LOVE; Sworn.

27

EXAMINATION BY MS. HALLADAY:

28

MS. HALLADAY:
Thank you very much.

29

Mr. Chair, I have given Board counsel two pieces of paper that I'd like to be marked as exhibits. The first is Mr. Love's CV, which hasn't been on record yet, and the second is the summary of the history of the Alliance position on C&DM in Ontario. Could they be entered on the record and marked as exhibits.

30

MR. KAISER:
Mr. Millar.

31

MR. MILLAR:
Mr. Chair, Mr. Love's CV would be D.11.1 and the summary would be D.11.2.

32

EXHIBIT NO. D.11.1:
CV OF MR. PETER LOVE

33

EXHIBIT NO. D.11.2:
CEEA's POSITION ON C&DM IN ONTARIO

34

MS. HALLADAY:
Mr. Heeney, the Board already has your CV attached as an appendix to Exhibit C.6.

35

MR. HEENEY:
Yes.

36

MS. HALLADAY:
Could you briefly outline your qualifications as an expert in this field.

37

MR. HEENEY:
I'm the president of IndEco Strategic Consulting, a small consulting firm specializing in energy and environment issues. We've been working over the last number of years for local distribution companies, both on the gas side and on the electricity side, in conservation and demand management issues and assisting them in developing their plans and developing their strategies for seeking regulatory approval.

38

MS. HALLADAY:
Have you previously appeared before this Board and been qualified as an expert witness?

39

MR. HEENEY:
Yes, I appeared on behalf of Enbridge in their 2003 DSM application.

40

MS. HALLADAY:
Mr. Chair, I ask that Mr. Heeney be declared an expert witness in this matter.

41

MR. KAISER:
That's acceptable.

42

MS. HALLADAY:
Thank you very much.

43

Mr. Love, could you briefly explain to the Board the history of the Energy Efficiency Alliance and its position with respect to conservation and demand management issues in Ontario.

44

MR. LOVE:
Certainly. You'll have to excuse my voice. I'm at the tail end of a cold, but I hope it will hold out.

45

The Alliance was formed in 1995 as a multistakeholder organization. It was created as a recommendation from a group called the Ontario Energy Efficiency Consortium, which was a group of about 12 organizations, including at that time what was called Ontario Hydro, Consumers Gas, Pollution Probe, Consumers Association of Canada, Independent Power Producers, many of the people who you would know who come to the Board on a regular basis.

46

That group got together. Over a series of about a year they produced a report that was an action plan, and it included 30 recommendations, the first of which was that a permanent alliance be formed, and that alliance was formed. And it began its activities and we are celebrating our 10th anniversary this year as an organization, and John Fox, one of the originators behind the formation of the Alliance is our keynote speaker at Sunnybrook on Monday evening. So there you go.

47

MR. KAISER:
You're all invited.

48

MR. LOVE:
You're all invited, please.

49

MS. HALLADAY:
Mr. Love, because you are the executive director of a multistakeholder organization, could you please explain briefly to the Board the corporate governance policies or procedures as far as determining policy for the Alliance.

50

MR. LOVE:
As a nonprofit organization we've grown from 11 members to over 50 now across Canada, multistakeholder. We have an annual meeting once a year of members, those who can attend do so, those who cannot send in a proxy. At that annual meeting, a board of directors is elected. The board is fairly large, because we do need to represent people from across the country and different stakeholders, the board consists of 21 people right now. The board meets three times a year, and it meets across the country. It met in Vancouver in the fall; it will be meeting in Montreal next fall.

51

So it is a strategic board that is responsible for the overall governance of the Alliance's activities. I, myself, am not a member of the board, I am the executive director, so I'm ex officio member of the board. The board at its ‑‑ once a year, the board appoints an executive, and that executive is typically composed of the officers of the organization, the chair, the vice‑chair, the past chair, the treasurer and the secretary. And that executive meets at the call of the chair, as required, and it's that executive group that would review the activities and the positions of the Alliance on an ongoing basis.

52

MS. HALLADAY:
Thank you, Mr. Love.

53

Did you retain IndEco Consulting to prepare the document that is entered as Exhibit C.6, which is, "Towards Standardization and Simplicity for Aggressive CDM in 2006"?

54

MR. LOVE:
Yes, we did.

55

MS. HALLADAY:
And was this document approved by the Alliance?

56

MR. LOVE:
Yes, it was.

57

MS. HALLADAY:
Through the board of directors.

58

MR. LOVE:
Through the executive.

59

MS. HALLADAY:
Thank you.

60

MR. LOVE:
What I'd like to ‑‑ maybe just to give some perspective on this. I was actually, as part of our anniversary, going back through a bit of history and I think it's quite interesting. I read our first submission. When the Alliance was first created, we made a submission, as many organizations did to Donald McDonald and his commission that, people will recall, met in '95 and '96. And in that document, which is now almost 10 years old, we called for, among other things, a system benefits fund that should be created. We don't call it that right now, but it is, in effect, the third tranche of MARR. And we called for as well that the project should be delivered through existing local infrastructure, where possible. We also said that in order to avoid duplication, the fund could be managed by an independent multistakeholder organization.

61

So almost 10 years ago we didn't call it third tranche of MARR, we didn't call it a conservation bureau, we didn't call it a hybrid system, but back in '96, in our submission to McDonald, that's basically what we were suggesting was required. That's been the Alliance's position, as I said, over the last 10 years. We've continued to refine it. We've had a series of workshops, which I'll go through and summarize for you, where all of our members and non‑members have been given an opportunity to come and use our organization as an opportunity to further expound their views.

62

MS. HALLADAY:
So, Mr. Love, is it fair to say that while each individual member may not agree with each individual point that is raised by the Alliance, in fact, the Alliance's position does represent a fair consensus of its members.

63

MR. LOVE:
We would claim that it represents the majority opinion. Our board and our members would acknowledge, and have acknowledged on various times, that if, with 60 members ‑‑ or 50 members, we were to require absolute, 100 percent consent of all Alliance positions, by every one of our members, we would be left with something so bland that I wouldn't be here today. And our members recognize that. And we have various members that are here today, and who appear in front of the Board on various times, and they recognize, and we recognize, that we don't agree 100 percent on all the issues. But the executive and our board do acknowledge that the Alliance has its own position to take, and they support that and provide their input into that.

64

MS. HALLADAY:
Thank you very much, Mr. Love.

65

Now, Mr. Heeney, I refer you to Exhibit C.6. Was this document prepared under your direction and control?

66

MR. HEENEY:
Yes, it was.

67

MS. HALLADAY:
And do you have any amendments or corrections you would like to make?

68

MR. HEENEY:
I have none.

69

MS. HALLADAY:
Do you adopt this report as your evidence?

70

MR. HEENEY:
I do.

71

MS. HALLADAY:
Thank you.

72

Could you briefly summarize the key points in your report?

73

MR. HEENEY:
Yes.

74

The Alliance supports three key actions:

75

First, establishment of a lost revenue adjustment mechanism and incentive mechanism for 2006, that sends the right financial and business signals to the utilities to carry out successful, aggressive CDM.

76

Secondly, a mechanism for LDCs who have spent their conservation and demand management budgets from the third tranche, to apply for inclusion of the cost of conservation and demand management programs in their 2006 rates.

77

And thirdly, the establishment of procedures to simplify calculations of incentives and to simplify auditing and evaluation.

78

In the report, the rationales and suggestions for doing these are presented.

79

MS. HALLADAY:
Thank you. Mr. Heeney, how does your proposal differ from those put forward by Mr. Goulding, Mr. Chernick and Mr. Gibbons?

80

MR. HEENEY:
I see their suggestions and ours as largely consistent but with some subtle distinctions. The big challenge is balancing the ideal, economically‑rational analyses with day‑to‑day practice. I don't, generally, disagree with the economic approach that they have laid out over the last few days, and in their evidence. But, based on my experience in the gas sector, and, more recently, with electricity LDCs, I'm open to finding a more pragmatic approach, one that is not contrary to the principles expressed by the other experts, but one that reflects the reality of the electricity market in Ontario at this time.

81

In our submission, we, perhaps, go farther in making concessions for administrative ease than some other of ‑‑ some of the other parties. But this is aimed at reducing uncertainty for the LDCs, that the programs they design and deliver will be approved, and reducing some of the arguments and time that is spent in other ADR and Board proceedings here, in Ontario, around these issues on the gas side.

82

I understand the economic arguments that have been made, and the rationale behind them. The Alliance is merely trying to assist the Board in finding a way to deal with these issues in as pragmatic a way as possible. Much of the questioning of our evidence on the use of TRC and the incentive mechanism, which, itself, is a substitute for the more appropriate societal‑cost test.

83

I wish to reiterate that the Alliance supports the 5 percent total TRC incentive. We're asking the question of whether we might simplify the regulatory burden for LDCs if we base the incentive on physical units, megawatts and megawatt‑hours, rather than TRC, in 2006. These physical units are more broadly understood, are consistent with the Minister's demand‑reduction targets. We wish to consider what it would mean to use these units.

84

We also suggest that one of the ways of reducing the regulatory burden is to lay out, very clearly, exactly how the TRC is to be calculated, to identify the key variables or how those key variables are to be determined.

85

With respect to auditing, which was the subject of discussion over the last couple of days, our position is that there should be consistency between the way the Board treats audits for all LDC activities, including CDM. This is particularly the case, since the CDM spending that we've been discussing is in the range of 1 percent of total revenues for 2006.

86

Some intervenors seem to be suggesting that the utilities should not be trusted to act in the best interests of the ratepayers. The Board has no evidence to suspect the motives and honesty of the LDCs. If utilities abuse that trust, they can be dealt with on an individual basis. We're spending so much time worrying about abuses, we're not providing enough support and encouragement to enable utilities to do what is best.

87

MS. HALLADAY:
Overall, do you see a wide divergence between the positions of the Alliance and the other parties who have presented evidence before the Board?

88

MR. HEENEY:
No, I don't. The Alliance and the witnesses called by the Board Staff, by GEC, and by Pollution Probe, all recognize that there are significant opportunities to realize societal benefit from the pursuit of aggressive, cost‑effective DSM ‑‑ or CDM.

89

Further, I think we all agree, we should get on with it, to build on third‑tranche initiatives, not to wait until everything is resolved with the Conservation Bureau of the OPA. And to do this, a budget for CDM is needed.

90

We also recognize the need for an LRAM and an incentive mechanism, and we support an incentive mechanism based on TRC, even if the Alliance is willing to entertain other types of incentives.

91

Finally, we agree, to some extent, on the value of reaching agreement up front on some of the key inputs into the evaluation and analysis.

92

So, in the big issues, there's very broad agreement amongst the other three witnesses and ourselves. What we are discussing is how, or where, we trade off theoretical rigour and practical convenience.

93

MS. HALLADAY:
Thank you, Mr. Heeney.

94

Those are my questions.

95

MR. KAISER:
Mr. Shepherd?

96

MR. SHEPHERD:
I think Mr. Poch will go ahead of me.

97

MR. KAISER:
All right.

98

Mr. Poch?

99

MR. POCH:
That's fine, Mr. Chairman.

100

CROSS‑EXAMINATION BY MR. POCH:

101

MR. POCH:
Thank you, Mr. Heeney. That was very helpful, how you've set the stage there. I think you're ‑‑ we can see that that's the case. So let's just focus on ‑‑ without wanting to amplify the differences, let's focus on them, so we can help the Board with these practical differences.

102

Let's talk about the incentive, first. You've indicated that your ‑‑ the Alliance is supportive of a TRC‑based incentive, but offers this other alternative, which, maybe ‑‑ benefits of simplicity, that it's an incentive based on kilowatts or kilowatt‑hours. Correct?

103

MR. HEENEY:
Correct.

104

MR. POCH:
All right. And I just wondered, to look at some of the trade‑offs that are involved in seeking that simplicity, can you tell me, with the TRC, first of all ‑ I think you'd agree ‑ it looks at this stream of benefits and costs associated throughout the life of a measure, and discounts it all back to present value. I take it, with a kilowatt or kilowatt‑hour incentive, that would not be the case?

105

MR. HEENEY:
I think that it could be the case. Certainly, I know, yesterday, there was discussion about a measure that saved $1,000 for one year versus ten years. And, obviously, we would attach greater importance to one that saved 1,000 kilowatt‑hours for ten years. It saves 10,000 kilowatt‑hours.

106

MR. POCH:
How would you do that?

107

MR. HEENEY:
You would multiply the savings over the life of the measure.

108

MR. POCH:
Okay. And would you then discount, somehow, because ‑‑

109

MR. HEENEY:
One could do that, if one attached greater value to savings today than to savings in the future.

110

MR. POCH:
All right. And, similarly, for kilowatt‑hours, different times of day, would you intend to make such a distinction?

111

MR. HEENEY:
I think you would have to look at that on an individual, measure‑by‑measure basis. Yesterday, we talked, or Mr. Gibbons talked, about a program to replace refrigerators. And I suppose, technically, in the TRC, you want to look at how much ‑‑ when the refrigerator cycles on during the day, whether it's at 3:00 in the morning or 2:00 in the afternoon, what the price is at those times, and multiply that stream of prices and savings over 15 years.

112

But I don't think anyone's proposing that. So we would look at the average ‑‑ some kind of average price, wherever that was determined, and we would look at some average, kind of, energy savings for the TRC. And, if we were to base the incentive on kilowatt‑hours ‑ again, we would be considering the average kilowatt‑hours ‑ I don't think any of the LDCs in Ontario would be so naive as to ‑‑ or silly to design a program specifically targeted at saving electricity at 3:00 in the morning, when there aren't supply constraints.

113

MR. POCH:
Now, the TRC, I think you'd agree, includes the ‑‑ on the negative side of the balance sheet, the sums ‑ the delivery costs, the program costs, the overheads ‑ of the C&DM effort. Correct?

114

MR. HEENEY:
Correct.

115

MR. POCH:
Right. So, to that extent, if a utility is efficient in its marketing and delivery, it can enhance the TRC. Although it may not be the dominant effect, it is one aspect of a TRC‑based SSM. Correct?

116

MR. HEENEY:
That's correct, yeah.

117

MR. POCH:
And I take with a kilowatt or kilowatt‑hour incentive that that would not be built in.

118

MR. HEENEY:
That would not be built into the incentive, but it would still be built into the design of screening of programs.

119

MR. POCH:
And so what you're saying is that the Board, as a guideline, could tell utilities to be cognizant of that concern in their screening.

120

MR. HEENEY:
I think generally in selecting programs and screening programs there are a number of considerations that come into it. One is, historically, there's been a desire to have programs that cover the different customer classes or groups. There are constraints that the LDCs face, particularly in this uncertain environment, over their ability to deliver any particular program. And so when they're choosing the mix of programs in their portfolio, they would take into account all of those factors, including the relative cost effectiveness of programs.

121

MR. POCH:
So you're suggesting the utilities would naturally ‑‑ it would be their practice to take into account the cost effectiveness of their program design.

122

MR. HEENEY:
Absolutely.

123

MR. POCH:
But the incentive itself wouldn't incent that.

124

MR. HEENEY:
That's right.

125

MR. POCH:
And finally, you'd agree that the TRC is now a well‑understood, well‑documented approach that's used in many jurisdictions in North America.

126

MR. HEENEY:
The TRC is well understood in some communities, in the economics community and those forced to sit around with economists. It's not understood by people on the street, and to some extent it's not understood by the marketers and salespeople who would be delivering these programs.

127

MR. POCH:
Okay.

128

MR. HEENEY:
The second part of your question was about its use in other jurisdictions.

129

MR. POCH:
Well, I'm simply saying it's the industry standard.

130

MR. HEENEY:
I'm not sure that I would agree with that. I think it is used in a large ‑‑ in a number of jurisdictions, but there are also, as pointed out in Mr. Goulding's evidence and as we saw in some work that we did for Enbridge on practices in other jurisdictions, that there are other types of incentives in place, including incentives based on kilowatt‑hours, kilowatts. There are some based on budgets expended, and there are other types as well.

131

MR. POCH:
And just on the point you make that the TRC may be Greek to the end‑use consumers out there, I take it you'd agree that that's true of almost every aspect of utility regulation.

132

MR. HEENEY:
That's probably true, yes.

133

MR. POCH:
Okay. Not to be critical.

134

Turning then to this ‑‑ you've suggested you're looking for practical solutions to implementation, to administration. You at page, I believe it's page 15 and 16 of your report, the list is actually on page 16, at the top, are offering at least an outline of what an audit protocol that the Board ‑‑ you're suggesting the Board invite the utilities to utilize; correct?

135

MR. HEENEY:
I'm sorry that ‑‑ we're suggesting the Board invite the utilities ‑‑

136

MR. POCH:
I take it, in this part of your evidence, you're saying here is an audit protocol or here are some of the features that should be included in an audit protocol, and the Board should set out such a protocol for the utilities to use.

137

MR. HEENEY:
Yes.

138

MR. POCH:
And I just wanted to use your list as a convenient way to clarify this discussion that's been going on about auditors, and evaluators, and Board advisors. And we've given this person or these people various titles, but maybe we should just look at the tasks to be done and where they might be situated.

139

You've indicated you support some kind of centralized, up‑front registry and approval of inputs; correct? Pre‑approval.

140

MR. HEENEY:
There should be a default set, yes. But if there are local circumstances that suggest deviation from those, those local, whether they're the LDCs themselves or someone else delivering the program, would be welcome to bring forward evidence for why they deviate from the default values.

141

MR. POCH:
So I think both you and Mr. Chernick, and I imagine Mr. Gibbons may agree when he takes the stand, would say you can seek pre‑approval on ‑‑ you can rely on the generic ones that may have been pre‑approved, you can rely on inputs that others have sought approval for, you can seek pre‑approval for specific inputs that are not commonly used out there, but you may be using a particularly program in your franchise as either the LDC or its agent.

142

MR. HEENEY:
Right.

143

MR. POCH:
Or you can take your chances and deal with it at the back end and hope the Board likes them at the end of the day.

144

MR. HEENEY:
I suppose I agree with that. I'm not sure I like the phrase "take your chances." I think they would be expected to bring forward evidence for why they deviated from the default values, if that deviation was ‑‑

145

MR. POCH:
I didn't mean to suggest it was a sport, but yes, okay.

146

You were kind enough in appendix A to provide some examples of ‑‑ page 19 of your evidence, for example, net to gross ratios, which I take it is another phrase for free‑ridership. It captures free‑ridership and free drivers.

147

MR. HEENEY:
That's right.

148

MR. POCH:
And on page 20, examples of default values to use for life of measures for various measures. And this is what you mean by pre‑approval, that the Board, or its agent, or some central entity would maintain such a list and update it annually, as required.

149

MR. HEENEY:
That's what I mean. It wouldn't necessarily have to be the Board. That might be a role that the conservation bureau could take, on or some other party but ‑‑

150

MR. POCH:
Ultimately, we'll all hold our breath and see, but yes, I understand your point.

151

Okay. Would you agree that there's ‑‑

152

MR. HEENEY:
Can I just add one thing? For 2006 it's not going to be the conservation bureau, and I'm suggesting that the Board put in place a mechanism. It wouldn't obviously be the Board who would develop this, but they would sanction a committee or a group that would put together a set of data, and this is just an example.

153

MR. POCH:
And that's consistent with the conservation working group suggestion of an advisory group to a Board‑appointed, it's styled as an auditor in that thing, whether we call them an auditor or not, a Board‑appointed DSM expert.

154

MR. HEENEY:
That's right.

155

MR. POCH:
And I take it then that since the Board is ‑‑ you're suggesting the Board then give its imprimatur to this proposal so that the utilities can place some reliance on it.

156

MR. HEENEY:
Yes, and it's intended to deal with really two issues. One is that reliance, so they feel more comfortable going forward, and secondly, the issue of duplication that we've discussed, that no one wants excessive duplication where there's not a reason for it.

157

MR. POCH:
Okay. Now, just ‑‑ cognizant of the concern for due process here, would you suggest that proposals such as these, whoever makes them, be somehow posted so there's perhaps a brief comment period so anybody could register a concern before the Board signs off?

158

MR. HEENEY:
That sounds like a reasonable thing to do, yes.

159

MR. POCH:
Okay. All right. And is there a distinction to be made between inputs, such as the ones you've included in the appendix, and pre‑approval of marketing strategy, for example? That in some cases ‑‑ let me back up. I imagine it's conceivable that there'll be very standard marketing packages that you could conceivably pre‑approve, but that in general, what we're talking about here is the assumptions such as measure life, free‑ridership rate, savings per measure, those sorts of things are the inputs we're talking about getting pre‑approval on.

160

MR. HEENEY:
Primarily. I think some of the other marketing issues, as Mr. Chernick talked about, the difference between a town where there's one Home Depot where everybody buys something and another town where there are multiple sources or types of places where someone might achieve or might go to purchase a particular product. And clearly, the same marketing approach wouldn't necessarily work in both of those situations. Those would have to be dealt with.

161

MR. POCH:
Indeed, that's one of the strengths of utilizing the LDCs, is we can accommodate that, we can encourage that diversity.

162

MR. HEENEY:
Absolutely. That's one of the strengths of using the LDCs, that it can deal with that ‑‑ I mean, there's several aspects. One is that there's the diversity. Different LDCs have different strengths and different interests, and can develop, in these early years, a basket of programs that can be rolled out to other ones; that it's a source of innovation. Secondly, that the LDCs can deal with specific local opportunities that are present in their service areas.

163

MR. POCH:
Right. And, indeed, if we're talking about incenting performance here, we don't want to freeze them, in particular, in pre‑approved marketing mode, do we? We want to give the practitioners freedom to adapt, and be smart and innovative as they go to get ‑‑ as they chase the cheese.

164

MR. HEENEY:
Absolutely. And this is something that would be refined over time.

165

MR. POCH:
Okay. All right. So that's the front end of the process. And I think we ‑‑ so far we're not discovering any great differences between the experts.

166

MR. HEENEY:
No.

167

MR. POCH:
Let's look at the back end of the process. I take it that each LDC, or group of LDCs, acting in concert or through an agent, would do some form of an evaluation report after the close of the year.

168

MR. HEENEY:
Well, we already have precedent for that in that the LDC's whose third‑tranche plans have been approved have been instructed to bring forward a cost‑benefit analysis of the programs they've delivered.

169

MR. POCH:
And they might do that internally, they might hire an external expert, they might do it in groups. Agreed?

170

MR. HEENEY:
Agreed.

171

MR. POCH:
Okay. And that evaluation report would be made public, and submitted to the Board, in your view, in support ‑‑ as evidence in support of the request to clear the variance accounts?

172

MR. HEENEY:
I should say that the Alliance hasn't specifically discussed issues in this level of detail.

173

MR. POCH:
I understand. I'm asking you, wearing your expert hat, rather than as ‑‑

174

MR. HEENEY:
Yes, it would. And that's consistent, again, with the approvals that have already been granted to the LDCs in their third tranche, that they ‑‑ the cost‑benefit analysis, or the evaluations that they do of their programs, would be presented to the Board and would be on the public record.

175

MR. POCH:
Okay. So, certainly, each utility would be responsible for, in its franchise area, counting up the number of participants, for example, as Mr. Chernick maybe inappropriately called his "bean‑counting."

176

MR. HEENEY:
Yes.

177

MR. POCH:
All right. Now, there's a question about auditing. And I think you made some comments about having some trust for these utilities. I take it that some of this counting‑up may well be something that could be done by the utility's financial auditors, simply making sure that the incentives paid out are what the utilities have actually signed are what they say they signed.

178

MR. HEENEY:
Exactly.

179

MR. POCH:
All right. And some of it ‑‑ some of this evaluation is much more a DSM expertise, for example, seeing if the free‑ridership in the sector you've served with your programs is what you had projected.

180

MR. HEENEY:
I would agree that seeing if the free‑ridership in the programs is what you projected is more within DSM expertise than the expertise of financial auditors. Whether that should be part of the audit of the programs ‑‑

181

MR. POCH:
Right.

182

MR. HEENEY:
‑‑ or whether that is something that would be done on a spot basis, or where there was identification of a particular need to look at those, I'm not sure ‑‑

183

MR. POCH:
Okay.

184

MR. HEENEY:
‑‑ you would do it for every utility for every program every year.

185

MR. POCH:
Right. And, in the conservation working group proposal, you wouldn't adjust that retroactively in the year ‑‑

186

MR. HEENEY:
Right.

187

MR. POCH:
‑‑ when you go to clear the incentive accounts. But you would want ‑‑ at least, perhaps, at a provincial level, you would want someone keeping an eye on these assumptions, and updating them for future periods. Correct?

188

MR. HEENEY:
Absolutely.

189

MR. POCH:
All right. And that could be a role of the central advisor to the Board, and its ‑‑ an advisory group, if there is one?

190

MR. HEENEY:
It could be a role ‑‑

191

MR. POCH:
Okay.

192

MR. HEENEY:
‑‑ of that body, yeah.

193

MR. POCH:
All right. Well, thank you. That's helpful in that regard.

194

No, I think I've covered it. Thank you, Mr. Chairman. Those are my questions.

195

MR. KAISER:
Thank you, Mr. Poch.

196

Mr. Shepherd?

197

MR. SHEPHERD:
Thank you, Mr. Chairman.

198

CROSS‑EXAMINATION BY MR. SHEPHERD:

199

MR. SHEPHERD:
Mr. Heeney, I have just three areas.

200

First, could you turn to page 8 of your materials, at the bottom there. Do you have that?

201

MR. HEENEY:
Yes.

202

MR. SHEPHERD:
At the bottom of the page, in the last complete paragraph, you say that you agree with Mr. Gibbons' sensitivity analysis on the SSM. Do you see that?

203

MR. HEENEY:
I agree that the result of that sensitivity analysis suggests a level of pay‑out that's not unreasonable, from a ratepayer perspective, yes.

204

MR. SHEPHERD:
You don't agree that his numbers are right?

205

MR. HEENEY:
I haven't looked in detail at the specific foundation for each of those numbers, no.

206

MR. SHEPHERD:
Sorry, I got the impression that you were agreeing with his analysis. You are not agreeing with his analysis, then. You haven't actually ‑‑

207

MR. HEENEY:
I'm neither agreeing nor disagreeing.

208

MR. SHEPHERD:
You're saying, If he's right, it's not unreasonable?

209

MR. HEENEY:
As I recall the analysis, it was based on some evidence from other jurisdictions, and Ontario, of the relative ratio of TRC benefits to program costs. I haven't independently looked at those data, or verified them. I have no reason to suspect that Mr. Gibbons hasn't recorded those properly.

210

From that point, it's a fairly straightforward set of calculations to produce the incentive. I haven't independently verified his calculations, but, again, I have no reason to suspect that they're incorrect. And, just looking at them, they don't strike me as being incorrect. I didn't notify ‑‑ or notice any particular errors with them. But, as I say, I haven't gone through and tried to replicate them. And so, as far as I know, they are correct. They look reasonable. And the conclusion that he draws from them seems reasonable from the evidence that's presented.

211

MR. SHEPHERD:
Okay. So there's really two assumptions in his calculations, aren't there? The first assumption is the range of possible benefit ratios; right? 2:1, 3:1, 7:1, like that; right?

212

MR. HEENEY:
Yes.

213

MR. SHEPHERD:
And he's used a range, I think, from 2:1 to 7:1; is that right? Something like that?

214

MR. HEENEY:
I think, for some of the individual programs, he cited some ranges that were actually ‑‑ some numbers that were actually lower than that.

215

MR. SHEPHERD:
No, sorry, in the sensitivity analysis. Let me put it to you another way.

216

MR. HEENEY:
I know he used the 7:1 one, which is from Enbridge. I don't recall specifically whether he used 2:1 or 1.5:1.

217

MR. SHEPHERD:
Do you think that that ratio ‑‑

218

MR. HEENEY:
One was the lowest.

219

MR. SHEPHERD:
Sorry. Do you think that that ratio, 7:1, is a reasonable top‑side average that an LDC could achieve this year ‑‑ in 2006?

220

MR. HEENEY:
I don't have any personal knowledge of what that would be. Based on the evidence that was presented, that's what Enbridge achieves, but that seems higher than what other utilities have achieved.

221

And we are in an early stages of CDM in Ontario. A lot of the utilities are still learning. They're doing program design, which is front‑end expensive. So I would expect that what they would achieve would be lower than the 7:1 that Enbridge, who has a mature set of programs, has achieved. But that's ‑‑ not complete speculation, but I don't have any specific evidence that would lead me to say what the number is going to be, one way or the other.

222

MR. SHEPHERD:
Now, the other assumption that Mr. Gibbons had to have in doing those calculations is the assumed budget for 2006; right?

223

MR. HEENEY:
Yes.

224

MR. SHEPHERD:
And he's assumed a range from 45 million to 90 million across the province. Do you think that that's a reasonable range to assume for across‑the‑province total CDM spending, customer‑side only?

225

MR. HEENEY:
Well, I think there are a number of things that go into determining that, one ‑‑ not the least of which is what the outcome of this proceeding is, and what the Board instructs the LDCs to target their activities at, or, perhaps, requires them to put it at ...

226

One of the things that we do know is that we have $160 million from the third tranche. And many of the LDCs have chosen to spread that over two or three years. There are a couple who plan to spend all of their third tranche money in 2005, but I think that's probably the exception rather than the rule. So they're, sort of, comfortable with spending something in the order of $160 million largely over 2 or 3 years, so that would be $80 million a year if you take the low end of that. I think that our objective ought to be to push them to do more, because the constraints that they're facing are they don't know what the long‑term framework is for CDM, they don't know if there's going to be multi‑year programs that they can deliver, they don't know exactly what the role of the conservation bureau is, and therefore, they're not prepared to staff up and they have to compete for management time in delivering all these programs with smart meters, with a new set of rate structures, time of use and so on, and these folks had a full‑time job before any of this stuff came on the horizon.

227

So I think that they are going to be constrained by their ability to ‑‑ if anything, there are constraints to them spending a lot more money, and my personal guess, again this is my guess, not the Alliance, because the Alliance hasn't discussed these issues as far as I'm aware, is that 45 to $90 million is not an unreasonable range for a sensitivity analysis. What it will actually come in at, again, depends partly on the results of this proceeding, but I would be surprised if, in the absence of major changes in the environment, that it was going to be anything more than the 90 million number.

228

MR. SHEPHERD:
Just on that, following along with what you just talked about, with all these things going on in the utilities, this is actually a very difficult time to give them a bunch of money and say, Go do this new thing; right? It's hard for them.

229

MR. HEENEY:
They face certain constraints and, as I mentioned, one of those is that they're not sure of what the long‑term prospect is. So I would guess that most of the utilities, certainly all of the ones that we have worked for, are not prepared to hire new staff to be the director of CDM or something like that and therefore, their ability to deliver programs and spend money, even though they're looking for partners and contracting out, there are constraints on management time to direct towards CDM activities.

230

MR. SHEPHERD:
Now, all week when we're been talking about C&DM here, we've been talking about it as if 2006 is a special case. And we're going to have a set of rules for 2006 and a different set of rules after that. I take it that it's a fair conclusion from what you've said that one of things the Board could usefully do this year in its 2006 rate handbook is say, This range of budget, if you like, is something that we think is not just good for 2006, but on an and ongoing basis you should assume that you're going to be spending in these sorts of ranges and you should gear up for it. Does that make sense?

231

MR. HEENEY:
Well, if the Board were prepared to do that, that would certainly make things somewhat clearer for the LDCs, and I would guess that they would change their behaviour ‑‑ they may change their behaviour somewhat in response to that direction.

232

MR. SHEPHERD:
And that would mean that their programs in 2006 would be likely to be somewhat better, because they're thinking longer term and they're making a more permanent commitment; right?

233

MR. HEENEY:
I'm not sure "better" is the right word. I think that that would come into their decision making. I think they're looking for good programs, and I think they want to deliver good programs and they're making good decisions, they just may feel that they have a broader range of opportunities available to select from if that direction was given.

234

MR. SHEPHERD:
Wonderful. Okay.

235

Let me move to a second area then. On page 6 of your material you talk about SSMs. And you agree with the Pollution Probe SSM, the insipid results SSM as I've taken to calling it, which is that 5 percent of all TRC benefits. You've agreed with that; right?

236

MR. HEENEY:
The Alliance has reviewed that and has said that that's an acceptable SSM.

237

MR. SHEPHERD:
Okay.

238

MR. HEENEY:
For 2006.

239

MR. SHEPHERD:
Let me just stop you there, Mr. Heeney. I'm actually not interested in the Alliance's point of view. You're the qualified expert, I'm interested in your expert opinion.

240

MR. HEENEY:
I think for 2006 it's very important that a message be sent to the utilities that these activities are valued and that there's an incentive for them. The specific nature of the incentive is something that would be enhanced or developed over time. For 2006, the number ‑‑ I think that the proposal is a reasonable proposal. It's not particularly generous, especially for smaller utilities, they might expect an incentive in the order of $20,000 or $25,000 in some cases. I would guess that some of them might even feel that it's not worth the effort to apply for it, but yet I think they would still value having an incentive. So I think the proposal is a reasonable one for 2006.

241

MR. SHEPHERD:
Now, you're emphasizing that it's reasonable for 2006. I take it ‑‑ you have quite a bit of experience in SSMs, haven't you?

242

MR. HEENEY:
I have some experience in incentive mechanisms.

243

MR. SHEPHERD:
And I take it you'd agree that good SSMs generally only incent above‑average performance. That's a good, sort of, assumption when you're structuring an incentive for conservation efforts; right? Generally?

244

MR. HEENEY:
Well, there certainly are incentives that do that. I think we have to look at what the incentive is trying to do to answer that question specifically. And Mr. Chernick, in his evidence and in other evidence that's been before the Board, laid out some of the barriers that LDCs face and want ‑‑ are wanting to do CDM programs generally, and how do you get them to think ‑‑ how do you get the management's attention, how do you get them to think of CDM as a business opportunity on the utility side.

245

On the public side, at some level, every kilowatt‑hour that they save or every dollar of TRC that they save is bringing public benefits that wouldn't be there if they didn't have those programs. And, you know, we're talking about a very small percentage of those public benefits being shared with the LDCs. I'm not sure that we would necessarily characterize that as insipid. At this point, anything we get is valuable, because for the last X number of years we've had nothing.

246

MR. SHEPHERD:
The biggest problem with a performance‑based SSM in 2006 is the practical difficulty of setting targets this early in the game, isn't it?

247

MR. HEENEY:
Well, the setting of targets is an interesting question in and of itself. Certainly, I would expect the LDCs to set internal targets, which would be somewhat derived from their budgets and what they think they can do. I'm not convinced that there should be externally‑set targets for them. If the incentive is right, they'll set their level at the ‑‑ they'll deliver the quantity of CDM programs with CDM benefits that are appropriate.

248

MR. SHEPHERD:
Well, but it's true, isn't it, that if you have an SSM that only incents above‑average performance, then you have to have some sort of threshold or target to measure above‑average performance; right?

249

MR. HEENEY:
If you have an incentive that only incents ‑‑ sorry, what was the phrase?

250

MR. SHEPHERD:
Above‑average performance.

251

MR. HEENEY:
Above‑average performance, then obviously you have to have some measure of what average performance is to determine what above‑average is.

252

MR. SHEPHERD:
And as a practical matter, it's pretty difficult to do that this year.

253

MR. HEENEY:
I would say yes, it's very difficult.

254

MR. SHEPHERD:
Let me turn to LRAM, and you've proposed a prospective LRAM for 2006; correct?

255

MR. HEENEY:
I think that we say that a prospective LRAM is preferable. I'm not sure that we would be opposed to a retrospective LRAM, but obviously you want that to be small, particularly as we go forward. But, in the short term, yes, we do say that it should be prospective. But I'm not sure that, if it's retrospective, and it's relatively small, that that's a problem. It's preferable that it be prospective.

256

MR. SHEPHERD:
You're aware that the Board has already determined that whatever the LRAM is for 2006 will be applied to 2005, as well. Were you aware of that?

257

MR. HEENEY:
Whatever the LRAM is?

258

MR. SHEPHERD:
Yes. Whatever this Board determines, in this process, the LRAM is going to be for 2006, the Board's already said they're also going to apply it to 2005. Were you aware of that?

259

MR. HEENEY:
I was not aware of that, no.

260

MR. SHEPHERD:
Okay. And one final question on this, and this is to do with cost allocation: Is it necessarily the case that you would allocate the costs of programs the same way as you would allocate the cost of the SSM or the LRAM? Is that necessarily the case?

261

MR. HEENEY:
Do you mean could someone get a higher percentage of the incentive than they put in ‑‑

262

MR. SHEPHERD:
When you're doing cost allocation between classes, which ratepayers pay?

263

MR. HEENEY:
Oh, across ‑‑ okay. Sorry.

264

MR. SHEPHERD:
There's no necessary reason why the budget costs are allocated the same way as the LRAM or the SSM; right?

265

MR. HEENEY:
I'm not sure I know what you mean by allocating the LRAM or the SSM across those classes.

266

MR. SHEPHERD:
Well, somebody's got to pay for these things; right?

267

MR. HEENEY:
Yes.

268

MR. SHEPHERD:
The LRAM has to come from certain ratepayers. You have to decide which classes you charge it to. Same with the SSM. Right?

269

MR. HEENEY:
Well, I think ‑‑ I'm not sure I have an opinion on exactly how that would be allocated. That's a cost of business that everyone benefits from. One could look at how those costs are distributed, but I don't ‑‑ I haven't really given much consideration to exactly how that would be done.

270

MR. SHEPHERD:
Okay. I won't pursue that, then.

271

Mr. Chairman, those are my questions.

272

MR. KAISER:
Thank you, Mr. Shepherd.

273

Mr. White?

274

MR. WHITE:
I have no questions, Mr. Chairman.

275

MR. KAISER:
Anybody else have any questions?

276

Yes, sir.

277

CROSS‑EXAMINATION BY MR. ALEXANDER:

278

MR. ALEXANDER:
Mr. Chairman, my name is Basil Alexander. I'm here today representing Pollution Probe.

279

Good morning, Mr. Heeney and Mr. Love. I just have a few questions for you, regarding two areas.

280

Mr. Poch has already covered most of my questions regarding the shareholder incentive and most ‑‑ and my questions are directed to Mr. Heeney. However, I do want to explore one area very briefly with you.

281

If I understand your response to Mr. Poch correctly, one of the ‑‑ regarding the consideration of costs with respect to determination of the incentive, essentially, setting aside all of the other factors that would need to be accounted for that, the cost‑effectiveness is one factor that would determine the amount of incentive that an LDC would receive. So, for example, if two utilities have the same program, end up having the same benefits at the end of the day, but one costs more, the one that ‑‑ the amount of incentive that the utilities would receive would be slightly different, based on the cost. Would that be correct?

282

MR. HEENEY:
In an incentive‑based on TRC, that would be correct. In an incentive based on kilowatt‑hours or kilowatts, it would not be correct.

283

MR. ALEXANDER:
I am focussing on the TRC right now.

284

MR. HEENEY:
Yeah.

285

MR. ALEXANDER:
The second question I have is regarding ‑‑ specifically, about the cost. Would those costs be based on forecast costs or actual costs, in order to determine the incentive?

286

MR. HEENEY:
Well, certainly, to the extent that the costs are based on a number of light bulbs purchased, or a number of other measures purchased, they would be based on actuals. The cost of ‑‑ I can imagine some situations where they might be based on the forecast. If, in designing the program, the intention was to, say, give people a dollar for buying a compact fluorescent light, it would be ‑‑ it might be appropriate to say, Well, the cost of these lights is $2 ‑ and that would, presumably, be based on something, not just pulled out of the air ‑ and then, if it turned out that they could get a great deal for buying in quantity, or if it turned out they were slightly more expensive than that, there may be an argument for sticking with the original estimate, rather than with the actual.

287

I'm not sure if I'm answering your question, if that's what you're getting at, or ‑‑

288

MR. ALEXANDER:
I think what I'm getting at, essentially, at the end of the day, is this: If we were to use forecast costs, and then we look at the actual costs afterwards, then the incentive would need to be adjusted, accordingly. Would you agree with that?

289

MR. HEENEY:
I think the objective is to give the LDCs some comfort that ‑‑ going forward, that things that they've built into their program design are reasonable, and are not going to dramatically change.

290

In some cases, I think they would ‑‑ I mean, in the case of the light bulbs that I gave, if it turned out that the light bulbs were going to cost twice as much as they had anticipated, I think they would know that in the course of the program, and could decide whether or not they wanted to pursue that program. And, therefore, it wouldn't be unreasonable to base it on the real costs.

291

In the case of things that are outside their control, assuming that they acted reasonably, and did not ignore evidence before them that the cost had changed dramatically from what they were in their forecast, or in their plan, I don't see a compelling reason for choosing the actual over the forecast.

292

MR. ALEXANDER:
Let's look, now, at the kilowatt‑hour test. So, now, if I understood ‑‑ if you could repeat again in ‑‑ for the kilowatt‑hour test, would that be based on forecast costs or actual costs?

293

MR. HEENEY:
The kilowatt‑hour test is independent of the ‑‑ paying the incentive based on kilowatt‑hours is not affected by the cost, whether forecast or actual.

294

MR. ALEXANDER:
The second area I want to briefly explore with you is regarding the auditor, and if you ‑‑ and auditing, generally.

295

If you could please turn to page 15 of your evidence, and I'm looking at the middle of the first paragraph, at section 4.2, it reads:

296

"The LDC would be expected to retain a third‑party auditor to carry out the audit in accordance with the Board's audit protocol."

297

Correct?

298

MR. HEENEY:
Yes.

299

MR. ALEXANDER:
If the LDC gets to choose its own auditor, wouldn't you agree that the utilities will have an incentive to seek out lenient auditors?

300

MR. HEENEY:
To the same extent that they have an incentive to seek out lenient financial auditors, I suppose that that's true.

301

MR. ALEXANDER:
For example, like ‑‑ they have an incentive to seek out gentle auditors, in the hope that the auditors could also be ‑‑ from the auditing perspective ‑‑ I'll started that again. From the auditor's perspective, for the auditors that are hired by the LDC, wouldn't you agree that the auditors would have an incentive to give the LDCs gentle audits, in the hope of being hired back the following year?

302

MR. HEENEY:
No, I don't think so. I think that the auditors would be professionals, and they would know that they would be accountable to the Board for the accuracy and quality of the audit that they deliver. And I think that their professional reputation would be more important than the expectation that they would get a repeat contract from a particular LDC for delivering a lenient audit.

303

MR. ALEXANDER:
Wouldn't you agree, though, that it would be more efficient and cost‑effective to have one auditor auditing 90 utilities rather than having 30 or 40 different auditors?

304

MR. HEENEY:
That's not clear to me, that it would be more efficient ‑‑ did you say "cost‑efficient"?

305

MR. ALEXANDER:
I used the word "efficient" in my question.

306

MR. HEENEY:
More efficient?

307

MR. ALEXANDER:
"Efficient and cost‑effective" was the wording I used.

308

MR. HEENEY:
No, that's not clear to me. To do 90 utilities, you're going to have multiple people doing it. It's not going to be one individual in any event, and whether that ‑‑ if you have ‑‑ if you need 5 individuals, whether they are in 5 different firms or whether they're in the same firm, I'm not sure it makes a significant difference. Obviously, there would be advantages to the sharing of the information, particularly going forward, and I think that that's something that would happen in any event, because these audit reports would be part of the public record.

309

MR. ALEXANDER:
Okay. In addition, wouldn't you agree with me that there would be a greater likelihood of consistency between audits of various utilities where judgment calls are required if there is one auditor instead of 30 or 40 auditors, 30 or 40 different auditors.

310

MR. HEENEY:
Again, I think that partly that's a question of the extent to which the audit protocol can specify the methodology. There are going to be things that the audit protocol cannot do, but you're still going to have different auditors, whether they're from the same audit company or different audit companies, who will come to perhaps different ways of evaluating a particular special case. And I don't see a major benefit to the Board, for example, taking one audit firm and giving them the responsibility for auditing 90 utilities.

311

MR. ALEXANDER:
But you do accept that there will be judgment calls and ‑‑

312

MR. HEENEY:
There will be judgment calls, and it's possible that different auditors, whether from the same firm or different firms, would make those judgment calls in somewhat different ways. But to me, that's independent of whether the auditor is hired by the Board or hired by the individual LDCs.

313

MR. ALEXANDER:
But there would be greater consistency if it was the same firm doing all of the audits instead of using different firms, wouldn't you agree with me on that?

314

MR. HEENEY:
I have no evidence to suggest that that would be true.

315

MR. ALEXANDER:
Thank you, Mr. Chair. Those are all my questions.

316

MR. KAISER:
Thank you, Mr. Alexander.

317

Mr. Millar.

318

CROSS‑EXAMINATION BY MR. MILLAR:

319

MR. MILLAR:
Mr. Chair, I took interest in one of the comments that I heard from the panel in their direct evidence. I would like to cross‑examine them on it, but to do that I'd like to photocopy a document for them to look at. I'm wondering if we could take our morning break a little early today and I could make some copies of that.

320

MR. KAISER:
We were going to stop at 12:00 today. We were going to run right until 12:00. I should have told you that. But ‑‑

321

MR. MILLAR:
Perhaps if we could just take five to ten minutes or something like that. It's something that I would have to put to the panel.

322

MR. KAISER:
We'll take five minutes.

323

‑‑‑ Recess taken at 11:05 a.m.

324

‑‑‑ On resuming at 11:13 a.m.

325

MR. MILLAR:
Thank you, Mr. Chair. Mr. Chair, I apologize, but I've actually had second thoughts about the document I was going to put to the witness panel, so I apologize for taking ‑‑

326

MR. KAISER:
We can take another break, if you want.

327

MR. MILLAR:
I really just needed a break.

328

MR. SOMMERVILLE:
There's nothing wrong with second thoughts.

329

MR. MILLAR:
So my cross‑examination, I don't think will take too long.

330

If I could ask the panel to turn to page 4 of their evidence. Under section 2.2, incentive mechanisms, the first sentence reads:

331

"The Board has dealt with principles for incentive mechanisms for gas utilities for a number of years. Although the specific mechanisms may not be appropriate for electric utilities ..."

332

And then it continues on. I'm wondering if you could provide a little bit of comment why you feel that these mechanisms may not be appropriate for electricity?

333

MR. HEENEY:
So that would be, specifically, the Enbridge mechanism?

334

MR. MILLAR:
Yes, I think so.

335

MR. HEENEY:
Well, I think a key reason is that we're in early days for the LDCs. And a mechanism that was based on getting nothing until you reach a target is, probably, not going to be as motivating to them as a mechanism that gives a smaller reward starting at the first dollar of TRC that they save, or the first kilowatt‑hour that they save.

336

MR. MILLAR:
Okay. So I guess it's just that you feel that the model that's been outlined in your report is preferable to that.

337

MR. HEENEY:
Yes.

338

MR. MILLAR:
Okay. Thank you.

339

If I could turn to page 5. The last ‑‑ the second last paragraph that begins:

340

"Regardless of whether the incentives for 2006 is based on TRC, LDCs should be encouraged to calculate the TRC of their programs, for information and evaluation purposes."

341

I guess your overall recommendation remains, that TRC is the way to go; is that correct?

342

MR. HEENEY:
Well, TRC has a clear value, and is clearly indicative, more so than energy units or power units, of societal benefits. The question is, do we want to have a lot of argument in a regulatory proceeding about the specific value of that TRC? Or can we simplify it, by going to physical units, for example, and, therefore, saying, Well, everyone is going to basically be in agreement ‑‑ or more in agreement on what ‑‑ how many kilowatt‑hours were saved, than they are on all of the other things that go into the TRC calculation.

343

MR. MILLAR:
It seems to me that you're almost suggesting, here, that TRC might act as a screen; is that ‑‑

344

MR. HEENEY:
Absolutely correct.

345

MR. MILLAR:
‑‑ accurate? Okay. Just to follow up on that a little bit more: Are you still recommending that TRC be used to calculate the SSM ‑‑ the actual incentive value? Or is TRC just to be used as a screen, and then we might use, for example, to ‑‑ energy units saved, or something like that, for the purposes of calculating the incentive payment?

346

MR. HEENEY:
Whether the incentive was based on TRC or energy units, the TRC would be calculated. If the incentive was based on energy units, the TRC would not be used in the specific calculation for determining the value of the incentive.

347

MR. MILLAR:
Right. So are you recommending one over the other? Or are you just suggesting both are possibilities?

348

MR. HEENEY:
We're suggesting both are possibilities.

349

MR. MILLAR:
And do you have a preference to ‑‑ with regard to one over the other?

350

MR. HEENEY:
For 2006, I ‑‑ my personal preference, the Alliance has not expressed a preference ‑‑

351

MR. MILLAR:
Okay.

352

MR. HEENEY:
‑‑ is that the energy‑unit one is, probably, simpler for the LDCs. And then there will be discussion of the way they did their TRC calculations, and so on, and there will be an opportunity to explore how well correlated the energy units are with the TRC, given whatever constraints there are in the portfolio mix. And, going forward, a decision can be made as to whether or not energy units are a reasonable surrogate, or whether we should measure TRC directly, because focusing on energy units is causing the kinds of misdirection in programs that some of the other witnesses suggested was a risk.

353

MR. MILLAR:
And ‑‑ I think I have a pretty good handle on how we calculate the amount of an incentive payment based on TRC, but how ‑‑ do you have any view on how, exactly, it would be calculated if we were to use energy units saved as the basis for calculating the bonus ‑‑ pardon me, the incentive?

354

MR. HEENEY:
There is a proposal right now that Con Edison has ‑ well, this isn't energy, this is power units ‑ where they would $22,500 for every megawatt that they saved, with certain constraints. They only get it above a certain level, and so on. It's a number multiplied by the savings.

355

MR. MILLAR:
Okay, so it's as simple as that.

356

MR. HEENEY:
Yes.

357

MR. MILLAR:
If I could turn to page 6, you have a section headed "Transparent and Straightforward". And I think you would agree that, for the purposes of a C&DM program, it's certainly preferable if it is transparent and straightforward.

358

MR. HEENEY:
Yes.

359

MR. MILLAR:
And I think the Board ‑‑ you would agree the Board probably has that goal, as well.

360

MR. HEENEY:
That's my understanding, yes.

361

MR. MILLAR:
I don't know if ‑‑ were you here yesterday when I was cross‑examining Mr. Chernick? I don't believe you were.

362

MR. HEENEY:
I was not here, but I was listening on the Internet.

363

MR. MILLAR:
Oh, you were? I didn't know anyone actually availed themselves of those services. I'm glad that was money well spent. Okay, well, I'm glad to hear that.

364

You may have heard that I took Mr. Chernick through a walk‑through of how this might work for a smaller LDC. Do you recall that?

365

MR. HEENEY:
I recall it, in general. I can't say I recall all the specific details of it.

366

MR. MILLAR:
You may not have been so enthralled as to hang off every word of it.

367

MR. HEENEY:
I might have been doing other things at the same time.

368

MR. MILLAR:
I wouldn't blame you if you were.

369

But just to give you a recap, I asked Mr. Chernick to go through with me how a particular LDC ‑‑ and I gave an example of a smaller LDC, with ‑‑ that might have less ‑‑ first of all, less resources, and, second, less budget to spend on C&DM. I had him take me through the program, as to what, exactly, the requirements would be. And my particular focus was the administrative burden that would be placed on a smaller LDC with a small C&DM budget. And I don't really propose to go through all that with you ‑ I know that you were, sort of, at least half‑listening in to that section ‑ but I'm wondering if you have any comment from, again, the view of a smaller LDC, that might only have ‑‑ might have less than $100,000 budget for C&DM, may not ‑‑ would almost certainly not have specific staff assigned to do something like this ‑‑ they would have generalists, typically, working in their offices.

370

To what extent do you think it is realistic that one of these smaller LDCs would be able to meet the administrative burden of creating a workable C&DM program?

371

MR. HEENEY:
Well, I mean, that partly depends on what the administrative burden is. But I think it's possible to design a framework that is within their capabilities to do. I would probably see the CDM being part of their rate filing, and the evaluation from the previous year would be brought forward at that time, also. The expectation ‑‑ I think the expectation would be that they would lay out some plan in advance, saying how much they planned to spend, and why they think this is a reasonable thing to do, and what they've done in the past, and what the results are from it, and what lessons they've learned from it.

372

MR. MILLAR:
You would agree with me that the plan that you've put forward, essentially, has three elements. And those are: One, the LDC could recover the direct cost of the CDM program; is that right? That's the first part.

373

MR. HEENEY:
After they've spent their third tranche funding, yes.

374

MR. MILLAR:
Okay, sorry, leaving the third tranche aside ‑‑

375

MR. HEENEY:
Right.

376

MR. MILLAR:
‑‑ for the moment. The second part is an LRAM, to recover lost revenues; is that correct?

377

MR. HEENEY:
That's part of it, yes

378

MR. MILLAR:
And, I guess, the third part would be the incentive in the form of an SSM.

379

MR. HEENEY:
Right.

380

MR. MILLAR:
And would you agree with me that, for all three of those elements, there would be some initial filing requirements?

381

MR. HEENEY:
Certainly, for the budget, I would expect there to be an initial filing, and ‑‑

382

MR. MILLAR:
Right. And you were talking about a prospective LRAM, as well, I believe.

383

MR. HEENEY:
‑‑ for a prospective LRAM there would be an initial filing. I think I mentioned earlier today that, for a small program ‑ say, your $100,000 utility ‑ if the LRAM is expected to be relatively small, it would probably be acceptable that that be brought forward later.

384

MR. MILLAR:
Okay.

385

MR. HEENEY:
But we wouldn't want Toronto Hydro, for example, to proceed without an LRAM, and then come and say, We want $40 million or $10 million, or something.

386

I mean, the idea is to keep the LRAM as small as possible. It's a variance, rather than some other thing. So consistent with the idea of getting the payments into the time when they occur, you would want to keep the LRAM small. And one of ways of doing that is to build it in prospectively.

387

MR. MILLAR:
So there may be some leeway with regard to the LRAM for smaller LDCs?

388

MR. HEENEY:
Yes.

389

MR. MILLAR:
For the SSM, there would have to be obviously something put forward at the beginning. If you have a program set out and you know what you're spending it on, I assume you at least have to look at what the TRC values for that might be.

390

MR. HEENEY:
I'm not sure why it's different than the LRAM, and I'm not sure what your thinking would be in ‑‑ I think in laying out the programs, the utility would want to give reasons for why they are proposing the programs that they do. Some of them may not be particularly amenable to the calculation of the TRC. If they have an information program, not that we want to encourage, you know, all the money to be spent on information programs, but there are value ‑‑ there is value in some kinds of information programs. And then I think that the utility probably would have some expectation of what the SSM might be based on, how extensively they expect the take‑up of the program to be and so on. And so I don't think it's unreasonable to ask them about what they think that would be. If it's going to be very large, like the LRAM, consideration should be given to building it into rates, but I'm not sure that there's specific SSM calculations that would be a fundamental part of the up‑front application process.

391

MR. MILLAR:
Okay. Now, you said earlier that TRC might actually act as a screen. So I take it you're saying you might not have to calculate everything at the beginning, but at least some thought would have to be given to the TRC values.

392

MR. HEENEY:
I guess in my experience with working with some of the smaller utilities, they face the challenge of, How are we going to design an appropriate portfolio for delivering to our customers. And I think it was Mr. Goulding who suggested, Well, you have this long list of programs, you figure out the TRC of each of them, sort them in order, and pick the ones at the top and that's the appropriate mix. That's not the program mix that I think is appropriate, particularly for the smaller LDCs.

393

They face a number of constraints besides just picking the optimal program. They're looking for programs that they ‑‑ there are delivery agents that are available to do it, because they don't have that themselves. They're looking to leverage their funding by partnering, whether that's with the gas utility or with NRCan or the Ministry or others. They're looking for a mix of programs that cover their commercial customers, their residential customers, their institutional customers. So there are a whole range of factors that come into the program mix, not solely TRC.

394

But within any one of those groups, if they wanted to ‑‑ and then there are also programs that they may want to do on a pilot basis, where they don't know what the effect is going to be. They aren't able to calculate the TRC, but they think perhaps it might be a beneficial program, and so they want to gather information about whether or not it's beneficial.

395

So all of those things, sort of, come into the mix, including TRC, but within any individual group of those, if we're looking at programs in the residential sector, they would look at, Well, is this program likely to make sense? Are we going to go in and retrofit everyone's house and install new insulation and replace the whole heating system and so on, and they don't have the resources to do that, and I think they would conclude that it's not an appropriate investment. It's not cost effective for them to do that and so they wouldn't take that program, but it wouldn't be based solely on a TRC calculation and selection from that.

396

They would look at ‑‑ one of the other considerations I forgot to mention was long‑term versus short‑term measure, which relates to the TRC in some way. But they would want to look at the cost‑effectiveness of the programs and would shy away from programs that weren't cost effective and go towards programs that were more cost effective. Again, taking into account all of those other factors, whether that's TRC ‑‑ whether they would call it TRC, they probably wouldn't, they would probably call it cost effectiveness or something like that, but essentially that's what TRC is measuring.

397

MR. MILLAR:
Whether it's TRC or not, these are all things they have to consider at the outset.

398

MR. HEENEY:
Absolutely.

399

MR. MILLAR:
Okay.

400

During the life of the C&DM program, would you envision that there would be any additional filing requirements over that time?

401

MR. HEENEY:
I think if things are going according to the plan, I don't see a need for additional filing. In the Board's decisions on the plans that have been approved, that they set out some conditions under which they would have to come back to the Board. That's true also on the gas side with the DSMVA, where if they exceed the budget by 20 percent or so, they would have to come back to the Board. I think those kinds of things are prudent.

402

I know the Board has chose for the 2005 CDMs to have quarterly filings, and I understand why they have those, particularly for where the programs are only in the early stages, and it's not necessarily even clear, in the case of some of the plans, what those programs are. But I think for a smaller utility that has a fairly clearly specified set of programs particularly, that may not be necessary.

403

MR. MILLAR:
Okay. So if I'm hearing you correctly, you would say certainly for a smaller utility, normally you wouldn't have mid‑term reports or something like that, but if something unexpected or unusual happened there might be the ability to go to the Board.

404

MR. HEENEY:
That's right.

405

MR. MILLAR:
Okay. And at the end of the program, obviously there would be some type of filing requirement or you would have to go to the Board with something. I assume on all three of ‑‑ all three of the categories I discussed on the program spending, you would have to confirm how much was spent. Would you agree with that?

406

MR. HEENEY:
Yes.

407

MR. MILLAR:
And for the LRAM, especially if you were doing a retrospective LRAM, then certainly you would have to get into how much money was not recovered because of this program.

408

MR. HEENEY:
Yes.

409

MR. MILLAR:
And again, from the TRC or the SSM perspective, the Board would likely have some sort of oversight to ensure that the numbers that were picked and the ‑‑ that the incentive was reasonable, I guess.

410

MR. HEENEY:
Yes.

411

MR. MILLAR:
Okay. Do you see ‑‑ we've already talked about audits so I won't go into that. Do you see any other administrative issues that would confront LDCs, whether they be small or large? Would there be any other actions that they would have to take in order to make these programs work? From a functional perspective I mean, not have a results perspective.

412

MR. HEENEY:
Well, there's the front‑end planning process, which we haven't ‑‑ I mean, I've touched on it a little bit in saying the considerations that would go into their portfolio design.

413

MR. MILLAR:
Right.

414

MR. HEENEY:
And that they would present that portfolio design to the Board. I can't think of any others right now.

415

MR. MILLAR:
Okay.

416

Thank you very much. Those are my questions.

417

MR. KAISER:
Thank you, Mr. Millar.

418

Any re‑examination, Ms. Halladay?

419

MS. HALLADAY:
No, sir.

420

QUESTIONS FROM THE BOARD:

421

MR. SOMMERVILLE:
Just very briefly, Mr. Heeney, the appendix A is the pre‑approval assumptions from California, the energy policy manual and you've provided a cite for that document. I take it that that cite will lead me to the entire document.

422

MR. HEENEY:
Yes.

423

MR. SOMMERVILLE:
And that probably will include an explanation for the figures that are there, the net to gross ratio, but I wonder if you could provide that for me. What does .8 mean in terms of appliance early retirement replacement program? What does .8 tell me?

424

MR. HEENEY:
What that means is that if a utilities delivers 100 new appliances, that 80 percent of those are related to their initiative. 20 percent of those people would otherwise have replaced their refrigerator anyway, so the program wasn't really changing their behaviour or their purchasing patterns.

425

MR. SOMMERVILLE:
It's the free rider ‑‑

426

MR. HEENEY:
Right. And as Mr. Poch mentioned, it may also capture free drivers.

427

MR. SOMMERVILLE:
Right. It doesn't tell me anything about the efficiency of that program from a conservation point of view, per se.

428

MR. HEENEY:
The net to gross ratio does not, no.

429

MR. SOMMERVILLE:
Are there such measures included in the manual?

430

MR. HEENEY:
Such as, for example, what the TRC would be for them?

431

MR. SOMMERVILLE:
Yes, or some like measure.

432

MR. HEENEY:
No, I do not believe that there are.

433

MR. SOMMERVILLE:
So the California manual doesn't rank these ‑‑ any of these programs in terms of their efficiency from a conservation point of view, it only provides a statistical guide as to the, sort of, free rider, free driver ‑‑

434

MR. HEENEY:
It provides a methodology for determining cost‑effectiveness, but it does not have a list of programs and their cost‑effectiveness.

435

MR. SOMMERVILLE:
So ‑‑ just so I'm clear, it has a list of programs, and it has a methodology for total‑resource cost, or some approximation of that, but it doesn't put those two things together.

436

MR. HEENEY:
It doesn't even have a list of programs, really, except in a very broad sense.

437

MR. SOMMERVILLE:
This is a list of programs. Appendix A is a list of programs, is it not?

438

MR. HEENEY:
I'm sorry, yes, you're correct. These are the programs.

439

MS. HALLADAY:
Excuse me, Mr. Sommerville, I happen to have another expert witness sitting beside me, on my right, who has advised me that BC Hydro do have a list of TRCs for all of their programs.

440

MR. SOMMERVILLE:
Thank you.

441

MR. KAISER:
Is that usually in connection with the ‑‑ for the Fortis hearings?

442

MS. SIMON:
Mr. Chair, it's separate from the Fortis hearings. It's ‑‑ BC Hydro, they publish a list of all their assumptions, and their TRC for all their ‑‑ for each of their individual programs.

443

MR. SOMMERVILLE:
Could your client, Ms. Halladay, undertake to provide that list to the Board?

444

MS. SIMON:
Sure, we will provide the list that we have. I don't know that it's the most current, but we'll provide you with what we have.

445

MR. SOMMERVILLE:
If you could indicate the generation of the ‑‑ the nature of the list, I would appreciate it.

446

MR. LOVE:
Could I just make a comment? I haven't spoken for a while so ‑‑ been listening to all the other experts around here.

447

I'm not an expert on it, but I am aware that California Public Utilities Commission went live with an interactive website that has got information on best practices across the US, where they're looking at DSM programs and they're comparing them, obviously, to the California programs. But it's an attempt to have all utilities try to learn from each other in the US. And we, actually ‑‑ I participated in a teleconference three months ago on the formation of this, but it is active now. And I'll make sure that you have access to that site, because there may be some information on there, not only for California, but throughout the US.

448

MR. SOMMERVILLE:
Can we have that citation, as well as an undertaking, Mr. Millar?

449

MR. MILLAR:
Yes.

450

MR. SOMMERVILLE:
So the list from the British Columbia and the citation. It's probably the first few segments of the CPUC website, but Mr. Love can assist.

451

MR. MILLAR:
The first undertaking would be E.10.1 and that would be the British Columbia TRC list. Is that correct?

452

MR. SOMMERVILLE:
I think the record will indicate that's a pretty good description.

453

MR. MILLAR:
Okay.

454

UNDERTAKING NO. E.11.1:
TO PROVIDE A COPY OF THE LIST MAINTAINED BY BC HYDRO AS TO THEIR ASSUMPTIONS AND THE TRCs FOR EACH OF THEIR INDIVIDUAL PROGRAMS

455

MR. MILLAR:
And E.10.2, that would be the second undertaking. How would you characterize that?

456

MR. SOMMERVILLE:
It's a website citation ‑‑

457

MR. MILLAR:
Okay.

458

MR. SOMMERVILLE:
‑‑ for the California Public Utilities Commission ‑‑

459

MR. HEENEY:
Best practices.

460

MR. SOMMERVILLE:
‑‑ best practices segment.

461

Those are my questions. Thank you.

462

MR. MILLAR:
I'm sorry, Mr. Chair. Just a correction: It's actually E.11.1 and E.11.2. I forgot what day we were on.

463

MR. SOMMERVILLE:
It's the eleventh day and the eleventh hour.

464

MR. KAISER:
Ms. Halladay, just to follow up with Mr. Sommerville, could you produce the complete document of the California Energy Policy Manual? You did provide two tables from it: Could you provide us with the complete document?

465

UNDERTAKING NO. E.11.2:
TO PROVIDE THE COMPLETE DOCUMENT OF THE CALIFORNIA ENERGY POLICY MANUAL

466

MR. HEENEY:
Yes.

467

MS. HALLADAY:
I assume so, yes.

468

MR. KAISER:
Thank you.

469

And Mr. Love, you mentioned in your evidence this Consolidated Edson test that's being employed.

470

MR. HEENEY:
I mentioned that, yes.

471

MR. KAISER:
Can you provide us with greater detail on that? Is there a case proceeding, or is there any documentation that would describe that ‑‑

472

MR. HEENEY:
The ‑‑

473

MR. KAISER:
‑‑ in greater detail?

474

MR. HEENEY:
Yes. It's a proposal from Con Edson. It's on the Internet. I can provide the URL. It's going to a ‑‑ the New York Public Utilities Board or ‑‑ I'm not sure if that's the exact name of it, and it's a ‑‑

475

MR. KAISER:
But it's an application ‑‑

476

MR. HEENEY:
It's an application ‑‑

477

MR. KAISER:
‑‑ to the New York Board.

478

MR. HEENEY:
‑‑ from Con Ed and a number of other parties, including consumer groups and environmental groups. And it lays out the incentive that they are asking for in great detail.

479

MR. KAISER:
All right. Maybe we could reserve a number for that.

480

I take it, Mr. Millar, it's an application. Whether you do it or somebody else does it, can we get that application filed?

481

MS. HALLADAY:
Excuse me, Mr. Chair: Did you want my client to provide that?

482

MR. KAISER:
If he would be so kind, that would be most appreciated.

483

MS. HALLADAY:
Okay. Thank you.

484

MR. MILLAR:
That would be E.11.3, Mr. Chair.

485

MS. HALLADAY:
Will the Internet reference be sufficient?

486

MR. KAISER:
No, I want the hard document. I take it, Mr. Love, there's an application that's been filed?

487

MR. HEENEY:
I'm Mr. Heeney, sorry.

488

MR. KAISER:
I'm sorry. Mr. Heeney?

489

MR. HEENEY:
There's an application that's been filed and it's on the Internet.

490

MR. KAISER:
That's what I understood.

491

Is that clear enough?

492

MS. HALLADAY:
So you want the hard copy from the Internet?

493

MR. KAISER:
Yes.

494

UNDERTAKING NO. E.11.3:
TO PROVIDE THE INTERNET URL OF THE CON EDISON APPLICATION AND TO PROVIDE A HARD COPY OF THAT APPLICATION, PARTICULARLY AS IT REFLECTS DETAILS OF THE INCENTIVES BEING REQUESTED THERE

495

MR. KAISER:
Mr. Love, Mr. Gibbons, in his evidence ‑‑ it's at paragraph 1067 in "Defining the Process", and the concern that he expressed, and that others have expressed ‑ either one of you can answer this, I don't know which one ‑ this business of trying to get regulatory certainty for the utilities, suggested that some form of independent auditor, or conservation expert, might be retained by the Board to agree up front, as it were, as to what the expected benefits ‑‑ what benefits could be reasonably expected from the programs. And you've alluded to ‑‑ a number of times, the third tranche applications of the CLD, specific programs that they've put forward, and, in fact, have been approved.

496

Is there anywhere in the regulatory experience ‑‑ we've ‑‑ Mr. Sommerville has asked you about California ‑‑ is there anywhere where regulatory commissions have tried to come up with those numbers, as it were, to quantify, if I can put it, the benefits of fairly standard DSM programs? Is that in the public record anywhere?

497

MR. HEENEY:
I know you asked Mr. Love, but ‑‑

498

MR. KAISER:
No, Mr. Heeney, you go ahead, if you're more familiar with it.

499

MR. HEENEY:
That ‑‑ there are, sort of, two things that I don't want to get confused. One is, what are the benefits of the programs, and what are the input assumptions that go into the programs?

500

MR. KAISER:
Well, and that may be part of my confusion. I'm not sure whether they're one and the same.

501

MR. HEENEY:
No, they're different.

502

MR. KAISER:
All right.

503

MR. HEENEY:
That ‑‑ we may agree that a light bulb uses so many watts of electricity, it's on so many hours a day, but that doesn't necessarily mean that a program to replace that light bulb is ‑‑ has a TRC of whatever it is.

504

MR. KAISER:
Right.

505

MR. HEENEY:
And the kinds of things that we're talking about are exactly what the California model did. The way ‑‑ the way the California manual, I'm sorry, did. In that case, a number of ‑‑ our understanding ‑‑ my understanding is that a number of utilities sat down and said, Okay, this is what we think, how long an appliance lasts, this is what we think an appropriate net to gross ratio is. And they put that to the California Public Utilities Commission. I'm not sure, exactly, what consultation process, if any, there was. And then the Commission published the manual that says, In the absence of better information ‑‑ as in the first example, appliance early retirement and replacement, that has a net to gross ratio of .8. And, I believe, they also have at ‑‑ yeah ‑‑ and they also have one that says, All other residential programs are .8 in the ‑‑ so, in the absence of specific information, the utility doesn't have to estimate what a different kind of program might have as the net to gross ratio. In the first year, it's assumed to be .8. Going forward, that may be refined, of course, but ‑‑

506

MR. KAISER:
But does that allow me to calculate the TRC value for that program, or not?

507

MR. HEENEY:
It's one of the important inputs to the TRC calculation, but that, in and of itself, doesn't give you enough information.

508

MR. KAISER:
All right. Are there other inputs that would be necessary to calculate the TRC value for that program? That would also be in the manual, or not?

509

MR. HEENEY:
Some of them would be, but some of them would not be. Participation rates would not be in the menu. If we think about an appliance early retirement and replacement program, it might have in the table ‑‑ well, it does have in the table that's shown here, for example, how long a refrigerator lasts. It could show how much electricity an old refrigerator uses, and how much electricity a new refrigerator uses. It wouldn't show how many new refrigerators are in the program. It probably wouldn't show what you could expect the cost of setting up the program to be. Those things are, sort of, specific to an individual program, so those wouldn't be there. But all of those things would go into the calculation of the TRC.

510

MR. KAISER:
Now, in your evidence, sir, you said this could be used by the Ontario board with some modifications. What were the modifications you had in mind?

511

MR. HEENEY:
Well, I think you would want to look at each of these things, say, the appliance early retirement and replacement, and say, Well, is .8 ‑ that's the number for California ‑ is it appropriate for Ontario? In some cases, we would say, Yes, it is. In other cases, we would say, Well, we don't know, but, in the absence of any better information, we'll assume that it is, for the time being. In other cases, we might know, for example, that we may use more lights in the winter, because our days are shorter than California does. So we would make an adjustment to the numbers that they provide.

512

MR. KAISER:
What you're really saying, it would be a good starting point for the discussion.

513

MR. HEENEY:
Exactly.

514

MR. KAISER:
Thank you, sir.

515

Thank you, Mr. Love and Mr. Heeney.

516

Mr. Millar?

517

MR. MILLAR:
I believe we're back with Mr. Gibbons.

518

MR. KAISER:
What we might do ‑‑ if it would assist the Board, Mr. Millar, we're going to break at 12:00, anyway. Rather than drag Mr. Gibbons back up for 15 minutes, we'll come back at 1:00. And I'd like to do that in any event. I don't know whether you can do this over the lunch break, Mr. Heeney, but if you can get your hands on that California document, I would be grateful.

519

MR. HEENEY:
I have a copy right here.

520

MR. KAISER:
Give it to Mr. Gibbons.

521

‑‑‑ Luncheon recess taken at 11:45 a.m.

522

‑‑‑ On resuming at 1:04 p.m.

523

MR. KAISER:
Mr. Shepherd.

524

MR. SHEPHERD:
Thank you, Mr. Chairman.

525

POLLUTION PROBE PANEL 1 ‑ GIBBONS; RESUMED:


526

J.GIBBONS; Previously Sworn.

527

MR. GIBBONS:
I think Mr. Alexander has a response to the undertaking we provided yesterday.

528

MR. ALEXANDER:
Yes, Mr. Chair.

529

Yesterday, Mr. Shepherd asked Mr. Gibbons to provide Enbridge's DSM spending for the time period of 1995 to 2001, and this is located at paragraph 1,111 of the transcript of yesterday. We can provide the Board today with an excerpt from the evidence of Chris Neme, which provides Enbridge's DSM spending for the period 1995 to 2004; however, I'd like to note two caveats with respect to this data.

530

First, all the spending data is in 2003 constant dollars; and second, Mr. Neme's evidence, it was filed in May 2004 and, therefore, the 2004 spending number is presumably an estimate, not the actual number.

531

With those comments, I would request that this be presented to the Board and be made an exhibit.

532

MR. KAISER:
Can I have a number, Mr. Millar?

533

MR. MILLAR:
D.11.3.

534

EXHIBIT NO. D.11.3:
ENBRIDGE'S DSM SPENDING DATA FOR THE TIME PERIOD 1995 TO 2001

535

MR. KAISER:
Thank you.

536

CONTINUED CROSS‑EXAMINATION BY MR. SHEPHERD:

537

MR. SHEPHERD:
Mr. Gibbons, I wonder if we could turn to the question of incentives. You've been here and have heard the two‑part ‑‑ the division of the issue of incentives into two parts, why have one at all, and if you have one, how you design it. You're familiar with that, you've heard that?

538

MR. GIBBONS:
Right.

539

MR. SHEPHERD:
So, dealing with the first part, why have one at all, you were here yesterday, I think, when Mr. Chernick and I had a quite full discussion about how C&DM is different from reliability or customer care or any of the other responsibilities of the LDC. And I wonder if you have anything to add to that discussion in terms of that distinction, why C&DM should be treated differently than the utilities' other responsibilities.

540

MR. GIBBONS:
Well, our position is that C&DM should not be treated differently from the utility's other business. The utility's traditional business is delivering electricity, and the utility is rewarded for delivering electricity. Their profits are to linked to how much electricity they deliver, so they are incented to have electricity on supply all the time, to all their customers, whenever their customers need it. And that's totally appropriate, because electricity is a very important public service.

541

Under the traditional regulation, they are also incented to deliver electricity at the lowest possible cost. If they can reduce their costs, their profits ‑‑ of delivering electricity, their profits go up, and that's totally appropriate. It's worked very well for the electric industry for over 100 years. It's driven efficiency and good service, including reliability. Reliability is in the utility's financial self‑interest, because when the lights are out, they're not selling electricity and they're not making money. So reliability is driven ‑‑ there's a financial incentive for reliability; it's a very powerful one.

542

And we're saying, you know, conservation is no different. It should be treated as a business. This old idea that conservation, we just treat it like motherhood, that won't work. If we want to achieve the premier's objectives, we're going to have to pursue conservation like a business and approach it in a very business‑like manner; and, therefore, we've got to make it profitable for the electric utilities.

543

The electric utilities, they're for‑profit corporations. Virtually all of them in Ontario now, they're virtually all for‑profit. Their shareholders want those profits, and their shareholders and, therefore, the utility managers and board of directors are focused on making profits. And if conservation is just a cost‑setter, they're not going to put their full attention to it, they're not going to put their best staff on it, and they're not going to pursue it as aggressively as they could and as cost‑effectively as they could. And as a result, customers won't get as big a bill reductions as they could.

544

So the purpose for ‑‑ an incentive is to make customers better off by getting bigger bill reductions.

545

MR. SHEPHERD:
You said, during the course of that answer, that the electric utility's profits are linked to how much energy they supply. And I guess I thought their profits were give driven by how much ‑‑ how many dollars they put into rate base. Isn't that correct?

546

MR. GIBBONS:
That's a link, too. But in any given rate year, their revenues are a function of how much electricity they supply.

547

MR. SHEPHERD:
So that's a function of prospective rate‑making; right? They do a forecast, and if they can supply more, they can drive their profits up; right?

548

MR. GIBBONS:
Yes.

549

MR. SHEPHERD:
And so that would be a good justification, sounds to me, for an LRAM. The analogy there is not to an SSM, it's to an LRAM; right? Because then, the more they can drive down or increase efficiency, deliver conservation, the bigger their LRAM; right?

550

MR. GIBBONS:
Sorry, you're confusing me. Are we talking about the supply side now or the conservation side?

551

MR. SHEPHERD:
We're talking about the conservation side. You're saying there's an analogy to how they make money today. Prospective rate‑making says, You set rights based on what their load is going to be, and then if they go out and get more load, they make more money.

552

MR. GIBBONS:
Right.

553

MR. SHEPHERD:
And you're saying that there's an analogy to conservation; right?

554

MR. GIBBONS:
The analogy I was trying to get is that if they ‑‑ on the supply side, they make a profit, and they can make a profit by selling more electricity than forecast, then they can make a profit by reducing their costs below forecast. And the SSM proposal that we're proposing is analogous to that in the sense that, the greater their conservation savings, the greater the bill reduction they get for their customers. If they can exceed their conservation volume forecast, they are going to have higher forecasts. Similarly, if they can reduce their costs of delivering conservation, become more cost‑effective, that will also increase their profits. So that's the analogy I'm trying to make.

555

MR. SHEPHERD:
Thank you for that.

556

Now, the 5 percent flat incentive ‑ I'm now turning to the question of how you design an incentive ‑ the 5 percent flat incentive, that's actually, originally, your proposal; right?

557

MR. GIBBONS:
Well, that proposal, I think it grew out of the conservation working group.

558

MR. SHEPHERD:
Sorry, I thought you proposed it for 2005, in a motion before this Board.

559

MR. GIBBONS:
Yes, but the conservation working group, I think, completed their work before that motion was filed, and I think a lot of the things that were in Pollution Probe's motion were very consistent with the conservation working group's recommendations.

560

MR. SHEPHERD:
In your direct evidence, you said the 5 percent really shouldn't concern the Board because it's $5 out of every 100 that are being saved for the customers; right? So it's really a small amount of the savings.

561

MR. GIBBONS:
Yes, a very small proportion of the savings goes to the shareholder.

562

MR. SHEPHERD:
So the theory being, Well, you're reducing the customer's bills, so if you give 5 percent of the reduction to the utility, that's not so bad; right?

563

MR. GIBBONS:
I think it's a very good deal for the customer.

564

MR. SHEPHERD:
But, of course, you're not reducing the customer's bills in the first year, are you? You could very easily only have, on many measures that have longer terms, have 2 or 3 or 4 or 5 percent of the savings in the first year. So what the customer is doing, really, is sort of investing in future savings; right?

565

MR. GIBBONS:
Well, the savings ‑‑ the total bill savings will be over the life of the measures. So, yeah, if the measure is 10 or 20 years, the savings will be over 10 or 20 years.

566

MR. SHEPHERD:
And so you might, in fact, be increasing bills in the first year, at least in theory, by paying an SSM and by the cost of the program; but it's an investment that, over the lifetime, the customer, or the customers as a whole, get savings; right?

567

MR. GIBBONS:
Well, they definitely get very significant savings over the lifetime, and, after listening to Mr. Goulding's testimony, it's certainly conceivable that they get savings right in the first year, because it's constant ‑‑ when your marginal costs are above your average costs, which is ‑‑ for new supply, which is definitely the case in Ontario, conservation programs also reduce rates by removing the need for very high‑cost new generation.

568

MR. SHEPHERD:
Now, the design you've proposed, the 5 percent flat incentive, has the unfortunate effect of incenting poor performance as well as good performance; right?

569

MR. GIBBONS:
It incents all performance.

570

MR. SHEPHERD:
And so the utility that does very well and really puts a lot of effort into C&DM and has very good results gets the same ‑‑ relative to their results, the same incentive as the one that sits around and does nothing and sort of takes what they can get; right?

571

MR. GIBBONS:
It's 5 percent, so it's the same proportion. But utility that gets $100 million of bill savings for their customer gets a $5 million profit bonus; a utility that only gets a $1 bill saving for its customer only gets 5 cents.

572

MR. SHEPHERD:
In general, you have in the past, and I think even currently, prefer incentives that are targeted at good performance, right, generally speaking?

573

MR. GIBBONS:
Yes, and I believe this proposal is targeted at good performance.

574

MR. SHEPHERD:
And, in fact, it's true, isn't it, that Pollution Probe has taken the position that, in more mature situations, like Union Gas or Enbridge, it is not appropriate to have an incentive that starts from the first unit saved; right?

575

MR. GIBBONS:
I wouldn't say it's not appropriate, I would say that for Union Gas and Enbridge, where we've got many years of track record, we can design a superior incentive mechanism where the incentive would not start at zero savings but would start at a higher level, maybe, say, 70 percent of target, and also have a higher marginal incentive rate ‑ instead of 5 percent, a higher marginal incentive rate, you know, could be 10 percent, could be 15 percent.

576

MR. SHEPHERD:
And the primary difference between the two approaches is that setting of a target; right?

577

MR. GIBBONS:
Yes.

578

MR. SHEPHERD:
And one of the problems in this year is that it's really hard to set targets for all these utilities because we're early in the game and because there's lots of them.

579

MR. GIBBONS:
Right.

580

MR. SHEPHERD:
Can you turn to page 11 of your material. And there, you describe an alternative incentive structure proposed by Energy Probe. Now, I didn't actually see this in the evidence. Is it in the evidence somewhere?

581

MR. GIBBONS:
It's in the conservation working group report.

582

MR. SHEPHERD:
In the reports of the working group.

583

MR. GIBBONS:
Yes, which is also in the Pollution Probe reference book.

584

MR. SHEPHERD:
Okay. And what Energy Probe has proposed is that there be a test of good performance, which is your ratio of TRC to DSM spending; right?

585

MR. GIBBONS:
Yes.

586

MR. SHEPHERD:
And, generally speaking, it's true, isn't it, that if your ratio is higher, that means that you're getting more bang for the ratepayers' buck, generally speaking?

587

MR. GIBBONS:
Yes.

588

MR. SHEPHERD:
And what they've proposed is that if the ratio is greater than 5.6:1, that is, you get $5.6 of TRC savings for every dollar spent on the program, that those utilities should be incented.

589

MR. GIBBONS:
Yes.

590

MR. SHEPHERD:
And if I understand your criticism, it is, Where did the 5.6 come from? There's no empirical basis for that; isn't that right?

591

MR. GIBBONS:
Well, I don't think there's any empirical evidence to show that it would be reasonable to require Ontario's electric utilities, in 2006, to achieve that level of cost‑effectiveness.

592

MR. SHEPHERD:
And, in fact, it might be a pretty high target, given that the utilities are, sort of, learning right now; right?

593

MR. GIBBONS:
Yes. And also, given that it's, you know, way higher than the average ratio of cost‑effectiveness achieved by the American electric utilities that are referred to in my evidence.

594

MR. SHEPHERD:
And it's really, sort of, unfair to hold them to a standard like, for example, Enbridge is achieving when you don't know whether that is applicable. You have no evidence that it is applicable; right?

595

MR. GIBBONS:
I don't think there's any good evidence to suggest that it would be reasonable to require them to achieve, in 2006, a TRC to spending ratio of 7:1.

596

MR. SHEPHERD:
But you conclude, I think, that if you do have empirical evidence on the ground that that sort of ratio is regularly achievable, then it starts to make sense to have an incentive on that sort of structure; right? You should certainly look at it.

597

MR. GIBBONS:
Well, this is a structure that's certainly worth looking at. The notion that you'd only get an incentive if your ratio exceeded 5.6:1, I don't think makes sense, because even if the ratio is just 2:1, you're still getting bill savings to ‑‑ for customers. So I don't think ‑‑ and if you look at many of the electric utilities, their ratios are in the 2:1 range.

598

So I don't think you would want to have an incentive structure where you have to ‑‑ you could only get an incentive for really, really cost‑effective programs. I don't think that would be appropriate. But I think, you know, after we've had a few years of experience with the electric utilities, and we've seen the type of volume savings that they've achieved, then I think we might be able to have a volume target.

599

For example, if the average electric utility's conservation savings equal a half of 1 percent of their through‑put volumes, then that might be the appropriate target for when the incentive rate would start, and then at a higher marginal rate. That would be ‑‑ you know, conceivably, could be a good way to go forward.

600

MR. SHEPHERD:
If you could find a way to set that threshold, then you could ‑‑ you've heard the discussion in the last few days about the distinction between telling the utilities, This is your job, you have to do it, and incenting them for their performance on that job. You could, couldn't you, say, Well, up to 2:1 ratio or 3:1 ratio, whatever number you pick, we expect you to achieve that. That's doable without any special effort. Over that, we think you're making a special effort and we're going to incent you for that. That would be reasonable to consider, anyway, wouldn't it?

601

MR. GIBBONS:
Well, it's certainly something to consider. And I think, you know, this is sort of speculative now, but once, after a few years, we've got the results, we see what type of savings they are achieving in terms of volume, what types of savings they are achieving in terms of total resource cost benefits, then it will be much easier to develop, I think, a pragmatic proposal. At the moment, you know, it's so, sort of, speculative.

602

MR. SHEPHERD:
Okay. I just have one other area I want to ask you a couple of questions about, and that is the issue of prior consultation and, you know, the sort of stakeholder consultative, that sort of thing.

603

I heard your direct evidence, and it sounded like you were saying you opposed a consultative at the front end. Is that the case? Or is it that you oppose an OEB‑sponsored consultative?

604

MR. GIBBONS:
Well, in the case of the gas utilities, when the Board established gas DSM programs in 1993, they basically mandated that the gas utilities had to have a consultative process. And that was, I think, an appropriate decision, given that, at that time, we had three major gas utilities. I don't think it would be appropriate for the electric utilities. I think the regulatory burden would be way too high, and I'm not at all convinced that that would provide a net benefit to anyone.

605

But we do have an alternative, and I think I spoke about this in my direct, the conservation working group is proposing, though, that the utilities should be allowed to apply to the Board for pre‑approval of certain inputs. And we suggest the Board should make that decision with the help of a conservation evaluator or auditor or specialist. And that auditor should ‑‑ the Board should establish an advisory committee to give advice to the auditor, just advice, and that advisory body would be picked by the OEB, and it could be picked from people who regularly participate at OEB hearings.

606

MR. SHEPHERD:
Now, Mr. Chernick talked about the value, and I think Mr. Goulding also agreed with this, the value of getting the stakeholders to buy in at the front end, either to program design or to input assumptions, so that you would increase the certainty to the LDCs. Do you agree that, to the extent that the LDCs can, without a huge, administrative burden, get their stakeholders to get onside with what they're doing? That's a good thing?

607

MR. GIBBONS:
Well, sure it's a good thing. And I think our proposal ‑‑ I mean, the key thing for the LDCs that need to get support from, in my view, is the inputs and, at the end of the day, the LRAM and the SSM claim, because that's a decision that has to be made by the Ontario Energy Board, so it's obviously nice if we can get the stakeholders to agree on what the decision should be. And I think by having this advisory committee to the OEB‑appointed auditor, that could be a way for getting stakeholders to reach consensus.

608

The Board could, you know, appoint a representative basically from the AMPCO community and from the schools community, residential, environmental groups. The Board could appoint representatives of those communities who are knowledgeable, who have real expertise in these fields, and who are committed to acting in good faith and making a positive contribution.

609

MR. SHEPHERD:
Now, are you limiting that to input assumptions, or do you think that there's value on the program design and review side as well? Take the Enbridge example. Has the Enbridge consultative added value to Enbridge's program design, choice of mix, et cetera, do you think?

610

MR. GIBBONS:
I think its added value, but I don't think it's added nearly as much value as many people hoped it would when the Board made its original decision over 10 years ago.

611

MR. SHEPHERD:
So it's really a cost‑benefit analysis: How expensive is it to get this front‑end input, relative to the benefit you get out of it?

612

MR. GIBBONS:
Yeah. It's not just the money, but it's also the time, the potential delay and ‑‑ yeah.

613

MR. SHEPHERD:
Mr. Chairman, those are all our questions. Thank you.

614

MR. KAISER:
Thank you, Mr. Shepherd.

615

Mr. Poch, do you have any questions?

616

MR. POCH:
Yes, I did. Thank you, Mr. Chairman.

617

CROSS‑EXAMINATION BY MR. POCH:

618

MR. POCH:
Mr. Gibbons, yesterday Mr. Shepherd was asking about but your comments that the Enbridge experience with ‑‑ relative ‑‑ that is, that they performed, relative to their target, much better after they got their SSM than before. And he suggested to you that, Well, isn't it true that that's just a correlation between how they performed in the budget. And that is what prompted the request for you to file the information that we just got as Exhibit D.11.3.

619

Do you recall that conversation?

620

MR. GIBBONS:
Well, in general terms, yes.

621

MR. POCH:
All right. And I'm just ‑‑ I notice Mr. Shepherd didn't follow up on that, so I will. Just looking at that exhibit, I note that the ‑‑ for example, between 2001 and 2002, the budget actually fell, but there was a significant move forward on the ‑‑ in the second column ‑‑ or the middle column, in terms of the financial net benefits, as measured by TRC. Am I reading that correctly?

622

MR. GIBBONS:
Yes.

623

MR. POCH:
So would it be fair to conclude that there is not a simple linear relationship that explains ‑‑ that ‑‑ where TRC increases can be explained merely by throwing more money at the ‑‑ in the budget?

624

MR. GIBBONS:
No, there's not some simple, linear, iron law that relates budget‑spending to TRC benefits. It depends, certainly, a lot, in the terms of the ingenuity and the entrepreneurship and the creativity of the utility, or whoever is implementing the conservation programs.

625

MR. POCH:
And, having said that, you'd agree, though, that having budget is a necessary condition to be able to perform, though.

626

MR. GIBBONS:
Yes.

627

MR. POCH:
All right. Now, first of all, is it fair to say your recommendations, overall, are consistent with the majority view that's found in the conservation working group report.

628

MR. GIBBONS:
Yes, I believe so.

629

MR. POCH:
Okay. Now, on the question of incentive, there's been some discussion about the notion of simply mandating either spending or some other measure of energy efficiency performance. Would you agree that, if the Board does that, it may, in fact, be even more important to also provide an incentive to ensure that waste is minimized?

630

MR. GIBBONS:
Well, absolutely. If the Board tells the utilities they must spend some money, then it will be very important to them ‑‑ give them an incentive to spend it wisely. Because, if there's no mandate to spend the money, the people who aren't interested, or, maybe, hostile in some way to it, will just not spend the money. So there won't be that type of waste. So if utilities are going to be forced to spend money, I believe they definitely should be given an incentive to spend it as wisely as possible.

631

MR. POCH:
All right. And if the Board gave them a mandate, not to spend money, but to, say, achieve some level of reduced kilowatts, for example, wouldn't the same be true? That you would want to have ‑‑ find there would be need for an incentive, to make sure they didn't do that by throwing unbelievable amounts of money at the problem?

632

MR. GIBBONS:
Yes, I agree.

633

MR. POCH:
All right. Now, on this 5 percent proposal, have you calculated how much of a difference that incentive has to make before it is a win‑win?

634

MR. GIBBONS:
Yes. If you give a 5 percent incentive ‑‑ SSM incentive, as opposed to having no incentive ‑‑ no positive incentive, the incentive has to increase the bill‑savings by 5.3 percent for customers to see a net bill reduction as a result of that. So, as long as this SSM motivates the utilities to increase their bill‑savings by at least 5.3 percent, customers will be better off.

635

MR. POCH:
In other words, as long as this ‑‑ the Board has some confidence that offering an SSM is going to improve performance, as you say, by 5.3 percent, then it's, in a sense, self‑funding: We're creating additional benefits that exceed the cost of the incentive.

636

MR. GIBBONS:
Yes.

637

MR. POCH:
Okay. Now, Mr. Shepherd was also talking to you about ‑ and there's been some discussion over the last couple of days ‑ about the idea of incenting above‑average performance, or better performance, in some sense, rather than incenting all performance. And I'd like to ask you, if we were to propose an incentive, either this year or in subsequent years, that, in some fashion, takes its target, or pivot point, or point of reference, as the performance of the group of utilities, as a whole ‑ so, in other words, if we just came up with incentive, say, that said, you know, The top X percent of performers, however you're going to measure it, will get an incentive, and, maybe, the bottom next percentage will get a penalty ‑ would you agree that we would have to be very careful in the design of that, so as not to create a barrier to cooperation between the utilities?

638

MR. GIBBONS:
Well, I think that type of incentive would create a barrier to cooperation, because everyone would want to be in the top rank, and I wouldn't advocate that.

639

The OEB, when it regulates the gas and electric utilities with respect to their distribution business, it establishes a regulatory framework which ensures that all utilities that do a reasonable job will earn a profit from the delivery of gas or electricity. And I think that's appropriate for conservation, too. All utilities that do a reasonable job of delivering conservation cost‑effectively should be able to expect to earn a profit from it.

640

MR. POCH:
Okay. Now, turning to the process. We've talked about a front‑end process and a back‑end process. You were here this morning when I had an exchange with Mr. Heeney where I suggested to him how such a process might work.

641

MR. GIBBONS:
Right.

642

MR. POCH:
Do you, generally, agree with that ‑‑ that ‑‑ the architecture we were discussing there?

643

MR. GIBBONS:
Well, I would like you to be more specific ‑‑

644

MR. POCH:
Well, let us ‑‑

645

MR. GIBBONS:
‑‑ it's vague, is that ‑‑

646

MR. POCH:
Okay. Let me touch a few of the points, then.

647

At the front end, there would be this ‑‑ in essence, the conservation working group proposal ‑ you've already agreed to that ‑ that there be an advisory group to a Board‑appointed expert.

648

MR. GIBBONS:
Right.

649

MR. POCH:
Okay. Now, just in terms of that, I'm going to suggest to you that the ‑‑ a mechanism for doing that: That the Board could invite ‑‑ from amongst the stakeholders that are on the Board's notice lists, invite nominations for a seat on that advisory group. Would that be a reasonable step?

650

MR. GIBBONS:
Yes.

651

MR. POCH:
And then the Board could select a manageable number of participants, based on the qualifications of the individual being nominated, and the record of those intervenors in being helpful, in the Board's own experience?

652

MR. GIBBONS:
Right.

653

MR. POCH:
Okay. And that it would be appropriate for the committee to be both small and manageable and to be adequately funded, so they could do a good job?

654

MR. GIBBONS:
Right.

655

MR. POCH:
And that ‑‑ now, I suggested a step here to Mr. Heeney which is that the committee is going to gather together information to put out something analogous to what the California people are doing, that is, some pre‑approved ‑‑ or suggest to the Board what inputs be pre‑approved. Would it be appropriate that there be an openness on the part of the committee and on the part of the Board to receive any submissions that others who aren't directly represented on the committee wish to offer up, although they wouldn't be funded participants in the committee?

656

MR. GIBBONS:
So, for example, if Toronto Hydro came before ‑‑ asked the Board to pre‑approve certain input assumptions for its programs, then any other intervenor or citizen of Ontario could make comments on that proposal?

657

MR. POCH:
Yes, for the benefit of the advisory committee, the auditor and, ultimately, for the Board.

658

MR. GIBBONS:
Sure.

659

MR. POCH:
Okay. So just ensuring due process is an appropriate consideration here.

660

Now, in terms of the Board's appointment of an expert to run this show, would you agree that that's someone, first of all, who has practical experience in the field of DSM evaluation and programming?

661

MR. GIBBONS:
Yes, that would be very important. And, in the United States, there's a community of people, professionals for conservation evaluation and auditing. Because, of course, many of the states in the United States do have shareholder‑incentive mechanisms, and, therefore there is a need for this high‑quality evaluation, to make sure that the claims, the savings claims, are true. And certainly, Enbridge and Union Gas have hired some of these high‑qualified experts to audit their proposals, and so these types of people are the type of people we need to get. They've got the real expertise to be able to critically evaluate what the utilities are proposing, determine whether they are reasonable. Yes.

662

MR. POCH:
So, presumably, such an expert would start with things like this, the California PUC materials, the BC materials, any information that's provided locally, and would be knowledgeable about what's out there already.

663

MR. GIBBONS:
Absolutely.

664

MR. POCH:
And just on that point, I just wanted to get a sense ‑‑ it came out of the Chairman's questions earlier about what is pretty standard and known out there and what is specific to the jurisdiction here. And can we agree that measure life, for example, might be something we could often adopt holus bolus from the California or BC experience, how long a fridge is going to last?

665

MR. GIBBONS:
I would think so.

666

MR. POCH:
But the baseline efficiency of what's been bought in Ontario, in terms of how efficient are the fridges ‑‑ the average fridge on the market now, is something that's going to be more specific to this jurisdiction, to the market here.

667

MR. GIBBONS:
Yes.

668

MR. POCH:
And similarly, on the benefit side of this, the avoided costs are going to be very jurisdictionally specific. It will depend on what generation is being avoided, for example.

669

MR. GIBBONS:
Yes.

670

MR. POCH:
All right. And that's the kind of thing that we want someone who has ‑‑ the expertise should be targeted at resolving those kinds of questions.

671

MR. GIBBONS:
Yes.

672

MR. POCH:
Okay. At the back end, you heard a discussion this morning, and the notion was that every utility would provide an evaluation report, which would include the statistics listed in the CWG recommendations. Is that what you imagine?

673

MR. GIBBONS:
Yes.

674

MR. POCH:
And in your view, it would also pass through this advisory committee expert review?

675

MR. GIBBONS:
Well, yes, I would see that these statistics would be going to the auditor. The auditor would review them and make sure that they are valid, so that when we have this compendium of the results of the 90 different electric utilities, they will be post‑audit so we could have a really good comparison of how each of the different utilities are doing, and identify who has the best practices and who should be copied.

676

MR. POCH:
Okay. And would one function of that stage be that that group could then revise the assumption list for future periods if, based on the evaluation, they found out, well, it turns out fridges actually are of a slightly different efficiency than was assumed earlier.

677

MR. GIBBONS:
Yes.

678

MR. POCH:
Okay. And in the ordinary course, again, would there be some ‑‑ there would be, I take it, a recommendation from that, call them an auditor or call them an expert, with the advice of the committee, to the Board to either accept the utility's filings or accept it with the following amendments, kind of thing?

679

MR. GIBBONS:
Right.

680

MR. POCH:
And presumably, there could be an interim stage there where the utility had a chance to revise so there wasn't any live dispute.

681

MR. GIBBONS:
Right.

682

MR. POCH:
But to the extent there was, the utility could elect to seek the Board to override the committee's recommendation?

683

MR. GIBBONS:
Right.

684

MR. POCH:
And again, there would be some ‑‑ the posting of this information, and any other intervenor who wished to make it an issue could seek the Board to ‑‑ the Board's attention to the matter by way of whatever process the Board makes available in its rate application process.

685

MR. GIBBONS:
Right.

686

MR. POCH:
Okay. Thank you. Those are my questions.

687

MR. KAISER:
Thank you, Mr. Poch.

688

Mr. White?

689

CROSS‑EXAMINATION BY MR. WHITE:

690

MR. WHITE:
Yes, I have a couple of questions.

691

When I looked at how the LRAM worked for the utilities using a future forecast year, and while I don't expect that to be the likely case in the short run for my clients, it's a potential in the longer term. And, again, I recognize that the 2006 process is the focus of this hearing.

692

But what I'd like you to do is think about, because of the temperature variance that might drive air‑conditioning energy use from year to year, would it be possible to consider a multiyear LRAM as an option, so that if an utility experienced an incredibly hot weather season and the energy reduction was not there in the particular year in question, that if, say, air‑conditioning had been a focus of their energy use reduction program, that there might be an opportunity to consider a lower energy use summary in the following year, in a similar way that the rate handbook looks at three years for the historical year as opposed to just one year for determining what the likely revenue is going to be.

693

Would there be a way of ‑‑ a potential way to recognize the fact that the actual energy use might be higher, notwithstanding the success of the energy reduction program?

694

MR. GIBBONS:
Well, if the question is ‑‑ I mean, what we've proposed here is the LRAM be cleared on an annual basis. If you're basically saying the LRAM should be cleared on some type of, sort of, three‑year basis or a two‑year basis, I would have no objection to that, as long as it still, you know, serves the purpose of an LRAM to make the utility revenue‑ and profit‑neutral with respect to conservation. And I think that's, sort of, what you are aiming at, and I don't have any problem with clearing it on a three‑year basis, if that's what a utility would like to do. And certainly, for a smaller utility, that might make a lot of sense.

695

But in your question, you were suggesting, in a hot ‑‑ when there's a year of a hot summer, your conservation benefits from your high‑efficiency air‑conditioner program would be less. And I guess I'm having a little difficulty with that link, because, for example, I would see a high‑efficiency air‑conditioner program is one where the utility, for example, might give a rebate to customers who bring in an old, inefficient window air‑conditioner and give them a rebate on the purchase of a brand new, high‑efficiency EnergyStar air‑conditioner. And that would provide energy efficiency savings based on the difference of efficiency between the old, inefficient air‑conditioner and the new one.

696

And, if anything ‑‑ and I think what you would use is an assumption that on an average year, that more efficient air‑conditioner would save, and so your forecasted savings from that air‑conditioner high‑efficiency program, I don't think would change just because you're in this ‑‑ you're in a year of hot summer.

697

So I just have ‑‑ those assumptions, I think, are irrelevant from the proposal that I'm putting forward. But, you know, I think your basic question is about having a rolling, you know, three‑year clearance of an LRAM, and I don't have any philosophical problem with that.

698

MR. WHITE:
Okay. I accept your points, particularly with respect to shared savings. But if the LRAM is going to be based strictly on the utility's forecast at the front end, using a future forecast test year, and the overall forecast energy use within the utility goes up because of the air‑conditioning load, notwithstanding the fact that the savings associated with, if you will, the lower cost or lower operating cost air‑conditioners might be greater, for the other air‑conditioners in the system, the energy use might swamp, if you will, their success in the air‑conditioner replacement arena.

699

MR. GIBBONS:
That's certainly true. I mean, if you've got an air conditioner program that gets 100 new air conditioners into a certain marketplace, that will reduce electricity use by a certain amount, but it may, certainly, be swamped by the increased usage of all the other air‑conditioners, the status quo air‑conditioners, in a hot summer.

700

But the LRAM we're proposing is totally separate from that. The LRAM just looks at how much your electricity delivery volumes have gone down because of the 100 air‑conditioners that you put in place. That's all it has to measure. And you can get ‑‑ the LRAM amount can be positive, despite the fact that your total sales of your utility may have gone up by 5 percent, because it's a really hot summer.

701

MR. WHITE:
Okay. Thank you very much. I understand your clarification in that area now, from my prospective, at least.

702

I have no further questions for the witness. Thank you, Mr. Chair.

703

MR. KAISER:
Thank you.

704

Ms. Simon, do you have any questions?

705

MS. SIMON:
No, sir. Thank you.

706

MR. KAISER:
Mr. Millar?

707

CROSS‑EXAMINATION BY MR. MILLAR:

708

MR. MILLAR:
Yes, very briefly, Mr. Chair.

709

Mr. Gibbons, you were here yesterday during my cross‑examination of Mr. Chernick.

710

MR. GIBBONS:
Yes.

711

MR. MILLAR:
And you were here today when I was cross‑examining Mr. Love and Mr. Heeney?

712

MR. GIBBONS:
Yes.

713

MR. MILLAR:
And you will recall I went through a bit of a walk‑through with them on exactly how these programs would work, if the Board were to implement them? I don't propose to take you through the entire thing again, because I think we've gone through that exercise.

714

But what I would ask you is if there are any points of difference between you and those other witnesses that I questioned on this matter, regarding ‑‑ I guess, specifically, I was focusing on filing requirements ‑‑ but, I guess, just in general, on how these proposals ‑‑ how these programs would actually work, if they were to be implemented?

715

MR. GIBBONS:
Okay. Well, in terms of my recommendations and those of Mr. Chernick, I think my recommendations are much more light‑handed than his.

716

MR. MILLAR:
Mm‑hm.

717

MR. GIBBONS:
And, basically, the philosophy that I'm espousing ‑ and I believe the conservation working group is ‑ is that, you know, the OEB's job is to establish the rules of the game: The regulatory framework, the incentive structure. And, in order to reduce regulatory risk, it would be very advantageous if you could give the utilities pre‑approval for certain of their inputs. That's very important to them, I believe. And then, at the end of the day, your job is to, you know, audit their LRAM and SSM claims, to make sure those savings are real and that they're not ‑‑ the utilities aren't getting an ‑‑ excess LRAM claims or SSM claims. So that's, basically, my role: You know, the Board's role is to set the directions, establish the rules, make sure the LRAM and SSM claims are reasonable, and that's, basically, it.

718

I definitely do not believe the Board should get into micro‑management.

719

And just, you know, the pre‑approval of the input claims, that was a recommendation of the conservation working group. I think Mr. Shepherd seemed, in his cross‑examination, yesterday, to be opposing that. And I would just like, you know, to remind the Board, you know, we've heard about the problem with ‑‑ Enbridge had one bad experience with an audit process. It went on for a very long time, and was an awful process, and no one ever wants to repeat that.

720

And after that terrible process, the people who were involved in the Enbridge consultative process, and ADR, wanted to deal with it structurally, and try to solve that problem, so it would never be repeated. And so what we did was, we agreed on certain process rules and ‑‑ for how the audit committee would work and how the DSM consultative would work. And we also agreed that, for many inputs, we gave ‑‑ the ADR process gave Enbridge pre‑approval for many of their inputs. And, then, that was blessed by the Board. And I'm referring to the RP‑2002‑0133 decision, August 19th, 2003. And I know people won't have it here, but if you go to that ‑‑ to the back of that decision, there's the ADR agreement. And on page 68 and 69 of that ‑‑ and 70 and 71 of that ADR agreement, there's a section on calculation of TRC savings. And it sets out there which of Enbridge's input assumptions are pre‑approved and will not be, you know, disputed, at the end of the day, for the purpose of clearing of the SSM.

721

And that ‑‑ so that was our ‑‑ part of your institutional solution to the problem of that bad experience Enbridge had. And as a result of that initiative, among other things, I don't think we'll ever, in the gas sector, ever have a repeat of that unfortunate Enbridge experience. And, since then, the Enbridge and the Union audit committees, to the best of my knowledge, have been going along very smoothly.

722

MR. MILLAR:
Thank you.

723

And I asked this question of the other witnesses, so, in fairness, I'll ask you it to you as well. Do you have any concerns of how realistic it will be for smaller LDCs, for example, those that have a budget of less than $100,000, or even $50,000, for C&DM ‑‑ do you see it as realistic for them to put together a workable and feasible C&DM program, given the administrative burden that will be placed on them to meet the filing requirements, and whatnot? Do you see any problems there?

724

MR. GIBBONS:
Well, that's certainly an issue. And the conservation working group ‑‑ one of our responses to that issue was to suggest that the Board create, you know, a conservation handbook, which would set out templates for how to do this, how to calculate the tests and all the type of filing requirements that the Board would require. So that's key.

725

And it's key that the Board approve avoided‑cost numbers. It just would not be appropriate to ask every small LDC to go hire a consultant to calculate avoided costs. That would quickly eat up the budget. So there are definitely things that the Board can do, and the conservation working group has recommendations with respect to the handbook that would make that ‑‑ the administrative burden less for the small LDCs.

726

But, also, I think, one of the values of our SSM proposal is it motivates all utilities to get the largest possible bill‑savings. And to do that, you, obviously, want to reduce your administrative costs. So that will motivate LDCs ‑‑ small LDCs to join up with other small LDCs, or some other type of cooperative venture, or Enbridge Gas, if they're in the ‑‑ if their franchise areas overlap, and, basically, to piggy‑back, or join with another group, to get the economies of scale. And so I think that the TRC ‑‑ the SSM will help drive a rational solution to that issue.

727

MR. MILLAR:
Do you have anything to add? I'm sorry.

728

MR. GIBBONS:
For a ‑‑ you know, for a small ‑‑ very small LDCs, we've got to, definitely, have these things, like the handbook, to make life simpler for them. So that, you know, the general manager can just read the handbook and figure out the rules, without having to hire expensive consultants from Toronto. And, also, the benefit of forming cooperatives with other LDCs is good. And I know lots of those LDCs do have cooperative organizations. I, certainly, when I go to the OEB's stakeholder meetings, I meet these different LDCs, and find all these different little groupings, which is great.

729

But, you know ‑‑ just as ‑‑ also, I think there is a bit of a prejudice for people in Toronto ‑‑ is to think that, you know, these small LDCs are always less efficient, and less able to respond. And I think that's a very ‑‑ inappropriate. I mean, I used to be a commissioner for the largest municipal utility in Ontario. And I know that there are a lot of very small ‑‑ there are smaller LDCs that are very efficient and very well‑run.

730

MR. MILLAR:
Thank you, Mr. Gibbons.

731

Those are my questions.

732

MR. GIBBONS:
Thank you.

733

QUESTIONS FROM THE BOARD:

734

MR. KAISER:
Mr. Gibbons, you put in evidence, or your counsel did, this afternoon, 11.3. This was the evidence in Vermont, I guess it was. Or where was it? No ‑‑

735

MR. GIBBONS:
No. It's Ontario for Enbridge, but it's by a consultant from Vermont.

736

MR. KAISER:
Oh yeah. I thought all consultants came from Toronto.

737

MR. GIBBONS:
A lot of the great ones come from the United States, actually, in this business.

738

MR. KAISER:
In any event ‑ and Mr. Shepherd, I think, alluded to this ‑ if you look ‑‑ this adds some more recent information, over and above what you had in your pre‑filed evidence, which only went up to 2001.

739

MR. GIBBONS:
Right.

740

MR. KAISER:
And I notice that the expenditures in '03 went from ‑‑ in '04 went from 11 ‑‑ 12 million in '03, to 13.5 million in '04, but the benefits went from 130 million to 179 million. Is that just, largely, a function of the larger avoided cost, because of the increased price in natural gas?

741

MR. GIBBONS:
Well, that's certainly part of it. For sure.

742

MR. KAISER:
You mentioned in your evidence, today, that it's significant, in terms of the urgency, or seriousness, with which we deal with this issue, that marginal costs are greater than average costs. And I take it, in your compendium, at page ‑‑ '02 where you had the cost in cents per kilowatt‑hour of energy, where you have hydro at 1 cent, nuclear now at 7.7, and fossil at 4.2, your point is that the old generation is weighted by that cheep hydro ‑‑

743

MR. GIBBONS:
Yes.

744

MR. KAISER:
‑‑ but the new generation is coming from expensive fossil fuels.

745

MR. GIBBONS:
Yes, very much so.

746

MR. KAISER:
Do you expect that ratio to increase in the future, that disparity between marginal cost and average cost?

747

MR. GIBBONS:
Well, yes, I think there's going to be a big difference between marginal cost and average cost. I mean, we get 25 percent of our power from water, which costs you about a penny a kilowatt‑hour. It's a very, very low cost, and that's a huge advantage for the Ontario economy. But the new sources of power will virtually all be ‑‑ well, all the new sources of power will be way above a penny a kilowatt‑hour.

748

MR. KAISER:
So when the minister says it's cheaper to save a kilowatt than generate a kilowatt, that's what he means.

749

MR. GIBBONS:
Absolutely, yes. I mean, you know, for new supply, like, we're talking in the 6 to 8 cents per kilowatt‑hour range, and certainly there's many, many conservation investments that can be achieved at a much, much lower cost. And that's why it's so important to promote conservation, and to get as much conservation as we can.

750

MR. KAISER:
I want to come, finally, to this pre‑approval process. We've heard, on and off, suggestions that this gas thing, although it might have some interesting results, has been a real bun fight and took a long time. But I take it, from what you've just said recently, that through the new agreement on inputs, that dissension has largely gone away; is that right?

751

MR. GIBBONS:
Well, that certainly helps. It's much easier to agree on what the inputs are up front, before the year starts, than after the fact, when people know what the implications are going to be in terms of SSM dollar amounts. So that will help solve the problem.

752

In terms of the Enbridge process, there were real problems because, in terms of the audit committee at that time, there wasn't consensus on what the rules were. Like, who was in charge of the audit process? Was it, basically, an Enbridge process, with the intervenors as advisers, or was it a process where the majority ruled, that is, the intervenors could gang up on Enbridge and tell it exactly what to do with its money and with the auditor. And there was also, not amongst the people who were on the audit committee, there wasn't consensus about what the rules of the game were for the SSM.

753

So there was all this dispute. People didn't agree about what the rules were to be, about how you would calculate the SSM, so there were these huge, philosophical disagreements about what the appropriate rules were, and so it just dragged on and on and on.

754

And so what we did, in the subsequent Enbridge rate case, is we agreed that the audit process ‑‑ the intervenor people are there on an advisory basis, ultimately Enbridge is accountable to the OEB, and Enbridge must make sure the process works in a cost‑effective manner. And we also did that with respect to the DSM consultative committee. And we've now, basically, got much clearer agreements about what the rules of the game are for calculating the SSM for the ‑‑ for Enbridge, so it's much easier to make decisions and move on.

755

MR. KAISER:
The actual savings, in your evidence and in this new exhibit, of course, they've increased over time. Aside from the effect of the SSM LRAM, that could also just be a function of the fact they're getting better at it and the avoided costs are increasing. That's possible, isn't it?

756

MR. GIBBONS:
Certainly, the avoided costs have gone up and that increases the savings; there's no question about that. And, yes, they're getting better at it, and part of the reason I would argue they're getting better at it, not just more experience, but because they're more motivated to do a good job. And that's part of the reason why they're getting better. They've got a real motivation to be better.

757

MR. KAISER:
Now, I noticed in your exhibit ‑ this is page 6 ‑ that the variance with the target jumps around, and it appears to be because the targets jump around. Why do the targets sometimes go up and sometimes go down? What's the rationale for the target going down?

758

MR. GIBBONS:
I don't ‑‑ my memory is not as good as it used to be, but I suspect what happened was that there was poor performance, they were failing to achieve targets. And I suspect the rationale is, Well, okay, in 1999, we're going to set a more reasonable target that's more likely to be achieved. I suspect that's what the argument was, but ...

759

MR. POCH:
Mr. Chairman, I can be of some assistance here. As I recall, there were some measures which were no longer eligible because, for example, the government had raised the standard on water heaters. Following on what had been achieved in the programs, they said, Okay, well, that's going to be the new floor in Ontario, so that at that point the utilities could no longer claim any savings for that.

760

MR. KAISER:
I'm going to put a document to you, Mr. Gibbons, which comes out of the decision in the CLD case. You're familiar with that case.

761

Can we have a number for that, Mr. Millar?

762

MR. MILLAR:
D.11.4, Mr. Chair.

763

EXHIBIT NO. D.11.4:
CLD PROGRAM SUMMARY

764

MR. KAISER:
It's the CLD Program Summary.

765

MR. KAISER:
Now, you'll recall, Mr. Gibbons, that these six utilities banded together under the third‑tranche program, and agreed to make commitments to the tune of $72 million spread over the three years, which you'll see on page 1 there.

766

And just to set the framework for this discussion, if you go to the last part of this document, actually, page 7, right after page 6, you'll see that if you look at these ‑‑ page 6, these C&DM expenditures are averaging a little over 8 percent over the period of their gross revenue, or 2.5 percent a year. So these expenditures are, sort of, in the range that we've been talking about here, the 1 and 3 percent range. They just happily fall right in the middle.

767

MR. GIBBONS:
Mm‑hm.

768

MR. KAISER:
And you told us you didn't have any view on whether that was the right level or not.

769

MR. GIBBONS:
Right.

770

MR. KAISER:
Is that still the case? I mean, do you think this is too much or too little? I mean, I know that we didn't arrive at this through any process. The government picked this out of the air, and here's where it landed, but that's where we are. Should we be encouraging ‑‑ in other words, let me put the question this way: They've committed to spend these monies, and we'll see how well they do, but they've committed to spend these monies, and it is in this range. Is that enough, in your view, to take care of things for this three‑year period, or should we be out beating the bushes, looking for some more money?

771

MR. GIBBONS:
Well, it's certainly not going to capture all the cost‑effective conservation, I'm very confident of that, and certainly we need to start somewhere. And I certainly wouldn't recommend a lower level of spending, but I would certainly ‑‑ you know, I would definitely hope to see the spending increase very significantly over time. And I ‑‑ and I would certainly ‑‑ any utility that would want to come forward and propose higher levels of spending, I definitely think the Board should encourage them to do that, because I definitely think there's the potential to spend much more money cost‑effectively. And these conservation investments, if they're done well, will be a much, much lower cost option than new supply, and so it would be very beneficial for customers.

772

And, ss you know, the premier's got a very ambitious target in terms of energy conservation ‑ there's the 5 percent target ‑‑ 5 percent reduction by 2007 ‑ and be a North American leader in terms of conservation. And to become a North American leader, we have got a very, very long way to go, because if you compare electricity consumption per capita in Ontario to our neighbour in New York state, our electricity per capita is 60 percent higher than that of New York state. So if we're going to be a North American leader, we've got a huge catch‑up job to do.

773

MR. KAISER:
All right. Now, we're talking about 2006 rates here.

774

MR. GIBBONS:
Yes.

775

MR. KAISER:
And these people are going to put something for C&DM in their rate applications, and it probably will end up, globally, for this six, being about $28 million, what you see on the first page, under '06. They've already committed to that. The process that we currently have now is that they submit quarterly reports, as you'll recall, and they submit an annual report; in the annual report, they're supposed to do a cost‑benefit test. That's what we have today.

776

MR. GIBBONS:
Yes.

777

MR. KAISER:
Now, what you're proposing here, as I understand it, is the Board ‑‑ on top of this, you better put in an SSM and an LRAM, because that's the only way you're going to be sure that they'll do the best possible job.

778

MR. GIBBONS:
Right.

779

MR. KAISER:
That's your position?

780

MR. GIBBONS:
Yes.

781

MR. KAISER:
So notwithstanding the fact that we've approved this, and they can get it in rates without so much as anyone saying anything, it's important, in your view, that those two additional procedures be put in place.

782

MR. GIBBONS:
Right.

783

MR. KAISER:
So then we come to the question of this pre‑approval ‑‑ or these inputs. These are the programs. We know what the programs are. And, if you go over to the second page, you'll notice that, between the six, some of them have common programs and some of them have different programs.

784

Now, imagine if they had come here, and we just didn't bless the magic wand back on December 10th, but we were actually trying to approve these, or "give them pre‑approval", as you would call it ‑‑ and I keep hearing you talk about the inputs, and there's been reference to the California handbook: What is it that we would have to tell them about these 15 different programs? What guidance would we have to be giving them, so that they would have ‑‑ well, first, let me back up.

785

We have approved these, as you know. Final orders have gone out. They are entitled to recover these in expenses. End of story.

786

MR. GIBBONS:
Right.

787

MR. KAISER:
And you point out, quite properly, that they insist on knowing, up front, whether they will be able to recover these things ‑‑

788

MR. GIBBONS:
Right.

789

MR. KAISER:
‑‑ above all else.

790

MR. GIBBONS:
Right.

791

MR. KAISER:
And you're not suggesting we change that approach?

792

MR. GIBBONS:
No.

793

MR. KAISER:
What you're suggesting is we have a little more data to make the judgment; is that right?

794

MR. GIBBONS:
Okay. So, what the utilities have got from you, as I understand it, is, basically, pre‑approval to spend $28 million, whatever it was.

795

MR. KAISER:
Right.

796

MR. GIBBONS:
And so ‑‑ that's, obviously, very important for them, because they don't want to spend $28 million and then be told they can't recover that cost. So that's ‑‑ I mean, if there was a risk they couldn't recover the $28 million, that would be a huge disincentive to them to embark on conservation and demand management.

797

MR. KAISER:
Let me stop you there. I know where you're going to go, but let me stop you. Now, we did that ‑ we can be honest and fair, and nobody is recording this, I'm sure ‑ on precious little evidence.

798

MR. GIBBONS:
Right.

799

MR. KAISER:
Are you suggesting that there's better evidence that we can obtain, and should require, at this early stage in the process, or not?

800

MR. GIBBONS:
Well, I mean ‑‑ you could, for example, demand ‑‑ instead ‑‑ I mean, obviously, they had to get started.

801

MR. KAISER:
Right.

802

MR. GIBBONS:
And, definitely, for the 2005 year. What you could have done is say, We're going to approve the budget for 2005, but we're not going to approve the budget for 2006, or 2007, until you come back with more information, for example, you've screened it with the total resource cost test. I mean, you could have done that. But that's, basically, not what I'm recommending.

803

MR. KAISER:
You're not recommending that, before they get pre‑approval, they should have to demonstrate the total resource cost.

804

MR. GIBBONS:
No, that's not ‑‑ no, that's not my recommendation. And I think it's good you've gone through this pre‑approval process, because what you've seen is how they're proposing to break out their expenditures, big picture, between customer‑side‑of‑the‑meter, utility‑side‑of‑the‑meter.

805

MR. KAISER:
Right.

806

MR. GIBBONS:
For example, if a utility comes in and said, We're going to spend 100 percent of our MARR money on utility‑side‑of‑the‑meter, I think, you know ‑‑ I think that would have been wrong. It would have been an unbalanced approach. And you could have said, No, that's not right. The ones that I've seen, you know, they've come back and they spend a significant amount on both sides of the meter. And so, you know ‑‑ so it may be a very appropriate ‑‑ it wasn't obviously wrong. And so I think the fact that you acquired pre‑approval, you know, assures that they're not having really unbalanced approach where it's all on the utility‑side‑of‑the‑meter. So that's ‑‑ so I don't ‑‑ I think your pre‑approval process for the first year has been a good idea‑ and useful ‑ because I think it's prevented potentially bad things happening.

807

The type of pre‑approval I'm talking about is not about being able to recover the total dollars. It's about pre‑approval of inputs that are key inputs to the SSM calculation, which is what their bonus is. In order to motivate them to do a good job, they have to know that there's a reasonable expectation if they actually do a good job, or a superior good job, they're actually going to get a profit bonus. And they're not going to be subject to some kind of terrible process that Enbridge had to go through with one of its SSM claims.

808

And so what ‑‑ the type of pre‑approval they would need ‑‑ to get that pre‑approval from you, they would have to come ‑‑ say, if Toronto Hydro has a residential air conditioner program, they would have to come to you and say, We're going to put in, you know, 1,000 ‑‑ we're going to put in residential air‑conditioners, and each air‑conditioner, we believe, on average, will save 100 kilowatt‑hours a year, for example, and we believe this program will have a free‑rider rate of 20 percent. And it's those kind of key ‑‑ and we believe the avoided cost of electricity is 6 cents, or 8 cents, or whatever.

809

MR. KAISER:
And those three things are the inputs that you're talking about.

810

MR. GIBBONS:
Yeah, those ‑‑ it's those type of inputs that they need your pre‑approval for. And once they've got those key inputs, they, basically, know that, if they can get 1,000 participants in their program, if that's their target, they're going to get an SSM of X dollars. And that may be ‑‑ you know, that will be ‑‑ that's good. And the senior management, or the board of directors, says, Yeah, it's worthwhile for Toronto Hydro to do that; it's good for our shareholder.

811

MR. KAISER:
And, in doing that, they also, number one, would set targets for themselves ‑‑

812

MR. GIBBONS:
Yes.

813

MR. KAISER:
‑‑ they wouldn't actually follow the process ‑‑

814

MR. GIBBONS:
Yes.

815

MR. KAISER:
‑‑ and you would be able to rank programs.

816

MR. GIBBONS:
Yes.

817

MR. KAISER:
Thank you.

818

Thank you, Mr. Millar.

819

Thank you, Mr. Alexander.

820

MR. ALEXANDER:
No re‑examination.

821

MR. KAISER:
Thank you.

822

MR. KAISER:
Mr. Millar, what's next?

823

MR. MILLAR:
Mr. Chair, there was one final matter I'd just like to clear up. You will recall that we had this document produced with regard to an undertaking, and I don't think we've given it an exhibit number yet.

824

MR. KAISER:
All right.

825

MR. MILLAR:
This is the California Public Utilities Commission Energy Efficiency Policy Manual, version 2.

826

MR. KAISER:
While you're doing that, would you mind giving a number to the document that Mr. Gibbons was referring to. I realize that it's attached to that gas decision, that was with the gas pre‑approved input. Let's reserve a number.

827

MR. MILLAR:
This document, sir?

828

MR. KAISER:
No, that's the next ‑‑

829

MR. GIBBONS:
You meant the Enbridge decision?

830

MR. MILLAR:
Oh, I see.

831

MR. GIBBONS:
Yes. RP‑2002‑0133, dated August 19th, 2003. And I was specifically referring to the ADR agreement at the back, and pages 68 to 71.

832

MR. MILLAR:
I'm sorry, could I have that file number, again? I just missed it.

833

MR. GIBBONS:
Yes. RP‑2002‑0133.

834

MR. MILLAR:
So, Mr. Chair, we could give that one ‑ the RP‑2002‑0133 ‑ that would be D.11.5.

835

EXHIBIT NO. D.11.5:
A COPY OF THE DECISION OF THE ONTARIO ENERGY BOARD IN MATTER NO. RP‑2002‑0133, DATED AUGUST 19TH, 2003

836

MR. MILLAR:
And the California Public Utilities Commission document would be D.11.6.

837

EXHIBIT NO. D.11.6:
A COPY OF VERSION 2 OF THE ENERGY EFFICIENCY POLICY MANUAL OF THE CALIFORNIA PUBLIC UTILITIES COMMISSION

838

MR. KAISER:
Did you give a number to the CLD program summary?

839

MR. MILLAR:
I'm sorry?

840

MR. KAISER:
The CLD program summary: Was that marked?

841

MR. MILLAR:
That's 11.4.

842

MR. KAISER:
Yes. Thank you.

843

MR. MILLAR:
Mr. Chair, I believe that concludes the evidentiary portion of the hearing, unless I'm mistaken. I know that you ‑‑ that Board Staff were planning to give a short ‑‑ a brief summation of everything that we've heard over the past few weeks. So I'm wondering ‑‑

844

MR. KAISER:
Do you know how long that will take?

845

MS. LEA:
Yes, I think, Mr. Chair, I can help you. The Staff submission will probably run about half an hour, maybe a little more, maybe a little less, something like that.

846

MR. KAISER:
Why don't we take the afternoon break. We'll come back and hear you on that.

847

MS. LEA:
Thank you very much.

848

‑‑‑ Recess taken at 2:12 p.m.

849

‑‑‑ On resuming at 2:32 p.m.

850

MR. KAISER:
Please be seated.

851

MS. LEA:
We have a good turnout from Staff.

852

MR. KAISER:
They're all listening on the Internet.

853

MS. LEA:
Well, I don't know about that, sir. Deathless pros, no doubt, will be spoken here today.

854

MR. SOMMERVILLE:
Ms. Lea, just before you begin, most of the work that was done with respect to the C&DM materials was done prior to the passage of Bill 100, and there's a matter that the Board would like parties to address in their submissions that relates to the change in the objects of the Board occasioned by the passage of Bill 100.

855

As you all know ‑ and I'm not asking you to comment on this; this is really just for the record and for the advice of parties ‑ the objects of the Board were radically changed by Bill 100. The seven incumbent objects were, in effect, deleted and substituted for two new ones. In addition, Bill 100 also had the effect of creating the OPA and endowing it with certain objects. And the Board would appreciate it if the parties could address the meaning of those changes for the purposes of our consideration of the C&DM materials.

856

Thank you.

857

SUBMISSIONS BY MS. LEA:


858

MS. LEA:
Thank you, sir.

859

If it please the Board, then, Board Staff has a few submissions that it would like to make. Myself and my colleague, Michael Millar, will share this duty today.

860

I'd like to first ‑‑ I guess with this submission, I'd like to go back to some of the origin of much of what has been discussed in the hearing, although I won't be discussing the actual hearing issues much, and that is the rate handbook itself, the January 10th draft that is the most recent draft. And I will be making considerable references to the handbook, so if you have that, it might be useful to turn it up.

861

I'd like to begin by thanking all the stakeholders, who have worked so hard over the last, well, nearly six months now in creating the product that ended up on the website, my staff, in particular, and the working group members who contributed so much.

862

So these submissions, then, I hope will be of assistance to the Board in its review of the handbook, and they may also been be of assistance to stakeholders, although many stakeholders, no doubt, have drafted the majority of their argument already.

863

Staff will not take a position on the issues in this submission. We will make stakeholders aware of issues that have been brought to our attention since the last draft of the rate handbook was completed, and that's largely to encourage interested stakeholders to put their concerns on the record by way of argument on February 14th.

864

As I said, we won't spend a lot of time on issues that have been brought to the hearing before the Board, but we will try to highlight the topics that are important elements of the rate handbook.

865

To reiterate what was said earlier in this proceeding, the arguments that are due on February 14th and 28th are to encompass all the issues in the handbook, including CDM, including the issues heard by the Board, the alternatives in the handbook, and anything else that stakeholders want to tell the Board about the handbook.

866

In the handbook itself, we have tried to list all areas of disagreement, but not all stakeholders were able to participate in the working groups or the stakeholder conferences, so the arguments can contain submissions on issues not specifically listed as alternatives.

867

For the assistance of stakeholders, I can advise that I think it would help the Board to organize the arguments by chapter and by section. And for CDM issues, there's no existing chapter in the handbook on CDM at present, but parties may want to discuss these issues in a group at the end of their arguments. And then we can devise a CDM chapter or appendix if that is required for the handbook.

868

Turning, then, to chapter 1 of the handbook, which provides an introduction. As indicated in this introduction, the 2006 rate handbook contains two types of information. The filing requirements in the handbook are mandatory for any application for 2006 rates. The book also contains some policy guidance as to what the Board will likely consider or accept in rate applications.

869

Now applicants can ask the Board for something in addition to what is in the handbook; for example, for an expense to be included that the handbook generally indicates will be excluded. But a departure from the handbook will be heavily scrutinized, and the application will take longer to process than if it were consistent with the handbook. An applicant would need to provide more evidence than the minimum filing set out in the handbook to justify a departure from the policy in the handbook.

870

Chapter 2 of the handbook introduces the filing requirements for a 2006 rate application, and I'd like to highlight the bolded words that appear on page 12:

871

"An applicant is responsible for the completeness and accuracy of the information submitted to the Board. The burden is on the applicant to demonstrate, through the evidence it provides, that the rates sought are just and reasonable."

872

There's a section that we're asking applicants to provide with their application called "a summary of the application." And in that summary of the application, applicants should provide the minimum information that's listed in various places in the handbook, but it would also be a good idea to include any information that would help the Board understand the application. This saves time in processing, as Staff and intervenors don't need to ask for as much background information.

873

We have a suggested change to section 2.1.3, which is presently headed "Compliance with the Licence." That section ‑‑ this subsection was copied from the old rate handbook and is out of date, and what we are proposing is to change it and replace it with the following: It would be 2.1.3, the title would be "Special Licence Conditions or Exemptions," and the text would read:

874

"The description of the application should include a statement of whether the distributor has any special conditions in its licence, or if it is exempted from any specific conditions of its licence, that will affect the review of this application."

875

Turning, then, to chapter 3, which is where, in the handbook, the substantive material begins. The entire handbook and the filing requirements therein presume that the applications are filed on the basis of an adjusted, historic test year. The application for rates is proposed to be based on 2004 numbers. This approach was chosen for a number of reasons, chief among them to save distributors, particularly smaller ones, from having to do the extensive predictions and calculations involved in a forward test year application. So rather than forecast costs and revenues for 2006 and justify those forecasts, distributors can use numbers they already have for 2004.

876

But there are disadvantages to a historic test year approach, because 2004 is not 2006. So chapter 3 attempts to move the actual 2004 results closer to a typical year of capital investments, operations, and revenues, to the extent that this is feasible.

877

According to the draft handbook, distributors have a choice to make. They can use the 2004 figures and the required tier‑1 adjustments, or they can file a forward test year application. The amount of evidence necessary to justify a forward test year application is very substantial. If the distributors want to see the type of evidence filed for a forward test year application, they can look at the evidence filed by the two major gas utilities regulated by the Board. It's a lot of evidence, and it is, necessarily, given significant scrutiny by the Board and intervenors.

878

If a distributor qualifies for the hardship adjustments that are listed as tier‑2 adjustments, that applicant would still use the 2004 data plus the tier‑1 adjustments. So these are ‑‑ the tier‑2 adjustments are optional and in addition to.

879

Speaking about the tier‑1 adjustments for a moment, the way the handbook is drafted, applicants can make only those adjustments to the 2004 data that are listed as tier‑1 adjustments, and these adjustments must be made if they apply. Part of the rationale behind the selection of these particular adjustments was an attempt to be equitable, to include adjustments that might be favorable to distributors or favorable to ratepayers.

880

Staff have been made aware of a concern from smaller utilities about the complexity of the filing requirements in general, and these adjustments in particular. Specifically, could the rate application process be made less complex by permitting a rate application to be based on unadjusted 2004 data? The option of basing a rate application on unadjusted 2004 data is not listed as an alternative the handbook, and we invite stakeholders with concerns about complexity to make those concerns more explicit by filing a submission with the Board on February the 14th.

881

Stakeholders who believe that adjustments are necessary in order to produce a reasonable and fair rate application are also invited to assist the Board possibly by suggesting ways to make the adjustments easier to make. Staff expect that the non‑routine and unusual adjustments may pose a particular problem for some distributors, so I'd like to discuss those a little bit now.

882

The non‑routine and unusual adjustments are kind of the "other" basket. If something unusual happened in 2004 that would not be included in a typical year, an adjustment could be made. At page 21 in the handbook, it indicates that these adjustments are defined as:

883

"Readily known, identifiable, quantifiable and verifiable occurrences" ‑ I think Martin Davies wrote that part of the handbook ‑ "taking place in 2004, which exceed the materiality thresholds."

884

The handbook states that these adjustments are mandatory when such adjustments occur, even where the adjustment would be disadvantageous to the distributor.

885

So Board Staff questioned how practical this is, how complex this requirement is. It is difficult to check for the absence of an item. And Staff invite parties to help us in their arguments with this conundrum: Is there some way to make the handbook clearer about what must be reported?

886

I would like to speak about another tier‑1 adjustment, and that is the low‑voltage and wheeling adjustment. And this appears as ‑‑ numbered number 5 at my page 19 and 20 of the handbook. There are two alternatives listed under this low‑voltage wheeling adjustment. Alternative 2 is, actually, easier to understand, so I'd like to start with that one.

887

Now, this alternative provides for the inclusion of only those low‑voltage and wheeling charges that the Board has already approved. These LV charges ‑ that's low‑voltage charges ‑ may be both those assessed by Hydro One, and, also, those assessed by other distributors. For instance, if a distributor had received approval from the Board to charge another distributor a wheeling rate, effective January 1, 2005, this would need to be reflected in tier‑1 adjustments for both distributors. The distributor who has to pay the wheeling rate would adjust its expenses. The distributor who is going to collect the wheeling charge would use schedule 10‑8 to determine the charge, and the revenue would be adjusted, accordingly. So this makes provisions for the adjustments for both the receiver and the payor.

888

But the important thing to note about alternative 2 is that any charges for which a Board decision has not yet been made would not be included as an adjustment under the alternative 2.

889

In contrast, alternative 1, on the previous page, is broader in scope, and envisages the recovery of all amounts in alternative 2, plus the recovery of amounts that the Board has not yet made a decision on. These are, specifically, amounts accumulated in Hydro One's LV deferral account that have not already been dealt with by the Board in the phase 2 regulatory assets decision, that is, for the period January, 2004, through May, 2006, plus an appropriate Hydro One LV rate, once the deferral account expires, in May, 2006.

890

In numbered point four, the adjustment also includes ‑‑ the alternative also includes any other wheeling charges that distributors are presently anticipating implementing, that have not yet been approved by the Board. This is a pretty broadly‑defined alternative, and we would ask that parties, in addition to stating whether or not they support it ‑‑ may wish to make suggestions as to whether or not it needs to be more clearly, or specifically, defined. We're asking the question as to whether these forward‑looking elements, these proposed, forward‑looking adjustments, should be included in this handbook. It is not clear to us whether these forward‑looking elements need to be considered by this 2006 EDR panel, or left with the regulatory assets panel.

891

Dealing with all the issues related to recovery of these types of regulatory assets as part of the 2006 rates process may slow down that process, and Staff invite parties to address the principles and the practicality of this alternative.

892

At page 22 in chapter 3, the bolded words raise an apparent inconsistency between chapters 3 and 6 of the handbook. Chapter 3 says that unusual bad debt should be removed as a tier‑1 adjustment from the 2004 data, while chapter 6 makes some provision for full or partial recovery of unusual bad debt incurred in 2004.

893

If the Board finds that some unusual bad‑debt cost should be recovered, the difficulty is that unusual bad debt does need to be eliminated from the base for setting rates, so that this unusual cost will not continue to affect rates for years into the future. So Staff suggest there could be two ways ‑ there may be others ‑ but we would like to suggest two ways to deal with this problem.

894

First, the unusual bad‑debt amount could be removed from the 2004 costs, but separately identified elsewhere, and a rate‑rider devised to recover the unusual costs. Alternatively, we could include half the amount in the base for 2004 rates, so that half the costs would be recovered in 2006. And this amount would continue to exist in the base rates for 2007. Recovery would be completed in that year. So the use of this putting half of it in ‑‑ this "half rule", if I can call it that, does presume that rates are rebased in 2008, as the Board indicated. However, depending on the level of the bad debt expense, a two‑year recovery period may be too short, and create an unacceptable rate impact, if that choice is selected. So Staff invites stakeholders to address this question ‑‑ these alternatives, and any others they can suggest, in their arguments.

895

Turning then to the tier‑2 adjustments, in setting the two qualifying criteria, stakeholders attempted to capture the circumstances of those distributors who have suffered unusual hardship. All applicants seeking tier‑2 adjustments must provide the information and justification required in the chapter.

896

The purpose of the tier‑2 adjustments is to restore both capital investments not made and distribution expenses not incurred due to two circumstances. The distributor began the 1999 RUD process with negative returns, and/or that the applicant did not receive the second third of the market‑based ‑‑ market‑adjusted, pardon me, revenue requirement.

897

There was considerable debate about how these adjustments should be applied. The debate has been set out in the alternatives 1 and 2, on pages 23 and 24 of the handbook. Alternative 1 contemplates a base‑rate adjustment, that is, what level of capital and expenses is needed to keep the business running on a sustainable basis into the future.

898

Alternative 2 contemplates allowing qualifying distributors to also apply for adjustments to achieve catch‑up of amounts not spent in prior years. Because these adjustments would not be permanent in nature, these catch‑up adjustments, they would be recovered through a rate‑rider set on the basis of information that is provided in schedule 3‑3, at the end of the chapter. This rate‑rider would provide hardship funding for relevant amounts not spent in years prior to 2004.

899

The handbook provides an example of the difference between these two alternatives. Assume a qualifying distributor makes the case that its tree‑trimming expenses should have been $50,000 higher than are in its filed 2004 expenses, and that, because of financial hardship, this reduction had been in effect for three years. Under alternative 1, the distributor would be able to increase its 2004 expenses by $50,000, to get to the sustainable level. Under alternative 2, the distributor would, in addition, be able to recover the prior three‑year amount of $150,000, in total, through a rate‑rider, as well as having the $50,000 adjustment.

900

So schedule 3‑3 includes both alternatives. If the Board selects alternative 1, the schedule ends immediately above the title "Alternative 2." And if the Board selects alternative 2, then the rest of the schedule is relevant.

901

This is an important issue for some distributors, and we invite stakeholders to address these alternatives in their arguments.

902

Turning to chapter 4, this is the rate base chapter. An important issue that affects several chapters in the handbook is the level of detail that will be required in the rate application filing. Chapters 4 and 6 both raise this issue, and it's relevant to chapter 14 as well.

903

I would like to make my remarks on this topic in that part of my submission that deals with chapter 6. It is set out there, in the handbook, but I wanted to flag it as a chapter 4 issue, as well.

904

More specifically, in chapter 4, applicants should note that section 4.1 provides that the amortization rates to be included in the application are those listed in appendix C to the handbook. An applicant could seek to use other amortization rates, but it will be necessary to full ‑‑ file a full amortization study. Even if an applicant disagrees with the amortization rates in appendix C, it may not be worth it to provide the study for 2006 rates, as the Board has said that it will review amortization rates before setting 2008 rates.

905

Section 4.3: The introductory sentence there is not particularly clear. What ‑‑ the situation is that the book proposes that LDCs must report only those capital investments that exceed the materiality thresholds.

906

There are some charts provided in section 4.3.1. The last chart, on page 33, no materiality threshold is suggested in the first row for those utilities with a rate base under $100 million. Staff invite argument on the appropriate threshold. I think the principle is to allow for sufficient review of major capital projects, but to not have the Board reviewing an unnecessarily large number of projects. We would appreciate some information from utilities of this size as to the number of projects above various thresholds.

907

The issues in section 4.4 were discussed in the hearing. It seemed to Staff that there was general agreement that the interest rate on construction work in progress should be the allowance for funds used during construction. However, the appropriate interest rate for deferral accounts remained a live issue. Our past practice is to set the rate at the time each deferral account is established rather than on a general basis, and this leaves the selection of an interest rate to individual hearing panels.

908

Staff question the practicality of determining the approach for all deferral accounts in this handbook. The evidence of Mr. Matwichuk with respect to deferral accounts dealt only with the regulatory asset accounts, and it was clear from his evidence that the character of a deferral account had to be taken into account in setting an interest rate. For example, are there rate‑base‑like items in the account? What's the volatility of the amounts in the account? Staff ask whether these types of judgements may be best made when the accounts are established, and invite arguments on this as aspect of the issue.

909

In section 4.7, the title of 4.7.2 should read: "Depreciable assets sold to non‑affiliates," or "sold to a non‑affiliate." Also, in that section 4.7.2, there is no reference as to what materiality thresholds we're talking about there, in fact, the same ones as in 4.7.1 which is the chart listed in 4.3.2.

910

The last thing for chapter 4, then, 4.7.3, we note the "for sales to an affiliate, the materiality threshold applies to the value of the asset itself, not the amount of gain or loss."

911

Turning to chapter 5, this chapter could be much shorter than it is. It could just indicate the filing requirements and the policy statements regarding the cost‑of‑capital/working‑capital allowance. Detail was retained in the January 10th version so that the proposal was clear and the calculations for the cost of debt and equity were not black boxes.

912

Chapter 5 makes no provision for a distributor to apply for a return on equity higher than that prescribed in the chapter, and this is consistent with the Board's ruling on Issues Day that Staff were to perform a mechanistic update of Dr. Cannon's 1998 paper. Staff updated the figures using a recent long‑bond forecast.

913

Alternative 2 in section 5.1, at page 39, offers the option of an annual update of the return on equity based on an update of the long‑bond rate. As Staff understand this option, the December 2005 forecast would be used to set the 2006 rates, and the December 2006 long‑bond forecast would be used to set the 2007 rates. If this alternative is selected, it would likely require a deferral account to track variances.

914

Staff question, again, the practical application of this alternative, and ask that stakeholders who favour the alternative should provide ‑‑ if they could provide some information in their arguments as to whether the difference over two years will be material enough to warrant this treatment.

915

I would like to make a clarification respecting section 5.2, at pages 41 and 42. Both alternatives suggest that, for debt held by affiliates, the lesser of the deemed‑debt rate and the actual rate should be used. The difference in alternative 2 is that the deemed‑debt rate is not necessarily the present deemed‑debt rate. It's the deemed‑debt rate in effect at the time of the issuance of the debt, and the sample calculations show the effect of this difference.

916

In the last section in chapter 5, the working capital allowance is rather complex. First, in alternative 1, we should have made it more clear that the allowance is calculated at 15 percent of the cost of power, other power supply expenses, and controllable expenses, at the 2004 levels. That's the intent. Also in that alternative, I think the table that appears on page 43 can be eliminated, and applicants can refer directly to appendix B, table B.2, for a list of the relevant general ledger accounts.

917

Secondly, in the series of alternatives that appear on pages 43 and 44, there are two issues that are dealt with. The first issue is how the cost of power and other power supply expenses should be estimated. The second issue is whether a deduction should be made in the working capital accounts for customer security deposits. It is this second issue which is addressed in the additional alternatives which appear at page 44. Any of the options in the first series of four can be paired with either of the two additional alternatives. As Mr. Ritchie puts it, this is a 4 by 2 matrix.

918

Dealing with the first issue, then, the estimation of the cost of power and power supply expenses, as Staff understand the alternatives, alternative 1 would use the 2004 actuals.

919

Alternative 2 would use the forecast from the appropriate agency, obviously not the IMO, as is written here. Under this alternative, Staff would presume that the intention is that the Board would announce a cost of power and power supply, or a source for that information, before the rate applications are filed later this year.

920

Alternative 3 covers a situation where a forecast is not available, and allows a distributor to have a variance account for working capital allowance to track variances in the cost of power and power supply.

921

Alternative 4 is a refinement on alternative 1 in two ways. First, the cost of power is calculated on a three‑year, average‑load profile, instead of the simple one‑year actual, and this three‑year average is used to allocate costs to the various rate classes in chapter 9.2.

922

Second, the entries in the general ledger accounts listed at appendix B, table B.2, may be adjusted to better reflect the 2006 situation. Now, this type of adjustment is done anyway through distribution expenses, chapter 6, and the adjustments, chapter 3, where we did the tier‑1 adjustments. I think that alternative 4 is saying, essentially, why not make these same refinements for the working capital allowance.

923

So, lastly, the additional adjustment to the working capital accounts would be made if the Board decides in favour of the additional adjustment alternative 1. And under this alternative, the dollar value of customer security deposits would be deducted on the theory that these deposits are cash on hand for the distributor and can offset the requirement for some portion of the working capital allowance.

924

Turning to chapter 6, I'd like to speak for a few moments on a fundamental issue that I mentioned earlier relating to chapters 4 and 6, in particular, but also relating to the processing of the rate applications generally. And that's a level of detail that the handbook will require in the data filed by utilities in their rate applications.

925

The original 2006 EDR model was based on the level of detail in the uniform system of accounts, which is similar to the level of detail available in distributor's trial balances. But there is a real question as to whether this level of detail is necessary for a rate application.

926

One alternative proposed by some stakeholders for distribution expenses aggregation does appear on the Board's website. In dealing with this question, the Board will have to consider both principles and practicality, in our view.

927

From the Board's point of view, if the information required is very detailed, arguably this will reduce the need for interrogatories in reviewing the rate applications. However, the sheer volume of information may pose a problem. To what level of detail is the Board prepared to inquire into and approve expenses, for example? What about testing the detailed information? If the information is filed, there may be a presumption that the detailed information has all been scrutinized and approved by the Board. Would less detailed information be more useful in identifying trends and unusual cost experiences? How far does the Board want to drill down in its examination of distribution rate applications?

928

So the aim, I think, is an effective level of detail. It may be more effective to require data that is aggregated to some degree with the recognition that Board Staff and intervenors can ask interrogatories to draw out more information when it is required.

929

From a distributor's point of view, one concern would be to reduce the burden of filing a rate application. The trial balance level of detail may be too onerous for many distributors, or it may require arbitrary allocations among accounts if the data is not collected by the distributor at the US of A level of detail. On the other hand, some distributors may collect very detailed data and would have to go to extra effort to aggregate the accounts.

930

This question of the regulatory burden on utilities is a serious one. Distributors are already required to file information with the Board under the reporting and record‑keeping requirements; some information annually, some quarterly. The draft rate handbook requires the filing of three years of data for the rate application, and the proposal from each of the expert witnesses on comparators and cohorts was that more data be provided. A distributor might ask the question as to whether these data requirements are getting out of hand.

931

From a customer representative point of view, however, a major consideration is transparency and access to information. It's important to those groups that they have sufficient information to judge whether the costs proposed to be recovered from ratepayers are reasonable. Staff invites these intervenor groups to indicate what level of detail should be filed initially, and what information can be sought through interrogatories if further detail seems necessary to assess whether a cost is reasonable.

932

Now, at whatever level of aggregation is eventually decided on, the draft handbook proposes to require applicants to file three years of data in their general rate application. And the model sets the rate on the 2004 adjusted data. The two previous years are to be used for comparison purposes, for example, identification of anomalies and trends. So this data filing requirement could be considered together with the proposed filing requirements for comparators and cohorts in chapter 14.

933

Staff suggests that stakeholders and the Board consider whether some rationalization of the various data requirements can be achieved. Can the burden on utilities be reduced by making sure there is no duplication at least in the requirements? Or can the Board's rates staff, for either the purpose of looking for historical trends or comparison between utilities, look at data which has been filed as part of the RRR requirements? But in the latter case, what information would the intervenors have access to, and how would transparency and fairness be compromised if that idea was adopted?

934

We can design the 2006 EDR model for whatever level of detail the Board deems to be optimal. The rate‑filing spreadsheet can be designed to accept the information at any level of detail, and it can, if necessary, receive the information at a detailed level and then aggregate it through a macro that is built into the model for the purpose of the rate applications. And this could accommodate utilities with different levels of collection of data.

935

So Staff invite parties to address this important issue. And if a party is proposing a certain level of aggregation or detail, we would ask that you be specific. For example, parties could name specific US of A accounts that, in their view, should be disaggregated or aggregated.

936

Returning to the more specific things in chapter 6, I do not intend to go through each of the specific expenses identified for special treatment as the descriptions and alternatives are relatively self‑evident. We have suggestions for a number of items.

937

Under 6.2.4, advertising expenses, the ‑‑ under advertising expenses, the present handbook wording suggests that advertising expenses incurred for the sole purpose of promoting corporate branding are not to be included. We wonder whether the word "primary" might be a better capture of what was intended here, advertising expenses incurred for the primary purpose of promoting corporate branding, and so on. This might represent a better test of whether advertising expenses should be recovered from ratepayers.

938

For meals, travel, and business entertainment expenses, again, Staff asks whether it is practical to require every distributor to file their policy. Do Board Staff and the intervenors need to go through each distributor's policy? Perhaps the policy could be requested through an interrogatory instead, where it's needed, or where the expense claim suggests that further scrutiny is warranted.

939

Section 6.2.5, page 54 ‑‑ well, 53 and 54, Staff believe that there may be a legal issue in relation to the salary disclosure requirements. The disclosure of an individual's salary in a rate application filing, which is then placed on the public record, could be inconsistent with municipal or provincial privacy legislation. We would ask stakeholders who favour alternative 2, which suggests that applicants with fewer than three employees would still disclose employee salaries, we'd ask folks who favour that alternative to address this possible legal problem.

940

Similarly, the contested additional filing requirement on page 55, we are not sure whether an individual salary, at whatever level, may be disclosed. If the LDCs are subject to legislation similar to the provincial government employee requirement for salary disclosure over $100,000, there may be no legal problem with the disclosure in a rate application of that salary. However, if there is a distributor with only two employees, and one of them earns over $100,000, the disclosure of this person's salary could inadvertently disclose the salary of the lower cost employee. And we invite argument on the legal and policy issues regarding salary disclosure.

941

We also have some questions to raise with respect to the 6.2.7 section on affiliate transactions.

942

There was considerable debate amongst stakeholders as to the level of information that should be provided in the rate filings regarding affiliate transactions, and part of this debate is reflected in the alternatives presented in this section.

943

In deciding on the filing requirements for affiliate transactions, the Board may wish to consider whether a review of affiliate transactions ‑‑ or rather, the Board might want to think about where that review should take place. Is the inquiry to take place in a rates case or, as required, in an investigation by the Board's audit or compliance functions?

944

Some would argue that the Board cannot be satisfied that rates which include the recovery of costs paid to affiliates are just and reasonable, that you cannot be satisfied about that without an inquiry into the distributor's compliance with the Affiliate Relationships Code. On the other hand, Staff suggest that effective regulation could be based on an alternate paradigm. Rates panels can presume that the Affiliate Relationships Code has been followed, and leave inquiry into compliance with that code to the Board's compliance office. The way in which stakeholders can question code compliance is then in the context of an allegation of non‑compliance.

945

Affiliate costs under this paradigm would receive the same type of scrutiny as other costs, and be reviewed in the rate case only where those costs are material and there is some reason to suppose that they are unreasonable.

946

So, again, Staff invite argument on the principles and practicalities of these different points of view.

947

Chapter 7, taxes and PILs. Like chapter 5, this chapter contains a lot of explanatory detail which could be removed in the final version of the handbook. The tax module of the EDR ‑‑ of the 2006 EDR spreadsheet model is not yet complete, and the detail in this chapter was necessary to explain the basic ideas behind the model. Once the Board renders its decision on this chapter, the tax module will be revised to take the Board's findings into account.

948

In general, the statement at page 67 of the handbook that the tax amount to be included in rates is based upon the taxes expected to be actually payable as a result of operating the distribution business is true. However, several of the proposed rules in the handbook and several of the proposed alternatives depart, to some degree, from that principle.

949

It is likely that distributors will need someone with tax‑filing knowledge to help them in completing their inputs to the tax module. In designing this tax module, a choice sometimes had to be made between simplicity and accuracy. The chapter and the module try to strike the right balance between these two competing needs, but each of them is compromised to some degree in the end result.

950

Now, many of the issues that are set out in the tax chapter were reviewed in the hearing, and I don't propose to spend much time with them as the record before the Board is reasonably extensive.

951

The full or partial true‑up issue, which appears at pages 69 through 70, was ‑‑ 71, I guess, yes, was discussed at the hearing. No one who appeared at the hearing appeared to be in favour of a full true‑up.

952

With respect to alternative 1, though, there's some wording that we are unsure about. Staff are unsure whether the wording of the third bullet under alternative 1, on page 69, is accurate, and perhaps stakeholders who favour this option could clarify the wording for us. Specifically, we are unsure whether the assessments described in the last paragraph are, in fact, examples, as it states here ‑ the paragraph begins with "for example" ‑ or whether they are intended to be the only type of reassessments that would lead to an entry in the variance account.

953

So if folks can help us clarify that, that would be appreciated.

954

The alternatives in section 7.1.2.2, at page 72, were discussed at the hearing; likewise, the alternatives in the following pages, 73, 74, 77, 78. And I think the record is sufficiently full before this Panel that I don't need to discuss them, and frankly, I'm not sure whether my comments on tax issues would be truly helpful.

955

There is another small item. On page 81, the title which appears there, "Placeholder Impact of" something "on PILs Calculation" is supposed to read "7.1.2.15 Placeholder: Impact of CDM on PILs Calculation." So that word was left out of the title.

956

The subsection on this, on CDM and on smart meters, they're difficult issues to address in the absence of knowing what the CDM or smart meter rate‑making implications are. And perhaps those who are going to argue both CDM and tax issues could give us some suggestions here.

957

I'd like to draw to the Board's attention section 7.22, which is a future tax information disclosure section. This is not a filing requirement for this round of rate applications; however, it is a suggested requirement for distributors to keep a record of the actual taxes or PILs paid, as well as the amounts recovered from ratepayers. The handbook suggests that this information will be required to be filed, but does not specify the forum. If the Board chooses to impose these record‑keeping and filing requirements, the Board will have more information about the accuracy of the 2006 version of the tax calculation model, and the possibility of the need for a true‑up in future years.

958

That completes the revenue requirement part of the handbook, and we'll turn, then, to chapter 8.

959

Chapter 8 is a short chapter that provides a transition from costs to revenue. The key point in the introduction is that the applicant is responsible for recording its revenues in such a way that it avoids double‑recovery of its costs, and this chapter provides a framework which attempts to do that. As we see in the subsequent chapters, there are a variety of charges that generate revenue other than the main distribution rates, and that revenue must be accounted for before we can proceed with determining the main rates.

960

The service revenue requirement is the calculated cost of providing all services by the distributor. The service revenue requirement is defined ‑‑ pardon me, the service revenue requirement reflects all of the tier‑1 adjustments and applicable tier‑2 adjustments, if any.

961

The base revenue requirement is lower than the service revenue requirement by the amount of revenue that will be generated from other charges or from other sources. And certain tier‑1 adjustments might need to be made in the circumstances set out in the chapter and accompanying schedules.

962

As the allocation of CDM and smart meter costs is not yet determined, this chapter requires identification of those costs to allow for a different allocation than is used for the service revenue requirement.

963

The service revenue requirement also does not include amortization of regulatory assets. In a separate decision, the Board has determined that distributors will apply for approval of rate riders to amortize regulatory assets during 2006. The handbook suggests that rate riders should be calculated as part of the EDR 2006 application. We would ask intervenors to comment on the appropriateness of this approach, and, if opposed to it, to provide an alternative.

964

Chapter 9 is entitled "Cost Allocation." The basic cost‑allocation assumption for the 2006 rate process is that any major adjustments to the proportion of total revenue requirement that is assigned to each class, subclass, or group be deferred until the 2007 rate process when the load research results and the cost‑allocation methodology will be under very view.

965

So, as a result, for 2006, the respective class distribution revenue requirements continue at approximately the same proportions of the total distribution revenue requirement as in the existing design. And the possible exceptions I've already mentioned: CDM smart meters, regulatory assets.

966

Without the support of a cost‑allocation study, any major modifications to customer classifications in the 2006 rate process may be premature. So for that reason, the handbook proposes that the existing customer classifications are to be maintained, unless specifically justified by a distributor.

967

The handbook outlines the procedure that will be followed to determine the appropriate share of the 2006 revenue requirement for each class, subclass, or group. If a distributor thinks that the methodology or the charge determinants do not accurately reflect its circumstances, it can propose an adjustment, providing a detailed explanation and justification. These are tier‑1 revenue adjustments. These adjustments are mandatory where the circumstances described in the book have occurred.

968

The schedules in chapter 9 provide the specifics of the filing requirements. Now, we noticed that the materiality of gain or loss of a major customer was marked as an unresolved issue at Issues Day, but this has not been addressed in this draft of the handbook. So stakeholders may wish to address whether they think a materiality threshold should be specified, and, if so, what might be a suitable amount.

969

Again, with respect to CDM and smart meter costs, as a default allocation, the distribution revenue shares could be used. But, again, this is a matter for argument

970

Turning to chapter 10, rates and charges. The desired outcome of the whole process is the establishment of just and reasonable rates for 2006. Therefore, this chapter could be looked upon as the most important chapter in the handbook. I think I know who wrote that sentence. That would be Lee Harmer, I believe.

971

The establishment of just and reasonable rates takes the previous chapters' determinations of the appropriate revenue requirements and the appropriate allocations, and this chapter provides the methodology to calculate the rates to be charged by a distributor.

972

The handbook proposes that, for the most part, the existing methodologies, practices, and procedures are to be maintained for 2006, pending the review of cost allocation and rate design that may be part of the 2007 rate process. Deviations to this general approach are outlined in the chapter, and if anyone has problems with them, we'd ask them to comment and provide specific alternatives.

973

The fixed variable split is section 10.1, and the handbook proposes, subject to the recovery of new adders that may be specified in Board decisions, that the established ratios of the class, subclass, or group revenues recovered from the fixed and variable components of the rates be maintained at more or less the same levels as used in the start of the determination of the 2004 rates. To to be clear, that's the start of the 2004 RAM process, not the final splits.

974

The handbook allows for a distributor to alter the methodology provided, if it includes a detailed explanation and justification. And this is, of course, relevant to the question of mitigation as well.

975

There's a section an unmetered scattered loads. The handbook proposes an interim solution for 2006 regarding the establishment of the monthly service charge for unmetered scattered loads. Although the level of the adjustment is not supported by a calculation of cost differentials, the adjustment is in the generally‑accepted direction. For a distributor that does not have a rate that is different from its general‑service, under‑50‑kilowatt monthly service charge, or that applies the rate on a per‑customer or account basis as opposed to a per‑connection basis, the proposal establishes the level of the monthly service charge at 50 percent of the general service less than 50 kilowatt monthly service charge.

976

The handbook proposes an update of a distributor's current loss adjustment factors that were established as part of the original rate‑unbundling process, and it's proposed that the 2006 factors be based on the average of 2002, '03 and '04 values.

977

The level of the loss adjustment factor has an effect on several variance accounts. The effect on the variance account is dependent on two components: The difference is in, first, the kilowatt‑hour volumes that go into the determination of the losses, and secondly, the electricity commodity cost per kilowatt‑hour.

978

So two alternatives are presented with respect to the treatment of the variance accounts. The first alternative is the status quo; it allows the variance accounts to reflect both components of whatever levels actually occur. The second alternative permits the inclusion of the differences in the actual electricity commodity cost that fixes the losses that will be allowed to be included at a forecasted 2006 level. As a result, the distributor would be given an incentive to reduce its system losses below the forecast 2006 level.

979

There's a section on distributed generation. As described in the book, a distributed generation facility is a merchant generator that is located within a distributor's service area and is connected directly to the distributor's distribution system to provide electricity to the distributor.

980

Again, two many alternatives are presented with certain subalternatives. The first alternative is the status quo. The second alternative is presented as an interim measure for the 2006 rates process in an attempt to encourage distributed generation. It would provide the distributed generator with a credit as a result of the distributed generator's contribution that results in the actual reduction in a distributor's delivery point billing demands used for the calculation of the distributor's transmission charges.

981

Within this alternative, there are two further alternatives; first, whether the credit to the distributed generator is 100 percent or 50 percent; and second, whether the establishment of a monthly administration charge to recover the incremental cost associated with this activity is mandatory or voluntary.

982

There is a section on standby charges, and the handbook proposes that all distributors establish a methodology to recover the ongoing distribution costs from a customer with load displacement generation facilities behind the meter to reflect the need for distribution system facilities as a backup, or in reserve, when the load displacement facilities are not operating.

983

Board Staff have two notes to make with respect to this section. We've become aware of a concern regarding a potential conflict between this section and the policy of the government with respect to net‑metering. Board Staff, however, do not fully understand what this conflict is. Net‑metering relates to the billing determinant, whereas a standby charge reflects the recovery of the cost of the distribution system that has been made available for the customer with load displacement facilities. So Board Staff would ask interested stakeholders who have a concern in that regard to comment on this in their arguments.

984

A question has also been raised as to whether the provisions in the draft handbook are consistent with the Board's ruling in the Hydro One transmission rates case, RP‑1999‑0044, specifically, paragraph 3.4.11.

985

Now, as the Hydro One decision related to transmission, it may or may not be relevant to distribution. There is also a question of whether the 2006 EDR process is the best place to determine this matter. There has been little discussion on this topic during the process. If some stakeholders wish to raise this issue, we would also ask them to address whether the matter might be better dealt with as part of the upcoming cost allocation and rate design processes.

986

Again, chapter 10 makes ‑‑ leaves a placeholder for CDM smart meter and regulatory asset recovery.

987

Chapter 11. This chapter proposes the establishment of a set of well‑defined specific service charges that could be provided by a distributor. It anticipates that all distributors apply the basic set of services uniformly, and there should be no difference in the application of these services among distributors. This does not limit a distributor from making an application for unique specific service charges, or levels of charges. But these distributor‑specific circumstances require adequate justification.

988

The methodology outlined in the handbook for the establishment of these charges consists of three options. While the application of each ‑‑ of any of the options is acceptable, each progressive one becomes more complex and demands more explanation or justification by the distributor.

989

I think the best way to understand these options is to look at the actual schedules at the end of the chapter. Schedule 11‑1 lists the standard charges, and we suggest that applicants use the standard charges wherever possible, as these charges require no additional justification. If an applicant can't live with the standard charges, schedule 11‑2 can be used to adjust the standard charge, and the formulae here are grouped on the standard charge amounts. So all services with a standard charge of $15 are on the first page, for example.

990

Now, if the calculations a distributor comes up with using this schedule result in a charge that exceeds the standard charge, support and justification for the excess amount must be provided.

991

An applicant can also propose its own formula for the calculation of these charges, but, again, a departure from the formula will have to be justified.

992

The fourth option in the handbook basically deals with charges that do not require Board approval because they are not actually a rate or charge. And this is where the distributor bills the actual cost on a time‑and‑materials basis for a particular activity. And if a distributor uses such specific charges, it must maintain records that demonstrate that the actual cost was billed to the customer, or to justify the level of third‑party costs billed. It is Staff's understanding that this option of billing actual costs is restricted to those activities that are provided on a one‑time basis and/or that involve unique customer‑specific costs. If a cost is repeatedly billed at a certain level, or calculated through a formula that is repeatedly applied, it is likely that that is a charge or rate that needs to be approved.

993

Schedule 11‑3 provides for the removal of ‑‑ from the service revenue requirement, of the revenue from the specific service charges.

994

There are two other items that, again, have been brought forward to Staff's attention that we would invite parties to comment on.

995

First, should there be a better definition in the handbook as to when activities are considered to be after hours and therefore subject to a higher charge? For example, should the after‑hours charge be restricted to emergency situations or instances where the customer has requested the service be completed at a certain time?

996

Secondly, should the handbook include a standard charge for what is termed power‑quality inspection? Such a charge is used by many distributors, and Staff would appreciate suggestions as to what the level of this charge should be.

997

Turning to chapter 12, other regulated charges. This chapter largely maintains the status quo for 2006. And, again, Board Staff have been made aware of a concern regarding the SSS or, perhaps, RPP administration charge with respect to its application to sentinel lighting and street lighting accounts on either a per‑connection or a per‑account basis.

998

The Board did raise this issue in the 2001 distribution rates decision that related to other regulated charges, and the Board indicated there that the matter would receive further consideration. We ask whether 2006 is the year to do that, given that the matter may be more properly considered as part of cost allocation and rate design.

999

It is possible, though, that the handbook should be more specific as to the application of this charge and its basis. So Staff would ask any concerned stakeholders to comment by way of submission on February 14th.

1000

I'm going to skip over chapter 13, as Mr. Millar is going to deal with that. And that leaves me, you'll be relieved to hear, with only two chapters to deal with.

1001

Chapter 14, comparators and cohorts. As you are aware, the comparators and cohorts mechanism was proposed as a tool to screen distribution rate applications for unusual cost experience that may prompt requests for additional information. Board Staff will still judge an LDC's application on its own merits, including assessment of trends in historical investments and expense categories, but there will be a large number of applications to review, and not all of them will necessarily require intensive scrutiny.

1002

In addition, the significant restructuring that has occurred in recent years may reduce the usefulness of historical trend analysis. So, as we understand it, the Board is considering the comparators and cohorts mechanism as a way to compare utilities in similar circumstances against each other.

1003

The Board confirmed on Issues Day that if the C&C mechanism is used, it would be used exclusively as a screening tool and not as a mechanism for the direct setting of rates for 2006.

1004

The Board will need to determine, first, whether the C&C mechanism should be used for any purpose in the 2006 rate review process. Staff invite argument on this first issue, and invite stakeholders opposed to the use of the C&C mechanism to propose alternatives to address the problem of selecting which rate applications to subject to a higher level of scrutiny.

1005

It appeared from the evidence that was heard before this Panel that there was significant convergence among the experts, Camfield, Lowry and Adams, regarding the benefits of using comparators and cohorts, and also the four‑step analytical process proposed by Mr. Camfield. Clearly, some issues, such as the valuation of capital, remain, but the preponderance of evidence seemed to suggest that Mr. Camfield was aware of and prepared to tackle these problems.

1006

The Board and my friends will be relieved to hear I do not propose to review the details of the econometric analysis that is proposed.

1007

Now, the C&C approach as recommended by the Board Staff's consultant relies on the submission of certain data of adequate quality, completeness, and consistency. And he has provided, Mr. Camfield has provided, proposed data requirements in Exhibit E.6.3. And I understand that Dr. Lowry and Mr. Adams will provide their recommendations on the data to be collected as well.

1008

I should tell the Panel that we are experiencing e‑mail problems today. I had expected to receive the actual completed undertakings from these folks today, and I expect that they have been sent and not yet received. So we will get them to you as soon as they actually turn up.

1009

If the Board does decide to use the C&C mechanism and require data to be produced, it was suggested by Mr. Camfield that additional discussion with Board Staff, LDC representatives, and other stakeholders may be necessary to finalize the data requirements and assist the distributors in complying with them.

1010

A follow‑up workshop with stakeholders which deals with data requirements and the specifics of the analysis may be useful.

1011

Now, the concerns regarding the burden on utilities of filing requirements that I mentioned earlier are relevant in the context of the C&C proposal. And, as I indicated, Staff invite stakeholders to address the possibility of rationalization of these requirements. The handbook also suggests that the date for filing of any data required needs to be set.

1012

The draft handbook invites the Board, also, to make a ruling on who should receive the results of the analysis if the C&C mechanism is pursued.

1013

The alternatives here are illustrative rather than exclusive. Other scenarios could be imagined; for example, Board Staff receiving the whole report, and distributors and registered intervenors receiving the results relevant to a particular distributor's rate application. If the Board Panels deciding the rate applications use the information from the interrogatories prompted by the screening tool but do not use the C&C analysis in setting rates, we ask whether the report itself must be public or not.

1014

In considering the dissemination of the report, issues have been raised regarding the danger of misunderstanding or misuse of the results. On the other hand, the need for transparency has also been eloquently supported. So what is the appropriate balance between these competing factors?

1015

Staff also question whether some distinction can be drawn between the report of the analysis and the data used to create it. Does the data itself need to be publicly available if the analysis is used only for screening? What use could distributors, intervenors, or the general public make of the raw data? These are difficult issues, and relate to the foundation of rate regulation, in some way, so we invite argument on these issues.

1016

Chapter 15 documents the service quality and reliability indicators that distributors must measure and report on as part of their reporting and record‑keeping requirements. Chapter 15 is a successor to chapter 7 of the first rate handbook.

1017

In the fall of 2003, the Board initiated a consultative process to review the SQIs and the regulation of service quality and reliability provided by electricity distributors to their customers. The working group process was temporarily suspended in February 2004, and there has been no opportunity to resume it to date.

1018

While a consideration of just and reasonable rates should take into account the quality and reliability of the services being provided, it was not considered that the 2006 EDR process was the proper forum for reviewing an updating the service quality indicators. However, chapter 15 was retained in the book to ensure that the SQIs are documented. Some changes in the wording have been made primarily to incorporate errata issues subsequent to the issuance of the first rate handbook. And by that, I mean the ‑‑ I guess it was 2001 ‑‑ 2000 rate handbook. However, no changes have been made to the description of the SQIs which materially affect their definition or their reporting requirements.

1019

In addition, the handbook does provide that each distributor should report a summary of its service quality performance for each of 2002, 2003, and 2004, as part of its 2006 rate application.

1020

Thank you. That completes my part of the submission. And I see that I have greatly exceeded my own time estimate, but I'll turn it over to Mr. Millar ‑ thank you ‑ to deal with chapters 13 and CDM, thanks.

1021

MR. KAISER:
You have two minutes, Mr. Millar.

1022

SUBMISSIONS BY MR. MILLAR:


1023

MR. MILLAR:
I'll read quickly, Mr. Chair.

1024

I'll start with mitigation, which is chapter 13. The handbook outlines the bill impact analyses that must be included as part of a distributor's application. Board Staff would ask intervenors to comment on the adequacy of these analyses.

1025

Board Staff are aware of concerns that have been raised as to what level of bill impacts might be considered reasonable before any mitigation or adjustment to the rates is required, and the levels of prescription, if any, to be imposed by the Board.

1026

Evidence was presented that suggested the imposition of certain filing guidelines requiring more detail and justification and resulting Board scrutiny as bill impacts rose. The evidence did not suggest the imposition by the Board of a cap or ceiling on bill impacts. Evidence also suggested that a single level of bill impacts for all distributors that would trigger a mitigation process is not reasonable because of unique circumstances among amongst the distributors. No doubt, parties will comment on the evidence, the filing guideline suggestions, and the need for the Board to impose a cap or ceiling on bill impacts.

1027

Depending on the circumstances, there are numerous options available to a distributor if it determines that there is a need for rate mitigation. These include, but are not limited to:

1028

A modification of the fixed variable split within a class, subclass, or group to ameliorate intraclass impacts while maintaining revenue neutrality both within the class and the distributor as a whole;

1029

The reallocation of a portion of the revenue requirement from one class to another while maintaining revenue neutrality within the distributor as a whole;

1030

The reduction of the total distributor's level of revenue requirement through lower distribution expenses or a reduced level of return;

1031

Or finally, the explicit reduction of the allocated revenue requirement of a particular class.

1032

Any reduction of the revenue requirement opens the discussion regarding the potential recovery of this lost revenue at a later time through the application of variance or deferral accounts. Board Staff invites parties to comment on this matter and whether or not an explicit level ought to be established, whether that be an absolute dollar amount, a percentage of the bill, or a combination of the two.

1033

Finally, on conservation and demand management. I'm sure you will recall this as we spent the last three or so days talking about this, so I'll be as brief as I can.

1034

As Board Staff see it, there are five key decision points for conservation and demand management.

1035

The first is revenue protection. If there is to be an LRAM, the Board must decide if it is to be a prospective or retrospective LRAM.

1036

The second issue is a shareholder incentive. The first decision regarding any shareholder incentive is, Will we have a shareholder incentive at all? If the answer is yes, the Board needs to decide on the form of incentive. And we heard evidence regarding shared‑savings mechanisms, or SSMs, bonuses, and mark‑ups. The Board must also consider the level of any incentive, whether it be, for lack of a better term, high, medium or low.

1037

The third decision the Board must make relates to the amount of money utilities will be allowed to spend, or will be required to spend, on C&DM. The Board may choose to allow distributors to bring C&DM proposals, including budgets, to the Board for approval. In this case, there would not be a preset cap or spending requirement. Alternately, the Board could set a reasonable spending level, either as a cap or as a spending requirement. The evidence we heard on this point offered a range of spending between about 1 percent and 5 percent of total gross revenues.

1038

The fourth decision point regards the regulatory treatment of spending. C&DM expenses can either be capitalized or expensed.

1039

The fifth and final key decision point is loss factor incentives. As Board Staff see it, the two options are to do nothing, that is, maintain the status quo and treat efforts to reduce loss factor as a regular distribution activity, or to set a bar for performance within the rubric of C&DM.

1040

The Board may recall that Mr. Goulding, in his evidence, set out a possible mechanism for incorporating loss factor into C&DM. Loss factor incentives also tie into the issue of how to treat utility‑side expenditures. Some of the expert witnesses tentatively endorsed the idea of allowing utility‑side expenditures to form a part of C&DM programs, while others rejected this idea, noting that there were activities ‑‑ noting that these were activities that the utility should be conducting in any event.

1041

In addition to these five key points, stakeholders raised a number of other issues that the Board may wish to consider, and I don't ‑‑ I will not be covering all of them, but just a couple of high points.

1042

The Board's attention was drawn to the need to consider the practical realities of creating a workable C&DM framework. As the Board is well aware, there are approximately 90 LDCs in the province, and finding a framework that will suit all of them may be a challenge. The Board heard evidence on the difficulties in attributing the rewards of a successful C&DM program and on the potential difficulties in allocating the costs of these programs.

1043

Finally, several witnesses described the potential difficulties regarding program screening and the overall regulatory process. The Board may recall that Mr. Goulding set out a number of Ontario‑specific concerns, and these are on pages 38 to 41 of his report. I will just briefly ‑‑ I will list those in a couple of words only, just to refresh the Board's memory.

1044

The first was unbundling, the nature of Ontario's rates, and they are largely unbundled already. The second was the number and diversity of distributors and the importance of administrative simplicity. The third related point was the heterogenous nature of the distributors. The fourth was the wholesale generation market uncertainty. The fifth was the role of the OPA. And the final one was the nature of the 2005‑2006 rate‑making process. And I don't propose to go through these, because the Board heard that evidence.

1045

You may also recall that Mr. Goulding noted that the first three of these topics are known quantities, whereas the final three are, to a certain extent, unknown by the Board at this time.

1046

Mr. Goulding, in his report, also set out certain evaluative criteria, six of them, and the other parties, while they weren't necessarily asked to comment on these, appeared to generally accept these criteria. And I'm sure they'll tell me differently in their submissions if they disagree.

1047

These criteria were administrative simplicity, bill impact, regulatory consistency, incentives compatibility, financial stability, and finally, universality. And there's a little bit more discussion of those in Mr. Goulding's report, if the Board cares to consult those further.

1048

The final issue I wish to address with C&DM programs are the rate handbook implications.

1049

The approach to C&DM the Board chooses to adopt will need to be reflected in the rate handbook. As such, the Board needs to understand what specific adjustments to the rate handbook would arise from each of the proposals being made by parties to the proceeding.

1050

Adjustments to either the rate base or expenses will need to be incorporated in chapter 3 ‑ test year and adjustments ‑ while any adjustments to revenue or the revenue requirement arising out of the adoption of a proposed C&DM program, including LRAMs and SSMs, will need to be incorporated either in chapter 8, which is revenue requirement, or chapter 9, which is cost allocation.

1051

There may also be other chapters in which adjustments will be required, and if parties believe there are such chapters, they should state what the relevant chapters and adjustments are in their final arguments.

1052

Where program costs are concerned, whether capital or expense, applicants may include only those costs that are beyond what is already being recovered through the third phase MARR component of the 2005 rate‑setting process. Any such costs proposed for recovery in the 2006 rate‑setting process would be included as tier‑1 adjustments to both expenses and rate base, as required. Applicants would also be required to make such adjustments as are necessary to ensure that there is no double‑recovery of any amounts already being recovered through the 2005 process. Parties are asked to comment on any concerns they may have in regard to such adjustments and any suggestions they have in terms of how they should be reflected in the rates handbook.

1053

Where revenue impact adjustments are concerned, these will be reflected in chapter 9. In the event a prospective LRAM is adopted, a tier‑1 revenue adjustment will be required to reflect the amount of lost revenue the utility believes it will need to recover. In the event that the LRAM is retrospective, a deferral account will instead be required to reflect lost revenue amounts which would be recovered in future years. Parties are invited to comment on how applicants who are filing on a historic test year basis would implement LRAM mechanisms in the absence of a load forecast, as well as any issues they see arising from incorporating such adjustments into the handbook.

1054

Finally, should an SSM be adopted, the rate handbook would have to reflect the reward mechanism to allow the appropriate level of revenue recovery for the utility. The nature of the required adjustments would depend on the SSM. Parties, especially those who are proposing SSMs, are invited to comment on what they believe would be the most appropriate mechanism for making such adjustments, including the necessary rate handbook specifications, in sufficient detail so that the Board can be clear on what would be practically required to implement their proposals.

1055

And that concludes our summation, Mr. Chair and the Panel. I'd like to make a final conclusion by thanking the Members of the Panel and you, Mr. Chair, for being very patient and sitting through, not just this summation but the last two or three weeks of evidence, and I'm sure your patience will be further tested reading through all of this to come to your final decision. So on behalf of Board Staff and, I'm sure, the other parties as well, we'd like to thank you.

1056

MR. KAISER:
Thank you, Mr. Millar. Thank you, Ms. Lea, for your assistance.

1057

Any response, Mr. Shepherd?

1058

MR. SHEPHERD:
No, Mr. Chairman.

1059

MR. KAISER:
Mr. White?

1060

MR. WHITE:
No.

1061

MR. KAISER:
I thank both of you for staying. You earn extra Brownie points for this.

1062

This completes the evidentiary portion of this hearing. We look forward to hearing your arguments.

1063

‑‑‑ Whereupon the hearing adjourned at 3:45 p.m.

