«  Changes o the version presented August 24, 2017 based on Advisory Group feadback are described below

Slide up:

« Al slide changes are marked with
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This report was prepared by Navigant Consulting Lid, (Navigant) for the Independent Elsctricity System Operator, The work
presented in this report represents Navigant's professional judgment based on the information available at the time this report was
prepared. Navigant s not responsible for the reader’s use of, or rellance upon, the report, nor any decisions based on the report
MNAVIGANT MAKES NO REPRESENTATIONS OR WARRANTIES, EXPRESSED OR IMPLIED. Regders of the report are
advised that they assume all iabiities incurred by them, or third parties, as a resull of their reliance on the report, or the datg,
information, findings and opinions contained in the report.
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This current state summary for the Budgets, Targets, and Cost Effectiveness topic is sagmentad info two phases. The table
below cullines a description of the information presented during each phase. The current state summary reflects dala available
as of early August 2017 All resulls presented are net and expressed at the end-user level

&

Foous on Conservation First Framework, including a review of.

Phase | (August)

» Current Province-wide progress (budgets and targets)

o (uidelines and documentation supporting budget and target selting methodologies, target
exchangs, and performance incantives

» Dhscussion of potential options for target and budget realiocation and target metrics

Phase Il {September) « Review:
« Detgiled/Granular Conservation First Framework resuils
« Industrial Accelerator Program resulls
o (ost effectivensss resulls
» Industry benchmarking against verified resulls
» Scorecard for budgets, targets, cost effectvenass
«  DHscussion of the impact of alternate approachsas on cost-effectiveness

« [scussion of methodologies (o move away from traditional incentives to customers
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Thig current state summary will analyze available information and begin (o explore the ssues and opportunities of the key
guestions and focus areas listed below pertaining (o the Budgets, Targets, and Cost Effectiveness topic.

Fhase i

« Arethen oowith gosls
and m%iﬁy objectives”
»  Should 4 = be adiusted given framework goals and policy

@b;@{:tavgﬁ’? i’r’ 80, how? What about beyond 20207

= Should = be adjusted given framework goals and
policy objectives? If so, how” What about beyond 20207

Fhase i

* {}@ the detaled resulls provide any
might change how 0

i that

+ What are some alternate approacheas and what could be the
impact on oo wn? Are these approaches
appropri aie f@r i:%’ze S@mﬁd E‘zaEf of the framework? Beyond
20207

* W?‘z&i are somes methodologies to £
207 Are these m@i%‘mdﬁémgsm appropriate fz:z the
%mmﬁ %‘aaif of the framework? Beyond 20207
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Ministerial @
Lirections

ém@?y
Conservation
Agreement

Generally, softer policy/broadly

defined goals, for example:

«  Continuing (o provide access
o conservation programs

¢ Ensuring LDCs have support
in CODM plan submission and
flesubility in program
administration

Generally, fall inte two categories:

{1} Complete/not, for example:

«  Allowing LDCs to make changes (o
their COM plans &t least once per
vear

{2} Targets, for example:

«  Develop a methodology (o aliocats
the 7 TWh consumption reduction
target among LDCs

Generally, set forth spacific

accountabilities, for example:

« The LDC will prepare and deliver a
CDOM Plan to the [E80 in accordance
with the CDM Plan Submission and
Review Criteria Rules

o The [ESO will create and post a
province-wide Save on BEnergy websile
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The policies {(Long-term Energy Plan 2013 and Climate Changs Action Plan) and Ministerial Directions that guide or
influence CDM in Ontano ware summarized into eight categories and classified into three types:

- Complele/notl: policies and Directions require g certain action that is either complate or incompleta
- Target: g quantialive metric is stated in the policy or direction, &.¢., energy savings, cost-effective
- Soft policy: policy or Direction is vague and provides an over-arching or aspirational
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= Most policy objectives were complate {Yes/No) or soft policy obyectives

+  The following nine policies are tied o melrics (budgets, largets, cost-effectiveness) that are reflected in the Energy
Conservation Agreement

= Metrics associated with the Climate Change Action Plan are alsc shown for reference
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Note: Legacy framework includes savings achnaved in 2015 from the 2077 fo 2014 Framework fowards CFF fargets, but does not consider
funding assoeiated with those savings, Unverified results are typically fagged at feast § months; 2017 unverified progress only represents &
months of data

“Inciudes Ceniral Services, lpgacy spending is not counted towards the CFF budget

NAVIGANT

Source IESC dala
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#ley

Note: Legacy framework includes savings schieved in 2015 from the 20771 o 2014 Frameworl towards OFF fargets, bhut doss not consider
funding associgied with those savings; Unverified results are typically lagged af least 8 months, 2017 unverified progress only represents 8
months of dafa, the COM Plans and APS 2016 reprasent the anticipated full vear of savings
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i

MNofe: Legacy framework includes savings achieved in 2015 from the 2011 fo 2074 Framework fowards COFF targels, bul does nof consider

funding associated with those sevings, Unverified resuils are tvpically lagged at least & months; 2017 unverified progress only represenis 6
months of data, the CDM Plans the anficipaled full vesr of savings

“Loes not include Central Servicss, lsgacy spending is not counted towards the
“The full $1.8 billion is not yet alfocated within COM Plans

PNAVIGAMT
Source ESO dala
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Note: Legacy framework includes savings schieved in 2075 from the 2011 to 2014 Framework towards CFF fargets, but doss not consider
funding associated with those savings; Unverified results are typically lagged af least 8 months, 2017 unverified progress only represents 8
months of dafa, the ARPS 2016 fthe anticipated il vear of savings
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Note: Bubble size depicts LDC size
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«  Apreliminary st of current chalienges was developed under the three calegories in the figure below

«  Within each category issues are sortad inlo challenges that could be influenced by mechanisms and structures, general
observations, and dams specifically related 1o regional and provincial planning
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LECs may reject projects due to, for example, low cost-effectivensss benefit, not encugh
energy savings (o support the cost of the project incentive. Is this appropriate?

«  Onee an LDO has met their allocated CDM target prior to 2020, will COM programs continue
to be made avsilable o thel customers”? Who will deliver and fund these programs if the
LDC does not receive additiona! targst {(and, ¥ required, budget?)

»  LDCs can only be eligible for savings within thelr own service territory (e.¢., credit cannot be
atfocated for supporting/unding projects outside of thelr service tamitory)

«  Cusiomers have expressed varying delivery agent preferences (e.g., LDCs, IESO, contraciors)

= Some customers operating in multiple LDC territories have expressed challenges working with multiple utilities and
mconsistent delivery of programs

= Ministerial Direction (o provide province-wide coverage {squitable access), imied abilily within the Energy Conservation
Agresment to require LDCs (o actively promoting and supporting all province-wids programs and IESQ is responsible o
deliver should the LDO choose not 1o offer all programs (&1 LDCs offering all province-wide programs and 14 LDCs are
not offering one or more province-wide program)

« i some regions, increasing CDM targsts above gllocated KWh may not be effective In mesting provincial reliability
needs due {o ransmission imitations {e.g., Northwestern Ontario) or may not have any local relisbility valus whersas in
other regions, there may be both provincial and local benefils (o additional conservation above target but challenges
axist in both funding and implementing these opportunities

NAVIGANT
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= Based on number of policy decisions, LDCs receive credit for savings towards targets from
initiatives not contemplated in the original allocation of LDC COM targets and in some cases are
riot beng funded from their COM budget. For example:

«  Dx customers moving projects through 1AP (same owner as Tx) — paid by AP budget

»  Whole home Program and Energy Performance FProgram savings 1o be alipcated 1o LDCs
bt paid through central services, anticipated (o achieve 0.9 percent of 7 TWh target

«  Savings from Consearvation Fund and Innovation Fund pilots counting toward targets,; 1
percent of persisting savings achieved o date {current savings 1o date (June 30, 2017,
savings results from pilols are not received during the vear except for verified resulls
reporting, Le. December 31, 2016, for LDC Innovation Fund Pilot Programs)

+  The framework began with the understanding that the following savings would be considersd as progress 1o largets:

&

®

Lagacy program savings vear (2015), 42 percent of persisting savings achieved 1o dale
CHE projects wers not initially considered in 2014 ARPE used o set targsts (only EE measures were considerad), 7

parcent of persisting savings achievad to date (n-service projects only, the savings (o date (Jung 30, 2017} no change
from verifisd 2016 resulls based on December 31, 2016}

+  There are olher exogenous factors that could impact the reslization of savings potential determined during the 2008 APS:

*®

®

L

Fair Hydro Plan increases the payback of energy efficiency projects for residential and small business customers
Affordability Fund can shift customer priorities away from elactric CDM

The expansion of the Industrial Conservation Indtiative (101 could influsnce customers’ desire 1o participate in CDM
programs {though the reguiation allows customers {0 remain eligible for ICHIF 2 CDM program has caused naligibility)

Climate Change Action Plan can shift customer priorities away from slectric CDM or could increase eleciric loads leading
to increased opportunities for certain end uses

Other programs impact paybacks, for example, Industrial Efficiency incentive or Industrial Conservation Initiative

NAVIGANT
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» 20176 APGS jllustrates higher or lower potential compared 1o existing LDC target for soms
LDCs: no mechanism 1o adjust or transfer target {and budget) o reflect the updated study

Percent below
allocated target

1 Pereent below
allocated target

= There continues 1o be unassignad savings of COM plans: 0.7 percent of the 7 TWh target (based on CDM Plans
received as of August 14, 2017, also considers proposad programs or piiots that are currently not aporoved)

= From a system planning perspective, COM may have a higher lpcal reliability valug in centain parts of the provinee
than in other parts of the province

NAVIGANT

Source  IESQ, Nexant ARS data
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Some LDCs have meat thelr aliocated COM targets well under their allocated budgets and

thers s no mechanism for IES0 1o release/frealiocals these funds until the end of the
framework {represents 3 percent of Ontario customers)

= {ost efficiency benefits of joint CDM plans Is not tracked or measured, are joint plans truly
oint plans or only in place to achigve higher incentives?

«  Most LDOs are trending low on their budget spending in relation (o the savings achieved {due in part to large OHP
projects or legacy framework in 2015)

«  Some LDCs are relving primarily on centrally delivered programs (with iittle to no incramental offering to customers), but
continue (0 be eligible o eam performance incentives; centrally deliverad program represent 28% of persisting savings
to date (savings from January 1, 2015 to June 30th 2017, centrally deliverad programs consist of the province-wide
Coupons program: and Heating & Cooling program regardiess of framework)

+  Yery little uptake of P4P funding by LDCs, only full cost recovery. Some LDCs have been able to enter P4P contracts
with delivery agents. Is current risk aliocation balance between ratepayer and market appropriate”?

1. Electricity savings from January 1, 2015 to June 30th 2017, cenfrally delivered programs consist of the province-wide Coupons program, and
Heating & Cooling program regardiess of framework

NAVIGANT
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= The following slide provides a description of some polential target realiocation oplions
«  Combinations of options may also assist in solving the challenges identified
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POTENTIAL CHALLENGES

@

Loveragelconsistency (LDUs that
have met targets may not continue {0
offer COM programs, no mechanism {o
resliocats budget

Overfunder achisvement (not
addressed)

LCoverageiconsistency {ess visibility to
HESO o monitorn

Flanning (could realiocats 1o regions
that dor't need additional CDM)
Admindinfrastructure (addilional
administrative efforts for LDCs)

Control over goeals (LDCs cannot
control how thelr COM goals change)
Transparency {(methodology would
nead {0 be claan
Admindinfrastructure {could requirg
naw strategies and be me-consuming)

POTENTIAL OPPORTUNITIES

Minimal disruption
Canfocus on other issuses
Mo impact on planning

Terms can vary and are controlled by
sach LDC

Can balance over/under achisvement
Minimal administrative effort for IESO

Could more easily integrate APS,
planning, and achigvement (o date

Can balance overfunder achisvement
Minimal infrastructure required by IES0

NAVIGANT
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POTENTIAL CHALLENGES

Agmin/infrastructure {could involve
high infrastructure efforis)

Buyars and sallers (does g market
exist)

Dverfunder achisvemeant (not
addressed)

Coveragefoonsistancy (does not
address, could reduce iocal support for
residential customers, may need
madifications o incentives)

Admininfrastructure {could involve
high infrastructure efforis)

Buyers and sellers (does a market
exist)

Customer confusion (possible
cannibalization and confugion i
srograms/delivery agents vary)

POTENTIAL OPPORTUNITIES

«  Can balance overfundsr achigvement
< Could layer in regional and other factors
through, for example, adders

= Align targets with condrol

= Could lead to less uncertainty in CDM
plans

= Heduces complication of value added
5ervices

< {an balance overfunder achievement

< Could plug gaps if LDC reallocation is
less than 7 TWh target

= Could lsad to higher cost efficiency

NAVIGANT
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«  The following slide provides a descrption of some polential target metric options
«  Combingtions of oplions may also assist in solving the challanges identified

NAVIGANT

IESO-N-0027122



POTENTIAL CHALLENGES POTENTIAL OPPORTUNITIES

< Mimmal disruption

< Mimmal impact on program design

«  Nonesd o adjust plans, directives, or
additional admin

»  Policy atignment {ow alignment with
planning and climate)

»  Past experience {removed from prior
frameworks, low capacily needs)

« Planning (many definitions of peak that
can vary by region)

»  Direction modification required

< Beller policy alignment {(planning and
climate change)

»  Frogram updates (may be needed)

»  Admindstrative (new allocations,
additional information neaded abaud
measures 1o {argetl)

«  Dhirection modification possible

< Better policy alignment {planning and
climate change)

< Could be less disruptive than full
fransition to peak demand

NAVIGANT

IESO-N-0027122



POTENTIAL CHALLENGES POTENTIAL OPPORTUNITIES

« Program updates (may be needead)

» Administrative (imsthodologies o
calocuiate, rack, and report)

= [rection modification required

< Beller policy alignment {(planning and
climate change)

«  Policy atignment (may not improve)

«  Administrative (potentially complex,
changes o performancs incentives)

» Shift in focus (away from 7 TWhis
DOSsinie)

o Dirsction modification possible

< Could capture additional policy goals that
are currently not tracked and measurad

« Policy alignment (may not improve)

+ Administrative (changes to
parformance ncentives)

« Bhilt infoocus (away from 7 TWhis
possibie)

o Dirgotion modification possible

< Could more accurately reflect the goals
of certain programs

NAVIGANT
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&

There are other modificalions that could be made {0 targels that do not it neatly inlo the two calegories dentified {re-

aliocation and metrics)
Some examples are outlined below

Adders o targels
to capture and

encourage cther
policy geals

Allocated target detail:
currently targets are
allocated {0 the LDC lavel

Degree to which the
target is dynamic
currently targets are set
for a cartain period of time

NAVIGANT
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+  The following shide provides a description of some potential budget and performance incentive modification options
«  Combingtions of options may also assist in solving the challenges identified
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POTENTIAL CHALLENGES

»  Qoveragefconsistency (not addrassed)
» Incentives (if already exceedad target
fitte benefil of addition achisvemeni,

incentives paid even if largei met
through centrally delivered programs)

+ Disruption (o strategies)

 incentives (i siready sxcesded
gxpeciations there may be less
mohivation 1o eam more}

« Coveragefconsistency {(partially
addressed)

 incentives (reluctance 1o exchange with
existing incentive structure, incantives
paid aven i target met through centrally
delivered programs)

POTENTIAL OPPORTUNITIES

LOCs tracking to CDM plans can
rmaintain their strategies and expeactations

Could maintain interest in delivering CDM
Could reduce the need for IES0 (o
maintain provincial coverage

Abiity to modify incentives o reflect
framework experience so far

Aligned processes (targets and budgets)
LDCs tracking to CDM plans can
maintain their strategies and
axpectations

NAVIGANT
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POTENTIAL CHALLENGES POTENTIAL OPPORTUNITIES

« Transparency {(mathodology would
neead {0 be clearn)

»  Dhsruption (o strategies and incentive
gxpectations)

« Funding (ceniral senvices could be
insufficierd, regliccation of LDC budgets)

= DHsruption (ESO would need sufficient
notice o fund/deliven

o Attribubion (would nesd 10 be
determined)

+ Past experience (low uptaks © date)

« Degree of control (may nesd 10 be
modified)

«  Underachievement (of 7 TWh possible)

&

Simpler process, less infrastructure
requirad

Allows LDCs {0 focus on most valuable
projects or programs while maintaining
coverage/consistency

Continuous opportunity (0 earmn
performance incentives
Encourages cost efficiency

NAVIGANT
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SECTION 2:
INTRODUCTION




LTEP 2013 provides context around the long-term conservation target to 20372 as well as cost-effectivensss testing:

» ‘The province expacts o offsat most of the growth in electricily demand to 2032 using programs and improved codes and
standards. This will lessen the need for new supply. Our long-term conservation target of 30 TWh in 2032 represents a 18%
reduction in foracast gross demand for electricity — the squivalent to more than all the power used by the City of Toronio in
2012 — arvimprovement over the 2010 LTER”

< “Our agencies and partners will achieve this goal with a combination of tools, including the Total Resource Cost Test, the
Program Administrator Cost Test and a hurdie rate, 1o screen program proposals. A hurdle rate would consider the cost of
delivering a conservalion program against the avoided cost of procuring supply”

The OPA’s role to develop Target and Budget Allocalion was defined in the March 20114 Conservation First Framework
LHrection:

« ‘T 1 hereby direct the OFA to coordinate, support and fund the delivery of CDM programs through Distributors to achieve g
total of ¥ TWh of reductions in eleclricity consumption between January 1, 2015 and December 31, 202017

= “The OPA, in consultation with Distributors, shall develop an allocation methodology to allccate the full 7 TWh among
Distributors. The allocation methodology may take into consideration Distributor COM potential at a local andfor regional
leved as dentified in the OPAs 2014 energy efficiency achisvable potential study, and other factors, as appropriate.”

= “The OPA shall establish a budget allocation for each Distributor in consideration of the Distributor COM Target and CDM
Plan. .7

NAVIGANT
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March 2014 Conservation First Framework Direction addresses cost efflectiveness {esting and exceptions:

« “The OPA shall enswre there is a positive benefit-cost analysis of each COM Plan and each Province-Wide
CDM Program and Local Distributor CDM Program utilizing the OPA's Total Hesource Cost Test and the Program
Administrator Cost Test found in the OPAs Cost-Effectiveness Guide [ 1 The OPA will establish hurdie rates {o consider the
cost of delivering Province-Wide Distributor COM Programs against the avoided cost of procuring supply”

= “The OPA shall [despite previous section] allow Distribulors 1o apply to the OPA for approval of Provincae-Wide Distributor
CDOM Programs and Local Distributor CDM Programs where cost effectivensass is not demaonstrated if the program s a)
targeted (o on-reserve First Nation customers, b designed for educational purposes, ©) a low-incoms CDM program”

The July 2074 Indusinal Accelerator Program Direction addresses budget, target and cost-effectiveness:

« “The OPA shall establish a budge! o achieve g target of 1.7 TWh of savings through the Industrial Accelerator Program 1o
be met through projacts approved on or before December 31, 20207

= “The OFA shall evaluate achievement of electricity savings achieved through the Industrial Accelerator Program on an
annual incremental basis, based on the OPA's standard [EMEY protocols]

« “The OFA shall ensure that there is g positive cost-benefit analysis for the Indusirnial Accelerator Program utilizing the OPAs
Total Resouwrce Cost {TRC) Test and the Program Administrator Cost (PAC) Test found in the OPA's Cost Efectiveness
Guide [T
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This topic area will afso explore funding mechanisms, delivery models, financing and resource acguisition

LTER 20113 cutlines a nead for financing mechanisms for conservation:

» “The governmeant will work (o make new financing tools available to consumers starting in 2015, These tools will nclude on-
bill fingncing 1o help them with the uplront cost of making energy efficiency relrofils to conserve eleclricity and natural gas.
The govermnment has already enabled municipal govermments to offer Local Improvement Charges (o recover energy
afficiency and renewable energy investments with repayment through property taxes. This allows consumers (0 save mongy
on their energy bill and pay off conservalion investments over time as they receive the benefits of conservation”

The July 2014 Industrial Accelerator Program Direction also includes a mention of flexible financing:
= “The OPA shall faciitate flexdbility in financing for Industrial Accelerator Program projects”

« {(Mid-term Review) "review of the industria! Accelersior Program inregards to |1 lessons leamed with respect to financing
mechanisms.”

The March 2014 Conservation First Framework Direction outlines options for funding mechanisms and encourages
innovation:

+ “The OPA shall, in consuliation with Distributors, develop a cost recovery and performance incentive machanism for
Distributors for making Province-Wide Distributor CDM Programs and/or Local Distributor COM Programs avallable to
customers in their service areas.”

« [Full cost recovery (with hiered parformance ncentive machanism) and pay for performance {paid based on a pre-specified
value for each verified kilowalt howr of slectnoly savings achieved) are described in further detai Tollowing this section]

« innovation and adoption of new technologies will be encouraged.”

NAVIGANT
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This topic area will &ls0 explore funding mechanisms, delivery modeals, financing and resowcse acquisition

The June and December 2018 Directions focus on delivering pay-for-performance based programs (o non-residential
customers:

= “The IESC shall, in consultation with Distributors, centrally design, fund and deliver two CDM programs {("Centrally-Deliverad
Programs™ a. A province-wide pay-for-performance CDM program for Multi-Distributor Consumers ("Multi-Distributor
Frogram™y [T

Amendment to July 2014 Industrial Accelerator Program Direction:

« “The lESO shall undertake a pay-for-performance pilol program for customers that are eligible for the industrial Accelerator
Frogram that is consistent with the Centrally-Delivered Pay-for-Performance Multi-Distributor COM Program”

December 2018 Directive to IESQO to fund distribution-connected sites as part of Industrial Accelerator Progran:

» “The IES0 shall allow ransmission-connected customer with distribution-connscted sites 1o alect to have their ransmission-
connecied and distribution-connected sites administered through the Industnial Accelerator Program. . Any associated
electricity savings. . shall count toward Distribution CDM Targets under the Conservation First Framework Directive”

August 2017 Directive for IESO delivery of low income programs:

= Y The IESO shall centrally design, fund and deliver across all Distributors’ licensed servics areas a Provincewide CDM
Hrogramis) largeted o the low-income customer segment. ) beginning January 1, 2018, within the budge! established
under section 1.4 of the CFF Direction”

« " reductions achisved through 1ESO-delivered Provincewide Low-Income CDM Program(s) shall not count towards g
Distributors CDM Target”

« U AESO may continue o allow a Distributor 1o deliver, funded through their allocated COM budget. "

NAVIGANT

IESO-N-0027122



Navigant was engaged by the IE50 0 complete the midderm review for the Conservation First Framework and Industrial Accelerator
Program. Issues were identified by the IESO and grouped into eight major topics that will guide the Framework Review through four
key achivilies cutlined below. This report s the current state summary for the budgets, targets, cost-effectiveness (opic.

Customer and
market engagement March 18
and satisfaction

Definition of CDM Apri 20

Collaboration Aprit 20

Governance &
operations

May 18

Flanning ntegration June 185

July 13

NAVIGANT
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When CDM targets were aliocated, sector- and regionableve! resulls from the 2014 Achievable Potential Study were used
The 7 TWh provincial Conservation First Framework target was allocated by 1ES50 zone and sector

®

Steps
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« DM Targeis are allocaied based on residential and non-residential consumption, specific to each LDC
«  LICs are responsible only for meeting the total target, Le. they do not need to mest sector specific targets

*Hustrative example,
not reflective of actual
IS0 Zone gliocstion
or LDC targets

NAVIGANT

Source IESCQ ~ LDC Target and Budge! Alfecation Meathodology
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o Residential and non-residential funding rates are used only for budgest allocation purposas
o LDCs are provided with a total COM budget for 20152020
- LDCs have the ability 1o manage their iolal COM budget as they see appropriale
- LDCs are responsible for all costs including LDOC administrative costs and customer incentives

Mon-Hesidential Funding Rate
$0.24/KWh

NAVIGANT

Source IESCQ ~ LDC Target and Budge! Alfecation Meathodology
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«  Heaallocation of budgets and targels s currently possible through joint plans, but ondy for members of the plan
- The LDG may submit & joint CDM Plan in cooperation with ong or more other distyibution companies

- The LDC and the other participating distribution companies may at any time reallocaie a3 betwesn themsealves any
portion of their respective CDM Plan Targets or COM Plan Budgets or both by submitting an amendad joint COM Plan

- Performance incentives will be assessed with reference to the aggregate performancs of all participants in the joint CDM

Flan

« ot CDM Plans have a higher mid-term incentive amount and achieving target incentive amount (1¢/A&Wh vs 1 5¢/&KWhH)

Individua!l COM Targels

- Individual
i ooy
L 100 GWh
 Joint 125 GWh |
- 150 GWh
- Individual 25 GWh
. 50 GWh
NAVIGANT
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« mitial guidelines for target exchange were released aarly in the framework, however, a formal exchangs is not vet
developed

«  Each LDC is responsible for achisving s sliocated 2015-2020 CDM arget

«  However, as per lESQ farget exchangs guidelines, an LB may exchange or rade a portion of its CDM target throughout
the term of its Energy Conservation Agresment (ECA) with another LDC

«  Neote: an LDO cannot allocate all of s target to ancther LDC

OPA posts allocated
COM Targets for each
LD

éiz; C A suﬁ@m *éss iﬁ?i?%‘kﬁ

LDC has discretion on the delivery approach (e.q., in-house
delivery, ouisourced o a 3 party delivery agent, ele))

NAVIGANT
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o The lESO stated in 2018 (larget exchangs guidelines) that it was reviewing the potential for establishing a "clearinghouse
for facilitating target exchange among LDCs

»  This clearinghouss would assist LDCs seeking (o reduce thelr CDM target (basad either on an identified gap in CODM target
achievement within their service territory or 1o reduce their risk of underperformance) 1o be matched with LDCs sesking to
ncrease their COM target

o Accordingly, LDCs that can take on more target will be enabled (o achieve greater savings in thelr service terriory and
mcrease their potential for performance meentives under the higher incentive rate, as oullined inthe ECA

L0 Ditrades LDC
AZ00GWhofis
target

iwg:js{:: g Wﬁﬁfﬁ *{{3 : The IESG-faciliiated
2 ' target exchangs
clearinghouse
matches LDCs
iooking to reduce
thair targets with
LDCs looking to take

on axtra target DO Clhades

LOC D wants o
racuce their target
by 300 GWh

NAVIGANT
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«  The foliowing shides provide a description of some potential target realiccation options
«  Combinations of oplions may also assist iy solving the challenges identified
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The 7 TWh target is maintained. LDCs can continue (o re-allocals targsts using joint CDM
Plans,

«  Does not address LDOs that have mel they targets and «  Minimal disruption {0 LDCs and no change o

could resull in low 10 no program availability in some performance incentive expeciations

regions (consistency/coverage) «  Can focus on other issues such as improving existing
= No mechanism (o realiocate budgets f an LDC has met sysiems

their target and wishes 1o hold ther budget andior runs » Mo impact on planning

out of budost

«  Does not address LDCs that are underachieving

The 7 TWh target is maintained. LDCs coordinate amongst one ancther 1o buy and sell
targets and inform the IE50 through a re~submission of CDM Plans.

L3

«  Targets could be reallocated (o regions that do not need

LDCs that need additional targets and budgets can sst

additional CDM (regional planning constraints) the terms of their agreements in such a way that makes
«  Less visibility for IE80 to monitor program coverage sense for each counterparty

across the provinees »  Under and over achisvement can be balanced
= lterative process § 250 does not accept re-submitiad «  Minimal administrative effort for IESO

L0 CDM plan
«  Additional administrative efforts for LDCs

NAVIGANT
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The 7 TWh target is maintained. The IEB0 re-distributes the target across the LDC
community based on, for example, verified resulls as of 2016, preliminary results as of 2017,
and 2016 Achigvable Potential Btudy

«  LD0s cannot control the additional targets they are o Considerations for regional planning, APS, and progress
assigned to date could be taken o aocount

»  Methodology must be clearly communicated and far to o Under and over achigvement could be balanced
LDCs and IESD o Simpler from an infrastructure perspeclive (exchange

»  Could require all LDCs to reconsider COM Plans and meathodology and process nol required)
strategies

= Could be g time consuming process

The 7 TWhtarget is maindained The IESO faciiitates g clearinghouse that gllows LDCs
to buy and sell targels and associaled budgets subject (o established oriteria.

«  Could involve high infrastructure efforts o faciitate «  Under and over achievement can be balanced through &
«  Would require both willing buyers and sellers, unclesr market mechanism
what would ocour if there are not encugh buyers « JESO could layer in regional planning and other

considerations through, for exampls, adders

NAVIGANT
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LDCs held to COM Plan savings that reflect programs under LDC control, The 1ESO is
responsible for achisving the target associated with centrally delivered programs.

®

Does not address LDCs that have met their targets and LDCs could focus on the savings associated with the

could resull in low 10 no program availability in some programs they have greater control over

Fegions «  Reduced uncertainty in achisvement against LDC CDM
Does not address LDCs that are underachieving Flan

Could decrease local promotion afforts, support, and «  ESO would hold the budget associated with centrally
LOC engagement with residential customers delivered programs and could modify as nesded

Modifications of performance ncentives may be needed
Some LDCs are primarily residential customers

The IESO faciitates a clearinghouse that gllows both LDCs and third
parties o buy and sell targets and associated budgets. Claar guidalines would nesd o be
astablished to define, for example, territory and seclor,

Cannibalization of LDC targsats could malerialize i clear «  Under and over achigvement can be balanced

ruies for third parties ars not developsd «  Could plug any g8ps in buyers and sellers from LDO only
Could involve high infrastructure efforts o facilitate target realiocation

Would require both willing buyers and sellers, unclesr «  Could result in higher cost efficiency

what would occur if there are insufficient buyers
Would need (0 enswre provincial consistency
Could lead (o customer confusion

NAVIGANT
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o Energy Savings Certificates (E5Cs) are certificates that utilities can trade 1o represent one megawatt-hour of energy
afficiency savings
o Tha main benefit of ESCs s thelr potential o free market forces 1o drive capital and capabilities (0 enargy savings
apporiunities

L3

NEEL stales

“An ESC is an instrument representing a unit of
anergy savings that has been measured and
vanfied ESCs aliow parties to frads the altribules
of anergy savings, representing an ownership right
fo the bundie of sociefal and environmental bensfits
created by the fixed quantity of energy savings with

which the ESC is associsted”

= in different junsdictions, EBCs are used differently, and
sometimes apply o different projects, the diagram (o
the right shows some of the different steps in ESC

frading schemes

«  Some jurisdictions allow £E50Cs to include projects with
CHP, solar hot water systems, geothermal heat pumps,
smart metering, sensors, ramote monitoring, demand
response, and/or other lvad management maasuras

« Each ESC trading program has developed its own
measuwremeant and verfication protocols

Steps in ESC Trading Schemes:

dentify energy savings project
Determine baseline energy usage
Install efficie

cy measiire

Third-party verification of savings
through metering / measurement,

engineering estimates, deemed savings

Certification of ESC-eligible projects
Tracking ownership of ESCs
Retirement of ESCs

Sowres Bffp:dwww.nrel govifoosFy08nsfild 5870, pdf
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E50s are used in some parts of the U.S. {(Connecticut, Nevada, and Pannsylvania), Australia, France, taly, and the LK

Connecticut (T,
UEA example:

The flow of E&Cs in
the Connecticut
Compliance Trading
Scheme

CT was the first state
nthe US o adopt a
frading E5C market

The targets include a
wroad array of
gligible savings
orojects (ncludes
CHP, load
management,
demand response,
and certain waste
neat recovery
systems)

CustomerCustonsr
Agent-Uhenied
Lo

L B-Owned
Chaxs H Cantificates

ERLEAXNXIBDEXXAIRP VI RXLEIRR XX XKIB R BX

AREETEFTERXREEFTERXNR G F ¥

LR RE R RN FE R R R R ORI C OBy N,

TR S EEBRAKELLTBRRRKRLEE SR RR KK S

S&'&&-2&'%586‘&82&IQ:»)K%:&’&&&ZQﬁﬁ)‘&‘&&&&ﬁﬁﬂ% Forsiaifh A Charge §-x»anassso‘ys:xxaaamsm:&xzaagssss:x':oaa&.zs%s&'&&.ﬁ.ﬂfss‘x-a&a-gsaysrs

KRCTORRZHXIEDRXXER GO R

%

EER LT s»mam«sﬂﬁ#ﬁamgggﬁz#&«nsz% 4 arbih 8B Dhaage

%:5:&&@%&%»&5&&39%%:&$1xezsss»sanaszs:&&niﬁs@s»ﬁ&g@

s genoraiod by groject

vearieed o the ©81

redils garseeabed oy OHF prodecls am sliocated 100% B the Custorner J Custimer Agent.

G A
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o India also has a larget exchange mechanism, Perform, Achieve, & Trade (PAT), which i3 @ market-based mechanism that
atlows energy efficiency overachisving wiilities 1o rade savings 10 the underachieving uliitias

o This was created undear the Indian Nationa! Mission on Enhanced Energy Efficiency (NMEEE) in the National Action Plan on
Climate Changs (NAPCC), aimed o improve energy efficiency in industry by trading energy certificates

PAT Activity Flow

e PFAT mechanism rewards
Chart

overachievers, and penalizes
underachievers

« Designated to 8 consumer sectors (sl
high energy users) thermal power
plants, steal, cement, fertilizer, pulp &
paper, texiile, aluminum, and
chioralkall industries

= The program 1§ audied by
ndependent agencias to monitor,
verify, and certify the PAT certificates

DENA = Designeted Energy Auditors; BEE = Bursau of Energy Efficiency

fssus of e-Lerts
after successyl
MY

Btk may verify
daia submitted

by DENA/DCs

Hp S powerexindia. comypatiFrasentations/S5Aug2071 1 Trading9 208MechanismS6 20, pdf
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«  Target metrics for IES0 and LDCs have changed over time from a peak demand target 1o an energy target
»  The blue shaded area Hlustrates the arget metric used (e.g., annual peak demand, cumulalive energy, elc

Targets 1,350 MW Additional 1,350 MW 1,350 MW and 8,000 GWh 7 TWh by 2020

MY 7 TWh

6,000 GWh

NAVIGANT
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IESO-N-0027122



+  The following slides provide g desoription of some polential target metric options
«  Combingtions of oplions may also assist in solving the challenges identified
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Maintain the current metric for energy-based targeis representing achisvement in 2020,

o Low alignment with planning and climate policy J

#

system peak).

o Prior frameworks focusad on peak demand and decision »
was made o move [0 energy only targets »

« Minimal capacity needs currently in Ontano

«  Many definitions of peak that can vary by region (8.4,
winder v, summer)

= Does not value measwres with [ow peak alignment {e.q.,
streatighting)

«  Directive modification would be required

Minimal disruption

Mo need (o changs program design 1o align with new
matrics

LDCs do not nesd to re-assass COM Plans, staffing, ele.
IES0 doas not nesd to develop new targets and allocate
them to LDCs

Directive modification not required

Target adjusied {or gdded) o caplure peak demand. Definition of peak demand needs to ba
clearly defined (8.q., summer or winter peak, regional or province-wide, critical peak, or

Better (but not perfect) alignment with planning

Hetter (bul not perfect) alignment with chimate policy {gas
generabion s typically the resowrcs avoded or offset durng
orn-peak hours)

NAVIGANT
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Modification of energy melrics to baller capture higher valug hours without & full ransition
to peak demand largels (e.g., on-peak kKWh

Updated program design and/or new programs may e
needad

MNew targets and allocations woudd be required
Additional information needead about measures {0
determing which 1o focus on

Dhiractive modification may be required

Methodology to measuwre, track, and value GHGs would

nead o be developed, communicaiad and reported
Updated program design and/or new programs may be
nesded

Directive modificalion would be required

Target adiusted (or added) {0 capture avoided amissions.

rotentially less disrupbive ransition

Hettar (but not perfect alignment with planning

Hettar (but not perfect) alignmaeant with planning

Hetlar alignment with climate policy {gas generation s
typically the resource avoided or offsel during on-paak
ROUrs)

Betier (bul not perfect) alignment with planning

Betier alignment with climate policy {(gas generation is
typically the resource avoided or offsel during on-peak
nours)

NAVIGANT
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Multiple metrics are aggregated and potential weighted into a scorecard approach similar to
QBB scorecards.

Complex methodology that can be difficultfcumbersoms = Could capture the additional policy goals and objactives
o track and monitor that ars currently not tracked 10 measure sUCCess
NMeed o redesign/revisit performance incantives

May not improve alignment with planning and cimate

policy

Loes not reflect which metric is more or less important

and may take focus away from the global target

Directive modification may be required

Metrics vary based on the goals of the program {e.q., participation for residential ve, KWhfor
business). Similar 1o melrics used within the natural gas framework,

Does not tie to provinciad 7TWh goals and more complex o« May more accurately reflect the goals of certain
assess LDC performance when program/sector mix varies programs (e.q., low income)

Need to redesign/revisit performance incentives

May niot improve alignment with planning and climate

policy

Directive modification may be required

NAVIGANT
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«  There is only one program available for P4P funding (Retrofit), and P4P is a more risky mechanism than Full Cost Recovery
«  There has only been one program for one LDC funded under P4P

Lower risk,
iower reward

Higher risk,
higher reward

ol :j,{';;g’{ Payém%péﬁmmam& Paymmrngaﬁi‘farmama
FECOVEry Option 1 Option 2

{one payment) {five paymeanis)
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« Under FOR, LDCs gre compensated for all eligible expenses and will recaive performance incentives based onthe % of
target that they achieve, and under P4P, LDCs receive a higher incentivized rate for all verified energy savings

o LEOC’s may change their selsction for each Program once during the term by amending the CODM Plan

Funding Mechanism

£
t
4
§
t
¢
§

LD
COM
Budget

Favments

?ﬁ‘*aszﬁ if"é arr%&% iz&zs&%iﬁ z:}g";

Farformance incentives

>100% |

1100% |

0% &
100% f

Source: Energy Conservation Agreement
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«  LDCs will only have their COM budgets polentially adiusted if they achigve less than 50% of their annual target and are not
cost effective within either 2015, 20016 or 2017

o LDCs will face financial remedies f they achieve less than 35% of their target and are not cost effective, in any given vear of
the CFF

iz The L DC's COM Portfolio
Cost Effective?

Y% of Annual Tarcet
Achieved by LDO

Parformance incentives

NAVIGANT
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«  LDCs are allowed to chose from three options under pay-for-performance that range from lower risk and reward (Option 1)
o higher risk and reward {(Option 2 or 3)

o Al pay-for-parformance oplions are deemed higher risk, but potentially more profitable, than full cost raecovery

NAVIGANT

Source: Energy Conservation Agreemend, 1ESCQ — Fay for Performance Rules and FPay for Performance Guidelines
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«  Payfor-performance (P4P) iz a riskier mechanism for LDCs than full cost recovery
» ESO has only posted P4P rates for the Relrofit program, but only one LDC has opted to use P4P for one program
« S0 is currently in discussion with LDCs {0 assess the dasign of P4P

NAVIGANT

Source IESQ ~ Fay for Performance Guidelines
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«  The following shides provide a description of some potential budget and performance incentive modification options
«  Each option is characigrized in terms of ds impact o customers, LDCs, channel, and implications for policy and ransiion
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L0s can continue o re-aliocate budgets using joint COM Plans.

Does not tackie the ssues dentified »  LD0s with progress tracking to DM plans can maintain
Some LDOs have aliready met targets with budget their strategies and performance incentive expectations
remaining and may suspend CDM operations

Little to no incentive (o achieve greater than 120 percent

of target

Some LDCs relying solely on centrally delivered

programs and would continug 1o be eligible for

erformance ncantives

Frogress o targets s assessed st mid-lerm, both mid-term incentives are paid out and any
potential achieving or exceeding target incentives are paid out. Budgels and funding rates are
revisited by £SO for the balance of the framework.

May disrupt LDIC strategies » Could maintain interest in COM delivery for LDCs that have
i L.OCs have earmed expected performance incentives, exceaded targets

there may be lower drivers 1o continue to offer CDM = Could reduce the need for IESQO o maintain provincial

May diminish the benefit of the cost efficiency incentive (it DrOQram coverage

is possible that given more time, the amount could have = Ability to modify the funding and performance incentives {o
bean spent) raflact the observations in the sarly years of the framework

NAVIGANT
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Budgets are reallocated under the target exchange. Guidelines are developed by for IES0O
facilitated processes or LDCs determine the budget that is transferred with the target.
Achieving and exceeding target incentives are paid according to current contract
specifications.

¢ Reluctance (o exchangs targets with existing »  Aligned processes (largets and budgets)
performance incentive structures «  LDOCs with progress tracking to CDM plans can maintain
«  Some LDCs relving solaly on centrally delivered thelr strategies and performance incentive axpeciations

programs that chooese not o participate would continue 1o
be eligible for performance incentives

= Could have program coverage issues f LDCs that have
exceeded targets choose not 1o oblain additional budgst
and fargels

IESO initiales g process (o update LDC budgets which could consider several factors. Mid-
term incentives are paid and achieving and exceeding targe! incentives and cost efficiency
ncentives are modified,

= Consuliation and ransparency would be needed = Simpler process {ess infrastructure required)
= LBCs may nesd to modify strategies and could delay

fargel exchange process
= Achieving targel, excesding target, and cost efficiency

mncentives would change {changing expecialions)

NAVIGANT
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Funding is re-gliccated to enable LDCs to allow 1EB0 fund projects and programs that LDUs
choose not o deliver {e.g., due o cost effectiveness, budgst constraints, efc ).

MNesd to determing where the additional funds coma from « Allows LDCs (o focus on projgcts and programs that they
(central services would be insufficient) desm the most valuable while providing customers will
IESO would need sufficient notice 1o preparse program coverage/consistency

infrastructure/dstivery support

Mead (o determing whers 1o oredit the savings (s o

appropriate (o credit the LDO)

i L.DCs choose (o continue (o offer COM programs 1o

customers, no meachanism o realiocats funds 1o those

L0Cs

FKWh funding rates are developed for all programs. Funding is allocated based on kKWh
achieved.

Pay-for-performance has had litlle uptake o date = Continuous opportunity 1o sam performancs incentives
Would need to consider modifying the ability for LDCs o »  Encourages cost efficiency

control their risk {8.9., mors Hexibility in program delivery)

Could result in underachisvement of the 7TWh target

NAVIGANT
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Thig current state summary will analyze available information and begin (o explore the ssues and opportunities of the key
guestions and focus areas listed below pertaining (o the Budgets, Targets, and Cost Effectiveness topic.

Fhase i

« Arethen oowith gosls
and m%iﬁy objectives”
»  Should 4 = be adiusted given framework goals and policy

@b;@{:tavgﬁ’? i’r’ 80, how? What about beyond 20207

= Should = be adjusted given framework goals and
policy objectives? If so, how” What about beyond 20207

Fhase i

* {}@ the detaled resulls provide any
might change how 0

i that

+ What are some alternate approacheas and what could be the
impact on oo wn? Are these approaches
appropri aie f@r i:%’ze S@mﬁd E‘zaEf of the framework? Beyond
20207

* W?‘z&i are somes methodologies to £
207 Are these m@i%‘mdﬁémgsm appropriate fz:z the
%mmﬁ %‘aaif of the framework? Beyond 20207
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fre the o with goals and policy objectives?

Chservations:
= The metrics that measure success (cost-effactiveness, KWh targets) are aligned with goals and policy objectives

= Yesine metrics supporting policy obiectives are largely captured through the Energy Conservalion Agreement and
orogram rules and guidselines

«  Many policy obieclives are softer and do not have melrics attached o them

MNext Steps:

«  Hetter undersiand the implications and opinions of the diferent options o modify metrics used 10 measwe success within
the framework

: be adiusted given framework goals and policy obisctives? I so, how? What about beyond 20207

Chservations:
«  Some target reallocation will be necessary (o tackle challenges identified in the early yvears of the framework
« A combination of target reallocation methods may De nacessary (o tackle the challenges dentified

« Though modifying melrics may improve alignment with other policy goals, the modification may create challenges related
o program design, delivery strategy, and add complexity

«  Coverage and consistency, administrative/infrastructure neads, and tackiing overfunder achisvement are some
considerations

Mext Steps:

«  Determine whether additional challenges exist that could be alleviated by adjustments (o targels

«  (Obtain feedback on the options to modify targets in the short to medium term {within the framework) and bevond 2020
{the next framework)

NAVIGANT
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Ehould e adjusted given framework goals and policy objectives’? If so, how? What about bevond 20207

Observations:

= The status quo worsens many of the challenges identified In the early vears of the framework

«  Modifications to budgets have several considerations including absolute budgets, parformance incentives, cost efficiency
ncentives, and funding mechanisms

Next Steps:

«  Understand how performance incentives motivate LDOs and the implications of changing these incantives at the mid-erm

«  (Obtain feedback on the various oplions 1o modify budgets and performance incentives

NAVIGANT
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Hased on the preliminary assessment of the current state of budgets, targets, and cost effectivensess, the following
areas will be considered in the market research phase:

Betier understand the implications and opinions of the different oplions to modify metnics used o measure suceess within the
framework

%

Leterming whether additions! challenges exist that could be alleviated by adustments 10 largels

Obtain feadback on the options o modify targets in the short to medium term {within the framework) and bayond 2020 (the
rext frameawork)

Linderstand how performance incentives motivate LDCs and the implications of changing these incentives at the mid-term
Obtain feedback on the various options 1o modify budgets and performance incentives

Linderstand how project financing and capital budgeting for energy sefficiency projects s ocurrently working with customers and
wentify some options that align with Ortario customer nesds

Better undarstand some of the barriers to implementation of altermats funding mechanisms
FPhase I of this topic will investigate Ontario cost effectiveness performance against industry peers
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quiring disinb oordi e and integrate i rogra s (including
: ' 3 clencies and o
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Allowang LDCs to make changes o their GO plans al least once per yvesr

' 'Z}@y;@%;@
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Mote: many policies do not directly influence eleclricity, however, the aclivity in the climate change space and impact io
customers is important (o consider

o npletelnat MO
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ingremental
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Megawall, a unit o measure slectricity demand or supply
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sraus veriied ang unverified
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