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SYNOPSIS
A new Energy Policy in Québec could make DSM the province' s key energy resource. This text
describes what |ed to the innovative, hybrid approach proposed toward this end.

ABSTRACT

In recent years, Québec's policy of mega-hydro development has come under severe criticism. This has
led the Québec government to turn apage in its energy history by announcing a Public Debate on
Energy, designed to propose anew Energy Policy for the province.

The Public Debate was led by a 15-member collaborative pand, composed of key utility, refinery,
labour, consumer, environmenta, aborigina and politica stakeholders. After a series of over 20

! Philippe Dunsky was a member of the panel of the Public Debate on Energy in Québec, whose report is discussed in
thistext.



thematic information workshops, the Pandl held public hearings in cities and towns throughout Québec.
The hearings, a which an unprecedented 300 briefs were presented, reveded an astonishing leve of
support for increasing energy efficiency indl levels of society.

The following text describes the two basic gpproaches reviewed by the Pand for furthering efforts at
energy efficiency: an IRP-styled approach and the creation of an independent DSM agency responsible
for dl efficiency initiatives (referred to here as the ADEME gpproach). | then offer an andysis of the
costs and benefits, obstacles and opportunities associated with each modd. Findly, | summarize the
approach recommended by the Québec Pand --a hybrid IRPPADEME approach- and the distribution
of mandates and financing mechanisms proposed in order to ensure both its short- and long-term
effectiveness.

If accepted by the Government of Québec, the pand’s report will congtitute a mgjor turning point in
Québec’ s higtoric rdationship with its energy sector. It will cast DSM in alight of its own, and focus
Québec’ s energy sector away from building the biggest, and toward building the least.

THE 1996 QUEBEC ENERGY POLICY COLLABORATIVE

Historical Background

Over the past 50 years, hydrodectricity has been integraly woven into the fabric of Québec society. It
has been the symbol of franco-Québec’ s emancipation, the proof that french Québeckers could
successfully tackle great tasks and build monuments that would withstand the test of time. More than
anything ese, hydrodectricity has become synonymous with the la révolution tranquille, or Quiet
Revolution, that led Québeckers to become maitres chez nous, or masters of our own house.

Even today, Quebeckers often refer to their society as a société hydroélectrique. The late René-
Lévesque, who nationdized electricity production and distribution in 1962, would later serve two terms
as Premier of the province. Robert Bourassa served nearly four terms on a promise of harnessing
Québec's greatest and most poewrful rivers for hydroeectric development. In dl, it isfair to suggest
that no other event has marked Québec's socid, economic and cultura progress more than Hydro-
Québec itsdlf.



Yet in 1994, as Hydro- Québec celebrated its 50th anniversary, the hydrod ectric dream began meeting
with unprecedented skepticism. Led by the Cree natives, who vehemently opposed the building of a
new, 3200-MW dam complex on their ancestral lands, and supported by critics on both economic and
environmenta grounds, opposition grew and a new vision of Québec’ s energy options began to arise.
With the departure of Québec Premier Robert Bourassa, and the arrival of a new government, the
questioning of an energy and economic policy based largely on exploiting Québec’ s rivers became
officid, and a Public Debate on Energy was launched.

Public Debate on Energy

In the Spring of 1995, the new Québec government launched a Public Debate on Energy. The debate, a
hybrid consultation / collaborative process, conssted of a multi-layered approach with an end objective
of rewriting Québec’' s Energy Policy (see Fig. 1).

Information Period. The Debate began with an information period designed to aid stakeholders in
formulating the postions they would later present at public hearings. To this end, four Smultaneous
processes were established. First, the government created a mobile documentation centre which would
amass thousands of energy related titles and see to it that stakeholders would have access to the most
pertinent and up-to-date information available. Second, a series of papers and reports were published,
addressing specific questions related to energy issuesin Québec. Third, an Information Committee
organized a series of thematic workshops --23 in dl-- in which experts were invited from Québec,
Canada, the U.S. and Europe, and at which key Québec stakeholders were equaly invited to debate
their views. Findly, the public wasinvited to submit written questions to energy decisionmakers --
primarily government and utilities-- for more detailed information. The entire information period lasted
from April to June of 1995.

Public Consultation. From August to September 1995, a 15-person government-gppointed panel
held public hearings throughout Québec. The Panel, composed of key utility and refinery, labour,

2 The definition of stakeholder was accepted in its broadest possible sense; any individual, corporation, non-profit
organization, government body or other entity wishing to participate in the Public Debate process was accepted,
although participant funding was reserved for non-profit organizations.



consumer, aborigind, environmenta and politica leaders, received written briefs and tesimony from
nearly 300 stakeholdersin 10 cities and towns.

Collabor ative Process. Once completed, the public consultation led to a collaborative process
between the various members of the Pandl. A series of technical visits brought Pane membersto a
major (11,000-mw) hydro power station, a gaz technology center, an ail refinery, a PV research
laboratory, a high-€fficiency passve solar home, awind farm, and aDSM R&D laboratory. High-levd
mesetings were o held with regulatory, utility and NGO leaders of California s restructuring debate.
Findly, aseries of 30 full-day meetings were held in order to arrive at a consensus report.

Figure 1. Cdender of Events
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The public hearings held in August and September | eft no doubt as to a paradigm shift in public
perception related to energy issues. While smdl hydro facilities were il favoured, mega-hydro dams
and complexes were largely seen to be out of step with modern-day planning, economic imperdtives
and growing environmenta and socia sengtivity and concern. The public insteed favoured increased use
of new renewables, most notably wind power, and insisted on ariver zoning process that would protect
important Québec rivers for non-energy use. Environmenta and socid impacts of energy developments,
particularly of dectricity production and foss| fud use in the transportation sector, received important
attention, as the vast mgjority of stakeholders urged that externdities be systematicaly incorporated in
future energy planning and decisonmaking. The urgent need for an Energy Board to oversee Hydro-
Québec’ sinvestment decisions and to reduce the role of government interference was repeated time



and again’. Y et even more importantly, a clear consensus emerged among the roughly 300 public
hearings intervenors that energy efficiency isthe most desirable option --in terms of environmenta
sugtainability and cost-effectiveness--, and should as such become the key resource to meet future
energy needs. This consensus, broadly spesking, was shared not only among environmental groups but
among mogt industrid and economic development organizations as well.

In addition to the consensus on the importance of DSM, the hearings aso brought to light an important
divison in the public’ s understanding of how efficiency programs should be carried out. While many
favoured an implicitly IRP-styled gpproach, yet others favoured stripping utilities of any DSM mandate,
instead handing it over to a governmenta, para- or non-governmental agency”. The following will
describe in greater detail these two genera approaches, their pros and cons and the choice made by the
Pand.

CHOOSING BETWEEN DSM MODELS:
PROSAND CONSOF I.R.P. VS. AN INDEPENDENT AGENCY

Summary of models

With support for DSM growing over the past decade (Fig. 2), many jursdictions have applied various
gpproaches to ensuring financing and execution of energy efficiency measures and programs. In North
America, generaly speaking, the approach of choice can largely be termed the Integrated Resource
Panning (IRP) modd. With thismodd, utilities are obliged to finance DSV measures where the tota
cost of such measures (both participant and utility costs) is lower than the avoided cogt, including
externdities, of producing, transmitting and distributing an equivaent amount of energy or capacity”.

% As a state-owned corporation, Hydro-Québec has never been subject to an independent regulatory board for rate
regulation. Instead, the provincially-owned monopoly has been regulated by acommittee of the National Assembly,
the equivalent of American State L egislatures, which sitsfor only oneto three days at atime, once ayear.

* Interestingly, neither agency nor IRP proponents could easily be distinguished by traditional groupings. Rather, the
split in opinion was prevalent within nearly al groups, including environmental and labour groups, industry and
individuals.

®While IRP can beinterpreted in avariety of ways, its most progressive interpretation uses what is commonly termed
the "social cost test" to determine which levels of DSM financing are required of regulated utilities. For more
discussion of thisand other tests, see Hirst (1992) and Krause & Eto (1988).



Elsawhere, another general approach has been favoured. In France, for example, an independent, para-
governmental agency, the Agence francaise de I’ environnement et de la maitrise del’ énergie
(ADEME) is respongble for financing and coordinating dl DSM initiativesin that country. The ADEME
itsdlf is financed through an annud government grant and dedicated taxes, to the tune of approximately
$300 million (U.S.) per year.

Figure 2. Québecers Preferences for Meeting Demand for Electric Services (%)
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Adapted from Ministére des Ressources naturelles (1994) 12.

Under the IRP modd, in its most progressive interpretation, utilities are responsible for executing all
socialy cost-effective DSM (Hirst 1992, Krause & Eto 1988), while key non-commercid aspects of
energy efficiency --labdling programs, efficiency standards, education and training, for example-- tend
to be coordinated and/or legidated directly through government. In other regions of the world, where a
sangle, para-governmenta organization is mandated to implement DSM measures and programs, they
are often given full respongbility for these somewhat secondary mandates. In the case of the ADEME, it
has the power to establish and regulate standards, conduct labelling programs and oversee traning in
addition to executing commercia DSM interventions (ADEME 1995a,b).

In order to choose between these two models, the Panel consdered ahost of issues: (1) the possibility
and eventua impact of dectric industry restructuring, (2) inherent conflicts of interest, (3) perverse
effects which could reduce or annul the expected efficiency gains, (4) assuring alevd financid playing
field between supply- and demand-side options, and (5) each option’s political saleability.



Electric Industry Restructuring

Throughout North America, and in many parts of the world, new technologies and economic
imperdtives are forcing utilities, regulatory commissons and governents to review and, often, restructure
their energy industries. Restructuring has focused primarily on eectric utilities, and isnow geared on
moving from regulated monopolies to a certain degree of intra- Source competition, either directly at the
retall level or more indirectly at the level of wholesde transactions. Because industry restructuring has
evolved s0 quickly over the past year, it must be taken into account when choosing between DSM
models.

Restructuring has come to the forefront of energy debatesin North Americafor avery specific reason:
New technologies --be they high efficiency, combined-cycle gas turbines or new renewables-- ,
combined with low fud prices, have led to an unprecedented decrease in margind supply-side codts.
This decrease occurs in areas that have, in the pagt, relied primarily on ail- and coal-fired plants, aswell
as on nuclear power stations. A distinguishing element of this new paradigm, however, isthat it does not
directly affect jurisdictions such as Québec, where low-cost hydrodectric facilities are widdly used
(96% of grid power (Hydro-Québec 1996, 57)) and where awide array of additional, yet-unexploited
resources are dtill largely accessible. In such cases, and contrary to the mgjority of U.S. states, the
introduction of new, low-cost energy technologies cannot lead to significant sranded investments. In
other words, with margind cogts above, not below, average system codts (and thus rates), no significant
economic gain can be obtained, nor economic loss avoided, from high load customers devolving
themsdlves of the current monopoligtic structure in favour of new energy sources and technologies.



Figure 3. Average Residentid Electricity Rates in Key Industria Regions (1993)
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Adapted from Gouvernement du Québec (1996) 104.

For this reason, the Québec energy panel concluded that restructuring toward wholesde or retall
whedling would not be in the current interests of Québec citizens. In the latter case, because retall
whedling would only redigtribute costs in alargely inequitable fashion; in the former, because the
trangtional costs associated with restructuring even for wholesale competition would outweigh the
benefits of greater economic efficiency, and because other options, notably stricter regulation,
management- by- bus ness-units and competitive resource bidding, could do the job just as well.

Given this decison, the choice of DSM models could not be made entirely on an eventua restructuring.
Nonetheless, Québec’ s participation in the bi-nationa northeastern energy market could impact its
ability to retain a verticdly-integrated, monopolistic approach to dectric production, transmisson and
distribution. For this reason, it was considered important at least to consider the implications of an
eventua restructuring on each mode for DSM; not so much for which model to choose, but for how to
assure that the trangtion from one model to another could be done with relative ease and fewest lost
opportunities.

In thisregard, it was concluded that while an ADEME-gtyle gpproach would easly survive an eventud
restructuring decison (Cdifornia s proposa for a non-bypassable surcharge for DSM is amilar), the
IRP modd would require a secondary structure to which full powers over DSM could eventudly be
transferred in order to withstand the hypothetica change.



Conflicts of Interest

Whether an IRP or ADEME modd, neither can entirely avoid the inherent conflicts-of-interest
associated with important levels of investment in energy efficiency.

In the case of IRP, a conflict occurs where DSM investments are greeter than the difference between
rates and avoided energy and capacity costs. In such cases, investments either reduce profits or
increase rates, even when overd| bills are lowered. Though decoupling mechanisms can minimize the
profit risk, rates are till left to increase. While this may not pose a problem within a closed-1oop system
(ie. in the absence of competition), competition, epecialy with natural gas for space heating, means that
an dectric utility investing in resdentid DSV may end up losing commercid customersto its fossl-fud
competitors. Thisis especidly important in Québec, where the cold climate and an important eectric
baseboard conversion campaign in the 1980s have led eectric heating' s resdentia market sharetorise,
between 1973 and 1993, from 10% to 70% (Gouvernement du Québec 1996, 86).

The IRP modd, even with decoupling mechanisms, can thus leed to important disincentives for the
participating utility to reduce sdes through DSM investments. Even if that were not the case, mogt utility
managers are il fixated on increasing revenues, which, whether or not in the utility’ s best interests, can
serioudy undermine efforts at reducing energy demand.

In the case of the ADEME approach, far fewer conflicts-of-interest exist. Indeed, since an independent
agency isrespongble for DSM initiatives, and would, under normd circumstances, be judged on its
performance in relaion to this mandate, none of the forenoted disincentives apply.

Stll, funding for an independent DSM agency would have to rely on the whims of government. In the
case of Québec, where the government is the sole proprietor of Hydro- Québec, the provincia dectric
utility, decreasing revenues could trandate --or be perceived to trandate-- into logt sdesfor the utility
and thus, lost dividends for the government treasury®. The potentia effectiveness of an independent
DSM agency could thus be viewed as an obstacle to balancing budgets (on the revenue side), and

® Given that savings would likely be redistributed through other sectors of the economy, generating similar tax
revenue for the treasury, | do not believe that such an analysis would be accurate. Still, it would be consistent with
many (erronious) government decisions.



governments may fed the need to reduce the agency’ s budget and, consequently, its ability to reduce
demand growth.

All things consdered, the Pand concluded that while conflicts-of-interest are inherently greater in the
IRP model, neither can escape entirdy from awillingness to curb DSM success.

Perver se Effects

Implementing efficiency measures and programs can, if not properly andysed, cregte any number of
undesirable perverse effects. The choice of amodd for DSV investments must take into account these
potential problems.

It quickly became clear to the Pand that the IRP approach can lead to significant perverse effects from
asocid and environmenta standpoint. To begin with, as| mentioned earlier, obliging regulated utilitiesto
invest in DSM up to the full avoided cost --socid or private-- , and alowing such costs to be recovered
through rates, necessarily leads to rate increases. From a socio-economic perspective, thisin itsdf is not
negative, snce overdl billswill be reduced. Still, regulated utilities do not operate in atotaly
uncompetitive world, afact that could lead to undesirable --from both a private and social perspective-
- fud swithcing. Were fud switching to result from regulated utilities investmentsin DSM, it would
undoubtedly result in the replacement of hydroelectric or natural gas heeting by oil, causing unwanted
environmenta impacts.

Under IRP, another potentid problem isworth noting: Since utilities care only about sationary energy
use, DSM programs would tend to ignore the energy implications on non-stationary needs. This
dilemmais particularly important when consdering financia incentives for lowering the costs of new
passive solar homes. Since a mgjority of the cost-effective passive-solar potentia can befound in
bungal ow- style suburban homes, financing of these measures may result in unwanted financid incentives
to purchase a home in suburbia rather than remaining in the city core, where fewer passve solar
financing incentives would gpply. Where such isthe case, margind gainsin hesting or lighting efficiency
may be largdy offset by substantia increases in the burning of fud for transport to and from the city.

10



Whileit islikely that such an effect would have only a margina impact on increased transportation
related energy requirements, its potentia neglect under a utility-financed DSM structure remains
noteworthy.

In the case of an ADEME approach to DSM financing, such perverse effects are avoided. Since the
agency’s mandate would cover dl spheres of energy consumption, including the trangportation sector,
perverse effects would have to be taken into account in multi-sectoral program analyses. Nor would
fud-switching from dectricity or gas toward oil be alikdly outcome of DSM investments; an
independent agency would intervene in homes, businesses, farms and industries where energy savings
could be achieved most cost-€ffectively, without regard for the regulated or non-regulated status of the
energy supplier. Furthermore, rates would not be affected, as revenues would likely stem from a non-
bypassable surcharge gpplied to al energy distributors, including gasoline.

Leve Financial Playing Field

An effective DSM structure must be able to leve the playing field between supply- and demand-side
options. A number of anomalies now exist in this regard, most notably: (1) that DSM options are not
amortized over aperiod of time consstent with their useful lifetimes, as are supply-side options, (2) that
demand-side options require up-front capitd investments by participating customers, while the costs of
supply-dde options are capitdized in full by utilities and repaid in increments over time, and (3) that
demand-side investments, by their very didributive nature, cannot be consdered assetsin the utility’s
books, while supply-side options, unless contracted through an 1PP, count in most financid evauations.
The following will expand on these three issues.

Amortization Period. Currently, Hydro-Québec’s DSM investments are amortized over afive-year
period, Sgnificantly shorter than their expected average useful life of 7 years or more (Anonymous
1996). Under an Integrated Resource Planning approach, a regulatory agency could order utilitiesto
amortize over the measures red expected useful lives. With regard to an eventud independent agency,
amortization periods do not cause prejudice, whether done correctly or incorrectly, since the agency
works within an alotted budget, not arule of measure-by-measure cost- effectiveness.

Capital Requirementsfrom Consumers. DSM programs amost invariably require a degree of
financid contributions by participantsin the form of up-front capital costs (though some exceptions
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exist). Conversaly, supply-sde utility invesments are paid back on a pay-as-you-take cost recovery
schedule. Furthermore, customers discount rates tend to be significantly higher than utilities' rates, thus
rendering even less attractive certain DSM options when compared with paying a per-kWh rate over
50 years.

Under Integrated Resource Planning, a regulatory body could use innovative mechanisms to reduce the
capitd requirements of participantsin DSM programs, though cleaning the date entirdy would remain
unlikely. Meanwhile, transfering the DSM mandate to an independent agency could dso eiminate the
problem to alarge extent, since revenues would be generated on a per-kilowatt- hours basis (though the
agency may gill choose to require financid participation from customers, where this requirement is not
seen to significantly reduce participation rates).

Accounting for Assets. Dueto the digributive neture of efficiency investments, utilities cannot count
them in the assats lines of accounting books. A utility owns a hydroe ectric dam, which reflectsin both
its market value and its borrowing rates, but the customer owns the insulation, super-efficient
refrigerator or industrial motor, even if the utility paid or helped to pay for it. This crestes afinancid
disncentive for utility investmentsin DSM, since such investments cannot be recaptured in the utility’'s
market vaue or reflected in its borrowing rates.

No method that | can imagine would reconcile this difference under an Integrated Resource Planning
approach. Comparatively, an independent agency would not be harmed by this problem, sinceits
revenue stream would be authorized by government (thus avoiding the need for borrowing) and its
mandate not-for-profit (market value is not an issue).

Political Saleability

In Québec, neither an IRP nor an independent agency approach currently exist. Indeed, Hydro-Québec
is regulated only by a committee of the National Assembly, the equivdent of American State
Legidatures, which stsfor only two or three days a year, clearly unable to enforce an IRP approach.
Since both gpproaches thus require the creetion of new organizations, each would have to recelve the
explicit consent of the Québec government.
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In order to assess the political sdleability of the creation of an independent agency, the Panel felt aneed
to forecast the budget that would be necessary for such an agency to achieve al socidly-cost-effective
DSM potentids. A back-of-the-envel ope calculation arrived a a necessary 3% to 4% rate gpplied to
al energy sales, which is not inconsstert with the California Stakehol ders Working Group estimate of
"not more than 3,3%" for an effective non-bypassable Public Goods Charge’.

After some debate, the Panel concluded that an explicit ‘tax’ of 3% to 4% would likely be turned down
by agovernment aready under severe financia pressure®. Instead, it was estimated that such a
surcharge would likely be limited to a sgnificantly lower leve, on the order of one-quarter to one-hdf of
apercent. This, it was agreed, would not be sufficient to achieve the significant cost savings offered by
Québec’ s energy efficiency potential®.

The Pand then turned to the IRP option. This, too, would require significant decisions by the Québec
government, namely the creation of an independent regulatory commission, or Energy Board. This
option has been taked of favourably by both the current and previous energy ministers. Furthermore,
the public hearings held in the Fall of 1995 demonstrated a clear public consensus regarding the need
for the creation of such a Board.

"Though it should be noted that this surcharge estimate was to be applied to renewables R& D in addition to DSM.

8 A litmus test of the political saleability of thistype of surcharge recently occured with the publication of an
independent committee’ s report on the future of the Canadian Broadcasting Corporation. The report’ s proposal,
which centered around a similar non-bypassabl e surcharge on cable usersin order to fund the CBC, met with wide
public disapproval and seemslikely to be turned down by the federal government.

° Aninternal Hydro-Québec assessment (Hydro-Québec 1994) of various degrees of DSM investmentsidentifiesa
socially cost-effective potential, over 15 years, in excess of 20 TWh, at only 50.5% of the overall avoided cost
(excluding externalities), procuring savings of more than $3.7 billion.
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Moving from aregulatory commission to one practicing IRP, at least in the field of demand-side options,
though not asmal feet, is nonetheess an easer politica manoeuvre than the creation of a surcharge-
funded agency. In thefirgt case, the costs associated with DSM are relatively hidden; in the second,
they are more explicit and well-known. In addition, Hydro- Québec was clearly opposed to the second
option, while the first was deemed acceptable. Given the relative weight of the players, and the
inevitable public reading, it was deemed that an IRP approach to DSM would be an "easer sdl” than
what would come to be considered a new tax.

14



Tablel. PROSAND CONSOF TWO BASIC DSM MODELS; REGULATORY IRP AND INDEPENDENT AGENCY

SENSITIVITY TO CONFLICTSOF PERVERSE EFFECTS LEVEL FINANCIAL PLAYING FIELD POLITICAL
RESTRUCTURING INTEREST SALEABILITY
Fuel Trans-sectoral | Amortization Client Capital | Accounting for
Switching Effects periods Requirements | Assets

Regulatory [||Very sensitive. Important. Important. | Relative Not problem. Partly solvable. | Serious Feasible.

IRP for DSM || Transition would | Resulting rate Rate problem. Regulatory Regulatory problem. Lack of | Though somein
likely prove costly | increases, even increases Neglecting commission can | commission can | DSM assets government are
to DSM, as with decoupling from cost transportation | order utilitiesto | introduce could undercut | opposed to
uncertainty would | mechanisms to recovery sector could amortize DSM mechanismsto | utilities’ book losing control
create investment | safeguard profits, | could lead to| lead to DSM costs over reduce the need | valueand harm | over rate
slow-down (ex.: would negatively | fuel programs that | measures’ full for up-front borrowing rates. | regulation
current U.S. affect switching increasetotal | useful lives. investments by (through
slowdown) and competitiveness toward energy clients regulatory
new industry with non-regulated | unregulated | consumption participating in board), publicis
structure would distributors (for sources, (ie. financial DSM programs. clearly infavour.
require entirely space heating and | namely ail. | incentivesfor From there, costs
different funding | automotion), and efficient of DSM are
mechanisms. constitute as such suburban hidden under

adisincentive. homes). IRP.

Independent ||Insensitive. Fewer. Only None. Non- | None. Agency | Nat problem. Partly solvable. | Not problem. Unlikely.

DSM agency || Transition could be | conflict arisesfrom | bypassable | would be Agency could | Agency’'snot- | Necessary non-
achieved without | government surcharge responsible for choose same for-profit status | bypassable
harm to DSM. ownership of main | means full spectrum alternate means book surcharge of 3%

utility and impact | everyone of energy funding valueisnotan |to 4% would
DSM could have | pays. Also, | sectors (incl. mechanisms as | issue, while likely meet with
on treasury programs transport) and those a government- stiff resistance.
dividends; could | would as such would regulatory authorized Recent similar
lead government to | reduce analyzefor commission revenuestream | proposal has met
reduce agency’s demand for | total —not might order avoids with public
budget. all sources. | sectora— utilitiestouse. | borrowing disapproval.
effects. requirements.
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THE PANEL’SCHOICE

Confronted by two seemingly imperfect options, Panel members opted for a hybrid model which would
ensure (or ease) politica sdeability and minimize the transtiona costs should an eventua

restructuring of Québec’s dectricity market occur. The proposd, if adopted by the provincia
legidature, would equally reduce the level of conflicts of interest identified with DSM and leve the
financia playing field to the extent possible. The proposd is unable, however, to properly address
perverse environmentd effects of certain DSM spending.

An IRP Approach for Primary Commercial Programmes

Responsbility for primary commercial programmes. The Pand proposed that regulated utilities
would be responsible for DSM investments which met the social cost test. In other words, utilities
would be obliged to invest in DSV when tota measure or program costs were lower than the full
avoided cost, induding environmental and socid externdities'®.

Socidly cost-effective DSM will be incorporated systeméticaly in utilities' resource portfolio proposas,
which will be reviewed by an independent, quas-judiciad Energy Board.

Financing of primary DSM commercial programs. Under the Panel’ s proposal, DSM cost-
recovery will vary according to the levels of investment. While the portion of investments that would
otherwise not place upward pressure on rates (thus mesting the rate impact measures [RIM] test) would
be recoverable through the ratebase, investment levels surpassing the RIM test would be recoverable
through a variable surcharge applied on Hydro- Québec’ s basic service charges. Given that Hydro-
Québec serves dl Québec customers (roughly 4 million clients and 7 million people), thiswill in effect
condtitute a non-bypassable surcharge and, as such, is designed to avoid fud-switching to more
palluting (unregulated) sources of energy.

1% No effort was made by the Panel to choose among options for internalizing externalities (full-cost accounting,
weighting, multi-attribute trade-off analysis, etc.). Instead, the Panel felt it more appropriate to express the principle,
leaving the choice of modelsto an eventual Energy Board.
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An Independent Agency for Secondary Commercial and Key Non-Commercial Programmes

The Pand equally recommended the creation of a new, para-governmenta DSM agency. The Agency
would be respongible primarily for non-commercid programmes like labelling or educeation, aswell as
for financing regiond- and community-based DSM initiatives.

Responsibility for "secondary" commercial DSM initiatives. Edablishing afund for community-
based DSM initiatives (a distinction was made between "initiatives' and full-fledged "programs’) was
consdered essentid for a number of reasons. (1) pushing the cost- effectiveness limit; (2) regiond
development imperatives, (3) creeting a culture de conservation; and (4) kick-garting an energy
efficiency indutrty.

Pushing the cost-effectiveness limit. Whileinitidly atracted to the potentia for community-based
programs to increase penetration rates and ddliver savings at lower cost, Panel members |ater
distinguished between those programs that would be chegper through a community approach and those
with which sgnificant economies of scale could be procured by a centraized gpproach. This
differenciation was important; it led Pane members to conclude that economies of scae could probably
deliver lower-codt efficiency for amgority of the DSM potentia. Still, some programs, mostly
resdentia (draughtproofing, for example) were till seen to be better carried out through a community-
based approach, since penetration rates could be maximized while lost economies of scae were seen to
be minimd. In ensuring that these "niche”’ markets are explored in the most cost- effective way, the
enveloppe of cost-effective measures can be broadened. Thus, a programme that may not be cost-
effective for ddivery by utilities, even given the use of the socia cost test, may be cogt-effective when
penetration rates are increased due to a community-based approach.

Regional development imperatives. The public hearings held throughout the Fall of 1995, and
particularly those held in Québec’ s outlying regions, demondgtrated an urgent need for economic
development and job creation in those areas (roughly half of Québec's population livesin what is
commonly termed les régions). In this regard, providing afinancing mechanism for community-based
DSM programs was viewed as a positive way of responding to the regions demands, while calming an
excess excitement about the possibility of building new yet unneeded generating facilities in those aress.
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Creating a "culture de conservation". Given the support for DSM throughout the public hearings, the
Panel considered that any proposa should help build upon a dow-but-emerging conservation culture.
Agan, while the mgority of efficiency gainswill be procured from utility investments, afund enabling
amdl, regiondly-specific DSM investments which could generate high participation rates was seen as a
partial approach toward that objective.

Kick-starting an energy efficiency industry. Findly, the Pand agreed that dthough eectric industry
restructuring is not now viewed as beneficia or necessary for Québec, it is possible that restructuring is
in some way imposed on Québec given its participation in the bilaterd northeastern energy markets.
Given this potentid, it was deemed imperative that Québec begin building an expertise in energy
efficiency that could, eventudly, be prepared to expand into a full-fledged industry. Concerned that a
concentration of expertise in the hands of one or two utilities would not adequately prepare Québec for
such afuture, the Panel considered that regiona, non-utility DSM initiatives could help kick-start an
energy savings indudry.

Responsibility for non-commercial DSM mandates. The Pand equdly identified a number of nort
commercid mandates that should be filled by a para-governmental DSM agency. These include: (1)
DSM benefit-sharing arrangements for leasers and property owners, (2) labelling programs, (3)
consumption standards, (4) training, and (5) public educetion.

DSM benefit-sharing arrangements. In Québec, an unusudly large proportion of the population
|eases gppartments from property owners. As such, it was deemed important that the Agency be
mandated to negotiate with the body responsible for leasing contracts,arrangements by which DSM
benefits would be shared between the two parties. Otherwise, it was feared, owners could Smply
increase rent, claming improved property vaues, thus annuling or even reveraing any benefits tenants
may otherwise have procured.

Labelling programs. The Panel concluded that alabelling program, similar to one in place for
refrigerators, should be introduced for home purchases, appartment rentals and new vehicles. The

Agency would be responsible for this labelling program.

Consumption standards. The Québec government hastwice --in 1975 and later in 1981-- established
gandards for home energy consumption.The Panel recommended that areview of the existing
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consumption standards be performed by the Agency, and that it propose anew set of more progressve
efficiency standards where Québec jurisdiction permits.

Training. While efforts a improving energy efficiency practices among Québec’ s key professonds --
architects, engineers, congtruction companies, city planners-- have dready begun, it was agreed that the
Agency should intensfy these efforts in order to ensure that design and congtruction decisions
systematically take into account energy efficiency potentias.

Public education. Findly, the Pand agreed that the Agency would be the appropriate structure to
promote the more efficient use of energy among al Québec citizens. It was recommended that
education focus on two groups: Children and adolescents, for whom energy efficiency must become a
way of thinking and who can then "teach" acquired habits to the older generations, and adults, who
should come to see efficiency as an effective means of meeting multiple objectives, namely economic,
socid and environmentdl.

Agency Financing. The Pand proposed that the DSM Agency be funded through a two-tiered
gpproach: Firgt, a portion of the Energy Board' s revenues would be passed on to the Agency for its
primary, non-commercid functioning, and second, the Agency would collect revenues, authorized on an
annua basis by the Energy Board, through a smal non-bypassable surcharge on al energy sources. This
second portion of the Agency’ s funding would be variable, dependent on a Business Plan submitted to
the Energy Board, and would be smdl enough and diffused enough not to represent asignificart
addition to energy hills.

Asauring a Smooth Transtion

By proposing an IRP modd for primary DSM interventions, the Panel sought to ensure successful
passage of an acceptable modd for vastly improving energy efficiency in Québec. By proposing a
secondary structure responsible for developing a coherent vision of energy efficiency in Québec, at low
if not unperceivable cog, it isthis author’ s hope that we will have put dl necessary systemsin placeto
assure a smooth trangtion toward a single, revenue- protected agency responsible for al efficiency
measures and programs in Québec. In thelong run, I am convinced that such an option remains the
most cost- effective, coherent mode for ensuring the emergence of an energy efficient economy.
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FOLLOW-UP

In submitting its consensus report to the Government of Québec, the pandl hopes to carry enough
weight to ensure that its recommendations are adopted and that the appropriate steps --notably the
cregtion of an independent regulatory commission and a para-governmenta DSM agency-- be taken.
Indeed, it is on this consensus, reached among fifteen unlikely dlies, that the force of the report’s
recommendations rest, and early favourable reactions, notably from key editorids, are very promising in
this regard™ (Dubuc 1996, Sansfagon 1996).

Further to the report’ s publication, the Government of Québec has promised to bring forth a new
Energy Policy. Thispolicy is scheduled to be released by September of 1996. Given that the Pand’s
recommendations are not binding, it isunclear & this Stage to what extent the policy will reflect or svay
away from the more than two-hundred recommendations contained in the fina report.

" Editorialsin each of the main French-language dailies were unbendingly favourable to the report’s
recommendations. Le Devoir wrote"Let’ssay it loud and clear, this[report] is one of the most remarkable
achievementsin Québec in recent years", "the era of megaprojectsis behind us; the time has cometo see ‘big’
differently" and " we are now invited to think in terms of sustainable devel opment by giving absolute priority to
energy efficiency”. Meanwhile, La Presse wrote " Québec may be at the brink of a major shift in energy policy,
unlike any it has known in over a quarter of a century”, "in concrete terms, this shift toward sustainable

devel opment signifies the passage from a culture of quantity to a culture of quality, meaning first of all the end of
megaprojects’ and ended by stating " this shift [toward energy efficiency], if we dare to take it, will allow Québec
to lower itsenergy hill, to really create jobs, to contribute in a more convincing fashion to [ economic]
development and to export our know-how rather than our megawatts".
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