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BRITISH COLUMBIA UTILITIES COMMISSION 

Commission Information Request No. 1 

Terasen Gas Inc. (“TGI”) and Terasen Gas (Vancouver Island) Inc. (“TGVI”)  
Energy Efficiency and Conservation Programs Application (“Application” or “Exhibit B-1”) 

 
 

1.0 Reference: Exhibit B-1, Executive Summary, Present Value of Savings, p. E-6 

1.1 It is stated that the present value from energy efficiency is estimated to be almost 10 million GJ 
over the lives of the various measures proposed.  Please provide the annual savings in GJ for each 
measure over its lifetime and show how the present value of 10 million GJ was calculated. 

1.2 It is stated the portfolio has a net financial benefit to customers of $165.1 million.  Please define 
the term “net financial benefit to customers” and show the annual net benefit by program 
detailing the components of the net benefit for each program. 

2.0 Reference: Exhibit B-1, Executive Summary, Portfolio TRC, p. E-7 

2.1 TGI and TGVI (collectively “Terasen” or “the Companies”) state that the overall portfolio must 
maintain a TRC of 1.0 or higher but that individual programs may have a TRC of less than 1.0 if 
the purpose is to encourage market penetration for a new technology and economies of scale.  
Please confirm that “overall EEC portfolio” means all of the programs combined and that 
portfolio does not refer to programs targeted to a particular sector or customer class. 

2.2 Are the Companies making any proposal with respect to threshold values for the Utility Test or 
RIM? 

2.3 How will the Companies decide that a technology has a longer term potential for a higher TRC? 

2.4 Have the Companies calculated results based on the Societal Test?  Would Terasen agree that if 
GHG emissions are included as the only societal cost, from a BC perspective, conservation 
programs would show Societal Test results higher than the TRC and fuel switching programs (to 
increase natural gas use) would show Societal Test results lower than the TRC?  If not, why not? 

3.0 Reference: Exhibit B-1, Executive Summary, Free Riders, p. E-8 

3.1 Does the California Standard Practice Manual indicate whether an adjustment for free riders is 
necessary? 

3.2 The Companies state the cost-benefit analysis is based on gross rather than net savings.  Please 
explain the value of an analysis based on gross savings. 

3.2.1 The Companies state that using the net figure may lead to results that run counter to the 
objectives of energy policies.  Given the Energy Plan’s focus on cost effectiveness, 
please explain how the policies’ objectives will be subverted by using net savings. 

3.3 Free ridership is excluded from the analysis due in part to uncertainties around free ridership 
rates.  Do the Companies have any evidence that forecasts of free ridership are any more or less 
uncertain than other forecasts associated with DSM programs, such as penetration rates and 
energy savings? 
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3.4 What is the policy of other jurisdictions surveyed by Terasen (e.g. Ontario) with respect to 
adjustments for free riders? 

3.5 The 2007 DSM Report in Appendix 2 at page 8 shows free rider rates for TGI DSM programs 
ranging from 50% to 0% for the Destination Conservation program?  How were those free 
ridership percentages estimated?  Is it Terasen’s view that the percentages included in the 2007 
DSM report are too inaccurate to be considered reliable? 

4.0 Reference: Exhibit B-1, Executive Summary, Future Regulations, p. E-8 

4.1 The Companies propose to include benefits from future regulations in the TRC ratio calculation 
and state that “The TRC ratios referenced in the Application have been derived using this 
approach.” 

Please recalculate Table 4.1 (page 45), Table 6.13 (page 85) and Table 7.2 (page 99) excluding 
the benefits included from future regulations.  For each row in each table please explain the 
nature and timing of the relevant regulation.  Please state the year to which the data in Table 7.2 
refers. 

5.0 Reference: Exhibit B-1, Section 1.3 Market, Market Conditions, p. 7 

5.1 The Companies state there are new market conditions.  Does this refer to the increase in the price 
of the commodity or changes in government objectives? 

5.2 Since market prices have increased sharply, are customers currently more incented or less 
incented to undertake efficiency measures even in the absence of utility funded programs? 

6.0 Reference: Exhibit B-1, Section 2, Expenditures, p. 15 

6.1 The Companies state that 2010 expenditures would not exceed $56.6 million unless otherwise 
approved by the Commission.  Absent such approval, how would the Companies ration 
expenditures were demand to exceed $56.6 million? 

7.0 Reference: Exhibit B-1, Section 2, Free Riders and Government Goals, p. 16 

7.1 Please provide all documentation that supports the statement that “…energy and emissions 
reduction goals of the government are absolute goals and do not include free ridership effects.” 
(emphasis added) 

7.2 The Application states that for programs aimed at preparing the market place for introduction of 
regulation of maximum efficiency levels for a piece of equipment, a building, or an energy 
system, savings associated with the implementation of the applicable regulation will be included 
in the benefits of the program. 

7.2.1 What types of programs would Terasen consider to be “…aimed at preparing the market 
place for introduction of regulation of maximum efficiency levels for a piece of 
equipment, a building, or an energy system…”? 
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7.2.2 To the extent that such programs were undertaken with one or more other parties (e.g. 
other utilities, trades associations, governments) is Terasen proposing that all of the 
benefits of the regulations be allocated to the Terasen programs?  If not, how would it 
choose to allocate the benefits? 

8.0 Reference: Exhibit B-1, Section 3.2.1, TGI EEC Initiatives, p. 22 and Appendix 2 

The Application notes that in 1997, the Commission endorsed a mechanism to pursue DSM resources 
through the DSM Achievement Incentive, and states that the Companies have not to date submitted a 
protocol for measuring DSM savings and TRC benefits for collecting a DSM incentive, and therefore has 
not to date applied to receive the DSM Achievement Incentive. 

Appendix 2 of the Application shows in the 2007 DSM Report at page 8 a table showing DSM results and 
“TRC Net Benefits”. 

8.1 If Terasen had not submitted a protocol for measuring DSM savings and TRC benefits, what was 
the basis for the results in the 2007 DSM Report? 

8.2 Is Terasen submitting a protocol for measuring DSM savings and TRC benefits in this 
Application?  If so, please identify where in the Application it is discussed and summarize the 
specific proposals for necessary measurement activities (for example, monitoring and 
verification, estimation of persistence of benefits). 

9.0 Reference: Exhibit B-1, Section 3.2 History of Demand Side Management Programs, pp. 22-25 
Table 3.2.1 TGI Historical Summary DSM Programs 

On page 24 it shows Table 3.2.1 - TGI Historical Summary DSM Programs shows a table of programs.  
The Energy Star Heating System Upgrade Program in 2007 estimates 13.8 GJ savings per participant per 
year. 

9.1 Please show the calculation the 13.8 GJ savings for the furnace and boiler separately along with 
the base equipment and technologies. 

9.2 Please show the calculation and assumptions of the TRC Cost Benefit Ratio for all the programs 
in Table 3.2.1 for 2007.  Include the spreadsheet model. 

9.3 Assume a homeowner has an older 65% efficient furnace using 75 GJ per year that was at end of 
life, and the homeowner then had a choice of purchasing a mid-efficiency furnace at 80% AFUE 
or a 90% AFUE high-efficiency furnace. 

9.3.1 What would be the installed cost including taxes of a mid-efficiency furnace to the 
homeowner?  How much GJ of gas would the homeowner be expected to use? 

9.3.2 What would be the installed cost including taxes of a 90% AFUE high-efficiency furnace 
to the homeowner?  Cite the various incentives and sources of rebates available to the 
homeowner.  How much GJ of gas would the homeowner be expected to use?  What is 
the incremental payback in the years to the homeowner for opting for a high-efficiency 
furnace? 
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9.3.3 If the homeowner opted for the high-efficiency furnace what does TGI calculate to be the 
annual volume energy savings for this participant that would be included in the TRC test 
and RIM test? 

9.3.4 How does TGI take into account in the TRC test the possibility that the homeowner with 
the new high-efficiency furnace may increase the homeowner’s expected energy use by 
turning up the thermostat? 

9.4 For 2006 and 2007, if available, please provide in a table the number of mid-efficiency and high 
efficiency gas furnaces sold in British Columbia.  If possible estimate the percentage of 
installations for new construction compared to replacement of furnaces. 

10.0 Reference: Exhibit B-1, Section 3.2.1. EEC Initiatives, p. 23 - TGI DSM O&M 

The Application on page 23 states regarding TGI: “Costs associated with advertising (including 
awareness programs), program promotion, program design, administration, research and evaluation are 
base O&M expenses of $1.624 million per year.” 

On page 93 in Table 7.1.2.1 – Current, Proposed, and Incremental EEC expenditures, by Utility the table 
box Total Proposed EEC Expenditures has TGI – Expense of $2.62 in 2008 & 2009 and $0.00 in 2010. 

10.1 Please provide further information (description and cost breakdown) of these TGI O&M DSM 
expenses of $1.624 million per year for 2007.  Are the 2007 actual costs different from budget? 

10.2 Is TGI proposing that commencing in 2010 that the TGI O&M DSM incurred costs would no 
longer be expensed and instead added to the regulatory deferral account and amortized over 20 
years?  If so, explain why these operating costs should be capitalized. 

11.0 Reference: Exhibit B-1, Section 3.2.1, TGI EEC Initiatives, p. 25 

The Application discusses the uncertainties around partner funding of DSM initiatives.  Please confirm 
that the amounts requested for approval in the Application, assume no partner funding.  If confirmed, and 
if partner funding is available, will the amounts to be spent by Terasen decrease?  If the amounts 
requested assume some partner funding, please identify the amounts assumed and the programs to which 
those amounts are attached. 

12.0 Reference: Exhibit B-1, Section 3.2.2. EEC Initiatives, p. 26 

The Application on page 26 states regarding TGVI: “Non-incentive expenses are approximately $500,000 
annually, and are treated as O&M.” 

On page 93 in Table 7.1.2.1 – Current, Proposed, and Incremental EEC expenditures, by Utility the table 
box Total Proposed EEC Expenditures has TGVI – Expense of $0.50 in 2008 & 2009 and $0.00 in 2010. 

12.1 Please provide further information (description and cost breakdown) of these TGVI O&M DSM 
expenses of $0.500 million per year for 2007.  Are the 2007 actual costs different from budget? 
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12.2 Is TGVI proposing that commencing in 2010 that the TGVI O&M DSM incurred costs would no 
longer be expensed and instead added to the regulatory deferral account and amortized over 20 
years?  If so, explain why these operating costs should be capitalized. 

13.0 Reference: Exhibit B-1, Natural Gas Pricing and Rate Background, p. 29, and 
Appendix 3, Rate History 

“Prices for almost all forms of energy have been facing increased upward price pressures in recent years 
and natural gas is no exception.  One of the Companies’ primary reasons for submitting this Application 
is to help customers better manage their energy bills in the face of rising costs.  EEC programs help 
customers to reduce their energy bills. 
 
“Rates have more than doubled since the current level of DSM funding was established for the Terasen 
Utilities in 1997 (B-1, p. 29)” 

13.1 What future prices for natural gas, over the life of the longest-duration proposed measure, has 
Terasen used as the basis for consumption and conservation estimates the Application?  What is 
the source (or sources) of that (those) series?  Please submit a table of the applicable future prices. 

14.0 Reference: Exhibit B-1, Natural Gas Pricing and Rate Background, p. 29 

14.1 Does Terasen agree that reductions in consumption due to increases in natural gas rates, where 
those increases are in excess of inflation, are a form of DSM?  If not, please explain why not. 

14.2 Please provide a listing or table of the own price elasticities Terasen currently uses for each of its 
customer rate classes. 

15.0 Reference: Exhibit B-1, Section 3.4, Customer Usage Rates, p. 32 

15.1 Figure 3.4b shows the trend of Normalized TGVI Residential use rates over time.  Please confirm 
that for any residential or commercial class there is no longer a surcharge for annual loads that 
fall below a certain amount (e.g. 53 GJ for residential customers). 

15.2 The Application states that the funding requested in the Application is to increase customers’ use 
of efficient natural gas equipment and buildings, “…which will continue to drive customer use 
per account down, in accordance with government policies related to conservation.” 

15.2.1 Has any government policy identified a specific use per account target for natural gas 
use?  If please identify the policy or policies. 

15.2.2 Can Terasen confirm that the government in the Greenhouse Gas Reduction Targets Act 
which came into effect on January 1, 2008, states that: 

“The following targets are established for the purpose of reducing BC 
greenhouse gas emissions: 
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(a) by 2020 and for each subsequent calendar year, BC greenhouse gas 
emissions will be at least 33% less than the level of those emissions 
in 2007;” 

 

15.2.3 Can Terasen confirm that a program that encouraged the purchase and use of 
discretionary appliances, such as gas fireplaces, would increase GHG emissions in British 
Columbia if the purchase and use of such appliances represents incremental gas use?  If 
not, why not? 

16.0 Reference: Exhibit B-1, Section 3.5, Expenditures by Other Utilities, p. 35 

16.1 Please explain how NW Natural spends over $10 million on DSM yet only has 1 full time DSM 
employee. 

16.2 For the combined gas and electric companies, is it possible to separate DSM expenditures for 
natural gas customers only? 

16.3 Please confirm that the PG&E DSM budget in the table is for electric and gas initiatives, that the 
number of DSM employees includes those working on electric and gas programs and that the 
customer count includes only gas customers. 

16.3.1 To the extent possible, please provide a revised version of Table 3.5 that disaggregates 
the gas and electric sector activities and customers for the combined utilities (PG&E, 
Manitoba Hydro, Puget Sound Energy). 

16.4 Note 5 to the column labeled “Company Earns on DSM” states that “The utility either earns a 
return on equity or on a financial incentive or penalty based on DSM mechanism”.  In the revised 
table requested in the question directly above, please indicate in the cells in the “Company Earns 
on DSM” column which method (return on equity or financial incentive/penalty) is used. 

16.5 Also in the revised table please provide a line for each of TGI and TGVI with information that 
would be correct if the Application is approved in its entirety. 

16.6 The row for Manitoba Hydro indicates that DSM costs are treated as capital and amortized over a 
fixed time period, but that the Company earns no return on DSM.  Please explain. 

16.7 To the extent possible, please provide a spreadsheet or supplementary table that breaks out the 
expenditures of other utilities by sector, and by spending on incentives, administration, education, 
and trade relations. 

17.0 Reference: Exhibit B-1, Section 3.5, Expenditures by Other Utilities, p. 37 

17.1 Are any of the PowerSmart expenditures identified on page 37 directed at load building?  If so, 
please identify the types of load building programs and the percentage of total PowerSmart 
expenditures directed at load building. 
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17.2 Are any of the PowerSmart expenditures identified on page 37 directed at fuel switching?  If so, 
please identify the types of fuel switching programs and the percentage of total PowerSmart 
expenditures directed at fuel switching. 

18.0 Reference: Exhibit B-1, Section 3.5, Expenditures by Other Utilities, p. 38 

The Companies state: 

”Given that natural gas comprises approximately the same percentage of the energy 
consumed in British Columbia as electricity, it is the view of the Terasen Utilities that 
natural gas customers should have the same access to programs to help them conserve 
energy as do electricity customers.” 

 
18.1 Do the Companies agree that the price of electricity is regulated and set at a price equal to the 

average historical cost, which currently is well below the long run cost of supply, and that the 
price of the natural gas commodity is determined in a competitive international market?  If so, 
does that fact enter into the Companies’ view that natural gas and electricity customers should 
have the same access to DSM programs?  If so, how? 

18.2 Do the Companies feel that the same logic should be applied to other energy commodities such as 
gasoline or home heating fuel? 

19.0 Reference: Exhibit B-1, Section 3.6.2, Municipal Policies, p. 43 

19.1 The Application states that a portion of EEC funding, as discussed in Section 6.6.4, will be used 
to co-fund specific municipal programs.  How will the benefits of programs co-funded with 
municipalities be attributed?  If the co-funding was with BC Hydro, would the Companies 
attribute benefits the same way?  Why or why not? 

20.0 Reference: Exhibit B-1, Section 5, Market Transformation, p. 48 

20.1 For each of the sectors targeted, please explain how the Companies intend to effect market 
transformation. 

21.0 Reference: Exhibit B-1, Section 6.2.2, Joint Initiatives, Trade Relations and the 2009 CPR, 
p. 53 

The Application states that the estimate for the 2009 CPR is based upon a cost to perform the previous 
CPR of approximately $300,000 and includes an allowance for the kind of work done by Habart to refine 
the CPR results into a DSM program. 

21.1 How much did Terasen estimate for the 2009 CPR and is that based on a quote from Marbek or 
on a Terasen estimate?  To what extent does Terasen think that the 2009 CPR should cost less 
than the previous CPR because of the ability to rely on information and methods developed for 
the previous CPR? 
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21.2 How much did the Habart Study in the Application cost, and is Terasen assuming the same level 
of work to be associated with the 2009 CPR? 

22.0 Reference: Exhibit B-1, Section 6.3.1 Market Transformation, p. 58 

22.1 The Companies state “This document constitutes the Companies’ Application for DSM programs 
for the New Construction Market.” 

Please provide a summary of each such program, including incentive levels, number of 
participants and values for the TRC, RIM and Utility Test for each program.  Please provide the 
test calculations in the form of fully functioning spreadsheets, and any other related spreadsheets, 
showing the complete detail of each calculation. 

23.0 Reference: Exhibit B-1, Section 6.2.2, Residential Energy Efficiency, Enerchoice Fireplaces, 
pp. 59 - 61 

23.1 Please summarize, with reference to the CPR where appropriate, the characteristics of fireplace 
use (e.g. on average how many days per year are they on, what percentage of gas fireplaces are 
fed from a commonly metered piping system). 

23.2 What is the range of efficiency of all gas fireplaces?  What would be the efficiency range of those 
fireplaces in the top 25% efficiency ranking? 

23.3 Would the level of the proposed fireplace incentive be established relative to the incremental cost 
differences between ‘efficient’ and ‘inefficient’ gas fireplaces? 

23.4 How would Terasen avoid unintended consequences, such as encouraging customers to install 
electric baseboard heat plus a fireplace rather than an efficient gas furnace? 

23.5 The Companies expect to launch the retrofit program for Enerchoice Fireplaces in partnership 
with the Hearth, Patio & Barbeque Association of Canada, but no such partnering appears to be 
proposed for the New Construction program?  If there is a distinction between the partnering 
approach to the new construction relative to the retrofit markets, what is the distinction and why 
is it appropriate for EEC partnering? 

24.0 Reference: Exhibit B-1, Section 6.2.2, Residential Energy Efficiency Program Area, p. 60 

24.1 What is the expected life of a pre-1976 furnace? 

24.2 What kind of direct input has Terasen had in developing the federally mandated 90% minimum 
efficiency level for furnaces planned for 2009? 

24.3 How does Terasen propose to attribute the benefits of its program for the 8,180 furnaces the 
Companies expect to fund up to the end of 2009, and for furnaces installed in 2010 and later 
years? 
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24.4 The Application states that this years’ Energy Star Heating Upgrade program running from 
September 1, 2007 to March 31, 2008 is projected to have 3300 participants, a “notable gain” in 
program participation. 

Can the Companies offer an explanation as to why the notable gain in program participation 
occurred? 

25.0 Reference: Exhibit B-1, Section 6.2.2, Commercial Energy Efficiency Program Area, pp. 60-62 

25.1 Please provide a table showing how the $21.7 million proposed for Commercial Energy 
Efficiency programs will be allocated by Utility, by year and by program. 

25.2 The Application states that with respect to energy efficiency for commercial retrofits, more 
detailed program work must be completed by the Companies in conjunction with industry groups 
before these programs are rolled out.  Please describe the type of detailed program development 
work to be completed. 

26.0 Reference: Exhibit B-1, Section 6.4, Fuel Switching, pp. 63-64 

26.1 Terasen states that fuel substitution initiatives benefit all customers by ensuring that the 
Companies’ distribution infrastructure is used to its maximum efficiency.  Could all of the fuel-
switching and fuel substitution programs proposed in the Application also be described as load 
building programs?  If not, why not? 

26.2 Would there be any disadvantage in making the fuel switching program available in areas other 
than the TGVI service territory, even though the uptake may be low? 

26.3 The Companies state on page 64 that to encourage the use of natural gas among its customers, the 
Terasen Utilities would offer installation of natural gas water heating along with natural gas space 
heating equipment and that the Companies “…may bundle this program as a package with Energy 
Star Appliances”.  The Companies also propose that TGVI and TGI qualified applications will 
receive an incentive if they install one or both of a natural gas range and/or dryer. 

Would it be part of the Terasen promotion that any of the appliances included as part of a 
package, or for which incentives are offered, would be Energy Star Appliances (assuming it is a 
type of appliance for which Energy Star labeling is available)?  If not, why not? 

27.0 Reference: Exhibit B-1, Section 6.4 Heating System Upgrades, p. 65 

27.1 Please explain the statement “The current regulatory regime for TGVI does not allow Terasen to 
offer customers who switch to natural gas an incentive to install Energy Star equipment.” 

27.2 The Application states that “Existing residences in the TGVI service territory will be offered an 
incentive not only for switching to natural gas, but also for installing Energy Star Equipment. 

Can TGVI confirm that the incentives will be offered only if the customer also installs Energy 
Star equipment?  If not, why not? 
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28.0 Reference: Exhibit B-1, Section 6.5, Conservation Education and Outreach Program Area, 
p. 65 

28.1 Please describe the specifics of the programs outlined in section 6.5. 

29.0 Reference: Exhibit B-1, Section 6.6.1, DSM for Affordable Housing, p. 67 

29.1 Please provide the terms of reference or a description of the mandate of the DSM for Affordable 
Housing Working Group. 

30.0 Reference: Exhibit B-1, Section 6.2.2, Support for Audits for a Provincial Home Retrofit 
Program, p. 67 

Terasen states that “one possible area of joint activity for the Companies and the Ministry would be for 
the Companies to fully or partially fund the post-audits required for the Companies’ customers to be able 
to claim the federal retrofit incentives available. 

30.1 How many audits does Terasen estimate it might complete in one year and what is the cost to 
Terasen for each audit?  What is the amount budgeted in each year for TGI and TGVI for this 
program. 

30.2 Would the audits be available to non-Terasen customers?  If not, why not? 

30.3 To what extent has Terasen discussed co-funding the audits with BC Hydro, and/or Fortis BC, 
and/or the Ministry of Energy Mines and Petroleum Resources, and what is the status of any such 
discussions?  How much would the amount budgeted for the program increase or decrease if co-
funding is available or not? 

31.0 Reference: Exhibit B-1, Section 6.2.2, Community Action on Energy Efficiency, p. 68 

31.1 Who are the members of the program committee for the Community Action on Energy Efficiency 
initiative?  Is the policy manual available? 

31.2 What are eligible projects for which municipalities can apply? 

31.3 What is the amount budgeted in each year for TGI and TGVI for this program? 

32.0 Reference: Exhibit B-1, Section 6.2.2, Trade Relations Program Area, p. 68 

The Application states that the funding being requested for Trade Relations ($1.5 million) will support the 
activities of a Terasen staff member focused on Trade Relations as it relates to energy efficiency. 

32.1 Is the staff member salary included in the $1.5 million? 

32.2 Is the staff position currently a Terasen position?  If not, who manages trade relations for the 
Companies currently? 
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32.3 Please provide a breakdown of the $1.5 million. 

33.0 Reference: Exhibit B-1, Section 6.9, Innovative Technologies, p. 69 

The Application states that the amount for Innovative Technologies, NGV and Measurement will need to 
be refined – if an effective program in Innovative Technologies, NGV and Measurement can be 
developed over the funding timeframe, the Companies wish to have the ability to fund such a program 
over the funding timeframe. 

33.1 Please confirm that Terasen is asking for approval in the Application for spending levels of 
$500,000 per year for each of 2008, 2009 and 2010 for TGI and TGVI combined for each of the 
residential and commercial sectors.  Please provide the detailed budget estimate behind the 
requested amount.  Is this program properly described as research and development? 

33.2 What criteria will Terasen use to determine if a program in this area is an effective program? 

33.3 What level of expenditure does Terasen estimate it would require to review conceptually and to 
examine programs in Innovative Technologies, NGV and Measurement to determine if effective 
programs could be developed? 

33.4 If an effective program was not developed over the funding timeframe, what amount of 
expenditures would be captured in the TGI and TGVI revenue requirements for each year? 

33.5 Could Terasen conceptually examine programs in this area and, if an effective program could be 
developed, apply for funding?  If not, why not? 

33.6 Please describe why the Companies’ are in a unique position to foster and further the deployment 
of forward-looking low carbon technologies, and in particular contrast this to the position of a 
natural gas marketer and a producer. 

34.0 Reference: Exhibit B-1, Section 6.9.1, Innovative Technologies, pp. 71-72 

34.1 Please compare the Integrated Energy Systems to the Solar Thermal program in terms of cost/GJ 
saved and cost per tonne of CO2e saved. 

34.2 The Application states that the Companies would consider providing incentives of $500 towards 
solar pre-piping as long as a gas hot water tank in installed. 

34.2.1 What analysis must be completed or what criteria must be satisfied for the Companies to 
decide whether or not to provide the incentives? 

34.2.2 Why do the Companies propose to limit the incentives to customers who install a gas hot 
water tank? 
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35.0 Reference: Exhibit B-1, Section 6.9.1, Fuel Substitution Initiatives, p. 75 

The Companies state that they feel there may be an opportunity to invest in several biogas projects over 
the next few years which would supplement the distribution systems with renewable fuels, thus displacing 
natural gas by the amount of biogas accepted into the distribution system. 

35.1 Is there a cost difference between manufacturing ‘distribution system quality’ biogas and biogas 
that would be used directly to, for example, fuel a boiler? 

35.2 Would investment by the utility in manufacturing ‘distribution grade’ biogas potentially compete 
against other commercial projects that could use the biogas directly? 

35.3 Would it be either TGI or TGVI that invested in the biogas projects or subsidiaries and, if TGI or 
TGVI, would the project stay within the utility?  If not, why not? 

36.0 Reference: Exhibit B-1, Section 6.9.3, NGV – Natural Gas Vehicle Projects, pp. 75-76 

36.1 Please confirm that that the vehicle grants are existing programs?  Are any changes being 
proposed to the current NGV programs?  If so, what changes are proposed? 

36.2 What specific funding level is being proposed for the Hydrogen / Compressed Natural Gas 
blended project area? 

37.0 Reference: Exhibit B-1, Section 6.9.5, Measurement, p. 77 

In discussing the residential market, Terasen states that “A reduction in energy use of 20-30% in multi-
family developments can result from enhanced visibility and individual energy measurement with the 
installation of individual meters.” 

37.1 Please provide all documents and studies underlying the statement that a reduction in energy use 
of 20-30% in multi-family developments can result from enhanced visibility and individual 
energy measurement with the installation of individual meters. 

37.2 In what types of applications in multi-family developments would gas use not be individually 
metered?  What percentage of all multi-family dwellings with gas service are those?  What 
percentage of all residential accounts are those? 

37.3 The Application states that the Companies would consider providing an incentive for builders and 
developers of $100 per suite to install individual meters or thermal metering to cover the cost of 
added fittings, valves and promote the use of energy measurement. 

Please summarize recent changes to the definition of a service line in multi-family complexes and 
the rationale for the change.  Why does Terasen believe that an additional $100 incentive per 
suite is necessary or beneficial? 



 
 

13 
 
 

37.4 Terasen’s Thermal Metering pilot program was approved by Commission Order No. G-65-07.  
The Order requires Terasen to report on the status of the program by July 15th of each year, 
commencing in 2008.  Please confirm that Terasen will be submitting its first report by July 15, 
2008. 

38.0 Reference: Exhibit B-1, Section 6.10, The Industrial Sector, p. 78 

The Companies state that in the event that the Application is approved, the Terasen Utilities intend to 
establish an industrial customer EEC working group. 

38.1 If the Application is not approved would Terasen convene the industrial customer EEC working 
group in any event?  If not, why not? 

38.2 What amount of the total EEC budget on a year by year and utility-specific basis is allocated to 
the industrial customer EEC working group?  How many of the proposed additional staff would 
be allocated to this activity? 

38.3 Do the Companies currently engage in any industrial customer EEC activities?  If so, please 
describe them?  Are there any other industrial EEC working groups operating in the province, of 
which Terasen is a part?  If so, how would Terasen’s proposed EEC working group supplement 
other established working groups? 

39.0 Reference: Exhibit B-1, Section 6.11, Staffing, p. 79 

The Application states that the increased EEC activity will require increased staffing and that the 
increased staffing costs are included in the $56.6 million of EEC expenditures for which approval is being 
sought in the Application. 

39.1 Would the costs of the increased staffing levels be capitalized?  Are any current staff costs 
capitalized? 

39.2 Table 6.11 identifies the proposed staffing levels, in Person Years by year. 

39.2.1 Please identify the proposed staffing levels by Utility by year. 

39.2.2 Please identify the specific program areas and activities of the increased staff in the 
Program Operations group. 

39.2.3 Please provide a table showing the dollars associated with each utility and each program 
area for each year. 

40.0 Reference: Exhibit B-1, Section 6.12, Financial Treatment for EEC Expenditures, p. 80 

40.1 The Application states that allocation of EEC costs to customer classes will be done in a manner 
consistent with the current practice for each utility.  Please summarize the current allocation 
method for each utility. 
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40.2 The Application refers to appliance and energy system installations with a weighted average 
measurable life of 22.5 years.  Please provide a table or spreadsheet showing how the weighted 
average measurable life of 22.5 years was derived. 

41.0 Reference: Exhibit B-1, Section 6.12. Financial Treatment for Energy Efficiency  
and Conservation Expenditures, pp. 80 - 82 

On page 80, the Application states: 

“The Terasen Utilities propose that the incremental EEC expenditures and existing 
incentive amounts in TG PBR Extended Settlement and TGVI RR Extended Settlement 
(TG - $1.5 million and TGVI - $.650 million) be treated in the same manner by charging 
them to a regulatory asset deferral account on a tax-adjusted basis, the balance of which 
is amortized over twenty years, with amortization commencing the year following the 
year in which the expenditure is made.  Proposed EEC expenditures will be recovered 
from the customers of each utility based on the expenditures incurred by each utility.  
Allocations of costs to customer classes will be done in a manner consistent with current 
practice for each utility.  The change in amortization period will smooth the impact to 
rates from the proposed increase in expenditure.  The twenty year period is more 
representative of the benefit received by customers from the EEC expenditures resulting 
in appliance and energy system installations with a weighted average measurable life of 
22.5 years.  Many of the measures proposed have equipment lives of greater than twenty 
years, the Companies believe that it is reasonable to expect that the savings from the 
measures proposed in this Application will persist for at least twenty years, thus the 
twenty year amortization period was selected.” 

41.1 Assuming a $1 million DSM expenditure in 2008 that is capitalized, please calculate the detailed 
annual revenue requirement under the TGI existing amortization methodology until the year it is 
fully amortized.  Include the sum totals at the end of the schedule and segment the earned return 
between interest and return on equity.  Provide a working model in electronic format. 

41.2 Assuming a $1 million DSM expenditure in 2008 that is capitalized, please calculate the detailed 
annual revenue requirement under the TGI proposed 20 year amortization methodology until the 
year it is fully amortized.  Include the sum totals at the end of the schedule and segment the 
earned return between interest and return on equity.  Provide a working model in electronic 
format. 

41.3 Please elaborate on intergenerational equity for future customers paying for past expenditures. 

41.4 Please elaborate further on the current allocation methodology of DSM costs charged to customer 
classes for each of TGI and TGVI. 

41.5 Please discuss the merit of a DSM rider charged to customers. 

41.6 Please discuss the merit of streaming DSM costs to the specific rate classes of the targeted 
customers that receive the benefit. 

41.7 Please elaborate on and provide the source calculation of the 22.5 years weighted average life. 
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41.8 By taking into account a change in mix of DSM programs, what are the expected life benefits of 
the future programs contemplated by TGI and TGVI? 

41.9 What have been the annualized burner tip price changes for each of the last five years for TGI?  
Please elaborate on what would be the maximum annual burner tip price increase that customers 
would be willing to accept. 

41.10 Since the EEC is targeted at conservation, please discuss the merit of expensing EEC 
expenditures into rates so that ratepayers receive a more immediate price signal thus achieving 
further conservation?  Please elaborate. 

42.0 Reference: Exhibit B-1, Section 6.12. Financial Treatment for Energy Efficiency 
and Conservation Expenditures, p. 80 - Amortization Period – FortisBC Inc. 

The FortisBC Inc. Settlement Agreement the 2006 Revenue Requirements and the Multi-Year 
Performance Based Regulation Plan for 2007 to 2009 in Appendix 1 to Order No. G-58-06 page 10 of 38 
states: 

“Program costs up to and including 2005 will continue to be amortized over the existing 
8 year period.  2006 and future costs will be amortized in a manner consistent with BC 
Hydro.  Concept development costs will continue to be capitalized.  Amortization 
commences in the year following the expenditure, as currently.  DSM expenditures 
associated with cancelled programs are written off in the year in which the program is 
cancelled.  FortisBC is to file a continuity schedule pre and post changes to the 
amortization rates.” 

42.1 Please confirm that FortisBC Inc. amortizes its DSM expenditures currently over a ten year 
period. 

42.2 Do the Terasen Utilities write off DSM expenditures associated with cancelled programs in the 
year the program is cancelled?  If not, please explain. 

42.3 Do the Terasen Utilities consider an initiative such as the Efficient Boiler a program or is a 
program considered to be broader such as the EEC?  Please elaborate. 

43.0 Reference: Exhibit B-1, Section 6.12. Financial Treatment for Energy Efficiency 
and Conservation Expenditures, p. 81 

On page 81 of the Application it states: 

“Twenty years was selected by the Companies as being a good balance between 
recognizing the persistence of savings, and keeping natural gas rates competitive with 
other energy forms by avoiding an excessively short amortization period.  Customer rate 
impacts are discussed further in Section 7.1.  A twenty year amortization period is 
consistent with the Commission’s guidelines regarding accounting for DSM 
expenditures, as per Commission Order No. G-55-95, dated June 29, 1995, that states ‘A 
utility may apply for a normal write-off longer than 10 years’.  It is the Companies view 
that the amortization period of twenty years better matches the cost recovery to the period 
over which benefits will accrue to customer.” 
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43.1 The January 30, 2006 Summit Blue report entitled “Demand-Side Management: Determining 
Appropriate Spending Levels and Cost-Effectiveness Testing” prepared for CAMPUT states on 
page 34: “Most utilities and regulators prefer the practice of expensing energy efficiency costs; in 
the long run, this approach costs less than capitalizing - deferring and amortizing - costs.  The 
only exception is in cases where programs are being started from scratch, and decision-makers are 
worried about rate impacts.  Capitalizing energy efficiency costs from a period of one year to the 
average lives of the program measures is done in some jurisdictions.  This practice does reduce 
the immediate cost to implement programs, but there are problems.  The carrying cost (at the 
utility average cost of capital, 7-9% these days) of the unamortized balances adds cost to 
consumers, quite a lot if the amortization period is long.  Eventually, consumers are paying each 
year’s amortized balances, which add up to the annual amount spent on efficiency, plus the 
carrying cost.  Utilities are also concerned about increasing “regulatory asset” balances, assets on 
the utility books not backed by actual equipment.  Once this practice starts, it is hard to convert to 
expensing, again due to rate impact concerns.” 

43.1.1 Would the Terasen Utilities agree that by capitalizing DSM costs there is an increased 
cost to the ratepayer over the longer run rather than expensing? 

43.1.2 What are the benefits to the shareholder for a longer amortization period such as ten and 
20 years when compared to the current approved amortization period? 

43.1.3 If the TGI capitalized the DSM expenditures with an amortization period of 20 years for 
a number of years until the balance grew to a sizable amount, would it be difficult to 
revert back to an amortization period of three years without causing rate impact 
concerns?  Please elaborate. 

43.2 Appendix A to Order No. G-55-95 on page 2 of 3 states in Section 6 Amortization Rates: 

“DSM costs that have been deferred shall be subject to the following amortization periods as 
appropriate: 

• Rapid write-off for significant or material non-recurring costs – 2 - 3 years. 

• Normal write-off for recurring costs that qualify as assets – 3 - 10 years. 

A utility may apply for a normal write-off longer than 10 years.” 

43.2.1 Please outline and quantify the Terasen Utilities significant or material non-recurring 
costs in the Application, if any. 

43.2.2 Please outline and quantify the Terasen Utilities recurring costs that qualify as assets in 
the Application, if any. 

43.2.3 What is considered an “excessively short” amortization period? 

43.2.4 On page 35 Table 3.5 Summary Information Other Utilities DSM Activity of the 
Application it shows the DSM Funding Treatment: O&M, rate base, and public purpose 
fund. 

43.2.4.1 For these utilities that include the costs into rate base/capital what are the 
amortization periods. 
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43.2.4.2 For these utilities that rate base its DSM expenditures please provide 
information on the amounts that are capitalized annually and the amounts 
expensed, if any. 

43.2.4.3 Are the Terasen Utilities aware of any utility that amortizes DSM costs over a 
20 year or greater period?  If so, please provide the name of the utility and the 
details of the DSM program. 

43.2.4.4 What is a “public purpose fund” and how is it generally funded?  Would a 
public purpose fund be suitable for the Terasen Utilities? 

43.2.4.5 Please discuss the pros and cons of the various DSM funding treatments: 
O&M, rate base, and public purpose fund. 

43.2.4.6 Please describe the currently approved DSM incentive mechanism used by 
Union Gas and Enbridge Gas Distribution in Ontario.   

44.0 Reference: Exhibit B-1, Section 6.12, Financial Treatment for Energy Efficiency 
and Conservation Expenditures, p. 81 - GAAP 

On page 82 it states under the topic International Financial Reporting Standards (IFRS): 

“The proposed financial treatment of EEC expenditures is currently permitted under 
Canadian Institute of Chartered Accountants (“CICA”) Handbook section 3062 
‘Goodwill and Other Intangible Assets’.  Effective for 2009, a new CICA Handbook 
section 3064 ‘Goodwill and Intangible Assets’ will replace section 3062.  Under the new 
section, DSM expenditures are expected to continue to meet the requirements of the 
Handbook for deferral.  Should DSM expenditures fail to meet those criteria, they would 
qualify for deferral in the GAAP hierarchy under the provisions of SFAS 71 ‘Accounting 
for the Effects of Certain Types of Regulation’”. 

In Exhibit B-5-1 BC Hydro F09/F10 Revenue Requirements Application BCUC IR 1.79.4 the question 
stated: “Please confirm that under Generally Accepted Accounting Principles (“GAAP”), DSM 
expenditures are to be expensed and not capitalized.”  The BC Hydro response was: “Absent a BCUC 
approval, DSM expenditures would be expensed and not capitalized.” 

44.1 Please confirm that under current Canadian GAAP without a regulatory approval order DSM 
expenditures must be expensed in the financial statements. 

44.2 Please explain how DSM expenditures would qualify under Section 3062 (currently) and Section 
3064 (in 2009) as an asset.  Cite the CICA section and the reasoning.  Is the classification as an 
asset dependent having an explicit BCUC approval for a regulatory asset? 

44.3 How do DSM expenditures meet the requirements under SFAS 71 to be classified as an asset?  
Cite the SFAS 71 passage and provide the reasoning. 



 
 

18 
 
 

45.0 Reference: Exhibit B-1, Section 6.12, Financial Treatment for Energy Efficiency 
and Conservation Expenditures, p. 81 - International Financial Reporting 
Standards (IFRS) 

On page 82 the Application states: 

“The Companies are of the view that the proposed financial treatment of EEC funding 
also meets the requirements of IFRS.  If, however, after further discussion and closer 
examination in conjunction with auditors and other utilities, the EEC funding failed to 
pass these tests, then the Terasen Utilities will revisit the program to ensure that it 
continues in a fashion which maintains an alignment on interests between customers, 
investors and government policy.” 

45.1 Please explain how the proposed financial treatment of EEC funding meets IFRS requirements.  
Cite the specific standard and provide the reasoning. 

45.2 Does IFRS allow for rate regulated assets to be created?  If so, cite the standard and provide the 
reasoning. 

 

46.0 Reference: Exhibit B-1, Section 6.13, Portfolio Approach to EEC Programs, and Alignment of 
Program Cost/Benefit Analysis Practices Across the Terasen Utilities, pp. 82-88 

In a Terasen Gas letter dated July 5, 2007 to the Commission it stated: “Free rider levels were anticipated 
and forecast at the time of program development, most of which were developed in 2005.  Terasen Gas 
will be undertaking program evaluations on the Energy Star Heating Upgrade, Residential New 
Construction and Efficient Boiler Programs in 2007 and a key aspect of the evaluation of these programs 
will be analysis of free rider levels.” 

On page 86 of the Application the Terasen Utilities state: 

“Free rider ratios are the subject of great debate as there is no definitive method to 
determine the number of free riders in a program.  The methodology and reporting of free 
riders is subjective, even when program participants are surveyed regarding a program’s 
influence over their purchase decisions.  Free rider rates are notional.  Further, the net-to-
gross ratio of energy savings from EEC activity is complicated by “free driver” effects.  
The free driver effect is very difficult to quantify, but it will tend to cancel out the free 
rider effect.” 

46.1 Please explain how the free-rider levels were determined in the evaluation of the 2007 DSM 
programs.  Were the free rider estimates based on judgment, empirical studies, and/or market 
surveys?  Is it possible that the estimated free-riders may actually be higher than forecast? 

46.2 Please find attached as Appendix A the article “Burning Our Money to Warm the Planet: 
Canada’s Ineffective Efforts to Reduce Greenhouse Gas Emissions”, C.D. Howe Institute, by 
Mark Jaccard, Nic Rivers, Rose Murphy, John Nyboer and Bryn Sadownik. 
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The article on page 7 indicates that many free riders benefit from subsidy programs and noted that 
the inadequate estimation of free riders by utilities.  It also states that programs did not reduce 
utility sales nearly as much as expected because of free-ridership rates above 60%. 

46.2.1 Please comment on the statements made in the article by Jaccard et al. regarding free 
ridership? 

46.2.2 Do the Terasen Utilities consider its estimation of free-riders for its programs to be 
reasonably accurate? 

46.2.3 Are the Terasen Utilities aware of any Canadian or American independent studies on free 
riders on utility programs conducted in North America in the last five years?  If so, 
summarize the findings. 

46.3 Please provide cite and the provide study reports that analyze and quantify the “free driver effect” 
in the context of utility DSM programs. 

46.4 Please elaborate further on the statement that the free driver effect tends to cancel out the free 
rider effect. 

46.5 Please cite and elaborate on any Canadian utility that includes the “free rider effect” in its 
calculations for its TRC test or other test. 

 

47.0 Reference: Exhibit B-1, Section 6.13, Portfolio Approach and Alignment of Cost/Benefit 
Analysis, p. 83-84 

47.1 The Application states that the Portfolio Level analysis would not include an accounting for 
energy savings benefits from the Companies’ proposed investment in Conservation Education 
and Outreach, Joint Initiatives, Innovative Technologies, Trade Relations and NGV and 
Measurement.  The Companies propose to monitor the effectiveness of Conservation and 
Outreach, and Trade Relations through awareness tracking. 

How would the awareness tracking be done?  Who would do it?  How effective is it? 

47.2 The Application also states that in the case of Trade Relations, targeted trades groups would be 
surveyed annually so as to monitor the effectiveness of the Companies’ outreach and training 
efforts with these trades groups. 

47.2.1 How much, by year and by utility, is the budgeted cost of the annual surveys?  Does the 
budgeted cost assume that Terasen will be undertaking these surveys on its own? 

47.2.2 If Terasen is proposing that it would do these surveys on its own, why does it make sense 
for Terasen to do so, rather than to partner with other utilities and the Government to 
ensure a consistent message? 
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48.0 Reference: Exhibit B-1, Section 6.13, RIM, p. 85 

48.1 Please express the RIM as a net present value dollar amount and for F2008 please provide the 
Companies’ revenue requirement separated into commodity and “pipes” components. 

49.0 Reference: Exhibit B-1, Section 6.13, Portfolio Approach and Alignment of Cost/Benefit 
Analysis, p. 85-86 and Appendix 4 

Table 6.13 presents the Cost-Benefit Results for the EEC Portfolio including a Free Rider Factor.  
However, the Companies propose that the requirement to net out energy savings resulting from the 
participation of free riders be eliminated form the cost/benefit analyses for EEC programs in British 
Columbia. 

49.1 Was Appendix 4 - ‘DSM Activity at Other Utilities’ prepared for TGI and/or TGVI?  If not, who 
was it prepared for? 

49.2 Who was (were) the author(s) of Appendix 4 and when was it prepared? 

49.3 Based on the information gained in preparing Appendix 4 and any other information available to 
the Companies, how are free–riders treated in the cost/benefit analyses of other jurisdictions? 

49.4 On page 86 the Application states that the Companies are of the view that the inclusion of the 
effects of free riders in the cost-benefit test for EEC programs distorts the value of EEC programs 
and is counter to the objectives of the energy plan.  Please explain why the Companies hold this 
view. 

50.0 Reference: Exhibit B-1, Section 6.13, Free Riders, p. 86 

50.1 The Companies state: “Including, the notional effects of free riders in the cost-benefit tests serves 
to reduce the number of programs that can be offered and consequently reduces the overall 
energy savings that customers will be able to realize through EEC programs.” 

Why does excluding free riders reduce the savings that customers would experience, when the 
excluded free riders, by definition, would have obtained the savings in any event? 

51.0 Reference: Exhibit B-1, Section 6.13, Portfolio Approach and Alignment of Cost/Benefit 
Analysis, p. 87 

The Application proposes that once a proposed regulation and implementation date for minimum 
efficiency standards for an appliance or building or energy system is announced by a regulating body, the 
Companies be permitted to attribute savings to market transformation programs for that particular 
appliance, building or energy system in its cost/benefit analyses at that time.  Table 6.13b proposes 
specific attribution rates for the first five regulation years. 

51.1 Please provide all studies that form the basis for the attribution rates that underlie the attribution 
rates in Table 6.13b. 
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51.2 Is Terasen proposing those attribution rates regardless of the type of program or Terasen’s level 
of support for the market transformation? 

51.3 Should the attribution rate reflect the type of program or Terasen’s level of support for the market 
transformation?  If not, why not?  If other organizations, such as BC Hydro and provincial, 
federal or local governments also provided incentives or consumer information, how would the 
Companies propose to modify the attribution rates? 

52.0 Reference: Exhibit B-1, 7.1.2. Revenue Requirements and Rate Impacts, pp. 92-98 
Table 7.1.2.2 and Table 4.1.2.2 – EEC Expenditure 

52.1 On page 95 it shows Table 7.1.2.2 TGI - Impacts of Total EEC Expenditure on Annual Revenue 
Requirements. 

52.1.1 Please extend the table and include all amortization years, segment the earned return 
between interest and return on equity, and at the end of the columns include a sum total 
of the rows where appropriate.  Provide the working spreadsheet for this table. 

52.2 On page 97 it shows Table 7.1.2.3 TGVI – Impacts of Total EEC Expenditure on Revenue 
Requirements. 

52.2.1 Please extend the table and include all amortization years, segment the earned return 
between interest and return on equity, and at the end of the columns include a sum total 
of the rows where appropriate.  Provide the working spreadsheet for this table. 

52.3 Please modify Table 7.1.2.2 assuming the proposed incremental TGI Expenditures in 2008, 2009 
and 2010 are expensed for non-incentive costs and amortized over three years for incentive costs 
(i.e., the current methodology). 

52.4 Assuming that TGI continues EEC programs into the future, when does TGI expect the proposed 
DSM regulatory deferral account balance to reach a steady state so that it does not continue to 
grow?  What is the estimated steady state balance? 

53.0 Reference: Exhibit B-1, Section 7.2, Greenhouse Gas Emission Reductions, p. 99 

The Application uses CO2e factors of 0.05069 tonnes/GJ for natural gas and 550 tonnes/GWh for 
electricity. 

53.1 What is the source of the CO2e factor for natural gas? 

53.2 Please provide the page from the BC Hydro CPR referenced in footnote 32. 

53.3 In Terasen’s view, will the provincial Cap and Trade program capture GHG emissions embedded 
in the electricity distributed by BC Hydro?  Why or why not? 
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54.0 Reference: Exhibit B-1, Section 7.2, GHG Emissions, pp. 99, 100 

54.1 Please provide in fully functioning electronic form, the spreadsheet underlying Tables 7.2 and 
7.2a and all linked or related spreadsheets. 

55.0 Reference: Exhibit B-1, Section 7.3.2, Policy Action #2, pp. 101-102 

55.1 The Companies state on page 101 that they have enjoyed partnerships delivering incentive, 
education and training energy efficiency programs with BC Hydro and FortisBC, the Province, 
the federal government, manufacturers, industry associations, non-profit organizations and local 
governments. 

To what extent has Terasen discussed or proposed joint action with BC Hydro or FortisBC to 
coordinate fuel switching activities?  What was the response to any such discussions or 
proposals? 

55.2 The Application states on page 101 that more funding for the initiatives outlined and requested 
with the Application would allow the Companies to expand its incentive and education program 
efforts, in partnership with other entities offering effective joint programs. 

Would it not be preferable for Terasen to explore joint programs with potential partners and to 
bring forward an application for approval of the Terasen portion of defined joint programs?  
Please comment. 

55.3 The Application states on page 102 that without additional funding the Terasen Utilities would 
not be in a position to implement coordinated programs that are incremental to current levels of 
DSM activity. 

Has Terasen identified any specific coordinated programs with specific partners?  If so please 
describe the programs and the partnership arrangements. 

56.0 Reference: Exhibit B-1, Section 7.3.3, Cost Effectiveness, p. 102 

56.1 It is stated that this Application represents a funding request for all cost-effective measures in the 
Habart Report.  Please define “cost-effective” in terms of all of the proposed DSM tests. 

56.2 Please list all of the cost effective measures in the Habart Report for which funding is requested 
and for each measure provide the values of the DSM tests, measure costs, incentives, 
administration cost, savings in GJ and dollars per unit, electricity savings in kW.h and dollars, 
number of customers participating, penetration rates and lost revenue, in a format that totals the 
requested funding. 
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57.0 Reference: Exhibit B-1, Section 7.3.3, Policy Action #3, p. 104 

57.1 Please provide a table for TGI and TGVI showing the number of accounts and the volume by 
rates class.  Please indicate which rate classes are considered to be residential, commercial and 
industrial categories.  Please confirm that the Other category in figure 7.3a includes is made up of 
commercial and industrial accounts. 

57.2 Please provide a table or tables showing for the last 10 years, the use per account for residential 
and commercial customers for each of TGI and TGVI, and the average burner tip rate for gas for 
each of those customer groups. 

58.0 Reference: Exhibit B-1, Section 7.3.3, DSM Affordable Housing Working Group, pp. 104, 105 

58.1 The Companies state that MEMPR had requested they lead the establishment of the above noted 
working group, and that continuation of this leadership is dependent on approval for increased 
EEC expenditure.  If the Commission were to approve only increased expenditure related to this 
working group, what amount would the Companies require? 

58.2 Please explain the rationale for treating this funding as capital rather than expense. 

59.0 Reference: Exhibit B-1, Section 7.3.4, Policy Action #5, p. 106 

The Companies state that they have identified specific areas of activity that would support Policy Action 
#5 and that the Companies could undertake with an increase in EEC funding, such as contributing to 
design costs for buildings operating at 60% below the Model National Energy Code for Buildings. 

59.1 Please identify the specific areas of activity identified. 

59.2 Please describe how a program of contributing to design costs for buildings operating at 60% 
below the Model National Energy Code would work? 

60.0 Reference: Exhibit B-1, Section 7.3.6, Policy Action #6, p. 107 

The Companies state that they will pursue co-funding a pilot energy performance labeling program for 
new and existing gas –heated homes if the Application is approved. 

60.1 What is the specific amount of funding requested for co-funding a pilot energy performance 
labeling program? 

60.2 If it is a co-funded project, why should it be restricted to gas-heated homes? 
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61.0 Reference: Exhibit B-1, Section 7.3.7, Policy Action #9, p. 107 

The Companies state that if the Application is approved, the Companies intend to contribute funding to 
the pool of monies to which communities apply under the Community Action on Energy Efficiency. 

61.1 What is the specific amount of funding requested for the Companies contribution? 

61.2 Is a contribution to the fund required by Policy Action #9, and is a contribution to the fund the 
most effective way for Terasen to support Energy Efficiency by local governments. 

62.0 Reference: Exhibit B-1, Section 7.3.6, Policy Action #6, p. 110 

62.1 On page 110, Terasen states that the funding for fuel switching that the Companies are proposing 
would help to address the disparity in capital costs between natural gas and electrical equipment, 
so as to encourage more customers to choose efficient natural gas appliances over their electrical 
equivalents which would also have the effect of lowering regional GHGs. 

Does Terasen think that the funding for fuel switching will lower British Columbia’s GHG’s?  
Why or why not? 

63.0 Reference: Exhibit B-1, Section 7.3.10, Policy Actions regarding Skills Training and Labour 
Policies, p. 111 

63.1 The Application states that with increased EEC funding, the Companies would look to increase 
trade relations and trades training activity on efficient natural gas equipment and the optimal 
operation of energy efficient buildings. 

Is Terasen the best vehicle for delivering trades training?  How would Terasen propose to partner 
with others on the issue of trade relations and trades training, if at all? 

64.0 Reference: Exhibit B-1, Appendix 1, CPR, Natural Conservation, p. E-ii 

64.1 Please provide all future changes in the price of natural gas and electricity used in estimating 
natural conservation. 

65.0 Reference: Exhibit B-1, Appendix 1, CPR, DSM Incentive, p. E-xii 

65.1 Please confirm that no DSM incentive will be applicable to the programs which may result from 
this application. 

66.0 Reference: Exhibit B-1, Appendix 1, CPR, DHW, p. 17 

66.1 What are the assumed input and output water temperatures?  What would the savings be, and how 
would it affect the TRC of DHW programs if it were assumed the tank temperature was 49 
degrees centigrade? 
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67.0 Reference: Exhibit B-1, Appendix 1, CPR, Changing Use, p. 38 

67.1 Please summarize the use data for major appliance end-uses from the 1980s to the present in 
support of the assumption that further appliance efficiencies will be relatively minor over the 
forecast period.  Please provide the same information for furnaces. 

68.0 Reference: Exhibit B-1, Appendix 1, CPR, Windows, p. 55 

68.1 Please prepare a table for a window of a standard size (and state the size) showing the R-value of 
the window, annual energy saved in GJ and dollars, and installed cost for each different quality of 
window. 

68.2 Please provide the source and an extract from the referenced Marbek report that estimated a 30 
year life for windows.  Is this life the same for all types? 

69.0 Reference: Exhibit B-1, Appendix 1, CPR, Heat Pumps, p. 73 

69.1 What is the simple payback for the customer of an electric heat pump vs. the gas furnace with 
A/C?  Please state all efficiency assumptions and show the calculation. 

70.0 Reference: Exhibit B-1, Appendix 1, Marbek Residential Sector Report (Apr.2006), p. E-vii, 
and Exhibit B-1, Executive Summary, p. E-3 

70.1 “Energy markets in Canada and worldwide have experienced a number of extraordinary events in 
the recent past.  As a result, natural gas costs have risen substantially since the start of this CPR.  
As current natural gas costs are higher than those used in this analysis, the benefits of efficiency 
measures may be understated while the benefits of fuel choice measures may be overstated.  
Within the limits of the time and resources available, this CPR has attempted to accommodate the 
increasing natural gas prices by applying a “high level” price sensitivity analysis to the measures 
screening process.  Efficiency measures that were close but did not initially pass the measures 
TRC test have been included in the Economic Potential scenario. (B-1, Appendix 1, p. E-vii)” 
 
“In 2005, the Terasen Utilities retained Marbek Resource Consultants Ltd. (“Marbek”) to 
undertake a Conservation Potential Review (“CPR”), a review which had been contemplated in 
the 2004 Resource Plans for TGI and TGVI. The CPR was received by the Companies in 2006.  
The findings of the CPR were further refined through consultation with Habart and Associates 
Consultants (“Habart”).  The Companies also developed “portfolio level” initiatives in addition to 
traditional energy efficiency and fuel switching programs.  The strategies outlined in this 
Application, and the expenditures for which approval is being sought, are based to a significant 
degree on the findings of the CPR and the subsequent work undertaken with Habart. (B-1, E-3)” 

70.2 How do the prices used in the April 2006 Marbek CPR study and the Habart Report compare to 
current natural gas prices, and those expected for the test period? 
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70.3 Are each of the measures proposed in the Application such that they would pass the TRC test, 
given current natural gas prices, and the range of prices expected over the test period? 

71.0 Reference: Exhibit B-1, Appendix 2, B-3 DSM Status Report, p. 4 - DSM Evaluation  

71.1 Please file “2003 Residential DSM Campaign Evaluation”, Habart & Associates Ltd., August 
2004 mentioned in Appendix 2, page 4. 

71.2 In Appendix 2, page 2 of the TGI 2007 Annual Review it stated: “Terasen Gas has launched an 
evaluation of the Energy Start Heating Upgrade program that ran from September 2005 to March 
2007, and the first results are anticipated to be available early in 2008 and will be included in next 
year’s Annual Review.” 

71.2.1 Is the evaluation complete?  If so, please file the report.  If not, when will it be complete? 

71.2.2 If the evaluation is not complete please file the preliminary results. 

71.3 Please provide a list (description and dates) of the various DSM performance assessments 
conducted on Terasen’s DSM programs in the last five years. 

71.4 Please discuss the merit (pros and cons) for an independent audit of the DSM Evaluation Report.  
Does the Ontario Energy Board require Union Gas and Enbridge Gas Distribution to have an 
independent audit of their DSM Evaluation Reports? 

72.0 Reference: Exhibit B-1, Appendix 9 Habart Report, Base Year, p. 4 

72.1 Was the change to the “more current natural gas and electricity marginal costs and rates” the only 
change made for re-screening?  If not, what other changes were made? 

72.2 Was the base year updated, and if not would updating the base year affect the results and how? 

73.0 Reference: Exhibit B-1, Appendix 9, Habart Report, Residential Retrofit and New 
Construction, pp. 6,7 

73.1 For each of the measures shown in Exhibits 3.1 and 3.2 please provide a table showing the value 
of each DSM test disaggregated by individual component showing measure costs, incentives, 
administration cost, savings in GJ and dollars per unit, electricity savings in kW.h and dollars, 
number of customers participating, penetration rates and lost revenue. 

73.2 Please confirm that the cost associated with developing and managing programs is not included. 

73.3 Were the estimated savings for each of natural gas and electricity adjusted for free ridership?  If 
yes, please describe in detail how free ridership was estimated for each program and the free 
ridership rates. 
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73.4 Were the results adjusted for cross-over effects such as an estimate of the impact of E* 
Dishwashers might have in increasing the load on the furnace?  If yes, please describe this 
analysis in detail for each program describing how the savings estimates were derived for each 
program and in what amount. 

73.5 Were cross-over impacts between gas and electricity considered?  If yes, please describe this 
analysis in detail for each program describing how the savings estimates were derived for each 
program and in what amount. 

73.6 Few measures in Exhibits 3.1 and 3.2 have a benefit cost ratio above 2.4 in the Lower Mainland. 
Pool Covers which the Report states at page 7 were screened out because there would be too 
many free riders and Showerheads/Faucets were also discarded as a program.  Table 6.13 at page 
85 of Exhibit B-1 shows a Residential Energy Efficiency TRC of 2.4.  Please confirm that the 
calculation in Table 6.13 includes costs of developing and managing the programs while Exhibits 
3.1 and 3.2 do not.  Please explain the value of 2.4 in Table 6.13 relative to the generally lower 
values in Exhibits 3.1 and 3.2. 

74.0 Reference: Exhibit B-1, Appendix 9, Habart Report, Residential Fuel Substitution, p. 8 

74.1 For each of the measures shown in Exhibits 3.3 and 3.4 please provide a table showing the value 
of each DSM test disaggregated by individual component showing measure costs, incentives, 
administration cost, savings in GJ and dollars per unit, electricity savings in kW.h and dollars, 
number of customers participating, penetration rates and lost revenue. 

74.2 Please confirm that the cost associated with developing and managing programs is not included. 

74.3 Were the estimated savings for each of natural gas and electricity adjusted for free ridership?  If 
yes, please describe in detail how free ridership was estimated for each program and the free 
ridership rates. 

74.4 Were the results adjusted for cross over effects?  If yes, please describe this analysis in detail for 
each program describing how the savings estimates were derived for each program and in what 
amount. 

74.5 Were crossover impacts between gas and electricity considered?  If yes, please describe this 
analysis in detail for each program describing how the savings estimates were derived for each 
program and in what amount. 

74.6 Few measures in Exhibit 3.3 and 3.4 have a benefit cost ratio above 2.5.  Table 6.13 at page 85 of 
Exhibit B-1 shows a Residential Fuel Substitution TRC of 2.5.  Please confirm that the 
calculation in Table 6.13 includes costs of developing and managing the programs while Exhibits 
3.3 and 3.4 do not.  Please explain the value of 2.5 in Table 6.13 relative to the generally lower 
values in Exhibits 3.3 and 3.4. 

74.7 Please provide the values of the DSM tests and energy savings for the residential Fuel 
Substitution program if the only program was Furnace Fuel Choice. 
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75.0 Reference: Exhibit B-1, Appendix 9, Habart Report, Commercial Energy Efficiency, p. 9 

75.1 For each of the measures shown in Exhibit 3.5 please provide a table showing the value of each 
DSM test disaggregated by individual component showing measure costs, incentives, 
administration cost, savings in GJ and dollars per unit, electricity savings in kW.h and dollars, 
number of customers participating, penetration rates and lost revenue. 

75.2 Please confirm that the cost associated with developing and managing programs is not included. 

75.3 Were the estimated savings for each of natural gas and electricity adjusted for free ridership?  If 
yes, please describe in detail how free ridership was estimated for each program and the free 
ridership rates. 

75.4 Were the results adjusted for cross-over effects?  If yes, please describe this analysis in detail for 
each program describing how the savings estimates were derived for each program and in what 
amount. 

75.5 Were cross-over impacts between gas and electricity considered?  If yes, please describe this 
analysis in detail for each program, describing how the savings estimates were derived for each 
program and in what amount. 

76.0 Reference: Exhibit B-1, Appendix 9, Habart Report, Fenestration products, p. 11 

76.1 The Report states: “This will transform the market for windows and doors in BC to the 
“economically optimum” level for the warmer parts of the province.  This will also increase the 
level of fenestration for the colder interior, but not to the economically optimal level.”  Please 
define the term “economically optimal level”. 

77.0 Reference: Exhibit B-1, Appendix 9, Habart Report, Joint Programs, p. 12 

77.1 The report states: “However, until such time as BCUC approval is received, detailed discussions 
about joint programs will not take place.”  Do the Companies agree that it would be easier to gain 
Commission approval if the Commission had assurance that there was not any program overlap 
and the resulting inefficiencies?  If not, why not? 

78.0 Reference: Exhibit B-1, Appendix 9, Habart Report, Incentives, p. 15 

78.1 Incentive levels were based on 50% of incremental costs – what costs are these incremental to? 

78.2 Please provide the planning assumption sheets for each measure. 

78.3 It is stated that a number of different approaches were taken to estimate uptake by program.  
Since the 50% level is determined without reference to the expected penetration, isn’t it likely 
that some other level of incentive will elicit more response without causing undue impacts on 
non-participants? 
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79.0 Reference: Exhibit B-1, Appendix 9, Habart Report, Participant Benefits, p. 17 

79.1 It is stated the participant benefit “is over 9” (benefit/cost ratio).  What are the participant benefits 
in the absence of the fuel substitution programs? 

80.0 Reference: Exhibit B-1, Appendix 9, Habart Report, TRC, p. 18 

80.1 In Exhibit 6.1, please explain why the total TRC of 4.0 is greater than any of its constituent parts. 

80.2 Please summarize the results of the tests in two categories, total residential and commercial, and 
show the number of participants and the total number of customers in each class. 

81.0 Reference: Exhibit B-1, Appendix 9, Habart Report, Admin Costs, p. 18 

81.1 How were administration costs derived for each category shown in Exhibit 6.2? 

82.0 Reference: Exhibit B-1, Appendix 9, Habart Report, RIM, p. 25 

82.1 Please provide all available documentation supporting the statement that a RIM ratio of 0.6 is 
typical for DSM programs. 

83.0 Reference: Exhibit B-1, Appendix 9, Habart Report, Marginal Costs, p. 2 

83.1 Please provide the sources for each table. 

83.2 Are the values levelized, nominal or real and if so of what year? 

83.3 Please express Exhibits 2.2 and 2.3 in cents per KW.h assuming 100% conversion efficiency. 

84.0 Reference: Ontario Energy Board: DSM Handbook 

84.1 Please confirm that the Ontario Energy Board has issued a DSM Handbook for Ontario natural 
gas local distribution companies.  If so, please file the DSM Handbook. 

85.0 Reference: Summit Blue DSM Report 

85.1 Please file the January 30, 2006 Summit Blue report entitled “Demand-Side Management: 
Determining Appropriate Spending Levels and Cost-Effectiveness Testing” prepared for 
CAMPUT. 
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In this issue...
Since 1990 Canada’s efforts to reduce greenhouse gas emissions have
not stopped them from rising by 25 percent. As long as the government
relies primarily on information and subsidies to encourage voluntary
action and fails to establish emission charges or aggressive regulatory
controls, emissions will continue to rise.
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The Study in Brief

For 15 years Canadian governments have layered one greenhouse gas (GHG) policy over another — the
1990 Green Plan, the 1995 National Action Program on Climate Change, Action Plan 2000 on Climate
Change, the 2002 Climate Change Plan for Canada and Project Green in 2005. The names changed, but the
policy approach did not: it consisted primarily of offering information and subsidies to encourage
voluntary reductions in emissions. Without substantial restrictions or charges for emitting GHGs,
Canadian emissions have grown by 25 percent since 1990, outstripping the emission targets and
commitments set by the government.

As a result of investments in energy supply, infrastructure, buildings and energy-using devices, we
continue on the GHG-intensive path, and the cost of diverting from it in future keeps rising. This is to be
expected in a market economy where there are many benefits to businesses and individuals from burning
fossil fuels, and these actions overwhelm the effect of voluntary efforts to reduce GHGs. This explains why
the evidence from international experience with energy efficiency and climate policy suggests that
emission charges or regulations are necessary if the GHG intensity of the economy is to be reduced over
the next several decades.

In spite of the mounting evidence that Canada’s policies were not working, the government’s last
major policy initiative, Project Green, represented an intensification of the information and subsidy
approach. A forecast based on a continuation of this approach suggests that Canadian emissions would
increase by 50 percent within 35 years. Even the anticipated regulation of industrial emissions in its present
form would be swamped by growth in key sectors, such as oil sands production and fossil-fuel-based
electricity generation. If this policy approach continues, we will spend at least $80 billion over the next 35
years — but without reducing GHG emissions.

Many Canadians believe we have been taking action on climate change when we have actually been
doing little. In fact, it could be argued that without a substantial shift in policy, we will be burning our
money to warm the planet.
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Over the past 15 years, the Canadian government has made several
commitments to reduce domestic greenhouse gas (GHG) emissions. Its
goal has been to help the international effort to stabilize atmospheric
concentrations of GHGs at levels that will reduce the risk of

unacceptable climate change.
To meet these commitments, the government’s main policy approach has been

to provide information and subsidies for businesses and consumers to encourage
them to shift voluntarily to technologies and lifestyles that will reduce GHG
emissions. A key emphasis has been on controlling emissions of carbon dioxide
(CO2) from the production and consumption of energy.

During this period, however, the country’s GHG emissions have continued to
rise, and they show no sign of falling. In fact, domestic emissions have risen more
rapidly since 1990 than in the preceding decade, when the federal government had
no GHG policy. Nevertheless, the latest plan for reducing GHG emissions,
announced in 2005 as Project Green, was an intensification of the information and
subsidy approach. Although the newly elected federal government has cut
significantly the funding for Project Green, it is uncertain what, if anything, it will
do to reduce GHG emissions.

The past 15 years of policies for reducing GHG emissions, in addition to 25
years of programs by electric utilities to reduce or shift electricity demand, provide
a large body of evidence for assessing the effectiveness of subsidies and
information policies in influencing energy use and associated GHG emissions.
This study uses this information to calculate the likely effect on Canadian GHG
emissions of a long-term continuation of the policy approach represented by
Project Green. The first part of the study recounts the Canadian policy approach to
GHG emission reduction of the past 15 years and assesses the past and likely
future effectiveness of this approach. The second part presents a 35-year
(2005–2040) simulation of what would happen to Canadian GHG emissions if the
government were to continue the approach epitomized by Project Green. Not
surprisingly, emissions continue to grow at a rate that, if matched in the rest of the
world, would lead to much higher atmospheric GHG concentrations within a few
decades.

Not only does the information and subsidy approach allow GHG emissions to
continue growing, it is also expensive. Estimates in this report suggest that a
continuation of this approach to controlling GHG emissions would cost over $80
billion by 2040, much of that money being spent outside of Canada.

The third part discusses the lessons for policy design and then suggests
alternative policy approaches for GHG emission control. In particular, there is
strong evidence that while some firms and households may voluntarily make
expenditures to reduce GHG emissions in response to moral arguments or to
information about the financial advantages of energy efficiency, many more may
choose energy-intensive, pollution-intensive options if those offer a competitive
advantage or a benefit to their lifestyles. From a policy perspective, this means
that if domestic GHG emissions are to be reduced substantially over the next few
decades, firms and households must be prevented from freely emitting wastes into
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the atmosphere — by financial penalties or legal requirements or both.
Fortunately, experience controlling different pollutants in various jurisdictions
offers examples of politically acceptable policies that can effectively control GHG
emissions without causing severe economic disruption in the short term.

The Canadian Policy Approach to Reducing Greenhouse Gas Emissions

International Commitments and Domestic Policies

The growing consensus of scientists and governments around the world is that to
reduce the damage from climate change to an acceptable level, the atmospheric
concentration of CO2 should be stabilized at 450 to 550 ppm, which is about one
and a half to two times the pre-industrial concentration. Since global energy
demand is projected to grow at least threefold over the next 100 years,
stabilization at this level implies that energy-related CO2 emissions must fall by 75
percent to 90 percent from current levels in the course of this century. Given the
inertia of long-lived capital stocks (transportation infrastructure, energy
distribution networks, buildings, electricity generating stations, large industrial
plants, petroleum refineries and mines), GHG emissions must be reduced during
the next three decades if the longer-term goal is to be reached.

Recognition of this necessity has led Canada to make several commitments to
reduce its GHG emissions over one or two decades. In 1988, Canada hosted the
World Conference on the Changing Atmosphere, in which delegates and the
Canadian government called for a reduction of global CO2 emissions of 20 percent
from 1988 levels by 2005. Later that year, at a meeting of the G7 countries, Prime
Minister Mulroney made a commitment to stabilize national GHG emissions at
1990 levels by the year 2000. These commitments were echoed in national policy
documents in 1990, and were made again at the 1992 Earth Summit in Rio de
Janeiro, when Canada ratified the United Nations Framework Convention on
Climate Change. This agreement was superseded in 1997 by the Kyoto Protocol,
under which Canada agreed to reduce its emissions from 2008 to 2012 to 6 percent
below their 1990 level. Canada ratified the Kyoto Protocol in 2002.

To meet its international commitments, the Canadian government has
launched numerous policies over the last two decades. Its omnibus Green Plan of
1990, which involved over 200 environmental policy initiatives and a budget of $3
billion over five years, included $175 million for 24 GHG reduction policies,
mostly focused on energy efficiency and alternative energy. Independent
researchers noted that virtually all policies in the Green Plan emphasized the
provision of information to businesses and consumers to persuade them to take
voluntary actions for environmental improvement (Hoberg and Harrison 1994;
Gale 1997). In 1990, the government also established the National Action Strategy
on Global Warming, with the aim of information sharing between municipalities,
provinces and industry to foster GHG reduction.

In 1995, the federal government launched the National Action Program on
Climate Change, comprising information programs and some modest subsidies;
the government estimated that this program would reduce GHG emissions by 66
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Mt by 2010 (Canada 1995a). The main element in the program was the Voluntary
Challenge and Registry, under which companies would submit plans for reducing
GHG emissions and make regular progress reports, all voluntarily. The program
also incorporated the Federal Buildings Initiative, which supported the retrofitting
of federal government buildings to higher energy efficiency standards; and the
National Communication Program, which sought to educate Canadians about
climate change.

After signing the Kyoto Protocol, the government in 1998 launched its Action
Plan 2000 on Climate Change, a set of policies designed to reduce annual domestic
emissions of GHGs by 49 Mt CO2e by 2010 (Canada 1998).1 This program included
modest subsidies for renewable energy as well as a host of energy information
programs for consumers and businesses, such as free energy efficiency audits of
small businesses.

Before ratifying the Kyoto Protocol in 2002, the Canadian government released
the Climate Change Plan for Canada, a composite of policies projected to reduce
total emissions by 100 Mt CO2e by 2010 (Canada 2002a). A key component,
accounting for 55 Mt of emission reductions, was a system of negotiated covenants
with large point-source GHG emitters to set emission intensity caps for each sector
and then allocate tradable permits on this basis. Other elements of the plan were a
combination of information and modest subsidies to encourage voluntary actions
by firms and households. These programs included financial support for public
transit coupled with voluntary targets for increased transit use, high-efficiency
insulation in commercial buildings, 10 percent renewables for new electricity
generation and improved vehicle efficiency. The government estimated that
through these programs as well as education, each Canadian would reduce his or
her average annual CO2 emissions by one tonne.

Most recently, in 2005, the government launched Project Green, yet another
plan for reducing GHGs. This program is described in detail later in this study.

Table 1 shows the key components of each of the last three major policy
initiatives before Project Green. (Not all policies were implemented.) Like their
predecessors, these three programs rely almost entirely on voluntary policies —
asking businesses and consumers to reduce their GHG emissions out of financial
self-interest or an ethical concern for climate change.

In spite of Canada’s international commitments and the numerous domestic
GHG policies described above, the country’s GHG emissions have continued to
rise during the last 15 years. Figure 1 compares Canada’s commitments with its
actual emissions from 1990 to 2003, along with the policy initiatives intended to
reduce domestic emissions. With emissions rising by 24 percent over this time,
Canada missed by a substantial amount each of the targets set at the 1988 World
Conference on the Changing Atmosphere, the 1988 G7 meeting and the 1992 Earth
Summit in Rio. According to the latest government estimates, Canada’s domestic
emissions remain on a path that would miss its Kyoto target by at least 270 Mt in
2010, or by almost 30 percent (Canada 2005b). This is shown in the figure as the
business-as-usual forecast.

C.D. Howe Institute Commentary 3

1 CO2e stands for CO2 equivalent. Other GHG emissions have been added to the CO2 total after
being converted into their equivalent global warming potential.
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4 C.D. Howe Institute Commentary

Sector Elements of Program Policy Type

National Action Program on Climate Change

Industry Voluntary Challenge and Initiative Voluntary
Industrial Energy Innovators Initiative Voluntary
Industrial Energy Efficiency Technology Program Information
Industrial Energy Efficiency Targets (CIPEC) Voluntary

Buildings Federal buildings initiative Direct government action
Model National Energy Codes Information
EnerGuide (for appliances, etc.) Information

All National Communication Program Information
Energy Efficiency Standards Regulation

Transportation Fleetwise Direct government action
Auto$mart Information

Action Plan 2000 on Climate Change

Transportation Partnerships with automotive manufacturers  Subsidy and information
and ethanol producers

Information provision through EnerGuide for Vehicles Information
Demonstration projects for hydrogen distribution Information

infrastructure and efficient urban transportation
Energy Supply Demonstration project for carbon sequestration Information

Information provision and moral suasion through Information
Canadian Industry Program for Energy Conservation

Voluntary agreements with industry Voluntary
Financial incentive for renewable energy Subsidy
Purchase of green power by government Subsidy

Industry Information gathering and benchmarking Information
Energy-efficiency audits for small and medium-sized 

enterprises
Subsidy and information

Buildings Information provision to encourage retrofits in 
commercial sector

Information

Information provision through EnerGuide for Houses Information

Climate Change Plan for Canada

Transportation Increased ethanol and biodiesel blending in fuels through 
excise tax exemption and agreements with provinces

Subsidy

Labelling of consumer vehicles Information
Increased use of public transit Subsidy and funding
Increased freight transportation efficiency Voluntary
Improved new-vehicle efficiency by 25% by 2010 Voluntary

Energy Supply Negotiated covenants and regulations with large 
final emitters 

Cap and trade

Targeting of renewables for 10% of new supply Subsidy
Building of a CO2 pipeline Subsidy
Demonstration coal plant with CO2 capture and storage Subsidy

Industry Negotiated covenants and regulations with large 
final emitters

Cap and trade

Cost-shared investments in innovative technologies Subsidy

Buildings Energy efficiency retrofits for houses Information and subsidy

Increased new-house efficiency (R-2000) Voluntary

Increased new commercial building efficiency (MNECB + 25%) Voluntary

Energy efficiency retrofits for commercial buildings Voluntary

Table 1: Primary Canadian Programs for GHG Reduction

Source: Adapted from Canada (1995a; 1998; 2002a; 2002a).
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This discrepancy between government commitments to reduce GHGs and the
continuing growth of the emissions raises questions about the effectiveness of the
information and subsidy policy approach. As yet, the federal government has not
emphasized the other options available to it, namely regulations and fiscal
disincentives. This is somewhat surprising given the evidence for the effectiveness
of different types of policies in achieving environmental objectives cost-effectively.
Some of this research is summarized in the next section.

Evidence for the Effectiveness of Information and Subsidies

Although program managers and businesses offer anecdotal evidence of voluntary
actions to improve the environment, the effectiveness of voluntary programs is
difficult to determine because one cannot be certain how the economy would have
evolved without such policies. That is especially the case with efforts to stimulate
energy efficiency. Since the 1950s, most OECD economies have seen steady
improvements in energy efficiency because new technologies are often more
efficient than those they replace. But it is difficult to know if a particular policy has
hastened the uptake of more efficient technologies.

In a recent survey of voluntary policies for environmental protection, Khanna
(2001) noted that the few empirical studies which have tried to estimate the actual
environmental impact have found such policies to have a negligible effect. In
another review, the OECD concluded that the “environmental effectiveness of
voluntary approaches is still questionable“ (OECD 2003, 14). Harrison (1999) and
Harrison and Antweiler (2003) also found little environmental improvement from

C.D. Howe Institute Commentary 5

Figure 1: GHG Emissions in Canada, 1990–2003, and International Commitments to 
Reduce GHG Emissions

Source: Canada (2005a).
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voluntary policies in Canada. Finally, some studies of Canada’s voluntary GHG
reduction programs found them to be almost entirely ineffective (Takahashi et al.
2001; Bramley 2002).

These discouraging results nonetheless confirm standard research findings on
motivation in a market economy. Whereas some firms and households may
voluntarily invest in energy efficiency or pollution reduction in response to moral
arguments or new information about the financial advantages, many others may
make an energy-intensive, pollution-intensive choice if it provides a competitive
advantage or benefit to their lifestyle, especially if free discharge of GHG
emissions into the atmosphere is still permitted. One need only think of the rapid
spread of outdoor patio heaters, driveway heaters, roof de-icers, desktop
refrigerators, deluxe air conditioners and various industrial energy-using devices.
But these will go largely unnoticed if government, industry, environmental
organizations and the media highlight only the cases where new GHG reduction
actions appear to have been taken. This can create the misconception that
voluntary policies are successful — until one looks at the expanding gap between
the government’s commitments to reduce emissions and the country’s actual
emissions.

Over time, however, the growing awareness of this widening gap between
Canada’s commitments and its actual emissions appears to have led to new
subsidies in support of the existing information programs. This trend culminated
in the significant budget commitments of the latest GHG reduction policy,
launched in 2005 under the name Project Green. (The details of the subsidy
mechanisms in this policy are presented in the next section.) Independent
evaluation of past government and utility subsidy programs can help policy
makers foresee the likely effectiveness of this kind of policy.

Since the first energy price shocks in the 1970s, governments and electric
utilities have subsidized businesses and consumers to invest in greater energy
efficiency or to switch fuels. Although some evaluations of policy effectiveness
have been conducted on past government programs in North America and
Europe, the richest sources of information are the numerous evaluations of U.S.
electric utility demand-side management programs by independent, academic
researchers. From the early 1980s through the 1990s, electric utilities in the U.S.
invested over US$20 billion in information and subsidy programs to encourage
greater electricity efficiency, as well as some load shifting and fuel switching, by
their industrial, commercial and residential customers. Because these programs
were established by utilities whose investments are assessed for their prudence in
a quasi-judicial regulatory process, many have since been subjected to extensive
evaluation by some of the most respected researchers in the energy field.

In general, this research shows the need to lower significantly the initial
assumptions about the effectiveness of information and subsidy programs. One
reason is the impossibility of stopping free riders from benefiting from subsidy
programs. Free riders are firms and households who receive financial support for
making energy-efficiency investments they would have made anyway — thus
adding to program cost without having any effect. Their investments are part of
the general efficiency trend, observed since the 1950s, that drives the economy
toward less energy intensity. But at the aggregate level of energy use and GHG
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emissions, this trend toward improvement in energy efficiency has been swamped
by a greater demand for the same and new energy services, most of which result
in GHG emissions, either at the point of end use or in the production of electricity,
natural gas and refined petroleum products. When governments or utilities offer
subsidies to anyone who can claim to be improving their energy efficiency, they
have no way of ensuring that the money is given only to those firms and
households that would otherwise not have made such investments. Those who
receive the subsidy but would have made the investment anyway are free riders.

It is impossible to know exactly the number of free riders for any program. But
independent researchers have developed various estimation mechanisms, which
usually involve a control group that was not subject to the policy but otherwise
faced similar conditions. This is possible if some jurisdictions or utilities have
subsidy and information programs while others do not.

Regardless of the scope or location of the comparison groups, independent
researchers have consistently found that many free riders benefit from subsidy
programs. Joskow and Maron (1992) noted the inadequate estimation of free riders
by utilities. Train (1988) and Train and Atherton (1995) in some U.S. jurisdictions
and Farla and Blok (1998) in the Netherlands estimated free-ridership rates to be
in excess of 60 percent. Sutherland (2000), who also estimated high free-ridership
rates, noted that such rates considerably reduce the cost-effectiveness of subsidies,
implying that the bulk of government or utility expenditure is actually a wealth
transfer from taxpayers to subsidy recipients with no resulting behavioural
changes or environmental improvement.2

From a broader point of view, Loughran and Kulick (2004) conducted an
aggregate statistical analysis of 324 U.S. electric utilities during the period 1989-
1999, when the active utilities in their sample spent $15 billion on demand-side
management programs — essentially subsidies and information. They found that
the programs did not reduce utility sales nearly as much as expected, again
because of free-ridership rates above 60 percent. Wirl (2000), who made a crude
comparison of OECD countries that did little or no demand-side management
investment in electricity with the U.S., found that the difference in the change in
electricity intensity between the U.S. and other countries was imperceptible.

Free-ridership might be acceptable if it encouraged people to acquire efficient
equipment and buildings more rapidly than they otherwise would and thus made
others more aware of the economic benefits of efficiency, thereby hastening the
adoption of efficient equipment. However, independent research has also revealed
that energy efficiency is often more costly than it originally appears, and this will
slow the adoption of more efficient devices. Pindyck (1991) and Jaffe and Stavins
(1994) are among several researchers who have analyzed the importance of
differences in risk and quality between more energy-efficient devices and the
conventional devices they might replace. New technologies almost always have a
higher risk of failure. Long-payback technologies pose higher risks if the

C.D. Howe Institute Commentary 7

2 An extreme example is the transit pass tax credit announced in the spring 2006 budget by the
Canadian government. Because the tax credit would only slightly increase transit use, it is almost
entirely a transfer from taxpayers to existing transit users. If the policy is intended to reduce
GHGs, its cost could be as high as $2,000 per tonne of CO2 reduced. 

Appendix A
9 of 36



probability of accidental damage is the same in each year as it is for competing
technologies that cost less to buy.

Moreover, some efficient technologies do not provide the same quality of
service. For example, in the late 1980s high-efficiency light bulbs cost much more
than incandescent bulbs, although they were expected to use much less electricity.
As a new technology, however, they had a higher risk of premature failure and,
therefore, a different financial risk. Their higher up-front cost also meant that
many years of efficient operation were needed before the initial investment was
paid off, and yet the risks of accidental breakage in each year were about the same
as for an incandescent bulb, so that again there was a different financial risk. In
terms of quality, the lights looked different, did not fit into all fixtures, did not
work well with dimmer switches, took longer to reach full intensity and gave a
light with a less attractive hue. Many consumers saw the quality of service as
distinctly lower. This combination of differential risk and quality helps explain
why compact fluorescents did not achieve the market transformation in a few
years that had been predicted by many utility programs. Their share of the market
grew only slightly through the period of steady subsidies.

But even when more efficient equipment like light bulbs save money, other
research has shown that forecasts of the effect of efficiency programs on energy
use (or GHG emissions) must also take into account the increase in the demand for
an energy service, like lighting, that occurs when the price falls. So, for example,
more efficient outdoor Christmas lights encourage the development of additional
decorative lighting and perhaps decorative lighting at different times of year, such
as Hallowe’en. Similarly, hybrid electric-gasoline vehicles encourage the
development of vehicles with greater horsepower, offsetting some of the fuel
savings. Although this “rebound effect“ is likely to be small for many end uses,
researchers suggest that in some cases, it can be as high as 10 to 35 percent
(Greening, Greene, and Difiglio 2000).

These independent evaluations of subsidy and information programs that
promoted energy efficiency help to explain why Canadian GHG reduction policies
have not stopped the rise of GHG emissions. They also provide crucial
information for estimating the future effect of continuing with this policy
approach. This study uses those findings to simulate in an energy-economy model
a continuation of the Project Green policies over the next 35 years. In other words,
it predicts what is likely to happen if the government continues to rely primarily
on the subsidy and information policy approach.

Simulating Canada’s Policy Approach As Represented by Project Green

In 2005, the federal government launched Project Green, which continued some
previous GHG emissions-reduction programs but combined them with greater
funding for information and subsidies and an intention to regulate emissions from
major point sources. Since an assessment of the approach typified by Project Green
should consider both its short- and long-term effects on domestic GHG emissions,
this study used five- and 35-year time frames. The five-year time frame
corresponds to the Kyoto commitment for substantial emissions reductions by
2010. However, policies implemented today determine the evolution of

8 C.D. Howe Institute Commentary
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technologies for several decades; and that in turn determines the character of the
new long-lived equipment, buildings and infrastructure that are installed during
these decades. If Canada is to meet its commitment to help reverse the global rise
of GHG emissions, it needs policies that substantially influence the character of
technological change so that by 2040 domestic emissions fall significantly.

The immediate and long-term effectiveness of Project Green can be calculated
in the following way. First, assuming that Project Green is not implemented, a
business-as-usual (BAU) forecast is developed for GHG emissions through to 2040.
Second, each part of Project Green is examined to determine its specific function,
including the level of funding and the sectors of the economy to which it applies.
It is then assumed that each of those elements will remain generally unchanged
for 35 years. Third, the best research on policy effectiveness is used to help set the
parameters for simulating Project Green policies in an energy-economy model,
with the impact of each component of the policy indicated over both the 5-year
and 35-year time frames. This forecast is compared to the BAU to assess the
effectiveness of Project Green.

For simulating the effect of Project Green on domestic GHG emissions, the
CIMS model was used (see Box 1). This model has been used for over a decade to
assess the cost and effectiveness of policies on energy, air pollution and climate
change in Canada and other countries. CIMS contains a detailed database
representing most of the technologies in Canada that use energy and emit GHGs.
It also simulates the manner in which consumers and businesses choose between
different technologies — using behavioural parameters estimated from real-world
evidence. CIMS is an integrated model in that energy supply and demand interact
to reach an equilibrium of energy prices and quantities. It also includes
macroeconomic feedbacks that adjust the demands for products and services
according to their prices, and that simulate the trade in energy and other products
between Canada and other countries. A general description of the model is
provided in Jaccard et al. (2003) and a more detailed description in Bataille (2005). 

Business-As-Usual Forecast

In the Project Green policy document, the Canadian government recognizes that
its BAU forecast in 2002 has already proved to be too low in terms of both total
growth and the growth of GHG-intensive sectors.

In 2002, our emissions gap was estimated at 240 Mt. This estimate has now
increased — Canada’s economy is performing better than had been projected, and
economic growth in emissions-intensive sectors is now expected to be greater than
had previously been projected. (Canada 2005b, 12.)

This recent underestimation by government of GHG emissions growth is not a
unique event. Over the past decade the government has generated several
forecasts, all of which have required upward correction. In 1997, the government
projected that total GHG emissions would reach 669 Mt by 2010. In 1999, its new
prediction was 764 Mt. Its 2002 forecast was 810 Mt. The 2005 Project Green
document reports that this forecast is also being revised upward.

C.D. Howe Institute Commentary 9
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This record of consistent under-forecasting of the growth of GHG emissions is
problematic for an independent assessment of Canada’s future emissions in a
world with and without Project Green. One could simply use the latest
government BAU emissions forecast. However, as the Project Green document
states, the government is in the process of raising its forecast — for the third time.
This is in part driven by the ever faster expansion of Alberta’s GHG-intensive oil
sands production in response to high international oil prices, a development that
also has a buoyant effect on overall Canadian economic growth.

10 C.D. Howe Institute Commentary

Box 1: The CIMS Model 

The CIMS model, developed by the Energy and Materials Research Group at Simon Fraser
University, simulates the technological evolution of fixed capital stocks (mostly equipment and
buildings) and the resulting effect on costs, energy use, emissions, and other material flows. The
stock of capital is tracked in terms of energy service provided (in square metres for lighting or
space heating) or units of physical product (metric tons for market pulp or steel). New capital
stocks are acquired as a result of time-dependent retirement of existing stocks and growth in stock
demand. Market shares of technologies competing to meet new stock demands are determined by
standard financial factors as well as behavioural parameters from empirical research on consumer
and business technology preferences. CIMS has three modules — energy supply, energy demand
and macroeconomy — which can be simulated as an integrated model or individually. A model
simulation comprises the following basic steps.

1. A base-case macroeconomic forecast initiates model runs. If the forecast output is in
monetary units, these must be translated into forecasts of physical product and energy
services.

2. In each time period, some portion of existing capital stock is retired according to stock
lifespan data. Retirement is time-dependent, but sectoral decline can also trigger
retirement of some stocks before the end of their natural lifespans. The output of the
remaining capital stocks is subtracted from the forecast energy service or product
demand to determine the demand for new stocks in each time period.

3. Prospective technologies compete for new capital stock requirements on the basis of
financial considerations (capital cost, operating cost), technological considerations (fuel
consumption, lifespan), and consumer preferences (perception of risk, status, comfort), as
revealed by behavioural-preference research. Market shares are a probabilistic
consequence of these various attributes.

4. A competition also occurs to determine whether technologies will be retrofitted or
prematurely retired. This is based on the same type of consideration as the competition
for new technologies.

5. The model iterates between the macroeconomy, energy-supply and energy-demand
modules in each time period until equilibrium is attained, meaning that energy prices,
energy demand and product demand are no longer adjusting to changes in each other.
Once the final stocks are determined, the model calculates energy use, changes in costs,
emissions, capital stocks and other relevant outputs.

The key market-share competition in CIMS can be modified by various features depending on the
evidence about factors that influence technology choices. Technologies can be included or
excluded at different time periods. Minimum and maximum market shares can be set. The
financial costs of new technologies can decline as a function of market penetration, reflecting
economies of learning and economies of scale. Intangible factors in consumer preferences for new
technologies can change to reflect growing familiarity and lower risks as a function of market
penetration. Output levels of technologies can be linked to reflect complementarities.
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The forecast used in this report, therefore, has a slightly higher rate of
economic growth and oil sands production than the government’s 2002 forecast.
Specifically, the BAU forecast developed here assumes a 2.6 percent annual rate of
real economic growth throughout the period under analysis. This rate is consistent
with recent history (Canada’s economy has grown at an average rate of 2.8 percent
since 1987) and with other projections. The BAU forecast developed for this study
also assumes continuing population growth in Canada, both as a result of fairly
constant immigration levels and natural increase. This growth rate is consistent
with those estimated for Canada by both the United Nations and the U.S. Census
Bureau. Production of synthetic oil from oil sands is also forecast to increase
substantially, from about 1 million barrels per day in 2003 to over 5 million in
2030. This is consistent with projections by the CAPP (2005) and the Alberta
Chamber of Resources (2004). The BAU forecast developed here also assumes
maintenance of most key trends, such as an increase in air travel, improvements in
efficiency of electricity generation and in manufacturing, and an increase in air
conditioning load. (More details about the assumptions used in this forecast are
shown in the appendix.)

This study’s BAU forecast of GHG emissions is higher than the government’s
previous three forecasts in 1997, 1999 and 2002 (see Figure 2). (In the figure, CEO
is Canada’s Emissions Outlook and CEOU is Canada’s Emissions Outlook — An
Update.) However, it maintains the upward trend of each subsequent forecast, and
given some of the conservative estimates for growth in key sectors, it may require
further upward revision in future.

In order to simulate the likely effect of Project Green, the study assumes that
its policies, including full funding, are fully implemented by 2008. It is also
assumed that the Project Green policies are maintained at roughly the same
magnitude and character until 2040, thereby providing an indication of the effect
on the long-run evolution of Canadian GHG emissions if the federal government
continued with a policy approach dominated by information and subsidies. The
key components of Project Green are evaluated next.

An Emission Cap and Permit Trading System for Large Final Emitters

Nearly 50 percent of GHG emissions in Canada are generated by relatively few
firms, known as the large final emitters (LFEs).3 Project Green proposes that GHG
intensity targets be set for each LFE sector, requiring firms to reduce their GHG
emissions intensity to about 12 percent below a BAU level, yet to be defined.4

LFEs have several options for compliance with the proposed legislation. They can
reduce their in-house emissions, buy permits from government at $15/tCO2e, buy

C.D. Howe Institute Commentary 11

3 LFEs are mining and manufacturing firms, thermal electricity generators, and upstream oil and
gas companies.

4 In addition, emissions are separated into two categories: fixed process emissions and other
emissions. Fixed process emissions receive a 0 percent target, while other emissions receive a 15
percent target. For example, cement production emits about 0.9 t CO2e / t cement, of which
about 0.5 t / t is fixed and 0.4 t / t is from combustion. The target for the cement industry would
be 0.5 t / t + (0.85 * 0.4 t / t) = 0.84 t CO2e / t cement. Overall (fixed process plus other)
emissions target for any sector will not exceed 12 percent. Emissions are allocated to new firms
based on a “best available technology economically achievable“ (BATEA) system.
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permits from other LFEs, buy offset credits from recognized domestic sources
outside the LFE system, buy GHG reduction credits from recognized international
sources, or invest the money they would have had to pay in permits in a GHG
fund established for investing in new, clean technologies. Because the government
is offering an unlimited number of permits at $15/t, LFEs are assured that any
emissions over their allocated permits will not cost more than that in the Kyoto
target period of 2008–2012.

There are some difficulties and uncertainties with the LFE policy. It is not clear
how cogeneration or clean (non-thermal) energy will be treated. As currently
designed, the LFE policy may provide a disincentive for firms to cogenerate heat
and electricity, because only direct emissions are counted. Cogeneration of heat
and power consumes more fuel directly, but it reduces emissions from distant
electricity generation plants. It is also unclear how demand-side management
efforts by electricity and natural gas companies will be treated in the LFE policy,
since a reduction of electricity or natural gas demand reduces the GHG intensity
target for the utility. Because the LFE policy is based on intensity of each sector
rather than on a sector’s absolute emissions, if firms grow faster than forecasted,
the LFE policy will reduce emissions less than forecasted.

Simulation of the LFE policy with CIMS indicates that with permit prices
capped at $15/t, LFEs will reduce their own GHG emissions by about 15 Mt in the
Kyoto time frame. LFEs meet the total requirement of 45 Mt by (1) obtaining 9 Mt
of credits from investing in the GHG Technology Fund (which causes no

12 C.D. Howe Institute Commentary

Figure 2: Business-As-Usual Forecasts of GHG Emissions 

Note: CEO is Canada’s Emissions Outlook.
CEOU is Canada’s Emissions Outlook — An Update.

Source: Analysis and Modeling Group (1999); Canada (1997; 2002; 2005).
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immediate reductions but may lower the future cost of GHG reduction) and (2)
obtaining the remaining 21 Mt from the purchase of international permits — since
these are likely to cost less than $15/t.

The small domestic reductions in the Kyoto period correspond to the short
time available for capital stock turnover before 2012. Continuing the LFE policy in
its current form over a longer period would lead to larger reductions, since firms
would make new investments if that produced domestic reductions that were less
expensive than buying international credits or other domestic offsets. By 2040,
according to the simulation, the LFE policy would decrease industrial GHG
emissions by about 43 Mt from the BAU. With the LFE, the electricity and oil
production sectors achieve most of the industrial-sector emissions reductions (see
Figure 3).

Voluntary Commitment by Vehicle Manufacturers

In 2005, the government signed a memorandum of understanding with the
automotive industry to reduce GHG emissions from passenger vehicles. The
reductions are voluntary, with the automotive industry expected to achieve a 5.3
Mt GHG reduction in 2010 relative to a BAU forecast for automobile emissions.5

The 5.3 Mt target corresponds roughly to a 25 percent improvement in new-
vehicle fuel efficiency by 2010 compared to BAU.

C.D. Howe Institute Commentary 13

Figure 3: GHG Emissions Reductions from Implementation of LFE Policy

Source: Authors’ calculations.

5 The BAU is based on the 1999 Canada’s Emissions Outlook — An Update (Analysis and Modeling
Group 1999), with further updates made to factors beyond the control of the automotive industry
by an oversight committee.
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It is difficult to simulate the short- and long-run effect of a voluntary policy
such as this. One has to assume that the target may not be achieved, given that
voluntary policies have a poorer record than mandatory ones. If the government
was confident that industry could reach the target, it could have responded to
environmentalist concerns by making the reduction mandatory, with penalties for
non-compliance, as was done in California and New York. Instead, the
memorandum of understanding allows automobile manufacturers to terminate the
agreement on 90 days’ notice, which is presumably what they would do if
emissions did not decline according to the memorandum of understanding. In
1998 the European Union negotiated a similar voluntary agreement with
European, Korean and Japanese auto manufacturers, which are now falling short
of their commitment (OECD/IEA 2005).

While compliance in the Kyoto time period is of concern, a much greater issue
is the long-term effect of the policy. Without financial penalties or regulation of
emissions, vehicle manufacturers have no incentive to make vehicles with zero- or
near-zero emissions or to make marketing efforts that might stem the trend toward
larger vehicles, greater horsepower, greater rates of vehicle ownership and use,
and more on-board devices that increase fuel consumption.

The vehicle emission reductions in the memorandum of understanding are
relative to an earlier BAU forecast, the Canada’s Emissions Outlook update of 1999.
However, partly in response to higher fuel prices, the actual fuel efficiency of
vehicles sold from 2000 to 2004 was significantly better than predicted in the 1999
forecast. These improvements make up almost one-quarter of the GHG reductions
required under the memorandum of understanding (Lutsey 2006). Since the BAU
forecast developed for this report already includes the fuel efficiency
improvements made from 2000 to 2004, they cannot be counted again in
determining the effectiveness of the policy. With this correction of the forecast, this
study assumes that most of the reductions in the policy will be achieved during
the 2008–2012 period; these reductions are therefore included in the policy
simulation.

At the same time, new forecasts, including the one in this simulation, suggest
that Canadians will acquire and use vehicles more than ever, meaning that
emissions from the sector as a whole will continue to climb in a BAU forecast.
Therefore, to project the effect of the policy through 2040, it was assumed that the
memorandum of understanding continues to require a 25 percent improvement in
new-vehicle fuel efficiency relative to the BAU forecast. If the policy were additive
to BAU fuel efficiency improvements, and if industry complied fully with it, total
GHG reductions would be about 23 Mt relative to the BAU forecast in 2040.
However, in view of the unwillingness to make the policy mandatory, the
historical record of voluntary programs missing targets, and the recent experiences
of the European voluntary program, the projected reduction from BAU is
decreased by about 10 percent — to 20 Mt by 2040.

14 C.D. Howe Institute Commentary
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Subsidies to Cleaner Energy Sources and 
More Efficient Energy Conversion

Project Green includes policies to support renewable energy sources and
cogeneration. Both the Wind Power Production Incentive (WPPI) and the
Renewable Power Production Incentive (RPPI) give a subsidy of 1¢/kWh to
qualifying facilities. Some of these projects may also receive offset credits, which
they could sell in the Offsets System policy described below.6 Changes to the tax
rules in 2005 allow faster depreciation of capital costs for renewable-energy
generation equipment and highly efficient cogeneration equipment, and previous
changes allow full deduction of the costs of resource assessment and feasibility
studies.

The government expects that these policies, in conjunction with provincial
policies, will reduce GHG emissions by 15 Mt annually during the 2008-to-2012
period. Project Green contains no details on how these reductions will be
achieved. However, discussions with the staff at Natural Resources Canada and
Environment Canada revealed that about 3 Mt of reductions are expected from
wind generation stimulated by the WPPI, and a further 3 Mt from biomass and
small hydro generation stimulated by the RPPI.7 In addition, the government
forecasts that about 9 Mt of GHG will be displaced by cogeneration, mostly in the
commercial and residential sectors, as a result of the changes to the accelerated
capital cost depreciation.

In order for the WPPI policy to reduce GHG emissions by 3 Mt, according to
the Project Green documents, about 4,000 MW of wind power needs to be
operational between 2008 and 2012. Recently, wind power capacity has grown
quickly in Canada: from 120 MW of installed capacity in 2000 to almost 700 MW
by the end of 2005 (Canada 2005b). If Canada is able to maintain this high rate of
growth, it will be on track to have about 4,000 MW of wind power operational
between 2008 and 2012.

For the period after Kyoto, the WPPI is not likely to have much further effect if
it is the dominant policy for continuing the growth of wind power in Canada —
for two reasons. First, the growth in recent years is a result not only of the WPPI,
but also of other subsidies from utilities, governments, environmentalists and even
private citizens. Hydro Quebec, for example, made a decision to acquire wind
resources, a decision that was not conditional on the existence of the WPPI and
that will involve substantial subsidies from electricity consumers in that province.
Since some wind power projects would have taken place anyway (and are
therefore not attributable to the WPPI), they would in fact be free-rider recipients
of the WPPI.

Second, at 1 ¢/kWh, the WPPI subsidy is too small to offset the special costs
caused by the variability of wind. Because wind is not reliable for timely dispatch,
its cost must include the costs of storing the energy. This is true even when wind

C.D. Howe Institute Commentary 15

6 It is proposed that the value of an offset credit be based on displacing GHG emissions from a
new natural gas combined-cycle turbine. These facilities produce about 0.00036 t CO2/MWh of
electricity, and so offsets would provide renewable energy facilities with approximately 0.54
¢/kWh in additional to the WPPI and RPPI incentive.

7 Communication with Environment Canada staff, February 2006.
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has only a small share of the electricity system (DeCarolis and Keith 2005). Experts
add at least 2¢ to 3¢/kWh to the cost of wind power to account for the cost of
storage, whether this is contracted from another source, such as a large
hydroelectric facility with a storage reservoir, or obtained by investing in backup
combustion or energy storage equipment. With this higher cost, wind power is in
most cases unable to compete with coal-fired electricity generation, given that the
latter faces minimal constraints or costs associated with GHG emissions. (If a new
coal-fired plant under the LFE had to buy all its permits at the government’s
permit price ceiling of $15/tCO2e, the cost of its electricity would rise by only
about 1 to 1.5¢/kWh.). The WPPI does not oblige electricity providers to accept
wind power; it simply tries to increase the competitive position of wind with a
subsidy.

If the tax credits and the WPPI were maintained at 1¢/kWh, or even increased
to 2¢/kWh, it is unlikely that wind power would expand substantially. Canada
has access to relatively low-cost coal and the cost of coal generation of electricity
in North America should continue to fall with ongoing technological change. For
wind power to gain significantly more market share over the 30-year time frame, it
would need greater support, or coal-based electricity would need to be
constrained by regulation or emission charges. In the simulation of WPPI to 2040,
the output of wind power therefore grows only to 10,000 MW by 2040. As
discussed earlier, much of this growth would likely happen even in the absence of
the WPPI policy, for the rapid expansion of wind power has mostly been driven
by implicit subsidies from electric utilities and provincial governments. The
forecast adopted in this study shows that 8,000 MW would be installed in the BAU
case and that the WPPI policy would stimulate only an additional 2,000 MW.

Project Green expects that the RPPI policy will lead to an incremental 1,500
MW of new renewable energy capacity (excluding wind), resulting in
displacement of 3 Mt of GHG emissions.8 Other sources of renewable energy, in
particular, biomass (from combustion of wood residues in the pulp and paper
sector) and small hydro, already account for some of the electricity generated in
Canada, and have been installed in large numbers throughout the country for over
a century (see Figure 4). In each decade since 1950, Canada has installed at least
1,500 MW of new biomass and small hydro capacity.

Discussion papers on the RPPI admit that policy administrators will have a
challenge in distinguishing truly incremental generation from small hydro and
biomass generation that would have been built anyway.9 This difficulty is similar
to the free-rider problem with energy efficiency programs. As a result, a
considerable amount of the subsidy is likely to go to electricity generators who
would have installed the hydropower and biomass capacity without the subsidy.
Using the behavioural data on other subsidy programs, this report estimates that
only about half of new capacity would be attributable to the RPPI program.

16 C.D. Howe Institute Commentary

8 However, at this point the RPPI policy is still in the “discussion paper” phase and is not likely to
be in effect before 2007 (at the earliest), leaving little time for the installation of the required
capacity.

9 Natural Resources Canada states, “Where a renewable electricity generation project is developed
at a site where no previous generation existed, it would clearly be considered incremental.”
http://www2.nrcan.gc.ca/es/erb/erb/english/View.asp?x=682. Accessed January 2006.
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The RPPI policy would be unlikely to stimulate significant growth in
alternative energy capacity over the long term, even if the currently proposed level
of support were somewhat increased. Cost-effective biomass electricity generation
in the pulp and paper sector is limited by the availability of wood residue and
spent pulping liquor, and it will not increase dramatically in response to a small
subsidy. Small hydro generation is limited by the availability of sites close to
transmission lines and by public opposition to new facilities, although the subsidy
will foster the development of some additional projects. Other sources of
renewable energy, like tidal power, are unlikely to be competitive with coal-fired
generation even with the LFE System and the RPPI subsidy. In the long term, the
modelling suggests annual capacity increases of non-wind renewable energy of
about 500 MW per year, most of which would occur even without the RPPI policy
— i.e., as part of the BAU forecast.

Project Green assumes that incremental new cogeneration facilities built in
response to the accelerated depreciation allowance policy will offset 9 Mt of GHG
emissions by 2010. Assuming that natural-gas-fired cogeneration has a heat-to-
power ratio of 4.3, to offset 9 Mt of GHG would require about 16,500 MWe of new
cogeneration facilities by 2010.10 In order to be attributable to the policy, these
facilities would need to be in addition to what would have been installed in the
absence of the policy.

C.D. Howe Institute Commentary 17

Figure 4: Historic Installation of Biomass and Small Hydroelectricity Generation 
in Canada Since 1900

Source: CIEEDAC (2005a).

10 Renewable energy generators may also qualify for the accelerated capital depreciation allowance,
but all capacity increases for these sources have been discussed in previous paragraphs.
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Cogeneration is a decades-old technology that has long been competitive in
some cases with conventional centralized generation of heat and power. So far
Canada has about 7,000 MWe of cogeneration capacity (see Figure 5). Since
cogeneration has grown especially quickly over the past decade, even without the
new capital cost depreciation policy, it would likely continue growing in the
absence of the policy. It is unlikely that the accelerated depreciation policy could
cause much expansion above that which would have occurred, because this
change to tax rates will not dramatically change the financial prospects of
cogeneration investments.11 Optimistically, Canada might install 2,000 MWe of
cogeneration capacity by 2010 above that which would have been installed in the
absence of the policy; that would reduce GHG emissions by 1.1 t from the BAU
scenario. Over the long term, if the policy is maintained at current levels, the
modelling suggests that Canada might install an incremental 8,000 MWe of
cogeneration capacity by 2040 as a result of the policy’s continuance, given the fact
that cogeneration is competitive in several cases if there is enough time for capital
stock turnover.

18 C.D. Howe Institute Commentary

Figure 5: Cogeneration Capacity in Canada Since 1940

Source: CIEEDAC (2005b).

11 A recent survey of operators of combined heat and power facilities in Canada conducted by
CIEEDAC revealed that only about one-third of existing facilities are actually taking advantage of
the accelerated capital cost allowance because of restrictions on the allowance and lack of
knowledge. It is therefore unlikely that the new policy will stimulate a dramatic uptake of
combined heat and power in the short term.
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Climate Fund

The Project Green documents state: “The purpose of the Climate Fund is to create
a permanent institution for the purchase of emissions reduction and removal
credits on behalf of the Government of Canada, which will be one of the primary
tools for Canada’s approach to climate change“ (Canada 2005b, 20). This initiative
was announced in Budget 2005 with funding of $1 billion over five years although
the government’s projection of GHG emission reductions in the range of 75 to 115
Mt annually over the period 2008 to 2012 is based on total funding of $4–$5 billion
over five years. The Climate Fund would be available to purchase domestic
emission reductions — both through a domestic offsets program and through
funding reductions in other countries — for which Canada can receive credit
towards its Kyoto commitment.

The Project Green documents do not specify the likely allocation of purchases
between domestic and international sources; a competitive process will be used to
make purchases, but the Climate Fund’s primary mandate is to promote domestic
reductions. The domestic offsets program is discussed in detail in the following
section.

International credits purchased by the Climate Fund may include project-
based credits from both developing countries and industrialized countries that
have ratified the Kyoto Protocol. Assigned Amount Units, generated when a
country exceeds its emission reduction target, can also be purchased by Canada
under Kyoto. These credits may be the result of emission reductions caused by
economic decline in Central and Eastern Europe rather than by any deliberate
GHG reducing activity; these are commonly known as “hot air.“

The impact of the Climate Fund on Canada’s GHG emissions depends on
future funding levels, prices for international and domestic credits, political
decisions about how many of each type of credit to buy and international
agreements after Kyoto. The impact of the Climate Fund in 2010 and 2040 was
estimated on the basis of the following assumptions.

• The budget is assumed to be $1 billion per year over the period 2008 to
2012 (total of $5 billion allocated to the Climate Fund). This amount is
within the range of government funding expectations but is much greater
than the $1 billion committed so far. To extrapolate the impact of the
Climate Fund to 2040, the funding of $1 billion per year is assumed to
continue. This is in line with the Climate Fund’s mandate to become a
permanent institution.

• A domestic offset price of $17 per tonne CO2e is assumed during the Kyoto
time frame. This is based on the supply curve derived in the following
section.

• There is a great deal of uncertainty surrounding future prices for
international credits recognized under the Kyoto Protocol. The World Bank
reports that between January 2004 and April 2005, prices for Certified
Emission Reductions issued under the Clean Development Mechanism
were in the range of US$3 to $7.15/tCO2e, with a weighted average of
US$5.63 (Lecocq and Capoor 2005). It is expected that Assigned Amount
Units from Russia, Ukraine and other transition economies will sell at
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lower prices than the other types of international credits owing to doubts
about their legitimacy. In this study the average price for international
credits purchased using the Climate Fund is assumed to be C$8/tCO2

between 2008 and 2012.
• Assuming that the goal for the post-Kyoto phase will be to include more

countries (especially the U.S., China and India) and much more ambitious
targets over a longer period, the international credit prices are likely to
reflect the long-run cost of investments that move toward a zero-emission
energy system. Over the past several years, a near-consensus has emerged
among researchers and policy advisers about these costs, especially in the
case of electricity generation. Globally, zero-emission sources of electricity
are likely to cost about US$50–$70 per tonne of carbon dioxide emissions
abated, increasing electricity generation costs by 30 to 60 percent compared
to conventional coal and natural gas electricity generation (Sims, Rogner,
and Gregory 2003). It is assumed that an international credit price of C$80
will be reached in the post-Kyoto time frame. In this analysis, international
credit prices increase gradually from $8 in 2012 to $40 in 2020 and to $80 by
2040. Domestic credit prices are projected to reach $40 per tonne by 2020
and $80 per tonne by 2040.

• International credit prices are expected to be lower than domestic credit
prices during almost all of the 30-year period analyzed in this study, with
international and domestic offset prices converging by 2040. As a result, a
significant number of credits will be purchased from international sources
during the Kyoto time frame, despite the political preference for buying
domestically. In this simulation of Project Green, it is assumed that only 30
percent of credit purchases by number (50 percent by budget) in 2008 are
domestic GHG reductions but that this portion rises to 40 percent by 2012,
and then to 85 percent by 2040.

On the basis of these assumptions, the impact of the Climate Fund on domestic
GHG emissions is an annual reduction of 28.9 Mt from BAU levels in the Kyoto
time frame. The reduction potential of the fund’s annual budget, which is eroded
over time by rising credit prices, is an annual reduction of only 10.6 Mt in 2040.
Reductions from domestic and international credit purchases together are
estimated at 92.5 Mt in 2010 and 12.5 Mt in 2040. The Climate Fund therefore
achieves its target reduction of 75 to 115 Mt annually between 2008 and 2012, but
the majority of this contribution is from international credit purchases. The free-
rider problem with the Climate Fund is discussed in the following section.

Offset System

The Offset System seeks to create a market for GHG emission reductions in which
individuals, businesses and organizations can sell credits for their GHG reductions
to LFEs, the federal government and potentially other domestic buyers. The
program, which would be phased in during 2006, would make any actions since
January 1, 2000, eligible for offset credits (Canada 2005c). Currently, any emission
reduction or removal activity that is not subject to the LFE regulations would be
eligible to generate offset credits.
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There are considerable difficulties in establishing what effect, if any, offset
systems may have. The credits issued are based on an estimate of the proponent’s
BAU emissions, and emissions reductions must be shown to be in addition to
those resulting from other federal incentives and regulation. In practice,
considerable uncertainty and judgment are involved in determining whether a
particular project would have been undertaken without the offset subsidy
(Mascher 2000). If credits are awarded for reductions that would have been made
without the credit incentive, actual GHG emission reductions will be less than
credited under this program. Again, this is because of the ubiquitous free-
ridership problem facing all subsidy programs in a world in which there are
always some BAU investments that increase energy efficiency and reduce GHG
intensity. The free-ridership problem is particularly serious for the Offset System,
which proposes allocating retroactive offset credits to projects completed since
2000.

Because of this identification problem, a significant portion of the offset credits
are assumed in this study to be captured by free riders. This is reflected in Figure
6, where the offset credit supply curve eliminates actions induced by other
government programs and assumes 50 percent free-ridership. It is therefore a
residual supply curve for GHG abatement in Canada, calculated by subtracting
other programs from abatement curves estimated previously with the CIMS
model.
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Figure 6: Offset Credit Supply Curve in 2010

Source: Authors’ calculations.
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Partnership Fund

Some actions related to reducing GHG emissions are at least partly under
provincial jurisdiction. The Partnership Fund is designed to allow the federal,
provincial and territorial governments to work together on strategic projects to
reduce GHG emissions. Potential projects include investments in a carbon dioxide
pipeline (for capture and storage projects), cellulosic ethanol plants, enhanced
transmission grids between Manitoba and Ontario and between Prince Edward
Island and New Brunswick, and development of regional climate change centres.

The 2005 Budget provided funding for the Partnership Fund of at least $50
million per year from 2005 to 2010, with amounts to be added as projects are
identified and developed. Project Green envisioned total Partnership Fund
spending of $2 to $3 billion over the next decade and expected 55 to 85 Mt of GHG
reductions annually from 2008 to 2012 as a result of such spending.

The Partnership Fund is essentially a continuation of the existing
Opportunities Envelope program, which was announced in 2003. Like the
Partnership Fund, the Opportunities Envelope was aimed at fostering cooperation
with the provinces on climate change issues; it was allocated about $50 million a
year ($160 over three years), about the same as currently allocated to the
Partnership Fund. The Opportunities Envelope operated for only two years before
being subsumed by the Partnership Fund, but a review of its operation over these
two years provides a starting point for evaluating the potential effect of the
Partnership Fund. During its two-year operation, the Opportunities Envelope
provided funding to 29 projects at a cost to the federal government of about $54
million. In total, according to Project Green documents, it is expected that the 29
funded Opportunities Envelope programs will reduce GHG emissions by about 2
Mt annually.12

As in other subsidy programs, it is likely that many of the GHG reductions
that are allocated to the Partnership Fund would have been made in the absence
of the policy. For example, if the government invests in a CO2 pipeline for
enhanced oil recovery, it cannot be sure if such an investment would have gone
ahead anyway, for the oil industry has been building CO2 pipelines for enhanced
oil recovery for years, and this kind of activity is bound to increase as
conventional oil supplies dwindle and if the price of oil remains high. Indeed,
some of these investments are already included in the BAU scenario used in this
paper. The evidence that was outlined earlier suggests that a prudent assumption
is that at least 50 percent of the actions under subsidy programs such as the
Partnership Fund would have been taken anyway.

At the current level of funding, there are likely to be only minimal real GHG
reductions from the Partnership Fund (less than 1 Mt annually). Even if funding is
increased to about $250 million annually by 2007, as Project Green documents
suggest might be possible, a maximum incremental GHG reduction of only about
16 Mt annually during the Kyoto time frame is projected, far short of the 55–85 Mt
envisioned in Project Green. The modelling conducted for this project shows that
if funding were maintained constant at $250 million annually through 2040,

22 C.D. Howe Institute Commentary

12 This projection is based on ex ante estimates from project proponents and Natural Resources
Canada, and it may be optimistic.
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annual GHG reductions would increase to about 21 Mt in 2020 before declining to
about 14 Mt in 2040 as a result of the rising cost of domestic GHG reductions. This
analysis assumes a 50 percent free-rider rate of projects funded by the Partnership
Fund. It also assumes that GHG reductions instigated by the Partnership Fund last
an average of eight years.

Other Programs

As noted, the federal government has used information programs to encourage
energy efficiency and GHG emissions reduction for almost two decades. These
policies include moral suasion, like the recently terminated One Tonne Challenge,
and similar advertising and public involvement campaigns to raise awareness of
opportunities to reduce GHG emissions. The government has also provided
information on energy savings and GHG emission reductions with labelling
programs like EnerGuide and Energy Star. Some policies foster research and
development on innovative technologies that could reduce emissions, like new
industrial catalysts and improved house energy efficiency. Some policies, like the
house retrofit incentive and the Commercial Buildings Incentive Program, offer
modest subsidies to stimulate investment in energy efficiency. Finally, the
government intends to continue retrofitting its own buildings and improving the
efficiency of its vehicle fleet. In Project Green, the federal government estimated
that its continuation and intensification of these efforts would reduce GHG
emissions by 46 Mt during the Kyoto time frame.

As discussed above, research into demand-side management programs run by
electric and natural gas utilities has found that information programs on their own
have had little effect. Similar studies have found that subsidies to encourage
energy efficiency have a smaller effect than initially assumed because of free-
ridership. In this study, therefore, these other subsidy programs are also assumed
to have 50 percent free-ridership when their effect on GHG emissions is calculated.
In the case of pure information programs, like the One Tonne Challenge, the best
estimate is that they have only a negligible effect on technology choices and
behaviour. Nonetheless, in this study information programs are assumed to have
some effect, but only about half of that claimed by the government. In total, the
likely effect of other Project Green domestic policies is a reduction in emissions of
21.1 Mt in the Kyoto Protocol time frame and a further 3.5 Mt through
international projects. By 2040, this increases to 27 Mt as the residential and
commercial building stock and the industrial sector increase in size.

The Effect on Canada’s GHG Emissions

In its Project Green documentation, the government predicted that during the
Kyoto time frame this program would reduce GHG emissions by 230 to 300 Mt
relative to a BAU trajectory. This study estimates that the policy of relying on
information and subsidies to encourage voluntary action would more likely
reduce emissions by only 175 Mt and that only half of these reductions would be
in Canada (see Table 2). This estimate is based on funding levels and policies for
Project Green in the period 2006–2012 that were committed to but not allocated by
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the previous federal government, namely, a 500 percent increase in funding for the
Climate Fund and the Partnership Fund, implementation of the Large Final
Emitter system, funding for the Renewable Power Production Incentive and
increased funding for the Wind Power Production Incentive.

The Project Green documents also say it “is a plan that makes sense for
Canada’s future“ (Canada 2005b, 33). Since the purpose of all GHG emissions
reduction policy is to stabilize atmospheric concentrations of GHGs, today’s policy
approaches should be evaluated for their ability over a longer period to cause the
dramatic emission reductions that are required for stabilization. However, when
the policy approach represented by Project Green is projected over a 35-year time
frame to 2040, Canadian GHG emissions will continue their upward trend,
reaching 1,000 Mt by the final year (see Figure 7). This would be about 135 Mt
below the projected BAU level but far above the 2005 level of emissions and even
farther above Canada’s commitment under the Kyoto Protocol.

The Intergovernmental Panel on Climate Change says that if GHG emissions
throughout the world continue to rise at the BAU rate, CO2 emissions would rise

24 C.D. Howe Institute Commentary

Policy

GHG Reductions in 2010 (Mt) GHG Reductions in 2040 (Mt)

Projection in
Project Green

Estimate in This Study Estimate in This Study
Domestic International Total Domestic International Total

Large Final Emitter System 36.0 15.0 21.0 36.0 43.0 — 43.0 

Climate Fund 75–115 28.9 63.6 92.5 10.6 1.9 12.5 

Offset System — — — — — — — 

Partnership Fund 55-85 16.0 — 14.0 — 14.0 

Renewable Energy Policies

Wind Power Production 
Incentive 3.0 3.0 

— 
3.0 7.5 

—
7.5 

Renewable Power 
Production Incentive 3.0 1.5 

— 
1.5 7.5 

—
7.5 

Class 43.1 Accelerated 
Depreciation Allowance 3.0 1.1 

— 
1.1 4.4 

—
4.4 

Total 15.0 5.6 — 5.6 19.4 — 19.4

Memorandum of Understanding 
with Automakers 5.3 3.5 

— 
3.5 20.0 

—
20.0 

Other Policies and Programs

One Tonne Challenge 5.0 2.5 — 2.5 3.0 — 3.0 

Federal House in Order 1.0 1.0 — 1.0 1.2 — 1.2 

Pre-existing Programs 40.0 15.1 3.5 18.6 18.2 5.0 23.2 

Houses 1.4 — 1.4 1.6 — 1.6 

Buildings 0.1 — 0.1 0.2 — 0.2 

Industry 3.2 3.5 6.7 3.8 — 3.8 

Transportation 2.2 — 2.2 2.6 — 2.6 

Renewable Energy 2.3 — 2.3 2.7 — 2.7 

Green Municipal Funds 1.0 — 1.0 1.2 — 1.2 

Agriculture 5.0 — 5.0 6.0 — 6.0 

Total 46.0 18.6 3.5 22.1 22.4 5.0 27.4 

Total 230–300 87.6 88.1 175.7 129.4 6.9 136.3 

Table 2: Assessment of GHG Reductions Attributable to Project Green

Source: Project Green projections from Canada (2005b); authors’ calculations.
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from their current annual rate of 20 gigatonnes up to 50–60 gigatonnes by 2040
and 75–110 gigatonnes by 2100 (IPCC 2001). This implies an atmospheric CO2

concentration of 700–850 ppm by 2100, which, according to the IPCC, will cause
substantial temperature increases by the latter part of the century. 

Not only is a continuation of Project Green unlikely to contribute much to the
achievement of Canada’s policy objective, but it will cost a great deal. If this policy
were maintained roughly as it is until 2040, the total cost to Canadian taxpayers
would be $12 billion by 2012 and $83 billion by 2040. The total costs over the 35
years would be equal to $32 billion in present value (using a discount rate of 6
percent for the time value of money).

Alternative Policy Approaches

If Canada is serious about its GHG objective, it must consider alternative policy
approaches. The policies that seem to be more successful are ones that legally or
financially impede GHG emissions. One such policy would be a gradually
increasing tax on GHG emissions. Decades of experiments with environmental
taxes — including CO2 taxes in several jurisdictions — have shown that a properly
designed tax can achieve its goals at reasonable cost. Governments could reduce
other taxes, so that there was no net tax increase. Industries whose exports were
threatened could be given some tax exemption and assistance with emissions
reduction. Lowering taxes that inhibit new investments could make industry

C.D. Howe Institute Commentary 25

Figure 7: Projected Impact of Project Green on GHG Emissions

Source: Authors’ calculations.
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better able to adapt to the new circumstances. Tax payments could be returned to
provincial governments to prevent the policy from causing transfers between
regions. The tax could be set at a modest level at first but could be scheduled to
rise gradually, so that it affected new investment decisions but not the profitability
of old equipment.

If the public is not yet ready for complete reliance on the taxation approach,
this policy could be combined with, or replaced by, market-oriented regulations
that required the development and adoption of non-GHG-emitting technologies
(Jaccard et al. 2003). California, for example, requires vehicle manufacturers to
achieve a growing market share for vehicles with zero and near-zero GHG
emissions. The manufacturers can trade among themselves to meet their
obligations, and the long time frame allows for development and market testing of
options like battery-electric, plug-in hybrid, hydrogen fuel cell and bio-fuel.
Penalties for non-compliance ensure that manufacturers are motivated to refocus
their R&D and marketing to promote cleaner cars.

In the case of energy production, Canada’s nascent emission cap and trade
regulation for large industrial emitters would provide greater confidence about
environmental effectiveness if it included gradually tightening caps or even an
absolute cap. Its industry-specific emission caps must be tightened; otherwise, the
rapid growth of a high-emissions activity like oil sands production will drive
national emissions higher.

Another market-oriented regulation would be to shift the burden for emission
management back to the fossil fuel industry, which would be required to take
responsibility for the fate of the carbon it handles, just as industries must do with
other potentially harmful substances. This carbon management standard would
require anyone extracting carbon from the earth’s crust to ensure that it did not
end up in the atmosphere (Jaccard 2005). At first the obligation would apply to
only a small percentage of carbon extracted, but the percentage would be
scheduled to gradually rise. This phase-in approach would allow time for industry
to gain experience without large increases in production costs, for the cost of GHG
control to fall and for the government see if other countries imposed equivalent
constraints on their industries. To minimize compliance costs, all activities
engaged in carbon extraction and processing (oil sands production, oil refineries,
coal mines, electricity generators, pipelines, gas processors) would be allowed to
form consortia in order to meet the total requirement as cheaply as possible. Over
time, some adjustment to the schedule could be allowed in response to new
information about compliance costs and the seriousness of the risk of climate
change.

While evidence suggests that these policies are likely to be more effective, they
are not without substantial costs. It remains to be seen if Canadians are willing to
make these expenditures as part of an international effort to address the climate
change risk.

Conclusion

For 15 years Canadian governments have layered one GHG policy over another —
the 1990 Green Plan, the 1995 National Action Program on Climate Change, Action
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Plan 2000 on Climate Change, the 2002 Climate Change Plan for Canada, and
Project Green in 2005. The names changed, but not the policy approach, which
consisted primarily of offering information and subsidies to encourage voluntary
emission reductions. But without substantial restrictions or charges for emitting
GHGs, Canadian emissions have continued to grow, outstripping the emission
targets and commitments set by the government. Investments in energy supply,
infrastructure, buildings and energy-using devices continue the GHG-intensive
path and increase the costs of diverting from it in future. This is to be expected in
a market economy where there are many benefits to businesses and individuals
from burning fossil fuels, which is a high-quality form of energy, and these actions
overwhelm the effect of voluntary GHG reduction efforts.

In spite of mounting evidence that its policies are not effective, Canada’s latest
major policy initiative, Project Green, represented an intensification of the
information and subsidy approach. A forecast based on continuing this policy
approach suggests that Canadian emissions would increase by 50 percent within
35 years. As designed, even the anticipated regulation of industrial emissions
would be swamped by growth in key sectors such as oil sands production and
fossil-fuel-based electricity generation. If this policy approach continues, we will
spend at least $80 billion over the next 35 years — but without reducing GHG
emissions.

Many Canadians believe we have been taking action on climate change when
we have actually been doing little. In fact, it could be argued that without a
substantial shift in policy, we will be burning our money to warm the planet.
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Appendix

The table below delineates the key assumptions that were used to develop the
BAU scenario (and sensitivity scenarios) used in this study. Many other
assumptions were also required, but the ones shown have the greatest effect on
overall GHG emissions, as well as the most uncertainty.

28 C.D. Howe Institute Commentary

BAU Justification

Population 37.9 million by 2030. Based on 
maintenance of overall immigrat-
ion quota, 1%/year decrease in 
birth rate, 0.85% per year increase 
in death rate. 

UN forecasts show Canada‘s 
population growing to 37.5 
million by 2035. U.S. Census 
Bureau forecasts growth to 40 
million.a

GDP Grows at 2.6% per year. Canada’s GDP has grown by 2.8% 
annually from 1987 to 2004, Con-
ference Board of Canada projects 
growth at 2.6% per year to 2020.b

Autonomous energy efficiency
improvement

Industry and oil and gas = 0.6% 
per year; electricity generation
= 0.25-0.3% per year; transportat-
ion = 0.25% per year

Energy intensity improved in 
several industrial sectors by about 
1% per year from 1997 to 2002.c

Increase in demand 2% per year growth in air 
conditioning demand; 1% per 
year growth in residential and 
commercial energy service demand

Oil sands production Oil sands production grows 
at 4% per year to 6.14 mbd by 
2030

Forecast based on Canadian 
Association of Petroleum Producers
and Government of Canada 
estimates.

Increase in transportation demand 0.6% per year increase in per 
capita light-duty vehicle travel

Appendix Table: Key Assumptions in the Business-As-Usual (BAU) Forecast

a http://www.sustainableworld.com/data/population/prop_proj_samp.htm.
b Historic GDP growth in constant 1997 dollars from Statistics Canada; Conference Board of Canada 

report available at www.conferenceboard.ca.
c Canada (2004).
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