Introduction and Summary

This report presents the Office of Ratepayer Advocates (ORA) review, findings, and recommendations for the 1999 Annual Earnings Assessment Proceeding (AEAP).  The 1999 AEAP will address the first earnings requests for 1997 program year (PY97) activities with disbursements made in 1998, the second earnings request for the 1997 program year, and the third earnings request for the 1994 program year.  ORA and its consultants reviewed the application and supporting documentation of Pacific Gas and Electric Company (PG&E), San Diego Gas & Electric Company (SDG&E), Southern California Edison Company (SCE), and Southern California Gas Company (SoCalGas).

For PY97 first earnings requests, ORA reviews underlying documentation and other available evidence to substantiate that the demand-side management (DSM) measures are actually installed on customer premises.  For PY97 second earnings requests, ORA reviews the earnings claims from the “ex post measurement” perspective.  That is, the utilities submit load impact studies with the second year earnings claims which either justifies or modifies the first year earnings claim.  ORA reviews the studies and replicates a subset of the studies.  The second year claims are then subject to “revisions” based on the results and review of these studies.  For PY94, ORA reviews the measure retention studies filed by the utilities to support the Effective Useful Life (EUL) estimates used to calculate third year earnings.

Table 1 summarizes the first and second earnings claims of the utilities and ORA’s recommendations.

Table 1:
1999 AEAP Shared Savings Earnings Claims and ORA Recommendations 

(in thousands of dollars)
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PY97 First Year Earnings Issues

Under the supervision of ORA, the first year verification process is conducted by the consulting firm ECONorthwest and their subcontractors.  ORA’s consultants verify individual, first year application files as part of the annual AEAP process.  The verification process begins with the development of a sampling frame for each utility program.  Generally, this sampling frame uses a stratification scheme based on the load impacts reported in the program tracking systems provided by the utility.  The sampling exercise uses a stratified random sampling methodology to select the files for further analysis, resulting in a request for individual paper application files and supporting program databases from the utility.

After the sampled application files are received from the utility, they are examined for the presence of necessary documentation, such as invoices, coupon payments, application forms, etc.  Generally, files are expected to be complete, since the purpose of sampling the population is to be able to represent the actual documentation practice in a statistically robust manner.  Consequently, the absence of an important supporting document may lead to the elimination or reduction of the load impact or cost elements associated with the application.

The files are then examined for consistency with the earnings claim filing for that application.  That is, the data in the paper record is reviewed and, as necessary, compared with the data in the electronic records supporting the earnings claim.  This effort includes examination of documentation of base case assumptions, measure types, evidence of installation, and documentation of load impact calculations resulting from those measures.  Frequently, an application file draws on lookup tables that provide information on incremental measure costs and other variables that affect the earnings claim.

Having established the accuracy and completeness of the paper and electronic records supporting the claim, an engineering review is conducted when relevant.  The goal of the engineering review is to verify the appropriateness of any involved engineering assumptions and parameters affecting the claim, including review of connected load, operating hours, and other relevant operating conditions regarding both the base and installed measure cases.  In addition, the engineering calculations are reviewed to see if they are consistent with standard engineering practice.  In some cases, this process in augmented by an on site review.

Claimed and verified load impacts, measure costs, and incentive costs for reviewed applications are used to calculate verification ratios for each component of the earnings calculation, by program.  These verification ratios are built up from individual application file adjustments (to the extent any are made), and are calculated using stratum weights consistent with the population sampling scheme.

The verification ratios are used by ORA to adjust the filed earnings claim.  For example, a verification ratio of 0.9 will result in a 10 percent reduction in the performance measure used in the formula to calculate earnings.  Likewise, a verification ratio of 1.1 will result in a 10 percent increase in the performance measure.  Adjustments are made only if the verification ratio is significantly different from 1.0, at conventional levels of statistical confidence.  A program may be affected by several different verification ratios (e.g., one affecting load impacts estimates and another affecting incremental measure costs).  Consequently, any application file error affects the earnings claim adjustment by an amount that depends on (1) the size of the adjustment, (2) the population weight associated with that and other adjustments, (3) the statistical precision of the resulting verification ratio estimate, and (4) the presence or absence of other, offsetting adjustments in other performance measures.

A.
PG&E

Table 2 shows the adjustments that ORA recommends for PG&E’s PY97 first earnings claim, based on the application review.

Table 2:
Recommended Adjustments for PG&E
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The adjustments reported in Table 2 above, resulted in a $6.30 million reduction in PG&E’s first year earnings for PY97 DSM Programs.  These impacts on PG&E’s summary earnings tables (E-tables) are presented, by program, in Table 3 below.

Table 3:
Results of E-table Adjustments (in thousands of dollars)
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B. SoCalGas

ORA and an independent third party, CTG, Inc., conducted an engineering review of SoCalGas’ Commercial Energy Efficiency Incentives Program (also called the Energy Edge Program).  Eleven projects were reviewed and agreements were reached between ORA and SoCalGas on adjustments related to those applications.  However, ORA and SoCalGas have not reached an agreement on the appropriate net-to-gross ratio for this program.  Table 4 reports the adjustments recommended by ORA based on the application review.  Agreed upon adjustments result in a $789,000 reduction in SoCalGas’ earnings for this program.  Further adjustments based on ORA’s recommended net-to-gross ratio (0.75) result in a $1.280 million reduction in earnings.  These results are shown in Table 4 below.

Table 4:
Results of E-table Adjustments (in thousands of dollars)
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PY97 Second Year Earnings Issues

The ORA-recommended earnings levels for PY97 second earnings claims are based on a variety of considerations related to the load impact studies completed by the utilities or consultants for the utilities.  The load impact studies are intended to represent actual load reductions attributable to PY97 projects, as measured in the months following the installation of energy efficiency measures.  These ex post measurement studies are the basis for: (1) demonstrating that load reductions (and the associated benefits to all ratepayers) have occurred, and/or (2) adjusting the load impacts (and the associated benefits to all ratepayers and shareholder earnings) that were estimated at the time of the first earnings claim in a manner that represents the measured load impacts of the study.

ORA consultants completed a total of 28 Review Memos (RMs) and Verification Reports (VRs) for utilities’ second earnings claim.  A Review Memo represents a paper review of a particular load impact study submitted by the utility.  A Verification Report, on the other hand, represents a more extensive activity by ORA’s consultants, including an attempt to replicate the findings of the load impact study.  The verification report process includes the review and replication of the sampling, billing data, and modeling procedures used in the utility study or a detailed replication of engineering-based, project-specific calculations used in the study.  Additionally, ORA completed 20 VRs and 3 RMs of the measure retention studies submitted by utilities as part of their third earnings claim.  A Bibliography is attached to the end of this report that identifies, by utility, programs which were the subject of ORA’s RMs and VRs for PY97.

A. PG&E

For its second earnings claim for PY97, PG&E filed total earnings for shared savings and performance adder programs amounting to $31.531 million.  ORA’s review process focused on the shared savings programs, accounting for $30.228 of the total earnings.  ORA’s recommended adjustments are based on the review of PG&E’s industrial program as well as data entry anomalies encountered for the PSP aspect of the Commercial, Industrial, and Residential programs.  Adjustments based on these findings increase PG&E’s second earnings claim for PY97 by $10,000.  These results are described in Table 5 below.  The adjustments that form the basis for the increase in PG&E’s earnings are described in more detail below.

Table 5:
Results of E-table Adjustments (in thousands of dollars)
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Industrial Energy Efficiency Incentives Program (IEEI)

According to the Verification Report conducted for Studies #334A and #334B, adjustments were made to the lighting and process end uses in PG&E’s IEEI Program.  Per Tables 6 and 7 in the RM, the net-to-gross ratios and realization rates for all load impacts for the lighting and process end uses were adjusted.  In addition, ORA found the kW and kWh realization rates for the PSP element of this program transposed in PG&E’s E-tables.  As a result of these combined recommended adjustments, PG&E’s revised earnings for this program increased from $5.236 to $5.353 million, or approximately $117,000.

PSP Programs

ORA reviewers encountered E-table data entry errors for the commercial, industrial, and residential PSP programs.  The errors were attributed to the transposition of the kW and kWh values in the feeder sheets that are linked directly to the E-3 tables for these programs.  PG&E acknowledged these errors in a 8-16-99 email to ORA consultants.  The impacts of these adjustments on earnings are shown in Table 5, above.

B. SDG&E

For its second earnings claim for PY97, SDG&E filed total revised earnings for shared savings programs amounting to $17.065 million.  ORA’s recommended adjustments reduce the claim by approximately $1.934 million or 11.3 percent, to $15.131 million.  These results are described in Table 6 below.  In addition, the adjustments that form the basis for this reduction in SDG&E’s second year earnings are described by program below.

Table 6:
Results of E-table Adjustments (in thousands of dollars)
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Commercial Energy Efficiency Incentives Program (CEEI)

Per Tables 2 and3 (nonmilitary and military commercial customers, respectively) in the VR for Study 1025, it is recommended that the average net load impacts for the indoor lighting end use in the nonmilitary sector be adjusted.  Miscalculations in the study form the basis for this recommendation.  There are no adjustments recommended for the HVAC end use in either the nonmilitary or military sector of this program.

Industrial Energy Efficiency Incentives Program (IEEI)

As a result of the review memo for Study 1019, ORA consultants are recommending changes in load impacts and net-to-gross ratios for the process and lighting end uses.  For the lighting end use, it is recommended that the net-to-gross ratio for kW and kWh be changed to 0.75.  This reduced the net load impacts attributed to this end use by approximately 23 percent.  In addition, changes to individual projects for the process end use were recommended for both the gross realization rate and net-to-gross ratio.  Together, these changes lead to a 35 percent reduction in net load impacts.  There are no recommended changes for the motors end use.

In addition to the recommended adjustments described above, ORA consultants determined that there were several projects or applications in the IEEI Program that were misclassified by the utility.  The load impacts for these applications were reallocated to the miscellaneous end use in the CEEI Program.

C. SCE

Based on ORA’s recommended adjustments, SCE’s second earnings claim for PY97 is reduced by $4.651 million.  This reduction represents the sum of the earnings reductions for the CEEI and IEEI programs and is reported at the portfolio level (2nd to last column of E-1) because of apparent summation inconsistencies with portfolio totals that include measurement costs (last column of E-1).)  These results are described in Table 7.  In addition, the adjustments that form the basis for this reduction in SCE’s earnings are described by program below.

Table 7:
Results of E-table Adjustments (in thousands of dollars)
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Industrial Energy Efficiency Incentives Program (IEEI)

ORA recommends several changes to the gross load impacts and net-to-gross ratios for the various end uses in SCE’s IEEI Program.  These recommended adjustments are based on the verification results reported in Tables 9, 10, 11, and 12 in the Verification Report conducted for Study #568.  It should be noted that the E-tables submitted by SCE were not conducive to the verification and subsequent earnings adjustment process.  For the most part, the feeder sheets that produce the values that go into the E-3 and E-2 tables were not in proper working condition.  As a result, in addition to the standard verification efforts, ORA reviewers had to reconfigure the feeder sheets and rework most of the calculations performed within those spreadsheets.  As such, the impacts on earnings shown in Table 7 for the CEEI Program, most likely, represent approximately the correct amounts.  In the VR for this program, it is recommended that ORA and the utility continue work to fully map the load impacts for each end use.

Commercial Energy Efficiency Incentives Program (CEEI)

Per the VR conducted on SCE’s Study 567, ORA recommends that the net-to-gross ratios for the refrigeration and pumping end uses be revised from 0.80 to 0.75.  In addition, ORA recommends that the shareholder earnings for SCE’s CEEI Program be reduced by 10 percent to protect ratepayers from the potential overestimates of program impacts resulting from insufficient sample sizes.  As with the IEEI Program, it is also recommended that ORA and the utility continue work to fully map the load impacts for each measure within the miscellaneous end use category for the CEEI Program.

D. SoCalGas

ORA does not recommend any changes to SoCalGas’s PY97 second year earnings claim.

PY94 Third Year Earnings Issues

ORA reviewed the measure retention studies filed by the utilities to support the EUL estimates used to calculate third year earnings for PY94.  The two primary aspects of the verification of measure retention studies are: 1) evaluation of the data, documentation, and programming codes used in the modeling process; and 2) replication and assessment of the analytical procedures used in the study.  

Generally, given the ex ante estimates of the EULs and the relatively few number of failures that occur in the first three or four years of operation, most of the measure results from the retention studies were not statistically significant.  In several instances, where the ex post estimates were statistically significant but the number of failures were relatively small, the utilities chose not to accept the ex post estimates and, instead, relied on ex ante EUL estimates for the calculation of third year earnings.  ORA accepts the findings of the measure retention studies.
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