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Southern California Gas Company - 1996 Earnings Verification


Introduction and Executive Summary


Executive Summary


ECONorthwest was retained by the Office of RatePayer Advocates of the California Public Utility Commission (“ORA” and “CPUC”) to audit the Southern California Gas Company’s (“SoCalGas”) claim for $1.932 million in shareholder incentives for activities and expenditures related to Demand-Side Management (“DSM”) programs during the 1996 program year. 


The major findings of this audit of selected DSM programs are:


Information reported in the program tracking system databases generally captures faithfully the information in the paper application files.


SoCalGas could not locate and provide all the application files in the audit sample for the Commercial Energy Efficiency Incentives Program.  As a result, ECONorthwest was able to statistically verify that SoCalGas overstated energy savings and customer incentives by 3.5 percent, and customer costs by 2.7 percent.  Modification of SoCalGas’ earnings claims summary tables based on these findings produces a $51,000 reduction in shareholder earnings for this program.


As occurred during the 1995 program year, SoCalGas’ field representatives inconsistently determined customer costs.  This anomaly could, potentially, result in the incorrect calculation of customer incentives and incremental measure costs.


The mechanisms and calculations contained in SoCalGas’ electronic filing of earnings claims summary tables (“E-tables”) for shared savings and performance adder programs are satisfactory.  However, SoCalGas continues to report end-use elements for the CEEI Program that are not consistent with Table C-4 of the Protocols.


Administrative costs are high relative to comparable DSM programs of other utilities.  This is particularly worrisome in light of the fact that energy savings declined 11 percent from the previous program year while DSM spending increased 7.5 percent over the same time period.


Introduction


The audits performed by ECONorthwest covered the verification of information reported by SoCalGas in its Demand-Side Management Annual Program Summary Report, filed with the California Public Utilities Commission on April 29, 1997 in conjunction with its 1997 AEAP earnings claim application.  In that report, SoCalGas claims $1.552 million in earnings for shared savings programs and $0.379 million in earnings for performance adder programs.  The total earnings claim for the 1996 program year amounts to $1.932 million and supports SoCalGas’ reported energy savings of 14.9 million therms.�  Compared to the 1995 program year, shareholder earnings and energy savings have declined by 48 and 11 percent, respectively.


Scope of Study


ECONorthwest followed standard verification practices in its audit of SoCalGas’ shareholder incentives.�  The basic steps of the audit included:


Verification of the accuracy of program performance and cost data through detailed inspection of program tracking systems and customer application files as provided by SoCalGas staff;


Verification of shareholder incentive calculations by review of parameters and calculations used in the E-tables;


Verification of the aggregate estimate of measure costs reported in the E- and D-tables by assessing their reasonableness with documentation contained in customer application files and consistency with relevant Table C Protocols; and


Review of administrative cost measurement and allocation, including  an assessment of the reasonableness of administrative costs associated with DSM activities by comparing those costs across utilities.


Programs Studied


SoCalGas managed four conservation/energy efficiency programs during the 1996 program year (“PY96”) for which it is claiming shareholder earnings.  These are the Commercial Energy Efficiency Incentives and Residential Energy Efficiency Incentives shared savings programs, and the Residential, Commercial, and Industrial Energy Management Services and Direct Assistance performance adder programs.


Shared Savings Programs


ECONorthwest’s application verification effort focused on two shared savings programs—the Commercial Energy Efficiency Incentives (“CEEI”) and the Residential Retrofit Energy Efficiency Incentives (“REEI” or “DSM Pilot Bidding”) programs—which accounted for $1.552 million in claimed shareholder incentives, or 80 percent of total DSM earnings.  In accordance with D.93-12-043, adopted by agreement in the Test Year 1994 General Rate Case and updated in D.94-10-059, SoCalGas’ CEEI and DSM Pilot Bidding programs are subject to shared savings treatment.  As such, shareholder incentives are based on 30 percent of program net benefits, i.e., the Performance Earnings Basis (PEB).


The CEEI Program offers commercial customers incentives for replacing existing natural gas equipment with high efficiency equipment (exceeding minimum efficiency standards) and installing weatherization measures.�  Customer incentives are based on the type of measure installed, and the estimated therm savings or “overall” cost of installation.


In May of 1995, SoCalGas entered into a DSM pilot bidding contract with Delta Pro-Tech (subsequently purchased by Energx Controls, Inc.,) to market and install energy saving equipment in multi-family units.  Under this program, property owners are offered incentives—based on verified energy savings—to install conservation measures in order to reduce their water heating fuel bills.  According to SoCalGas’ program tracking system and earnings application (page II-5), 345 central water hear controllers were installed in PY96.  This represents 77 percent of program goals.


Performance Adder Programs


In addition to the resource programs described above, SoCalGas manages Energy Management programs (residential, commercial, and industrial) and one Direct Assistance program (residential and nonresidential combined) that are eligible for shareholder incentives based on a performance adder mechanism.  For expenses and activities during PY96, SoCalGas is claiming $0.379 million in recorded shareholder earnings, based on adopted incentive rates and recorded expenditures, and subject to minimum performance goals.�  ECONorthwest did not conduct a file review for any of SoCalGas' performance adder programs.  Our audit, instead, focused on the parameters and calculations contained in the E- and D-tables, as well as on administrative costs.


Procedures for Application-Level Review


The verification process reviewed, at some level, residential and nonresidential conservation programs that comprise over 80 percent of claimed earnings, and utilizes program tracking systems and individual customer application files to substantiate reported earnings.  ECONorthwest's review procedures for the CEEI and REEI Programs generally focused on the following steps.


Identify the claimed performance measures in the database for the applications in a sample drawn for each program.  Potential performance measures include measure counts, annual and lifecycle energy savings (therms), incentives, measure costs and incremental measure costs.  The purpose of this step is to verify that application data matches that present in the database used to calculate earnings claims.


Locate the documentation in the sample files to check claimed performance measures.  Verify calculations of the performance earnings basis if possible.


Compare claimed performance to verified performance.  Determine the direction of impact on the earnings claim of verified changes.


Document the ease or difficulty in verifying claims and make recommendations to assist future verification efforts.


ECONorthwest staff verified all entries in the program tracking system with those found in the customer application files.  Given the tight time constraints, attention was focused on the key parameters of the incentive mechanism(s); namely, energy savings, incremental costs attributed to the installed energy efficiency measure, amount of the customer incentive paid by SoCalGas, and the costs incurred by the customer.�  The secondary variables that do not impact the incentive earnings calculations were subject to a more cursory inspection and cross-check to identify possible sources of inconsistency.


The primary variables mentioned above were visually inspected, cross-checked, and recalculated using verified parameters and the appropriate algorithm(s).  In addition, ECONorthwest verified dates on invoices, incentive checks, and check requisition forms to ensure that expenditures occurred during PY96.  Throughout the verification process, ECONorthwest staff entered revised numbers, as well as unedited SoCalGas’ numbers, into new program databases.  Each variable and observation was equipped with a logical statement that would return a value of 1 if an error or inconsistency occurred.  This proved to be extremely useful for tracking inconsistencies, managing the verification effort, and statistically evaluating the findings.


Documentation


In total, ECONorthwest requested application files for 74 observations (as identified by customer account number).  SoCalGas supplied relevant documentation for 71 of these observations, as well as supporting documentation for calculations and methodologies used to produce the estimates reported in their DSM earnings application.  The sample documentation included copies of:


the application for participation and the program agreement form;


issued incentive check, complete with an itemized check stub and check requisition form;


invoices;


miscellaneous documents, such as: engineering specifications and drawings, correspondence with manufacturers and contractors, recalculations (if performed), and inter-office memos.


Sampling


For each program, a stratified random sample was drawn for which ECONorthwest staff verified all entries in the program tracking system with those found in the customer application files.


Sample Design


The first step in the audit process was to select a stratified random sample of customers for each of the two programs.  The sampling strategy developed by ECONorthwest and its subcontractor was chosen to minimize the number of applications to be audited, as well as attain interval bounds and confidence levels of plus or minus 2.5 percent and 95 percent, respectively.�  That is, instead of stipulating a 90 percent confidence region of size +/- 10 percent of claimed savings, we imposed a 95 percent confidence region of size +/- 2.5 percent of claimed savings.  (In other words, we are 95 percent confident that the sample mean lies within 2.5 percent of the actual mean.)  We imposed the stricter conditions on our estimates in order to be sure of meeting the looser condition in practice.  Some "slippage" can be expected inasmuch as the formula for determining the degree of precision delivered by a given stratification assumes that the variance of actual, verified savings in each stratum is known beforehand.  In practice, however, we do not know the variance of verified savings beforehand, but instead compute variances of claimed savings in the hope that these will capture with reasonable accuracy the actual savings variances.  After the optimal sample size is determined, the sample is allocated to the strata using the Neymann Allocation Method.� 


In general, ECONorthwest based the sampling strategy over not only the number of stratum, but also over the size of a census stratum drawn from the top of the sample.  The use of a census stratum is efficient when there exists a few applications with disproportionately large claimed savings relative to other applications.  Instead of including these applications in the stratified random sample design, they are grouped together as a stratum and censussed, i.e., every application is reviewed.  For a given number of stratum, the optimal size of the census stratum was determined iteratively, by calculating required sample sizes using the Dalenius-Hodges� method for all possible census sizes (including zero).  The distribution of sample and population observations are depicted in the introductory tables for each program.  In total, ECONorthwest attempted to verify the information contained in 64 customer account files with the information entered in SoCalGas’ program tracking systems.


The Commercial Energy Efficiency Incentives Program


SoCalGas attributes 1,837 Mtherms in energy savings and is claiming $1.189 million in incentive earnings for the CEEI Program.  As with the REEI Pilot Bidding Program, the CEEI Program is eligible for shareholder incentives based on the shared savings mechanism.  For this program, the measures that were reviewed included cooking, space heaters, R-19 ceiling insulation, boilers, gas engines, and dryers.  SoCalGas staff assisted ECONorthwest in clarifying the specific engineering formulae that were used to develop the energy savings estimates, the utility formulae that were employed to calculate customer incentives, and subsequent adjustments or deviations from those formulae.


Sampling Method/Size


ECONorthwest received individual customer application files (as identified by unique customer ID numbers) for 51 of the 54 observations in the stratified random sample depicted in Table 1.  In correspondence from SoCalGas staff, it was revealed that these files could not be found.  It should be noted, as is evident in copies of electronic mail contained in the Appendix to this report, that ECONorthwest allowed the utility until close of business on Friday, June 15, to deliver the application files.


Table 1:	Strata for the Commercial Energy Efficiency Incentives Program


�


Replication Procedure


ECONorthwest’s file review of the CEEI Program revealed that, for all available applications, the energy savings reported by SoCalGas were correctly calculated and supported by documentation in the application files.  Indeed, the equipment and customer details reported in the “Equipment Information: Section 1” of SoCalGas’ DSM incentive application facilitated the review of this parameter.  The three missing application files mentioned above, however, contained energy savings totaling 37,765 therms and are included in strata six and seven of the stratified random sample.  Since we were unable to verify any of the claimed performance measures in these three files, the only verification remedy for these applications was to set verified amounts to zero.


As in PY95, ECONorthwest uncovered a systematic error in the customer cost variable caused by SoCalGas' customer representatives inconsistently including taxes, freight, and/or installation costs in the reported customer cost.�  The omission of these cost components affects the calculation of incremental measure costs and, possibly, customer incentives.  For the former, excluding taxes, freight, and/or installation costs will cause the incremental measure costs to be under-reported by the full amount of those costs.�  For the latter, customer incentives will be under-reported to the extent the incentive was based on "applicable customer costs" as opposed to the "equipment rating" of the installed energy efficiency measures.  That is, SoCalGas determines customer incentives based on 20 percent of applicable invoice costs or a predetermined incentive rate ($/therm) times the energy savings associated with the installed equipment, which ever is less.  ECONorthwest did not make any adjustments unless they were clearly and completely substantiated by customer invoices.


In addition to the findings described above, ECONorthwest encountered instances where the invoice date preceded the application date.�  SoCalGas' own Terms and Conditions specifies that "in order to qualify for an incentive, SoCalGas must validate the Application and execute this Agreement prior to Customer's order to purchase of the proposed energy system (“System”) described in the Application."  Indeed, the proper verification remedy for these applications would be to set therms savings to zero.  However, in most of these cases, SoCalGas customer representatives and account executives included a memo or note in the application file which explained this variance.  ECONorthwest chose to treat these anomalies in a manner that gives the utility the benefit of any doubts and accepted these explanations as reasonable, even in cases where the memo or note was undated and the explanation terse.


Table 2 below describes the reported and revised estimates for the strata and the weighted results for the population.


Table 2:	Review of the Commercial Energy Efficiency Incentives Program


�


Results


For each parameter reviewed, ECONorthwest calculated a verification ratio by comparing the sum of the claimed amount in the sample with the sum of the verified amount.  Each of these sums is computed by strata, with stratification weights applied to the individual values to provide a corrected weighted sum for both the utility’s claimed value and the verified value from the application review.  The ratio between these two totals is the verification ratio.  The mean and standard deviation of this ratio allow a t-statistic to be computed, based on the null hypothesis that the verification ratio is one.  This hypothesis assumes that the reported and verified amounts are equal and result in no net change in the load impacts claims, net benefits, or program earnings claims.  In all cases, the t-statistic must meet a significance criteria of 10 percent (1.64 or greater) to be considered significant.


Table 3 illustrates the verification results.  ECONorthwest found the difference between the reported and verified figures (based only on the missing applications in the sixth and seventh strata) for therm savings to be statistically significant.�  That is, the errors associated with this variable results in a t-statistic with an absolute value in excess of 1.8, thus, we can reject the null hypothesis (with a 90 percent level of confidence) that measured differences are zero.  In this case, the verification ratio of 0.965 demonstrates that SoCalGas overstated energy savings and, as such, ECONorthwest recommends a 3.5 percent reduction  in claimed therm savings for the CEEI Program.


In addition to the missing application files, ECONorthwest’s file review revealed additional minor errors (attributed primarily to the omission of taxes, freight, and installation costs) in SoGalGas’ calculation of  customer costs and customer incentives.  In total, these inconsistencies were found to be statistically significant with verification ratios of 0.973 and 0.965, respectively, for customer costs and customer incentives.  Accordingly, ECONorthwest recommends a downward revision to both reported amounts.


Table 3:	Verification Results of the Commercial Energy Efficiency Incentives Program


�


The Residential Energy Efficiency Incentives Program (DSM Pilot Bidding Program)


For expenditures and activities associated with the DSM Pilot Bidding Program, SoCalGas is claiming $0.468  million in incentive earnings and $3,076 in net resource benefits.


Sampling Method/Size


The DSM Pilot Bidding Program involved the installation of only one type of conservation measure (central water heater controls), thus, ECONorthwest and its subcontractors selected a random sample stratified on number of units installed, based on the assumption that they were all of relatively equal size.  Table 4 below describes the randomly-drawn stratified sample used in the verification process.


Table 4:	Strata for the Residential Energy Efficiency Incentives Program 					(DSM Pilot Bidding Program)


�


Replication Procedures


ECONorthwest reviewed 20 out of 65 total applications in the DSM Pilot Bidding Program.  With only one measure type involved, the documentation contained in application files was  concise and the verification process straightforward.  ECONorthwest’s file review of this program revealed no inconsistencies between information reported in the program tracking system and that captured in application files.


Results


ECONorthwest recommends that SoCalGas’ energy savings and shareholder earnings claim for the DSM Pilot Bidding Program be accepted with no modifications.


Measure Cost Verification


Measure costs are included in the application audit because they are used to indirectly calculate incremental measure costs and customer incentives.  As such, the measure cost parameter is a crucial, albeit indirect, component in the determination of program net benefits and earnings.


In contrast to PY95, where program tracking systems included an incremental measure cost variable, SoCalGas’ currently calculates incremental measure costs at the result level.  That is, the invoice field is summed across various measure types and a pre-determined, measure-specific percentage is applied to total invoice dollars to calculate incremental measure costs.  ECONorthwest determined that SoCalGas' reporting of measure costs is consistent with Table(s) C of the Protocols, where it is outlined that "Measure cost estimates must be based on (a) costs shown on collected customer invoices adjusted to calculate incremental measure costs."  Customer invoices were included in all of the sampled application files enabling ECONorthwest to verify that SoCalGas consistently calculated incremental measure costs as a percentage of the customer cost recorded on these invoices.  In addition, the intermediate spreadsheets used in the development of the E-tables were reviewed to ensure that the methodology was consistently employed across applications and measures, and compliant with the Protocols.


Administrative Cost Verification


One of the most difficult steps in the audit and verification process (especially in a quantitative sense) involves the administrative costs associated with DSM activities in general, and among DSM programs in particular.  Unfortunately, this task is handicapped by the lack of standardized administrative cost reporting procedures; namely, the full itemization or allocation of hours worked on DSM and non-DSM activities.


Our procedure for evaluating the administrative cost allocation process has two elements:


A review of available documents that describe the cost allocation process;


Comparison, across utilities, of administrative costs associated with gross program categories.


Procedure


Excluding incentives, labor cost is the primary cost element in DSM programs at utilities.  Accordingly, an administrative cost management process should have the following elements in some form:


A system for continuously accounting for employee time spent on individual programs and projects.  Ideally, this is achieved through time-sheets filed weekly by employees, in which the employee accounts for his/her time by project/activity number.  Alternatively (but less desirably) this can be achieved by periodic surveys of employees to establish proper time allocation percentages;


A system for monitoring and periodically reviewing the employees' reported time allocations.  Typically, this is achieved by calculating performance statistics, by employee, and by activity;  


A system for rapidly redeploying staff time from surplus areas to deficit areas;


An internal incentive structure that rewards accurate accounting of staff and other administrative cost allocations.


According to electronic mail exchanges with SoCalGas staff, administrative costs are allocated at a program level and then again at a measure level.  At the program level, non-labor administrative costs are directly assigned to functional accounts associated with the applicable program.  These are tracked through SoCalGas’ accounting computer system, known as BAS.  Labor costs are allocated based on historical FTE requirements, which are updated on a quarterly basis through survey.  The reason for this is that an individual account executive may be working on a number of different programs.  Short of "clock-punching," SoCalGas determined that the most accurate way of allocating FTEs is through a survey.


At a measure level, administrative costs are allocated based on the allocation method employed in the forecast.  This may have been by TRC unloaded net benefits, number of jobs, or energy savings.�  In all cases, however, actual measure-level allocation was consistent with that used at the forecast level, and is shown in the cost-effectiveness print-outs that were attached to the Technical Appendix of the report.  In general, although there have been no major changes from the previous program year, SoCalGas staff have done a much better job of describing the utilities’ administrative cost allocation procedures.


In addition, internal audit reports or time allocation studies (since labor represents the bulk of administrative costs) were not conducted for PY96.  Given the relative size of overall DSM activities at SoCalGas compared to other California utilities, however, it is not entirely unexpected that additional resources would not be allocated to such studies.


Peer Group Comparisons


A second approach to analyzing the justifiability of administrative cost allocations is to compare these costs across utilities, within approximately similar program categories.  The inherent difficulty in doing so, of course, is the variety in types of programs implemented by the various utilities, and the ambiguity, therefore, of appropriate normalizing variables.  Nevertheless, peer comparisons can provide rough insights, especially if the comparisons use reasonably generous criteria to detect variance in utility administrative cost performance.


In the table on the following page, recorded costs and benefits data from the 1996 Demand-Side Management Program Annual Summaries (Table E-1) are tabulated by utility.  The utility's administrative costs (UAC) are then presented as percentages of various normalizing quantities, including utility incentive payments (UIC), incremental measure costs (NIMC), and net total resource benefits (NTRB), all of which are (arguably) alternative measures of the scale of the activities conducted by the utilities.  In the final panel of the table, these ratios are compared to the average of these ratios across the four utilities.  Only ratios that exceed the mean by more than 50 percent, or are smaller than the mean by more than 50 percent are flagged as, respectively, "high" or "low".  Thus, the criteria for detecting deviations from typical practice are quite generous. 


�
Table 5:	Peer Group Comparisons of Administrative Costs


�


�
Administrative Costs as a Share of Program Costs


Per Table 2.1, page II-30, of SoCalGas’ Demand-Side Management Report, expenditures by the utility on DSM activities amounted to $26.325 million in PY96. Administrative costs during the same program year totaled $8.28 million.


Peer Group Comparisons of Administrative Cost Ratios


On an overall basis, SoCalGas compares poorly with other California utilities, i.e., the administrative cost ratios for their aggregate DSM Program are comparatively high with one cost ratio in excess 50 percent of the mean of all utilities.  SoCalGas’ claimed administrative cost (UAC) is 31 percent of its net total resource benefit (NTRB).  The same ratio is 16, 15, and 7 percent for SCE, PG&E, and SDG&E, respectively.  On an individual program basis, the administrative costs ratios for SoCalGas' shared savings programs appear high across all measures.  With the exception of administrative costs as a percent of incentive costs, the same is true for their Energy Management Services, and Direct Assistance programs.


System and Documentation


We have cited above the strengths and weaknesses of the systems designed to track internal labor cost allocations to DSM activities.  These systems generally result in low error rates in the translation of data prepared for residential and commercial customers to the data used in the earnings calculation.  The disadvantage of some of these computerized systems is that it is often difficult to recreate the calculations from the hard copy documentation without capturing, in the file, the intermediate calculations performed by the computerized process.  Compared to the previous program year, SoCalGas’ documentation and reporting of the shared savings and performance adder earnings mechanisms are substantially improved.  In addition, improvements have been made in the documentation of procedures and calculations used in their program tracking systems. 


In summary, SoCalGas is to be commended for its low error rates and thoroughness of tracking system documentation.  For the most part, the documentation in application files was outstanding.  Nevertheless, from a verification standpoint, it is particularly worrisome that SoCalGas could not locate the missing application files for the CEEI Program.  In light of the increasing use of computerized database systems and the problems that were encountered during the current verification effort, it is essential for SoCalGas to: (1) improve archiving procedures of documentation used in the development of program tracking systems; (2) convey to customer representatives the correct methodology for determining applicable customer costs; and (3) update automated processes until, at a minimum, the application has been closed or the program year has ended.


�
Appendix


ADMINISTRATIVE COSTS





From: Alec Josephson


To: Crundall, Martin - TPMHC


Subject: Earnings verification


Date: Thursday, June 19, 1997 10:16AM





Two follow-up questions Martin:


1) Did SoCalGas commission any independent verifications of their DSM


programs for PY96?


2) Please explain how SoCalGas allocates administrative costs.  Also, is


there documentation available that describes the cost allocation


process?  Thanks, Alec





From: Crundall, Martin - TPMHC (6/19/97)


To: Alec Josephson





RE: Earnings verification


Hi Alec;





1.  Nope.


2.  Admin costs are allocated at a program level and then again at a


measure level.  By Program, non-labor administrative costs are directly


assigned to functional accounts associated with the applicable program.


These are tracked through the company's accounting computer system,


known as BAS.  Labor costs are allocated based on historical FTE


requirements, which are updated on a quarterly basis through survey.


The reason for this is that an individual account executive may be


working on a number of different programs.  Short of "clock-punching"


the most accurate way we found of allocating FTEs was through a survey.


This has all been documented in prior AEAPs; the procedures have not


changed.


   At a measure level, the costs are allocated based on the allocation


used in the forecast.  This may have been by TRC unloaded net benefits,


number of jobs, energy savings, or maybe a custom allocation was


required due to work profiles that did not align with one of these


proxies (the gas a/c measure is a good example here; significant load


impact that doesn't necessarily require the same ratio of work for, say,


a fryer; it could be a lot MORE per BTU/Ton or a lot less, or whatever).


 Allocation at the Actual level was consistent with that used at the


forecast level, and is shown in the cost-effectiveness print-outs that


were attached to the TA of the report.


   I am rooting around looking for anything that has been written up on


this in the past; I can't find it immediately, thus the above-typed


answer.  When I find it (I know this has been communicated before in


prior AEAPs) I'll shoot it your way.


   Hope this helps!


   Martin


p.s. If I come up with those three missing apps sometime in the very


near future, can the report be modified or is it too late?





Received: from mail-lax-3.pilot.net (205.139.40.17) by portland.econw.com


 with SMTP (Apple Internet Mail Server 1.1.1); Thu, 19 Jun 1997 11:08:14 -0800





MISTAKEN FILE





From: Alec Josephson (6/13/97)


To: Martin Crundall


                                  Earnings verification-PRIORITY!!!


 Question 3:  As part of the CEEI sample, we requested application number


  AYK2301.  You sent us a file labeled AYK2301, but which contains documentation


  for application number AV22301.  Can you please send/fax the contents for


  AYK2301 ASAP.  I must have this no later than close of business today or


  tomorrow morning (and yes, I know tomorrow is Saturday).  Thanks, Alec





From: Crundall, Martin - TPMHC (6/13/97)


To: Alec Josephson


RE: Earnings verification-PRIORITY!!!


Alec;


   I found a guy in the Orange County office to fax this to you.  You


should be receiving it shortly.


   Martin





>Participant: 	Yorba Linda Water District


>Rep:		Alex Y. Kim (714) 634-8187 ML 8313


>Region:		Orange Coast








MISSING FILES FOR THE CEEI PROGRAM





From: Alec Josephson (6/19/97)


To: Martin Crundall


                                  Earnings verification


 Question 4:  Are you going to be able to get me the three missing files by COB


  today or Saturday morning?





From: Crundall, Martin - TPMHC (6/13/97)


To: Alec Josephson


RE: Earnings verification


I forwarded your message to Kevin, but I don't think so.  They tell me


they found one, but I haven't received it yet. ...





>----------


>From: 	Alec Josephson[SMTP:josephson@portland.econw.com]


>Sent: 	Friday, June 13, 1997 3:47 PM


>To: 	Crundall, Martin - TPMHC


Received: from mail-lax-2.pilot.net (205.139.40.16) by portland.econw.com


 with SMTP (Apple Internet Mail Server 1.1.1); Fri, 13 Jun 1997 16:26:50 -0800








QUESTION RE INCLUSION OF TAXES AND FREIGHT IN CUSTOMER COSTS





From: Alec Josephson (6/19/97)


To: Martin Crundall


                                  Eanrings verification


 Question 2:


 Last year they did, but I want to make absolutely sure with you that, this


  year, customer costs should include taxes and freight.  





RE: Eanrings verification


Re: Q2: Confirmed, Mr. Sulu. (yes)


Re: Q1: digging this up now.


>From: 	Alec Josephson[SMTP:josephson@portland.econw.com]


>Sent: 	Friday, June 13, 1997 9:41 AM


>To: 	Crundall, Martin - TPMHC


>Subject: 	Eanrings verification


Received: from mail-lax-3.pilot.net (205.139.40.17) by portland.econw.com


 with SMTP (Apple Internet Mail Server 1.1.1); Fri, 13 Jun 1997 13:17:11 -0800








QUESTION RE INCREMENTAL MEASURE COSTS





From: Alec Josephson (6/19/97)


To: Martin Crundall


                                  Earnings verification


 All is well on the earnings verification front, but I have one quick question


  regarding the program tracking system data that you sent to us.  How come we


  do not have incremental measure costs as a variable in the database?  Please


  advise ASAP.  Thanks, Alec.





From: Crundall, Martin - TPMHC (6/13/97)


To: Alec Josephson


CC: Imamura, Kevin J. - TPKJI


RE: Earnings verification


Alec;


   Here's the message from Kevin:





The way we get to "Incremental Measure Cost" for most measures (i.e. not


including the ones where the incremental cost is the full invoice cost)


is by calculating it based on a percentage of the Invoice (or full


equipment) cost.  The percentages are in the $meas_IncrCosts table.





-Kevin





If you don't have this or cant fig how to use it, let me know (leave


URGENT phone mail on 213-244-2823 by pressing *#3 [star-pound-three]


when you're done recording.  I'll get paged).  No matter time of day.


>----------


>From: 	Alec Josephson[SMTP:josephson@portland.econw.com]


>Sent: 	Friday, June 13, 1997 3:34 PM���


� Conservation and energy efficiency programs only, i.e., does not include fuel substitution programs.


�Typically, the review process involves the verification of data in program tracking systems with information contained in application files and obtained through site visits.  ECONorthwest and its consultants chose to devote resources to utilities with significantly larger earnings claims, thus, no field verification was conducted for SoCalGas.


�SoCalGas refers to this program as the High-Efficiency Commercial Equipment Replacement Program (CER), however, in order to maintain consistency between utilities, ECONorthwest describes it as the CEEI Program.


�In contrast to the shared savings mechanism, shareholder incentives attributed to performance adder programs are not based on ex post verification of net benefits.  For SoCalGas, the performance adder mechanism for the Energy Management Services and Direct Assistance programs offers a 5% rate of return on program costs (subject to two adjustment factors), provided that the program meets a pre-defined performance standard of 75% of goal.


�For PY96, the program tracking system does not contain a field for incremental measure costs.  That component of the earnings claim is based on the measure installed and a predetermined percentage of invoice costs, and is calculated at the result level as an intermediate spreadsheet in the E-tables.


�This design clearly “over samples” from the standpoint of 90/10 testing criteria.


�The allocation method is taken from Levy and Lemeshow, Sampling of Populations: Methods and Applications (New York: John Wiley & Sons, Inc., 1991) pp. 141-143, which we refer to as Neyman Allocation.  First, the proportions of the required sample size to be allocated to the strata are calculated based upon the populations and variances of the individual strata.  Next, the total number of customers to be sampled is calculated using the proportion, population, and variance of the individual strata, the mean of the entire population, and the chosen error rate and confidence level.  The sample size to be taken from the individual strata is then calculated by multiplying the total number to be sampled by the strata proportion.


�Dalenius-Hodges refers to a method for determining optimum strata boundaries that is particularly useful when the distribution of the stratification variable is skewed.  The population is sorted in ascending order by the stratification variable and then segregated into a large number of small temporary strata in which observations are counted.  The size of these temporary strata are determined by the relative density of the distribution at the particular point (the denser the distribution, the larger the number of temporary strata).  From here, a cumulative weighting variable is calculated for each temporary stratum as the square root of the range of each temporary stratum times the number of observations in that temporary stratum.  Final stratum boundaries are determined by assigning equal portions of the weighting variable to each final stratum.  That is, if it is decided that there will be five strata, then the strata boundaries will be designated so that each stratum contains 20% of the cumulative weighting variable.


�It was apparent from documentation in the application files that some of SoCalGas field personnel were not aware that these cost components should be included in customer costs.  Encouragingly, there were several instances where SoCalGas customer representatives or account executives made adjustments to applications to include these cost components. 


�From our review of incremental measure costs calculations in the E-tables.


� See, for example, Application #8050034.


� In all cases, the t-statistic must meet a significance criteria of 10% (1.64 or greater) to be considered significant.


�A custom allocation might be required due to work profiles that do not align with one of these proxies.  For example, the gas a/c measure may, potentially, have significant load impacts that don't require the same ratio of work as, say, a fryer.
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