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PG&E - First Year Earnings Verification

Evaluation of Pacific Gas & Electric Company’s First Year Earnings Claim for Pre-1998 Activities in 2000
Introduction and Executive Summary

Executive Summary

This study reports the findings from a review conducted by ECONorthwest of the data and procedures used by Pacific Gas & Electric Company (“PG&E”) in its Demand Side Management (“DSM”) shareholder earnings claim application filed with the California Public Utilities Commission (“CPUC”) as part of the 2001 Annual Earnings Assessment Proceedings (“AEAP”).  This verification includes (1) a review of claimed and verified resource savings and performance earnings basis (“PEB”), and (2) a general review of the adequacy of earnings claim and annual report documentation.  The purpose of this study is to verify PG&E’s earnings claim ($3.916 million) associated with pre-1998 DSM programs that had measures installed and inspected in 2000
.

PG&E’s first year earnings claim is attributed to activities associated with its Power Savings Partners (“PSP”) Program.  PG&E’s PSP Program is a DSM bidding program where winning bidders (“Partners”) implement energy efficiency measures, and are paid on a pay-for-performance basis over an eight to ten year contract life.  Measurement and verification (“M&V”) activities are performed by the Partners, using established procedures detailed in the “PSP Measurement and Verification Procedures Manual.”

ECONorthwest reviewed the documentation provided by PG&E in support of its first year earnings claim for completeness and accuracy.  An engineering review was not performed in this AEAP.  They are merely descriptions of the programs.  The major findings of the file review are:

· PG&E’s first earnings claim on pre-1998 program activities involves 3 partners, and 45 project applications.  The total claimed savings associated with DSM activities for these sites is 4,910 kW and 32,837,986 kWh.  Projects were undertaken in only the Commercial and Industrial sectors.  

· The verification performed by ECONorthwest supports PG&E’s earnings claim of $1.812 and $2.104 million for Commercial Energy Efficiency Incentives (“CEEI”) and Industrial Energy Efficiency Incentives (“IEEI”) program activities, respectively. PG&E’s effort to accurately report program results were evident throughout the verification process.   

Introduction

ECONorthwest’s verification of PG&E’s first year earnings claim consisted of reviewing the application files provided by the utility.  A census of applications from both the Commercial and Industrial sectors were reviewed for completeness and accuracy.

Scope of Study

Activities conducted under PG&E’s Nonresidential Energy Efficiency Incentive (“EEI”) shared savings programs resulted in a $3.916 million earnings claim.  The entire EEI earnings claim consisted of activities performed through the utility’s PSP program.  This program is divided into Commercial and Industrial sectors which individually contain 36 and 9 customer applications, respectively. This year, there are no earnings associated with the agricultural sector. 

Since the Partners implement measurement and monitoring efforts (which are also reviewed by PG&E or its consultants), ECONorthwest’s current verification effort is somewhat different than the conventional verification effort typically performed in past AEAPs.  That is, the current verification seeks to ensure that data provided by the Partners on energy savings and other parameters are appropriately incorporated into PG&E’s first year earnings estimate.

ECONorthwest reviewed the claimed amounts with amounts reported in PG&E’s tracking database.  Unlike previous proceedings, a review of the engineering calculations used to determine claimed savings levels at each site was not performed during this AEAP.

Brief Description of PG&E’s Power Savings Partenter Program 

The PSP Program is a bidding program agreed to as part of the January 1990 collaborative agreement.  PG&E worked with energy service companies (“ESCOs”), as well as customers and regulators to develop the program.  It was open to a diverse target market.  Different sections of the PSP Program are included as a component  of other programs, such as PG&E’s Nonresidential Energy Efficiency Program and Residential Energy Efficiency Program.  

Winning  bidders (“Partners”) implement DSM measures, and are paid on a pay-for-performance basis over an eight to ten year contract life.  Payments are based on projected or estimated savings, and modified as necessary after reconciliation with actual performance.  Overpayments, as necessary, are collectable by the utility under terms in each contract.

Measurement and verification (“M&V”) activities are performed by the Partners, using reporting, measurement and evaluation procedures detailed in the “PSP Measurement and Verification Procedures Manual.”  This manual adapts, as necessary, the conventional M&E protocols to the specific requirements of the PSP program.  

Procedures for Application-Level Review

The review performed by ECONorthwest involved the following steps:

· PG&E provided ECONorthwest with a database of all the participant application files included in the utility’s first year earnings claim on pre-1998 program activities.  

· Because there are few applications included in PG&E’s earnings claim, ECONorthwest requested the application files for all participants.

· PG&E provided copies of the documentation associated with each requested file (or applications) to ECONorthwest.

· The claimed performance measures in the database were identified.  Potential performance measures include annual and lifecycle energy savings (kilowatt hours and kilowatts).

· The documentation in the files was reviewed in order to check the claimed performance measures.  ECONorthwest completed a file level review of claimed savings and compared values reported in PG&E’s tracking database with the values represented in the application files.

· ECONorthwest integrated the findings of its file level review into a database containing claimed amounts.  For each sector, the total claimed savings, utility incentive costs, and participant incremental costs were recalculated.

· ECONorthwest compared the verified performance measures to the claimed performance measures, and determined the size and direction of recommended changes in the earnings claim, if necessary.

· PG&E’s claimed savings, as reported in the database sent to ORA’s consultants, were then compared to the savings claimed by PG&E in their filed E-tables.  A thorough review of PG&E’s E-tables and feeder sheets was conducted to ensure that the application level results were accurately aggregated and incorporated into PG&E’s earnings calculations.

Sampling

Sample Design

Given the limited number of applications, a census was conducted of the files associated with PG&E’s Industrial and Nonresidential New Construction Programs’ earnings claims.  ORA’s consultants requested and reviewed 36 files from PG&E’s CEEI Program and 9 files from the IEEI Program.  Since this represented a census of all program participants, subsequent statistical tests of significance for the verification ratios obtained from ORA’s consultant’s review were not required.

Verification for Nonresidential Energy Efficiency Programs

Power Saving Partners (“PSP”) Programs

Due to the nature of the PSP Program, the file review required a different verification technique than the other Nonresidential Energy Efficiency Programs.  The file review for this program is as follows:  

· Reported energy savings were verified for each application by comparing values contained in PG&E’s tracking database with savings amounts presented in the application files provided by PG&E.  ECONorthwest also reviewed the incorporation of the reported savings amounts into the E-tables filed in support of PG&E’s request for earnings.

· The rebate is based on the annual kWh savings and an agreed upon price per kWh between PG&E and the customer over a period of ten years.  The rebate calculations for the PSP program were verified in the 2000 AEAP but have not been verified in this AEAP.  However, ECONorthwest has verified that reported rebate amounts have been accurately included in PG&E’s E-tables estimates.

· ECONorthwest reviewed the calculation of incremental measure costs from information contained in the PG&E’s tracking database on total project costs.  PG&E has calculated incremental measure costs as the project cost times the net-to-gross ratio for each measure/end use category.

Commercial Energy Efficiency Programs

Sampling Method / Size

The earnings claim associated with the CEEI Program is $1,812 million.  Table 1 displays the applications involved in the commercial sector portion of PG&E’s earnings claim.  Since there are relatively few applications in this program, ECONorthwest reviewed a census of applications in this program.  Approximately 94 percent of the resource benefits associated with the commercial sector are attributed to the lighting end use.  HVAC and traffic signals comprise the remaining 6 percent of net resource benefit in the commercial sector.  

Table 1: Applications Included in PG&E’s Commercial Energy Efficiency Programs
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Verification Procedures

ECONorthwest followed the procedures outlined in the review procedures described above for the file review of the CEEI Programs.  Table 2 shows savings (kW and kWh), project costs, and incentive amounts reported in PG&E’s tracking database.  
Table 2:  Reported Key Parameters for PG&E’s Commercial Energy Efficiency Programs 
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Industrial Energy Efficiency Programs

Sampling Method / Size

The earnings claim associated with the IEEI Program is $2.104 million.  Table 3 displays the applications involved in the industrial program.  Since there are relatively few applications in this program, ECONorthwest reviewed a census of applications.  The process end use comprises 88 percent of the total resource benefits for the PG&E’s industrial sector claim.  The lighting end use makes up the remaining 12 percent of net resource benefits for the industrial sector.  

Table 3: Applications Included in PG&E’s Industrial Energy Efficiency Programs 
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Verification Procedures

Again, ECONorthwest followed the review procedures outlined above for the file review of the IEEI Program. Table 4 provides a breakdown of claimed savings, incentive payments, and project costs by application.  

Table 4: Reported Key Parameters for PG&E’s Industrial Energy Efficiency Programs
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Verification Results for the CEEI and IEEI Programs

Overall, the verification by ECONorthwest supports PG&E’s first earnings claim filed in May 2001.  ECONorthwest’s file level review indicates that PG&E’s tracking database accurately reports amounts presented in the application files.  Oversight by PG&E and its consultants of the raw data provided by the Partners appears to have been performed in good faith and incorporated correctly into PG&E’s E-tables. ECONorthwest recommends that ORA accept PG&E’s first earnings claim as presented in its first year earnings claim. 

Earnings Calculation Process

Shared Savings Programs

The earnings mechanism used for PG&E's Shared Savings Programs is complex.  However, the basic structure of their earnings mechanism consists of two primary steps: 

· The program accomplishments are compared to a minimum performance standard and a determination is made as to whether the program receives a penalty, no action is taken, or shareholder incentives are claimed.

·  The earnings, or penalty, is then calculated for each program.

For each shared savings program, the lifecycle energy savings of DSM measures must be calculated.  For the rebate programs, the energy savings were based on pre-determined values in the Advice Filing (1867-G/1481-E and the update 1867-G-A/1481-E-A).  The energy savings estimates for the custom measures were calculated in the customer applications.  These values are then converted into lifecycle avoided costs and lifecycle net benefits.  

Each program must then pass the Total Resource Cost (“TRC”) test and a portfolio level Performance Earnings Basis (“PEB”) must be calculated.
 If a program fails the TRC test, with a positive PEB, then the PEB is removed from the portfolio.  If a program fails the TRC test with a negative value, it must remain in the portfolio. 

Portfolios must meet 75 percent of the target PEB to claim earnings.  If the portfolio PEB falls between 0 and 75 percent of the target, no earnings are claimed on that portfolio, and if the PEB falls below 0, a penalty is assessed.  

Penalties, if applicable, are calculated on the amount that falls below zero, up to 100 percent of the total utility expenditures for that portfolio.  Earnings, if applicable, are calculated as 30 percent
 of the PEB.

System and Documentation

We have described above the procedures used to review PG&E’s first year earnings claim.  PG&E appears to have successfully operated its PY97 program that had incentives paid or committed in 2000.

In summary, the data and documentation provided by PG&E appear accurate and verification by ORA’s consultants proceeded without any difficulty. Amounts reported in PG&E’s tracking database matched amounts presented in the application files received by ECONorthwest. 

E-Table Adjustments

Because the file review indicates that the filing parameters presenting by PG&E in its earnings application match those values reported in the application files, ECONorthwest recommends that ORA accept PG&E’s first year earnings claim as filed in May, 2001.  It should be noted, that this year’s review did not incorporate an engineering review.  Therefore, the recommendation made by ECONorthwest in this verification report, may change if, in the future, an engineering review is conducted and claimed savings amounts appear to be misrepresented.
.�.�.�.�.�.�.�.�.




















� The earnings claim subject to the current verification effort deals with 2000 utility activities undertaken to fulfill commitments made to customers as the result of pre-1998 energy efficiency programs.  All programs being reviewed in this report have been administered with pre-1998 funds and are being claimed under the pre-1998 performance mechanism.  


� The Performance Earnings Basis is calculated as, PEB = ACnet - (UAC + (2/3) * PCnet) + ((1/3) * UIC) + MC) where, ACnet  is the net present value of avoided costs calculated from the programs actual energy savings accomplishments from DSM measures installed in 1996, UAC is the utility administrative cost, PCnet is the net participant cost (incremental  measure cost), UIC is the utility incentive cost (rebate amount), MC is the measure cost (customer cost).


�Information based on "Pacific Gas and Electric Company 1997 Annual Earnings Assessment Proceeding Shareholder Incentive Recovery for Pacific Gas and Electric Company's 1996, 1995 and 1994 Demand-Side Management Programs Testimony and Appendices."
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