Introduction and Summary

· This report presents the Office of Ratepayer Advocates’ (“ORA”) review, findings, and recommendations for the 2001 Annual Earnings Assessment Proceeding (“AEAP”).  The 2001 AEAP addresses utilities’ first year earnings requests for activities associated with the 1997 program year (“PY”), but with disbursements made or committed in 2000; second year earnings requests for PY97; and third year earnings requests for the PY96.  ORA and its consultant reviewed the applications and supporting documentation of Pacific Gas and Electric Company (“PG&E”), Southern California Edison Company (“SCE”), San Diego Gas and Electric (“SDG&E”), and Southern California Gas Company (“SoCalGas”).

· The elements of ORA’s review process for each program year include:

· For PY97 first year earnings claims, ORA reviews underlying documentation and other available evidence to substantiate that the demand-side management (“DSM”) measures are actually installed, and that the utility has appropriately incorporated energy savings, customer incentives, and incremental measure costs presented in the application files into their filed earnings claims.  Because of utility-wide reductions in DSM activities and agreements reached between the utilities and ORA, PG&E is the only utility to submit a first year earnings claim on pre-1998 programs.

· For PY97 second year 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 savings claimed in the utilities’ first earnings claim.  ORA reviews the studies and replicates a subset of the studies.  Historically, the second year claims are subject to “revisions” based on the results and review of these studies.  PG&E was the only utility to submit load impact studies in this AEAP.  

· For PY96 third year earnings requests, ORA reviews the measure retention studies filed by the utilities to support the Effective Useful Life (“EUL”) estimates used to calculate third year earnings.  Although not required in this AEAP, ORA also reviewed all sixth year measure retention studies submitted by utilities in support of their future, fourth year earnings claim.

PY97 First Year Earnings Issues

Under the supervision of ORA, the first year verification process is conducted by the consulting firm ECONorthwest.  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 avoided costs reported in the program tracking systems provided by the utility.  However,  only one utility (PG&E) submitted a first year earnings claim on pre-1998 program activities and there are relatively few applications involved in that claim.  Thus, a census of applications was reviewed, thereby eliminating the additional step of extrapolating population totals from sampled verification results. 

After the application files are received from the utility, they are typically 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 this verification involves reviewing the documentation practices exhibited by the utilities.  Indeed, the absence of an important supporting document may lead to the elimination or reduction of the energy savings 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 measure types, project costs, and incentive payments, as well as documentation of load impact calculations resulting from installed energy efficient 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 typically conducted.  However, in this AEAP no engineering review was conducted of the application files submitted by PG&E in support of their first year earnings claim.  In previous AEAPs, this process has also been augmented by an on- site review.  No on -site reviews, however, were conducted during the 2001 AEAP for utility earnings on pre-1998 program activities.

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).

A.
PG&E

PG&E’s first year earnings claim involved 45 commercial and industrial sector applications from the utility’s Power Savings Partners (“PSP”) Program.  The verification effort conducted by ORA’s consultant supports the findings presented in the PG&E’s first year earnings request.  Consequently, ORA has accepted PG&E’s first year earnings claim of $3.916 million, as filed by the utility.  It should be emphasized that, unlike previous earnings proceedings, ORA did not perform an engineering review of application files supporting PG&E’s first year earnings claim.  This year’s review consisted only of a file level review that sought to verify that amounts reported in the application documentation matched amounts incorporated in the PG&E’s earnings claim.

PY97 Second Year Earnings Issues

As discussed previously in the First Year Earnings section of this report, due to the overall reduction in DSM activities and agreements reached between the utilities and ORA, the number of load impact studies submitted by utilities in support of their second earnings claims are significantly reduced in this AEAP.  Indeed, PG&E was the only utility to submit load impact studies in this AEAP.  

ORA consultant completed a review, in the form of a verification report (“VR”), of both load impact studies submitted by the utility.  A verification report typically represents a more extensive review, including an attempt to replicate the findings of the load impact study.  The verification report process generally 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.

Based on the results of ORA’s review and verification processes, ORA accepts the findings of the load impact studies.  A Bibliography is attached to the end of this report that identifies the programs that were the subject of ORA’s VRs for PY97.

PY96 Third Year Earnings Issues

ORA reviewed 18 measure retention studies filed by the utilities to support the EUL estimates used to estimate utilities’ third year earnings claims for PY96.  The two primary components of the verification process 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 their third year earnings claim.  ORA accepts the findings of the measure retention studies.  For a small number of studies, ORA’s consultants have suggested changes to the analytical technique and/or software used to perform the measure retention analysis.

PY94 Future, Fourth Year Earnings Issues
· As discussed previously, ORA also reviewed all sixth year measure retention studies submitted by utilities in support of their future, fourth year earnings claim.  Six retention studies were submitted during the 2001 AEAP, the results of which will be incorporated into the utilities’ fourth year earnings claim in future AEAPs.  With minor exceptions, the methodology and data collection strategies used in these studied mirrored methods utilized in the PY96 retention studies reviewed in this AEAP.  ORA accepts the results of these retention studies. 
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