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OPINION

Summary

This Phase 2 decision addresses shareholder incentive claims for pre-1998 Demand-Side Management (DSM) activities and 1998 and later energy efficiency programs.  At issue are verification of the program costs, benefits, and shareholder incentives, consistent with Commission DSM protocols and prior Annual Energy Assessment Proceeding (AEAP) decisions.

This Phase 2 decision adopts the Case Management Statement (CMS) sponsored by the Office of Ratepayer Advocates (ORA), San Diego Gas & Electric Company (SDG&E), Southern California Gas Company (SoCal), Pacific Gas and Electric Company (PG&E), Southern California Edison Company (Edison), and the Residential Energy Efficiency Clearing House, Inc. (REECH).  The CMS resolves the shareholder incentive claims for DSM program years (PY) pre-1998 commitments completed in 1998, the first earnings claim of SoCal for PY 1997 DSM programs, the second earnings claim for PY 1997 DSM programs, and the third earnings claim for PY 1994 DSM programs.

The Joint Recommendation on the PY 2000 Low Income Energy Efficiency (LIEE) Shareholder Incentive Mechanism (Joint Recommendation) resolves the PY 2000 low-income shareholder incentive issues and is adopted.

The PY 2000 LIEE shareholder incentives are split, with 25% available for mandatory programs and 75% available for non-mandatory programs.  These shareholder incentives will be collected in two installments.  The first half will be collected after evaluation in an AEAP proceeding following the PY 2000 program and the second half will be collected after evaluation in an AEAP proceeding following completion of the programs.  The utilities are allowed to determine their own non-mandatory measures eligible under the 75% portion.  The evaluation after program completion will not affect the incentives, but rather will be used to guide future program development.

The timing and amounts of PY 1998 non LIEE shareholder incentives are the remaining contested issues.  The PY 1998 shareholder incentives requested by the utilities are approved with the following exceptions:

· PG&E’s shareholder incentive for the 26-MS2 lighting controls program is reduced by half to $16,500.

· PG&E’s shareholder incentive for Energy Management Services (EMS) No. 2 for residential single family is reduced by half to $82,500.

The collection period for PY 1998 shareholder incentives is one year, subject to future true-up since certain of the programs in this record are commitments that may not materialize.  Therefore, the true-up will compare program commitments to recorded programs, and the results will be addressed in a future AEAP.

Background

In this decision, we consider the following issues:

1. The first earnings claim for pre-1998 PY commitments completed in 1998, consisting of shared savings programs and performance adder programs.

a. Shared savings programs provide for energy savings through installation of energy efficient equipment along with the same or improved conditions for residential customers, and the same or improved output levels for commercial, industrial and agricultural customers.  Shareholder incentives are based on a percentage of net benefits.

b. Performance adder programs are energy efficiency programs that may not be cost-effective or the savings may be difficult to measure.  They apply to both residential and non-residential customers and consist of equity and services programs and new construction programs.  Shareholder incentives are based on a percentage of program expenditures, collected in four installments over a 10-year period, in accordance with existing protocols.

2. For SoCal only, the first earnings claim for PY 1997 DSM programs.  All of SoCal’s PY 1997 DSM programs were terminated before the end of 1997 except for the Energy Edge and Residential Pilot Bidding programs, which extended into 1998, and are the subject of this shareholder incentive claim.

3. The second earnings claim for PY 1997 programs.  The first earnings claim was filed in the 1998 AEAP, and the second earnings claim is based on 50% of the revised total claim (25% of the earlier total claim was paid in the first claim).

4. The third earnings claim for PY 1994 programs is based on 75% of the revised total claim (50% of the earlier total claim amounts was paid, 25% in the first claim and 25% in the second claim).

5. PY 2000 low-income program shareholder incentives.

6. Verification of program costs and benefits for PY 1998 energy efficiency program claims.

7. PY 1998 low-income program shareholder incentive design and performance incentive caps for PY 2000 programs.

Hearings

Evidentiary hearings for Phase 2 were held at the Commission Courtroom in San Francisco on November 8, 9, 10, 12, and 15, 1999.  The proceeding was adjourned November 15, 1999 pending determination of whether further hearings would be needed.  Since no further hearings were requested, the proceeding is deemed submitted on receipt of reply briefs on December 17, 1999.

Issues

The CMS summarizes the status of issues as of November 2, 1999.  Many of the original disagreements between ORA and the utilities have been resolved through review of additional documents, records or updated information.  This status is summarized below:

	ISSUE
	POSITIONS OF PARTIES


	Shareholder
Incentives
	(millions)

	
	UTILITY
	ORA
	PRAHL-INDEPENDENT REVIEWER 
(for Energy Division)

	PY 1994-3RD Earnings Claim for Rates in 2000


	PG&E 
	$5.40

$20.20 life cycle
	agrees

agrees
	not applicable (N/A)

	SDG&E
	$2.81

$8.190 lifecycle
	agrees

agrees
	N/A

	SoCal
	$0.725

$2.898 lifecycle
	agrees

agrees
	N/A

	Edison
	$1.416

$4.974 lifecycle
	agrees

agrees
	N/A


	PY 1997-2nd Earnings Claim for Rates in 20003

	PG&E
	$6.02

$31.54 lifecycle
	settled

settled
	agrees

agrees

	SDG&E
	$3.955

$16.093


	settled

settled

settled
	advised ORA

advised ORA

	Edison
	$2.224 lifecycle

$15.397 lifecycle


	settled

settled
	advised ORA

accepted indep. reviewer recom.

Includes IEEI $8.051 lifecycle

And CEEI $5.516 lifecycle

	SoCal
	$0.716

$2.865 lifecycle
	agrees

agrees
	N/A

N/A


	PY 1998 First Year Earnings Claim for pre-1998 Program 
Commitments Paid in 1998 - millions3

	PG&E

	$4.25 in 2000

$4.25 in 2001 lifecycle
	settled

settled
	N/A

	SDG&E


	N/A
	
	

	SoCal
	$0.353 in 2000

$1.411
	settled

settled
	adopts indep. reviewer recom.
for net gross 0.75



	Edison
	$0.241 in 2000

$0.964 lifecycle
	agrees

agrees
	N/A

N/A


The other issue that had not been resolved earlier in the CMS is the PY 2000 LIEE shareholder incentive mechanism, which the parties later resolved in the Joint Recommendation.  We address the Joint Recommendation in a later section of this decision.

	PY 1998 LIEE First Earnings Claim3 


	PG&E
	$0.110 in 2000

$0.220 lifecycle
	agrees

agrees
	

	SDG&E
	$0.041958 in 2000

$0.08397 lifecycle
	agrees

agrees
	

	Edison
	$0.1215 in 2000

$0.243 lifecycle
	agrees

agrees
	

	SoCal
	$0.108 in 2000

$0.216 lifecycle
	agrees

agrees
	


Positions of Parties on Remaining Issues

ORA

ORA argues that it is imperative to have some level of verification of utility programs in order to insure that the expenditures lead to cost-effective conservation investments and support programs that will improve the state’s overall energy efficiency.   ORA notes that the verification procedures for pre‑1998 programs do not totally apply to PY 1998 and no agreement on procedures or protocols for verification for PY 1998 energy efficiency programs were developed.  Thus, ORA contends that its ability to verify PY 1998 results has been seriously impeded, and the Commission does not have an adequate record on which to judge the PY 1998 programs.

ORA believes that the self-verification proposed by the utilities based on utility developed milestones are inadequate as demonstrated during the hearings when ORA questioned the utilities on several of the milestones, and got incomplete and inadequate responses.  ORA recommends that the Commission defer much of the utilities’ PY 1998 earnings claims until adequate verification can be accomplished.  Otherwise the incentives may simply become a means of enhancing utility earnings.

ORA notes that in previous AEAPs, and in the component of this AEAP that addressed recorded costs, recorded benefits, and earnings claims for pre-1998 programs, the verification process relied on three regulatory documents:

· Policy Rules

· Reporting Requirements Manual

· Verification Procedures and Protocols.

However, ORA states that in this earnings claims for PY 1998 energy efficiency, only the first two regulatory documents were available, and the Reporting Requirements Manual was developed late, with no verification procedures or protocols developed.  Thus, ORA maintains that its ability to verify PY 1998 results was impeded and the Commission is left with an incomplete record.  However, ORA did accomplish a degree of review and verification, as evidenced by Exhibit 57, in which ORA recommends that the majority of the requested earnings claims be deferred, and smaller portions rejected.

ORA maintains that the Policy Rules adopted by the Commission in D.97-12-103 were recommended by the California Board for Energy Efficiency (CBEE), and they directed CBEE to propose a schedule and verification process for PY 1998 results.  ORA states that this clearly designated CBEE as responsible for verification, which CBEE failed to perform.  Thus the Commission does not have the information it needs to properly perform its AEAP responsibilities, in ORA’s view.  The Commission had intended to create the Independent Program Administrator, as discussed in D.97-02-014, D.97-04-044, and D.97-12-103.  However, since that didn’t occur for various reasons, the utilities continued to operate the programs.  The result was that neither CBEE nor ORA performed a meaningful verification of the programs for PY 1998.

ORA notes that Policy Rule III.C states:

“for purposes of reporting post-implementation program impacts, including satisfying performance requirements established for new or modified administrator performance mechanisms, the performance award may be affected by the reported net benefits.  The interim administrator must report committed and actual costs and benefits determined per Interim Rules II, D, E, and F.”

ORA states that Policy Rule II is the most important overall performance award policy rule.  ORA contends that the Commission must have full verification of PY 1998 programs both for this proceeding and to provide guidance for future AEAP proceedings.

PG&E

PG&E states that the only issue remaining in dispute is the amount and timing of the PY 1998 energy efficiency shareholder incentive.

PG&E states that the dispute regarding the PY 1998 shareholder incentive is between PG&E and ORA, but that TURN and REECH may also dispute some or all of PG&E’s claims.  PG&E contends that ORA’s dispute has to do with shift in emphasis from cost-effective energy efficiency activities to market transformation.  Under the concept of market transformation, there would be no long-term measurement studies linked to the shareholder incentive, and shareholder incentive payment would be made in the year following verification of the program by CBEE.

PG&E notes that CBEE was not doing any work on verification of the 1998 energy efficiency programs, stating that it understood that ORA would review and verify utilities’ earnings claims for PY 1998 and PY 1999.  In PG&E’s view, ORA chose to attack the incentive mechanism, instead of performing the verification.

PG&E argues that it is improper for ORA to, in effect, suggest returning to the previous methodology where incentives are allowed only when energy savings are proven through traditional protocol measurement and evaluation studies.  PG&E believes that ORA should have raised its concerns about market transformation incentives in the development of the PY 1998 incentive mechanism adopted in D.97-12-103, rather than in these proceedings.

SDG&E

In SDG&E’s opinion, the only remaining issue in dispute concerns the PY 1998 energy efficiency shareholder incentives.  SDG&E refutes ORA’s position that all performance incentives must be based on a showing of resource savings measured on an ex post, after the fact, basis.

SDG&E notes that D.97-12-103 approved a PY 1998 performance incentive mechanism and a performance incentive cap of $3.199 million for the first nine months of 1998.  Subsequently in Resolution E-3555, the Commission extended SDG&E’s role as interim administrator through the end of 1998 and increased the performance incentive cap to $3.790 million.

SDG&E believes its shareholders are clearly entitled to incentives in the amount of the performance cap, and that ORA’s position that these incentives must be deferred or rejected pending ex post facto verification of the program results is flawed and contrary to recent Commission decisions.

SDG&E itemizes the performance incentives for the 1998 programs that qualify for incentives, which total more than $6.233 million, far more than the performance incentive cap that they are limited to.  SDG&E argues that performance incentives may be based on committed projects, but regardless, its performance incentives for projects actually completed in 1998 far exceed its performance cap of $3.790 million.

Edison

Edison states that all shareholder incentives for the program years that are subject of this proceeding have been settled between Edison and ORA, except for the PY 1998 energy efficiency claims.

Edison argues that it should be granted the shareholder incentives it requests for the PY 1998 programs, Edison developed and implemented those programs consistent with all applicable Commission rulings.  The PY 1998 mechanism is geared toward market transformation and is a departure from previous years’ programs.  Edison believes that the PY 1998 mechanism rewards a utility for its role as administrator of the program, with the incentives based on commitments made by customers to Electric Service Companies (ESCO).  In this role as facilitator, it is not necessary to oversee the ESCO through the project.  Edison argues that the incentive is based on both actual and committed dollars.

Although the Commission de-emphasized resource savings for PY 1998, and only a portion of the shareholder incentive mechanism is tied to verified energy savings, Edison states that it performed the same comprehensive, independent verification of its program results, using independent consultants.  Edison contends that the materials submitted in this AEAP were substantially similar to those submitted in prior AEAPs and should have been sufficient for ORA’s further verification.  However, unlike in prior AEAPs, ORA did not perform a full verification.

Edison also argues that the recovery period for the new shareholder performance mechanism should be one year.  D.97-12-103 does not specify the period, but does indicate that the collection period should be reduced from 10 years.  Edison maintains that the only prior testimony in this matter was for a one-year collection period.

SoCal

SoCal also argues that ORA’s dispute regarding the PY 1998 energy efficiency programs is unreasonable, and that SoCal and the other utilities performed properly under the Commission’s directives in D.97-12-103 and Resolution E-3555.  SoCal fully expected their incentive claims for PY 1998 performance would be verified and approved for rates in 2000.  In SoCal’s view, ORA introduced an unreasonable and unsupported position that the utilities’ earnings for these programs performed in PY 1998 should be deferred until they can be verified in the future.  SoCal also believes that it is unreasonable for ORA to recommend rejection of claims for efforts in upstream market transformation on the basis that those benefits are difficult to verify.

SoCal notes that D.97-12-103 adopted CBEE’s Final Recommendations, including CBEE’s Interim Policy Rules.  Policy Rule II provides that cost-effectiveness is on an ex ante, before the program, basis.  Policy Rules II.B. and C. state that cost-effectiveness tests include both actual projects completed in 1998 and projects committed to in 1998.  SoCal, thus, designed its PY 1998 program with ex ante cost-effectiveness in mind, using established cost-effectiveness data from prior studies.

In SoCal’s view, ORA is attempting to retroactively re-design the PY 1998 incentive mechanism in proposing that the utilities wait to receive their PY 1998 incentives.  SoCal maintains that ORA’s sole basis for this proposal is Policy Rule III. C. which states in part, “ . . . the performance award may be affected by the reported benefits.”  (D.97-12-103, Attachment 2, p. 1.)  SoCal argues that ORA has taken this statement out of context and that this approach is contrary to the Interim Policy Rules which have many references to both actual and committed costs.  Since SoCal’s PY 1998 claim is based entirely on actual costs, it should have been verified in this proceeding, not deferred to the 2000 AEAP for capture in later rates.

SoCal further notes that Interim Policy Rule II. D. states in part, “The need for additional measurement and evaluation (M&E) studies to measure load impacts from Retrofit Energy Efficiency Programs (REEI) and New Construction programs offered by the Interim Administrator should be minimal.  These programs should use the measured verified load impacts and measure costs (costs of the investment in energy efficiency materials or equipment) estimates from PY 1995-1996.” (Id. att. 2, pp. 2-3.)

TURN

TURN focuses its comments only on the claims for shareholder incentives from PY 1998 energy efficiency programs, which total approximately $24 million for the four utilities.  The total cost of these programs including shareholder incentives is approximately $210 million.  TURN explains that the claim for PY 1998 shareholder incentives is different than for prior year claims, which were based on either a fixed 5% performance adder or as a direct percentage of energy savings, verified by ex post verification studies.  In D.97‑12‑103 the Commission adopted a new shareholder incentive mechanism which in some cases is not related to energy savings.

TURN points out the following deficiencies in the milestone verification process:

· Lack of a link between the activity and market transformation or energy savings.
· Vague and general milestones that allow a high degree of discretion to the utility.
· Milestones related to workshops have no requirement for attendance, usefulness or outcomes.
· Market studies may be duplicative of other evaluation efforts, and utilities are not required to implement the recommendations of the studies.
· Programs that provide general research or collaborative efforts may not qualify as cost effective for Public Goods Charge (PGC) funding.
· The verification process is not clearly defined.
TURN acknowledges that some of the deficiencies it notes are due to the newness of milestone verification methodology and the lack of established protocols, and that the Commission has initiated the public participation process through CBEE.  However, TURN believes that the process is deficient because not all parties can devote the resources necessary for effective participation.

TURN urges the Commission to coordinate this proceeding with the PY 2000 and 2001 compliance proceedings (Application (A.) 99-09-049 et al.) so that the results of this proceeding can be used to assess the effectiveness of milestone plans proposed for PY 2000 and 2001.  TURN also urges the Commission to develop an appropriate verification process to measure milestone accomplishment.  The proposal in Phase 1 of this proceeding for a new advisory body, California Measurement Advisory Council (CALMAC), to establish metrics and protocols is a necessary part of a future verification process, in TURN’s view.

TURN agrees with ORA that earnings claims for committed funds should be deferred until verification that the funds were actually expended.

TURN’s focuses particularly on PG&E and argues that the Commission should disallow $73,000 of PG&E’s requested shareholder incentive to reflect the fact that it did not fulfill the requirements for verification for at least three milestones.  The proposed disallowance consists of $33,000 for Milestone 18-MS2, the Energy Star Label program, $33,000 for Milestone 26‑MS2, the lighting controls program, and $7,000 for Milestone 35, the Regional and National Alliance program.

TURN argues that for Milestone 18-MS2, PG&E was required to demonstrate through a survey that 10% of customers in the market for appliances became aware of the Energy Star label, and that PG&E has not so demonstrated.

TURN also states that Milestone 26-MS2 of the Lighting Controls program requires a demonstration by survey that the program increased awareness of the new tools and data base of the program for at least 30% of the system manufacturers and professional organizations targeted.  However, PG&E’s documentation to support the milestone contains no survey or any quantitative indication of such increased awareness.  Rather, it contains summary minutes of a roundtable discussion.  PG&E argues that the roundtable discussion represented survey results, but the minutes mention no survey results.  Thus, while TURN does not contend that the activity conducted was worthless, PG&E has presented no information that the program satisfied the milestone requirements and therefore the $33,000 shareholder incentive should be denied.

Milestone 35 relates to the Regional and National Alliance program and requires that PG&E participate in regional and national collaborative efforts aimed toward developing new program opportunities or improving existing programs.  TURN states that the required verification is a report detailing participation in collaborative efforts.  Since no report was offered in the documentation submitted in support of this milestone, TURN argues that the requested $7,000 shareholder incentive should be denied.

TURN notes that its request that the incentives be reduced by $73,000 for non-completion of required milestones is tiny compared to PG&E’s total request for $10.5 million in shareholder incentives, but believes it is significant in pointing out deficiencies in the milestone verification process.

TURN disagrees with the utilities’ contention that D.97-12-103 allows a one year earnings claim recovery schedule, noting language in attachments to the decision which refer to ex post inspections.  Absent inspection or verification, TURN is concerned that ratepayers may be paying incentives for projects that are never started.

REECH

REECH addresses only the PY 1998 residential energy efficiency programs.  REECH believes that there are problems in verification of some of the programs, including those verified internally by the utility, and not subject to third-party verification.  REECH has particular concerns regarding PG&E.  REECH notes that under Policy Rule III.G, CBEE was to perform the program verification.  When CBEE did not assume that responsibility, REECH contends that ORA was assigned the verification function, but ORA’s audit was deficient in some areas.

For this reason, REECH recommends that the Commission defer action to future AEAP proceedings on claims for projects in the committed status.  In addition, REECH recommends reductions or disallowances for specific programs of PG&E and Edison, the details of which are considered below.

REECH also recommends that additional effort be expended in auditing the programs by independent entities, or by a neutral paper audit, and that information gleaned from the programs needs to be widely disseminated so that other providers and marketers can benefit.

Discussion

PY 1998

The following table summarizes the utilities’ requested shareholder incentive amounts under consideration for PY 1998 energy efficiency programs, and ORA’s recommendations:

	
	
	millions:   (plus interest & FFU)

	
	
	ORA


	PG&E
	$10.55
	Authorize $0.6, reject $2.1, defer $8.1

	SDG&E
	$3.790
	Authorize $0.1, reject $1.3, defer $5.1

	Edison
	$8.104
	Authorize $0.5, reject $1.2, defer $6.7

	SoCal
	$1.965
	Authorize $0.6, reject $0.2, defer $1.8


The utilities argue that their requested PY 1998 energy efficiency incentives have complied with Commission directives for market transformation and that these incentives should be paid in one installment since no long-term measurement studies or ex post verification of program results are needed.  They argue that the incentives may be based on both actual and committed dollars for programs, some of which have not yet taken place.  The utilities expected these incentive claims to be approved for recovery in 2000.

ORA argues that ex post verification of the PY 1998 energy efficiency programs is necessary to insure that the programs lead to cost-effective conservation and improve the state’s energy efficiency.  ORA believes that CBEE failed in its responsibility for verification, and the self-verification proposed by the utilities is inadequate.  Therefore, much of the earnings claims of the utilities should be deferred until adequate, independent verification can be accomplished.  ORA stresses that the approximate $300 million per year of energy efficiency and low-income programs require verification in order for the Commission to have confidence that the expenditures lead to cost-effective conservation investments and support programs that will improve the overall energy efficiency of the state.

We note that in the Policy Rules appended to D.97-12-103, Policy Rule III.G. states in part, “The CBEE will be responsible for verifying the performance results of the interim administrator and making recommendations to the CPUC on the reward payments.”

Subsequently in D.99-03-056 we stated that at mimeo., p. 28,

“We believe that the Commission’s decision making process is best served by the current approach to earnings verification.  Currently, the utilities present their proposals for earnings claims, based on the earnings verification efforts of their staff and consultants.  ORA evaluates those claims using technical consultants where necessary, and those consultants are paid for by the utilities.  In addition, the Commission obtains an independent review via the technical consultants procured by the Energy Division.  ORA is not required to hire consultants for its part of the review process, and we have never required that they do.  However, we remain committed to affording that opportunity, with funding provided for by the utilities.”  (Id. mimeo., at p. 28.)

Therefore, it is clear that ORA has the responsibility for evaluating the utilities’ performance claims, and should have been aware of that fact.  D.99‑03‑056, dated March 25, 1999, not only preceded the utilities’ May 1, 1999 filings in this proceeding, but substantially preceded the August 24, 1999 beginning of evidentiary hearings, and more significantly the November 8, 1999 beginning of this Phase 2 of evidentiary hearings.  Thus, we deny ORA’s request that performance awards be delayed until adequate verification can be accomplished.  ORA was responsible for verification and had adequate time in which to accomplish it.

The deferral recommendation of ORA is heavily based on the “committed” status of a portion of the programs, which obviously cannot be verified at this time.  ORA notes that once these committed energy efficiency projects are installed it will be possible to subject the programs to verification, and considered in a future AEAP proceeding.  ORA states in Ex. 57 (p.11), 
” . . . the portion of the earnings claims associated with this deferral category should be considered interim, and ‘subject to modification.’”

ORA recommends rejection of certain of the earnings claims associated with upstream market transformation programs, based on apparent lack of energy reduction benefits and possibly no recorded net benefits.  These amounts are substantially smaller than the amounts ORA recommends for deferral.  ORA offers only a few examples; SoCal’s claim for American Gas Association (AGA) advertising, and PG&E’s program evaluation studies consisting of conducting meetings and paying out-of-state entities to sell lighting fixtures, but offers little detailed justification for these rejections.  The total rejections ORA recommends are $2.1 million for PG&E, $1.2 million for Edison, $0.2 million for SoCal, and $1.3 million for SDG&E, while the recommended deferrals range from $1.8 million to $8.1 million.  ORA states that the rejection category will not be verifiable for reduced use of electricity or gas.  While acknowledging the Commission’s goal for upstream market transformation, ORA believes it will be years before evidence of reduced energy usage could be verified, and therefore allowing PY 1998 earnings recovery would be inappropriate.

We believe that ORA’s objection is based on a policy-level disagreement with upstream market transformation because it does not produce readily verifiable results, especially in the near term.  Nevertheless, the Commission is aware of this fact and considered it in adopting policies that encourage market transformation.

We note that some challenges to the verification of the utility programs are not based on parties’ review but rather on concerns that the consultants used by the utilities are judged to be not adequately independent.  We have no evidence of improper verification by the utilities’ consultants and thus have no reason to withhold recovery of performance incentives.  We agree that commitments should be subject to verification, but we also believe that the payment of the claims should not be substantially delayed pending this verification.  Our intent has been to encourage the utilities in the energy efficiency programs by not unreasonably delaying payment of the shareholder incentives, and we do not intend to change that approach here.

We disagree with ORA’s contention that these programs must be reviewed on an ex post basis to determine whether they are cost effective or improve energy efficiency.  The transition to market transformation reduces the need for such individual verification.  Instead, we require verification that the portfolio as a whole is cost-effective.  For example, under Policy Rule IV-1.

“PGC funded activities are expected to be cost effective using the public purpose test
 (as the standard for cost effectiveness) which is defined in rule V-1 and Attachment B.  A prospective showing of cost effectiveness for the entire portfolio of PGC‑funded activities and programs (i.e., individual programs, plus all costs not assignable to individual programs, such as overhead, planning, evaluation, and administrator compensation and performance incentives) is a threshold condition for eligibility for PGC funds.”  (Emphasis added.)

We also deny the rejections of the earnings claims based on upstream market transformation programs proposed by ORA.  ORA offers no real basis for this disallowance other than a level of discomfort with the approach.

TURN and REECH agree with ORA that earnings claims for committed funds should be deferred until the Commission verifies that the funds were actually expended, to avoid the risk of ratepayers paying for programs that were never started.  For the same reason, those parties also advocate that one-year recovery of the claims should not be allowed.

As we indicated above, the utilities should not be paid for programs that never occur.  However, rather than separating recorded program expenditures from commitments as of a specific date, we will allow incentives based on both recorded and committed funds at this time.  The rates and incentives we authorize in this order for PY 1998 energy efficiency programs will be subject to future true-up based on recorded amounts.  ORA should, and other parties may, monitor the utilities to determine whether commitments have materialized and should recommend any shortfall that must be trued-up in a subsequent AEAP proceeding.  The utilities must track committed and expended funds in a uniform and transparent way, to facilitate this true-up approach.

We next consider the recommendations of TURN for specific disallowances for certain of PG&E milestones.  TURN argues for a disallowance of $73,000 for PG&E’s failure to adequately verify three milestones.

First, TURN argues that Milestone 18-MS2 of PG&E fails to link the Energy Star Labeling program activities to potential market transformation.  The milestone requires that PG&E demonstrate through a market research survey that 10% of the customers in the market for appliances in 1998 became aware of the Energy Star Label.  PG&E’s Energy Star Report by a consultant in Exh. 69 summarizes the results of field interviews of outside major appliance department stores shoppers at various locations.  The result was that 5% said they knew an appliance was energy efficient by the Energy Star Label, and when shown the Energy Star Label, 43% said the label means that the appliance is energy efficient.  TURN argues that the results of PG&E’s field interviews do not demonstrate that customers became aware of the Energy Star Label through the program.  PG&E counters that the 43% recognition of the Energy Star Label demonstrates that its marketing campaign to increase awareness was successful.  We conclude that PG&E met the milestone.  The fact that it was a new label, yet 43% of those interviewed recognized it as indicating energy efficiency, offers adequate evidence that PG&E’s efforts complied with the milestone, and we will grant the associated incentive of $33,000.

Next TURN argues that the $33,000 incentive for PG&E’s Milestone 26‑MS2 should be disallowed.  This milestone deals with lighting controls, with the stated goal to ” . . . Increase the awareness of the new tools and data base developed by the program for at least 30% of the system manufacturers and professional organizations targeted.”  TURN argues that PG&E furnished only information regarding a roundtable discussion in San Antonio, Texas, with the minutes and data presented there.  TURN notes that no survey or quantitative information was furnished to satisfy the requirements of the milestone.  PG&E responds that since it addressed most of the firms manufacturing daylighting dimming devices which is the critical component in daylighting systems, it increased the awareness of well over 30% of manufacturers supporting the technology.  We find that although this activity has obvious worth, PG&E did not satisfactorily demonstrate the 30% awareness increase.  Thus, we will disallow half of the requested incentive, or $16,500.  This is a small amount, but it is significant with respect to holding the utilities accountable to the requirements set forth in the milestones.

Finally, TURN argues that PG&E did not meet the requirements of Milestone Number 35 of the Regional and National Alliances program, for which it claims an incentive of $7,000.  This milestone requires that PG&E participate in regional and national collaborative efforts with the goal of producing new program opportunities and/or improving existing programs.  Verification requires a report detailing the participation, but TURN notes that no report was offered and apparently none was done.  PG&E argues that there is not a single report but a compilation of the source documents describing PG&E’s collaborative activities that satisfy the milestone

We find that PG&E adequately complied with the reporting requirements for this milestone.  Since, as PG&E notes, the efforts of market transformation are rarely evident in a single year, we don’t believe that a separate report is necessary for this milestone.  The information provided thus far in separate documents is adequate, and the request for a disallowance for this milestone is denied.

REECH argues for a number of disallowances on PG&E and Edison residential programs, as follows:

	Table 1 – PG&E Selected Residential Programs

	No.
	Program/Milestone (MS)
	PG&E Award Claimed
	REECH Recommendation

	2
	Res Single Family – EMS

55,000 SFR audits

30,000 Student packets

Transition strategy for

New Admin. Hand-off
	$165,000
	$82,500

	10
	CA Home Energy Rating System (CHEERS)
	$8,000
	-0-

	32
MS 1
	Energy Information Center Integration Project
	$18,000
	-0-

	
MS 2
	All Market-Segment access to Centers
	$26,000
	-0-

	PG&E Source:
Exhibit 37; Vol. III, Annual Report, Technical

Appendices, Tables TA6.1, TA6.2


	Table 2 – SCE Selected Residential Programs

	Program Name
	SCE Award Claimed
	REECH Recommendation

	EMS – Residential
	$90,000
	-0-

	EEI-Residential Financing
	6,000
	-0-

	CHEERS
	15,000
	-0-

	TPI-Energy Design Software
	50,000
	-0-

	TPI-Home Warranty
	26,000
	-0-

	TPI-Software Tool for Residential


Energy Use Analysis
	10,000
	-0-

	SCE Source:
Exhibit 46:  1999 EEAD, Table TA6.2


REECH argues that for Item 2, PG&E could not show any activity associated with the development of a transition strategy to hand off service to a new administrator, and thus the requested $165,000 incentive for the milestone should be halved.  PG&E responds that it had begun developing the strategy during the original nine months in which it was to manage the programs, and then turn them over to an administrator.  When PG&E’s responsibility as program administrator was extended, it ceased developing a written format.  PG&E argues that it would have been a waste of ratepayer funds to develop a transition strategy when the new program administrator was not identified, and thus it ceased developing the report.  However, PG&E requests the full incentive.  Even though the Commission did not transfer the responsibility to a new administrator, the development of a report may have value for the future.  However, we find that PG&E is clearly not entitled to the full incentive, and it acknowledges that it stopped activity regarding the transition strategy.  We conclude that disallowing half of the incentive is reasonable, and that this amount fairly compensates PG&E for its partial completion of this goal.

Next, REECH argues that PG&E and Edison maintained directors on the board of the CHEERS which did not report performance related to audits, ratings or actual home measure upgrades.  Thus, no incentive is warranted.  PG&E responds that the milestone requires it to develop upstream partnerships with organizations such as Federal Housing Authority, Fannie Mae and Freddie Mac to bring energy efficiency mortgages to California, and that PG&E did this by supporting CHEERS.  In 1998 PG&E signed a Memorandum of Understanding between CHEERS and the United States Department of Agriculture (USDA)/Rural Housing Services (MOU) to use CHEERS as an alternative to the energy standards of the USDA, and to increase awareness of both the loan program and energy efficiency.  The USDA/Rural Housing Services offers a government loan program to assist first-time and low to moderate-income homebuyers.  PG&E renewed the MOU for 1999 and thus believes that it satisfied the goal of the program, and that REECH’s objection is with CHEERS.  We find that PG&E and Edison complied with the requirements of the program as demonstrated by the MOU.  We will allow this incentive in the full amounts of $8,000 and $15,000, respectively.

REECH recommends that no incentive be granted for PG&E’s Energy Center milestones MS-1 and MS-2.  MS-1 is defined as:  “A comprehensive analysis and implementation plan for state-wide integration of energy centers will be complete by June 1, 1998, with recommendations as to their organizational structure, funding, staffing, facilities and target markets.”  MS-2 is defined as:  “Ensure that all market segments have access to resources of an energy center for those who live within major metropolitan centers in the state, including SF/Bay Area, LA Basin, Sacramento/Stockton, Bakersfield/Fresno, Redding/Chico/Eureka.”  REECH argues that no evidence or awareness of integration of the utility energy information centers was offered, and that only a report that senior program managers are unaware of was produced.  PG&E states that the each of two reports it produced on energy centers in a deregulated environment make recommendations for development of energy centers.  We conclude that the reports produced satisfy the milestone requirements by making the required recommendations.  REECH’s request for disallowance for these PG&E milestones is denied.

REECH is troubled by the verification problems for some of the PY 1998 residential energy efficiency programs, which were not subject to independent verification.  REECH argues that programs that are reviewed internally or by third-party firms under contract to the utilities, cannot be independently reviewed.  We disagree.  As we stated earlier we have no evidence that the utility consultants are not adequately independent.

REECH argues that no award is justified for Edison’s Energy Management Services (EMS) verification, which were self-verified with inadequate submittals, in REECH’s view.  Edison responds that it supplied the same verification documentation, in this earnings claim that it supplied in each of the last four AEAP proceedings.  This verification has been deemed acceptable by ORA and adopted by the Commission in those proceedings.  If REECH was not satisfied with this information, it could have further researched the matter and brought forth recommendations based on its own findings for the Commission to consider, in Edison’s view.  The documentation was provided in Exhibit 9 with errata in Exhibit 71, detailing the goals, pre-verified, and verified results.  We note that the actual results exceed the goals with one exception, kilowatt (kW) saved in turnkey in-home audits.  However even in that category, the kilowatt-hours (kWh) saved exceeds the goal.  For the total EMS portfolio, kWh saved and kW saved exceed the goals by 44% or more.  The total budget for the EMS portfolio is approximately 15% less than the estimate.  Considering these results, we disagree with REECH, and conclude that the evidence submitted by Edison is adequate and that the incentive should be granted in full.

Next, REECH argues that Edison’s residential financing and the home warranty projects were failures and deserve no shareholder incentives.  REECH notes that there were only seven loans and no warranties sold, and neither program was renewed.

Edison argues that these are innovative programs, and that the residential financing program was a result of recommendations by CBEE and delivered by a third-party vendor.  Edison notes that the Commission desired to promote third-party initiatives in order to foster innovation in the energy efficiency industry, and that not all third-party ideas will be successful.  The reasons for the limited success of the home financing program were stringent Fannie Mae loan requirements, and competing loan options.  In an attempt to overcome these obstacles, Edison offered contractor incentives for most of the loans, negotiated a reduced interest rate, and offered a free CHEERS rating on the financing process.  The lender finally reduced the stringent financing requirements but by then interest rates had increased.

Similarly, Edison notes that the home warranty program, approved by the Commission, was designed and delivered by a third party.  In addition to offering the ease of mind associated with a warranty, this program offered free services that included a home energy audit, recommendations for improving energy efficiency, and specified home equipment upgrades.  Because of the complexity of the program, much of 1998 was spent in setting up the necessary infrastructure for the program, and no warranties were sold.  Edison argues that denying incentives for these programs will only stifle innovation.

We conclude that the difficulty in making loans more attractive resulted in changes that were implemented too late to result in success.  This was beyond Edison’s control.  Similarly, the home warranty program arrived too late in PY 1998 to be effective due to the complexities of the program.  Nevertheless we conclude that Edison is properly entitled to the incentives for these programs, to the extent that they met the milestones.  The fact that neither program was very successful does not detract from the intent and apparent good faith effort put forth into the programs.  For the residential financing program, Edison met only the performance adder milestone with a 5% shareholder performance incentive, and failed to meet the shared savings milestone.  The home warranty program met the performance adder milestone for a 10% shareholder performance incentive.  No other milestone applies to the home warranty program.

Finally, REECH argues that Edison has provided no disclosure of rights or protections to the public regarding license control and software pricing associated with third-party initiatives for energy design software and the software tool for residential energy use analysis, and therefore its claims should be denied.  Edison responds that this issue has nothing to do with milestones.  We have not required the protections and conclude that Edison is entitled to the incentives for both of these third-party initiative software milestones.

Next, we consider whether the utilities should collect the incentives over a period of one year or longer.  We believe it is appropriate to use a period shorter than the ten years used previously, consistent with our determination stated in D.97-12-103, that it is reasonable to reduce measurement studies and payment installations in return for a signification reduction in potential rewards.  The Commission also concluded that: 

“Reducing the utility’s earnings potential for 1998 programs without modifying other aspects of the incentive mechanism would create an unacceptable imbalance in risk and rewards.”  (Id., mimeo. at p. 25, Finding of Fact 19, p. 34.)

The utilities argue that the only suggestion for a change in recovery period on the record in this proceeding, is one year, and thus the Commission must adopt it if it changes the period.  D.97-12-103 defines the length of measurement period as one year.  Attachment 5, Table 5, “Summary of Proposed 1998 Shareholder Incentive Mechanisms”, item 4.

“After completion of the program period, all milestones would be verified immediately and no further measurement would be conducted.”  (Id., mimeo. at Attachment 5, Table 5.)  We conclude that the Commission has already decided this issue and the one-year recovery period sought by the utilities is correct.”

To summarize, the following are the amounts we will authorize to be collected in 2000 for PY 1998 non-LIEE programs:

PG&E
=
$10.451 million

SDG&E
=
$3.790 million

SoCal
=
$1.965 million

Edison
=
$8.104 million.

We have awarded these incentives based on the Commission’s policies regarding market transformation, as stated in D.97-12-103.

PY 2000 LIEE Shareholder Incentive Mechanism

The parties propose that we adopt the Joint Recommendation for PY 2000 LIEE shareholder incentives, attached hereto as Attachment A.  This is recommended as a trial mechanism applies to both mandatory and non-mandatory measures, for PY 2000 only.  For PY 2001 and beyond the parties will work on and recommend a longer-term performance incentive mechanism.

The Joint Recommendation proposes a 25%/75% split of shareholder earnings.  The shareholder earnings are forecasted based on the previous mechanism at a level of 5% of expenditures.  Out of this forecasted amount, 25% of shareholder earnings are attributable to mandatory items that either produce no energy savings such as furnace repair and replacement, or produce savings that are difficult to measure, such as energy education.  This portion of shareholder incentives is based on the performance adder approach and uses a percentage of program expenditures.  Performance adders are used where savings are difficult to measure or where programs may not be cost effective.

The remaining 75% portion of shareholder earnings are called shared savings.  These incentives are paid on the basis of a percentage of energy savings, with each utility determining the allocation of this portion among its eligible measures.  There is no opposition to the Joint Recommendation.

We find that the recommended split of 25% for mandatory and 75% for non-mandatory programs, emphasizing the non- mandatory programs, is reasonable.  We believe that the 25% level for mandatory programs is sufficient for programs that produce no measurable savings, yet are beneficial to utility customers through improved comfort levels as in furnace replacements or in knowledge of conservation and efficient usage from education.  The 75% level is reasonable in order to encourage utility efforts in market transformation, a major goal of the Commission. 

We further find that it is reasonable to allow each utility the latitude to determine its own non-mandatory measures under the 75% allocation.

At the present time we believe that the individual utilities can best allocate to appropriate non-mandatory measures based on each utility’s recent experience in this area.  Thus, we will not order specifically detailed allocations.

The following are amounts allocated to mandatory and non-mandatory programs for PY 2000 LIEE, based on the supplemental utility filings in Attachments D, E, F, and G to this decision.

	PG&E
	$723,000  [=$542,250 measured savings (75%)+$180,750 energy education +furnace replacement & repair (R&R) (25%)]

	SDG&E
	$100,497 (=$27,443 electric, $73,055 gas) [$75,273 measured savings (75%)+ $ 25,124 energy education +furnace R & R (25%)]

	Edison
	$305,500  [=$229,125 measured savings (75%)+ $76,375 energy education   (25%)]

	SoCal
	$305,553  [=$229,165 measured savings (75%)+ $ 76,388 energy education +furnace R & R (25%)]


Authorization for recovery of the first 50% of these shareholder incentives will be handled in the AEAP proceeding after PY 2000 in which the Commission will adopt the earnings claim and authorize that collection.  The remaining 50% of the earnings claim will be authorized for recovery in the AEAP proceeding following completion of the program evaluation.  The program evaluation will not affect the amount of earnings claim recovery, but rather will be used to guide future program development.

Earnings Claims

As indicated above, the CMS resolves the shareholders incentive claims for the pre-PY 1998 DSM programs.

PY 1994- 3rd Earnings Claim for Rates in 2000

We will authorize the utilities to recover in 2000 the shareholder incentive earnings amounts indicated in the CMS, in the amounts and for the reasons, as follows:

PG&E
$5.40 million; ($20.20 million lifecycle)

This amount reflects an August 1999 update by PG&E correcting an error in the May 1999 filing.  ORA accepts this value and no party disputes it.

SDG&E
$2.181 million; ($8.190 million lifecycle)

ORA has reviewed this claim.  Neither ORA nor any other party disputes it.

SoCal
$0.725 million; ($2.898 million lifecycle)

ORA has reviewed this claim.  Neither ORA nor any other party disputes it.

Edison
$1.416 million; ($4.974 million lifecycle)

ORA has reviewed this claim.  Neither ORA nor any other party disputes it.

All amounts indicated are plus interest and franchise fees.  These updated amounts are for the third 25% payments of the lifecycle amounts previously approved by the Commission in D.98-03-063 and D.99-06-052.

PY 1997- 2nd Earnings Claim for Rates in 2000

We will authorize the utilities to recover in 2000 the shareholder incentive earnings amounts indicated in the CMS, as follows:

PG&E
$6.02 million; (lifecycle $31.54 million)

This results from an updated August 9, 1999 claim which includes a number of updates and corrections, and incorporates the results of D.99-06-052.  ORA’s detailed review resulted in an increase of $10,000 to this earnings claim.  The Independent Reviewer (IR) agrees with ORA, and no other party disputes it.

SDG&E
$3.955 million; (lifecycle $16.093 million)

This amount is agreed to by SDG&E, ORA and the IR.  This is a reduction from the amount requested by SDG&E due to corrected methodology for net-to-gross ratios and flawed calculations uncovered by ORA, and recommendations by the IR regarding the calculations.

SoCal 
$0.716 million; (lifecycle $2.865 million)

Neither ORA nor any other party disputes this claim.

Edison
$2.224 million (lifecycle $15.397 million)

Edison and ORA reached a settlement at this amount.  No other party disputes this amount.

All amounts indicated are plus interest and franchise fees.  These updated amounts are for the second 25% payment of the lifecycle amounts previously approved by the Commission in D.98-03-063 and D.99-06-052.

PY 1997- 1st Earnings Claim for Rates in 2000

SoCal
$0.353 million ($1.411 million lifecycle)

ORA, SoCal, and the Independent Reviewer agree on these values, with certain true-ups to be applied to subsequent claims.  This is the same approach that has been approved in prior pre-1998 payments for earnings claims.

PY 1998- 1st Earnings Claim for pre-98 Program Commitments Paid in 98

We will authorize the utilities to recover in 2000 the shareholder incentive earnings amounts indicated in the CMS, and Joint Amendment to the CMS as follows:

PG&E
$4.255 million for rates in 2000 (4.2 + 0.055)

$4.255 million for rates in 2001 (4.2 + 0.055)

ORA and PG&E agree on the November 24, 1999 updated earnings claim in the Joint Amendment to the CMS, and no party opposes.

SDG&E
NA

Edison
$0.302 million for rates in 2000; $1.207 million lifecycle

Neither ORA nor any other party contests this claim.

All amounts indicated are plus interest and franchise fees, are agreed to by the parties.

PY 1998 LIEE 1st Earnings Claim for Rates in 2000

We will authorize the utilities to recover in 2000 the shareholder incentive earnings amounts indicated in the CMS, as follows:

PG&E
$110,000, (+ $110,000 in 2001)

SDG&E
$83,970, (+ $83,970 in 2001)

Edison
$121,500, (+ $121,500 in 2001)

SoCal
$108,000, (+$108,000 in 2001).

All amounts indicated are plus interest and franchise fees, are agreed to by the parties.

The second 50% earnings claim for PY 1998 LIEE will be subject to verification and adjustment.

Ratemaking

Pursuant to Ordering Paragraph 1 in D.97-10-057, electric utilities may not recover revenues during the rate freeze period except as authorized in Assembly Bill 1890 and implemented by the Commission.  Conclusion of Law 3 prohibits the use of any regulatory account to accrue costs or revenues during the rate freeze for the purpose of affecting rates during or after the rate freeze.  The result is that the electric DSM earnings authorized here must come from “headroom.”  In D.98-03-063 we determined that authorized DSM earnings should not be included in the utilities Transition Cost Balancing Accounts, but should be used to adjust the distribution revenue requirement in calculating headroom.  We will continue that practice here.

SDG&E has no headroom because its rate freeze has ended, these earnings must be recovered in rates.  SDG&E may file for this recovery in its next ratesetting proceedings.

D.98-03-063 further determined that DSM earnings related to the gas portion of SoCal, SDG&E, and PG&E should be deferred to the next gas rate adjustment.  We will continue that practice here.

Findings of Fact

1. Phase 2 addresses the following earnings claims and issues for DSM programs:

a. pre-PY 1998 commitments completed in 1998.

b. the second shareholder incentive claims for PY 1997.

c. the third shareholder incentive claims for PY 1994.

d. PY 2000 low-income.

e. PY 1998 energy efficiency.

f. PY 1998 low-income shareholder incentive design and performance incentive cap for rates in 2000.

2. The applicant utilities, ORA and REECH jointly support the CMS in which they agree to shareholder incentive claims for DSM programs.  There is no opposition to the CMS, which resolves:

a. pre-PY 1998 commitments completed in 1998.

b. the second shareholder incentive claim for PY 1997.

c. the third shareholder incentive claim for PY 1994.

3. The parties agreed to a Joint Recommendation for the PY 2000 LIEE shareholder incentive mechanism.

4. The Joint Recommendation proposes that 25% of shareholder earnings come from mandatory items and 75% from non-mandatory energy savings measures.

5. The Joint Recommendation proposes that these shareholder incentives be recovered in two future AEAP proceedings.

6. There is no opposition to the Joint Recommendation.

7. PY 1998 earnings claims include both actual and committed programs.

8. Upstream market transformation is a Commission goal that may not result in verifiable energy savings.

9. Policy Rule III.G appended to D.97-12-103 states that CBEE is responsible for verifying the performance results of the interim administrator and recommending to the Commission on reward payments.

10. CBEE did not evaluate the PY 1998 energy efficiency programs and earnings claims for this proceeding.

11. D.99-03-056 indicates that ORA evaluates the utility earnings claims based on earnings verification efforts.

12. ORA did not fully verify the PY 1998 energy efficiency programs.

13. The utilities verified the PY 1998 energy efficiency programs primarily through consultants.

14. Cost-effectiveness of the PY 1998 energy efficiency programs is determined by both economic costs and benefits and non-energy and environmental benefits.

15. PG&E has satisfied the verification requirements of the Energy Star Label program.

16. PG&E has satisfied the verification requirements of the lighting control program.

17. PG&E satisfied the verification requirements of the Regional and National Alliances program.

18. Shareholder incentive claims for energy efficiency program commitments are appropriate.

19. The utilities’ verification of PY 1998 energy efficiency program is adequate.

20. Edison’s residential financing program met the performance adder milestones.

21. Edison’s home warranty program met the performance adder milestone.

22. No protection for the third-party initiative software milestone is required.

23. PG&E signed a memorandum of understanding between CHEERS and the USDA Guaranteed Rural Housing Loan Coordinator to increase awareness of the loan program and energy efficiency.

24. PG&E produced two reports on energy information centers in a deregulated environment that make recommendations for development of energy centers.

25. D.97-12-103 determined that the PY 1998 shareholder incentives should be recovered in one year after immediate verification.

26. SDG&E’s rate freeze has ended.

Conclusions of Law

1. The CMS is reasonable and should be approved.

2. The Joint Recommendation is reasonable and should be approved.

3. Ex post review of the PY 1998 energy efficiency programs is not necessary.

4. PG&E should be granted only half, or $16,500, of its requested incentive for Milestone 26-MS2.

5. PG&E should be granted only half, or $82,500 of its requested incentive for Milestone 2, Residential Single Family EMS.

6. Except for the disallowances for PG&E indicated above, the PY 1998 energy efficiency claims of PG&E, Edison, SoCal and SDG&E are reasonable and should be granted.

7. The PY 1998 energy efficiency claims should be recovered in one year, subject to later true-up regarding program commitments.

ORDER

IT IS ORDERED that:

1. The Case Management Statement of Office of Ratepayer Advocates, Pacific Gas and Electric Company (PG&E), San Diego Gas & Electric Company (SDG&E), Southern California Edison Company (Edison), Southern California Gas Company (SoCal), Residential Energy Efficiency Clearing House, Inc., indicating agreed upon shareholder incentives is approved.

2. The Joint Recommendation on the Program Year (PY) 2000 Low Income Energy Efficiency (LIEE) Shareholder Incentive Mechanism attached as Attachment A, and the supplement attached as Attachment B is approved.

3. All shareholder incentives amounts are awarded plus Franchise Fees and Uncollectibles, and interest accruing at the 90-day commercial paper rate from July 1 of the year following the program year.

4. The shareholder incentives granted herein for PY 1998 non-LIEE programs are subject to subsequent true-up and adjustment in future Annual Earnings Assessment Proceedings (AEAP) for present program commitments that do not materialize.

5. The shareholder incentives for electric energy efficiency programs of SDG&E shall be collected in a subsequent ratesetting proceeding, and shall be deferred for collection until SDG&E’s next electric rate adjustment.

6. The shareholder incentives for electric energy efficiency programs of PG&E, and Edison shall be collected from headroom.

7. The shareholder incentives for gas energy efficiency programs shall be collected from gas rates, but recovery shall be deferred until such utility’s next gas rate adjustment.

8. PG&E is authorized to collect the following shareholder incentives:

a. $20.20 million in life-cycle earnings for its PY 1994, with $5.40 million in third earnings claim to be collected in 2000.

b. $31.54 million in life-cycle earnings for its PY 1997, consisting of $30.24 million for Shared Savings programs and $1.30 million for Performance Adder programs, with $6.02 million in second earnings claim to be collected in 2000.

c. $8.4 million in life-cycle shared savings earnings, plus $0.055 million in Performance Adder earnings for pre-1998 program commitments paid in 1998, with $4.25 million to be collected in 2000 for the first claim and $4.25 million to be collected in 2001 for the second claim.  The third and fourth claims will be $0.055 million each for only the Performance Adder.

d. $0.220 million lifecycle for PY 1998 LIEE with $0.110 million for the first earnings to be collected in 2000 and $0.110 million for the second claim to be collected in 2001.

e. $10.451 million for PY 1998 non-LIEE earnings to be collected in 2000.

9. SDG&E is authorized to collect the following shareholder incentives in a subsequent ratesetting proceeding:

a. $8.190 million in life-cycle earnings for PY 1994 with $2.181 million for the third earnings claim to be collected in 2000.

b. $16.093 million in life-cycle earnings for PY 1997 with $3.955 million for the second earnings claim to be collected in 2000.

c. $83,970 lifecycle earnings for PY 1998 LIEE with $41,985 for the first earnings claim to be collected in 2000.

d. $3.790 million for PY 1998 non-LIEE earnings to be collected in 2000.

10. Edison is authorized to collect the following shareholder incentives:

a. $4.974 million in lifecycle earnings for PY 1994 with $1.416 million for the third earnings claim to be 
collected in 2000.

b. $15.397 million in lifecycle earnings for PY 1997 with $2.224 million for the second earnings claim to be collected in 2000.

c. $1.207 million in lifecycle earnings for pre- program commitments paid in 1998 with $0.302 million for the first earnings claim to be collected in 2000.

d. $0.243 million in lifecycle earnings for PY 1998 LIEE with $0.1215 to be collected in 2000 and in 2001.

e. $8.104 million for PY 1998 non-LIEE earnings to be collected in 2000.

11. SoCal is authorized to collect the following shareholder incentives in a subsequent ratesetting proceeding:

a. $2.898 million in lifecycle earnings for PY 1994 with $0.725 million for the third earnings claim.

b. $1.411 million in lifecycle earnings for pre-1998 program commitments paid in 1998 with $0.353 million for the first earnings claim.

c. $2.865 million in lifecycle earnings for PY 1997 with $0.716 million for the second earnings claim.

d. $0.216 million in lifecycle earnings for PY 1998 LIEE with $0.108 million to be collected in 2000 and 2001.

e. $1.965 million for PY 1998 non-LIEE earnings.

12. The Joint Recommendation on the PY 2000 LIEE Shareholder Incentive Mechanism is approved.

e. Authorization for recovery of the first 50% of shareholder incentives will be handled in the AEAP following PY 2000.

f. Authorization for recovery of the second 50% of shareholder incentives will be handled in the next AEAP following completion of program evaluation.

13. Application (A.) 99-05-002, A.99-05-005, A.99-05-007, and A.95‑05‑008 are closed.

This order is effective today.

Dated 




, at San Francisco, California.

ATTACHMENT A

ATTACHMENT B

ATTACHMENT C

ATTACHMENT D

ATTACHMENT E

ATTACHMENT F

ATTACHMENT G

ATTACHMENT H
�  The Phase 1 Decision (D.) 00-05-019 was issued on May 4, 2000.


�  Positions of The Utility Reform Network (TURN) and REECH are noted in the Discussion section below.


�  Plus interest and franchise fees and uncollectibles (FFU).


�  There will be no 3rd and 4th shared savings incentives claim, but there will be 2nd, 3rd,and 4th incentive claims for performance adder programs.


�  ORA reserves the right to verify and adjust 2nd shared savings claim if appropriate.


� In D.00-02-045, the Commission abolished CBEE effective March 31, 2000.


�  ORA recommendations in Exh. 57 are based on earlier utility requests.  ORA totals do not correspond with updated utility requests.  The Independent Reviewer reviews only pre-1998 claims.


�  The public purpose test is a broad test that considers non-energy and environmental benefits in addition to economic costs and benefits.
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