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RULING ON COST EFFECTIVENESS ISSUES FOR PY 2001 PROGRAMS

This ruling sets forth direction on the cost-effectiveness values to be used in the planning of Program Year (PY) 2001 programs, subject to confirmation by the Commission in its decision on PY 2001 program applications. 

Background

Decision (D.) 00-07-017 requires the utility administrators of energy efficiency programs to submit new applications for PY 2001 energy efficiency programs by November 15, 2000, after having conducted an extensive public process.  The ordering paragraphs in D.00-07-017 set forth the nature of the information to be gathered, the procedures to be used, and the issues to be addressed during the PY 2001 planning process.  Governance over the process was delegated to the Assigned Commissioner and Assigned Administrative Law Judge (ALJ).

After a planning workshop with the parties, the assigned ALJ issued a ruling on August 15, 2000 establishing the schedule and process for PY 2001 energy efficiency planning.
  The ruling established a process for compliance with the requirements set forth in the various ordering paragraphs of D.00‑07‑017.  

In this ruling, the parties were ordered to meet and confer, conduct workshops, and, by September 25, 2000, file and serve a report with recommendations of the appropriate values to be used for various inputs in calculating the cost-effectiveness of PY 2001 programs.  The parties were directed to use their best efforts to standardize the values used among the utility administrators and encouraged to reach consensus recommendations for use in PY 2001 if at all possible, recognizing that the structure and administration of energy efficiency programs may change in 2002.  By Ruling dated September 14, 2000, the parties were ordered to further study and consider methods to address the system value of reduced load on “reducing market clearing prices and volatility” in the cost-effectiveness test, pursuant to the directives of newly passed Assembly Bill (AB) 970.
  The parties were ordered to file a supplemental report with their recommendations on October 2, 2000.

The parties used the California Measurement Advisory Council (CALMAC) as a public forum to discuss the cost-effectiveness issues identified in the August 15, 2000 ruling, which included those set forth in D.00-07-017, Ordering Paragraphs 7, 8, 12, 14, 51, 54, 72, and 73.  They filed a workshop report on September 25, 2000 addressing these issues (Workshop Report).  On October 2, 2000, the parties filed a supplemental workshop report (Supplemental Workshop Report) addressing the issues set forth in D.00-07-017, Ordering Paragraph 9, as supplemented by the September 14, 2000 ruling.  Having fully reviewed and considered the workshop reports and the Ordering Paragraphs of D.00-07-017, I direct the utility administrators to use the input values set forth below in the PY 2001 energy efficiency program cost-effectiveness analyses.

Ordering Paragraph 7:  Net to Gross Ratio (NTGR)
Ordering Paragraph 7 provides:

“Pacific Gas and Electric Company (PG&E), Southern California Edison Company (SCE), San Diego Gas & Electric Company (SDG&E), and Southern California Gas Company (SoCalGas) shall jointly collect data on free-riders, review field studies and gathered information, including the final Xenergy Study on the nonresidential SPC program scheduled to be completed this year, and jointly with interested stakeholders, after conducting a public process, develop net-to-gross ratios (NTG) ratios to be used for Program Year (PY) 2001 programs.  If there is credible evaluative measurement of the NTG ratio of individual programs, the utilities shall use that data for PY 2001.”

The parties represent that they reached agreement with respect many of the net to gross ratios (NTGRs) to be used in calculating the cost-effectiveness of PY 2001 programs.  They recommend specific NTGRs to be used for current program elements and end-uses that are similar to programs previously offered and studied, based upon historical NTGRs.  For programs and end-uses that are not sufficiently similar to prior programs, the parties recommend that we adopt a default NTGR of .80, which is based on the average of the historic NTGRs.  The recommended NTGRs are set forth in Appendix C1 to the Workshop Report.  With respect to program elements that are not set forth on the tables in Appendix C1, the parties agree that the default NTGR of .80 should be used.

The parties also agree that NTGRs should be used at the program element and end-use levels and that addressing the potential need for evaluating the NTGRs or other cost-effectiveness inputs of other program elements should be a priority for ongoing CALMAC activities.

The parties’ recommendations appear reasonable and should be used in the cost-effectiveness calculations for PY 2001 programs, with the modifications discussed below.

The California Energy Commission (CEC) disagrees with a number of specific proposed NTGRs in the residential, non-residential, and new construction areas.

In the residential sector, the CEC disagrees with the 1.3 NTGR PG&E proposes for the early appliance retirement program, arguing that the PY 2001 program design is not likely to be similar to the program studied in 1996 to justify use of the historic 1.3 NTGR.  The CEC recommends that the default ratio of 0.80 be used for this element if PG&E goes forward with an early retirement program.

The CEC’s argument has some merit and PG&E should revisit this issue when its PY 2001 program is finalized.  If the proposed refrigerator retirement program is sufficiently different from the 1996 program, e.g., if it includes recycling in addition to retirement, PG&E should revise the NTGR accordingly.  If PG&E determines that the current program is sufficiently similar to the 1996 program, it should provide appropriate justification with the PY 2001 application.

In the non-residential sector, the CEC objects to values proposed for selected elements in the small nonresidential comprehensive retrofit sectors.

The CEC disagrees with PG&E’s use of a .96 NTGR for the NR small/medium C/I standard incentives, contending that the historical NTGR used discrete choice analysis for customers targeted in pre-1998 programs which are different than the target market for the new program.  Again, the CEC argument has some merit.  PG&E should revisit this issue and, if the target markets of the two programs are sufficiently different, revise the NTGR accordingly.  If it does not adjust its NTGR, it should justify the NTGR used in its PY 2001 Application.

The CEC disagrees with Edison’s use of a .94 NTGR for the same program and recommends that a range of .8 (lighting) to 1.0 (process), which are the end-use NTGRs set forth in the report, be used.  There is no rationale given for this recommendation so there is an insufficient basis upon which to make a ruling.  Edison should work with the CEC to resolve this issue, if possible.  

The CEC disagrees with SDG&E’s use of a 1.11 NTGR for financial incentives for small and medium customers because the study cited found value for all commercial customers and not just the small customer target.  The CEC recommends that the default of .8 be used until better evidence is available.  There is some merit to the CEC’s argument.  SDG&E should revisit this issue, and if there is sufficient dissimilarity between the customers targeted in the historical program and those targeted in the proposed PY 2001 program, revise its NTGR accordingly.  If it does not revise its NTGR, it should justify its selected NTGR in its PY 2001 Application.

The CEC disagrees with SoCalGas’ use of a 1.0 NTGR for Advanced Water heating systems, comprehensive space conditioning, and integrated food services retrofit because not enough information has been presented about the program designs to justify basing the NTGR for those programs on the studies of the 1995-1997 commercial rebate.  The CEC recommends that the default of .8 NTGR be used.  There is insufficient information upon which to make a ruling on this item.  SDG&E should provide the CEC with additional information about the program and then revisit the assigned NTGR.  If SoCalGas does not revise its NTGR, it should justify the use of its chosen NTGR in its PY 2001 Application.

In the New Construction area, the CEC recommends that Edison use the .75 (instead of .62) NTGR for the Savings by Design program to be consistent with the .75 NTGR used by PG&E and SDG&E.  We agree that the utilities should use the same NTGRs for all statewide programs, as reflected on Table 6, discussed further below.

With respect to statewide programs, the CEC objects to the 1.0 NTGR for the express efficiency program because common sense suggests that at least some of these customers will be freeriders.  The CEC notes that it has not had enough time to review the supporting studies.  It recommends that the default ratio of .80 NTGR be used.  There is an insufficient basis upon which to issue a ruling on this issue at this time.  The CEC should work with the utilities to resolve this issue.

The utilities should also make a few modifications to the recommended NTGRs prior to using them in the cost-effectiveness analysis for PY 2001 programs:

1. All utilities should use the NTGRs from Table 6 for statewide programs.  In several instances, the values stated on Table 4 are different from those stated on Table 6.

2. The utilities should use the same names for all statewide programs.  For example, the statewide Express Efficiency Program should be called the Express Efficiency Program.  Table 4 shows only that PG&E has an Express Efficiency Program, whereas all four utilities had Express Efficiency Programs in PY 2000.  This is particularly appropriate since the utilities have been directed to standardize this program for PY 2001.

3. All NTGRs should be reevaluated after the programs are finalized to ensure that the NTGRs are appropriate given new program designs.

The utilities should append updated tables to the PY 2001 Applications.  Table 4 should reflect:

1. Updated program values, including new programs and reevaluated programs, standardized values and names for statewide programs, and the modifications directed above; 

2. A key to terms and values, including a more comprehensive description of the programs valued; and

3. Grouping by similar programs to the extent possible, to facilitate program comparison.

The utilities should also prepare and append a table showing the following:

1. Programs grouped together, with their individual NTGRs, by the type of program, e.g., management services, rebate programs, SPC programs; and 

2. A table that coordinates the programs in Table 4 with the elements listed in Table 2.

For any changed or supplemental NTGRs the utilities propose to use for calculating cost-effectiveness of PY 2001 programs, the utilities should serve on the service list a document outlining the changes, together with supporting documentation, no later than November 8, 2000.

Ordering Paragraph 8:  Measure Useful Life

Ordering Paragraph 8 provides:

“The utilities shall, jointly with interested stakeholders, after engaging in a public process, devise a table showing the proposed measure life for each energy efficiency measure included in their programs.  The table shall be included in the PY 2000 applications and include a description of any remaining areas of disagreement.  The utilities shall use the agreed upon values in their PY 2001 applications subject to our approval.  As a general rule, the utilities shall use the same measure life in the cost-benefit calculations, particularly for statewide programs.  Where there is a reason for varied measurement lives, the table should include agreed-upon variations, and, in the PY 2001 application, the utilities shall explain the basis for the variations.”

The parties agree to the use of consistent useful life measures for all utilities and recommend the adoption of specific effective useful lives (EULs)
 for each measure, standardizing them among utilities and making some modifications to ensure consistency across common measure types.  The recommended measure lives are set forth in Appendix C2 to the Workshop Report.  The parties recommend that, for measures not addressed in the table, the EULs be based on best available information and that justification for the EULs be included in the utilities’ PY2001 applications.

ORA disagrees with the recommendation to the extent that the EULs are in excess of 20 years.

The joint recommendation is reasonable and should be used for calculating the cost-effectiveness of PY 2001 programs. 

While ORA’s argument has some merit to the extent that technology is changing rapidly and customers can be viewed as changing their preferences with the change in technology, particularly with respect to appliances, its argument is less persuasive, based upon the record developed to date, that such changes will be made with respect to durable technologies.  The EULs that exceed 20 years in both the non-residential and residential areas are not appliance-related.  Non-residential settings with EULs exceeding 20 years include process overhaul, chillers, high efficiency furnaces, glazing, and domestic hot water boiler (gas).  Residential settings with EULs exceeding 20 years include residential housing, space conditioning-glazing, insulation, duct testing and sealing, and residential gas air conditioning.  There is an insufficient basis at this time to direct that lower EULs be used for these types of processes and equipment.

In the PY 2001 Applications, the utilities should append the table of EULs, updated for new measures included in PY 2001 programs, and to specifically identify those measures for which EULs were used based on “best available information.” 

The utilities should serve a document on the service list no later than November 8, 2000 identifying the EULs for any new measures and the EULs based on “best available information,” together with supporting documentation. 

Ordering Paragraph 9:  Avoided Costs

Ordering Paragraph 9 provides:

“The utilities shall use the most updated costs available in their cost-benefit analyses for PY 2001, such as the avoided cost forecast report prepared by the California Energy Commission (CEC).”

Pub. Util. Code §399.15(b)(8) further requires that the cost-effectiveness tests be reevaluated “in light of increases in wholesale electricity costs and of natural gas costs to explicitly include the system value of reduced load on reducing market clearing prices and volatility.”  

The parties were able to reach agreement on several components of the avoided cost formula, including the use of a discount rate of 8.15% and the use of the Market Clearing Price (MCP) forecast as currently reported, as a total $/MWh, including both energy and capacity costs.  These recommendations are reasonable.

The utilities, the CEC, TURN and ORA each submitted separate recommendations.  However, reviewing the recommendations, it appears that the there is very little disagreement about MCP basis adjustments and other inputs.  The major disagreements relate to: 1) whether on-peak escalators should be used to capture the system value of reduced load on reducing market clearing prices, and if so, the values of the escalators; and 2) whether off-peak escalators should be used, and if so, the values of the escalators.

MCP Basis Adjustments

All of the avoided cost proposals are based on the CEC’s MCP forecast, which uses the MULTISYM model to generate long term forecasts for gas and electricity prices.  All the parties, except for ORA, agree that the CEC’s MCP forecast is not a reasonable estimation of short-term electric prices in light of current gas and electric market conditions in California and that the forecast is too low.  In support of modifications to the MCP forecast, the utilities posit that the forecast is too low because it does not:  1) consider higher forecasted load growth in the Western States Coordinating Council than historical experience would indicate; 2) consider that projected new generation power plant online dates could be delayed; 3) include an updated gas price forecast reflecting recent price increases; because it: 4) assumes the use of natural gas would expand at essentially constant costs for the foreseeable future, and because: 5) the bidding behavior in the model does not completely replicate recent observed high prices.  In support of modifications to the CEC’s MCP forecast, TURN points out that the MCP forecast understates current MCPs, gas prices, future demand, the cost of RECLAIM emission reduction credits, and the availability of imports from out-of-state generating resources.

Based in the above, the utilities propose the following basis for calculating the MCP:

Program Years



MCP Basis

2001 – 2002



Historical Data (from 10/99-10/2000)

2002  - 2010



CEC MCP, plus 20%

2011 – 2020



MCP Forecast

2020 – 2025



MCP Forecast escalated by average






growth rate for the last 5 years of the 






CEC MCP Forecast

TURN expressly states its agreement with use of historical data for Program Years 2001 and 2002; neither TURN nor any other party, except ORA, expresses any disagreement with the other values proposed by the utilities. ORA states that the CEC MCP forecast data should be used, which presumably means that it objects to any adjustment at all.  It does not give any rationale for its recommendation.

The preferable method of updating the MCP basis would be to use a forecast prepared from a revised run of the MULTISYM model, using the parameters suggested by the CALMAC sub-group in its September 25, 2000 letter to the CEC.  However, since the CEC has not performed these data runs, use of the utilities’ proposal is the next best alternative.  

The use of historical data from October of 1999 through September of 2000 reflects the reasonable expectation that the behavior of wholesale prices over the next two years is more likely to mimic last year’s prices than the downward trend forecast by the MULTISYM model.  Adding 20% to the MCP forecast prices for PY 2003 – 2010 is a reasonable way to adjust the low natural gas prices forecast by the MULTISYM model and to reflect the lack of RECLAIM credit costs in the long-term prices for energy.  Absent better data, the use of the MCP forecast for PYs 2011-2020 is reasonable, as is the proposal to escalate the MCP by the average growth rate in the last five years of the forecast. 

The utilities’ adjustments to the MCP basis should be used in the cost-effectiveness analysis for PY 2001 programs.  The utilities should use the same adjusted forecast prices, using a consistent format.

On-Peak Escalators

The utilities, the CEC, and TURN agree that the MCP forecast should be modified to include escalators designed to capture the system value of reduced load on reducing market clearing prices, pursuant to Pub. Util. Code §399.15(b)(8), and as required by the September 14, 2000 ALJ Ruling.  The utilities propose the following:


Program Years




On-Peak Escalators


2001 – 2002






5.0X


2003 – 2005






2.0X


2006 – 2025






1.5X

TURN proposes the following:


Program Years




On-Peak Escalators


2001 – 2002






4.0X


2003 – 2005






3.5X


2006 – 2025






3.0X

TURN recommends reducing the multiplier in the out years as the market structure (e.g., physical hedges brought about by the utilities’ retaining portions of their generation) changes.  

The CEC supports TURN’s 4.0X escalator for PYs 2001 and 2002 and a 2.5X escalator for PYs 2003 and 2004.  ORA states that the CEC’s MCP should be used, which presumably means that it disagrees with the use of any escalators.  It does not provide the rationale for its position. 

The cost-effectiveness analysis for PY 2001 programs should use the escalator values proposed by TURN.  TURN’s recommendations are based upon a recently completed study entitled Cost Curve Analysis of the California Power Markets performed by W. B. Marcus and G. Ruszovan, JBS Energy, Inc.  (JBS Study.)  The JBS study persuasively shows that a reduction in load shifts the demand curve, which results in a lowering of market clearing price and creates a “consumer surplus.”  Thus, the reduction in load has an impact on market price and a system value.  The escalators are determined by looking at the “load reduction value” or “consumer surplus” relative to the market price and taking a ratio.  The escalators are multiplied by the market price – either during peak or off-peak -- to arrive at system value.  

The JBS Study is competent and persuades us to include on-peak escalators in the avoided cost analysis to capture the system value of load reductions on market price.
  Further, TURN’s proposed escalators are supported by the study, and are conservative values, since they were refined to include the effects of physical hedges (utility retention of generation assets), which reduced the on-peak multiplier from 5.0 to 4.0.  The utilities did not present any evidence or rationale to support its differing values.

For PY 2001 programs, the utilities should use the following on-peak escalators:  1) PYs 2001-2002:  4.0X; 2) PYs 2003-2005:  3.5X; and 3) PYs 2006-2025:  3.0X.  The utilities should all use the same “on-peak” interval.  The utilities should include the proposed definition of “on-peak” and “off-peak” in the analysis.

Off-Peak Escalators 
Only TURN, based upon the JBS Study, proposes to include off-peak escalators in the avoided cost estimates.  TURN proposes the following escalators:


Program Years




Off-Peak Escalators


2001 – 2002






2.0X


2003 – 2005






2.0X


2006 – 2025






2.0X

The utilities do not comment on TURN’s proposal to include off-peak escalators.  ORA maintains its same position to use the CEC’s MCP estimates.  Only the CEC takes affirmative issue with the use of off-peak escalators and explains its rationale.  The CEC contends that the exercise of market power is the primary underlying cause of the steep supply curve and price volatility and that the escalators should not be applied to the off peak periods unless it is certain that market power is exerted during those periods.  Thus, the CEC concludes that the JBS Study must be expanded to include consideration of market design flaws that lead to the exercise of market power and consideration of the actions underway to mitigate or cure existing market design flaws and market power over time.  The CEC argues that the observed market multiples of 8 to 10 found in the study at peak should be shifted downward over time.

The JBS Study, as previously stated, appears to be a viable study and the authors make a credible and persuasive argument that load reduction has a substantial system value during off-peak periods as well as on-peak periods.  However, given the plausible arguments of the CEC, and the inadequate time for the parties to fully address this issue, we feel the better approach to take for PY 2001 programs, to ensure the Commission has a full record before it, is to perform alternate cost-effectiveness analyses, one using avoided cost estimates that include TURN’s proposed off-peak escalators and one using avoided cost estimates that exclude any off-peak escalators.  This should give us the reasonable range of avoided costs.
  The parties will be given the opportunity to present evidence and argument on this issue after the Applications are filed.

Other Modifications to the MCP

The other variables in determining avoided costs include:  T&D avoided costs and environmental cost adders.  For the T&D avoided costs, the utilities propose to use costs based on findings from prior filings.  The proposal appears reasonable for use in PY 2001.  With respect to environmental costs, the utilities propose an adder of 1 cent/kWh, which was derived from the 1998 CEC forecast, based on costs adopted for PY 1999 and PY 2000 programs, extended by the average growth rate of the forecast.  The CEC notes that it does not have any analysis to back up a value of 1 cent or 0.5 cents.  There is insufficient information upon which to rule on this issue at this time.  The utilities should file as they propose and if other parties have issues with respect to the environmental adder, they should be prepared to present them expeditiously after the Applications are filed.  

No party has objected to the utilities’ methodology for developing avoided costs, which expand the MCP to 8760 hours.  Nor has any party objected to the utilities’ proposal to exclusively use the public purpose test (PPT) and total resource cost test (TRC) because the other tests require information that may not be available given the new cost forecast.  These recommendations appear reasonable at this time.

Ordering Paragraph 12:  Non-Energy Factors, Market Effects Multipliers

Ordering Paragraph 12 provides:

“For PY 2001, the utilities, jointly with interested stakeholders, shall engage in a public process to discuss and review the basis for the development of any non-energy factors and market effects multipliers they seek to include in the PY 2001 applications.  The review shall include a follow-up on the Regional Economic Research, Inc. (RER) study and shall consider the mitigations proposed in Policy Rule V-4.  The utilities shall report on that process, including agreements reached and areas of remaining disagreement, the PY 2001 applications.”

No consensus was reached on the use of non-energy factors and market effects multipliers for PY 2001 programs.  The utilities contend that the non-energy factors and market effects multipliers used in the cost-effectiveness calculations for PY 2000 are reasonable and propose to use them in the cost effectiveness calculations for PY 2001, in compliance with OP 13.
  The utilities consider their proposed methodology for determining non-energy factors and market effects multipliers a good “first step,” but acknowledge that additional work is needed.  

The CEC recommends use of MA&E funds in 2001 to conduct a pilot for one program in PY 2001 to implement or test the proposed market adoption model.  It sees little justification or benefit in continuing to use the same market multipliers for the PY 2001 planning process if there is not utility commitment to estimate either market effects multipliers or more generally energy savings estimates for the other programs that have neither first year or multi-year savings estimates.  The CEC expects that at least some funds from the PY 2001 MA&E budget will address this need.

ORA opposes the use of these specific market effects values or similar values for the purposes of authorizing and verifying utility forecasted and reported costs and benefits.  ORA also objects to the continued use of MA&E funds to develop estimates of market effects for future use. 

The utilities refer to the proposed model as set forth in Discussion Paper No. 7, attached as Appendix C7 to the Workshop Report.  However, neither Discussion Paper No. 7 nor Appendix C7 was attached to the Workshop Report as served.  PG&E, as the MA&E project manager, clarified that there was insufficient information presented on the model at the time of the workshop and indicated that a formal presentation of the methodology would be presented at an October 6, 2000 workshop.  However, no synopsis of the model has been submitted.  Thus, there is an insufficient basis upon which to evaluate the utilities’ proposed model.  If they have not done so, the utilities are directed to serve on the service list Discussion Paper No. 7 and Appendix C7, together with any updated analysis, by November 1, 2000.  The utilities should ensure that they address appropriate mitigations for use of market effects multipliers as set forth in Policy Rule V-4, and consider the findings of the follow-up RER study.

Ordering Paragraph 14:  Incremental Measure Cost (IMC)

Ordering Paragraph 14 provides:

“The utilities shall develop, with interested stakeholders, in a public process, 1) protocols, including mechanism and standards, for the collection and use of incremental Measure Cost (IMC) data, including the use of a statewide database such as Database for Energy Efficiency Resources (DEER); 2) guidelines or standards for estimating IMC costs associated with the various program strategies and elements, including possible default assumptions; 3) other mitigations, or avenues to ensure that the cost-effectiveness calculations are reasonable where credible IMC is not available, such as those set forth in Policy Rule V-4.  The utilities shall attempt to have at least a preliminary agreement in place prior to filing PY 2001 applications.  The utilities’ PY 2001 applications shall report on the development of IMC standards and protocols, use uniform, agreed upon IMC for like measures, and explain the basis for any deviations.”

The parties agree that costs for individual energy-efficiency measures should be obtained from any one of the following:  a) the most recent Measure Cost Study (MCS); or b) data collection and estimation processes equivalent or superior to those used in the most recent Measure Cost Study for similar measures; or c) appropriate analysis of normalized costs obtained from program participation records (usually for retrofit, i.e., full-cost measures only); or if none of the above are available; d) secondary sources, such as other industry research studies, if they have publication dates of 1996 or later.  The parties further agree that per unit measure costs will be developed and reported on an ex ante basis and that reported per unit measure costs will be the same as forecasted.

While not comprehensive, and subject to the limitation that the CEC’s updated DEER database is not yet available, the parties’ agreement is a good first step, which should be sufficient to guide planning for PY 2001.  The parties note that it was developed in parallel with the DEER Update 2001 Study.  The parties should continue working on developing better protocols for the collection and use of IMC data, default assumptions, and other mitigations to ensure that the cost-effectiveness calculations are reasonable where credible IMC is not available, such as those set forth in Policy Rule V-4.

The parties state that the Discussion Paper incorporates feedback from the public workshop.  However, Appendix 5 appears to only contain the draft.  The utilities should serve on the service list the updated Discussion Paper No. 5 no later than November 1, 2000. 

The utilities’ PY 2001 Applications should identify the cost basis used for each energy efficiency measure proposed, together with supporting documentation.  

Ordering Paragraphs 51 and 54: Market Saturation Data

Ordering Paragraph 51 provides:

“For nonresidential programs, in the PY 2001 applications, the utilities shall gather and provide data regarding the extent of free-riders and market saturation by product and customer markets and market segments.  The utilities shall convene a public process with interested stakeholders to determine how best to obtain and report the information.”

Ordering Paragraph 54 provides:

“The utilities shall immediately, and jointly with interested stakeholders, conduct an investigation of saturation rates for T-8 lighting and other measures, by market and market segment.  The utilities, together with interested stakeholders shall also develop protocols for determining when a measure has reach saturation so that the incentives should be phased out or eliminated.  In the PY 2001 applications, the utilities shall report on the proposed saturation rates of specified measures, the proposed saturation protocols, and how they intend to incorporate such agreements and protocols in the program.”

With respect to OP 51, the utilities provide market saturation data in Appendix C3.  The parties agree to:  

1) The market saturation data presented in Appendix C3 

2)  The CEC update of nonresidential market saturation and penetration data through two studies that it currently is undertaking with MA&E funding: the Commercial Saturation Survey and the Nonresidential Market Share Tracking Study. 

3) CALMAC responsibility for making the market saturation and penetration data available to program managers and to the public in a timely manner, to assure that they can be used in program planning.  

The proposed agreement appears reasonable for PY 2001 programs, with a few directions.  The utilities indicate that the spreadsheet containing energy efficient measure saturation and penetration results is a “work-in-progress containing draft results.”  The utilities should continue to update the spreadsheet, including industrial customers and more segmentation, and should include an updated version as an Appendix to the PY 2001 Applications. 

With respect to OP 54, the utilities recommend that we adopt their “Proposed Protocols for Decisions to Terminate Promotion of Energy Efficiency Measures,” set forth in Appendix C4.  The utilities contend that the incentive termination decision requires the exercise of judgment based on a number of market and program factors, and thus is not easily reduced to a numerical value or formula.  The proposed protocols thus recommend consideration of the following factors:

· overall measure saturation and trends in market share; 

· the overall goals and duration of the programs and program effectiveness and cost-effectiveness;

· market characteristics and the likelihood of market regression in the absence of utility promotion; and

· changes in equipment or building energy efficiency standards, and improvements in measure technology.

The utilities also propose to evaluate and consider the continuation, phasing out, or elimination of incentive payments or other methods of promotion of specific measures as part of the annual program planning and review process.  The parties, except for ORA, agree with the utilities’ recommendations.  

ORA objects generally to adopting protocols for the termination of incentives.

For PY 2001, the utilities should use the proposed protocols as a preliminary first step, with the further direction set forth below.  We are unable to evaluate ORA’s objections because ORA provides no explanation or rationale.  

The proposed protocols, while a first step, may be too broad to be useful.  We also question some of the supporting rationales, e.g., potential market regression, which seems antithetical to the purported goal of market transformation, and the use of rebates as a form of advertising. 

We suggest that the proposed protocols be used in a slightly different manner.  The proposed “factor” of “overall measure saturation and trends in market share” should be revised to institutionalize (preliminarily) the 50% saturation rate as a trigger for further analysis.  The other “factors” are considerations that may be used to evaluate the desirability of reducing or eliminating incentives.  An additional consideration should be the end-use programs’ NTGR.  Further, we believe that it is preferable to include upper limits restricting further incentive offerings.  The parties should discuss appropriate upper limits.

For PY 2001 programs, it will be important for the utilities to fully explain and document decisions to continue incentives for measures that have saturation levels exceeding 50%.  The utilities should perform an analysis of those measures that show a saturation over 50% in any customer segment or sub-class.  The analysis results should be appended to the PY 2001 Applications.  Further, the utilities should reference the measures’ saturation rates in the program descriptions included in the PY 2001 Applications.

The utilities should perform the saturation analysis as new data is obtained and, for all measures, at least annually, which should be reflected in the applicable Quarterly Reports and the Annual Report.  The utilities should update the saturation data in each quarterly report and the Annual Report.

Ordering Paragraphs 72 and 73:  Third Party Initiatives (TPI)

Ordering Paragraph 72 provides:

“For PY 2001, the utilities shall jointly, with interested stakeholders, develop a standard to use for IMC in the cost-effectiveness calculations, such as a default ratio or a requirement that all TPI meet a minimum threshold of cost-effectiveness (e.g., SoCalGas’ convention of requiring each TPI to show a cost/benefit ratio of 1 or greater and using 1 in the analysis).  The utilities shall jointly, with interested stakeholders, develop protocols to govern the cost-effectiveness analyses conducted by TPI bidders.  The utilities shall convene a public process and report the results of any agreement reached and any remaining areas of disagreement in the PY 2001 applications.  The utilities shall also propose use of the jointly developed IMC standards in the PY 2001 applications.”

Ordering Paragraph 73 provides:

“The utilities, for PY 2001 programs, shall convene a public process for purposes of developing, with interested stakeholders, reporting requirements, procedures and standards for post-program data collection of IMC and other cost data for TPI programs.”

The utilities recommend that we adopt “Standards for Assessing Cost-Effectiveness of Third Party Initiative Programs” set forth in Appendix C4 to the Workshop Report.  The proposed standards give the utilities two options for including the costs and benefits of TPI programs within the portfolio cost-effectiveness calculation:  

1) Option A—Pilot Program Approach.  If a utility uses the TPI Program as a way to solicit and test, on a limited, one-year basis, innovative new approaches to increasing energy efficiency, it will assign the program zero benefits, resulting in a low-cost, conservative way to assess overall portfolio cost-effectiveness; and

2) Option B—Substitute Program Approach.  If a utility uses the TPI Program as a way to solicit alternative designs for program elements that it might otherwise have developed itself, it will assign the program a Public Purpose Test (PPT) ratio of one, in order to assess the cost-effectiveness of its program portfolio.  In the ensuing TPI program solicitation, the utilities will require that accepted proposals be demonstrated to be cost-effective.  Further if ex post cost-effectiveness analysis is required for the other programs in the utility’s portfolio, the TPI Program will be subject to the same requirements as all other programs.  

The utilities also propose to provide an overall assessment of the effectiveness of their TPI portfolios in meeting the goals in the annual energy efficiency reports and to report any ex post cost and benefit information provided by the TPI implementers.
ORA disagrees with the adoption of these standards and objects to the use of program funding for TPI programs in PY 2001 because it believes that these programs are risky to ratepayers in that they have costs and benefits that cannot be adequately reviewed in the program forecasting and program performance review processes.

D.00-07-017 and D.99-08-021 specifically provide for increased TPI activity and funding in PY 2000 and PY 2001; therefore, ORA’s policy objection to TPI programs cannot be sustained.  However, D.00-07-017 directs the utilities to develop protocols and standards to improve the cost-effectiveness of TPI programs to meet some of ORA’s concerns.  We are disappointed that ORA did not take this opportunity to contribute to the proposed protocols or to explain its rationale for objecting to specific protocols.

The proposed protocols have several deficiencies that should be addressed prior to filing the PY 2001 Applications.  

First, it is not clear how the proposed Options A and B would work for program planning purposes.  At the time the utilities’ file the Applications, they have not necessarily issued an RFP or identified the specific TPI that might be selected for implementation in PY 2001.  The utilities should clarify how these options will work for the ex ante cost-effectiveness analysis, e.g., will they set aside funds to be used under Option A and Option B?

Second, the proposal does not provide for IMC reporting requirements, procedures, and standards for TPI bidders, as required by OP 74.

Third, under Option A, the pilot program approach, the utilities do not propose to do an ex post cost-effectiveness analysis if the pilot program is not picked up the following year.  Nor does there appear to be any provision for collection of any data on these pilot programs.  Even if a pilot program is not continued, there should be some post-program data provided and analysis done to guide future energy efficiency program planning.  We need to not only know where and how the funds were spent, but should evaluate where funds should be spent in the future.  

Fourth, under Option B, the substitute program approach, the utilities should collect data and perform an ex post cost effectiveness analysis on all TPI regardless of whether it is required for other programs in the utilities’ portfolio if they use a cost-effectiveness ratio of 1.0 in the ex ante calculations.

The utilities should submit and serve on the service list revised TPI protocols no later than November 8, 2000.  The utilities should identify and use a consistent approach for all TPI in the PY 2001 Applications.

Dated October 25, 2000, at San Francisco, California.



/s/  LINDA R. BYTOF



Linda R. Bytof

Administrative Law Judge

CERTIFICATE OF SERVICE

I certify that I have by mail, and by electronic mail to parties to which an electronic address has been provided, this day served a true copy of the original attached Ruling On Cost Effectiveness Issues For PY 2001 Programs on all parties of record in this proceeding or their attorneys of record.

Dated October 25, 2000, at San Francisco, California.

/s/  KRIS KELLER

Kris Keller 

NOTICE

Parties should notify the Process Office, Public Utilities Commission, 505 Van Ness Avenue, Room 2000, San Francisco, CA  94102, of any change of address to insure that they continue to receive documents. You must indicate the proceeding number on the service list on which your name appears.

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *

The Commission’s policy is to schedule hearings (meetings, workshops, etc.) in locations that are accessible to people with disabilities. To verify that a particular location is accessible, call: Calendar Clerk (415) 703-1203.

If specialized accommodations for the disabled are needed, e.g., sign language interpreters, those making the arrangements must call the Public Advisor at (415) 703‑2074 or TDD# (415) 703-2032 five working days in advance of the event.

�  Administrative Law Judge’s Ruling Establishing Schedule and Process for PY 2001 Energy Efficiency Program Planning. 


�  AB 970, Section 7(b)(8), codified in Pub. Util. Code §399.15 (b)(8).


�  The workshop report indicates that ORA disagrees with NTGRs but provides no other information.  Because the August 15, 2000 Ruling requires the parties to specifically state their disagreements with any consensus recommendations, we do not consider any potential ORA disagreements on NTGRs.


�  The CEC also questions why the Express Efficiency element is only listed in the renovation and remodeling market, which is one of six non residential market areas.  This issue discussed infra, with respect to NTGRs for statewide programs.


�  The parties note that Appendix A of the M&E Protocols includes two definitions of measure life, “effective useful life” and “engineering useful life.”  The parties appropriately recommend that we use in these calculations “effective useful life” or EUL, which is defined as “an estimate of the median number of years that the measures installed under the program are still in place and operable.”   


�  Indeed, in the Workshop Report, no party disputed the viability of the JBS Report.


�  Once again, we note that TURN’s proposal uses conservative values, since they were refined to include the effects of physical hedges (utility retention of generation assets), to reduce the off-peak multiplier from 52.5 to 2.0.


�  OP 13: “For PY 2001, the utilities shall submit two sets of cost/benefits calculations, one including and one omitting, non-energy factors and market effects multipliers.  The calculations shall also explicitly identify 1) the non-energy factors and market effects multipliers used; 2) the programs or measures affected; 3) the calculation; and 4) the justification for using them.”
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