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Thxs ‘decision approves the reguest of Southern Callfornla fxff
Gas cOmpany (SoCalGas) to recover $l 28 million in rates for 1tsrj‘v:iI;

accomplishments in demand-sxde managenentﬂ(pgmx prograns: s
Bac) 3 : ﬂ_mml
in 1988, we lnxtlated a renewed consxderatron or the
energy efflcrency, or "DSM," programs of the state s'energy
utilities. The process rnltzally lnvolved meetlngs between f“‘
utilities, representatlves of several state agencles, and
Lntervenor groups to discuss ways to st;mulate energy efr;c;ency
programs The group issued a report in January 1990 which

LA L R

recommended that the utllltxes flle appllcatlons proposxng expanded |

funding levels for DSM programs and shareholder lncentxves for
MRCATHEE R T S, ST T
reaching energy effxcmency goals.

In Maxch 1990, SoCalGas filed Application (Al) 90-64%037 "

in response to the report,,proposmng expanded rundrng for DSM j "'
programs and an lncentxve mechanlsm._ The appllcatlon also revrsed”

and expanded’ many of SoCalGas' existlng DSM programs authorlzed 1n: ;dﬁ”

SoCalGas’ 1990 general rate case. The Comm:s-lon adopted an .'
expanded DSM program for SoCalGas in Declslon (D b} 90 -08= 068,_

basrng the new program on a settlement r;led by several lnterested'”W“'w
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utilities’ DSM 1ncentrve earnzngs should be revxewed in’ thelr
annual reasonablenes s revlcws. A
The pendlng applxcatzon, which is SoCalGas’ - o, ool . or v

reasonablenesszreviewufor l990-199l seeks’ a" shareholder lncentlve?'“;;ﬂ
award of approxlmately $1.28 million for DSM efforts. S0CALGAS ... . iwi
requested expedited treatment of the award in order that the
revenue requirement increase could be reflected in"rates by 7
January 1, 1992. No party objected to this request. Accoxdingly,
hearings were scheduled to conslder the DSM issue in advance of
other reasonableness review 1ssues.‘ DRA and SoCalGas submitted
testimony which raised no controversy. At the hearing, no party
sought to cross-examine any witness and no party wished to file
briefs. SoCalGas and DRA essent;ally stlpulated to one another s
testimony. o )
SOCalGas' applzcatlon States that most of lts DsM
programs were very successful 1n l990. Collectlvely, 1990 DSM L
programs achieved enexgy savlngs ot 40 million therms,‘an amount ,? o
well exceeding the 1990 goal of 24 8 mlllzon therms ; SoCalGas ;'” '
states it achleved these savxngs even though it underspent DSM -
program rundlng by 23%. SOCalGas states 1t carrled torward unspent
1990 funds to l99l.._ , , R

' Most of the DSM energy sav;ngs, accord;ng to SoCalGas,_m,
are attributable to the replacement of older gas, equlpment w1th _g .
hzgh-efrzczency equlpment and weatherlzatlon 1mprovements.; . '
SoCalGas states that all commerc1a1 and lndustrlal .programs f%‘
exceeded the;r goals. Its largest resxdentlal program, the direct
assistance program, whlch prov1des dlrect rundlng to low-xncome o
customers, was also very successful in 1990. The res;dentzal new f_ing
construction program and the residential weatherlzatxon 1ncent1ve ‘M'JJ:
prograns did not meet eftlclency goals.' SoCalGas expla;ns the new ‘””“J
construction programs were hxndered by a slowdown 1n constructlon ;‘
activity and the unavallablllty of quallfylng hlgh-errlclency gaf |
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equipment.. SoCalGas: suggests-the residential.weatherizationt
program did not generate much-customer. interest. partly because~o£
the low -rebate-amounts. . : ey
DRA’s Position - y S Lo Il it
DRA -supports SoCalGas’ requestedisharcholdexr award. “Its
testimony reviews Commission decisions and the methodology:used by’
SoCalGas for calculating. the award. DRA states:that-the:
Commission’s-review of the methodology:inithis proceedingiis-: ¢

important because this-is:the-first year that. SoCaIGaS‘is“applyingﬁ-’”'”

for incentive payments and the existing-criteria for calculat;ng
such awards is only vaguely defined at this time. L

DRA believes that SoCalGas has appropriately-calculated
the incentive -award... It explains that-*resource programs” are
those which.qnnliryxror a 1l4% return, subject to a-ceiling for '

recoverable cost and minimum performance requirements. ~#Cost-plus”
prograns are those for which the -utility receives a return on-cost - "
up to the authorized budget once a minimum-goal has been met. : Some '

of the cost-plus programs receive a-5% return and some:receive a‘’
10% return. According to DRA, SoCalGas correctly calculated - & -

incentive dollars in resource programs based on the”number’Of goa197~*:~

dollars spent -in the cost-plus programs. Ao
Although DRA concurs with:SoCalGas’ approach: generally,

it makes several recommendations with regard to the methodology'to R

be applied in the future. First, it recommends that the
calculation of efficiency gains.should be at the program level:

rather than, for example, at the program element level. - (Programs - - -

et 8 e e :A.".
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and program elements are explicitly defined for each utxl;ty. - Foxr -

example, residential weatherization retrofit is a program.. -A -

progran element for residential weatherization retrofit might be ™ = '

water heater blanket installations.). DRA believes this will:’ "
provide the utility with an incentive to make up shortcomings in
one program element by exceeding the goal in another program
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element. According-to DRA, if gains were measured’ for-each program "
element,-the utility would not-have:an-adequate incentive’to make "™ %%
up shortcomings. At the other extreme, if gains were.-measured for -
DSM programs as a whole, the utility could ignore some groups oxr™ =~
major programs in favor of others. . In its. appl;catlon, SoCalGas
used the methodology proposed by DRA.. o - R
Sceond,. .DRA recommends ‘the formula appvathe~actuarﬂi e
amounts paid to ratepayer participants (which DRA calls. ”actual "
participant incentives”) rather than base.the award on forecasted .. =7 ..
payments (which- DRA calls “design participant incentives”). 'DRA
commends SoCalGas fLor applying this methodology,-believing the .
result is more equitable than using the forecast: amount. .= .7
Third, DRA recommends that the ‘measures . subject to the -
incentive payment should be adjusted-to.account for the timing of
the decision which authorized the incentives. This adjustment is =
required for this first review period only because seme programs I
which qualify for the incentive payment in general were approved' -
prior to the incentive. The incentive payment, according -to:DRA,-
should be applied only to program results which occurred: after the -
issuance of D.90=08=068. . .. ;. . oo oS Tl oLl
Fourth, for new construction programs, DRA'.recommends.
that actual projects completed during the review period count .. -~
toward the sharcholder incentive calculation. ' SoCalGas 'is 7./~
currently counting:-all committed measures toward its incentive:.

.

ATy Ty

paynment.

Fifth, DRA recommends that in‘the~tutureWthe“methbdology‘wrzﬁgﬁ
SoCalGas uses to allocate administrative and general (A&G) costs !

g e e

should be consistent for all programs.. . ' i . SIS ;
Finally, DRA recommends SoCalGas include in future annual:’

DSM reports a more detailed explanation of the types of:costs and

cost allocation methodologies used for each program. category.. . : . .

. s e . ooee e T e
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SoCalGas: submitted: additional testimony in responsedto””

DRA’s report. -It, concurs with DRA‘’s. recommendations with:one minor - -~7¢

modification regarding the calculation: of accomplishments 'in the "
new construction programs durxing: the transition. period:: SoCalGas

recommends the following language. be.adopted by the .Commissions 7 "

7Calendar years 1991 and: 1992 should be-treated
as transition years subject to a.special . :
nechanism that allows SoCalGas time to adjust
its present counting methods without. negatively
impacting sharecholder earnlng opportunlt;es.
For purposes of reporting accomplishments in
the Annual Demand-Side Management (DSM) Report,
SoCalGas should report only completed jobs
beginning in 1991. However, "for shareholder
incentives during the 1991 and 1992 transition
period that are lower than they would have been
if calculated using the method in effect in
1990, the shareholder incentive for those
transition years may be calculated using the.
currently authorized 1990 method. Beginning in
1993, the shareholder incentive-will Dbe based -
completely on the new method recommended by
-DRA.”

. We applaud SoCalGas for xts success_ln many of 1ts-DSM
programs. We also concur wzth SoCalGas' conservatlve e
lnterpretat;on ‘of the DSM shareholder 1ncent1ve methodology.;‘www

S

SoCalGas approprzately appl;ed the Ancentive to individual. programs..

rather than program elements or the package of DSM programs. - Had
it applied the incentive aecord;ng to gains realized for the..
package of DsM programs, sone customer groups would probably be
denied the benef;ts of the programs in favor of others. -Had .
SocalGas applxed the 1ncent1ve accord;ng to gains realzzed—from
program elements, it might have been denzed an opportunity., to.
recover shareholder incentives even though an individual. program
was successful. This would result zn a reduced incentive for the
utility to promote energy effzclency."hJJ_ R Y e T o
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We believe the other recommendations made by:DRA,and™-
agreed to-by SoCal, are reasonable. . . Accordingly, in- Fature- T
applications, SoCalGas should calculate-its’ lncent;ve~award by
using actual rather than: forecasted payments to'customers’

We concur with DRA. that the‘methodologyrrortallocating’“:””
A&G costs should be consistent for-the various. target”customer
groups. Also at DRA’s suggestlon, we will direct SoCalGas' to~3“
include in its DSM Annual Report the “information” requlred to rully
calculate the shareholder 1ncontive, including detailed- 1nrormat1on
regarding the methodology used for aIlocatlng costs for each
program category. . - - S R "A

With regard to DRA’s recommendatlon for calculatlng
accomplishments in the new constructlon programs, SoCalGas belleves
the adjustment would put shareholder earnings. at risk unless a\
transition mechanism is adopted. According to SOCaIGas, the change
from counting committed jobs to. counting. completed jobs w;ll
prevent SoCalGéas from meeting prevzously authorized mlnimum
performance goals during the transition perlod. DRA concurs wnth
SoCalGas’ proposal to ensure that DRA’s recommendation is not N
punitive. We will adopt DRA’s recommendation with the modlfzcatlon'
proposed by SoCalGas and described prev;ously in thls dec1 1on.

Finally, we address the transition mechanlsm to adjust
program results during the first review per;od. The calculatlon

problem occurs because sone programs subject to the 1ncent1ve weré Lf'ffH
adopted prior to the establishment of the lncentlve.’ Thus, not all_;%”

program accomplishments can be subject to the’ lncentlve program
DRA suggests we;ghtlng both the adopted program goals and the

actual number of jobs achieved for the year to account for the tlme;:ff;‘“
lag. Although-SeCalGas proposed’ a sllghtly d;!ferent methodology, fw:ﬁ:”“

it does not object to that proposed by DRA. We agree that DRA'

approach is reasonable.
In sum, we will adopt the dollar award recommended by .

SoCalGas and DRA. We will also adopt on a prospect;ve ‘basis the’ -
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several recommendations made by DRA and agreed to by SoCalGas.PGWe~a~w»J

note, however, that these methodologies may..change: pursuant to
Commission review of DSM programs for all utilities-in. Rulemaklng
(R.) 91-08=003. , o : P T B TR LT
-This.- proceedlng remains-open to.consider. the:remaining:.
issues in this rcasonableness review.
e e r ¥
1. D.90-08-068 adopted expanded-DSM programs and a
shareholder incentive mechanism for SoCalGas. It also directed
review of incentive payments in reasonableness reviewlproceedings.
2. - No party opposed SoCalGas’ request. for .an incentiveﬁaward
of $1.28 million, although DRA made several recommendations: o .
regarding calculation of future awards... L ;ﬂhﬂ} o
3. SoCalGas’ calculation of its incentive:award is: . .:---7i
reasonable for the review period. . - ‘ A R
- Applying -the incentive- to. programs,.rather than.program
elements or the package of DSM programs, provides a . reasonable . .

et o

incentive for SoCalGas to promote energy etziCiency“while'reducinqﬁiﬂT~?

its incentive to faver some customer groups over otherswmn
promoting energy efficiency. D e LT A,

5. It is reasonable for SoCalGas to calculate Lts 1ncentlve
award by using actual rather tnan rorecasted payments.,.g:?;f:

6. Requiring SoCalGas to include in its annual DSM .report a
detailed description of its cost,cllocatlonlmetpodology,ls,,wJ
reasonable. D e e TR 7,HM:

7. Recuiring SocCalGas to apply'completed“rcfﬁecifﬁaﬁ**
committed, jobs in its new construction programs. is reasonable in
combination with a trans;tlon mechanlsm‘that allows SoCalGas to
reflect actual accompllshment..- e 7~vs~,v - e,

8. It is reasonable to welght program goals and‘actual
nunber of jobs achieved for: the year in recognltlon that ‘some
programs subject to the lncentlve were adcpted’prlor to fhe

establishment ot the lncentlve; .Pm“ﬁ m;:u«@ SRR PR i@q:
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1. ThexCommission. should ‘approvesSoCalGas” recquest forva v

Ay . i

shareholder incentive award of $1.28 million.= . il 17 whowes GQLoouomed

o

2. The Commission should adopt recommendations of DRAV™
regarding the. calculation of-the: 1ncentive as” set forth in- th;s
decision. T

;- IT IS-ORDERED thatz - i A Lo
1. . :Southern California Gas COmpany (SOCalGas) “is"authorized
to collect $1.28 million for its-accomplishments-in its .demand=side -~
management (DSM) programs. It may recover this amount by .o . .o °
incorporating the revenue requirement change-inteo its ‘attrition

I

year rate change, scheduled to become effective January 'l, 1992.-& =1 "~

2. Unless superscded by Commission'decisions in Rulemdking
91-08-003, SoCalGas shall apply the following methodswfor:wm :
calculating its DSM .shareholder incentive award: - LT

Apply the incentive to:caccomplishments realized
in programs, rather than program elements. or
the package of DSM program

Calculate 1ts 1ncent1ve award by u51ng actual T
rather than forecasted payments to ratepayer o
participants; . LT

Apply completed}‘rather“ih&ﬁ'cdhmitté&, gobs in T
its new construction programs subject to the
following trans;txon mechanlsm.‘.

Calendar years 1991 and 1992 .shall be .
treated as transition years subject to a
mechanism that allows SoCalGas time to
adjust its present counting methods without
atfecting shareholder earning opportunities.
For purposes of reporting accomplishments in
its Annual DSM Report, SoCalGas shall report
only completed jobs beginning in 1991. .For ..
shareholder incentives during the 1991 and
1992 transition period that are lower than’
they would have been if calculated using the
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method in effect in 1990, the shareholder
incentive for those transition years shall
be calculated using the currently authorized
1990 method. Beginning in 1993, the
shareholder incentive shall be based only on
completed programs.

3. SocCalGas shall include in its annual DSM report a
detailed description of its ceost allocation methodology and other
information which would permit a calculation of its annual
shareholder incentive award.

4. This proceeding shall remain open to consider outstanding
issues in ScoCalGas’ 1991 reasonableness review.

This order is effective today.
Dated December 4, 1991, at San Francisco, California.

PATRICIA M. ECKERT
President
JOHN B. OHANIAN
DANIEL Wm. FESSLER
NORMAN D. SHUMWAY
Commissioners

! CERNIFY THAT THIS DECISION
WAS APPROVED BY THE ABOVE
COMMISSIONERS TODAY

o
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Attorney at Law, and Rhvllis_Huckakee, for ElL Paso Natural Gas
Company: Brune Jeider, for City of Burbank; Messrs. Bakarat &
Chamberlin, by Melj . , Lor Messrs. Bakarat &

Chamberlin; Leamon W. Murphy, for Imperial Irrigation District;

Robert Pettinato, for Department of wWater & Power, City of
Los Angeles:; Ratxick J. Power, Attorney at Law, for City of
Long Beach; Gene Rodrigues, Attorney at Law, by John Huaghes, for
Southern California Edison Company; Recon Research Corporation,
by Andrew Safir, for Canadian Petroleum Association: James D.
Sgqueri, Attorney at Law, for Exxon Corporation; bAlex Szaho, for
City of Pasadena; Messrs. Jones, Day, Reavis & Pogue, by Norman
A. Pedersen & Catherine ¢. Wakelvn, Attorneys at Law, for
Southern California Utility Power Pool and Imperial Irrigation
District; Morse, Richard, Weisenmiller & Associates, Inc., by

. . Wei i » for California Cogeneration Council:;
and Wright & Talisman, by Mike Day, Attorney at Law, for Enron
Gas Marketing.

Division of Ratepaver Advocates: Patrick Gileau, Attorney at Law,
and Richard Mvers. : '

(END CF APPENDIX A)




