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INTERIK OPINION-OM RULES GOVERNING 
UTILITY DKMAND~SIDE MANAGEMENT PROGRAMS 

I. sunmary 

By this order, we issue rules governing -the -evaiUAtion, 
fundihg and implementation 6£ demand-side managem~nt(i>SHj ::prograns 
and associated shareholder incentives. In developing these rules, 
we~-stablish basic policy principles designed to tapD5M'8 _ 
pOt~nitial for meeting 6ur overall resource procuiemEu\tgoal, 
nAmelYi to provide California ratepayers with reliable, least cost, 
environmentally sensitive energy service,l 

o Resource planning. We are cOIllJllitted tb 
having tl)e utility integrate supply-and 
demand-side resource planning to prOduce th~ 
least-cost, environmentally sensitive 
resource plan.~o this end, we must 
continue to improve our analytical .. 
approaches for evaluating demand-side 
resources • 

o 

We need to move ahead on the J'Ileasurementand 
evaluation of DSH savings, in order to 
ensure that DSK savings forecasts are as 
accura te as pos sible. To the extent that.· 
utilities use ratepa.yer-supplied funds-to , 
procure and maintain DSK resources, . . " 
measurement and evaluation allows us to . .. 
ensure that. ratepayers receive the resources 
that they are paying for. We aim to make 
all aspects of our resource procurement 
prOcess, including the evalua.tion a~d 
implenentation of DSM, as predictable as 
possible. 

Resource Acquisition. Introducin~ -
competition into the utility's acquisition 

1 The text that follows represents a brief summary of the 
general principles established in the body 6f the order and 
appended rules. See sections III, IV and Attachment 1. 
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of demand-side resources offers great 
pOtential for achieving our goal of .' 
reliable, least cost,. envirOnnientally :.,', . '. ' 
sensitive enerqy service. We will exp16re 
competitive bidding for. DSM resource~; ", 
pursuant to Public Utilities Code §.747,io­
order to assess the role 6f nSM bidding in' 
providing least-cost energy services to 
ratepayers. 

, ' 

o program Emphasis. Utilities' DSK activities 
should focus on programs that serve as 
viable alternatives to supply-side resOurce 
options; Le., energy efficiency programs 
and load management programs which promote 
energy efficiency. 

o Cost-Effectiveness Testing. Methods to test 
the cost-effectiveness of DSK program~ , 
should be consistent with our least~cost 
planning principles and our policy of 
enphasizing DSK programs that serve as 
alternatives to suPply. Therefore; the -
primary indicator of DSK cost-effectiveness 
should consider the total resource costs and 
benefits of DSK; including nonprlce factors. 

o shareholder Incentives. The role o£ 
shareholder incentives is to offset any 
regulatory biases against DSK that the 
utility might have in procuring least-cost 
energy resources. Shareholder incentives 
should be designed to encourage en~rgy 
efficiency and load management programs that' 
promote energy efficiency. 

For sha~ed-savings incentive rnechanisns, 
ratepayers should share their DSM investment 
earnings (in the fom of lower resource " ' 
costs) with shareholders at the agreed upon 
percentage. we therefore reaffirm our ' 
commitment to shift froD prespecltied 
savings to ex post verified savings, for the 
purpose of calculating shareholder 
incentives. 

o Improved consistency. We must continue to 
inprove consistency across the various 
regulatory proceedings that address DSK­
related issues. The dete~inations made in 
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this. Rulemaking and cOnipAnioll. hlvestlga'tion 
should.· be used in anysubsequeJ\t utility~ 
specifiC proceedings, . . 

.~ . .. . '. . .. ,'- 1,'. _ = '. 

As described in this order, certain aspects of our. '.' 
adopted rules are interim, pending the receipt and considerati6ri" of 
'comments, workshOp reports, and program evaluations. We also 
establish a separate phase in these proceedings for reviewing 
respondents' measurement and ,evaluation activities. 

~he rules adopted by this order are presented in 
Attachment 1. Attac~nt 2 explains each technic~l acronym or 
other abbreviation that appears in this decisiori. 2 

In InvestigattoJ\ (1.)86-10-001, our generic exanina~loli 
. of ratemaking, we identified the need to take a fresh lOok at 
demand-side milnagementof utility resoutces. 3 Demand-side . 
management (DSH) programs focus on the custOmer side of the utility 
meter and have included programs for load Ilanagement and enetgy .' 
efficiency, among others. 

On July 20, 1989, we conv~ned an en banc hea~ing to 
reexanine the role of DsM in utility resource procurement. As 
described below, the events and decisions that fOllowed the ~n bane 
hearing led to the issuance of this Order Instituting Rulenaking 
(OIR), and companion Order Instituting Investigation (011)i 4 

2 As part of this proceeding, pacificGa~ & Electric conpany 
submitted a pilot DSM bidding proposal for our consideration. We· 
will address this proposal in a separate opinion. 

3 See Decision (D.) 89-05-067 (32 CPUC 2nd, 79, 80-S1). 

4 ~ri subsequent sect tons we refer to these two proceedings 
collectively as the DSH OIR/OII (or orR/OIl) proceeding • 
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A. The California Collaborative· • 
During the July 20, 1989 en banc hearing, seve'ral 

participants recommended that interested parties collaborate on a 
blueprint-for the revitalizati()n of DSM activity in california. We 
ag~eed, with the hope that a collaborative approach could-halp­
facilitate that goal. 

The California collaborative working group 
(Collab6~ative) set its own agenda and membership. its 
stakeholders were a wide array of interested groupst california's 
four major investor-owned energy utilities, representatives 6f 
various California state agencies, environmentalists, ratepayers of 
all types, energy service companies, and independent energy 
producers. 

The CollabOrative's achievEments are reflected in its 
January 1990 report to the Commission, An Energy Efficiency 

. .. -

Blueprint for California (the Blueprint). In their repOrt, the 
collaboratbte's stakeholders proposed a new regulatory mechanism­
designed to allow utility shareholders to participate in the 
benefits of OSN. They also created new and expanded DSK programs, 
arid identified key characteristics of DSM programs which must ~ 
considered in order to provide lasting energy efficiency savings~ 
Finaliy, they recommended policies to govern the regulatory 
treatment of utility DSH programs. 
B. Adoption of Experiaental DSK 

shareholder Incentive PrQgraas 

As· promised in the Blueprint, Southern california Edison 
Company (SeE), San Diego Gas & Electric Conpany (SoG&E), pacific 
Gas and Electric Company (PG&E), and southern California Gas 
Company (SoCal) filed applications requesting Commission 
authorization for expanded DSM programs and shareholder irtcentive 
mechanisms. The parties to the proceeding subseqUently entered 
into settlement agreements, and in D.90-08-068 and D.90-12-071, we 
approved, with ~one modifications; the terns of the respective 

• 
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settlements. Pursuant to the settlementagreementsi:each utfifty 
'convened Advisory Committees to assist thEm ·inthe i~plementation 
of the approved programs. 

The shareholder incentive pr6grams adopted in o.90-cis-068 
and D.90-12-071 were experimental, and were authorized throuqh ';19~ 1 

for SCE and SDG&E and through 1992 for PG&Eand SOCal. 5 As we .i, 

stated in D.90-08-068, " ••• these mechanistns'shbuid be considered 
experimental only and not necessarily the blueprint for the next 
generation of OSK prograll\so,,6 In'approvin9thes~ experimentsl we 
identified the need for an 01R to provide a forum for "comparing 
the different OSH models .•• and t6assessthe relative success of 
the different approaches.· We also stated that this OIR couid :lead 
to "the development of statewi~e standards lind benchmarks by which 
to meaf'Ure energy efficiency and to meAsure the appropriat~.levels 
Ofineentives.- TO-aid us in this evaluation, we directed6ur 
Coimnission Advisory and Compliance Division (CACD) to subinit, .a . 
report, by December 31, 1992, on the effectiveness of the adopted 
incentive mechanisms • 
c. Issuance of the DSM OIB/OII 

The issuance of our DS)I'OIR/OII on August 1,1991 allows. 
us to take up where theCoilaborative left 6ft. As 'we stat:e in the 
OIR/OII, this proceeding wili examine. (1) collaborative posi"tions 
agreed to by consensus but which ate not yet formal Commissi6n . 
polioy; (2) policy areas where the stakeholders failed to reach. 
consensus and where resolution is critical to secure-a sustained 
role lor DSK in future utility resource procUre;\e'ilt strategies; and 

5 seE's iilcentive program was reevaluated t a,rid modified on an 
~nt~rin basis, in its recent general rate case decision, 
D.91-12-076, SOG&E's eXperimental incentive mechanism was extended 
through 1992 as part of its 1992 modified attrition (see 
0.91-12-074 in Application 91-03-001). 

6 0.90-08-068 (31 CPUC 2d 347,3~2) • 
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(3) other iinpOrtant policy or technical areas not explicitly 
addressed in the C611aborative~7 

Our DSM OIR/OII includes 29 proposed rules (Rules) 
related to utility gas and electric DSM programs. Rules 1-4 
articulate policy principles for cofisidering DSM programs as viable 
alternatives to traditional supply-side reSource options, and 
present commOn terms and definitiOns. Rules s~i3 provide 
guidelines for the cost-effectiveness testing 6f DSH, and establish 
priorities among different types o£ DSM programs. Rules 14-19 
adopt interim principles governirig future shareholder incentives, 
pending CACD's report. Rules 20-25 address the r61e of measurement 
and evaluation in DSM prograndevelopment. They also discuss the 
need for consistent treatment 6f DSM programs across utilities and 
across regulatory forums. In Rule 2S we propose estAbl!shlnqa 
single forUm where all utilities l OSM activities can be reviewed, 
and ask for conunents on that proposa-l. .. Rules 26-29 provide' 
gUidance on the developmentaf DSH pilot bidding ·programs. 'Ac6py 
of the Rulesl as originally proposed, is appended to this order • 
(See Attachment 3.) 

Commertts on the Rules were filed on September 23, 1991 by 
PG&E, seE, SDG&E, SOCal, SOuthW9st Gas Corporation (Southwest)1 
Division of Ratepayer Advocates (DRA), California Energy Commission 
(CEC), South Coast Air Quality HanageRent District (SCAQKD); 
california Department of General Services (OGS), United States 
Department of Defense (DOD), Natural Resources Defense council 
(NRDC), Toward Utility Rate Normalization (TURN), utility 

, Consumers' Action Network (UCAN), California Large Energy Consumers 
Association (CLECA), califotnia Hanufacturers Assooiation (eXA), 

7 OIR/OII, August 7, 1991, p. 7. 
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National Association of Energy Service Companies (NAESCO)," -SYCOH 

Enterprises (SYCOM),and 'I'tansphase Systems, Inc. (TI'ansphase).8 
After comments were filed, vat~ous partlesdecidedto 

meet itdorllally to discuss the proposed rules and their cOnvnents to 
those rules i By letter to the assi(lned administrative law judge 
(ALJ), dated December 10, i991, representatives from seE, PG&E, 
SDG&E, SoCal, DRAt CEC t CLECA, DGS, NAESCO, and NRDC pre$~nt&d 
their consensus recommendations for amending tha Rules, and 
identified areas where no consensus could be reached. A copy 6£ 

this letter was served ofi all parties to this proceeding. 

III. utility Resource Pr6cure.eritt Where We Are Heading 

utility resource procurellent involves both plam)ii'lgartd 
acquisi tion". Resource planning determines whether the utility­
needs to acquire new resources, in order to maintain reliability" 
and/or to improve the efficiency of the utility system. This 
deterllination is made by comparing the total' costs of the utlU.t~is 
resource plan before and after adding &upply- or demand-side 
resource options. Resource acquisition, on the other hand, . -
deternirtes'how the utility will acqllire the new resourc~s that iJr~ 
needed, as identified in the planning process. The utility ban 
construct new plants, purchase power frOIl other utilities, offer­
DSM ptograns to its customers, or purchase power (or DSM serVices) 
from unregulated third parties. competitive bidding enables 
utilities and third parties to compete in the resource acquisition 

8 Kenetech Energy Management! Inc. (Kenetech) also tiled 
comments, but they were late-flIed (October 811 and did not"include 
a certificate of service ox service list. Wh e we do not 
explicitly cOnsider Kenetech's comments in this order, we note that 
the comments of several other parties reflect sinilar views. 

- 8 -



process, for the purpose of putting downward pressure on the costs • 
of energy services. 

As stated in our Rules, our overa.} objective for utility 
resource procurement is teliable, least-co~t, environmentallY 
sensitive energy service. 9 All parties support this objective~ 
HOwever, they olfer different views on how to achieve that 
objective. in particular, parties' comments hiqhlight two 
fundamentally different views on how OSH should fit into the 
planning stage of utility resource procurement. 

The first view is that utility DSK programs shouid be 
funded whenever they reduce the total cOsts of the systen (defined 
to include environmental ~pacts). For example, NRDC arqu€s that 
the way to achieve our resource procurement 90als is to -faVor 

. demand-side measures over supply-side alternatives whenever 
life~cycle costs, includIng environmental costs, can be reduc~d in 
the process." . Similarly, soCal suggests that the reference point 
for oSH progran funding be the level of cost-effective DSK that can 
be achieved on a utility's system. In practice, this approach 
establishes a-DSM ·set-aside,· where autilityt s need for iesource 
additions would first be reduced by implementing all potential 

cost-effective DSM. 
under this approach, any remaining need lor res6urce . 

additions is met through a least-cost planning and acquisition 
process for supply-side resources only. This includes blddinq by 

qualifying facilities (QFs) and other non-utility generators (HUGs) 

9 As ORA and others point out in their comments, Rule 1, as 
originally proposed, refers only to "electricity service.- (See 
Attachment 3.) We correct the language of Rule 1 to read "ener9Y 
service" in our adopted rules. (See Attachment 1.) 

- 9 -
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for the supply-side resources identified in the process .10 :. D5H'" . 

bidding could also take place, but only within the set-aside 
fr~workt i.e., energy serVice companies (ESCOS) would bId for-a 
portion of the DSM set-aside, either to replace Or augment utIlity' 
0514 efforts. 

The second view is that demand- artd supply-side t~~6urcas 
should be compared head-to-head for cost-effectiveness, including 
relative environmental impacts. Once the optimal mix of utility , 
DSM and supply-side options is identified in the planning process,· 
sorne Or all of those options would then be put out for bid bythitd 
parties. In their comments, some parties indicate a prefe~ence, for 
an acqulsition process that segregates the bidding arena, allowing 
ESCOs to bid only for DSK options and NUGs only for supply-side i .' 

options. Others prefer an ·integrated- bidding proCess, with EStOs 
and HUGs competing together for all resource needs.· 

The first view·describes our current resource proouieiOOnt 
fiatcM!work. In OUr Biennial ResourCe plan update proceecIing - . 
(update), ve essentially'develop a DSM set~asidet based '01'1 th'e: 
California Energy Commission's forecast of cost-effective DSH . 
activitiestha.t are not currently includad in utility DSK fritiding 
authorization. once the demand forecast is adjusted for this 
amount of ·uncOumitted DSK,· we proceed to test all utility 
supply-side options, side-by-side and year-by-year, to see ffihe 
totai costs ot the system can be reduced further. We reter-to'this 
testing process for supply-side resources as the Iterative , 
Cost-Effectiveness Method (ICEK). Using ICEM, the quantity and 
price 6f supply-side resource additions are identified in the 

10 OrB are the subset of NUGs that satisfies various effioienoy· 
and technology criteria estabiished under the Public Utility 
Regulatory Policies Act (PURPA) of 197$ • 
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plantdrtg prOcess. 'l'he tesul tfng resource pian ei'eiltesthe baseline. 
for' long-run marginai costs. 6£ ele'ctt-leity,11 

As we've acknowledged in the past, our current planning 
process is somewhat linited in its ability to prOduce an optimAl. 
ni~ Of resources in the system, for it does not include DSM· 
programs in the iterative analysis of cost-effectiveness. Our 
current approach does not necessarily allow us to determine whether 
ratepayers might receive greater benefits from, for example, a 
renewable resource than fron additional DSM programs, and vice -­
versa. In addition, the current approach does not accommodate the 
optimal sequencing 6f investments in demand- and supply-side 
resources. By achieving our goal of comparing supply"'" and detaand­
side optiOns 6n an equal footing; we hope to ensure such 
optimization. As we stated in 0.91-06-:022, and reiterated in6ur 
OIR, ·we are committed to head-to-head comparison 6£ DSH.andsupply 
options in the planniftgpr~cess, and perhaps ultimately in the 
bidding proCess as well.· 12 

We are Doving in this direotion in several ways. First, 
we are testing the capabilities of analytic tools t6 direotly 
integrate DSM programs into our current planning process for 
supply-side resources. In the ourrent phase of the update, SDG&E 

has used ICEM to integrate DSM into its resource plan. 
Demonstrations for PG&Earid seE are underway. These efforts should 
illuminate what factors are involved in direotly comparing DSM and 
electric supply options, and the advantages and limitations of ICBM 
in making that coaparison. On the gas sidel we are committed to 

11 To date, we have only devel6ped a general methodology for 
estimating natural gas long-runnarginal costs. Implementation 
hearings in I.96-06-00~ will begin in late summer/early tall of 
1992. 

12 See 0.91-06-022, nimeo., pp. 10-11. 

• 
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ooving forward with our objectives in as inany ways as practicable; 
as we await the outcOJle of implementation hearings in outmarglnai 
cost p·roceedlng (I a86~06-005), 

Second, we have made considerable progress in the way we 
account f6r nonprice factors associated with both demand- and 
supply-side resources •. Our recent decision in phase IB of the· 
Update established preliminary values for residual emissions of air 
pollutants. (See D.91-06-002.) As part o£·our transmission 
Investigation (I.~O-09-050),we are examining ways to incorpOrate 
transmission and distribution costs into the planning process. BY 
explicitly Valuing these factors, we can better appreciate the full 
range of costs and benefits associated with supply- and demartd-side 
resOurces. 

Third, on the acquisition side; we have steadily 
introduced cOllpetitive bidding in order to put downward pre·s8ure on 
the costs of 'energy services. We already have a competitiv6·: :' .. 
bidding process in place for QFs, and are currently working towArds 
wid~ning the bidding arena to include othel: NUGs in th~ update aiid 
transmission Imtestigati6n,13 on the supply side, OF's compete: 
with the utility for the least-cost resource additionstas, . 
identified in. the planning process. If the Qtis bid is lower thiln 
the utility's planned cost-effective addition, then the cJp'winsthe 
bid and builds its own project. If OFs cannot beat the utility's· 
costs, then the utility builds the addition identified in the 
pianning process. 

13 For the purpose of this OIR/OII, we use the term -all-source 
bid- to tefer to a bidding 'arena where all types of NUGs (not lust 
QFS) can bid against utility supply-side res~urces, as identifed 
1n the planning process. We use the tern -integrated bid".to refer 
toa bidding arena where providers of DSK services and NUGs can bid 
against utility denand- and supply-side resources alike •. 
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- As part 6f thisOIR[OII, we are also initiating' pilot DSM 
bidding programs to test the potential for achieving energy savings 
through a competitive market. pursuant to Public Utility (PU) COde 
S 747, w~ will experiment with DSM-only bidding pilots l as well as 
integrated bidding, where demand- and supply-side options compete 
in a single arena. These bidding experiments will help us learn 
more aoout alternative DSM delivery mechanisms, and assess theiole 
of DSH bidding to provide least-cost DSH services to ratepayers,· 

Finally, as stated in our OIR, we are working towards a 
prOcurement framework that gives the utility comparable inceritives 
to meet its least-cost resource needs through demand- or supply­
side resources. We want to ensure that neither our regulatory 
framework nor procedures contain any inherent biases that inhibit 
util.ity llanagemEmt frOm actively pursuing the optimal mix of .. 
demand- and supply-side resources. TO this end, we estabiished a 
pilot proqram of shareholder incentives for gas and electric DSK 
programs in D.90-09-()68. We are in the process Of evaluating.the 
various shareholder incentive rnechEu1isrns now in place, and- will, 
repc)it out findings to the Legislature by the end 6f 1992 i ". In the 

, meantime, we will continue to examine implementation issues related 
to these incentive programs, as they arise in these and other 
ongoing proceedings. 

The above discussion serves as a backdrop to our 
consideration of comments filed in this proceeding. Not ~ll 
parties share our vision of where we are heading in resource 
proCurementt towards head-to-head comparison of demand- and 
supply-side options in the plannii1g pt6cess and w6rkable 
cOmpetition in resource acquisition. As a result, maily of the 
comments to the specific rules reflect a different vision of the 
future. At the same time, SOme cornnenters agree with where we are 
heading in resource procurement, but suggest that we move faster in 
making changes to our current framework. As described above, we 
are committed to achieving our objectives in a careful, deliberate 

• 

• 
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manner.· Without losing sight of·Our goals, we will structure9ur 
rules to acc6mri16date new information, as we gain experience.tilth . 
shareholder incentives, DSM bidding, and otheraspectsol 
integrated resource planning .and a.cq\l1.s1t1.on. We "A1.m to·raak~8il 
aspects of our resource procurement process, including the 
evaluatioil and implementation of DSM, as predictable asposs'ible. 

Iv. MajorIBsues 

We turn nOw to the najor issues raised in parties' 
comments to our proposed rules. This suirlnary h1.ghlight·s the ·rAng~ 
of debate and propOsed modifications4 It is not intended to'be a 
comprehensive description of all points raised by commenters.we 
believe that the savinq of space And the gain in clarity justify._ 
using an overview. For reference, we present the full text of our 
proposed Rules in Attachment 3. 
A. Measurement and Evaluation 

We begin with the l.S6ue of Ileasurement and evaluati6n 
(M&E) of DSH savings because it represents, in our view, .the: 
threshold issue for our regulatory oversight of DSM programs~ All 
parties agree, in princ1.ple, that H&E must be emphasized as a " 
priority. However, parties differ on how to establish this 
priority, what s~cific H&E activities should be required, andho~ 
M&E activities should be linked to shareholder incentives.- (See 
Rules 20 to 22 in Attachment 3.) 

1. Two General Observations 
In addressing parties' comments, we make two general 

observations. First, parties raise concerns abOut H&E-reiated 
issues in response to all aspects of our proposed rules, not just 
the rules specific to M&E. F6r example, SOG&E, NRDC, and others 
react to our proposal for an earnings cap (as a nethod 6f reducing: 
ratepayer risk) by recommend1.ng that ~e instead reduce ratepayer 
risk "at the source- through improved H&E activities. In response 
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,f6our state'd preference for it shared, savings approach to' • 
shareholder incentives', SoCal arquesthat other-approaches that do 
not rely as heavily oil savings estimates might be preferable,' given 
the uncertainty over the reliability of those savings. 

ConcernS over,M&E are also raised in respOnse to our 
, , 

propOsed rUles on cost-effectiveness testing for OSHprograms. For 
example, CMA argues that Our preference for the Total ResQutce Cost 
(TRC) test requires a-leap of 'faith· that future savings in 
supply-ielated costs will justify t6day'S expenditures. On the 
topic of incentive paYments, several parties recommend that those 
payments be based on the results of H&E activities, rather than on 
advance engineering estimates, in view of the uncertainties 
associated with future savings. parties also raise the issue of 
M&E in conjunction with OSH bidding pilotst fiGS and others' 
recommend that M&E requirements for bidders apply equally t6 the 
utilities. Finally, several parties conmerit On the impOrtance of 
M&E activities in improving long-teI'Il forecasts of DSH savings'., In 
SUll, parties identify H&E as a,critical element in all aspects of 
the rulemakinq. 

Our second observation is that we currently lack an 
identified requlatory forull for evaluating M'E protocols, revieving 
the results 6£ MtrE activities and considering niethod~ for 
incorporating M&E results into the next generation of DSM programs 
and forecasted savlnqs. TO date, these types of M&E activities 
have beert conducted informally, starting with the collabOrative 
prOcess. During the Collaborative, a technical subcommittee 
developed proposed M&E protocols f6r the utilities' experimerttal 
incentive mechanisms, and submitted them as part 6f the Blueprint. 
Protocols sinilar to these were included in the settlement 
agreements, and adopted in 0.90-08-068. In compliance with the 
settlement agree~ents, utilities hold statewide"M&E Advisory 
Committee meetings every six ~onths to present and discuss the 
status, plans and results of their H&E activities. However, none 

• 
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of this:informAtion has been reViewed formally at the 
Commission. 14, 

2. Establishing a Forua for 
Measurement and Evaluation 

, ! ' 

What emerges froll these general observations is 6ur" 
recognition that (1) H&E is the pivotal issue in this rulernaklng 
and (2) this Commission needs a regulatory forun for examining 
ongoing M&E activities and results. With 6r without shareholder 
incentives, we must be' confident that forecasts of OSM savings are 
reliable in meeting energy needs. without this confidence, we 
cannot achieVe our goal of directly comparing all resOurce options. 
Nor can we feel comfortable with major eXpansions of DSM 
commitments, as long as they are based on unverified saVings 
estimates. TO the extent that utilities use ratepayer-supplied 
funds to procure and naintaifi OS" resources, measu~ement And 
evaluation allows us to ensure that ratepayers receive the 
resources that they are paying for. Including shareh61dei 
incentives in OSM funding heiqhtensthe need for assurances that 
estimated resource savings will be forthcoming. 

The Collaborative, and subsequent Advisory committees on 
"&E, have shown the usefulness 6f providing interested parties with 
opportunities to informally review the results of M&E studies, 
share technical expertise, and discuss possible inprovements in K&E 
activities. We encourage this informal process to continue. 
However, we also need a process for formally considering the 
results of these activities and incorporating them into DSH program 

14 We have reviewed general 1undlng proposals for K&E Activlti~s 
in recent En~r9Y Cost Adjustment Clause (ECAC) and General Rate 
Case (GRC) proceedings. However, none of these reviews has ' 
attempted to exan\ine the reasonableness of the M&E protocols f9r 
future applications, or considered how the results of H&E should be 
used in adjusting savings estlnates • 
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d~si9t1 and forecasts of OSH savings. At least initially ,-we ~ili -
establish a separate H&E phase in these proceedings to serve.as-the 
forum 'for addressing the following types of M&E-related issues; 

o Pre-Implementation Mea-surement. - The 
acceptable methods and procedures for 
estinAting, pri6r to program implementAtion, _ 
the various program impact parameters forDSM 
progtams • These include the _load impacts '_ 
(and its components), participation leVel, 
utility costs, total costs and useful liVes 
of DSM neasures. 

o post-Implementation Measurement. The 
acceptable ,methods and procedures for 
measuring .nSf( program impacts after prograll 
imple~ntation. This includes developing 
guidelines f6r M&E activities beyond current 
activities. 

o Incorporating the Results 6f Measurement 
Studies. Using the results of M&E activities 
to (1) refine pre- and pOst-lmpletnentation . 
measurement protocols, (2) adjust forecasts 
of DSM p:togram savings, and (3) adjust . 
shareholder earnings under a shared-savings 
mechanisn. 

We think that addressing H&E issues in this OIR/OII-!s the most· 
administratively feasible approach at this time. As we discuss in 
section IV.F below, we may consider alternative procedural 
approaches for addressing DSK-related issues, once we have 
completed bur generic gas and electric ratemaking proceeding 
(R.gO~02-008/I.90-08-006). 

Most of the issues raised in parties' comnentst6 Rules 
20-22 will be addressed in the M&E phase of these proceedings. FOr 
example, SDG&E, NRDC, and-DGS ask us for more guidance on what we 
expect to see in -comprehensive and aggressive- measurenent plans 
(Rule 22). As indicated above, we will develop more specific 
guidelines for M&E activities in the M&E phase, thereby clarifying 
our expectations unde:t Rule 22. Similarly, PG&E's recoamendation 
that we establish ex post measurement methods for each key p:tbgran 

• 

• 
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fits nicely into this' procedural forUll. We expect to ad6iit 
acceptable ex post measurement I\ethodsin the M&B phase, with 
future refinem~nts as the • state-of-the-art" improves .15 However,' 
we will not defer to this phase the issue of how to link the " 
results of measurement studies to shatehblder earnings, as,s6rn~ -, 
parties suggest. Rather I we reaffirm our commitment to, shift '1:9 ian 
e}( post neasurement approach in today's order, and will use'the'K&B 
phase of these proceedings to address implementatiol'lissues 
associated with this approach. (See section IV.A.l beIO~.) 

with regard to the timing 61 the M&E phase, we believe 
that it should begin as soon as possible. We direct the asslgned 
ALJ to notice a prehearing conference (PHC) to coOrdinate the 
scheduling of. the )(&B phase as soon as practicable after .tsBu'anee. 
of this order. We wOuld also like additionalcotnments (rom "" 
respondents and interested parties regarding (1) the types of 
infomation that will be needed to address the H&E-l'elated " , . 
issues au tlihed above and (2) schedul ing recommenda't ion's 
for the H&B phase, including detailed timetables for 
prehearing workshops (if appropriate), the filing of testimonYi 
evidentiary hearings and briefs. COl\I!ents should bafiled At pur 
Docket Office ~nd served on all appearances and the state 'service 
list no later than 30 days from the effectiVe date of this,6ider. 

3. L.iilking the Results of lfea.sureaent 
aDd Evaluation to Shareholder 
Incentives 

Rule 21 states our intention to shift from basing' 
shareholder incentives ,on prespecified savings estimates'tobaB1.ng 
then on e~ post Ileasurenent, that is, 'estiI1lciltes made after pt6~rall 
implementation. 

15 As part of the M&E phase, we will considerprocedutal 
options for naking such refinements, on an ongoing basis • 
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PG&E and seE agre~ with the inteht·of Rule 21, but aYgue 
that establishing acceptAble ex post measurement methods is a­
precondition for the shift. CEC, TURN, UCAN, Transphase, CMA,and 

_ OGS strongly recotrunend that the Commi.ss ion mOve oil imple-mertting­
Rule 21 immedi.ately, NRDC suggests that the Commission leave this 
issue open, and not insist oh the shift to ex pOst measurement at 
this time. 

DRA and SOGse object to Rule 21, and recommend that we 
instead use ex post results to adjust savings estimates 
prospectively tor future program activities. ORA is concerned that 
a shift toward ex pOst measurement will produce a -narrow· focUs on 
actual impacts of last year's programs, rather than establishing 
reliable estimates for future savings. In addition, DRA believes 
that this shift could result in "cream Skimming,· e.g., the 
utilities downpla.ying certain market or geographic segments,and 
favoring the most cost-effective applicatioits. 

- -

SDG&E argues that the ex post approach creates tob much 
uncertainty regarding the outcomes of utilities' D5M efforts and 
would delay recovery of potential earnings. SDG&E asserts tha't· 
this uncertainty would reduce the productivity and efficiency of 
its field Operations. In SDG&E's view, this uncertainty WOUld' 
require higher potential returns, resulting in higher rat~payer 
costs. 

We are not persuaded by DRA's and SDG&E's arguments. 
With regard to DRA's comments, we do not believe that basing 
incentives on ex post measurement results will undermine efforts 
for 'improving f6rward-looking estimates. In fact, we see the 
ex pOst approach as a marked improvement to the current scheme, 
where forward-looking estimates are the sole basis for incehtive 
payments. By de-linking the forecasting process from monetary 
returns, we e~pect that prOcess to become more objective, not less. 
He also note that there is currently little incentive for utilities 
to aggressively implement their ex post measuremerttstudies, as 
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there lIll1 be under a scheme that links shareholder earnings to 
those results. ' 

We do not share DRA's concern that thete will be "gaming­
in an ex post approach. we intend to carefully review th~ ex post: 
measur~nent nethOds in the M&E phase, in order to ensure that they 
are me-thOdologically sound. In addition, the results of eX' post 
measur~ment activities will also be reviewed in the K&E phase. 
Moreover, as stated above, we will use the H&E phase, and its 
successor; to address the longer term issues of how and why iast 
year's results Ilight be different from measures installed in future 
years. With this process, we are confident that Rule 21 will~yield 
improvements in both verifying past savings, as well as projeotiTuJ 
savings frOm measures installed in futute years. 

As to ORA's concerns over cream skLmmlng, ve fail to see 
how they are unique to an approach where incentive payments are 
based on ex "post measurellent. As ORA states elsewhere in its .~. 
cOJll1lE!nt~, cream skimming can Occur whemever more cost-effectiVe­
measuref; ate promoted at the expens~ of other IleaSUres or sectors 
where less cost-effective opportunities are available. This fs·· 
equally true for an incentive mechanism based on prespecified ' 
savings. while ex post measurement may change the relative 
cost-effectiveness of measures or programs Over time (and hence the 
types of m~asures or sect6rs that are more cost-e£fectivethan 
others), we do not believe it is more prone to crean skimming than 
prespeci£ied sAvings. As discussed in Section IV.E. below, we will 
address the issue of cream skimming/lost opportunities through the 
estabtishment of minimum performance levels and reporting 
requirenents. 

With regard to SDG&E'S comments, it is understandable 
that SDG&E prefers upfront payments, based on a fixed forecast of 
DSH savings,' rather than payments linked to actual neasured­
performance. However, SDG&E's comments appear to overlook the fact 
that, under the shareholder incentive mechanisms currently in 
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place, investruents in DSH'are financed,entirely by·ratepay~rs. • 
through rate increases (i.e~ I DSM program costs are expen'~'ed). 

Under a'shar~d-savings incentive mechanisl1l ratepaYers' 
essentially give a percentage of their investment -earniftgs· (in 
the lorn of DSM savings) to shareholders. In effect, the~utility 
is managing ratepayer funds in return for a share of the estimated 
earnings. Hence, changing to ex pOst verification of. savings does 
itot add uncertainty to the shareholders' return on investment. 
Rather, it eilsures.that ratepayers aie not sharing toO.much (or too 
little) of. thelrinvestment'earl'lings with shareholdeisj-relatlve to 
the percentaqe originally agreed to under the shared-savings 
meChaJiisn. In effect, it provides a truE.-up piotecti6n for, 
ratepayers' investment in DSK.16 We consider such protection to 
be entirely appropriate. 17 

Moreover, we find it appropriate to plac~ litility­
delivered DSH savings on the same footing as ESCQ-del.1veroo 
savings, in'terns of performance risks and rewards. Throughout the 
country, ESCO payments are based on ex post measuremerit 6£ • 
delivered savings, n6t on prespecified estimates. simLlarly, for 
its DSM pilot biddin9 program, PG&E proposes to pay ESCOs across 

16 The fact. that SDG&E argues so strongly f.or "offsetting higher 
potential earnir'l9's" indicates to us that Actual DSK savings (and 
hence shareholder earnings) are likely t6 be lower tha~ those., 
£orecast~d in the settlement agreements. We would not expect to 
hear such arquments if there were an equal (or better) chance that 
ex post verification w6uld improve earnings. . 

17 It is important to keep in mind that ex post verification of 
savings does not protect ratepayers from torecasting uncertainty, 
since the overall level of savings assumed in justifying their 
expenditures in DSM is still subject to error. Ex post . 
verification merely ensures that the agreed-upon percentage split 
of savings between shareholders and ratepayers 1s maintained,i;e., 
that a -deal is a deal.-
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> all market sectors based entirely on >ex pOst measurements of > 

program savings. Clearly, the state~of ... the art of ex post 
measurement is beyond its infancy. Therefore, we soo no reasOn to 
continue with a dual standard for utility- Versus EScO- delivered 
sAvings beyond the original collaborative experiment. > > 

For the reasons stated above, we will retain Ru1E~ 21 > 

assentially as proposed. Future shareholder incentives willb~ 
based on verified savings, whether that verification is in the 
fonn of metered results, sample bill analysis, or other 
post-installation measurement methods that we deem appropriate. We 
intend to implement this policy for all DSH prograus. HoweVer, if 
there are specific neasures for which p6st~installation measurement 
is either technically infeasible or overly impractical to 
implement, we will consider case-by-case exceptions in the M&& 
phase. We will also consider how to incorporate the shift to ~ 

ex post savings verification into specific shareholder incentiv~ 
mechanisms, as part of the M&S phase. 

We Aqree with i>Gs and others that we shOUld establish a 
timetable for naking the shift to ex pOst verification of savings, 
for the purpose of calculating shareholder earnings. Althoug,i we .. 
wish to make this shift as swiftly as possible, we recoqnize t~at 
it will involve a significant learning curve and COml\itmentof. 
resources, at least for the initial transition. Therefore, to 
provide for a reasonable transition period, we will continue to 
base shareholder incentives On prespecified savings until 1994. We 
intend to shift to ex post verification" for all shared-savings 
programs authorized as of January 1, 1994. 18 These programs will 

19 seE will operate under the Shared-savings method adopted in 
its recent general rate case for its 1992 and 1993 programsi . 
Beginning in 1994, seE will shift to the ex post approach described 

(Footnote continues on next page) 
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be eligible for shareholder' earnirlgs the {ollowing year.' Partie's 
deVeloping'prop6sed schedules for the M&E phase should keep this 

tirnetable in mind. 
S. program EDiphasls t Ei.igibi~ity for, 

Incentives, and Co...on Definitions 

Our Rules also address theis5ues of DSH funding priority 
and eliqibility for shareholder inc~ntlves. Rule 6 states that DSM 
activities should focus on programs 'that serve as alternatives to 
supply-side resource options, and defines these programs as-energy 
efficiency and load management ptograms which promote energy 
efficiency.- Appendix B of the Rules defines energy efficiency as 
programs which ·reduce energy use for a comparable level6f 
serVice." Rule 16 limits eligibility for shareholder incentives to 
these program categories.' Rules 12 and 13 generally discourage the 
promOtion of load buildinQ', load retention, and any fuel 
substitution programs with those characteristics, but stIll permit 
the utility to justify expenditures for tl1osea.ctivities.' (see 

Attachment 3.) ., ' . 
1. Position of the Parti~3 

As described abOve, our Rules place heaVy enphasis on the 
definition of -energy efficiEmcy· itt establishing DSH funding 
priorities and eligibility for shareholder incentives. several 
parties propose to broaden the defirUtion of enerqy efficiency to 
include fuel substitution programs, under specific circumstances. 
for example, PG&-E would categorize a fuel substitution program 
under enerqy efficiency (making it eligible for shaieholder 

(FoOtnote continued from previous page ) 
above. Similarly, for shared-savings pr6g~ams 
SDG&E/s test year 1993 general rate cases, the 
verification will apply to programs continuing 
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_ incentives) if it has a conservat'ion impact ftom a source "I,\tu 

'perspective,with a totaltesource benefit/cost ratio gteat~tthan 
1.0., Similarly, 'SOCcil recomtnends that a fuel, substitution 
demonstrate a total r~source benefit/cost rat'lo of at least 1,0,' 
when cotaparlr'l<} the best available gas and electric equipment. ' CEe 
and NRDC also recommend cost-effectiveness criteria for fuel 
substitution programs, if they are to be included under en~r9Y 
efficiency, as well as requirements that these programs improve air 
quality. 

PG&E and SeE argue that reliance on the efficienoy 
criteria is overly restrictive. In their view, load retention and 
load building programs benefit ratepayers in other ways '(e.g., 
custonerret~ntion, cleaner air), and should therefore be funded by 
ratepayers and, in some cases, be eligible for shareholder 
incentives. Others parties (NRDC, TURN) strongly support the 
rule's exclusion of load retention and load building pro9r~msft6m 
,sh~reh61der incentives,· 'and reconm\endthat ratepayers not furtd load 
building programs, with or without incentives • 

2. DisCussion 
we believe that the propOsed rules appr6priately , .. 

articulate the OSK funding prioriti~s we have estAblished OVer the 
last few years. III particular, we have encouraged utilities' to ' 
treat energy efficiency illprOVellents and energy cc)nservat'ion as,. 
viable alternatives to traditional supply-side resource options. 19 

, , -

To this end, we l60k to demand-side options that reduce the costs 
of energy serVice by avoiding (or deferring) the cost 'of. mOre 
expensive supply-side options. As we have stated in the past'J 
programs that result in an incremental increAse in customer and 

19 See 0.89-05-067 (32 CPUC 2d 77), 0.89-12-057 (34CPUC 2d, 
199), and 0.90-01-016 (35 CPUC 2d 81) • 
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system load do' not achiave thisresult. 20 ' He also;agrtie with'-'( 
TURN/S'observation that it is difficult to design and impiener'ita 
load building program which b~ildS ,load only at 'the time:ot,day' 
'(and durat1on) when the utility h~s: excess capacity, wad 
retention programsd6 not generally reduce enei'qy use,ratl~er-they 
induce customers to delay or avoid bypassing utility service. 'As' 
discussed fnour OIR/Oil, fuel substitution programs can also be 
deSigned to predominately retain load, bUild-load, or b6th. 21 

II'lD.88-03-008, as mOdified by. D. 88-01-058, we a\it~ori~ed 
utilities to negotiate special bypass deferral contracts iii the 
form of rat~discounts and/or conservation incentives. The p~rpose 
of these c6ntracts was to avoid uneconomic bypass of the utility 
system. Uneconomic bypass results when a custoller chooses to leave 
the utility system (e.g.,gen6rateits Own power or use an 
alternative fuel supply) at it cost that is less than its average 
rates, but greater than the utility'S marginalc6sts. ,We 
specificallyliinit~dthe application of these DSM irtcentiv~sto 

20 See, for exanple, our disc~~sion of load buildingversus,ioad 
,retention/load management in D,87-12-066(S~B's test year 198~ 
General Rate casel 26 CPUC 2d 475), and 0.88-07-027 (28 CPUC 2d 
542, 545 and Cone usion of Law 6). 

21, For example, sup~se a customer was considering-replacing an 
existing gas heating system with an eleotric heat pump. The 
replaCEment would, pronate energy etfic~e~cy, if the program causes 
~he customer to ,install a high efficiency heat pUMp, instead ofa 
minimum efficiency heat punp. , Howavet, if, the customer did not use 
the gas heatlngsysten veryl\uch (e.g.,inBteadused a lot of 
WOod), it could be argued that the electric fuel substitution -
program had a predominately electric load building effect. As 
anOther example, suppose a customer was considering replacing 

'gas-fired,ovens in a commercial bakerY,with eleotric miorowaye 
ovens. If that customer was facing closure or relocation due to 
air quality restrictions on the use of gas ovens, and replacement 
of gas ovens with microwave ovens meant they could remain in 
operation, it c6uld be argued that the program has predominately a 
load retention effect. 

• 

• 
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loadreteiltion programs, and eXcluded'16ad building from· 
consideration. We will continue to evaluate load retention 
programs desiqned,to avoid uneconomic bypass as part o£ utility 

.applications for special contracts. 22 

More rec'ently I the concept of load retention has been 
expanded to encompass -economic development- activities, e,.:9., OSM 
incentives designed to retain businesses that would otherwise leave 
a utility service territory or California because of the cost Of 
environmental regulatioris. on October 11, 1991, Assembly 'Bill· (AB) 
2054 added Section 140.4 to the PU Code, which would Allow rate 
recoverY of expenses supporting eCOnOmic development progrAms, to 
the extent that ratepayers benefit fro~ those progra~s. 

Whil~ our Rules state that DSK activities should fOCU8ort 
energy efficiency ptbgrams and load management prOgrams which 
promote energy efficiency, they also recognize that load retention 
and load building programs may serve other pOlicy objectives. (See 
Rule 12.) HoweVer,' we agree with NRDC that proponents of these 
ptograJrts should carry the burden of proof to quantity the sociAl or 
ratepayer benefits, -and justify ratepayer funding for these 
programs. We also agree with CEC that any general conclusiohS 
about . the net beile'fits of load building or load retention pr6giams 
should be backed up by program-specific analysis. In partic~lar~ 
for load bUilding programs, utilities should quantify the programs' 
net effect on air emissions, including irtcreased emissions from the 
increased load on the system. We vilt modify proposed Rules 12 and 
13 to clarify these expectations. We intend to establish nore 

22 We have been reviewing the terns of special bypass contracts, 
including any negotiated load retention programs, in an expedited 
application docket and subsequent reasonableness reviews. Only the 
implementation and administrative costs 6f negotiating theS9. 
contracts are authorized in the DSK budget. ~he costs of the rate 
discounts or conservation rebates ate recovered through the sales 
forecastin9 and ratemaking process • 
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specific guidelines for evaluating and'funding load building and 
economic development activities, in a later phase of these 
proceedings. 

We turn now to the related issue of which DSM programs 
should be eligible for sharehblder incentives~ As part of the 
Collaborative Agreement, the ability for shareholders to earn on 
DSM was limited to energy efficiency'programs, Le., programs that 
serve to reduce energy use for a comparable level of service. Our 
Rules expand eligibility to include loadnAnagement programs -that 
promote energy efficiency.- In other words, our Rules limit 
shareholder incentives to DSH programs designed to defer or avoid 
utility supply-side requirements. We refer to these types of 
programs as -DSM resource programs.-

This limitation is appropriate. Shareh6lder incentives 
for DSM were adopted in 0.90-68-068 to address the different 
regulatory treatment of fiSK vis-a.-vis supply-side options,'namely, 
the potential for shareholders to earn if the utility builds needed 
plant, but not to earn if the utility reduces that need via cost­
effective DSK. providing shareholder incentives for loAd retention 
or load-building programs goes beyond this objective. Iri effect, 
it provides shareholders with the opp6rtunity to earn twice--first 
with the implementation of load retention or load building 
programs, and second, with the utility inv~stment in supply-side 
resources that remain undeferred or Ul'lavoided. It is therefore 
inappropriate for ratepayers to provide shareholder earnings for 
proqrams that retain or increase customer 6r system load, even if 
the retention or increases are acco~plished with the installation 
of energy efficient measures. 

In their comments, several parties recommend 
modifications or clarifications to the DSK terms and definitions 

- 27 -

• 

• 

• 



• 

. '":. 

presented in Appendix B of our proposed Rules. 2l These 
. 'recolru[u~J\datlons should now be considered with the abOve polley.· 
~ulditnce in mind. We direct CACD to hold wbrkshops· to. discuss 
parties' specific recoinmendations for modifying OSH progtalll tems 
and definitions, Includin9.~4 

o Recommended criteria for cateqorizing fuel 
substitution programs. as energy efficiency 
programs, including recommended sources of 
assumptions for testing their cost­
effectiveness. (PG&E, CEC, NRDC, SOCal) 

o . FUrther refinements/enhanceMentst6H&E 
definitions. and program sub-categories, 
including DRA's recommendation to shift 
utility end-use Research, Development and 
Demonstration (RD&O) activities to the DSH 
side of the companies. (ORA, CEC) 

6 Recommended definitions and/or criteria to 
distinguish load~anagement programs which 
promote energy efficiency from l04d building 
or load retention ptograms. (SVG&E, 
Transphase) 

o Identification of specific energy efficiency 
programs that should be considered > .> > 
alternatives to supply-side resources. (ORA) 

We caution parties that the workshops described abOve > 

should not beCome a forum for relit1.gatinq the basic princip1E!s 
we'v'e established in today's order. Workshop participants a·nd CACO 
should carefully scrutinize all proposed modifications to the DSM 
program terns and definitio~s presented in Attachment 1 to ensure 
that they are consistent with these principles. tlith the poiLcy 

23 Appendix B of our proposed rules is reproduced as an Appendix' 
to our adopted rules (see Attachnent 1). 

~4 As discussed in Section IV.C.2.b. below, these workshops 
should also explore the cost-effectiveness issues raised by ORA, 
SDG&E,> and soCal with regard to New Construction programs • 
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guidance provided in this order; we expect that parties can reach 
consensus or\. most recommended changes. 

In its workshop report, CACD should describe ,all proposed 
modifications to OSM program temis and definitions, incHcate which 
are agreed to by all workshop partioipants, and describe any 
outstanding issues. CACD's workshop report shall be filed with the 
Commission's DOcket Office and served on all parties within 
120 days of the effective date of this order. As stated in Ruie", 
the Reporting Requirements Kanual will be modified to reflect the 
final version of DSM program terms and definitions. The assigned 
ALJ will direct these efforts after receiving CACD's report, 
C. Cost-Effectiveness Indicators 

for DSK Programs 

The Rules On DSH cost-effectiveness indicators are 
olosely related to the Rules on DSH funding priorities, described 
above. ·In particular, Rule 6 directs utilities to rely oil the 
Total Resource Cost (TRC) test as the primary indicator of DSM 
program cost-effectiveness because that test -reflects our view 
that utility DSM activities should focus on prograDs that serve as 
alternatives to supply-side resOurce options,- At the same time, 
Rule 11 acknowledges that the usefulness of the TRC test is iimited 
fot direct assistance, information, and energy nanagement services 
programs, For these programs, our Rule 11 states that the TRC test 
should be an important, but not the sole, factor used to determine 
funding levels. 

The RUles also speak to the mechanics of conductin~ 
cost-effectiveness tests for DSM programs, Rule 5 directs 
utilities to use the methods and indicators inoluded in the 
standard practice Manual (SPH), until a m~thodology is established 
that allows for the side-by-side comparison of demand- and supply­
side resources. Rule 7 states that utilities should includ~ 
nonprice factors along with price factors in considering DSK 
programs, and directs utilities to use any rtonprice factors 

• 

• 

- 29 - • 



'» " 

• 

• 

.;-.- ~ " 

: R.91~08':()lfl/' I :91''''08-002 ALJiMEG/tc~ " 

, "',, 

, , 
--- . 

develope<iin the Update proceeding that are applicable to. DSM ' 
evaluation; RuleS alsO directs utilities to use res6ur¢e'valu~s 
(I.e." avoided supply' cos'ts) in their DSM cost-effectivEmess ies'ts 
that are consisteilt with the values adopted in the update. Rule 9-
states that utilities sh6ul.dnot be re4uired to include any . 
indirect 'costs of DSHin their analyses at this time, 9iv~nthe 
specula.tiv~ nature of ' attempts to quantify those costs. Rule 10 
directs utiiities to include the costs of. shareholder incentives in 
each of theSPH tests of cost-effectiVeness. (See Attachment 3.) 

1. Position of the parties 
parties generally agree that the SPM methods and, 

indicators ar~appr6priate f6r the c6st-~~fectiveness t~sting 6f. 
DSM programs, at least in the sh6rt-run. 25 This is not 
surprising, given the long history of using these tests in various 
proCeedings at this Commission and theCEC. Only CKA argues that 
the SPNtests of cost-effectiveness are inapprop~iate. In c~ts 
view, none 'of those tests adequately account for the impact 6'{ DSM 
prograns on rates. ' 

with'regard to our prinary'reliance on the TRC test; most 
parties agree that this emphasis is appropriate for DSM resource' 
pt6grans (.t .e., programs designed' to avoid or defer supply-side 
resources). However, NRDC urges the Commission to use the societal 
test instead, because it accommodates the inclusion of. 
environmental costs. Transphase believes that the Utility Cost 
test is preferable, since it excludes customer costs froB the 
cost-effectiveness evaluation. ,CKA argues that the TRC is 
inadequate because itiqnores near-term rate impacts. TURN 'and DOD 
urge the coninission to continue to assess the rate impaots of' all 
DSM programs, and take those impacts into account when considering 

25 See Section tIl above regarding parties' differences on where 
we are heading in the longer tern • 
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DSM program £u<r\ding ~. SDG&'EjDRA1 and SoC~l ie~on\lrtend thattheTRC 
test' be rela<xed< tor New COhst.ructloJ1 programS, tn addi~i¢n<t()' the .' 
direct assistance, information and energy nianaqernei'it services ' 
progtans nentionedin Rule 11. 

on' the topic of nonprlcefactors, most parties agre~t,hat 
these f~ctors should be incorporated'ill the cost<-:effe6tiv~ness 
analysis of DSH, and should be c6nsistent with the VAluas di~rv~ioped 
in ourupda'tepi:oceedioq.26SimilarlYI p'artiesagree that the ' 
r~soutce VAlue associated with DSK ptogrartts should' beconsfst,ent 
wIth the aVoided costs adopted in' the UPdate proceeding. PG&E,' 
CEC; artd Transphase rec6Jninend, however, that deferred transmission 
and distributionc6sts be included as pArt of that resOul."ce'value, 

. All parties agree with, the current frainework whIch:' '<. 
allo~s, but does not require, iriclusionoi DSKindirect costslri 
cost...;effectlveness testing. SCEand CEC suggE!st.thllt th$ sp).! 
working group re\'i~i tthis issue in the future ,21 .. SDG~E wQllld. 

have' the' SPM.:working group also addr6ss wheth~r or not utility 
shareholder incentives should be iilclo.dedintheS6cietAl Test • 

26, The CEC arques thatthenonprice factors we use for DSM 
planniJ1g purposes should be t6t\sistent with the values it is, 
deve16p!nq In. its Electr~city RepOrt (ER) proceedings. He have' 
addressed coordination issu~s between theCEC's ER prOcess and our 
Update. proceeding On several occafiions. We expeQt that .; .. ' .' . 
coo,idinatiol'l to cont!nue •. (see;. for eXallple, D.90-03-060(36 CPUC 
2d, 2), and<D.91-()6-0~2). However, it lain our uPdate pi6Ceedh\g . 
that the final resource plan scenarios f6reach el~ctricutility 
are ,adopted an~ used as, the bas~~ for, supp~y-side acquisi~ion 
decisions. Hence; we expeot consistency between the resource. 
values and J'\onprice.factors used in the Update and those used io 
our <evaluation of DSM ptograms. 

27" The SPH workinq group consists of CEC and California public 
Utilities Comnlssion. (CPUC) staff, utilities and interested. 
parties. It is convened, as needed, by the staffs of the cpuc and 
CECa See Section 2.d. below. 

• 

• 

- 31 - • 



. ~ :-" 

' .. -. 

• 

• 

"~ .. 

.. 

All other parties agree "'ith Rule 10, which' includeS sharehQlder 
incentives as -costs' in all SPH te-sts, 

2.. Discussion 
Befote' addressing the specific issues raised in part.i~:~ I 

. "", ~'. " 

comments, we present a brief background on the SPH manual and 
various tests of cost-effectiveness. 

a. - SPH Tests Of Cost-Bffectiveness 
The SPK is a,jOint CEC/CPUC staff publicatiori that 

presents a cost~benefit methodology for the evaluation of DSM-' 
programs. It is the product of workshops among the staffs 6f the 
CEC and this Commission, the major utilities, and interested 
parties.Oriqinally published in Febuary, 1983, the SPM was 
modified in December 1987.~8 

The SPH outlines cost-benefit equations for fOur :­
major persPectives! th~ progran participant (participant Cost,'6r 
PC), the utility, in tarmaof its revenue requirements, (utility 
Cost Test, or UC), the total costs of the program, includirtg 
utility, and participant costs (Total ReSource Cost, or TRC) and the 
change in rate ~evels (Rate Impact Heasure,or ~IH). The soci~tal 
Test, 61' S'i', is a variation 6f the 'IRe that considers total c6sts 
and benefits from society's perspective as a whole, rather than 
just the utility and its ratepayers. 

The SPH cost-benefit eqriations are considered static 
(as compared to dyrtanlcor iterative) tests of cost-effectiveness, 
This is because -they compare each DSK progran against the utility's 
resource, situation at a tHilgle point in time. static tests of 
cost-effectivenesswiil indicate whether a re,s6urce opt ion- 1s < (:ost­
effective (l.e., lowers system costs), assuming all other things 
remain equal. In contrast, an iterAtive approach chooses from 

28 The December 1987 version is entitled. standard Practice 
Manual_Economic Analysis of Demand-Side Management Programs • 
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among cost';"effective options t<. determine which are the mOst ¢6st­
effective to add to the utility sy~tem, takinginto-accQuntthe 
typ-e~' 5i2e, and timing of potential additions." As we discuss in 
Section" III abbve, we are exami~ing methods to iteratively assess 
both'demand- and supply-side resourCes, In the meantime, we will­
use the SPH tests of cost-effectiveness In ways that are the most 
consistent with our resource prOcurement goals. Each of the SPH 
tests is described in" greater detail below. 

(1) Participaflt Cost "!'est (PC) 

Analysts use the PC test to measure the benefits 
and costs of a program to a customer. This test compares the 
reduction in the customer's utility bill, plus any incentive paid 
by the utiH .. ty, with the customer's out-of-p6cket expenses. It 
gives a good -first cut" 6£ the deSirability of the program, "arid is 
used as an indication of potential participation rates. 

". (2) utility cost Test (ifc) 

The uc test Reasures the net change in a 
utility's revenue requirements resulting from a DSM progr~m. The 
SPH describes the benefits for this test as -the avoided supply 
costs of energy and demand--the reduction in transmission, 
di"stribution, generation, and capacity costs valued at marginal 
cost--for the periOds when there is a load reduction.- Thec6sts 
for the uc test are the program costs incurred by the utility, the 
incentives paid to the customers, and the increased supply costs 
for the periods in which load is increased. Since the test is 
designed to focus on revenue requirements, it does not include any 
net costs incurred by program participants. 

(3') TOtal. Resout-ce Cost Test ITRt) 
The TRC test measur~s th~ net costs of a DSM 

program as a resource option based on the total costs of the 
pr6gr;m, including both the participants' and the utility'S costs. 
The benefits side of the equation Is the same as the UC test, 
described above. The costs in this test are the total equipment or 
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: ,c •• cmeasure 'costs; including installation,. 'operation, and naint~nanc~ 
and adn'llnistration,no matter who pays for them. In addition, 
costs for this test include the increase in supply costs for th~ 
periods in which load is increased. The ST variation is 
structurally similar to the TRC, but includes broader sOcietal 
impacts, such as the externality costs ofpo~ergeneration,not 
captured in the market system. 

• 

• 

(4) Rate Iapcict Measure Test UUK) 
The RIM test indicates the direction and 

magnitude of the expected change in custOmer bills or rate levels. 
On the benefits side, the RIM test calculates the savings from ' 
avoided supply cOsts, similar to the uc and TRe tests described 
above. On the cost side, the RIM test includes the costs incurred 
by the utility (including incentives paid to the participant). 
up to this point, the RIM test lOoks identical to. the VC test. 

However, the RIM test also includes a tate 
effect that is unique to DSM programs. unlikesupply-side 
resources, DSH programs cause a ditect shift in r~venues. In other 
words, when DSM programs reduce energy sales, a utility/s fixed 
costs must be spread over a smaller sales volume (or a larger sales 
volume in the case of loAd building programs). This revenue shift 
dOes not affect total revenue requirements (as measured in the uc 
test), but does raise utility rates on a cents per kwh basis. The 
revenue shift effect may be offset by the cost savings that 
ratepayers realize in avoiding supply-side options. The net effect 
depends on the relationship between average COsts and parqinal (o'r 
avoided) costs. As a general rule, if average costs are expected 
to exceed marginal costs into the future, then the pr6gran is 
likely to increase utility rates. This is generally the case when 
a utility system has excess capacity, eig., it bas recently 
ratebased a -lumpy· plant inVestment. If, however, Ilarginai cOsts' 
are expected to exceed average costs (e.g., the utility needs to 
build new resources), the net effect is likely to be a reduction in 
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utility rates. The overall eff~ct on a custoner's bill ~epends'6n • 
whether or nOt they ate past, current or future participants in-
energy efficiencyptograms. 29 

h. Which Test to PavOr? 
We remain committed t6 usinq the 'I'RC as the primary 

indicat6r of cost-effectiveness for DSM programs. ~his is 
consistent with our stated policy of emphasizing DSK pt'ogramsthat 
serve as long-tern alternatives to supply-side resources. It-is 
also consistent with the least-cost plannirtg principles that we 
apply to supply-side resources. In that context, we compare the 
total resource costs of the supply systen, with and without th~ 
incremental resource addition. If inclusion of the new resourc~ 
lowers total costs more than any other supply-side option, then it 
is considered cost-effective, and added to the resource plan. The 
'I'RC test does the same thing, although in a static sense,forDSH 
programs. AS described abOve, theTRC test is the onlySPM test of 
cost-effectivenesS that looks at the total res6urce costs of DSM, 
regardless of who pays for the measure or equtpment. 

'I'he uc test, On the otherhand i only considers. the 
portion of the DSH measure or equipment cost that is paid fOJ: by 
the utility. For most DSM programs, the utility cost is 
significantly less than the full resOurce cost. In contrast; all 
of the costs of supply-side resources are traditionally paid for by 
the utility, on behalf of its ratepayersi 30 Hence, funding DSH 

29 contrary to CHA's assertions, the RIM test does indeed take 
account of the revenue shift and rate effects discussed in its 
cOllll1ents. 

30 In other words, we do not identify'individual ratepayers whol 
because they ·caused" the need for new generating resources, shOuld 
pay a greater portion of the incremental plant than other 
ratepayers. For electric utilities, the costs of new plant are 

(Footnote continues on next page) 
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programs on the basis of the UC test would lead to -the inefficien"t 
Allocation 01 resources, since investments would be based 6n~an . 
evaluation oionly a portion of total costs. It ~ould also bia's 
resource 'plannin9 decisions in favor of'DSM, relatiVe to supplY­
side resources. Both of these ~esuits are contrary to ourr~s6urce 
procurement Objectives. For these reasons, we reject Trartsphase's 
recommendation that the UC test be faVored. 

For similar reasons, we find the RIM test 
inappropriate as the primary indicator 61 DSH cOst-effactiveness. 
Like the uc test, the RIM test only looks at a POrtion of thet6tal 
c6stsOt DSM pro9rams, i.e., the portion reflected in utility 
reveilue requirEments. Therefore, the RIM test does nOt identify 
least-cost tesoutce6ptions, from an ecortomic efficienoy 

. perspective. 
Moreover, the results of the RIM test are affect~dby 

the raternaking treatment for DSH programs, that is, the way· in, 
which program costs Are recovered in rates. For example, a DSM 
program that lowers total costs over the program life coulds:till • 
increase rates initially because the costs associated with that 
prOgram are recovereclrelatively quickly,e.q., Over the firstfe~ 
years of the pro gran. At the same time, a mOre expensive DSM 
prOgram could have a lower rate impact just beCause cost recovery 
is stretchedovat a longer period of time. While the RIM test 
gives us useful infornation about the overall rate impact6f 

(Footn6te continued from previous page) 
spread to all ratepayers, old and new.' By definltion,there are 
only utility costs (and no participant costs) for supply-side 
options. This is also true for the bulk of a gas-utility's 
custoners (i.e.t core or core-subscription), where the utility pays 
for all the costs of supply-side resources on behalf of its 
ratepayers. 
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resource pr6curenent decisions, or the effect of various ratemaking • 
approaches on rates, It does not accurately compare the economic 
costs of resource options. 

For the above reasons, we do not compare the rate 
impacts of various supply options in deciding which is the least­
cost resource to add in a qiven year. It we did; we would probabiy 
favor all supply options for which the ratemaking tteatnent was 
less front-loaded than utility-constructed plants. Moreover, if we 
only funded cost-effective supply-side resources that also reduced 
utility rates in the short tern, we probably wouldn't fund a single 
one. Just lIke DSH prOgrams, almost all investments in supply-sIde 
resourCes inc~ease rates initially, as those costs are reCovered at 
a rate that Is higher than avoided costs during the early years of 
the prbject. 31 Ranking resource options primarily on the basis ot 
relative rate ltnpacts rather than total casts, whether those 
optiOns are supply-side options or DSM programs, would be contrary 
to oUr least-cost planning prinCiples. 

We also note that, because of the revenue shifting 
characteristic of OSM, primary reliance on the RIM test would tend 
to promote pragrans that increase (or retain) electric and gas 
sales. While this may result in slightly lower rates in the short 
to mediuil term, it will not reduce the cOsts.of the supply syst~tI 
(and customer bills) in the longer term. This is particularly true 
fOr utilities that will require resource additions over the next 
decade. Based on the base case filings in our update proceeding, 
this appears to be the case for the three major electric ut.ilities, 
PG&E, seE, and SDG&E. 

31 Exceptions include paynents to QFs under -as available­
standard offer contracts and out-of-state power purchase agreellents 
that similarly track avoided costs over their contraot lives • 
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~. ". For the reasons stated above,· we retain the u~~ 6£ 
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the TRC test as the primary indicator of cost-effeotiveness in 
rAnking and funding DSM prOgrams; as we proposed· in our Rules., ·We 
direct utilities and other patties to our proceedirtgs to·use "the 
TRC test for this purpOse. NROC/s concerns about using the TRC, 
rather than the ST variation, are addressed by our cleardireotioil 
to include nonprice factors, such as environmental externalitiesj 
in developing avoided supply costs. Moreover, the ST variation 
treats certain cost components as transfers (e.g., tax credits and 
interest payments). We prefer to treat those components as 
explicit resource costs, as we dO. in evaluating supply-side 
options. 

While we clearly favor the TRC test for ranking ~nd 
funding DSK programs, strict 'iRC adherence is not required for·· 
direct assistance programs, information programs and energy 
management services (see Rule 11). The workshops on DSM p~o~r~ . 
tt!rms and definitions, described in Section IV.B. above, should 
also explore the cost-effectiveness issues raised bY.DRA, SDG&-E , 
and SOCal w1th regard to Ne~ construction pr6grams. 32 

As we stated in the Order Instituting this 
Rulernakiilq,our preference for the TRC test does not <Hmirlish' the 
importance of the information provided by the other indicators' 
included in the SPM. 33 We plan to use these other indicators in 
considering the appropriate level of DSM funding in a given ·period, 
e.g_, in deciding how far dovn the 'l'RC-ranked progran listto.g6 in 
establishing an ()v~rall DSM budget. We also note that the rate 
impaot of os,", programs; as measured by the RIM test, is affected by 

32 New Construction programs are designed to encourage the 
installation of new efficiency measures that go beyond existing CEC 
efficiency standards tor new building. 

33 OIR/OII, August 1, 1991, p. 16. 
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the siza of the utility incentive to-participants, the level of­
utility administration costs (including shareholde"r incentives), 
and the overall timing of rate re.covery for those cOsts. We wl11 
coiuHder the effect of these des i911 parameters on rates, as we 
evaluate respondents' specific DSM program proposals. Accordingly, 
we retain the language in Rules 5 and 23 that requires utilities to 
provide in£ormati6n on the other SPH tests and, in particularl on 
the rate effects of DSM prog~arns. 

c. Avoided cost AsslDlptions 
As d~scribed above, Rules 7 and a require that, in 

applying the SPM tests of cost-effectiVeness, parties use avoided 
supply costs (or -resource values·) and nonprice factors that are 
consistent with the values adopted in our Update proceeding. 

(l)Consistenct with the Update 
By ruling dated September 12, 1991, the assigned 

ALJ requested further comment on how to implement these principles. 
Supplemental comments were liledon October 21, 1991 by SCE,'SoG&E, 

• 

PG&E, SotcH, DRA,- aild Henwood Energy Services, Inc. (HESi). 

comments were filed on behalf of the GeothermalResou~ces 
Association and the Indepefid~nt Energy Producers. 

HESI's _ • 

In their supplemental comments, parties 6ffer a 
wide range of nethods for using Update planning or modeling outputs 
to derive the long-run avoided costs required for the SPM tests. 
We agree with SDG&E and others that specific proposals for ensuring 
consistency should first be explored in workshops. We therefore 
direct CACD to conduct workshops tor the purpose ot (i) discussing 
the specifics, sinilarities, and differences of each party's 
propOsal and (2) natro~lng the issues for further commission 
consideration in these proceedings. 

In addition, as discussed in Section IV.F. 
below, parties should address the relationship between the DSM 
elements of our current resource planning franework and the 
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34-subsequent fundin~ of DSM programs. These workshop's should. -
fol16W -shortly aftar our issuance of a decision. on deferrable-. 
resources in the resource plan phase 6f 1.89-07-004. CACO's 
workshop report should ~£iled and ser,jedon all parties to this 
proceeding and the update (,n or before November 1, 1992 .AS~ S6Cal 
point s 6u t, the avoided cos t of electric generation (d~\1~ loped-!Il 
the Update proceeding) does not apply to a qas-only utiti.tY~-· We 
will continue to rely on approximations of long-run marginal gas 
costs as we await the outcome of implementation. heariogsin 

1.86-06-005. 
(2) Tranmaission and Dlstributio~ 

IT'D) Costs 

We Agree with PG&E, CEC, and Transphase that 
avoided T'D costs should be accounted for in evaluating DSH co.st..;. 
effectiveness, just as similar avoided costs should be considered 
in conparingsupply-side options. However, this raises the 
fundamental issue of how to quantify the avoided (or increased) T&D 
costs associated with resource options, We do not explicitly·· . 
include avoided transmission costs in our deternination Of avoided 
supply costs in the Update, beCause we do-not yet h~V~ adequat~ 
information to assess the impact of QFS on the utility's 
transmission system. 

However, as we describe in 0.91-10-048, we are 
setting upa process wherebY this type 6£ information will be 
readily available. Hore specifically, utilities will c6~pile and 
publish transmission information on a two-year cycle, as part of 
the ER/Update process, This information will include current and 
anticipated loads, line loss~s, transmission capacity considered to 
be available now and in the future, plans for upqrades, and 
estimated cost of upgrades. As stated in D,91-io-048, utilities 

34 See also the next Section. 
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will be required to use the same projeotions, costs, analytical' 
techniques, etc., in planning for their own supply-side 
resources .35 

The use of consistent, published data is 'equally 
appropriate for DSM resource pr<>curement. We expect utilIties 'to 
USe the published transmission information described above tor the 
purpose of quantifying Any avoided T&O costs associated with 
specific DSK programs. As part of the worksh6pson avoided cost 
consistency; p~rties should identify the types and sources of 
distribution cost d'ata that vill also be needed for this purpose. 
~e will continue to define "resource vAlue n as stated in Rule 9, 
until we have established a track record of incorporating T&D 

information into the update process. 
ci. SPM Working GrOup 

In developing the original and revised versions of 
the SPK, the staffs of the CPUC and CEC formed an informal working 
group that included most '0£ the major utilities in california and 
other interested parties. In their comments, parties generally 
agree that the SPM working grOUp is an-appropriate foruDl for 
technical issues related to the Sp}! cost-effectiveness tests,such 
as the quantification of indirect costs. We would'like to see the 
SPH working group continue, and encourage parties to use this f6rum 
f6t informaliy addressing these types of oflg6ing technicaiis6ues. 
~e agree with SDG&E that the appropriate treatment of shareholder 
incentives in the societal test should also be considered by the 
SP)! working group. All future updates or modifications to the SPH, 

based on these ongoing meetings, should be filed in this docket and 
served on all parties. 

3S See 0.91-10-048, mimeo., pp. 9-10 and 32-35. 

• 

• 
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b. SharehOlder Incentiv~s 
Shareholder incentives for utilityOSM ac'tivt'ties ate­

addI'essed in Rules 14 through 19. Rule 14 states t~at"the utility 
should"be provided a 'c6mparable" opportunity forearnIftgs f:rQn 

_ prude:nt··-lnvesttoents in both demand- and supply-s"ide re~O\irces,- ;And 
that shareholder incentives can help ensure thiscon~tability~~6 
Rule 15a.ckn6wledges that CACO wili be reviewln9~he experimentai 
iilcentive mechanisms that were adopted in fi.90-08-069f6r·the 
1990 .. 1992 period. Until the results of that studYci..n-be revle~ed, 
Rule 15 proposes that a limited number of principles be ad6ptedto 
govern future shareholder incentives. Rule 15 also states that_we 
expect the shareh(llder inc~ntive mechanisms to_ ev~rttually converqe 
toward a more uniform, statewide approach. 

Rules 16 through 19 outline general principles to"i,:> -_. 
q6veriling shareholder incentive mechanisms, pending CACD'srePort 
on -shareholder incenti-ves. These principles can be sl'imnariz:ed as 
{ollowst 

o toad building a~d load retention programs 
should n()t be eligible for Shareholder .. 
inc~ntlves. Fuel substitution programs" 
should also be ineligible until technical' 
is~ues associated With3,ssessing ratepayer, 
benefits are resolved. (Rule 16) " .... 

3~, Rule 14 also states that the introduction of ba)tiilc,ingaccount 
.treatment for electric sales and gas. throughput has.renoved the 
disincentive for utilities to invest in DSM •. In' its comments, . 
soCal argues that disincentives due to gas throughpu-tiluctu8tiOns 
still exist on the gas sidel_for bOth the core ~ndn~nc6re markets. 
We will explore this issue n a later phase of this p~oceedlng, 
once CACD's overall evaluation of DSM incentives has been - . 
compieted. In the meantime, we will. acknowledge-that dlsinceJ)tives 
may still exIst on the gas side by Jlodl£ying the language iil Rule 
14. -

37 We discuss this Rule in Section IV.B. above. 

- 42 -



. - -. . ~.' 

. ~'-91-08-003, I: 91-08~002 -~j/MiGjtc(i i~ 
~ . 

- - - - - - - -. . . . 

o Any pr6posedshar~h()lder iJ)centive mechanism' 
'should include nininum perfornance 
requirements and accompanying penalty 
features. (Rule 17) 

o 

o 

Shareholder iilcentive mechanisms' should be 
based 6n a shared-savings apptoach for . 
programs whose saVi~gs can be reasonably 
estimated. (Rule 18) 

A mechanism should be established to limit 
the level ot pOtential shareholder earnings 
from OSH, keeping in mind the ·comparable . 
earnings" guideline. (Rule 19) 

In their comments, parties presented a wide range of 
views regardinq Rules 15 through 19, bOth in terms of the general 
:role of shareholder incentives/as w~ll as the specific form 6f 

those incentives. We discuss these views, by issue, in the 
foilowing sections. 

1. ~he Role of Sharehoider 
Irtcent:i.ves 

'TURN, OOD, and UCANurqe the cOllDission to await CACD's 
report, before concluding that shareholder incentives are necessary 
or appropriate on a permanent basis. In thelr:view, CACO's revlew 
of the various shilrehoider incEmtive mechanisms sh6uld include an 
examination of the underlyinq assumption that shareholder 
incentives are required to stimulate DSM. In particular, UCAN 
suqgests that CACD examine, among other things, the developroentof 
a private marketplace in energy efficiency, which may replace the 
need'tor'incentives for those services. 

Neither the Collaborative process not our consideration 
of the incentive programs adopted in D.90-08-669 yields conclusions 
concerning the longer-term role of DSM shareholder incentives. As 
acknowledged in the Blueprint, Collaboratlve stakeholders were 
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split on this issue. 38 Sirnilarly, in adopting the settlem~ilt, 
"a9~eelleilts oil shareholders iriCerttlves/we stated only thAt we would" 
-test the efficacy of such mechanisms on an experimental basis ",39 

Beccluseof the experiroentalnature of these prbcedur~sj we'directed 
CACD to prepare and SUbmit, by i>ecernbet 31, 1992, a repOrt "ott the 
ef£ectiveness of the procedures weare adopting together with", 
r~commendations for iroprovements.· 40 We ther~fote agieewith 
TURN, DOD, and UCAN that CACD's evaluation should also consider the 

" l6rlger-term role of DSM shareholder incentives. This is consi~tent 
with our mandate under PU COde 746 (d), which requires that "the 
C6mm~ssion repOrt to the LegislAture on &whether incentives are 
preferable to a regulatory scheme which mandates utility en~rqy,,' 
efficiency programs and load mai'lagelUent programs that prooote ' " 
energy efficiency." We wiil then consider CACDti; findings'and 
recommendations in this pr6ceeding. The language in Rule"14" is, 
modified to clarify Our intent to examine the iOI'lger-term role Of 
sharehOlder incentit.res, after CACD's report .issu~itted~ 

,. 2 • c;omparab1e opportunIty 
for Eart'lings 

parties' comments reflect divergent views6n ~hy and how 
to create ·cOmparable opportunities for earnings· for demand-and 
supply-side investments. socal, for example, believes 'that ,. 
c6npilrability shoUld be measured in terms ot the risk of DSM to· 
utility shareholders, relative to supply~side options. In SoCal's 
view, this risk is higher (justifying a higher return) because 'of 
the added risk of bypass and/or reduc~d busiI'lessgrowth associated 
with OSH programs. Similarly, PG&B reconmends that the relative 

38 See Blueprint, p. 9. 

390.90-08-068, Finding of Fact 4 (37 CPUC 2d 346). 

40 Ibid, Ordering paragraph l.h • 
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risk Of deraaild- and supply-side alternatives should fact6r into" a . • 
determination of comparable ein:'nings. 

NRDC and SCE apparently believe that iesourcesthat 
provide conparable net benefits should yield comparable earnings, 
but resource options that provide greater net" benefits should yield 
a higher return to shareholders. More specifically,NRDC arglles 
thAt shareholders' returns from DSM expenditures should be higher 
than those frOm supply-side resources, as long as DSH is more cost­
effective (inoluding environmental impacts). Sinilarly; sCEargues 
that shareholder incenti~es for DSM should do nOre than remove 
disincentives to DSH investment, because DSH provides environmental 
and customer service benefits in addition to resource benefits. 

CHA, on the other hAnd, challenges the premise that 
earnings comparability is meaningful when different entities are 
making the investment. In CHAts view, a utility shareholder 
iilcentiv~ is not "really comparable to the supply-side returns on 
investment unless shareholder funds are risked. 

GiVen the broad ranqe of interpretation, there nay be 
some uncertainty regarding what we mean by -conparable" opportunity 
for earnings, and we provid~ further guidance in this 6rder. 

First, we do not agree with NRDC and SCE that shareholdi!-r 
incentives should go beyond removing disincentives to least-cost 
resource procurement. NRDC's and SCE's view Ofc6mparability 
implicitly assumes that nonprice factors, such as environmental 
impacts, are not incorporated into the utilities' resource planning 
framework, and therefore an extra -reward- nust be factored !~to 
the precess to ensure that these relative net benefits are 

• 
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recogilized. 41 - 'Nhl1~ that may have be~n the case durinq the_ 
Collaborative prOcess/we have made progress in explicity 
qUiltltifying ilonptice factors (e.g., air enlsslons) since the . -

adoption of D.90~08-068, and intend to continue wlth these efforts 
in this OIR/OII, the Update and the Transniss!on 011. Moreover" 
our efforts in this proceeding t6 improve the integration of DSH 
And supply-sIde planning assumptions should also help ensure that, 
the environmental benefits of DSH are explicitly recognized in 
cost-effectiveness testing. (See Se_ctlon IV.e.2.e. above.) 

In our view, the role of shareholder incentives is to 
offset any regulatory or financial biases against DSM (or in favor 
of supply-side resources) the utiiity miqht have in procuring 
least-cost resources. 42 This is the type of -parity" or 
"comparabllityh that the creation oiDSH earnings incentives was 
designed to achieve. For example, we do taot want to identify _ 
least-cost DSH programs in the planning process; and then have-the 

, , ' 

utilities consistently uriderspend-thelr DSM budgets in favor Of 
investing in supply-side resources (-.there they earn a return). . Nor 
do we want utilities to be motivated by higher returns to pursli~ 
DSK programs that, even when env1rollDetltal benefits are cOnsidereel, 
are more costly than certain supply-side options. 

Until further consideration in these proceedings, we 
agree with SOCal and PG&E that relative risk should be a factor in 

41 We are not sure what ·customer service- benefits seE is 
referring to in its comments.· As we discuss in Section IV.B. 
above, however, ve will examine on a program~specificbasis the 
appropriateness of using ratepayer expenditures on DSM to retain 
customers that would otherwise go out of business or locate in 
another service territory or state. 

4~ This does not ignore the fundanentai. issue of whether there 
are such biases and if so, whether OSM shareholder incentives are 
the 'roOst effective way to address them in the long run. We leave 
thAt for further consideration after CACO's report is completed • 
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determining what shareh6ldersrteedto earn to oJfset lhosebiases. • 
However, CMA hiqhlights a fundamental difference in risk that 
others appear to overlook. AS we discussed in·Section IV.A.l. 
aboVe, sharehoiders do not invest funds in DSM, as they do in 
utility-constructed plants. Rather, investnents in DSH are 
general iy . financed by ratepayers through rAte increases (L e ~., [)Slo( 
progran costs are expensed). Hence, shareholders do not incur the 
financial risk associated with tying up their funds in a particular 
investment. For utility-constructed supply-side resources, we 
establish a rate of return that will, among other things, 
compensate investors for this risk. In other words, one of the 
primary considerations in establishing the rate of return lsthe 
-opportunity cost- of investors, e.g., what rate of return could 
they make in investing in other stocks or bonds of conparablerlsk. 

For DSH, on the other hand, utility sharehOlders 
generally do not incur any investnent· opportunity costs for.whlch 
they need compensation in the forn of.a rate of return that!s· 
comparable to other investments of similar risk. Instead, the 
utility is managing ratepayer funds, in return fora share of the 
ratepayer yield or earnings, which COJl\~ in the form of lower .~ 
resource costs. It is therefore inappropriate to assUme that one 
should compare the relative risks of fiSH and suppiy-side res6urces 
as if shareholders were investing in both equally, and equally 
incurring the financial risk. Instead, one should ask the 
questiont ·What level of management fees for DSK programs would he 

cOmparable to shareholders' earnings on supply-side investments; 
given the relative risks of each?- Phrasing the comparability 
issue in this way clearly highlights the -apples and oranges· 
aspect of considering the relative risks of OSH and supply-side 
resources to shareholders. 

SoCal argues that there are certain aspects of DSK 
programs that pOse higher risks to shareholders than supply-side 
options. That nay be true, particularly f6r gas utilities, where 
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our bcllancing account treAtment may not have cOJOpletely elirOinated 
the impact of OSM on the utili ty's ~ecovery 6f fixed costs '. 
However, we find it difficult to believe that those increases in' , 
risk would mot~ than offset the decrease in financial risk 
associated with DSH proqraas, as described Above. In other words" 
we are not convinced that, on balance, to pursue cost-effective'ris» 
shareholders require management fees that are effectiveiy higher 
than their required rate of return on invested funds. More6ver~:we 

note that many supply-side options are being pursued. without any 
shareholder'investment Or associated earnings opportunites, e.g-., 
contracts with nonaffiliated QFa and inter-utilitypow~r purchase 
agreements. In comparison to these resource options, DSH c~uld 
look attractive to shareholders even with a relatively low return. 

The above discussion on relative ri.sk is ilot'ir'ltendedto 
be a definitive discourse on the subject. We expect to revisit 

, , 

this issue in depth at a la,ter date, after CACD's report has bi!,~n 
completed. However, we douse the above observations to pi()vide 
interim guidance on the issue of relative risk and comparable 
earnings potential. on baiance, in vie .. of the factors described 
above, we conclude that sharehOlders' rate of return 'on DSM 
programs shOUld be no greater than shareholders' rate of return on 
utility-constructed plants facing traditional ratemaking. ~his 

policy should be applied to current shareholder incentive 
mechAnisms, as follows. 

o 

o 

For incentive mechanisms based on program 
expenditures, such as SoCal Gas' current 
variable rate of return mechanism, the 
earnings rate Oft progtam cOsts should not 
exceed (and could be lower thanl the 
authorized rate of return on ut lity 
constructed plants; 

For shared-sAvings mechanisns using an 
·s-curve· function, such as the mechanism 
adopted for seE in its recent GRC, the 
incentive paynenttarget should be , 
calculated using forecasted utility expenses 
at 100\ of fo~ecasted net savings, times a 
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rate that is no c higher (aridc~uld·~ lOwer).· 
than the~authorized rate of4~eturn on 
utility constructed plants; 

o For "flat rate" shared-savings mechanisms, 
such as the onesad6pted for SDG&E and PG&E 
in 0.90-08-0681 the shared-savings Crate· 
should not exceed (and could be lower than) 
the auth6rizedrate of return on utility 
constructed plants. 

We recOgnize that the application of a coraparable c 

earnings pOlicy to specific shated-savings mechanisms is ~ complex 
process. Therefore, we stress that our dIrectives today on 
comparable eArniTlgs will serve as an interim. policy, until we 'haVe 
further opportunity to examine the role of incentives iii general, 
and the issue of relative risk in particular, in a later phase of 
this proce~ding. 

In 0.91-12-076, we based SCE/s incentive payment target 

~ 

On seE's authorized rate of. return. Therefore i SCE's curreilt .c 

incentive mechAilism is in compliance with the abOve policy, and no 
furtherfilfngs are necessary. cHowever, SDG&E and PG&E should 'file ~ 
revised testimony in their test year 1993 GRes, in conformance "with 
the directives in tod.ay's ordet. He will establish the specific 
shared savings rates for SDG~Ets and PG&E'g shared-savings 
mechanisms in those proceedings, consistent with the policy 
established above. 

soeal Gas' experimefital shareholder incentive roechanisR, 
as adopted in 0.90-08-06$, will expire at the end of 19921 Because 

43 The incentive paymenttarqet represents the level of 
shareholder earnings at 100% of forecasted net ~nefits. It is 
used to help define the S-cur'le shared savings function, i.e., . 
determine the -height- of the function. (See 0.91-12-076, pp. 160-
161, Appendix GI) 
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Of the recent changes in -the rate case plan; SOCi1l i s nextGRC is 
for test year 1994. That leaves a ptocedural 9apforincor~ri..tln9 
today's directives into SoCal Gas'shared-savings mechanism. "Ne 

inVite"interested parties to develop ptocedural proposals for _ 
incorpOrAting today's directives intoSoCalGas I shar~d--saviJi9s: 

J1lechanis~s t Par"ties should present thei.r proposals to the assigned 
ALJ for'considerati6n at the M&E phase preheating conference. 

3. Convergence to it Uniform 
Approach 

Several partles urge us to await CACD's repOrt befoi:e 
concluding that statewide uniformity in incentive mechanisms is 
needed. In particular, SoCai argues that it should not be"" t~quired 

to shift to a sha-red-savIngs mechanism fot' its resource programs. 
~nder a shared-savings approach, shareholder earnings are 
calculated as a percentage of the net res6urce benefits ~t DSM 
pr6qrams. In 8oCal's view, its current incentive program, which is 
not based on shared savings, is better suited to a 9as~dnlY " 
utility, and accomplishes the Commission's stated goals withreg~rd 
to crean skinning and lost opportunities. 44 " 

In 0.90-08-068, we accepted the degree 6f diversity 1n 
the eXperimental incentive programs because we expected to learn 
some valuable lessons from such diversity •. However; we cleariy: 
stated our expectation that -in the long run as we apply those 
lessons we expect to see the convergence of much of this variety 

44 Fot its resource programs! SoCal has in place what it t~rms a 
variable rate of return inc~nt Vet Under this incentive structure, 
soCal would earn 14' of the program cost, provided that actual "" 
program costd6es not exceed planned program cost, and the planned 
number of unlts'are installed. SoCal will break even for each 
program if the program reaches 70% to 90\ of planned qoals, and lor 
every dollar that program costs exceed planned costs, the "" 
shareholder incentive is reduced by a dollar. In addition; SoCal 
would receive 14% of the planned unit variable cost for every unit 
installed over the program planned goal • 
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int6 a unif~rm, proven DSMenergy effic1encY pr6gram. 45 Thls does • 
not mean that the incentive structure will be iden'tical 'aCross 
utilities, For example"it may make sense to establish different 
comparability standards for DSH earnings, when utilities haVe 
different rates of return. Or, the ahsolute level of target ~ 

savings for each utility may vary, depending on the nature and 
combinatlotl of each utility's cost-effective programs. Clearly the 
value of enerqy efficiency savings (Which factors into the 
calculation 6f shared savings) also differs among utility systems. 

On the other hand, there are certain aspects of any 
shared-savings mechanism that should, in our view, become uniform 
in the longer run. In particular, the method of calculating net 
resource benefits(t6 which the earnings percentage is applied) 
should be consistent across utilities. Similarly, the relationship 
between achieved savings and shareholder incentive payments should 
become consistent across utilities (e,g., the use of deadbands, 
perfOrmance minimuDs, penalty 'rates, etc). To dAte, there are 
significant differences in these aspe~ts of the shared-savings • 
nechanisns for PG&Ej SDG&E, and SCE. 46 We eXpect to fully explore 
the pros and conso! various approaches to shared savings during 
our consid~ration of CACD's findings, Similarly, we will examine 
the various cost-plUS mechanisms in place for DSN programs where 

45 D.90-0s-068 (37 CPUC 2d 346, 366). 

46 As adopted in D.90-08-068, SCE's incentive Deehatlism was based 
on an am6rtiiation approach where certain DSH progran costs w~re 
amortized in rates over a ,five-year period, with the unamortized 
balance allowed to earn at seE's authorized tate of return. In 
SCE's test year 1992 general rate case, however, seE stipulated to 
continuing its shareholder incentive program under a shared~savings 
mechanism. By D.91-12-076, we adopted a shared-savings mechanism 
for SCE that took the form of an ·S-curve" function, rather than , 
the -flat-curve" (fixed percentage) approach adopted in 0.90-08-068 
for PG&E and SDG&E. 
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the link between programs and savings is less clear, such as ' 
'direct assis'tiulce programs and energy rnan-agem~mt serviceS., 
Finaily, we will consider the appropriateness of the various 
experimental incentive approaches in place for New Construction 
PX'ograms. 47 ' 

With our recent adoption of a shared-savings approach for 
SCE, SOCal is now the only utillty with'iu\ incentive mechanism for 
DSK resource programs that links shar~h6lder earnings directly to 
DSM prograJll expenditures, rather than energy savings. SOCii} 
apparently interprets Rule 18 to mean that SoCal is required to 
implement a shared-savings approach at this time. 'ihis is nO~ bur 
intent. As soCal points out, and we acknowledge, the lack of gas 
long-run mArginal costs makes it difficult to estimate the current 
value 6f energy savings on socal's system. Rule 18explicltly 
states that a shared savings approach is, appropriate for programs-' 
"whose savings can be ~easonably estinated." In vlewof the fadt 
that gas marginal costs will not be adopted until late 1992, ~. 
will defer the issue of shared savings for Socal until that tiine • 
This will also enabla SoCal t~ complete its experimental progra~, 
which was authorized in 0.90-08-068 to continue through 1992. 

With regard to S6Cal's pref~rence for its experimental 
program, we nota that CACO has been directed to conduct a , 

comparative analysis of all the incentive experiments in its 19~2 
repOrt. We will revisit the issue of SoCal's incentive meohanisD 
when CACO's report is completed. As we have stated in Rule 18 t we 
must also await the adoption of-gas mArginalc6sts in 1.86-06-605 
before applying shared savings to socal's programs. In the 

47 Appendix B of 0.90-08-068 presents a full comparison of the 
experimental incentive mechanisns adopted thr6ugh 1991 for seB and 
SDG&E, and through 1992 for PG&E and soCal. A description of seE's 
recently approved shared-savings mechanism can be found in 
0.91-12-076 • 
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meantime, we adopt the guiding principle articulated in Rule 18 for • 
·all utility DSM programs whose savings.can ber~asonably estimated. 

4. Performance Miilimuas and 
Penalties. 

Rule 17 echos the language of PU code § 746(a), which 
states that our OSK incentives pr<>9ram shalll 

• ••• require utilities t6 achieve reasonable . 
minimull performance requirements as a condition 
for receiving incentive benefits, and shall hold 
utilities accountable for not achieving 
reasonable minimum perfornance requirements 
through loss of incentive benefits and the 
imposition of penalties." 

We will examine ways to implement this directive,onA 
consistent basis across all utilities, in a iater phase of this 
proceeding. 

5. Earnings Limits/caps 
In their comments, parties strongly disagree Over the 

issue of whether or not to impose earnings limits or caps On 
shareholder earnings. ~n the one hand, ORA, TURN, and DOD support • 
Sblle form of limitation to the earnings potential· of sharehoiders 
under a shared-savings incentive mechanism. ORA argues that such 
lin1ts ate necessary to protect ratepayers from overlooked 
deficiencies .in the mechanism', as well as fron utility ·gaming· in 
its savings forecasts. DRA recommends a cap in the form of 
absolute dollar earnings and spending linits. For similar reasons, 
TURN recommends that the current budget cap that limits 
shareholders' earnings potential (e.g" PG&E's 130\ limit) be: 
retained. oODwould go even further, and ~equire a conVincing 
denonstration of OSH savings before any additional shareholder 
incentives were approved. 

PGfrE, SCE, SDG&E,. NRDC, and CEC strongly oppose impOsing 
any further earning caps or limits on shareholder earnings. PG'E 

argues that earnings potential is already effectively limited by 
the size of the program and the adopted savings estimates. These 
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partlessug<jest t-htlt the appropriate-response toteducing the' rfsks 
assoCiated with prespecified savings is to inprovethe'qUtl-lftYOf 
measurement and evaluation. NRi>C and other~ al~o argue that 
earnings caps promote cream skimnling, unless the ceiling" is' . S€!t 

well above established goals, 
Ne agree with CEC and other~ that the ratepayer risks· 

associated with prespecified savings should be reduced at the 
source, and not by limiting earnings at the end of theptocess. As 
described in Section IV.A. above, ~e intend to do just that by 
requiring post-Implenentation verification of savings for all 
shared-savings mechanisms. This should address the primary concern 
that lI'Iotivatedus to propose Rule 19. Having now established a 
schedule to move to ex post measurement, webeliev'e it is 
approppriate not to reqUire a mechanism to restrict sharehold~r 
earnings over and above the indirect limitatiOn imposed by' funding 
authorizations. 
K. Creaa Ski.a:m1ng!LOst Opportunities 

Rules 2 and 3 address the issue of cream skimming, along 
with its corollary, lost opportunities. As defined by the 
Collaborative, crean skimming results in the pursuit of only the 
lowest cost energy-efficiency and_load management measures, leaving 
behind other cost-effective opp6rturtitJ.es. Rule 2 direots 
utilities to place ·special enphasis"'on lost opportunities, that 
is, energy efficiency options that off~r iong-iived cost-eff~tlve 
savings and which, if not exploited pronptly, are lost 
irretrievably or rendered much more costly to achieve. Rule 3 asks 
for comments on whether cream skimninq continues to be· a concetn 
and, if so, how to minimize potential crean skimming and lost 
opportunities. 

1. position of the Parties 
In their comments, parties present differing views on 

what constitutes cream skimming. PG&E, seE, and others stress that 
pursuing less cost-effective or less expensive measures first is 

- 54 -



not necessa'rily cream skimming. According to PG&B, cream skimming 
occurs 6nly if t.he cos't of thes~ additional measures would increase 
by deferring them. Sinilarly, SCE argues that crean skimming 
occurs only if those less cost-effective Ileasures b~come -lost 
opportunities." CEC questions wh~ther lost opportunities really 
occur if the customer woul,d not have been motivAted (because of. 
longer pay~back) to purchase them in the first place, DRAand 
CLECA, on the other hand, believe that crean skimming raises 
distributional equity issues as well as the iost opportunities 
concern raised in the OIR/OII. 

There is also little consensus on a solution to cream 
skimming. PG&E, soca1t and others suggest that cream skimmIng can 
be minillized by providing utilities with flexibility to shift 
funding between prOgrAns and sufficient funding levels over the 
long term. 48 DRA, on the other hand, recollID.ends that "excessive" 
shifting of funds between programs be prohibited. SDG&E and others 
argue that cream skimming can be minimized by ~stabllshin9 annual 
ninimum performance requirements for each major sector or program • 
NAESCO, SYCOH, and Transphase believe that adopting competitive 
bidding will prevent crean skimming_ Other parties (e.g., NRDC and 
DGS) recommend that· utilities provide detailed reports on how their 
programs are designed to min~ize crean skimming and capture lost 
oppOrtunities. 

2. Discussion 

We agree with PG'E and others that the pursuit 6f the 
most cost-effective measures first does not, per se, constitute 

48 Socal also arques that the probleu of cream skimming can be 
nitigated by abandoning the shared-savings nechanisn 1n favor 6£ 
its variable rate of return approach. As we discuss in Section 
IV.D.3. above, we will await CACD's report on sharehOlder 
incentives, before passing final judgment on SoCal's experimental 
program. 
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cream 'skimming. As severa. 1 corunenters point out.,thls approach" 
becomes a problem when lost opportunities are creAtediil the 
process. with regard to equity and distributional issues, we 
prefer to Address those coricerns by funding programs designed to'· 
provide low-income assistance, e.g., out Direct Assistartce 
programs. For DSM resource programs, we see no reasOn to coristrain 
a utility from iirst pursuing the most cost-effective program in 
one sector (over a less cOst-effective program in a another 
sector), if d6irigso does not create lOst oppOrtuilities-in either 
sector. constraints of that nature would inappropriately reduca 
the pOtentiAl net resource benefits thAt all ratepayers realize 
from cost-effective DSM. 

As noted above, parties tecommend several different­
approAches for mInimizing thecreaa skiwuinq/lost 0ppOrtunties 
problem described in our Rules. Rule 17 already requires utilities 
to achieve minimum pettorDance requirements as it condition for· ' 
receiving incentive benefits, and to f6cus those requirements on 
potential lost opportunities, We viIi also require, as stated ill 
Rule 2, that utilities prOvide a detailed account of strategies to . 
avoid creating lost opportunities. We nay consider additional·; 
lUethods for minimizing lost opportunities·at a future date. FOr 
DOW, these two approaches shOUld provide a reasonable lavalo! 
protection agit.fnst pOtential harm from crean skinminq." 

In their cOmments, SDG&Eand others ask for further 
guidance on how to reconcile Our cost-effectiveness criteria with 
the objective 'Of capturing lost opportunities. As a general rule, 
the objective of nininizinq lost opportunities should not be .' .' 
elevated above our primary cost-effectiveness criteria for DSK, 
namely, passing the TRC test. Instead, capturing lost 
opportunities shOuld serVe as an additional ranking criterion for 
programs with TRC benefit-cost ratios greater than i.' O--e. 9;" as it 

rationale for preferlng a program vith a TRC benefit-cost ratio of 
1.2 over a program with a ratio of 1.6. Several parties suggest 
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-ttlat 'carta'in types of programs desiqned to capturet',lost 
, opp6l:'tuni ties (e. 9 ., New Construction, programs) should" be exellpt: 
fron the TRe criteria. We will explore this issue furthe:t';-a"lter 
parties have completed the workshops dlrectedll'l secti6nIV~'B. 
above. 
Ft, 'Regulatory FOrulll/Consistency Issues 

Rule 25 identifies the need to improve consistency with 
,which DSH programs are treated Across utilities and acr6ss 
requlatory {oruns. Rule 25 also asks for comments-ona'pt6posalto 
establish a single forum in which utility DSM activities would be 
reviewed, approved, and funded every tWb years. 

,We rer:eived a wide range of comtoents oil procedural-"· 
options {or addressing consistency issues. The suggestions 
include; 

1. Itti tiate a <:01\s61 idated biennial proceeding' 
for reviewing and funding utility DSM 
programs, as proposed in the OIR7oII. 

2. Use the OIR/OII to resolve general policy 
and methodology issues, but keep DSM 
funding, progxaJl\ implEmentation. and . 
incentive levels in GRC and fuel 'offset 
prOceedings. . 

3. Remove DSM issues froll the GRCs andfllal· 
offset prOce(ldings. IIHtiAte atultial' . .. 
proceedings for each utility to review the 
previous year'g program results and . . . , 
shareholder incentives. Applications would 
be filed in Hay, with a commission decision· 
in December. 

4. Keep DSM funding issues in tha GRCG and 
fuel offset pi¢Ceedings, but initiate a 
separate consolidated proceeding to Address 
savings measure~ent and verification for 
all utilities, on an annual basis. 

s. Keep DS·X funding issues in the GRCsand 
fuel offset proceedings, but develop a 
tighter link between our resource planning . 
determinations in the update and subsequent 
authorizatiOns to acquire DSM resources. 

• 

• 
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We od .. ginallY proposed a singlefotum for all DSHissu~s· 
because, in our experience, DSH programevaluationaild·funding 
raise as many generic policy and method61ogic'al issues as iltillty­
specific considerations. . until the issuance of this aiR/OI I, . all ~ 
DSM-related issues were cOnsidered in different utility-s~cifio ~~ 
proceedings, such as the GRC and fuel offset praceedinqs.As a 
result, many of the generic issues were litigated over and over 
again in utility-specifio proceedings, making it difficult for us~ 
to establish olear, consistent pOlicy 6n DSK funding priorities, 
evaluation methods and other generic issues. 

consistency on DSM pOlicy andruethodolOgy is particul.arly 
important tOday, as we embark on a new generation of O$N programs 
and work towards the aflec·tive integration of OSM into OUr resource 
procui'ement framework. under this integrated frameWOrk, l~Ast~cost 
plamlitlq criteria. will need to be con~istent across utilities, and 
resOurce options. Simflarly,wewill need to apply con.sistent. 
methods for evaluat1.nq DSK ·program expenditures and for metlsurifiq' 
DSK savings. Moreover, workable competition in resource 
acquisition requires clear and consistent -rules of the game-·for 
all participantsi 

The use of consolidated, generic proceedings for 
establishing consistency is by no means new at the commission,·.·~ 
Ovet the last decade, we have removed and consolidated severAl 
areas of utility activities that were previously considered iri 
utility-speolficproceedings, includinq the cost of capital and 
electric and gas long-run raarglna1 costs. AS indicated ab6ve, all 
parties acknowledge the advantages of a consolidated proeeedirtgto 
address at least some Of the major DSHissues. 

As we described in Section IV.A., we will address DSM ~ 
savings measurement and evaluation issues across all utilitlesih a 

. separate M&E phase of this OIR/OII. The results of this phase 
should feed directly into subsequent cost-effectiveness evaluations 
ofDSM for all utilities. Moreover, the M&E phase will serve as a 
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consolidated forum for eXaflliningthe results of post-lostalla'tlon • 
measurement across all utilities,·· forming the basis for incentive 
paymentS. In addition, by initiating this OIR/OII, we have created 
a consolidated forun for addressing other DSH policy and 
methodological issues. These changes should significantiy inprove 
the consistency with which DSK programs, incl.uding shareholder 
incentives, are evaluated and funded, and remove many of the 
contentious issues that are currently litigated in GRes andiuel 
offset proceedings (e.g., verification of savings estimates, cost­
effectiveness testing procedures, funding priorities). 

Ultimately, we believe that it may make more sense to 
address all DSM procurement issues in a consOlidated forum, perhaps 
in conjunction with our Update proceeding_ However, we recognize 
that our raternaking procedures may change as a result 6f our 
generic gas and electric ratemakioq proceeding (R.90-02-00S/ 
1.90-08-0(6) • Therefore, we will await the outcome of. thbt_, 
proceeding befote considering any further consolidation ofGRC or 
fuel offset activities. In the meAntime, we will inprove 
consistenciy by addressing generic poiicy and methodological issues 
in this OIR/OII, and by initiating an M&E phase as quickiy as 
possible. We expect our determinations in this OIR/OII to be used 
in any subsequent utility-specific proceedings. we also int~nd to 
keep the GRes and fuel offset prOceedings free from 'litigatioriover 
issues that are more properly reserved for this OIR/OII. 
Accordingly, pursuant to the order which follows, SDG&E and PG&E 
should revise their test year 1993 propOsals for DSM funding to 
conform to these adopted policies and directives. 

We agree vith DRA and others that the issue ot 
consistency between resource planning determinations and DSK 
funding authorizations also needs to be addressed. On November 18, 
1991, ORA filed supplemental comments on how to 1) assess utility 
forecasts of long-term DSM program costs and impacts in our current 
resource planning framework and 2) link those forecasts to DSM 
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program· funding. Now that we have articulated our goals, fundlng 
priorities I and· evaluation criteria for various types of OSM. 
p~ogtamsl those policies should carry over int6the consideration 
of uncorr~itted DSM in our Update planning framework. We direct 
parties to address ORA's proposal as part of the workshops on 
avoided cost consistency issues. (See Section IV.C.l.c.) 
G. DSM Bidding 

Rule 26 states that integrated bidding offers great 
potential for achieving our goal of reliable, least-cost, 
environmentally sensitive enerqy service. 49 Rule 27 directs th6 
utilities to develop and inplement several DSK pll~t bIds, 
consistent with PU code s 747, and Rule 28 establishes four ge~~~al 
guidelines for bid design. Rule 29 states that each of the pilots 
will be addressed in this OIR!OII. 

several parties question the policy principle stated in 
Rule 26. In their view; the effectiveness of integrated bidding. 
has not yet been estabiished. we agree, and mOdify the lilflejuage ·of 

Rule 26 to refer to DSN bidding in general, without prejudging the 
appropriate form of bidding. We also agree with SoG&E that PUCode 
S 747 do~s not specilically require a -replacemerit bid," (i,'e~,a 
bid for DSM services to replace current or planned utility DSM 

programs) but we would iike to see one developed in the pilot bIds. 
As we state in SectiOn III, we have introduced competition into the 
supply acquisition process to ·put dOwnward pressure on utility 
resource costs. A replacenent bid fulfills this objective for DSM 

49 Rule 26 actually uses the tern -all source- bidding_ -However, 
as we discuss in section III above, we will use the term -all 
source" to describe supply-side bid where all types of HUGS, n6t 
just OPa' can compete. He use the term -integrated bidding- to 
refer to a bidding process in which providers of DSM services and 
HUGs compete to meet utility supply- and demand-side resource 
needs • 
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resources. We nodify Rule 27 to distinguish between Our own 
directives and the iequlrements of PU Code § 741. 50 

PU Code S 741(c) also directs the Commissionl '"in 
consultation with the CEC 1 to report the results of the piiot bid 
projects to the Leqislature by January I, 1993. In order to 
facilitate this process, wedliect CACD to appoint a project 
Coordinatort6 nanaqe the evaiuation. ~his evaluation may be 

performed by an independent consultant who will be selected by the 
Commission in c6i1sultAtiOil with the CEC. The project C66tdinAtor 
should approve the request for proposals/bid package, bidder list, 
contractor selection criteria, contractor selection and contract 
doCuJllent. 

Funding for the evaluation will be provided by the 
subject utilities. It is OUr intent to allow the utilities to 
recbver in rates the costs of the evaluation, similar to the 
treatment of costs.Associated with managel1ent audits •. The costs of 

• 

th~ evaiuation should be al'located according to the AverAgeci£ each 
utility's percentage of total authorized DSg expenditures for the • 
years 1990,1991 and 1992. One utility may be designated contract 
administrator, to assist with billing and payment detAils. 

The project Coordinator should both direct consultant 
efforts and approve consultant invoices for payment. it Is 
important that the utilities participate in the evaluAtions in a 
spirit of cooperation. Consultant personnel should be afforded the 
same access to company documents and personnel that the Commission 

50 We do not agree with SoG&E, however, in its int~rpretation of 
PU Code S 747 regarding integrated bidding. Contrary to SDG&£'s 
assertion, we do not believe that a study of integrated bids 
outside of california ~eets the code requirements. Rather, we 
expect at least one California utility to conduct its own '. 
integrated bidding pilot, which we will evaluate in consultation 
with the CEe. 
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staff, Would have. ' These proceedings will remain open toc'onSider 
the evaluation report and its recotnmendations. 

Hith regard to our guidelines in Rule 29, several parties 
commented that bid pilots should be eligible £6rshatehOlder . 
incentives. Since the appropriateness of shareholder incEultlves 
may depend on the specific form Or design of the bid, we will 
address that issue as we review specific pilot bid propOsals. " The 
longer-tern issue of what bidding. forms and features are most 
compatible with our resource procurement policies will be addressed 
in a later phase of these proceedings, after CACD's report is 
submitted. 
B. Advisory CODmittees 

Rule 24 encourages respondents to continue the Advisory 
Con'unittees established as part of. the settlement agreements on 
sharehoider incentives. (See Section II.B., 'aboVe.) In their· 
commertts, several parties presented their views on the expected 
role 6f AdvisorY Committees and on how the comnittees could 
function more smoothly and effectively. 

He agree with PG&E and others that the primary purpose of 
Advis6ry Committees is to provide utilities with informal advisory 
input on prog-ran design issues. However, ~s we stated in the Ot-dEn~' 
Instituting this Rulemaking, • ••• the Advisory COmmittees do not,' 
dilute the utility'S responsibility to develop a wide range of 
cost-effective DSM programs, nor do they supercede the COlllIllission's 
role in approving and overseeing programs·. 51 

70 improve the effectivertess of AdvisOrY COnrriittee 
activities, we will require the four major energy utilities t6 

establish a single clearinghouse for all Advis6ry conmittee 
noticing and scheduling. The utilities should idantify a single 
contact person or office that coordinates the various Advisory 

51 OIR/OII, August 7, 1991, p. 37. 
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committee activities·, As DGS suggests, the utilities should avoid, 
whenevei·possible, concurrent Advisory co~ittee meetings. We 
ekpect ·the utilities,· via this clearinghouse, to provide 
appropriate notice of all Beetings, complete with advance aqendas. 
The uti.lities can decide anongthellselves h6\11 to provide<these 
services (e.g6, nominate one utility to coordinate, rotate 
responsibilities every year, etc.). Within 90 days from the 
effective date of this order, respOndents should fIle a joint 
report with the Commission's ~ocket Office, describing the 
clearin9h6use procedures established in compliance with tOday's 
order. Copies of the repOrt shall be served on all parties to 
these proceedings, 

V. What Coaes Hext 

The Rules proposed in otir OI'R/OII address abroad range 
of DSM poiiey and implementation issues. In providing 
clarifications And making certain Ilodifications to those Rules, we 
attempt today to bring closure to sOme of the major areas of 
controversy. Nonetheless, as described throughout this order, 
there are c~rtain issues that require further exploration prior to 
our final consideration. Our expectations of "what comes next- are 

sumoarized below. 
A. 'The 11&& Phase 

In Section IV.A.~, we establish a separate phase in these 
proceedings to review M&E activities across the four major enerqy 
utilities. As we describe in this order, this M&E phase will be 
the forum fot establishing th~ H&E protocols for verifying, vla 
post-installation measurement, the basis for shared-savings 
incentive calculatipns. We intend ,to shift to ex post verification 
for all shared-savings proqrans authorized as of January I, 1994. 
Therefore, the M&E phase should move forward as expeditiously as 

possible. 
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To this ·end, we have directed respondents and "interested 
parties to file and serve cOlU'Oen.t·s regarding the type of 
iI'lfor.mation that needs to be submitted in the Jf&E phase, cHong .wIth 
scheduling recommertdations. Following these filings, which are:'.due 
within 30 days froJithe effective date of this order, the assi9n:ed 
ALJ will conduct a PMC to address scheduling and other procedur~l 
issues. 
a. CAcn WOrkshops 

As described in this otder I CACD will conduct two se"tfs· of 
workshops on unresolved issues related to our Rules. (See Secti6ns 
Iv.ao2 and IV,C.2.c.) The first set will address parties'· 
recommendations on modifying the tertls and definitions presented in 
the Appendix to our adopted Rules, And consider cost-effectiveness 
criteria for Fuel Substitution PrOCjrams and NewConstructlon ".". 
programs. CACO will file and serve its report on these workshops 
within 120 days of the effective date of this order. 

The second set of workShops will address DSH/Update . 
consistency issues. These ~orkshops will examine parties' 
recommendations oil how to use the Update plal'ming or iOOdeiing'" 
outputs consistently for the SPK tests of cost-effectivetless.· AS 
part of these workshops, parties should also identify the types a!1d· 
sources of distribution cost data that will need to be publishedj" 
as part· of the process for idEmti fyinq. the T&D impacts 6f all ' 
resOurce options. Finally, these workshops will also c6rtsider 
recommendations, such as ORA's, on how to 1) assess utility 
forecasts of long-term DSM program costs and impacts under our 
current resource planning framework and 2') link those fOieca.ststo 
OSM progran funding. CACO's report on this set of workshOps is due 
on or before November I, 1992 • 

- 64 -



CACD's.~eports should describe each l'ecornniendationor 
option and present the pros and cons of each, as idEmtifi~d i11 the 
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workshop process. CACD's draft repOrts should first be circuiated 
to workshop participants for their comments before fincH 
submission. We intend to issue CACD's final workshop reports for a 
further round of comments, before addressing these issues in QUI' 

Rules. We strongly encourage parties to use these workshops elsa 
forum for narrowing the issues and l hopefully, finding sOmecomrnon 
ground. 
c. Later Phases of These PrOceedings 

CACD's repOrt on the effectiveness of shareholder incen­
tives, due by December 31, 1992, will serve as the starting point 
for our consideration of the next generation of DSH pr6grans. "In a 
later phase of this proceeding, oilce CACD' IS report has bee"il com­
pleted and filed, we will examine the longer term role of 
shareholder incentives, as well as the specifics of various .. "" 
incentive mechanisms. As we state in Section IV.D.3, if we 
continue shareholder incentives for DSM in the longrun, we expect 
to develop uniformity across utilities on many aspects of· the 
programs. We will also revisit the issue of cornparableearnings 
and earnings limits/caps after CACO' 5 report has been sUbn\!.tted. 

He've identified two additional issues that wi!l requite 
further consideration in later phases of these proceedings. As we 
state in section IV.B~, we will establish more specific gutdelines 
for evaluating and funding load butldingand load retention 
programs, in particular, economic development activities. We will 
also examine alternatiVes lor implementing performance ninimUms and 
penalty features, on a consistent basis across all utilities, in 
compliance with PU code S746(a). (see Section IV.D.4,) We leave 
it to the assigned ALJ to establish a schedule for considering . 
these issues, after the M&E phase has been completed. 

• 

• 
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,Findings of Fact 
1. On July iO, 1989, the Commission convened an en b~rib 

hearing to reexamine the role of DSM in utility resource 
procurelllent. 

2. Following the Juiy 20, '1989 en bane hearing, it Callt6rnia 
CollabOrative working group deVeloped a blueprint for the 
revitalization of OSH activity in California. 

3. In respOnse to the Collaborative's Blueprint, respondents 
filed applicAtions requesting authorizat~on for expanded' DSM 
programs and shareh6lder incentive mechanisms. 

4. parties to the proceeding entered into settlement 
agreements, and in D.90-08~06S and 0.90-12-071 we approVed,wlth 

, sOme modifications, the terms of the respective settlements. 
5. Th~ shareholder incentive programs adopted in D.90-08-0G8 

and D.90-12-071 were experimental, and were authorized through 1991 
for SCE And SDG~E And through 1992 for PG&E and'Soeal. 

6. Pursuant to the settiement agreements, each utiiitr 
convened Advisory Committees to assist them io' the implementation 
of the approved DSK programs. 

7. In approving the shareholder incentive programs, we 
identified the need for a rulemaking proceeding, in which 'we could 
compare the different OSH models, evaluate the longer-term role'of 

, - , 

shareholder incentives, and develop statewide standards arid 
benchmarks for measuring energy efficiency. 

8. In 0.90-08-068, we directed CACD to submit a report, by 
December 31, 1992, on the effectiveness of the adopted incentive 
mechanisms. 

9. On August 7, 1991, we initiated this Rulemakinq and 
companion Investigation, by proposing rules governing the 
evaluation, funding, and implementation of DSM prograns and 
associated shareholder incentives. 

10. The comments of Kenetech on our proposed rules were not 
timely filed. The consensus recommendations froa SeE, PG&E, SDG&E, 
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soC,al, ORA; CEe, CLECA, DGs, NAESCO, A"rid NRDC, as ptesented'ina • 
December 10, 1991 letter to the assignedALJ, were also not timely 
filed. 

11. As stated in our proposed rules, the Commission's 
overall objective for utility resource procurement is reliable, 
least-cost, environmentally sensitive energy service. 

1~ I utility resource ptocuretnent invOlVes both plal'nling and 
acquisition. Resource planning determines whether or not 'the 
utility needs to acquire new resOurces, in order to maintain 
reliability and/or to improve the efficiency of the utility system. 
ResOurce acquisition determines how the utility will acquire the 
new resources that are needed, as identified in the planning 
process, 

13. We are committed to head-to-head compArison of DSM and 
supply options in the planning processl including the consideration 
of relative environmental impacts. 0 

14. Under the current resource planning process, the, 
utility'S need for resource additions is first reduced by , 

implementing all potential cost-affective DSH, as identifi.ed using 
the Standard practice Manual tests of cost-effectiveness. ' Any 
remaining need for resource additions is identified through a 
least-cost planning process, which compares supply-side optiQns 
using the Iterative Cost Effectiveness MethOd. 

15. The differing methods for evaluating DSM and supply~side 
resources limit ou( efforts to directly compare resource options 
and optinize the utility system. 

16. Competitive bidding enables utiliti~s and third parties 
to c6mpete in the resource acquisition process, lor the purpose of 
putting downward pressure on the costs of energy services. 

17. On the supply side, our competitive bidding process-puts 
downward pressure on utility resource costs. 

18. PU Code S 747 requires the testing and evaluation of 
utility OSM bidding pilots, including integrated bidding. 
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eXtended, on an interim basis, f6rSCE (in its general rate 'cas~) 
and SDG&E (in its modified attrition), pending the outcome o'f .'this 
Rulemakirtg. 

20. In their filed comments, parties raise concerns abOut 
M&E-related issues in resPonse to all aspects of our ptop6sed 
rules. 

21. In order to directly compare all resource optionsl we 
must bec6nfident that forecasts of OSK savings are reliable in -
meeting energy needs. 

22. DSM funding commitments and shareholder incentiv~ 
calculations are currently based On. prespeclfied savings estimates. 

23. We currently lack art identified regulatory forum for , 
evaluating H&E protocols, reViewing the results of M&E activities, 
and considering methods for incorporating M&E results into· the -ilext 
generation of DSH prOgrams and forecasted savings. 

24. Baslil<j shareholder incentives on ex post measurement 
results would de-link the forecasting process fron monetary 
returns, thereby making the process more objective. . 

2S. Under the shareholder incentive mechAnisms curren.tl}r in 
place, utility ratepayers, nOt shareholders, finance DSX through 
rate increases. 

26. shareholders do not receive a return on inVestment'ui1.der 
a shared-savings incentive mechanism. Rather, in e~change for 
managing their funds, ratepayers give sh~rehOlders a percetitage of 
their investment earnings (in the fonn of DSX-·savings). 

~1. ESCO payments are tyPically based on ex pOst measu~emerit 
of delivered savings, not on prespecified estimates. 

2tl. Shifting to ex post verlficati6n of DSM savingsrequlres 
a transition period, to allow for the initial learning curve 
process in addressing measurement and evaluation issues • 
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29. Our proposed -rules and recent orders direct uti.lities to 
focus -D5M activities on prograns that serVe as viable alternatives 
to supply-side resource options. 

30. DSH prOgrams that retain or incrementally inc~ease 
-customer and system load do not avoid oide-fer the cOst of supply­
side options. 

31. Fuel substitution programs can be designed to 
predominately retain load, build load, or bOth, 

32. In 0.88-03-008, as modified by D.88-07-059, we authorized 
load retention programs designed to avoid uneconomic bypass of the 
utility system. 

33. uneconomic bypass results when a customer chOOses to 
generate its own power or use an alternative fuel supply at a cost 
that is less than'its average rates, but greater than th~ utility's 
marginal costs. 

34. Assembly Bill 2054, which adds § 740.4 to the PU Code, 
expands the concept of load retetttionto include economic·' 
development programs, to the extent that ratepayers benefit froll 
those programs. 

35. Providing shareholder incentives for load retEmtiot. or 
load-building program provides sh,areholders with the opportunity to 
earn twice--first with the implementation of load retention or load 
building programs, and second, with the utility investment iri 
supply-side resources that remain undeferred or unavoided. 

36. In their comments, parties proposed mOdifications/ 
clarifications to the DSK program terms and definitions contained 
our proposed rules. 

37. Establishing a single clearinghouse for all Advisory -
Comnittee noticing and scheduling would improve the effectiveness 
of the Advisory Committee. 

38. In evaluating supply-side resources, we compare the total 
reso~rce cost of the supply option with resource benefits, 
including environmental impacts. 
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39.. In evaluatlrig· DSK programs, we use the standttrd'l>ractict! 
Manual tests ofcost-'bff~tiveiless, de~el6ped jointlY 'by: t'he' staffs 
of this CommissiOil and CEC. 

40 • . The Stiu\dard practice Manual presents.lletho4sf6r 
evaluating DSM progralls using four tes'ts of cost-effectiveness! 
the particLpant cost test; the utility cost test; thE! total 
resource cost test, and the rate impact measure. 

41. The participant cost test mea.suresthe benefits and costs 
of A DSM program to a participating customer. 

42. The total resource cost testccnpares the total resource 
costol OSM, including participant's costs, with resource, benefits. 

43. The societal cost test is a variatiol'lbf the total 
resc)\frce cost test I which looks at costs and benefits tron the 
perspective of society, :not just the utility and its ratepayers. 
Thi.s variation includes the impact of externalities on'costsartd 
benefits, and treats tax cteditsandinterest payments as . 
transfers. 

44. The utility cost test compares the utility's costCofDSH, 
excluding participant's cost, with i'esource benefits. 

45. The- OC and RIM tests look At only a pOrtion'of tha t()tal 
costs of DSH programs, i.e., the portion reflect~d iil utility 
revenue requirements. 

46. The UC and RIM tests do 1'l6t identify least cost resou'l'c~ 
options, from an econ6mic efficiency perspective. 

47 • The rate impact measure test compares DSM programs on the 
basis 6f their relativ~ rate impacts. . . 

48. The results of the RIM test are affected by the· 
ratemaking treatment for DSH programs, Le., the way In which' 
progrcm costs are recovered in rates. 

49. Reliance on the rate impact m~asure for program riu'lking 
and funding would tend to promote DSM programs that increase or 
retain electric and gas sales • 
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so. The total J:esoutce cost test, when mOdified to: itlclude ..• 
nonprice factors such as environmental exterilalities; isth~-"in6st 

. consistent. with our resourCe procurement p<>lictes and least-cost 
planning principles. 

51. 'l'he usefulness of the total. resource cost test.B.sa 
prlmaryindicator 6f cost-effectiveness is limited {or dIrect 
assistance programs, which address equity concerns, and for _ .. 
information programs andenerqy management services, where the link 
between programs and savings is difficult to discern. 

52. Quantification of the indirect costs of DSH and· 
determining the appropriate treatment Of sharehOlder incentives in 
the societal t~st are technical aspects o£ the Standard practice 

Manual. 
53.. In th~ir c6mments, . several parties.· raised issues 

concerninq the appropriate cost-effectiveness criteria to be used 
in evaluating New C6nstruction prograns and Fuel substitution 
Programs: 

54. Electric utility l.ong-run avoided or JD~r9irta1. costs, 
including nonprice factors such as environmental externalities, are 
developed in our Bl~nniai Resource plan Update Proceeding 
(1.89-07-004). 

55. On OCtober 21, 1991, parties filed supplemental comments 
on·how to use update planning or nOdeling·outputs to derive the 
long-run avoided costs required for the standard Practice Manual 
tests of cost-effectiveness. 

56. Long-run avoided or marginal costs for natural gas ate 
currently being developed in 1.86-06-005. 

57. The lack of natural gas long-run marginal costs makes it 
difficult to estimate the current value of energy savings on 
SoCal's system. 

58. As we describe in-O.91-10-049 in 1.90-09-050, electric 
utilities will compile and publish transmission information 6rt a 
two-year cycle, as part of the Electricity Report/Update process • 
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59 •. The Standard Practice Manuatwor):ing <jrOUPt whi¢h '.is ,,' 
c'onvened by the staffs of this Commission and eBC, informAlly, 
addresses ongoing technicAl issues related to the Standard practice 
Hanual tests of cost-effectiveness. 

60. Neither the collabOrative process nor our consideration 
oltha experimental incentive programs yields C6nclusioncofic~rninq 
the longer-term role of DSM shareholder incentives. 

61. Quantl£ication of nonprice factors is our preferred Jne~ns 
of ensurinq that the relative net benefits of resource optioftsare 
recOgnized in utility resource planning. ' 

62. The DSM shareholder incentives adopted in D.90-00-068 
were designed to offset any regulatory or financial biases a~ainiit 
DSM (or in £avor of supply-side resources) the utility might have 
in procuring least-cost resources. 

63. with utility supply-side investments, the sh~reholderis 
putting up equity in return for, 'an expected yield that is 
comparabl~ to investments in other stocks Or bonds of comparabi~" 
risk. In contrast, with utility DSM prograns, the utility is: 
Ilanaging ratepayer funds in return for a share of. the ratepayer 
yield or earnings. 

64. Utilities currently pursue many supply-side options 
without any shareholder investment' or asso'ciated earnings 
opportunities, such as contracts with urtafliiiated OFs and 
interutility pOwer purchase agreements. 

65. DSM programs may cause some increased risks to the 
shareholders of gas utilities, relative to supply-side options, -
because our baiancing accouJ\t treatment may not haVe completeiy " ' 
eli~nated the impact of DSK ort the utility'S recovery of fixed 
costs. 

66. On balance, it does not· appear that shareholders require 
fees lor managing ratepayers' investment in DsM that are 
effectively higher than the required rate of return on 
shareholders' invested lunds. 
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67.- In D~91-12-016, we adopted an "S-CUrVe" functl6n for 
SeE's shat'ed-savirig6 mechanism/-where sharehold~r earnings at 100\ 
of forecasted net benefits (1. e .,the incentive payment target) 
were set at forecasted utility expenses 6n eliqible pr6qt~thstimes 
seE's pre-tax ~ate of return. . 

68. There appears to be a prOCedUrAl gap for incoiporAtlrtg 
todayts pOlicy directives into Socal'sincentive program, since 
SoCtilts next general rate case is not until 1~94. 

69. In D.90-08-068, we adopted a diverse set of pilot 
shareholder incentive programs, with the expectation that much of 
this variety would conv·erge into a uniforJ1 approach in the long 
run, 

70. SOCAI is currently the only utility with an incentive 
mechanism for DsM res6uice programs that links shareholder earnings 
directly to DSK program. expenditures, rather than ener<Ji savings. 

71. The lack of gaS iong-runJ1a.rgf.nai costs mEikes it - .. 
difficult to estimate the current value of energy savings on 
soCal'8 systeI1~ 

72. PU Code S 746(a) requires that our DSH incentive·p~ograms 
inclUde performance mlnimums and penAlty provisionsi 

73. The earnings potential for current shared-savings .. 
incentive progral'ls is limited by the size of the program and the 
adopted savings estimates. 

74. In our adopted rules, we reduce the ratepayer rIsks 
associated with prespecified savings bytequiting ex pOst­
verificAtion of saviilqs for all shared-savings mechanisms, 
effective January 1, 1994. 

75. II1p6sing additional restrictions on the dollar lave16f 
shareholder earnings may encourAge crean skbtming and the. oreati6n 
of lost opportunities. 

76. Cream skinmlng results in the pursuit'of only the lo",est 
cost energy efficiency options, leaving behind other cost-effective 
opportuJ'dties. 
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, "/1.. Lost opportunities are energ'y efficiency options 'that: 
offer long-lived cOst-effeotive savings and which, if notexplolted 
promptly, are lost irretrievably or rendered much more costly to 
achieVe. 

78. Cream skimming becomes a problem when lost opp6rtuilitie's 

ate created in the process. 
19.· RequIring a utility to pursue less cost-effective 

programs in one sebtor, which are hot lost 6pp6rtunitiesj would 
reduce the potential net resource benefits that all ratepayers .. 
realize from cost-effective DSM. 

80. Equity and distributional issues can be address~d­
directly by funding programs desiqned to provide low-income 
assistance, such as our Direct AssistAnce Programs. 

81. DSM program evaluation; funding and implementati6ni-ais~ 
as many generic pOlicy and methodological issues as utili.ty­
specific considerations. 

82. coiudstency on DSJ( pol.icY and methodOlogy is needed 'as we 
ernbilrk on a new generation of DSH programs and work towards'the'· 
effective int~gration of DSM i.nto our resourcepr6curement: 
framework. 

83. The use of consolidated generic proceedings has been used 
by the Commission in several areas, including the cost6f capitai 
and electric and gas long-run Ilarginal costs. 

84. Our ratemaking procedures may chAnge as a result of 6ur 
generic gas and electric ratemaking proceeding (R.90-02-00a! 
1.90-08-006). 

85. On N6venber 19, 1991, DRA filed -supplemental comnents on 
how to treat DSM as an energy resource option for planning 

purpOses. 
86. PU Code S 747(c) directs respondents to develop and: 

implement several'DSM pilot bids, including an integrated bid • 
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. 874 PU Code S 747(c) di~ects··the COlUllssion; in consultation • 
, -., 

with the CEC, to report the results of the pi16tbid projeots to 
the Legislature by January 1, 1993. 
conolusions of La~ 

L' To meet our resOUrce ptocur~ment goals, we should 
continue to explore analytical approaches that integrate DSH 
programs with supply-side options in the resource planning process. 

2. The bidding. experiments perforned pursuant to PU Code 
§ 747 should help us learn mare abOut altetna.tiveDSH deliv~ry 
mechanisms, and assess the role of DSHbidding to provide least­
cOst DSM services to ratepayers. 

3. The Commission should regularly review and evaluate 
respondents; M&E activities in A consolidated forum. At least 
initially, a separate phase of this Rulemaking/jnvestigationis 
well suited for this pUrp6se. 

4, It is reasonable to true-up energy savings so tha-t 
ratepayers are not sharing too much (or too little) 6£ their 
investment earnings with sharehold~rsl relative to the percentage • 
oriqinally agreed to under the shared-savings incentive mechttnisn. 

'. - . 
s. It is r~asonable to shift to ex post verification ~f DSH 

savings for all shared-savings programs authorized as 6f January 1, 
1994. 

6. Utility DSKactivities should focus on programs that 
serve as alternatives to supply-side resource optiOns. 

7. Ratepayers should not provide shareholder incentives fot 
programs that retclin or increase customer orsyaten load, eVe'll if 

, the retentiori or increases are accomplished with 'the installation 
of energy efiicient m.easures. 

&. Specific guidelines for evaluating and funding load 
building and economic development activities should be developed in 
a later phase of these proceedings. 

9. proponents of load building and load retention programs 
(or fuel substitution programs with those elements) carry the 
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--. - burden of proof to quantify the social or ratepayer benefit~, a~d, 
justify ratepayer funding for these programs. 

• 

10. Utility requests for load retention programs as pait'of 
special bypass deferral contracts should continue to be made by" 
separate application. 

11. Until we adopt improvements to our analytical methOds, we 
should continue to use the Standard Practice Manual tests of 
cost-effectiveness in ways that are the mast consistent with out 
resource procurement objectives. 

12. The total resource cost test should be the primary 
indicator 6f cost-effectiveness in ranking and funding DSM 
pr6grams. 

13. Strict adherence to the total resOurce cost test should­
not M required for direct assistance, infornation programs, a'nd 
energy nanageffient services. 

14. The rate effects of cost-effective DSH should be 
• • . '"4 _. 

consi.dered in determining the overali funding level of utility DSH 
programs in a given period • 

15. In applying the Standard practice Hanual test '0£ c6st-
eHectiveness and when calculating sha'teholder incentives, 'electric 
utilities should use the avoided supply costs and nonprice factors 
that ate consistent with the values developed in our Biennial 
Resource Plan Update proceeding. 

16. Electric utilities should use the f6run described in 
D.91-10-()48 to publish information on transmission and distribution 
costs. 'l'his information should be used consistently across all 
resource options for the purpose of qUantifying avoided 
transmission and/or distribution costs. 

17. We should examine the 'longer-tern role of. DSM shareholder 
incentives, the pros and cons of various approaches to inceJ\~iv'e 
mechanisms, and the issue of ().arnings comparability and lb'lits/c.lpS 
in a later phase of this proceeding, after CACD's report is 
submitted. 
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18. As an interin pOlicy on earnings comparabl1itY>-i-~ Is~' -• 
-.tea-S6il~ble to adopt the principle that shareholders '. rat~. 'o~ re'turn 

6i1;t>SM pr69rans should be no higher (and could be lower) :thal1 .. -
shareholders' tate of return on utility-constructed plants,facing 
ttadltlonal ratemaking. _ . . 

. 1'9. On an interim basis, it is reasotlableto apply today's 
adopted pOi icy on comparable earnings to specific ittcentlv.e 

. me'chanisms, as follows. 
o For incentive lu:!chanisms based on prog-tam 

expenditures, such as SOCal Gas l current 
variable rate 6f return mechanism, the 
earnings rate ort program costs should not 
exceed (and could be lower than) the 
authorized rate of return on utility 
constructed plants; 

6 For shared~savin9s mechanisms using ail .. 
·S-curve" function, such as the mechanism 
adopted for seE in its recent GRC, the 
incentiv~ payment target should be -. 
calculated using forecasted utility expenses 
at 100\ of forecasted net sAvings, tines a _ 
rate that is no higher (a1\4 could be lower) 
than the authorized rate of return on 
utility constructed plAnts; . 

o For· flat rate- shared-savings RlechiulisiBs j 

such as the ones adopted for SDG&E and PG&E 
in 0.90-08-068, the shated savings rate 
should not exceed (and could be lower than) 
the authorized rate of return on utility 
constructed plants. 

20. seE'S current shared-savings mechanism, as adopt'~ in 
0.91-12-076, is in compliance with the interim policy on cOmpa~able 
earnings adopted by this order. 

21. It is reasonable to defer the issue ot shated savings for 
~6Cal's resource programs until gas marginal costs are adopted in 

I.86~()6-005. 
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22, The issue of comparable earilillgs -and earttings caps' 'should 
be. revisited in a later phase'of thIs proceeding, after CAc6'i; 
rep6rt has been submitted •. 

23. Utilities should pursue the most cOst-effective fiSH' 
program in one sector (over a less cost-effective pt6graia in 

- . 

another sector), if doing so does not create lost opportunities in 
either sector. 

24. Utilities should focus the performance minimums required 
by PU Code S 746(a) on efforts to achievecost--effectiveen~tgy 
efficiency opportunities and, in particular, On those which 
represent lost oppOrtunities. . 

25. Utilities should provide a detailed account of strategies 
to avoid creating lost opportunities with any proposal for 
shareholder incentives, or increases 'in funding levels for DSK 
programs which are eligible for incentives. 

26. It nay ultimately make sense to address all DSM 
procurement issue"s in a: consolidated forum, perhaps in conjunc"i6n 
with our Biennial Resource Plan update proceeding. However,_·as we 
await the outcome of R.9()-02-00a/I,90-()S-006, it makes sense to .. 
lillit procedural changes 'to lnitiatiJ\g a cOl'lsolidatedM&E pha·se in 
these proceedings. 

27. All generic policy and methodological issues related to 
DSM shOUld be addressed in this rulemaklng and companion 
investiqation. The determinations made in these proceedings shbuld 
be used in any subsequent utility-specific proceedings. SOG'E and 
PG'E should revise their test year 1993 DSM funding proposalS to 
conform to the pOlioies and directlvesadopted in this order. 

28. As described in section IV.G of this ordet, CACD should 
appoint a project Coordinator to manage the pilot bid evaluation 
required by PU Code S 747(c). 

29. Since the appropriateness of shareholder incentives may 
depend On the specific form or design of the bid pilot, we should 
address that issue as we review specific DSM pilot bid ptoposals • 
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. 30 •. The longet~t'erm issue' of what bidding '{arms and features ". 
are most compatible with Qurresource procurement pOliciesshQuld 
be addressed in a later phase of thisproceediny, after CACD'S 
report is submitted. 

31. The rules and pOlicy principles governing the,evaluation, 
funding, and implementation 6f DSK programs and associated 
shareholder irtcerttives; as presented in Attachment 1 to t~l.s order, 
are reasbnable and should be adopted. 

32. . In order to,proceed expeditiously with the H&E phase of , 
this proceeding and CACD workshops I this order should be effective 
today. 

IHTERIH ORDER 

IT IS ORDERED that. 
1. The rules governing the evaluation, funding, and 

implellerttation ofOSM programs and associated shareholder 
'incentives, as revised by this order and'presented in Attachtnent I, 
are adopted. 

2.' Until further order Of the Commission, a separate, 
concurrent phase of these proceediiu]s shall seive as the fOrUm lor 
addressing the measurement and evaluation (X&E) issues described in 
this order. These include reviewing and evaluating'methods for ek 

pOst measurement of demand-side management (DSH) program impaots; . ' 

adjusting forecasts 6f OSHprogram savings; and adjusting 
shareholder earnings under a shared-savings mechanisn.' 

3. Rulenaking (R.) 91~08-003 and accompanying InVestigAtion 
(I.) 91-08-002 shall renain open to consider the comm~n\ts, workshop 
reports, and program evaluation reports described in this order. 

4. Respondents and interested parties may file comments 
regarding (1) the types of information that will be n~~ded for the 
H&E phase ordered above, and (2) scheduling recommendations, 
including detailed timetables for prehearing workshops 
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(1f appropriate), the filing of testimony, evidentiAry hecfrin<}s,' 
and briefs. Comments shall be filed at our Docket office and·' 
served on all appearances And the state service list in these 
proceedings, no later than 30 days from the effective date of 'this 
order. 

S. For all shared-savings programs authorized as of 
January 1, 1994, paynents of. shareholder incentives shatl he-based 
on post-installation verified savings, Exceptions to. this policy 
for specific DSH measures shall be addressed in the H&E phase of 
these proceedings, 

6. The assigned administrative law judge (ALJ) shall no'tice 
a preheAring conference to coordinate the scheduling of the K&E 
phase as soon as practicable after comments are filed. At thePHC,' 
interested parties shall also present procedural proposals for 
incorporating the paliciesadopted in today's order to Southern 
california Gas cOJlpany's shareholder incentive mechanism. " ... ' 

7. As described in Sections IV. B and v. B of this order I ~the .' 
commission Advisory and Compliance Division (tACO) shall co~duct 
workshops to discuss parties' specific recommendations for 
modifying DSM terns and definitions presented in the Appendix to 
our adopted rules. (see Attachment 1.) In addition, these' . 
workshops shall also address the cost-effectiveness issue-sraised 
in parties' comments with regard to Fuel Substitution and New 
construction programs. Within 120 days of the effective date Of 
this order, CACO shall file its report on these workshops with th~ 
Commission's DOcket Office and serve the report on all appearances 
and the state service list in these ptoceedings. 

8. Respondents shall estAblish a single clearhlghouse for 
all Advisory Committee noticing and scheduling, as described iri. 
section IV.H of this order. Within 90 days from the effective date 
of this order, respondents shall file a joint report with'the 
Commission's Docket Office describing the clearinghouse procedures 
established in compliance with our orders. Copies of the report 
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shall be served on all appearances and the state service list in 4It 
these proceedings. 

9. As described in Sections IV.C and V.B of this order, CACO 
shall conduct workshops for the purpose of discussing parties' 

proposals ona 
1. Using the Bienni~l Resource Plan Update 

planning or modeling outputs to derive 
long-run avoided costs required fOr the 
standard Practice Manual tests; 

i. Treating DSM as an energy-resource for 
planning purposes in the Update; and 

3. Identifying the types a'nd sOurces of 
distribution cost data that will be 
published, as part 6f theprocess.prop6sed. 
in 1.90-09-050 for identifying the -
transmission and distribution impacts of 
all resource options. 

On ot before November I, 1992, CACD shall tile a ~eport 
on these workshops with the Commission's D6cket office, and serve 
copies of the repOrt on all appearances and the state service-list 
in 1.89-07-004 and in these proceedings. 

_ 10. The Stilndard practice Manual- working group; which 1s 
convened by the staffs of this Commission and the california Energy 
Commission, shall tile future updates or modifications to the 
Standard Practice Manual with the Commission's Docket Officej under 
the docket for these proceedings or any successor proceedings, and 
serve the updates or modifications on all parties, 

11. As described in Section IV.G of this' order, CACO shall 
manage the evaluation of DSH pilot bids required by public 
utilities (PU) coda s 747(0). 

12. san Dieg6 Gas and Electtic compAny and Pacific Gas and 
Eleotric cOmpany shall revise their test year 1993 proposals for 
DSM funding' arid"siia'ieholder incentives to cOnfortl to the policies 

'. 
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• .... . '. anddir~<)ti ves' ad6Pt:e~' iri ~hl. ... 6icler. .'rh$ 'a<biiilistiati. v"i~~ 
'jUdges ass'i.9J\~d"~~<~='i~',tes'~; year "'1993 , ~e'\~r~l tateca~~'sshal r 

,',establish'· filing dilte$16r' t'hese .r~v1.sf6riS ~" -
, Thf$6rd"e'ri~ ~f't~ctivetoday~c 

• 
.' 

• 

Ollted 'FebruarY20;~·1992/a.t sait l~ilncisc6~, Califo'rl'lici .. 

DANIEL Win. FESSLER 
, _- " Piesideilt 

JOHN s. OHANIAN­
NORMANlhSHUMWAY ~' 

Commissioners 
, ' - ' 

COllllis~ioz\~r, pa~ri~i~ M~ Eckert, 
-being necessarily absent, didrtot 
participate . 
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A'rl'ACHMEH'l 1 
Page 1 

ADOPTED RULES Alill POLICY S'rA'rl'}{EN\'S 
FOR DEIIAND-SIDE KANAGKMENT PROO~! 

I. Res6urce Pla.iuifnq and DSM ProgTilII Defiilltlons 

1. This Commission's goal for utility resource procurerrent 

is reliable, least cost l environmentally sensitive electri-c-it.y 

EH~ergy service. Using energy mor~ efficiently constitutes an / 
impOrtant means of achieving this gqtd. The 1.ltilities shoul<:!./' 
treat energy efficiency improvements and energy conservotioJl'-- as 

viable alterna.tives to tladitionhr supply-side resource op{i6ns~ 

2. Lost opportunities ar~ those energy efficiency options 
which offer long-lived, cost-effective savings and :ihich l if hot 
exploited promptly, are lost irretrievably or rendered much, tn6ie 
costly to achieve. In developipg fundiJlY priorities for c6st~ 

effective. DSM activitlg~ the utilities 5houl,J plACe special 

emphasis on aSH aett'v--iti--e.5""--Y;h-i.~h~capture--':;Ojl~.tder capturing-

lost oppartuni tiEu:; !!s arL add i t i9W!1 rallJd n9 criterion for­
programs with T(\lal Re99u~<2.fL COBt bE'i}Df.it-cost - ratios greater· 
than 1.0. The utilities shoulq sub~it a detailed account of 
strategies desigr,ed to capture lost opportunities with any 
request. fol." sharc+olde{ incontive r:echanisms and/or for increases 

in DSH rrograH1 fund ing. 

* ;>d,; 1 ii, 'liS the propOsed rules and pollcy statements, issued 
on ", -'Jl S i ,J 991, are underlined. oeletions are strtlc:k oot. 
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ATTACIiJIENT I' 
Page 3' ,­

~ : 

Manual should be IDodified updated to include the final version oL 
the terms a'nd definitions included in the Appendix B. This OIR 

, " 

will remain open to accommodate afty future request2 to modify the 
terms or definitions proposed herein or to add new terms or 
definitions. 

It. Cost-Effectiveness Indicat~r6 

5. The tests in the StC'lildard PracticE) Manual (SPM) help 
assess the variety 6f effe~ts associated with n£w 6r expanded DSK 
programs. The tests in. t;he SPM wi 11 serve a3 tl".e standard ,for 
determining DSM progran cost-effectiveness until a llethodo1.6gy is 
established that allo'ws for the side-by-side. comparison of .,'. 
demand- and supply/side resources. Th'3 utilities should per"forin 
cost-e£fectiveile.r,"~ analy.3~s for any propo&~d DSM program 
consistent with the indic-:3.tors and methodologies included in, th~ 
SPH. The u~} lily should, to the ext~.{t practicable, perform· eac'h 
of the tests incll1dp.d in the SPM f0/ any proposed DSH program. 

6. 'i'hi£ Co~"clission relies on the Total Resource Cost Test· 
(TRC) as the pcipary indicator of DSK program .cost eftectivemess. 
Thi~ reflects our vie;., that utility DSK activities should focus 
OTt pro,.' 1."," [i:; that S8l:Ve as alterJ\ativ~s to supply-side resource 

} Opti0J13. Llleryy efficiency programs and load Ilanagement pro grains 
\<t"hi ell pT ::T:-0te energy efficiency serve as such alternatives 
I' . id~,rl they reliably reduce a utility's fuel and/or capacity 

I. '.10} thE.; 'extent practicable, nonprice factors should be 
';ons ,l <I ,:", >cd (.long with price factors in utility resource 
Ph)CU rC:lenl:. Insofar as nonprice factors developed in t~e 

Biennial Resource plan Update (Update) for supply-side resources 
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ATTACBMEH'l 1. 
Page 1 

ADOPTED RULES AND POLICY STA'rEliENTS 
FOR DEJIAIID-SIDE KANAGEMEHT PROGRAMs" 

I. Resource PlaMmg- and DSJi proqraa oefi.n1tions 

- ,-~ -- - -

1. Thi.s Commissioi1;s goal for utility resource procurement 

is reliable, least cost, enviro:tuttentally sensitive electricity 
e~ergy service. Using energy more efficiently constitutes an·. 
important means of achieving this goaL The utiliti.esshould· 
treat energy efficiency improvements and enerqy conservatiOn as 
viable alternatives to traditional supply-side resource options. 

2. Lost opportunities are those energy efficiency optloti's 
which 6ffer long-lived, cost-effectiVe savings and whichl ifoot 
exploited promptly, are lost irretrievably or rendered ritlichmore· 
costly to achieve. In developing funding priorities for cost-

effectiveDSN activities, the utilities should place sp~cial · 

eJDphasis on DSM activities which capture consider capturing' 
lost opportunities as an additional ranking criterion for 
programs with Total Resource Cost b~nefit-cost ratios greater 
than 1.0. The utilities should subnit a detAiled account of 
strategies designed to capture lost opportunities with any 
request for shareholder incentive mechanisms and/or for increases 
in DSM program funding. 

* Additions to the proposed rules and pOlicy statements, issued 
on August 7, 1991, are underlined. Deletions are strack onto 
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" . 3. As defined by the Collaborative, ·Creall skimming" results 
1n the pursuit of only the lowest cost conservation and loAd· 
management measures, leaving behind other cost-effective 
opportuniti~s. Cream skimming becomes a problem when l6st 
opportunities ate creAted in the proceSs. Utilities should 
pursue the mOst cOst-effective DSM resource programs first, . 

if doing sO does not create lost oppOrtunities, 'fO reduce the 

. potel'itial for cream ekimmin(j, the stakeholders agr~ed ~hftt bl'IY 

proposed incentive mechanisrlehonld include strategies explicitly 

desi9t\ed to AlIold linch activities. Partiell Are in".,lted to 

provide comments on whether cream lIkirlllftinq as described by the 

collaborative continnes to be a concern, Alid whether the 

utilities shonld continue to provide a detailed accourit ~~ 

lItrategies to 8lfoid cream skitmting with AnY proposal for 

shAreholder incentives, or increases in fUllding levelsforBSM 

programs whf:eh are eligible for incenth,es. 

4. To ensure optimal funding of DSM activities requires 
consistent treatment 6f programs across utilities and across 
regulatory forums. common terms and program definitions help 
ensure consistent treatment. On an interim basis, the utilities 

should use the definitions included in the Appendix B of this 

rtlleillakir'tg to these rules when characterizing any proposed 
program. The burden is on the utility to-justify any departure 
from then. We will consider modlfying the~e terms and 
definitions after we receive the workshOp report described in 
Sections IV.S and V.S 6f this order. The Reporting Requirements 

• 

• 

• 
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Manual should be modified updated to include the final veisi6n of 
the tems and definitions included in the Appendix 8. This 6Iif 
will remain open to acconun6date AftY future request§. to 1l\6dify the 
terms or definitions proposed herein or to add new terms or 
definitions. 

II. cost-Effectiveness Indicators 

S. ~he tests in the Standard practice Manual (SPM) help 
assess the variety o£ effects associated with new or expanded VSH 
programs. The tests in the SPM will serVe As the standard foi 
deteXmliling DSM program cost-effectiveness until a methodolOgy is 
established that allOws for the side-by-side coaparison of 
dema.ild- and supply-side resources. The utilities should perform " . 
cost-effectiveness analyses for any proposed DSH program 
consistent with the indicators and methodologies included in the 
8PM. The utility should l to the extent practicable, perform each 
of the tests included In the SPM for any propOsed DSM program. ' 

6. ~his Commission relies on the ~otal Resource Cost Test 
(TRC) as the primary indicator of DSK program.cost effectivenassi 
~his reflects our view that utility DSM activities should focus 
on programs that serve as alternatives to supply-side resource 
options. Energy efficiency programs and lOad management programs 
which promote energy efficiency serve as such alternatives .. 
because they reliably reduce a utility'S fuel and/or capacity 
needs. 

7. ~o the extent practicable, nonprice factors should be 

considered along with price factors in utility resource 
procurement. Insofar as rtonprice factors developed in the' 
Biennial Resource plan Update (Update) for supply-side resOUrces 
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affect DSK progral1s, the utility should include them in c6st~ 
effectiveness analyses consistent with their devE:!lopment in the 
Update. Electric utilities should use the forum described in . 
Oecision 91-10-048 to publish information on transmission and 
distribution costs. This information should be used consist~ntly 
across all resource options for the purpose of quantifying 
avoided trar'lsllission and/or distribution costs. 

8. Resource value refers to the ability of a DSM program to 
reliably reduce utilities' fuel and/or capacity needs. For DSM 
programs designed to defer or avoid these requirementst the 
resource value associated with such programs should be consistent 

with the utilities' avoided costs of electric service adopted in 
the Update and, when completedt the aVoided costs of natural gas. 
service adopted in Investigation 86-06-005. These values should 

• 

be used in applicAble cost-effectiveness analyses and when ~ 
calculating shareholder incentives. we will address the issue of 
consistency between resource planning determinations and DSM 
funding authorizations in this OIR/OII, after CACD's workshop 
report is submitted (see SeCtions IV.F and V.S of this order,) 

9. Insofar as a DSK program results in indirect costs, they 
should be considered. The speculative nature of any attempts to 
quantify indirect costs significantly reduces their applicability 
as an analytic toOl at this time. These costs should there£6re 
not b~ required in any of the cost-effectiveness tests included 
in the SPN. The issues related to indirect costs of OSM programs 
are technical in nature. The SPM working group, which is 
convened by the CPUC and the CEe, represents the appropriate 
forum for considering indirect costs as they apply to DSK 
programs. 

• 
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10. Shareholder incentives represent a true economic cost in ", 

the production of utility OSM programs and shOuld be included" as-

a direct cost in the TRC test, the Societal test, the Rate Impaot 
Measures, and the Utility Cost test.~he SPM ~orking group 
should consider the appropriate treatment of shareholder 
incentives in the societal,test variationt ite. i as a transfei-­
payment or direct cost. 

11. The usefulness of the TRC test as a primary indicator of 
cost-effectiveness is limited for certain programs which do n6t 
necessarily focus on the timing or type of resource needs of the 
utili tV. Direct Assistance programs address equity concernsJ -A_S 

such, positive cost-effectiveness shall be an important; but not­
the sole, factor used to determine funding levels for these 
programs. cost-efficiency is also important in the condUct 6f . 
Direct Assistance programs. For Information Programs and Eoe,:gy­
Management Services, the link between programS a-nd sa\rings ,is' 
difficult to discern. Strict adhetence to the TRC shoUld not be 

required for these prOgrams. We will consider addressing the 
applicability of the TRC test to New ConstructiQnprograms in 
these Rules after we r~ceive the workshop report described in 
Sections IV.B and VaS of this order. 

12. Load Building and load retention ptograms lack resource 
value, and the TRC does not apply to these programs. 'i'hough 
utility DSK activities should locus on energy efficlencyprograms 
and load management programs which promote energy effioienoy, the 
pursuit of certain load building or load retention programs may 
achieve other policy goals. proponents 6f these programs carry 
the burden of proof to quantify the social or ratepayer 
benefits, and 1ustify any ratepayer funding for these progtams. 
General conclusions about the net benefits of these types of 
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ptograms should be backed by pr6gram specific analysis. In 
partlcular,.for load bUilding prOgrams utilities should gua~tlfy 
the prograll'\s' net effeot on air emissions, including increased 
emissions from the increased load on the system. The utility 
shouid design any load building or load retention program so as 
to avoid frustrating this 'Commission's goal of encourag"ing energy 
efficiency and energy conservation. We intend to adopt more 
specific evaluation and funding guidelines for these tyPes of 
programs ill a later phase of these.proceedings. 

13. Fuel substitution programS may offer resource value an.d 
environmental benefits. We currently lack a framework to ass~u;s 
the tradeoffs between gas and electric OSM programs that compete 

• 

to provide the same service. The tests iiiclnded in the SPM d6 • 

not capture these tradeoffs. Ftiel-substitution ptagramsshould 

reduce the ntilities need for electric geI"leratiol'l supply withOut 
deqrading environmental quality. rhe TRC test should be the 
primary indicator of 'cost-effectiveness for fuel-substitution 
programs that meet these criteria. We will consider adopting· 
more specific evaluation criteria for fuel substitution programs 
ill these Rules aft~r we receive the workshop report described in 
Sections IV.B and v.s of this order. 

we discourage utilities from pursuinq fuel substituti6n 
programs with a predominantly load building or load retention 

character. For fuel-snbstftntiort programs desfgrted t6 xeta±rt 

• 
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Toad, these types of pr6grams, the utility should cArries the 
burden of proof to demOnstrate that the benefits 6f the program 
justify relaxing our focus on energy efficiency programs. 

V. Shareholder Incentives 

14. The Electric Revenue Adjustment Mechanism and core Fi)(ed 
Cost AccOunt remoVe ~Re significant ratemaking disincentive~for 
utilities to invest in demand-side management. To further ensure 
that demand-side management programs which result in, or promote, 
energy efficiency are not disadvantaged in utility resource 
procurement decisions, we initiAted a pilot program of 
shareholder incentives in 0.90-68-069. Shareholder incentives 

can help ensure that the utility shonld be p~ovided is mOtivated 
to prOcure the least-cost resources by providing a comparable 
opportunity for earnings froD prudent investments in both demAnd~ 

and supply-side alternatives, Sha~eholder hicenti"es can help 

ensure that these opportnnities Are comparabie. We will examine 
the effectiveness of the specific incentive mechanisms adopted l~ . 
0.90-08-069, the longer term role of shareholder incentives in 
resource procurement and revisit the issue 6f earnings 
comparability after CACO's report to the Legislature is submitted. 
in late 1992. 

15. The differences among utility shareholder incentive 
mechanisms approved in D.~O-09-068 should eventually converge 
toward a more uniform, statevide approach. pending CACo's report 
on shareholder incentives, it is appropriate to. establish a 
limited number o.f quidinq principles governing future shareholder 
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incentives. These principles should apply to shareholder 
incentive mechanisms propOsed alter the final adoption oftbis 
rulemaking. 

16. Shareholder incentive mechanisms should be designed to ' 
encourage ertergyefflciency and load management programs thAt 
promote energy efficiency. LOad building and load retention 
programs should not be eligible for shareholder incentives., Fuel 
substitution programs should also be ineligible pending 
resolution of the technical issues associated witha.ssessinq the 
benefits to ratepayers of these programs. 

11. Shareholder incentive Ji'iJchanisms should balance risk and 
reward. Coupling rewards for good perfornimce with penaities for 
poor performance represents a reasonable way of achieving that 
balance. Any propOsed shareholder incentive mechanism sh6uld 
therefore include minimum performance requirements and 
accompanying penalty features. The utiliti.es sh6uld focus 
minimum performance requirements on efforts to achieve cost­
effective energy efficiency opportunities, and in particular, on 
those which represent potential lost opportunities. 

18. shareholder earnings darived from a shared-savings 
approach to incentives reflect the value of the energy saved. 
Incentive Illechanisms that determine earnings based sol.ely~ on 
program expenditures are unrelated to that value. Thus, for 
programs whose savings can be reasonably estimated, a shared~ 
savings approach is superior. Shareholder incentive mechanisms 

• 

• 

• 
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should be based on a shared-savings approach for programs whose 
sayings can be reasonably estimated. We wlIl defer the 
application of shared savings to SoCal's programs until after gas 
margirtal costs are adopted in 1.86-06-005. 

19. As an interim pOlicy, shareholders' rate of return Oil DSM 
programs should be no greater (and could be lower) than 
shareholders' rate of return on utility-constructed plants. On an 
interim basis, this policy should be applied to specific 
shareholder incentive mechanisms, as fOllowst 

o For incentive mechanisRs based on program expenditures, 
such as Socal Gas' current variable rate of return 
mechanism, the earnings rate on program costs should not 
exceed (and could be lower than) the authorized rate of 
return on utility constructed plants: 

o For shared-savings mechanisms using an ·S-curve" 
function. such as the nechanism adopted for SCE in its 
recent GRC, the incentive payment target should be . 
calculated using forecasted utility expenses at 100% of 
forecasted net savings, times a rate that is no higher 
(and could be lower) than the authorized rate of return 
on utility constructed plants: and 

o For "flat rate· Shared-savings mechanisms, such as the 
ones adopted for SDG&E and PG&E in D.90-08-068, the 
shared savings rate should not exceed (and could be 
lower than) the authorized rate of return on utility 
constructed plants. 

We will revisit the issue of comparable earnings and earnings. 
'limits/caps in a later phase of this proceeding, after CACDts 
report has been submitted. 

Reliauce on enexgi' savings estimates made prior to progxa 
rahtplerneutation to detetnine shareholder incentives h,ereases risk 
toraLepa:yers. 'fhis risk should be fuiliDnized while still pro\' iding­
'. a 'eonlparable oppoxtunit)' for earnings from prudent expendittSres in 
both demand- and supply-side resources. A mechanism which 
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limits the lev'el of potential shareholder etU:nhlgs rneetsthese 

goals. 'fhis mecheJiism shoDid be desi9ned keeping in mind .the 

Heed to esteblish conlparable earnings oppOrtunities between 

prddel.l ~entalld- and sttpply-s!de expenditures. 

VI. Heasure.ent, Evaluation, and J\Ccountiiu} 

20. ~he stable development of oSM programs that deliver 

• 

reliable energy savings for california's ratepayers depends on 
well-designed methods of pr6grim neasu:tement and evaluatiotl. 
ThOughtful measurement and evaluation practices are required to 
gauge utility performance, verify ~net9Y savings, and· im'ptovethe 
design and success of future DsM programs. The utilities sh6uld 
make program measurement and evaluation a pri6tity, • 

21. It is reasonable to base shareholder irtcentives on 

prespecified savings estinl8:tes at this time. The until we can 
implement a shift from prespecified savings estimates to 

estimates ex post verification made after program implementation 

8ho'llld OCCI11' 8S swiftly as pxacticable. Though prespecifled 
savings estimates increAse risks to ratepayers, the roeasui:'emEmt 
protocols developed as part of the Blueprint help mitigate.these 
risks. To implement the shift to ex post verificAtion, we will 
conduct a·consolidated measurement and evaluation (M&E) phase in 
this Rulemaking and Companion Investigation. This M&E phase will 
serve as the forum foi addressing the following types of 
measurement-related issues! 

• 
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pre-Implementation Measurement. The 
acceptable methOds and procedures for . ' 
estimating. prior to program implementation, 
the various program impact parameters for DSM 
programs. These inc lude the lOad impacts '.' 
(and its components). participation level,· 
utility costs, total costs and useful lives 
of DSH measures. 

Post-Implementation Measurement. The 
acceptable methods and procedures for 
measuring DSM progran impacts after program 
implementation. This includes developing 
guidelines for H&E activities beyond current 
activities. 

o Incorporating the Results of Measurement . . 
Studies. Using the results of M&E activities 
to (1) refine pre- and post-imPlementation 
measurement protOcols! (21 adjust forecasts 
of DSH program savings, and ell adjust· 
shareholder earnings under a shared~savings 
mechanism. 

We intend to base Davments of shareholder incentives on pOst­
installation verified savings. for all shared-savings piogziilms 
authorized as of January I. 1994. using the protocols adopted in 
the M&E phase. Verification may be in the form of meter~d results, 
sample bill analysis, or other post-installation measurement' 
methods that we deem appropriate. As part of the M&'E phas~.· we 
will' consider procedural options for refining and updat.t'Il9 M&E . 
protocols on an on-going basis. 

22. It is important that forecasts of DSM savings ~ as 
reliable 8S foreCAsts of supply-side options in meeting 
California's energy needs. Rigorous measurement and evaiuation 
enhances the reliability of these forecasts. The utility will 
include a cOmprehensive and aggressive measurement plan with any 
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request' for DSH funding which includes sharehold~r'incentives. 
For programs authorized for1~92and 1993. this plan should be 

consistent, at a miniRlUfh with the protoc6ls included as 
. lippendixC Of' this' rtllemak:liig. contained in Appendix Aof the 

collaoo'rative Blueprint. For programs authorized for 1994 and 
beyond, this plan should be consisted with the protocols adopted 

'in the M&E phase of these ptoCeedings. pxopO~ed changes t6 

these protocols ehoilid be fiiedes part of this ~tllemaking.' 

,23. 'The utility should explicitly quantify the following for 

any proposed shareholder mechanis~t 

' . 

• 

o The rate effects of b6th the program irlcentive and' • 
prograns C()sts to which the ince'ntive will apply; 

'c) The program's net resource savings;artd 
o The timing of both rate effects and resource savings. 

24 • The DSM Advisory committees provide an informal forum for 
parties to review utility programs and "to work with the utility 
on any propo~ed changes to its programs, These tlctivities can 
augment effective pr09ram implementation. The utilities should 
continue tha Advisory committees. F6rthe committe~s to be 
effective, the utilities should clearlyde£ine the role of th~ 
committee and the input it seeks) provide the committee with 
comprehensive information on progran frnplementatiQn activities;' 
notify Conmittee nambers in a timely fashion of proposed program 

• 
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changes, provide adequate information suppOrtinq such changt3s; ; 
~nd coordinate Committee activities with current and anticipat~d 
regulatory proceedings and other review procedures. TO this-end, 
respondents should establish a single clearinghouse for all. 
Advisory coinmittee noticing and scheduling, as described in 
Section IV." of this Order. 

2S. we intend to improve the consistency with which DSM 
programs are treated across utilities and across regulatorY 
forums by initiating the consolidated M&E phase described in Rule 
21 and by addressing generic policy and methodological issues 1n 
this Rulemaklng and companion Investigation.- Determinations'made 
in these proceedings should be used il'1 any subsequent ud.lity .. :·' 
specific proceedings. We may also consider further consolidation 
of DSK-related issues at a later stage of these prbceedings, 
after our generic investigation on ratemaktng lR.90-o2-oos1 
I.90-()8-006) is completed. Decisions gOverning tltiiitj f>SH 

acti, ities carrei.tly take place in se"eral differel'lt proceed!llgs. 

Establishing a single forum where the utilities' DSM actbities 

ClUt be re"iewed simuH:aneotls!j Rlay farther &nhtmce consistent 

treatment. He propose to establish a shlg1e fOrtlll in tfhich 

utility aSM activities would be reviewed, approved, and iUllded 

e"ex:y two years. Parties are in,ited to COJtbnent on this pi:op6sal 

or to provide detailed alternatives to the proposal. 
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~6. itll-eonrce bidding, in which delland- ~nd snppl]-stde-

options compete on an eqt141 footing for a place in the Iltility 

resonrce plan, Introducing competition into the utility's 
acquisition of demand-side resources offers great potential f6r 
achieving our goal of reliable, least cost, enviro~ntally 
sensitive energy service. 

21. The utilities will work with the Division of Strategic 
Pla.nning(DSP) to develop and implement several DSH pilot bids. 
PG&E has volunteered to conduct a pilot bid based on a 
partnership approach. Public Utilities Code §747 requires this 

• 

commission to test at least one replacellent DSM-Only bid, and an 
integrated resource bidding pilot, and a DSH bldding pilot for,,' • 
gas utillties. As one of their DSK-only bid pilots, respondents' 
should test at least one replacement bid. CACD will perform an 
evaluation of the pilots. in consulation with the california 
Energy Commission. ~his Commission will submit its report, with 
any recommendations, to the Legislature by January 1, 199~. 

28. The bid pilots should be designed to ensure that 1) the 
procurement process is fair, 2) contract terms equitabiy share 
risks, and 3) utility market power is mitigated. To the ~xtent 
practicable, the bidding pilots shoUld incorporate both price­
and non-price factors for all DSM programs. 

29. Bach of the pilots, including PG&E's, will be addressed 
in the investigation opened in conjunction with this rulemaking. 

(END OF A'rl'ACHMEHT 1) 
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·SUMKARY OF RULES ANDPOL1'dY STATEMENTs 
PROPoSED IN '1'IiROIR/tiII (AUGUST 7, 1991.) 

I. Resource PlaJuiinq and DSMP.rogra. oefinitions 

1. This commission's goal tor utility resource procurement 
is reliable, least cost, environmentallY sensitive electrioity 
service. using energy more effioiently constitutes an important 
means of achieving this goal. The utilities should treat energy 
efficienoy improvements and energy conservation as viabl~ 
alternatives to traditional supply~side resource options. 

2. LOst opportunities are those energy efficiency options 
which offer long-lived, cOst-effective savings and which, if not 
eXploited promptly, are lOst irretrieVably or rendered much'm~re 
costly to achieve. The utilities should place special emphasis 
on DSM activities which capture potential lost opportunities • 
The utilities should submit a detailed account of strateqies 
designed'to capture lost opportunities with any request for 
shareholder incentive mechanisms and/or for inoreases in DSK 
prOgram funding. 

3. As defined by the Collaborative, ·cream skimming- results 
in the pursuit of only the lowest cost conservation and'load 
management measures, ···leaving behind other cost-effective 
opportunities. To reduce the potential tor cream skimmingi the 
stakeholders agreed that any proposed incentive mechanism should 
inclUde strat~gies explicitly designed to avoid such aotivities. 
parties are invited to provide comments on whether cream skimming 
as desoribed by the Collaborative continues to'be a concern, and 
whether the utilities should continue to provide a detailed 
account of strategies to avoid cream skimming with any proposal 
for shareholder incentives, or increases in funding levels for 
DSH prOgrams which are eligible for incentives • 
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4, 'l'0 ensure bptimal funding Of DSMactivities requir~s 
- consistefit-"treatment-6£ p"t;oifiams-ac-foss--uti.litfes-and--aoros~s-- . 

regulatory forums. Common terms and program definitions help 
ensure consistent treatment. The utilities sh6uld use the 
definitions included in Appendix B of this rulemakin~ when 
characterizing any proposed program. The burden is on the 
utility to justify any departure from them. The Reporting. 
Requirements Manual should be mOdified to include the t~rms and 
definitions included in Appendix B. This 01R will remain open to 
accommOdate any request to mOdify the terms or definitions 
proposed herein or to add new terms or definitions. 

II. Cost-Effectiveness Indicators 

5. The tests in the standard· Practice Manual (~) help 

• 

assess the variety of effects associated with new or expanded OSH • 
programs. Th~ tests in the SPM will serve as the standard for 
determining OSM prOgram cost-effectiveness until a methodology is 
established that allows for the side-by-side comparison ot 
demand- and supply-side resources. The utilities shoUld perform 
cost-effectiveness analyses for any proposed OSM prOgram 
consistent with the indicators and methodologies included in the 
SPM. Tha utility should, to the extent practicable, perform each 
of the tests inoluded in the §£H for any proposed osM program, 

6. This commission relies on the Total Resource cost Test 
(TRe) as the primary indicator of OSH program cost effeotiveness. 
This reflects oUr view that utility OSM activities should focus 
on programs that serve as alternatives to supply-side resource 
options. Energy efficienoy prOgrams and load management prOgrams 
which promote energy efficiency serve as such alternatives 
becaUse they reliably reduce a utility's fuel and/or capaoity 
needs. 

• 
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'I. To the e)(tent practicable; nonprice factors shoUld be· 
considered along with price factors in utility resource 
proc~rement. Insofar as nonprice factors develOped in the 
Biennial Resource plan update (update) for supply-side resources 
affect DSM programs, the utility shoUld inclUde them in cost­
effectiveness analyses consistent with their development in the 
Update. 

8. Resource value refers to the ability of a DSM program to 
reliably reduce utilities' fuel and/or capacity needs. For DSM 
programs designed to defer or avoid these requirements, the 
resource Value: associated with such programs should be consistent 
with the utilities' aVoided cost adopted in.the Update, These. 
values should be used in applicable cost-effectiveness analyses 

.Alid when calculating shareholder incentives • 

9. Insofar as a DSM proqram results in indirect costs, they 
shOUld b~ considered. The. speculative nature of any attempts·to 
quantify indirect costs significantly reduces their applicability 
as an analytio tool at this time. These costs should therefore 
not b~ required in any of the cost-effectiveness tests included 
in the SPH. The issUes related to indirect costs of DSM programs 
are technical in nature. The ~ working qroup,which is 
convened by the cPUC and the CEe, represents the appropriate 
forum for considering indirect costs as they apply to DSM 
programs .. 

10. Shareholder incentives represent a true economic cost· in 
the produotion of utility DSM programs and should be included in 
the TRC test, the Societal test, the Rate Impaot Measures, and 
the utility Cost test • 
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11. The usefuln~ss of the TRC t~st as a primary indicat6r' of 
cost-effectiveness is limited for certain programS. Direct' 
Assistance programs address equity cOncernsl as such, p6sitiv~ 
cost-effectiveness shall be an important, but not thesol~,' 
factor used t6 determine funding levels for these prOCJ.rams.· 
c6st~efficiency is also important in the conduct of Direct 
Assistallca prOgrams, For Information Programs and Energy 
Management services, the link between programs and savings is 
difficult to discern. strict adherence to the TRC should not be 
required for these prOgrams. 

12. LOad. Building programs lack resource value, and the TRC 
does not apply to th~se programs. Though utility OSH activities 
should focus on energy efficienc~', programs and . load management 
programs which promote energy efficiency, the pursuit of certain 
lOad building programs may achieve other policy qoals. The 
utility should design any load building program sO as to avoid' 
frustrating this commission's goal of encouraging enerqy 
efficiency and energy conservation. 

13. FUel substitution programs may offer resource value and 
environmental benefits. He currently lack a framework to assess 
the tradeoffs between gas and electrio oSH prOgrams that compete 
to'provide the same service. The tests included in the SPM do 
not capture these tradeoffs. FUel-substitution programs should 
reduce the utilities need for electrio generation without 
degrading enVironmental quality. The TRC test should be the 
primary indicator of cost-effectiveness for fuel-substitution 
programs that meet these criteria. He discourage utilities from 
pursuing fuel substitution programs with a predominantly load 
building character. For fuel-substitution programs designed to 

• 

• 

• 
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ietain load/ the utility should demonstrate that the benefits 'of. 
the program justify rela~ingour focus on energy efficiency 
programs. 

V. Shareholder Incentives 

14. The Electrio ReVenue Adjustment Mechanism and cor~ Fi~ed 
Cost Account remOVe the disincentive for utilities to inVest in 
demand-side management. TO ensure that demand-side manaqement 
programs Which result in, or promote/energy efficiency are not 
disadvantaged in utility resource procurement decisions, the 
utility should be provided a comparable opp6rtunityf~r earnirtgs 
from prudent investments in both demand- and supply-side 

"alternatives. shareholder incentives can help ensure that these 
opportunities are comparable. 

15. The differences tl.mong utility shareholder incentive 
mechanisms approved in D.90-0S-068 should eventuailyc6nver~e 
toward a more uniform, statewide approach. Pending CACD'S report 
on shareholder incentives, it is appropriate to establish a 
limited number of guiding principles governing future shareholder 
incentives. These principles shouid apply to shareholder 
incentive mechanisms proposed after the final adoption of this 
rulemaking. 

16. Shareholder incentive mechanisms should be designed to 
encourage energy efficienoy and load management prOgrams that 
promote energy effioiency. Load building and l6adretention 
programs shoUld not be eligible fo~ shareholder incentives.Fu~l 
substitution programs should also be ineligible pending 
resolution of the technical issues associated with 8ssessirtg the 
benefits to ratepayers of these programs. 
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17. Shareholder· incentive mechanisms should balance risk and 
reward. Coupling rewards for good performance with pena'UJes -for 
poor performance represents a reasonable way of achieving that 
balance. Any proposed shareholder incentive mechanism should 
therefore include minimum performance requirements and 
accompanying penalty features. The utilities should focus 
minimum performance requirements on efforts to achieve energy 
efficiency opportunities, and in particular, on thOse which 
represent potentiAl lost opportunities. 

18. SharehOlder earnings derived from a shared-~avings 
approach t6 Incentives reflect the value of the energy saved. 
Incentive mechanisms that determine earnings based solely On 
pl"Oqram expenditures ar~ unrelated to that value. Thus, ,. for 
prOqrams whose savings cart be reasonably estimated, it shared­
savings approach is superior. Shareholder incentive mechanisms 
should be based on a shared-savIngs approach for programs whose 
savings can be reasonably estimated. 

19, Reliance on energy saVings estimates made prior to 
prOg~am implementation to determine shareholder incentives 
increases risk to ratepayers. This risk should be minimized 
while still providing a comparable opportunity for earnings from 
prudent expenditures in both demand- and supply-side resourcas, 
A mechanism which limits the level of potential shareholder 
earnings meets these goals. This mechanism should be designed 
keeping in mind the need to establish comparable earnings 
opportunities between prudent demand- and supply-side 
eXpenditures. 

• 

• 

• 
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VI. MeasUreaent~ Evaluation, and Accounting 

- 20. _ The stable deVelopment of DSM programs that deliver 
reliable energy- saVings for califorrdais ratepayers depends 0')\ 

veIl-designed methods of prOgram measurement and evaluation. 
Thoughtful measurement and evaluation practices are reqUired to' 
qauge utility performance, verify energy savings, and improve the 
design and success of future DSM prOgrams. The utilities should . -

make program measurement and evaluation a priority. 

21. It is reAsonable to base shareholder incentives on 
prespecified savings estimates at this time. The shift from 
prespecified savings estimates to-estimates made after pr~ram 
impl~mentation shoUld occur as swiftly as practicable. Though 
prespebified savings estimates increase risks to ratepayers,th~­
measurement protocols developed as part of the Blueprint help' 
mitigate these risks. 

22. It is important that forecasts of DSM savings be as' 
reliable as forecasts of supply-side options in meeting 
californicl's energy needs. Rigorous measurem~nt and evaluation 
enhances the reliability of these forecasts. The utility will 
include a comprehensive and aggressive measurement plan with any 
reqUest for DSH funding Which includes shareholder incentives. 
This plan should be consistent with the protocols inoluded. as . 
Appendi~ c of this rulemakinq. proposed changes to these 
protocols should be filed as part of thisrulemaking • 
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23. The utility should explicitly quantify thefollowifig for 
any proposed shareholder mechanism: 

o The rate effects of both the program incelitiveand 
programs costs to which the incentive will apply, 

6 The program's net resource savings: and 
6 The timing of both rate effects and resource savings. 

24. The OSM Advisory committees provide an informal forum for 
parties to review utility programs and to work with the utility 
on any proposed changes to its programs. These activities can. 
augment effectiVe program implementation. The utilities shoUld 
continue the Advisory Committees. For the Committees to be 
effectiVe, the utilities should clearly define the role of the 

. committee and the input it seeks; provide the Committee with 
comprehensive information on program implementation activitH~sj . 
notify committee members in a timely fashion of proposed program 
ch~ngesl provide a.dequateinformation supporting such changesf· 
and coordinate committee activities with current arid antioipated 
regulatory proceedings and other review procedures. 

25. We intend to improve the consistency with which OSH 

programs are treated across utilities and across regulatory 
forums. - Decisions governing utility DSH aotivities currently 
take place in several different proceedings. Establishing a 
single forum where the utilities' DSM aotivities can be reviewed 
simUltaneously may further enhance consistent treatment. We 
propose to establish a single forum in which utility DSH 
activities would be reviewed, approved, and funded every two 
years. parties are invited to comment on this proposal or to 
provide detailed alternatives to the proposal. 

• 

• 

• 
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26. All-source bidding, in which demand- and supply-sict:eo 
options compete on an equal footing for a place in the utility 
resource plan, offers great pot~ntial for achieving our goal of 
reliable, least cost, environmentallY sensitive electric service. 

27. The utilities will work with the Division of strategic 
planning (DSP) t6 develop and implement several DSM pilot bids. 
PG&E has volunteered to conduct a pilot bid based on a 
partnership appr6ach. PUbiic utilitiesC6de §747 requires this' 
commission to test at least one replacement bid, and an 
irtteqrated resource pilot, and a DSM bidding pilot for gas 
utilitie's. CACD will perform an avaluation Of the pHotsoThls' , 
commission will submit its report, with any recOmlliendations,t6 
the Legislature by January I, 1993 • 

28, The bid pilots should M designed to e"nsure' that °1) the 
procurement process is fair, 2) contract terms equitably share: 
risks, arid 3) utility market power is mitigated. To the extent 
practicable, the bidding pilots should incorporate both price­
and non-price factors for all DSM proqra~s. 

29. Each of the pilots, inoluding PG&E/S, will be addressed 
in the inVestigation opened in conjunotion with this ruleaaking. 

(JOO> OF A'I'TACBMEHT :1) 
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