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Decision 97-03-068 March 31, 1997

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA
Application of SOUTHERN CALIFORNIA ” o)[ifp '
GAS COMPANY (U 904 G) and SOUTHERN &1 EL | E
CALIFORNIA EDISON COMPANY (U 338 E) Application 96-11-

for Approval of Demand-Side Management (Filed November 27, 1996)
Pilot Bidding Contract.

OPINION ON NEGOTIATED CONTRACT UNDER
SOUTHERN CALIFORNIA GAS COMPANY'S
DEMAND-SIDE MANAGEMENT BIDDING PILOT

1. Summary and Overview

By today’s order, we approve a contract negotiated jointly by Southern
California Gas Company (SoCal) and Southern California Edison Company (SCE) with
Winegard Energy Inc. (Winegard), subject to one condition. This contract has been
negotiated as part of the demand-side management (DSM) pilot bidding programs
required by Public Utilities (PU) Code § 747 and our adopted rules goveming DSM.'
Because this contract will be cost-effective only under a limited set of performance
scenarios, we require that Winegard provide cost-effectiveness sednrity in the amount
of $200,000, consistent with other contracts we have approved under residential DSM
bidding pilots.

Within thirty days from the effective date of this order, SCE and SoCal shall file a
statement at the Commission Docket Office informing the Commission of whether

Winegard accepts this condition, and if so, shall submit modifications reflecting this

' Our rules governing the evaluation, funding, and implementation of DSM wete developed in
Rulemaking (R.) 91-08-003 and companion Investigation (1.) 91-08-002, which remain epen for
future consideration of modifications to those rules. The most recent copy of our rules is
contained in D.94-10-059, as corrected by D.95-05-027 and D.95-06-016. DSM rules 7 and 8 were
further modified by D.95-12-054.
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additional security provision with their filing. This filing should be served on the
service list in Rulemaking (R.) 91-08-003 and companion Investigation (1.) 91-08-002. The
Energy Division will review the contract modifications for compliance with today’s
order in an expedient manner. Our Executive Director will notify SCE and SoCal of the
results of our review by letter.

Our efforts to test various forms of DSM bidding began with our approval and
refinements of DSM bidding pilot programs in Decision (D.) 92-02-028, D.92-09-080,
D.92-12-050, and D.93-02-041. We then reviewed and approved various negotiated
contracts entered into by Pacific Gas and Electric Company (PG&E), SCE, and San
Diego Gas & Electric Company (SDG&E) for their respective pilot bidding programs.
(See D93-11-067, D.91-04-039, D.94-09-041, and D.95-02-042.) In D.95-10-038, we
approved the first of SoCal's negotiated contracts under its pilot program. The
negotiated contract with Winegard represents the second contract entered into by SoCal
under its pilot, this time in ¢ollaboration with SCE. SoCal anticipates that it will request
approval of its third, and final, contract later this year.

The DSM pilot bidding programs were initiated in order to test the impact of
competitive bidding on utility procurement of DSM services. In general, the objective
was to test the ability of third-party providers to replace ¢ertain utitity DSM programs
at a lower cost to ratepayers. The industry paradignm underlying the pilot testing
envisioned by the Legislature, and our DSM rules, was one in which DSM was
procured as an alternative to more costly utility gencration services. In approving
today’s negotiated contract, we recognize that the industry paradigm has changed
dramatically since the Legislature established the requirements of PU Code § 747 and
since we first established our DSM rules. With electric industry restructuring, our goals
for future encrgy efficiency activities in California are now quite different. No longer is
our primary focus to influence utility decisionmakers, as monopoly providers of

generation services. Instead, we now seek to transform the market so that individual

customers and suppliers in the competitive generation market will be making rational

energy service choices. By 0.97-02-014, we adopted changes to the role of utilities in

that transformation process.
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The pilot bidding programs we established in response to PU Code § 747 did not
anticipate these changes. Had we anticipated them, it is unlikely that wé would require
utilities to enter into a long-term contract for energy efficiency services today.
Nonetheless, we believe that these pilots will yield useful information as they are
monitored over time. The experience gained from observing the performance of
winning bidders and responsiveness of customers to third-party offéred DSM services
should better prepare market participants in the future. As described further below, we
find the payment terms under the negotiated ¢ontract between SoCal, SCVE; and
Winegard to be reasonable if modified to include cost-éffectiveness security. In

particular, the contract is a pay-for-performance agteement, which includes

performance securities and detailed measurement and evaluation plans. As modified by

today’s decision, the contract sufficiently mitigates the risk that ratepayers might incar
losses or pay for savings that do not materialize. In sum, even thou gh circumstances
have changed, we find it reasonable to approve this contract subject to the condition
described above, as our pilot bidding program drais to a close.
2. Procedural Background

On August 7, 1991, the Commission issued an Order Instituting Rulemaking and
companion Order Instituting Investigation to establish policy guidelines and rules
governing DSM activities (R.91-08-003/1.91-08-002). One of the objectives discussed in
this rulemaking was the compelitive procurement of DSM programs, referred to'
generally as “DSM pilot bidding.” The Commission directed utilities to develop and
present pilot programs for consideration, consistent with the mandate of PU Code
§ 747. PU Code § 747 requires that one or more energy utilities implement pilot
programs to test: (1) the ability of DSM bidding to deliver benefits to utility customers,
separate from anyr generation resource bidding system; (2) the feasibility of an
integrated bidding system that includes both generation resources and DSM programs;
and (3) a program of conipetitive DSM auctions for gas utilities. For this purpose, the
Commission endorsed the formation of a Bidding Advisory Committee, with
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representatives from utilities, consumer and environmental groups, energy scrvice
companics, and other interested partics.

By D.92-09-030, D.92-12-050, and D.93-02-041, the Commission approved a DSM-
only pilot bidding program for SoCal. SeCal’s bidding pilot represents one of several
being conducted by investor-owned utilities and evaluated by this Commission. As we
stated in D.92-02-075, “These bidding experiments will help us learn more about
alternative DSM delivery mechanisms, and assess the role of DSM bidding to provide
least-cost DSM services to ratepayers.” (43 CPUC2d 316, 325.) In view of the
experimental nature of the initial pilots, we modified certain aspects of SoCal’s bid
evaluation criteria to make them more objective and transparent.

The approved pilot program is designed to replace SoCal's planned single and

multi-family portions of its residential weatherization retrofit and appliance efficiency
incentive prograns (45 CPUC2d 541, 548). SoCal’s pilot was authorized at a level equal
to approximately 32% of its 1992 budget for DSM resource procurement. We directed

SCE to ¢oordinate with SoCal in implementing the pilot, so that winning bidders could
receive payments for both gas and electric savings in gas-heated homes (Id. at 546-547).
Funding for this pilot was authorized in D.92-09-080 and D.96-01-011 for SoCal and
SCE, respectively. We established a total resource cost (TRC) test of 1.0 as the cost-
effectiveness threshold for bidders.!

SoCal's request for proposals (RFP) for its pilot program was approved on
April 30, 1993 and issued on May 20, 1993. SoCal received 26 bids in response. After
evaluating the subniitted bids, SoCal announced a short list of four bidders in

November 1993. One of the short-listed bidders subsequently decided to terminate its

* Our general criterion was that the bidder’s program must exceed the utility’s own program
TRC or 1.0, whichever was greater. However, because there were no comparable existing TRCs
for the type of coordinated residential program we authorized for SoCal, we established the 1.0
threshold for SoCal’s pilot program. We defined TRC for this purpose as the sum of utility
payments to bidders or customers, custemer contributions, uhhly administration costs and the
ratepayer cost of shareholder incentives.
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participation in the program. On October 18, 1995, the Commission approved SoCal's
negotiated contract with Delta Pro-Tech, which was entered into on May 4, 1995.
(D.95-10-038.) On November 27, 1996, SoCal and SCE jointly filed Application (A.)
96-11-048 (“joint application”) requesting approval of the negoliated contract with
Winegard. SoCal anticipates that it will request approval of its third, and final, contract
later this year. According to SoCal, the ¢ourse of negotiations for these contracts has not
permitted a more consolidated filing schedule, as preferred by the Commission.
(D.92-09-080, 45 CPUC2d at 586.) There were no responses or protests to the joint
application.

In approving SoCal’s bidding pilot program in D.92-09-080, we adopted the same
procedure for reviewing SoCal's contracts as we had for PG&E when we stated that we
expected “to review the reasonableness of the negotiated contracts, and associated
payments, between PG&E and winning bidders.” (43 CPUC2d 423, 450.) In the joint
application, SoCal and SCE have provided information on the cost impacts of the

negotiated contract by comparing year-by-year total project costs under the contract

with long-run avoided costs. SoCal and SCE have also provided information on the .

costs and benefits of the contract under various performance scenarios.

3. Description of the Contract
SoCal'’s contract with Winegard is designed to provide DSM services in

collaboration with SCE. The contract is for weatherization measures that provide for
natural gas and electric energy savings. Specifically, the measures to be installed are
attic insulation, duct sealing, infiltration reduction and duct insulation. The target
market is any existing, non-low-income residence, including single family, multi-family
and mobilehomes that are separately metered and served by both SoCal and SCE.
Eligible measures will be installed over a tiwvo-year implementation period. The
contract will continue in effect for a term of eleven years for SoCal and six years for
SCE. The contract contains specific¢ project milestones and reporting requirements,

detailed measurement, custoner service and satisfaction assurance plans, as well as
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specifications of product standards. In addition, the contract contains a standard
method of resolving disputes using arbitration.

The conlract is expected to provide savings of 13,461,000 therms and 85,000 kK\Wh
over the life of the measures in return for $3.5 million from SoCal and $1.7 million from
SCE, at the 100% performance level.’ SoCal and SCE will pay up to 125% of estimated
savings at a total cost of $6.5 million. The TRC test score of Winegard's program is 1.02,
assuming 100% projected measures and 100% projected energy savings per measure.
This TRC score includes an estimated value for sharcholder carnings, which has been
calculated in accordance with the shareholder incentive mechanism adopted in
D.94-10-039. As discussed above, the conlréct nieets the minimum cost-effectivencss
requirement we established for SoCal's bidding pilot program.

The cost-effectiveness analysis is based on SoCal's and SCE’s most recently filed
avoided costs, which they use to evaluate their own 1997 DSM programs.* Consistent
with our determinations in D.95-12-054, avoided costs in place for a particular program
year are fixed for the duration of the contract and the recovery period for shareholder
incentive calculations. However, SCE will update its avoided costs and adjust contract
payments during the installation period, as required by D.95-12-054. SoCal is not
required to update the avoided costs, since its pilot bidding programuis the only
component of its residential portfolio. (See 1.93-12-054, mimeo., pp. 28-30; Conclusion
of Law 8)

Winegard will receive payments on a pay-for-performance basis, i.c., payments

are tied to energy savings verified through the measurement and verification (M&V)
process. Payments are “front-loaded,” that is initial payments are higher than if the

contractor recovered costs as encrgy savings actually accrued. For SoCal, Winegard

* All dollar amounts represent the total amount the bidder will be paid over the life of the
contract. Payments in each year are in nominal dolars.

* See letter dated January 3, 1997 from SoCal to assigned Administrative Law Judge Gottstein,
correcting page 2:1 of Appendix 2 and page 6 of the application to reflect the use of avoided
costs from SoCal’s October 1, 1996 Advice Letter 2526. SCE used avoided costs from its
October 1, 1996 Advice Letter 1186-E.
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reccives 40% of estimated lifecycle payments after measure instatlation, 20% after the’
first-year load impact study, 20% after the fourth-year persistence study and the final
20% after the ninth-year persistence study.

For SCE, Winegard receives 40% after measure installation, 40% after the first-
year load impact study and the final 20% after the fourth-year persistence study. The
contract requires a milestone security fund in the amount of $100,000 as security for
Winegard’s achievement of at least 75% of the target k\Wh savings during the
installation period. The contract also requires Winegard to establish a performance
security fund in the amount of $100,000 to ensure that ra‘tepayers receive a
reimbursement if the program results in less than 75% of the estimated lifecycle kWh

savings. This estimate is based on the first-year load impact study.

4. Discussion
Our decision addresses the reasonableness of the negotiated contract terms and

associated payments made under these contracts. This decision does not address the
reasonableness of SoCal’s and SCE’s administration of the contract, which v."ill be
addressed in future Annual Earmings Assessment Proceedings (AEAP). We have
developed a consistent framework to evaluate such contracts, which is discussed below.
In seeking approval of these contracts, SoCal and SCE must demonstrate that the
benefits and costs of the contract are appropriately balanced without ratepayers bearing
unreasonable risks. We must feel confident that any paynients made under the contract
will provide commensurate benefits to the ratepayers. Our analysis focuses on the cost-
effectiveness of the contracts under various performance levels, from both a total
resource and utility cost (UC) perspective. We must also assess the performance risks of
the contract, particularly as they compare to the performance risks associated with
tradition DSM rebate programs. In addition, SoCal and SCE must demonstrate that the

negotiated terms of the contract are reasonable.

4.1 Cost-Effectiveness .
Based on pre-installment éstimates, the contract passes the Commission’s

applicable cost-effectiveness tests, the TRC and UC tests. The TRC test measures the net

-7-
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costs of a DSM program, including both the participants’ and utility’s costs and an
estimate of sharcholder incentives. Program benefits consist of the avoided supply costs
of encrgy and demand—the reduction in transmission, distribution, generation and
capacity costs valued at marginal cost—for the periods when there is load reduction.
The UC test measures the net change in a utility’s revenue requirement resulting from a
DSM program and does not include any net costs incurred by program participants.
The benefits side of the equation is the sanie as the TRC test.

If the contractor’s program performs as expected, the benefits to
ratepayers and society will outweigh the costs of the program, for the contractas a
whole. However, we note that even under the 100% performance scenario the gas
program element of the contract is not cost-effective, i.e., it has a TRC ratio of 0.90. It is

the highér TRC ratio associated with kWh savings measures (1.13) that brings the

contract as a whole up to the threshold cost-effectiveness requirement, resulting in a

contract TRC of 1.02. |
In prior evaluations of negotiated DSM pilot bid contracts, we have

evaluated the question of what happens if the expeéted savings do not occur, due to
underperformance of the contract. We have examined whether payments made under
the contract will be cost-effective, from both the utility and total resource perspective,
under the different performance scenarios. This type of scenario analysis is particularly
important in this case, since the contract as a whole is only marginally cost-effective
based on pre-installation estimates of energy savings.

In their joint application, SoCal and SCE present cost and benefit data for
20 performance scenarios for the contract, varying with the energy savings achieved.
These variations could be a result of changes in the number of participants,
installations, verified energy savings, or a combination of these factors. The scenarios
are based on achieved savings from 25% to 125%, varying both the percentage of
projected measures and percentage of energy savings per measure.

~ Attachment 1 summarizes the results of this scenario analysis. If Winegard

installs 75-100% of the projected measures, and per unit savings are 100-125% of pre-

installation estimates, then the program still passes the TRC threshold test. With one

-8-
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exception, the program fails the TRC test under all other sixteen scenarios.” The
program passes the UC test under a wider range of assumptions, but does not pass it
under nine scenarios.

In sum, the contract is marginally cost-eftective from a TRC perspective
under pre-installation assumptions of energy savings, but becomes non-cost-effective
under several non-extreme scenarios. In order to fully evaluate the reasonableness of
payments, given these scenario results, we must also consider the contractual
safeguards for ratepayers if expected performance does not occur, including the M&V

plan. We examine these issues below.

4.2 Performance Risk and Safeguards |
As discussed above, payments to Winegard are based upon savings

projections and then reconciled based upon actual verified savings. By linking
payinents to performance, ratepayers receive contractual protection against paying for
savings that are not achieved.* However, the level of this protection is a function of the
number of years that measurement studies are required and used to true-up payments.
It is also a function of the degree of payment front-loading under the contract, and how
potential overpayments can be recovered.

As discussed above, both SoCal and SCE provide upfront payments to
Winegard, including a 40% installment after measure installation, but before completion
of savings measurement studies. Although each utility has taken a slightly different
approach, we believe that the contract terms adequately protect ratepayers from paying

for savings that have not occurred. SoCal requires a longer measurement period (and

* The TRC is 1.0 if the contract performs at 50% of projected measures and 125% of per measure
projected encrgy savings.

‘ We note that the risk of forecasting error associated with the value (avoided costs) of those
savings falls on ratepayers, in terms of both potential upside and downside. We determined
that this allocation of risk and reward was reasonable in D.95-10-038. Qur discussion above
relates to the risk of the kWh or therm savings not materializing as plannéd, and the allocation
of that risk among affected parties.
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withholds the finat 20% payment longer), whereas SCE requires a minimum
performance level and upfront security in conjunction with a shorter measurenment
period.

However, we are not satisfied that the contract adequately protects
ratepayers from the risk that the program will not be cost-effective and that ratepayers
will incur net losses froni their investment in DSM. Unlike the other contracts we have
examined in the past, this contract will be cost-effective only under a limited set of
performance scenarios. Therefore, we are concerned that costs are likely to outweigh
the benefits of the program even if ratepayers pay only for the energy savings actually
achieved. Neither SoCal nor SCE has negotiated provisions for this potential risk, even
though the performance scenario analysis clearly sets this contract apart from others we
have previously considered and appfO\'ed. (See D.95-10-038, mimeo. at 8; D.95-02-042,
58 CPUC2d 635, 639-641; D.94-09-041, 56 CPUC2d 50, 55; D.94-01-039, 54 crucad 14;
D.93-11-067, 52 CPUC2d 152, 157.)

In our judgment, this contract is unreasonable unless it is modified to
address this concern. Under the shareholder incentive mechanism adopted in
D.94-10-059, traditional utility rebate programs are subject to cost-effectiveness
guarantees; i.e., utilities are accountable not only for achieving energy savings, but also
for guaranteeing the cost-effectiveness of DSM activities, on a portfolio basis. We
adopted this requiremient because it is essential that ratepayers should fund DSM
investnients only if there is adequate protection against potential losses associated with
performance risk.

We note that other successful bidders in our residential DSM pilots have
been willing to negotiate cost-effectiveness deficiency payments, even when pre-
installation program cost-efféctiveness was much more robust than under this contract.
For example, under its contract with SDG&E, SESCO Inc. will provide a corporate

guarantee for approximately $300,000 as a cost-effectiveness security to ensure that the

program will be within a range of cost-effectiveness based on original estimates.

Similarly, Planergy Inc. provides similar security for an amount of approximately
$125,000 under its contract with SDG&E. {See A.94-08-038.)

-10-
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In sum, we find that this contract requites additional provisions designed
to mitigate the risk of losses associated with nonperformance. We approve the contract
subject to the condition that Winegard provide cost-cffectiveness security in the amount
of $200,000, which is within the range provided in contracts we have previously
approved. This amount would be in addition to other securily requirements of the
contract. These funds will be forfeited by Winegard if the program as a whole

(combined gas and electric) does not pass the TRC test after the fourth-year persistence

studies have been completed under the contract. :
Within 30 days from the effective date of this order, SCE and SoCal should

file a statemént at the Commission’s Docket Office infdfming' the Commission of
whether Winegard accepts this condition, and if so, should submit contract
modifications reflecting this additional security p;OviSiOn with their filing. This filing
should be served on the service list in R.91-08-003/1.91-08-002. The Energy Division will
review any submitted contract modifications for compliance with today’s i?rder inan
expedient manner. Our Executive Director will notify SCE and SoCal of the results of
this review by letter.
4.3 Reasonableness of the M&V Plan

We have recognized that inconsistencies between M&V plans proposed by
bidders and measutement and evaluation protocols adopted by this Commission might
occur. (D.92-09-080, 45 CPUC2d 541, 581.) Instead of mandating a particular approach
to M&V, we allowed bidders to propose their own ex post M&V programs, including
the baseline reference. As reiterated in our measurement and evaluation decision,
D.93-05-063, “payments to winning bidders under the pilots do not need to be linked to
the completion of specific ex post measurement studies in the same manner as utility |
earnings. The utilities are expected to apply the basis concepts..., but to allow
reasonable differences between these protocols and bidders’ measurement plans and
payment schedules.” (49 CPUC2d 327, 350.) |

The ¢ontract delineates a specific ex post measur‘e'ment'plan to verify the
level of savings achieved. The M&V plan in the submitted contract appéa-rs tobe
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reasonably consistent with our adopted measurement and evaluation protocols. The

major exceptions to the protocols is that kWh savings are assumed to persist based

upon the fourth year persistence study, and no ninth-year study is required. The
payment schedules are also different from the ones approved for utility administered

programs.
We ac¢ept these variation from our adopted M&E protocols, provided

that the contract is modified to include cost-effectiveness security, as described above.
The M&V plan is rigorous, containing detailed requirements for sample design, survey
development and model specifications for the statistical analysis of pre- and post-

installation billing data. Reporting requirements are also specified.

4.4 Reasonableness of the Negotiated Terins of the Contract

SoCal and SCE state that their objectives during the negotiations were to
comply with the mandate of PU Code § 747 and Commission requirements for this
program, to encourage programs that target new technologies or that serve markets
that are traditionally difficult to penetrate, and to minimize risks to SoCal, SCE, and
their ratepayers by ensuring that payments to bidders will result in realized energy
savings that persist over time. As partt of our bidding experiments, we expected that the
utilities would negotiate with bidders in good faith to develop a package of price and
nonprice contractual terms that appropriately allocate the risks and rewards of the
agreement among affected parties, including ratepayers.

SoCal, SCE, and Winegard have negotiated varioﬁs contract terms that
contribute to the achievement of these objectives. However, as discussed above, we
believe that additional security, in the form of a cost-effectiveness security fund, is
required to appropriately allocate the risks and rewards of the contract.

In addition, SoCal, SCE, and Winegard have allowed for a certain amount
of flexibility in the contract terms, which do not compromise the stated minimum goals
in lifecycle savings. This flexibility is important because it allows Winegard to tailor its

project in a manner which inay improve its marketing and implementation.
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5. Conclusion
The contract submitted by SoCal and SCE is cost-cffective, although marginally

so from a TRC perspective. In addition, this cost-effectiveness is maintained only under
a few, non-extreme performance scenarios. This conclusion is based on holding the
avoided costs constant for the term of the contract, consistent with the methodology
adopted in D.95-12-054.

We are reassured that the security and payment provisions contained in the

contract reasonably address the risk that payments made to Winegard during the early,
front-loaded installments will not be recovered should performance fall below

projections. However, based on our analysis of the submitted scenario data and the

contract itself, we are not satisfied that the contract adequately protects ratepayers
against progiam losses, i.e,, a total program TRC based on verified savings that is less
than 1.0. To address this concern, we require that Winegard provide cost-effectiveness
security in the amount of $200,000, consistent with other contracts we have approved
under residential DSM bidding pilot programis.

Subject to the above condition, we find the negotiated contract tefms and
associated payments made under this contract to be reasonable. In the past, we have
made administration of such contracts subject to review in the appropriate AEAP. We
have also examined shareholder earnings issues in that forum. However, since the filing
of this application, we have established a new administrative framework for energy
efficiency programs. By D.97-02-014, we established an Independent Board consisting of
regulatory representatives and members of the public to oversee the administration of
energy efficiency programs. Within 15 days of the effective date of this decision, SCE,
SoCal and all interested parties should comiment on whether D.97-02-014 affects the
administration of the conlract conditionally approved in this decision, and if so, how.
Comments should be filed in our electric industry restructuring proceeding
(R.94-04-031/1.94-04-032) and served on all parties on the Special Publi¢ Purpose service
list in that proceeding as well on all parties to our DSM rulemaking, R.91-08-003/
1.91-08-002. We will address this issue in the electric i.n’dustry restructuring proceeding <.

as part of our implementation of D.97-02-014.

-13-
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Findings of Factt

1. On November 27, 1996, SoCal and SCE jointly filed A.96-11-048 requesting
Commission approval of a conlract negotiated in connection with SoCal’s DSM bidding
pilot. No protests have been filed and a hearing is not required.

2. The contract is marginally cost-effective under pre-installation savings estimates,
but becomes non-cost-effective under various non-extreme performance scenarios.

3. The contractis a pay-for-performance agreement with some front-loading of

payments in early years of the contract. Payments under the contract are made based on

savings projections and periodically adjusted if projected savings are not achieved.

4. The contractincludes payment hold-back provisions, performance securities,
and detailed M&V plans. These provisions serve to mitigate the risk that ratepayers

might pay for savings that do not materialize.

5. The contract includes an ex post measurement plan to verify the level of earnings -

achieved. The plan s rigoroﬁs, containing detailed requitements for sample design,
survey development, and model specifications for the statistical analysis of pre- and
post-installation billing data. Reporting requirements are also specified.

6. The contract does not include any security against the possibility that the
prograin as a whole will not be cost-effective based on verified savings.

7. Cost-effectiveness security funds have been negotiated in other approved
residential pilot bidding contracts. In those instances, pre-installation program cost-
effectiveness was significantly more robust than under this contract.

8. The contract negotiated with Winegard utilizes $5.2 million in funding at the
100% petformance level and $6.5 million in funding at the 125% performance level.
Funding for the pilot has been authorized in D.92-09-080 and D.96-01-011 for SoCal and
SCE, respectively.

9. Eligible measures will be installed under the contract over a two-year
implementation period. The contract will continue in effect for a term of eleven years

for SoCal and six years for SCE.
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10. The contract contains specific projoct milestones and reporting requirements, ’
detailed customer service and quality assurance plans, and specifications of product
standards. The contract also contains a standard of resolving disputes using arbitration.
Conclusion of Law

1. The security and payment provisions contained in the contract reasonably
address the risk that payments made to Winegard during the early, front-loaded
installments will not be recovered should performance fall below projections.

2. Unless modified to include cost-effectiveness security, the contract does not
adequately protect ratepayers from potential losses, i.e., a total prograni TRC based on
verified savings that is less than 1.0.

3. To address this risk, it is reasonable to require that Winegard provide cost-

effectiveness secmirity in the amount of $200,000, which is consistent with other contracts

we have approved under residential DSM bidding pilot programs.

4. If this modification is made to the contract, and if the contract is administered
properly, payments made under the terms of this contract are reasonable and SoCal and
SCE should be authorized to recover such payments from their ratepayers.

5. Today’s conditional finding of reasonableness should not extend to the
administration of the contract or to the amount and timing of potential shareholder
earnings from achieved savings. SCE, SoCal, and interested parties should comment on
whether D.97-02-014 affects these or other administrative issues associated with the
contract.

6. A funding level of no greater than $6.5 million should be adopted for this
contract.

7. This decision should be made effective today to allow SoCal, SCE, and Winegard

to respond to the condition set forth above.
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10. The contract contains specific project milestones and reporting requirements,
detailed customer service and qualily assurance plans, and specifications of product
standards. The contract also contains a standard of resolving disputes using arbitration.
Concluslon of Law

1. The security and payment provisions contained in the contract reasonably
address the risk that payments made to Winegard during the early, front-loaded
installments will not be recovered should performance fall below projections.

2. Unless modified to include cost-effectiveness security, the contract does not
adequately protect ratepayers from potential losses, i.e., a total program TRC based on

verified savings that is less than 1.0.

3. To address this risk, it is reasonable to require that Winegard provide cost-

effectiveness securily in the amount of $200,000, which is consistent with other contracts
we have approved under residential DSM bidding pilot programs.

4. If this modification is made to the contract, and if the contract is administered
propetly, payments made under the ternis of this contract are reasonable and SoCal and
SCE should be authorized to recover such payments fron their ratepayers.

5. Today’s conditional finding of reasonableness should not extend to the
administration of the contract or to the amount and timing of potential shareholder
earnings from achieved savings. SCiS, SoCal, and interested parties should comment on
whether D.97-02-014 affects these or other administrative issues associated with the
contract.

6. A funding level of no greater than $6.5 million should be adopted for this
contract.

7. This decision should be made effective today to allow SoCal, SCE, and Winegard

to respond to the condition set forth above.
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ORDER

IT IS ORDERED that:

1. The terms and associated payments of the negotiated contract entered into by

Southern California Gas Company (SoCal) and Southern California Edison Company

(SCE) with Winegard Energy Inc. (Winegard) in connection with SoCal’s demand-side
management pilot bidding progran are reasonable subject to the inclusion of cost-
cffectiveness security in the amount of $200,000. This amount shall be in addition to
other security requirements under the contract. The ¢ost-effectiveness security shall be -
forfeited by Winegard if the program as a whole (combiried gas and electric) doés not
pass the total resource cost test after the fourth-year persistence studies have been
completed under the contract.

2. Within thirty d ays from the effective date of this order, SCE and SoCal shall file a
stateniel_\t at the Commiission Docket Office informing the Commission of whether
Winegard accépts this condition, and if so, shall submit the contract modifications with
their filing. This filing shall be served on the service list in Rulemaking (R.) 91-08-003
and Investigation 91-08-002. The Energy Division shall review any submitted contract
modifications for compliance with today’s order and our Executive Director shall notify
SCE and SoCal and all parties to R.91-08-003 and 1.91-08-002 of the results of this review
as expeditiously as paossible.

3. Within 15 days of the effective date of this decision, SCE, SoCal, and all
interested parties shall comment on whether D.97-02-014 affects the administration of
the contract conditionally approved in this decision, and if so, how. Comments shall be

filed in our electric industry restructuring proceeding (R.94-04-031/1.94-04-032) and
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scrved on all parties on the Special Public Purpose Service List in that proceeding and
all parties to R.91-08-003/1.91-08-002.

This order is effective today.

Dated March 31, 1997, at San Francisco, California.

P. GREGORY CONLON
President
JESSIE J. KNIGHT, JR.
HENRY M. DUQUE
JOSIAH L. NEEPER
RICHARD BILAS
Commissionérs
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ATTACHNENT 1

Winegard Residential Bidding Contract
Data Supporting PEB, TRC, UC Cakulations
Summary of Bidder's TRC for varying savings and performance leve's

savings , ~
125%]  100%] 75%] 503} 25%) 0%

100% 105 . 1.02 097 0.59 0.72 0.00

75% 1.03 1.00 095 - 087 068 060

50% 1.00 097 - 061 0.82 <062 000

25% 0.93 0.88 0.1 0.70 050  o0m
0% : - - 0.00

Bidder's TRC

TR - amaen

-100%
—-—— Y

&7
L Tt )44

Bidders TRC

5% 50%
percent of enetgy savings
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1806 Flower Avenue
buarte CA 91010
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ALJ MEG QOTTSTEIN
P. 0. Bdx 210
Volcano, CA 95689- 0210

Robért C Cagen
Room 5030
e

piana Brooks
Rocm 4102
e

Jares B. Scarff, Legal Div.
RM. 5022
ruc

- Stuart Chaitkin
' BE lg‘y' 3 "_B
crue

Laura Martin °
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Tom Thoopson
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" Barbara Ortega

'CALIFORNIA PUBLIC UTILITIES OOHMISSION

107 S. Broadway, Room 51093
los Angeles, CA 90012

Monica Rudman

CALIFORNIA ENERGY QAMISSION
1516 Ninth Street MS 42
Sacramento, CA 95814-5512

Michael Messenger
CALIFORNIA ENERGY QOMMISSION
1516 9th Street, MS-22
Sacramento, CA 95814

David F. Abelson, Atty at Law
CALIFORNIA ENERGY OOMMISSION
1516 Sth Street, MS 14
Sacramento, CA 95814

Don Shultz

CALIFORNIA PUBLIC UTILITIES OXM

Office of Ratepayer Advocates
1207 O Strect
Sacramento, CA 95662

Johin P. Rozsa _
Senate Energy Advisor
STATE CAPITOL

Room 408

Sacramento, CA 95814
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Ted Jones ,

TE ALLIANCE TO SAVE ENERGY
1200 18th Street, N.W. #900 -
Washington, D.C. 20036

Steven Kelly

INDEPENDENT ENFRGY PRODUCERS
ASSOCIATION

11)2 "I" Street, Ste 380
Sacramento, CA 95814-2823

Georganne Ross

MARRON, REID & S-IE’.E}IY LLP

601 Califoria St., Suite 1200
San Francisco, CA 94108-2896

H. 1. Bod Besbe
SACRAMENTO (“"LNICIPAL UTILITY
DISTRICT

6301 S Street 3
Sacramento, CA 95817-1899




G. Eckhart
3, LLC
3055 112th N.E., Ste., 225
Bellevue, WA 98004

John Wiley Gould

1ANE, PCWELL, SPEARS & LUBERSKY
520 S.W. Yarhill, Ste. 800
Portland, CR 97204

Philip Vermeulen
1335 Ridgedale Ct.
Roseville, CA 95661

B. Michael Kahl/
Frederick M. Pownall

1115 11th Street, Suite 100
Sacramento, CA 95814




