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1. Summary and Overview 

B)' today's order, w~ approve a contract negotiated jointly by Southern 

California Gas Corl1pany (SoCat) and Southern California Edison Con'lpany (SeE) with 

Winegard Erlergy Inc. (\ViIiegatd), subject t6 one condition. This contract has been 

negotiated as part of the demand-side managcrnent (DS~1) pilot bidding programs 

required by Public Utilities (PU) Code § 747 alld our adopted rules govcmhlg OSM.I 

Because this Contract will be cost-effective only under a limited sct of performance 

scenarios, we require that \Vinegard provide cost-effectiveness security in the amount 

of $200,000, consistent with other contracts ' ... ·e ha\'~ approved under residential DSf..t 

bidding pilots. 

\\'ithin thirt)' da)'s (rom the effectLve date of this order, seE and SoCal shall file a 

statcment at the Commission Docket Office infonning the Commission of whether 

\Vinegard accepts this condition, and if so, shall submit modificatLons rcfleding this 

lOur wt('S gO\'enung the evaluation, funding, and implementation ofDSM wete developed in 
Rulemaking (R.) 91-08-003 and companion (m'estigatiol\ (I.) 91-08-002, which ten\ain open for 
future consideration of tnodifications to those rutes. The most recent ropy of our rules is 
contained in D.9"-10-059, as corrected by D.95-05-02iand D.95-06-o16. OSM rules 7 and 8 \ ... ·~re 
further modified by D.95-12-054. 
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additional srcurily provision with their filing. This ming should be s('f\'ed on the 

service list in Rulemaking (R) 91-08-003 and companion Invcstig.ltion (I.) 91-08-002. The 

EONgy Division wiU review the contract modific.,tions (or compliance with toda)"s 

order in an expedient manner. Our Excculi\'c Director will notify SCE and SoCal of the 

fl'Sults of our review by leuer. 

Our efforls to test various forms of DSM bidding began with Our approval and 

rcfin('ments of OS},,{ bidding pilot prograrns in Dt.-x-ision (D.) 92-02-028, D.92-09-08O, 

0.92-12-050, and 0.93-02-0-11. \Vc then reviewed and approved various negotiated 

contracts entered int6 by Pacific Gas and Electric Company (PG&E), SCE, and San 

Diego Gas &. Electric Company (SDG&E) (or their respective pilot bidding programs. 

(Sec 0.93-11-067, 0.9-1-0-1-039, D.94-09-0-l1, and D.95-0i-O-t2.) In 0.95-10-038, we 

approved the first of SoC ai's negotiated contracts under its pilot progiaili. The 

negotiated contract with \Vinegard repreS('nts the second contract entered into b}· SoCal 

under its pilot, this time in collaboration with 5tE. SoCal antkipates that It will request 

approval of its third, and linal, contr.tet later this year. 

The OS~{ pilot bidding programs were initiated in order to test the impact of 

competitive bidding on utility ptocuren)erH of DSM services. In genera], the objective 

W,lS to test the ability of third-pari}' providers to replace certain utility DSM programs 

at a lower cost to ratepayers. The industry paradigm underlying the pilot testing 

enVisioned by the Legislature, and our DSf\i rules, was one in which OSM WiclS 

procured as an a1teulativ£- to morc costly utilit}' generation scrvices. In approving 

today's negotiated contract, we recognize that the industry paradigm has changed 

dramatic.tHy since the Legislature established the requirenlents of PU Code § 747 and 

sincc we first established our DSM rules. \Vith electric industry restructuring.. Ollr goals 

for future energy efficiency activities in California arc now quite different. No longer is 

our primary foclls to influence utility dedsionmakers, as monopoly pro\'iders of 

generation services. Inst('ad, we now seck to transform the market so that indi\'idual 

customers and suppliers In the conlpetitivc generation market will be making rational 

energy service choices. B}' D.97-0i-014, we adopted changes to the roleo( utilities in 

that h'lmsforn'tation process. 
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Th~ pilot bidding progrdms we established in response to PU Code § 747 did not 

anticipate these changes. Had we anticipated them, it is unlikely that we would require 

utilities to ent~r into a long-term contr,lct (or energ)' efficiency ser\'ires today. 

Noncth~)E."SS, we b~1ie\'e that th('sc pilots will yi('ld useful information as they arc 

monitored oyer time. The experience gained from observing the performance of 

winning bidders and responsiveness of Cllstomers to third-party oflered DsM services 

should better prepare market participants in the future. As described further below, we 

find the payment terms under the negotiated .:ontract behveen SoCal, SCE, and 

\Vinegard to be reasonabie if modified t6 include cost-.eflectlveness security.ln 

particular, the contract is a pay-for-peffonnance agreement, which includes 

performance securities and detailed measurement and e,'aluatiori plans. As modified by 

today#s decision, the contract sufficiently mitigates the risk that ratepayers might h\Cllr 

losses or pay for savings that do not materialize. In SUI"; e,'en though circumstances 

have changed, we fifid it reasOnable to approve this contract subject to the condition 

described above, as Our pilot bidding program draws to a close. 

2. Procedural Background 

On August 1, 1991, the Commission issued an Order Instituting Rulemaking and 

companion Order Institllting In\'estigation to establish policy guidelines and rules 

governing DSM activities (R.91-08-003/1.91-08-002). One of the objectives discussed in 

this rulenlaking \vas the competitive procurement of DSM programs, referred hY 

generally as "DSf\.1 pilot bidding.'1 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 energ}' utilities implement pilot 

programs to test: (1) the ability of DSf\.1 bidding to deliver benefits to utility customers, 

separ~lte from any gelleration resource bidding s),stemi (2) the feaSibility of an 

integra ted- bidding system that includes both generation resources and DSM programs; 

and (3) a program of con\petith'c DS~1 auctions (or gelS utilities. For this purpOse, the 

COll\mission endorsed the formation of a Bidding Advisory Committee, with 
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f('pr('S('nttlti\'cS from uHliti('s, consumer and ('nvironm('nt,ll groups, cnergy ser\'ice 

companks, and olh('r intert:'Stcd parties. 

By 0.92-09-080, D.92-12-050, and D.93-0~-O·U, the Commission apprO\'oo a OSM­

only pilot bidding progMm for SoCal. SoCal's bidding pilot represents one of sc\'cral 

being conducted by in\'cstor-owned utilities and cvaluated by this Commission. As we 

st,ltcd in D.92-02-075, "Th('sc bidding eXperiments will help us learn more about 

alternative DSf-.1 deH\'el)' mechanisms, and assess the role of DSM bidding to provide 

least-cost DSM services to rtltepayers.u (43 CrUC2d 316, 325.) In view of the 

experimental nature of the initial pilots, we modified «'rtain aspects of SoCal's bid 

evaluation critcria to make them mote objective and transparent. 

The appro\'cd pilot program is designed to replace SoCalts planned single and 

multi-fan\ily portions of its residential weatherization retrofit and appJiance efficienty 

incentive progran\s (45 CPUC2d 541, 548). SoCal's pilot was authorized at a level equal 

to approximately 32% of its 1992 budget (or DSM resource procurement. \\'e directed 

seE to coordinate with SoCal in implementing the pilot, so that winning bidders could 

receive payments for both gas and electric savings in gas-h('ated homes (Id. at 546-547). 

Funding for this pilot was authorized in 0.92-09-080 and 0.96-01-011 for SoCal and 

SCE, respectively. \Ve established a total resource (ost (TRC) test of 1.0 as the cost­

effecti\'eness threshold for bidders.l 

SoCal's request for proposals (RFP) for its pilot progr.ltn was approved on 

April 30, 1993 and issued on May 20, 1993. SoCal received 26 bids in rcsponse. After 

evaluating the subnlitted bids, SoCal announced a short list of (our bidders in 

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

Z Our general criterion was that the bidder's progr.ml must exceed the utility's own program 
TRC or 1.0, whiche\"er was greater. However, b('('ause there were no comparable existing TRCs 
for the type of eoordinated residential progranl we authorized for SoCal, we estabHshed the t.O 
threshold (or SoCal's pilot program. \Ve defined TRC (or this purpose as the sum of utility 
payments to bidders or customers, customer contributions, utility administration costs and the 
ratepayer cost of sharcholder incentives. 
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particil.,,,Uon in the progr'lnl. On October 18, 1995, the Commission approved SoCal's' 

negotiated contr~lCt with Delta Pro-Tech, which was entetro into on May 4, 1995. 

(0.95-10-0.38.) On No\'cmber 27, 1996, SoCal and SCE jointl)' filed Application (A.) 

96-11-().lS ("joint applic\ltion") requesting approval of the Ilegolialed contr\'\ct with 

\Vineg.ud. SoCal anticipates that it will request apprO\'al of its third, and final, rontr,lct 

later this ycar. According to SoCal, thc course of negotiations for these contracts has not 

permitted a mote consolidated filing schedule, as preferred by the Commission. 

(0.92-09-080,45 CPUC2d at 586.) There were no responses or protests to the joint 

app1ication. 

In appro\'ing SoCal's bidding pilot program in 0.92-09-080, we adopted the same 

procedure (or re\'iewing SOCal's contracts as \\'e had for PG&E when \'le stated that we 

expected lito re\'iew the reasonableness of the negotiated contracts, and associated 

payrnents, between PG&E and winning bidders." (43 CPUC2d 423, 450.) In the joint 

application, SoCal and SCB have provided information on the cost impacts of the 

negotiated (ontract by comparing yeat-by-year total project (osts under the rontract 

with long-run a\'oided costs. SoCal and SeE 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 \Vinegard is designed to prOl'ide DSM services in 

(oJlaboration with SCE. The contract is for weatherization measures that provide for 

natllr.'tl gas and electric ('nerg}' savings. Specific,"ll)', the measures to be installed are 

aUic insulation, duct sealing, inmtration reduction and duct insulation. The target 

market is an}' eXisting, non-Iow-hltome residence, including single family, ni.ulti-fani.il}' 

and mobilehomes that are separately n\eteroo and sCr\'ed by both SoCa) and SCE. 

Eligible measures will be illstallcd over a two-year implementation period. The 

contract will continue in effect (or a ternl of eleven years for SoCal and six years for 

seE. The contr .. lct contains spedfic project milestones and reporting requirements, 

detailed nl.easuiement, customer serviCe and satisfaction assurance plans, as well as 
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specific"Uons of product st'lndards. In additiolll the contr,let contains a standard 

method of resolving disputes llsing arbitr.1Hon. 

The conlr.let is expe<tcd to provide s,wings of 13,461,000 lhcrms and 85,000 k\\'h 

o\'er the life of the measures in return for $3.5 million (ronl SoCa) and $1.7 million (rom 

seE, at the 100% performance IC\'d.' SoCal and SCE , ... ·ill pay up to 125% of estimated 

sa\'ings at a total cost of $6.5 million. The TRC test score of \Vinegard's progr.,m is 1.02, 

assuming 100% projected n"casures and 100% projected energ}'savings peT measure. 

This TRC score includes an cstio'lated value (or sharehold~r t-arnings, which has been 

calculated in acrordance with the shareholder incenti\'e mechanism adopted in 

0,9-1-10-059. As discussed above, the contract n'leetsthe minimum cost-effectiveness 

requin .. "'ment we established (or SoCal's bidding pilot program. 

The cost-effecti\'eness analysis is based on SoCal's and SCEls most recentl)' med 

avoided costsl which they use to evaluatc their own 1997 DS~f progranls" Consistent 

with our determinations in 0.95-12-054, a,'oided costs in place for a particular ptogram 

ycar are fixed for the duration of the contract and the reco\'ery period (or shareholder 

incentlvc calculations. HowevCf, SCE will update its avoided costs and adjust contract 

payments during the installation period, as required by 0.95-12-054. SoCal is not 

required to update the avoided costs, since its pilot bidding progr.lm is the only 

component of its residential portfolio. (See 0.95-12-054, minleo., pp. 28-30; Conclusion 

of law 8.) 

\V!negard will receive payments OIl a pay-for-performance basis, i.e., payments 

are tied to energy savings verified through the measurement and verification (lvl&V) 

process. Payments are "front-Ioaded," that is initial payments are higher than if the 

contr.lctor rcco\'eroo costs as energy savings actually accrued. For SoCal, \Vinegard 

:5 All donar amounts represent the total amount the bidder wiIJ be paid o\'er the life of the 
contract. Payments in ('ach year are in nominal dollars. 

I See leHer dated January 3, 1997 fron) SOCal to assigned: Administrative Law Judge Gottstein, 
correcting page 2 .. 101 Appendix 2 and page 6 of the application to r('fleet the use of a ... ·oided 
costs from SoC'ars October 11 1996 AdviCe letter 2526. SCE used a,'oided (osls from its 
October 11 1996 Advice l~tter 11S6-E. 
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rcccives 40% of estimated Hfcc)'de payments afler measuw inst,lltation .. 20% after the 

first-yc(u load impact study, 20% after the fourth-ye<u persistence study and the final 

20% after the ninth-year persistence study. 

For SCE .. \Vinegard rccein's 40% aftef measure installation .. 40% after the first­

year load impact sttldy and the fina120% after the fourth-year persish~I'cc study. The 

contract requires a milestone security fund in the amount of $100,000 as security for 

'Vinegatd's achievement of at least 75% of the target k\Vh savings during the 

installation period. The contract also requires \Vinegard to establish a perforrnance 

security fund in the amount of $100,000 to ensure that ratepayers receive a 

reimbUrSement if the program results in less than 75% of the estimated lifecyde k'Vh 

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

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

associated payments n\ade under these contracts. This decision does not address the 

reasonableness of SoCal's and SCE's administration of the contract, which will be 

addressed in future Annual Earnings Assessn\ent Proceedings (AEAP). \Ve have 

deVeloped a consistent framework to evaluate sllch 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 becuing 

unreasonable risks. 'Ve must feel confident that any payn\ents made under the contract 

will provide commensurate benefits to the f.'\Iepayers. Our analysis focuses on the cost­

effectiveness of the contracts under various performance levels, froin both a total 

resource and utility cost (Ue) perspective. 'Ve must also assess the performance risks of 

the contract .. particularl)' as they conlpare to the performance risks associated with 

tradition OSM rebate progranls. In addition, SoCal and SCE must den\onstrate that the 

negotiated terms of the contract are reasonable. 

4.1 Cost·Effectiveness 
- -

Based on pte-installment esitmates, the (Ontract passes the Commission's 

applicable cost-effectiveness tests, the TRC and UC tests. The TRC test measures the net 
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costs of a DSM progri\m, including both the parlidl'lants' and tltility's costs and an 

c-stimate of shareholdN inrenti\'es. Progr .. m\ benefits consist of the a\'oided supply costs 

of enNS)' and demand-the reduction in tr~lns(l\ission, distribution, gcner"tion and 

c<'pacity costs \'.lfurd at marginal cost-for the periods when there is load reduction. 

The UC test measures the net change in a utility's revcnue rcquircmc-nt resulting from a 

DSM program and d()('s not include any net costs incurred by program participants. 

The benefits side of the equation is the san\e as the TRC test. 

U the contractor'sptogram perfoflhs as expectc-d, the benefits to 

ratc-payers and society will oUh,teigh the costs of the program, fot the contract as a 

whole. However, we note that e\'en under the 100% performance sex-nario the gas 

progran\ element of the contract is not rost-effecth'c, i.e., it has a TRC ri,lio of 0.90. It is 

the higher 'IRe ratio associated with k\Vh savings meaSures (1.13) that brings the 

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

contract TRC of 1.02. 

In prior c\'aluations of negotiated DSM pilot bid contracts, we have 

evaluated the question of \\'hat happens if the expeded savings do 110t occur, due to 

underperlormancc of the contract. \Ve ha\'e examined whether payments made under 

the contr<lct will be C(\st~effecti\'e, from both the utility and tot,,1 resource perspecth'e, 

under the different perforni.ancc scenarios. This type of scenario anal)'sis is particularly 

impOrtant in this case, since the contract as a whole is ollly marginally cost~eff('(ti\'c 

based on pie~instaUatlon 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 achic\'ed. 

These variations could be a result of changes in the number of participants, 

installations, \'erified cnergy savings, or a combination of these factors. The scenarios 

arc based on achieved savings froni. 25% to 125%, varying both the perCeli.tage of 

projected measures and percentage of energy savings per measure. 

Attachment 1 summarizes the results of this scenario analysis. If \Vinegard 

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

installation estimates, then the program still passes the TRe threshold test. \Vith one 
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ex«,ptioll, the progr'l", f,lils the TRC lest under all other sixt~n scenarios.s The 

progr'lnl passes the UC test under a wider r,lnge of assumptions, but docs .,\ot pass it 

under ninc srenarios. 

In sum, the contr.lCt is marginally fost-ef(ccti\'c from a TRC perspedi\'c 

under pre-installation assumptions of energy savings, but becomcs non-cost-effective 

under sc,'eral non-extren,e scenarios. In order to fully evaluate the reasonableness of 

payments, given these scenario results, we must also consider the contractual 

safeguards (or ratepayers if expected performance does not occur, including the M&V 

plan. \Ve examine these issues. below. 

4.2 Performance Risk and Safeguards 

As discussed above, payments to \Vinegard are based upon savings 

projections and then reconciled based llpOn actual \'erified savings. By linking 

payments to performancc, ratepayers reeeh'e contractual protedion against paying for 

savings that are not achieVed.' However, the le\'el o( this protection is a function of the 

number of years that nleasurement stud it'S ate required and used to true-up payments. 

It is also a (unction of the degree of payment front-loading under the contract, and how 

potential overpayments can be reCovered. 

As disnisscd above, both SoCal and seE provide up front payments to 

\Vinegard, itlcluditlg a 40% instaUment after measure installation, but before completion 

of savings measureni.eitt studies. Although each utility has taken a slightly di((erent 

approach, wc belicve that the contract terms adequately protect ratepayers frOnl pa)'ing 

for savings that ha\'e not occurred. SoCal requires a longer measurement period (and 

SThe TRC is 1.0 if lhecontract performs at 50% of projected measures and 125% of per measure 
projected eners), s<wings. 

, \Ve note thallhe risk of forecasting error associated with the value (avoided costs) of those 
savings fans on ratep.,)'ers, in terms of both potential upside and downside. \"e detenrtinoo 
that this aUocation of risk and reward \vas reasonable in D.95-10-038. OUr discussion alxl\'e 
relates to the risk of the kWh or therm savings not materializing as planned, and the aUocation 
of that risk among affected parties. 
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withholds the final 20% payment longer), WhN~.lS SCE requires a minimum 

performance level and \Ipfront s<xurity in conjunction with a shorter me.1S\\T('nwnt 

period. 

Howcvcr, we arc not s\ltisficd that the rontract ad('(}uatdy protects 

ratepayers from the risk that the llfogram will not be cost-cffecti\'c and that ratepayers 

will incur nct losses (ron\ their im'estnlcnl in DSM. Unlike the other rontr."ts we have 

examined in the past, this contract will be cost·ef(cctivc only under a limitcd 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 actuaU), 

achieved. Neither SoCall\or SCE has negotiated provisions for this potelltial risk, even 

though the perCormancc scenario analysis dearly sets this contract apart from others we 

ha\'c prcviously considered and approved. (See 0.95-10-038, mimeo. at 8; D.95--02·0-I2, 

58 CPUC2d 635, 639·641i D.94·09·0-Il, 56 CPUC2d SO, 55; 0.9-1-0-1-039,54 CPUC2d 14; 

0.93-11-067,52 CPUC2d 152, 157.) 

In our judgmcttt, this contract is unreasonable unless it is modified to 

address this conCern. Urlder the shareholder incentive fllcchanism adopted in 

0.9-1-10-059, traditional utility rebate progr<ln\S arc subject to cost-elfe<liveness 

gu,uanlccs; i.e., utilities are accountable not only for achieving energy savings, but also 

for guartlnteeing the cost-effectiveness of DS~f activities, on a portfolio basis. \Ve 

adopted this requircment because it is essential that ratepayers should (und DSM 

investments onty if there is adequate protection against potential losses associated with 

performance risk. 

\Ve note that other successful bidders in our residential OSM pilots have 

been willing to negotiate cost·e((eclivelless deficiency payments, even \,,.hen pre­

installation prograI'l\ cost-effectiveness was much more robust than under this contract. 

For examlllc, lUider its contract with SDG&E, SESCO Inc. will provide a corpor.lte 

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

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

Similarly, Planerg}, Inc. prOVides similar security (or all amount of approximatel), 

$125,000 under its contrad \\·ith SDG&E. (See A.9-1-08-038.) 
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In SUIll, we find that this contr,lC' rCt.luir('S additional provisions designed 

to mitigate the risk of losses associated with nonperformance. \Ve approve the contr,'ct 

subject to the condition that \Vincgard provide cost-effectiveness s('(urity in the amount 

of $200,000, which is within the range provided in contracts we have previously 

approved. This amount would be in addition t'o other st"<urity requirements of the 

contract. These funds ,,,,ill be forfeited by Winegard if the program as a whole 

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

studies have been completed under the contract. 
. . 

. Within 30 days from the effectl\'e date of this order, SCE and SoCal should 

file a statement at the Commission's Docket OUire infoTn\ing the Commission of . 
w:"\cthcr \Vincgard accepts this condition, and if so, should submit contract 

modifications reflecting this ~dditional st"<urity proviSion with their filing. This filing 

should be served on the service list in R.91-08-003/I;91-OS-002. The Efiergy DivisiOn will 

review any submitted contract mOdifications for compliance with today's order in an 

expedient manner. Our Executive Director will notify seE and SoCal of the r('Stllts of 

this review by letter. 

4.3 Reasonableness of the M& V Plan 

\Ve have recognized that inc<msistendes between M&V plans proposed by 

bidders and measurement and evaluation protocols adopted by this Comn\ission might 

occur. (0.92-09-080, 45 CPUCid 541, 581.) Instead of mandating a particular approach 

to 1\f&V, we allowed bidders to propose their own ex post l-tf&V programs; including 

the baseline reference. As reiterated in our measurement and evaluation decision, 

0.93-05-063, "pa}'ments 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 .. 'I but to allow 

reasonable differences between these protocols and bidders' measurement plans and 

pa}'ment schedules.'i (49 CPUC2d 327,350.) 

The contract delineates a specific ex post measurement plan to verify the 

level of savings achieved. The M&V plan in the submitted contract appears to be 
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r(,~lsonably consislrnt with our adopted me,lSltren\ent ilnd ev"luation protocols. The 

major exceptions to the protocols is that k\Vh s<'l\'ings arc assumed to persist based 

upon the fourth year persistence study, and no ninth-}'ear stud}; is required. The 

payment schedules are also different from the one'S appro\'cd (or utility ildministercd 

progr,'ms. 

\Ve ac<ept these variation from our adopted M&E protorols1 provided 

that the contract is modified to include cost-effectiveness security, as described aoo\'e. 

The l-.t&V plan is rigorous, containing detailed requirements for sample design, SUT\'cy 

de\'clopment and model specifications (or the statistical analysis of pre- and post­

installation hilHng data. RepOrting requirements are also specified. 

4.4 Reasonableness 01 the Negotiated terms of the Contract 

SoCa} and SCB state that their objedi\'es during the negotiatlons ,,,,'ere to 

comply with the nlandate 01 PU Code § 747 and Commission requirements (or this 

program, to encourage programs that target new technologies or that sen;e nlarkets 

that arc traditionally di(ficult to penetrate, and to minimize risks to SoCa), SCE, and 

their ratepayers b)' ensuring that payn\ents to bidders will result in realized energy 

savings that persist over time. As part of our bidding experimentsl We expeded that the 

utilities would negotiate with bidders in good faith to develop a package of price and 

nonprice contr.lctual terms that appropriately allocate the risks and rewards of the 

agreement among affected partiesl including ratepayers. 

SoCal, SeE, and \Vinegard ha,;e negotiated various conir.lct ternlS that 

contribute to the achievement of these objectives. Howeverl as discussed above, we 

believe that additional security, in the forrn of a cost-effectiveness security fund, IS 

required to appropriatcl)· allocate the risks and rewards of the contract. 

In additionl SoCa', SCE, and \Vinegard have allowed for a certain anlount 

of flexibility in the contract terms, which do not compromise the stated mir'l.imun\ goals 

in lifccycle savhlgs. This flexibility is inlporhmt because it allows \Vinegard to taHor its 

project in a manner which may improve its marketing and ill1ptementation. 
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5. Conclusion 
The contract s\lbmitte..i by SoCal and SCE is cost-effectivc, although marginally 

so from a TRC perspe<:li\·c. In addition, this cosl-cf(ecti\"cllC'SS is Il\aintained only under 

a (CW, non-cxtreme performance sccll<lrios. This conclusion is based on hoJdit\g the 

a\'oidcd costs constant for the term of the conlr.lCl, consistent with thc n\ethodolog}' 

adopted in D.95~ 12-054. 

\Vc alC reass\1red thaI the security and paymcnt provisions contained in the 

contract reasonably address the risk that payments ni.ade to Winegard during the early, 

front-loaded installments will not be reco\'ered should performance fall be10w 

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

contract itself, wc are not satisfied that the cOntract adequately protects ratepayers 

against progtanllos.ses, i.e.j a total program TRC based on verified savings that is less 

than 1.0. To address this concern, we require that \Vlnegard provide (os't~cf(ectivel\ess 

sec\1rity in the amount of $200,000, consistent with other contracts we ha\'e approved 

under residential DSr-.l bidding pilot progranls. 

Subject to the above condition, we find the negotiated contract teims and 

associated payments made undcr this contract to be reasonable. In the past, we have 

made administration of such contracts subject to re\'iew in the appropriate AEAP. \Ve 

have also examined shareholder earnings issues in that forum. HOWe\teT, sir\ce the filing 

of this application, we have established a new administrative franlework for energy 

emden'}t programs. By D.97-02-014, we established ali. Independent Board consisting of 

regulatory representatives and members of the public to oversee the adn\inistration of 

energy efficiency programs. \Vithin 15 days of the effective dale of this de<:isioll, SCE, 

SoCal and all interested parties should COrllment on whether D.97-02-014 a((eds the 

administration of the contract conditionally approved if' this decision, and if so, how. 

Comments should be filed in our ele<:lric industry restructuring proceeding 

(R.94-O-t-031/1.9-1-0-l-OJ.2) and served on all parties on the Special P~blic Purpose service 

list ill that proceeding as wen on all parties to our DS~{ rutemaking:R.91-08-003/ 

1.91-08-00.2. \Ve wiH address this issue in the electric industry restructuritlg proceeding !--_ 

as part of our in'plenlenl.ltionof 0.97-02-014. 

-13 -
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Findings of Fact 

I. On No\'ember 27,1996, SoCal and seE jointly med A.96-II-0-l8 ft.'questing 

Commission appro\'al of a conlract negotiated in rom\cdion with SoCal's DSM bidding 

pilot. No protests have been filC1.i and a hearing is not required. 

2. The contr.let is marginally cost-efftxti\'c under pre-installation sa\'ings estimates, 

but b<X'Omcs non-cost-dfecti\;e under various non-extreme performance scenarios. 

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

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

sa\'ings projections and periodic.llly adjusted it projected sa\·jngs are not achie"ed . 
•. i. 

4. The contract includes payment hold-back provisions, pelformance securities, 

and detailed M&V plans. These prOVisions ser\'c to mitigate the risk that ratepa)'ers 

might pay fot sa\'ings that do not materialize. 

S. The contract includes an ex post measurement plan to verify the )e\'el of earnings -

achieved. The plan is rigorolis, conlaining detailed requirements for sample design, 

survefde\'clopment, and model specifications for the stalistic~ll analysis of pre- and 

post-instaJlation billing data. Reporting requirements are a'so specifie(.i. 

6. The contract d()(>S not include any security against the possibility that the 

prograin as a whole will not be rost-effecti\'e based on \'erifieti saVings. 

7. Cost-effectiveness security funds have been negotiated in other approved 

residential pilot bidding contracts. In those instanres, pre-installation program cost­

effectiveness was significantly more robustlhan under this contract. 

8. The contract negotiated with \Vinegard utilizes $5.2 million in funding at the 

100% pcrforn\ancc level and $6.5 rnillion in funding at the 125% performancc level. 

Funding for the pilot has been authorized in D.92-09-080 and 0.96-01-011 for SoCal and 

SeE, r('specli\'ely. 

9. Eligible measures will be installed under the contract o\'er a two-year 

implementation period. The contract wlll continue in effecl for a tcnn of c1e"en years 

for SoCal and six years for SCE. 

- 14 -
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10. The conlr,lct contains spccific projcd mitestoncs and reporting requiremcnts, 

detailed customer service and qua lit}' aSS\lrelnCe plans, and spedficcltions of product 

standards. The contrelet also contains a standard of resol\'ing disputes using a rbit reltion. 

COnclusion of Law 

1. The security and payment provisions contained in the contract re<lsonably 

address the risk that payments made to \\'inegard during the carly, front-loaded 

installments will not be reco\'ered should performance fall belo\ ... ' projections. 

2. Unless modified 10 include cost-effectiveness securil}', the contract does not 

adequately protect ratepayers from potential losses, i.e., a total prograni. IRe based on 

v('lifted savings that is less than 1.0. 

3. To address this risk, it is reasonable to require that \Vinegard provide cost­

effecth'eness security in the amount of $200,000, which is consistent with other contracts 

we have approved under residenttal DSM bidding pilot programs. 

4. If this modification is made to the contract, and if the contract is administered 

properly,payments made under the tenTIS of this contract are reasonable and SOCal and 

SCE should be authorized to recover such payments from their ratepayers. 

5. Today's conditional iindiIlg of reasonableness should not extend to the 

administration of the contract of to the amount and tioling of potential shareholder 

earnings from achie,'cd savings. SCE, SoCal, and interested parties should comment on . 

whether 0.97-02-014 a(((.'(:ts 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 

contc.lCt. 

7. This decision should be made effecti\'e today to allow $oCal, SCE, and \Vinegard 

to respond to the coli.dition set forth abo\'e. 

- 15-
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10. The contr,,,t cont,lins specific project milC'Ston{'s and r('porHng requircm{'nts, 

d{'lailed custOnl{'r S{'rvire and quality assur,Hlce plans, and speciric.ltions of product 

standards. The contract also contains a st.lndard of r('solving disput{'s llsing arbitr.ltion. 

ConclusiOn of law 
1. The security and payment provisions contained in the contr."t rc,lsonably 

address the risk that p"ym{'nts nlade to \Vinegard during lhe early, front-loaded 

installm{'nts will not be recoveted should perforn\ance fall below projections. 

2. Unless modified to include cost-effectiven('ss S{'curlty, the contract does not 

adequately protect ratepayers front potentiallosscs, i.e., a total program TRC baSt.~ on 

verified savings that is less than 1.0. 

3. To address this risk, it is reasonable to require that \Vinegard provide cost­

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

we ha\'e approved under residential DSM bidding pilot programs. 

4. If this n'todification is inade to the contract, and if the contr,lct is administered 

prop{'rly, paym('nts made under the terms of this conlr,lct arc reasonable and SoCal and 

SCE should be authorized to rcco\'er such pa}'nlents fronl their ratepayers. 

5. Today's conditional finding of reasonableness should not extend to the 

administr.ltion of the contract or to the anlount and timing of potential shareholder 

earnings fronl achie\'ed saVitlgS. SCE, SoCal, and interested parties should comment on 

whether D.97-02-014 affects th{'se or other administra.tive issues associated ' .... ith the 

(Ontr,lCt. 

6. A funding leve16f no greater than $6.5 milliOl\ should be adopted (or this 

contr,lCt. 

7. This decision should be nlade effecti\'e today to allow SoCat SCE, and \Vinegard 

to respond to the colldition S{'t forth abo\'e. 

- 15-
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ORDER 

IT IS ORDERED that: 

1. The terms and as.."OCiatcd paYn\ents o( the negotiated contr,,,' en-teroo into by 

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

(SCE) with \Vineg.ud Encrg}·lnc. (\Vinegard) in conne<lion with SoCal's dcmand-side 

management pilot bidding progr'ln\ arc tC3soJlable subjC<t to the inclusion of cost­

effc<ll\'cness seCurity in the anlOtmt of $200,000. This amount shall be in addition to 
other security rcquitcments under the cOntract. The tost-e((ecth'cness security shall be -

forfeited by \Vincgard if the progr,m\ as a whole (combined gas and cle<tric) do(>s not 

pass the tot.ll resource cost tcst after the fourth-ycar peTsist('ncc studies ha\'c been 

completed under thc contract. 

2. \Vithin thirty days [rorn the effective date of this order, SCE and SoCa1 shall file a 

statement at the ComnlissionDocket Office informing the CommiSsion of whether 

\Vinegard accepts this eonditiol", and if so, shall submit the contract 1l1odifkatioris with 

their (i1ing. This filing shall be S('rved on the service list in Ru1en'\aking (R.) 91-08-003 

and Investigation 91-08-002. The Energy Division shall review any submitted conttact 

mooificati()J's (or compliance with today's order and our Executive Dirc<tor shall notify 

SeE and SoCal Mid alt parties to R.91-08-003 and 1.91-08-00~ of the results of this review 

as expeditiously as possible. 

3. \\'ithin 15 days o( the effectiVe date of this decision, SCE, SoCal, and all 

interested parties shall comn\ent on whether D.97-02-014 af(tXts the administration of 

the contr,lct conditionally appro\'ed in this decision, and if so, how. Comments shall be 

filed in our electric industry r('stntcturing proa"Cding (R.9.f-O-t-031/1.94-O.f-032) and 

- 16-
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served on aU parties on the Spffial PubJic Purpose SC'rvicc List in that pwu't.'<Iing and 

all parlies to R.91-08-003/1.91-OS-002. 

This order is cfftXlivc today. 

D.ltcd March 31, 1997, at San FCtlncisco, California. 

- 17-
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ATTACHMENT 1 

WineQatd Residential Bidding Contract 
Data Supporting PEB.- TRC. UC CalculatiOns 

Summary of Bidder's TRe for varying savings and penocmance le'iels 
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