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RESQLUTIQOR
RESOLUTION E-3288. SOUTHERN CALIFORNIA EDISON COMPANY
SUBMITS DATA TO CALCULATE TOTAL RESOURCE COSTS FOR
SHARED SAVINGS PROGRAMS AND PROFOSES A METHOD TO

DETERMINE - COSTS AND-BENEFITS OF CUSTOMIZED REBATES,
PURSUANT TO DECISIONS 91~ 12 076 AND 92~ 02 -002.

BY ADVICE LETTER NOs. 934-E and 934-E-A, FILED ON March
3, 1992 and April 10, 1992, respectmvely.

SUMMARY

1. In this advice letter, Southern Cal;fornia Edison Company
(SCE) seeks Commission approval of 1) the use of all data

- necessary. to calculate total resource costs (TRC) for all Shared
Savings Programs; 2) a method to determine Customized Rebate
costs and benefits; and 3) appendices that: ‘clarify details

associated with the demand-sxda management (DSM) port;on of
Dec;s;on (D.) 91—12 076

2. This resolutxon.approves the utility’s Customized Rebate
program savings estimation methodology, xecognizes the data
required to-pexform the TRC test, approves and appends to. this
-resolution Appendix.C of the advice letters, and recognizes the

data and clarifications presented in all other appendices
attached to. the advice letters.

3. This resolut;on recognizes the potential for the utility to
engage in fund shifting that may result in crxeam skimming or an
inequitable distribution of DSM resources in its serxvice
territory, and cautions that SCE should not shift funds ;n such
| ‘& mannex ‘that contradicts the. spirit-and intent of the
‘,Commlss¢on 8 comm;tmen: to. equ;ty and goals for DSM.

“ B&Q&QB.QM"
1. In D.90-08~068'the Commission authorized SCE to implement

_ DSM programs in which SCE shareholders could receive earnings’

 known as. shareholder incentives. Shareholder incentives were
determined by amortizing DSM program costs and allowing

shareholders to earn the ¢ ompany s rate of return over a f;ve-
year amort;zatxon perxod. : y . : .

2 L

In SCE’s test year'1992 GRC, (Applxcat;on.90 12 018)/SCE
‘,aga;n proposed an incent;ve mechanism based on; amort;zat;on.”,
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The Division of Ratepayer Advocates (DRA) and the California
Energy Commission (CEC) supported a shared savings incentive.
mechanism and. Toward Utility Rate Normalization (TURN) supported
- a mechanism with an adjustable rate of return. SCE responded by

£iling testxmony requestrng 3 shared-savings incentive
mechcn;sm.,

3. The Commrssron determrned that all of the proposed
mechanisms included perverse incentives (D.91-12=- 076 Finding of
Fact 323) and devised its own sharedasavrngs mechanism based on
an S-curve. A unique S-curve is developed for each xzesource
program by "setting" curve parameters with program=-specific
information. To set the S-curve’'each program must have an
incentive target. This. incentive target is based on the utrlity
administration costs  (UACY,. utility incentive costs (UIC),.
participant ‘costs (PC) and estrmsted resource benefits
attributable to ecch program.h_

4. In D.91-12-076, the Commission adopted utility total costs
(UAC + TIC) and used these values and SCE's forecast resource

benefits and: pcrtrcrpcnt costs for the purpose of settrng the S-
curves. ‘

5. Although the Comm;sszon used these £oreccst vclues for
setting the S-Curves, it did not adopt the assumptions

associated with these values. Instead, the Commission ordered
SCE to file an advice letter with the Commission Advisory and
Compliance Division (CACD) that provides all the data necessary.
. to.calculate TRC for each adopted: shared-savings measuxe. The

data required to calculate these -TRCs:include the total resource
benefits. cnd partrcrpant costs for each program.

6. The decrsxon elso approves a drfferent incentive mechanism
for SCE’s Resrdentral and Non-Residential Energy Management (EM)
Services programs. - These programs are eligible fox performance-
adder treatment,’ whmch provides the utility with an incentive-

equal to 2% (Resrdenticl) and 5% (Non-Res;dent;cl) EM Servrces'
program expenses.

7. During the 1992 GRC, DRA argued that the proposed incentive

mechanism required predetermrned per unit impact levels to set

- the. target savings and incentive levels. While it may be
appropriate to.use. forecast estimates for most programs, it is

.not appropriate with a Customized Rebate because the measures
are not pre~-qualified. Thus, the costs and benefits of

Customized Rebate programs can only'be determined on a ccse-by-
case baszs. s

8- : In D. 92 02-002, the Comm:.ss;on adopted DRA’s xecommendction
- and oxdered SCE to file an advice letter that establishes a

-method for calculatrng the costs and benefits of customrzed
:rebctes- o : ‘ ‘

, »9.n. ‘on Pebrucry 18, 1992 SCE filed cdvice letter 934-E, whrch
- provides the data’ required to calculate the TRCs for shared..
. savrngs programs and seeks approvcl of ‘a proposed method of

L
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| calculatxng the costs and benefits of Customrzed Rebate
programs.

10. On April 10, 1992 SCE filed 'a supplemental advice letter. -
Advice letterxr: 934-E-A.provides-updated values for administration
costs: for dxrect assrstance and’ Custom;zed Rebate programs

T1l. SCB clazms that thrs ‘advice lexng will not increase any
.xate ‘'or charge, cause the withdrawal ¢of.sexvice, or cause a
con£l;ct wrth any other rate schedule or: rules._

_‘The or;ginal Advice Letter and Supplemenn were noticed in
‘accordance: .with section III of.General Order 96-A by publicat;on

. inthe Commigsion. Calender and drstribution to SCE 8. advice
frlxng serv;oe list. e ‘

pRoTESTS |

?olprotests have been recerved by the CACD in thrs advzce
Lling B

C e

)
i

| on

1.  DSM programs are an important means by whxch the Commission
is pursuing its long term goal of ensuring least-cost and
environmentally-sensitive energy service to customers of
California’s investor-owned utilities (I0Us). . The~Comm;ssron
has authorized shareholdexr incentives on DSM programs "... . toO
help ensure that.the utility is motivated to procure the leaste
' cost resources by providing comparable opportunity for earnings
from prudent investments in both: demand- and supply—srde
lternat;ves“ (D.92=-02~ 075, Rule No. 14).

2. D.91-12-076 adopted the S—curve mechanrsm because it
eliminates shortcomings inherent in alternative incentive
mechanisms. These shortcomings ‘include fixed. rates of return
and discontinuities in the effective incentive rates available
‘as utilities. increasge DSM program performance. Fixed rates of
return fail to provide utilities with-a strong incentive to meet
or exceed expectations of program’ accomplishments. :
Discontinuities in effective incentive rates provide utllzt;es

- with incentives .for gaming in their reporting of program
acoompl;shments (partic;pation rates).

3. The S—curve mechanism satisfies the Commission’s : B

requirements because.it provides penalties for poor performance;
low incremental incentive rates at regions of very low and very

high performance;.increased incentive rates mear target savings .

levels; -and' smooth. transitxons ‘between: the drfferent program
performance reg;ons. : .

4.‘3 The ‘S~cuxve’ mechanrsm is an. algebramcvfunctzon which nay be
o set (cal;brated) ‘by,changing.key parameters., . D.91-12-076 orders .
: SCE to set a unxque S-curve for each program.’ Anvsfcurvew;s_set.

I
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for aﬂpattiCuldt program by inputing the UAC, VIC, PC and
resource benefits attributable to the program.

5. The Commission found SCE’s total utility c¢osts reasonable,
and adopted them. Because utility total costs are the sum of
UAC and UIC, these values were then used in 'setting S-curves.
The Commission used SCE"s forecasts of participant costs and
total resource benefits for setting-the: S-curves, but did not
adopt: the assumptions (data) undexrlying these values because SCE
had not updated this data since 1950 and some assumptions were
poorly supported. = : " ‘

6- To utilize the S-curve mechanism for determination of SCE’s
shareholder incentive the Commission must adopt the assumptions
used to generate participant.costs and total resource benefits.
These assumptions include values of marginal costs (avoided
costs), savings per measure, measure life and the net-to-gross
multipliex, and are crucial components for calculation of
program TRCs. AT B S ' ,

7. While a significant portion of the 1992 GRC information is
dated (i.e., the estimates were developed in 1990), the utility
has been working to improve its unit energy savings estimates
for varicus conservation measures., Edison has reached an
agreement with interested parties to replace the outdated 1992
GRC data with updated information by an Advice Letter to be
filed -prior to October 1992 for use in establishing the. 1993
incentive targets. 'SCE. will-review its. savings estimates
methodology with interested parties by September 1, 1992 and
will work with the active 1992 'GRC parties to review these new
“unit enexgy savings estimates on a continuous basis. ' '

‘8. Currently, savings attributed to most DSM programs are
based on standardized measure savings estimates. These
standardized measuxe savings estimates are then multiplied by
program participation rates and the net-to~-gross multiplier.
SCE"s Customized Rebate programs differ from its other DSM
programs in that energy savings from these programs are .
attributable to a site-specific combination of one or several
-energy efficiency measures (EEMs). Because the efficacy of
measure installation is detexmined on a case=by~case basis, it
is not possible to forecast Customized Rebate program savings by
forecasting program participation rates. _

9. Due to the complex nature of savings associated with these
programs, the.methodology for estimation of actual Customized
Rebate savings must be well~documented and thorough. In past
programs conducted by California I0Us, savings attributable to
these programs have been difficult to verify because
documentation has been incomplete and inconsistent.

10.° ApéehdixﬁB,ofTadViCewlette#sh934;Efand‘934-E-A‘presents
. .SCE’s proposed methodology for establishing forecast and actual
. estimates of load impacts attributable. to Customized Rebate .~
PXOGEAMS . i 770 e -
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"11.. For forecastlng purposes the utrlxty has assumed kilowatt
© hour (kWh) savings based on expected customer rebates at a rate-

of one (1) kWh saved for every. SO -05 of expected customer’
rebate. :

12. SCE’s proposed method of estimat;ng actual load impacts )
attributable to Customized Rebate programs is based on SCE’s New
Book of Standards (NBOS). .The NBOS is a handbook for SCE £field
representatives which.prondes engineering equations and other
data necessary to.estimate energy savings given the site-
specific sensitivity of energy savings for this program. SCE
proposes that in circumstances in which this method fails to

~ produce energy savings estimates the utility would conduct

independent engineering studies or use techn;cal data provided
by the manufacturer of the EEM. -

13, Appendix B dlao presents. SCE’s proposed plans for.
:documentatxon of ‘the- determination of savings associated wrth

. Customized Rebate progrdms This appendix specifrcalky
' indxcates that SCE will- report"f-

jActual Costs - _

Actual Measures . ’
- Site=Specific Operat;ng Characterrstics '
~ Facility Square Footage

Energy Usage of the Existing Equipment to be
modified ox replaced.

Although the appendrx indicates. that savings estimates will be
derived through the technical approaches contained in SCE’s

NBOS, it fa;ls to indicate any intention of reporting
assumptions that underlay these estimates such as hours of
operation, measure-life, baseline savings per measure and
minimun efficiency standards for the equipment. CACD would like
the utility to work with' it and the DSM advisory committee to
develop a detailed proposal for the documentation required to

substantiate Customized Rebate program costs and benefits by -
December 31, 1992.7

14._ Table E of Appendrx A of Advice Letter $34-E and 934=-E=A
presents SCE’s understanding of DSM fund shifting restrictions
developed in D.91-12-076. This table indicates the regulatory
procedure necessary for different types of fund shrftrng
requests. An advice letter and updating of incentive targets is
necessary for shifting funds between program categoxries and
areas; adding new. measuxres; and shifting more than $2.5 million
within a category. 'An application is necessary for increasing’

' DSM - funding. The utility’s presentation of fund-shifting

. restrictions is.consistent with the decision given the térm

ggfigizdons presented in Appendix C of. Advrce Letterx 934-E and

- 15. Each program has a unrque S-curve, and. incremental benefits
. associated with performance may. be higher for some programs. -

- The fact that ‘some: S~curves may offexr higher incremental. rates’
h 'of return than others raises concerns about potential utrl;ty

N
. o Wb L
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incentives to shift funds to maximize shareholder incentives in
a manner that results in the creation of lost opportunities or
an inequitable distribution of DSM resouxces.across the
utility’s sexvice area.. Although consistent with the decision
language, SCE’s freedom to shift funds between areas and across
and within categories creates this potential. CACD cautions the
utility to avoid cream skimming-and shifting of funds in a way
that contradicts the spirit and intent ¢f the Commission’s
commitment to- equity and goals for DSM. -

- 16. lAppehdixfC7presents_claxifications‘regarding the use of the
. S=curve for incentive payment determination and the
determination of performance addexr incentives. ' This appendix

also provides definitions for terms used in the decision but not.
defined therein. : _

17. The review of S~curve related details provides intuitive
and mathematical explanations of the calibration, use, and
operation of the: S~-curve mechanism. . Although these explanations
may not be indispensable for use of the S=curve, they provide a
more.detalled account. of its use, and will serve to simplify the
set-up - and use of the S~curve and the regulatory review of S-
curve-derived incentives.. . ' L e

18. . The Performance Adder portion of Appendix C provides the
equation. implied by decision. language regarding performance
adder programsg, and identifies and defines the variables used in
‘this equation. - ‘ -

19. "The definitional porxtion of Appendix C c¢clarifies
definitions of terms used in D.91-12-076. CACD finds these
definitions useful, as the decision and interested parties
.occasionally use the same term to cite different concepts.
Definitions presented. in this appendix were created .in _
consultation with DRA, CACD and the M&E advisory committee, and
were also presented during the Commission’s workshop addressing
the S-curve mechanism. : o S , g

20. SCE has reviewed its TRC data with the DSM advisory :
committee. The advisory committee suggested some changes in the
formatting and classification of this data, but concluded that,
given the effects of the adopted shareholder incentive
mechanism, the data from SCE’s GRC notice of intent (NOX) is the.
best data available at this time and should be adopted. ' This
recommendation is supplemented with an agreement between the
advisory committee and SCE whereby the utility will not. support
“measures:that.are not found to be cost-effective as newer data
becomes. available..  SCE ‘presents this modified NOI data .in Table
C of this advice letter for Commission approval. L L

- L. .8CErfiled Advice Letter No. 934-E and its supplement Advice -
Lettexr NO. 934-E-A in.compliance with Ordering Paragraph No. 40 '
) of D.91-12~076 :and No. 40a.of D.92-02-002.  These Ordexs. =~ .

- require ‘the utility'to provide, respectively, data necessary for

e
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caleculation of TRCs for the utxl;ty s shared savings DSM
programs and a methodology for calculating the costs and
benefits of Customized Rebate programs. SCE also seeks approval
of language that clarifies details regarding the use of the S=-
curve mechanism; the determination of performance adder

. incentives; decision rules regarding the shifting of funds among
DSM programs, and - term;nology used Ln the deorsron.

2. The TRC data filed by SCE is the best dota. available at
this time, is’ reasonable and, therefore, should be approved.

'-3.,” SCE*s proposed methodology for calculation of forecast and
actual Customized Rebate costs and benefits,  as presented in

- Appendix B of. th;s advice letter, is reasonable and should be
approved.

4, SCE’s plans for‘documentarion,of CuStomized Rebate costs.
-and. benefits lacks specificity and fails to explicitly include
certain values necessarxy for verification of the costs and
benefits of these programs. Therefore, SCE should be ordered to
consult with the CACD and DSM advisory committee and develop a
detailed documentation proposal by December 31, 1992.

5.  SCe’ .clarlfrcatlon of fund shifting rules, presented in
Table E of Appendix A, is consistent with decision language and
should be acknowledged.. Due to the program-specific nature of
the S-curve incentive mechanism, however, there is a potent;al
for the utility to shift funds in a way that results in cream
sklmm;ng ox an inequitable distribution of DSM resources aCross
_the utility’s. service territory. Therefore, the utility is
cautioned that it must not-engage in fund shifting that
contradicts - the spirit. and intent of the Commission’s
committment to equ;ty and goals for DSM. .

6. Appendix C, which: clar;f;es the use of the S-curve and
pexrformance-addexr mechanisms for incentive determination and
provides definitions of associated terms, is useful and
consistent with decision language. Therefore, this appendix-

- should be added: as a supplement to this resolution. . The entire
' appendix ox portzons ‘thereof, -howevexr, may be -superceded. upon
,‘completion of the DSM Rulemaking, Rulemak;ng (R ) 91-08 003




. Resolution E-3288 . ..o  -September’ 16, 1952
SCE/A:L. 934=E-Afstv . . o . R | o

THEREFORE, IT IS ORDERED that:

1. The Total Resource Cost data submitted by Southern
California Edison in advice letter 934-E and 934-E~A is adopted.

2.  Southern California Edison Company shall caleulate. forecast
and actual costs ‘and benefits of Customized Rebate programs
according to the methodology presented in Appendix B of these
advice letters. . 7T T oo 0o 7T .
3. _ Southern California Edison Company shall.revise the
preliminary statements of its taxiff sheews to reflect the
decision made herein. - P '

4. . Southezn California Ediﬁdn Company shall produce a detailed
plan for the' documentation of <the costs and benefits of

Customized Rebate programs by December 31, 1992.

5. . Appendix C'of these advice letters, which clarifies the use
of the S-curve and performance-adder incentive mechanisms and
provides: definitions for terms used in D.91-12-076 'is appended
to this resolution as Appendix I. ol o

6. ' The data in the appendices and tables attached to Advice
letters 934-E and 934~E-A but not specifically referred to above:
- is acknowledged. T < L . -

7. Advice'Letter 934~E-A shall.be marked to. show that it was.

approved by.Commission Resolution E-3288.
8. '-This'RésoIﬁtion is effective‘ﬁpday;' "

I hereby certify that this Resolution was adepted by the Public
Utilities commission at its regulaxr meeting on Septembex ‘16,
1982. The following Commissioners. approved it: .. ™.,

w4

NEAR. J.o SHULMAN. -7 " o5
- Exefutive DizeCtor & v st

DANIEL Wm. FESSLER -
President
| JOHN B.. . OHANIAN -
- PATRICIA M. ECKERT
NORMAN D. SHUMWAY
- Commissioners. .
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" APPENDIX €
CLARIFICATION OF THE EARNINGS MECHANISM IN D. 91-12-076

Edison notes that the Decision No. 91-12-076 1eft‘sever3171ssues-unreso1ved or

unclear. It 4s not possible to.meet the requirement of specifyfng-how.earnings
are to be calcuTatedfforﬁI99Z”1n1th#s‘FfTing unless Edison proposes the following
solutions tonthese'methodoTogical-andiprocedural questions, based on discussions
of these {ssues with. most of the participants in-Edison’s 1992 GRC. :

MethodoTogy o

1. Edison’s Shared'Sav1ngs‘program results (1.e., measurémeﬁt)'wﬁl1 ‘in¢lude

"committed” measures in 1992, Beginning in. 1993, Edison and the DRA have
agreed to count only "redeemed” or "actual® results.

2. The Shared” Savings Target Incentive (TI) for oachuprogr:mfis,ca1cutated#by

' : add!ng‘fbrecastedmUt#l*tyﬂlnccntfverCosts:(UIC,).and_fbgecastedtUt111ty
Adm#nistrativeACostsw(UAC,)iandvmuixipiyfng,the;_umkby;the,authorized rate
of return (ROR) for 1992 (see Table Ay, .~ TP ‘

T,»(UIC, + UAC,) x ROR

3. The Performande Adder (P+) for Res1dént1a1'and Nonresidential survey programs
will be calculated by: multiplying. the corresponding adder by the actual
- {recorded) . Ut{Tity Administrative Costs (VAC,). ' For Residential Energy

Managemgnz'Servfces,uthe-adder-fs'?%: for Nonresfidentdal Energy Management
Services the adder 1s 5%, o I

Pe,og =UAC, X 0.02: P4 onras ,"VAC, X .0.05

For each Shared ‘Savings program, there are-three factors to determine the
shape of the S~Curve, From Table A, these factors are TEIR, MINR, and MAXR,
TEIR stands for Total Effective Incentive Rate and equals- Target Incentive
(TI) divided by forecast Incentive Basis (IB,). MINR represents the mindmum
incentive rate which applies when performance is less than 75% or greater
than 125%. . MINR is derived to equal eight multiplied by TEIR.and divided
by thirteen;ﬂ“MAXRriS'equaT“to,thexmaximumL1ncenz1ve‘rate-that applies when

fperformance;equalsYIOO%,}iThe;ratﬁbmof'MAXR;towMINR»1s agreed - to: be 10:1
: forrailﬁprogr;ms,hjmhus; D e e

.¢J_gf;nm¢ﬂﬁ%j“
S ,MINR-S_'T%LB’*'”
: | 13

MAXR = 10 * MINR

. Appendix G of the Decision'separated4Edisonfs,Nonresident1a1:Energy-Eff1c1ency
Category*intoxseparate,Programs--tommercial. Industrial, and Agricultural,
This.breakdownﬁwxs_fromrthe-DRATs comments to the ALJ’s draft ‘decision,

: _whichfinyturn;dnew%uponudata;rqquest?responses:fromsEdtson_andKGRC'Exhibits. .
,‘«In»thifodvfcelFfmﬁng,5Ed$son-has'made,aasjmilat calculation- and presents
;‘:he;&ﬁnumberstﬁnﬁIableyAxof&Appendixwg;; S e e
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6. The DRA recommends using the marginal cost stream f4led
original NOI because it is consistent with the mater{a)
GRC in discussing OSM programs. If, as a.result of using more recent
marginal information, some programs do not pass the TRC test, that program
will be Timited to application in the field only when it {s cost effective
to do so. Further: Edison will provide a 1{sting of such programs.

7. Edison believes that 1ts 1993 and 1994 targets will need to.be reset from the
GRC targets. Edison will file an Advice Letter or Application (if there
- 15 an overall funding increase requested for 1993 and 1994) before October
‘ to- (a) revalue the -parameters -in -the 1993 forecast (1.e., unit
. definitions, participation levels,.unft‘savingswestimates,-rebate'lev¢1s.-
etc.) and‘(b)gshfft;(or-add%by“lpp11cation) funds between and within Rate
Case Areas,'Funding,Catggorfes;fand/or Programs.- SV

ng1n+zj§n§

A consistent set of definitions 1s needed to provide foundation for describing
the incentive procedures and the detafls. supporting quantification of TRE,
shifting of -funds,. and other factors impacting Edison’s overall.OSM effort.’ The
following standard definitfons will be: used: . A

with the GRC 4n the
used throughout the

1. 'Gene?31 Rate-Ci§eJA%ea qf'Fuhdﬁﬁgﬁ(AREA): Thevtotdl-DSH‘programv1s;d1v1ded?1nto
three funding areas. passing the authorized expenditures and plans for

o Residential;.NOnngsidgnpfgl,;nd'Load Management,gffor:s. ' s

-2.-IncentivéﬁCategpnr'(CATEGORY}&UEicﬁTdréé}fiisépatated?1hththréewrncéntive"
' . Categorjes: ..  ﬁy$HmV,:ﬁﬁm;:ﬁwﬂ :;J”H 'y~‘

-

1.." Shared:Savings i~
2. Performance Adder . = = .-

| 3. Brpemsed:. e e . - |

3. Preram#;(RRbGRAﬁ)ﬁmhe:Shdfé&3Siv4n§s-'Ca:egoryflis separated nto seven (7)

o Pregramsr et LT TR R TR WA seven A7),

. .[;Resdden¢$a1“NewucOnstruction'Programj,‘
2. ResidentialwAppltance’Eff1ciency'Program:;
‘~IndustntaT}Energy:Eff1c1encyuProgramb
.4.Commerc1:JwEnergy;Ef£1c1encysProgram;u;

. Agricu]tural’EnergxgEffitﬁency'Program'
6.._Non-Re51dent1aiuNew:Construct+onuProgram:

7. DfrectyAssfs:anceqPrpgr;mx

Each of thesevprograms'has.a‘forecast "Incentive Basis™ {IB) which will
provide the basis-for Judging performance. ,

4. Measure (MEASURE): Each Program {s made up of {nd{vidual hardware marketing
' efforts. There arenanywhererromvtwo¢to~twentyﬂMeasures-for each program. .
There are no-targets. for Measures, but the program results for any one year

are generated by the prespecified‘savings.per‘Heasuregfthe'va1ue of the

savings and the number of .units actually delivered to customers for each
Measure. o : '

5. Unit (UNIT): The~key‘factorvfn;Quant1fication‘of-forecast-performance is the
o “ est+matejofﬂthe”numben*of‘Unitsade11yered for each- Measure. Units are
DA ;.!»jf'fsometfmes;described;asﬁﬁcustomers"andtatdother<t1mes;'tonsﬂ;““The;Un1ts
.. - must'be specific.in advance-in: order Lo set the'basis for performance..

U g e

(END OF APPENDIX I)




